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ERRATA:

Page 28: the table should be corrected as follows:

Other current  trans-
actlons,  including
shlpping, travel and
military expeondl-

ture, otc. (net) . . . + 05 + 02 + 0.7 — 0.5 — 0.5 — 1.0
Balance ’
on Current Account| — 0.3 + 0.3 — — 30 — 4.5 — 75

Page 85: paragraph 1, line 3,
' instead of: FM 12,400
read: - FM 12,400 million.

Page 108: table — Operating Statistics of the Transvaal Chamber of Mines,
colurnn 73 Working costs per ton,
instead of: £, s,
read: s.d. e

Page 121: paragraph 2, last sentence,
instead of: ; persons who had contravened previous regulations. . .
read: ; persons who had contravened previous regulations will not
be prosecuted unless the fact of the contravention was already
established before the entry into force of the law.

Page 158: paragraph 6, last line,
instead of: (i.e. 315t March 1947),
- read: (i, e. 315t March 1948).
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EIGHTEENTH ANNUAL REPORT
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BANK FOR INTERNATIONAL SETTLEMENTS
held at

Basle, 14th June 1948,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the eighteenth financial year, beginning
1st April 1947 and ending 3ist March 1948. The results of the year's
~ business operations are set out in detail in the section from page 154 to
page 160 together with a general review of the current activities of the Bank
and an analysis of the balance sheet as at 31st March 1948.

The financial year closed with a surplus of 9,541,433.80 Swiss gold
francs, of which 500,000 Swiss gold francs has been transferred to an account
for exceptional costs of administration and 9,041,433.80 Swiss gold francs to
the Special Suspense Account established in 1945. This latter account now
shows a balance of 13,547,201.77 Swiss gold francs,

The surplus for the year is almost comparable in amount with those
shown in the vears prior to the war but, as may be seen from the section
dealing with the current activities of the Bank, wider fluctuations must be
expected in the financial resulis than was previously the case, as a much
smaller proportion of the income is now derived from interest on investments.

Since the end of the financial vear, satisfactory agreements have been
concluded with the competent authorities with regard to the unblocking of
the assets of the Bank in the United States and as to the liability arising
for the Bank from its undertaking to restitute any part of the gold received
from the Reichsbank during the war, for the service of the funds invested in
Germany in application of the Hague Agreements of 1930, which might prove
to be looted monetary gold. The agreements concluded on 13th May 1948
are described later in this Introduction, on page 11. :

* L] .
*

The year 1947 saw the beginning of the European Recovery
Program, which had its origin in Mr Marshall's address at Harvard
University on sth June 1947. Never before has a speech led to so much
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comment and so much action within so short a time. On 12th July 1947 a
conference of sixteen countries was already at work in Paris on the drafting
of a European programme setting out — as suggested by Mr Marshall — the
requirements of the situation and the part which participating countries could
themselves play in giving proper effect to whatever action might be taken by
the Government of the United States. Thus the Committee of European
Economic Co-operation came into being, and on 22nd September 1947 its
report (in two parts) was signed in Paris by (in most cases) the Forelgn
Ministers of the countries represented.

Even before the signature of this report, investigations of the European
problem had been taken in hand, in the United States, by committees
appointed by the President and by delegations nominated by Congress. In
the autumn, steps were already being taken to arrange for ‘“‘interim aid” of
$522 million to France, Italy and Austria; such aid was granted by Congress
in a session specially convened for that purpose, additional aid being voted
at the same time for China ($ 18 million). And on 3rd April 1948 the
President signed the ‘“Foreign Assistance Act of 1948, envisaging a total
appropriation of $6,098 million, including an allocation of $5,300 million
for European recovery, to be expended partly in the form of grants and
partly in the form of loans in the period up to the end of March 1940.
An allocation was also made for China, together with additional appropriations
for special aid programmes in Greece and Turkey and for the International
Children’s Emergency Fund of the United Natlons, as well as for assistance to
Trieste and the occupied areas,

The machinery set up to handle the European Recovery Program is- -
known as the Economic Co-operation Administration. Mr Paul G. Hoffman
is at the head of it, with Mr W. Averell Harriman as an Ambassador-at-large
specially charged with the representation of the United States in negotiations
inside Europe.

In Europe itself an organisation for permanent economic cooperation by
the sixteen nations was set up under a special charter signed in Paris on
16th April 1948. This organisation embraces seventeen European countries -
(including western Germany), with a total population of about 270 million.

Its main organs are a Council composed of all the members, this being
the body (with a Chairman and two Vice-Chairmen) from which all . decisions
derive; an Executive Committee consisting of seven members, to be designated
annually by the Council; and a Secretary General, assisted by a first and
second Deputy Secretary General, all three appointed by the Council.

This - gives a bare outline of the funds made available and the machinery
set up. The Furopean Recovery Program represents a new departure in
the field of International cooperation, confined, for the time being, to the
United States and the participating countries in Europe but open, for
adherence, to other countries also; it is not intended that the new machinery
- shall replace the peace structure of a more general character set up at
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the end of the war. In the Special Report, issued in May 1948 by the
National Advisory Council on International Monetary and Financial Problems
(with its seat in Washington), on the operational policies of the International
Bank for Reconstruction and Development and the International Monetary
Fund, it is thus expressly stated that the “measures of special- United
States assistance are not intended to supersede the activities of the International
Monetary Fund and the International Bank, which will continue to operate
along the lines originally laid down'®. On the contrary, the Bank and the
Fund both welcomed the European Recovery Program. While the Bank
did not feel that it would be in a position to assume the risks involved
for more than a small proportion of that part of the Program which would
be placed on a loan basis, it was emphatically of the opinion that, in so
far as the Program satisfied the need of the participating countries for foreign
exchange with which to purchase foods, feeding stuffs, clothing, fuel and raw
materials, it would improve their balance-of-payments positions and make it
easier for the Bank to negotiate long-term loans, such loans contributing,
in their turn, to the successful outcome of the European Recovery Program.
And the International Monetary Fund noted that the participating countries
should have little occasion to require U.S. dollar assistance from it, save
under unforeseen and exceptional circumstances. Non-European countries would
also benefit from the Recovery Program, since dollars would become available
to them from the payments for goods procured outside the United States
for the purpose of the Program. Consequently, aid under this Program
would make it easier to preserve the resources of the Fund for the post-
transitional period, when they could be used more directly and effectively
for the attainment of exchange stability and the elimination of discriminatory
currency practices.

In the year and a half during which the International Bank for
Reconstruction and Development has been in operation, the main
emphasis has been on reconstruction, and this not only by reason of its great
urgency but also because of the great opportunity for rapid improvement in
productivity and, as a result, in world trade also. Of the loans shown in the
table on page 8, all but one have been for the purpose of reconstruction in
countries suffering from damage inflicted during the war. The only exception
is the loan to Chile, which was made specifically for the purpose of pro-
viding foreign exchange to enable the couniry to purchase equipment and
supplies required for the development of electric power, water facilities and
agricultural resources. It .is intimated, however, that in the coming months
gréater emphasis will be laid on the development phase of the Bank’s operations.

The loans have all been in dollars, with the exception of $2 million
worth of Belgian francs made available out of the capital subscribed by
Belgium, the purpose being to pay for the railroad equipment purchased
by Luxemburg. '

Although the Bank’s paid-up capital is equivalent to over $1l2 milliard,
more than half of this amount consists of currencies other than U.S. dollars.



.B.R.D.:. The Bank’s primary source
Position of Loans on 31st March 1948, of loanable funds is, there--
- fore — as originally in-
Date Loan Dis- ) - 3 in-
Sorroer of i commits | burss. | Unussd tended the private in
Loan ments | ments vestment market. During
Tn_millions of dollars the winter of 1946-47 the
France . ... .. 9th May 1947 250 | 280 — U.8. Executive Director
Metherands . . . . | 7th Aug. 1947 185 | 1385 56.5 of the Bank. discussed
Denmark . . .. . 29nd Aug. 1947 40 7.3 < -y 4 . .
Luxemburg . . . . | 28th Aug, 1847 12 7.0 so| with the Bank's Council
Chile ... ....| 25th March 1948 16 — 16 various problems connect-
Total |, . - 613 | aozs | 1102 ed with f:he floating  of
the Bank’'s securities in

_ . the United States. As a
result, the first public offering of bonds of the International Bank for
Reconstruction and Development was made on 1s5th July 1947, consisting
of $roo million ro-year 2!/, per cent. bonds due on 1s5th July 1957, and
$150 million 25-year 3 per cent. bonds due on 15th July 1972. Both issues
were favourably received,

A first bond issue by the International Bank in other than .dollar
denominations was the sale to the Bank for International Settlements, in May
1048, of an issue of 214 per cent. Swiss Franc Serial Bonds, maturing in
1953 and 1954, In the aggregate principal amount of Sw.fcs 17 millien, the
proceeds to be made available to the Netherlands Government. The President
of the International Bank, Mr John ]. McCloy, said that the principal
putpose of the sale of bonds abroad and similar transactions was to make
currencies other than dollars available to the Bank for use in its lending
operations. He added that ‘‘the interest and cooperation of the Bank for
International Settlements in working out this financing by the International
Bank has been encouraging and is greatly appreciated”’, the International
Bank being hopeful that this would be one of a continuing series of inter-
national transactions.

On 18th December 1946 the International Monetary Fund
accepted .the parities proposed by thirty-two of its members and announced
that exchange transactions would begin on 1st March 1947. It was, however,
recognised both by the Fund and by the member countries that the accept-
ance of par values was tentative and that some of the rates would need
modification sooner or later; in point of fact, several countries have been in
consultation with the Fund regarding modification of their foreign exchange
régimes. In dealing with these matters, as also with regard to questions of
exchange restrictions and multiple currency practices, the Fund has been able
to act on the basis of fairly wide discretionary powers, especially since it was
dealing with the exceptional circumstances of the transitional period. Further-
more, members of the Fund have received from it several statements on
. policy, .including one on 18th June 1947 deprecating international transactions
in.gold at premium prices, and one on 11th December 1947 emphasising the



“necessity of member consultation with the Fund on all matters relating to
gold subsidies, since such subsidies might constitute a threat to exchange -
stability or change the par values of currencies as expressed in gold.

One of the major problems confronting the Fund has been the formula-
tion of an appropriate policy with regard to the use of the Fund's resources
by member countries, these resources including about $3,500 million in gold
and dollars. On 26th September 1946 the Board of Executive Directors gave
an interpretation, which was accepted by the Board of Governors, to the
effect that the use of the Fund’'s resources was “limited to use in accordance
with its purposes to give tempotary assistance in financing balance of pay-
ments deficits on current account for monetary stabilisation operations’”. This
has introduced considerable flexibility into the Fund’s operations, the aim
being to strike a balance between the extreme course of conserving the
Fund’'s resources entirely for the post-transitional period and using them to
meet the pressing exchange needs of the members at the present time.

" Up to the end of March 1948, i.e. during the first vear of operations,
approximately $600 milion of the Fund's resources had been used by
members — mostly by European countries. These countries had, at the
same time, drawn largely on their own gold and dollar reserves and the
credit lines extended to them by agencies of the United States Government
— all this confirming the conclusion that ‘‘the post-war financial crisis has
proved to be more serious than was anticipated at the time the Fund was
established” (to quote once more from the Report of the National Adwsory
Council).

The European Recovery Program was, indeed, born of the imperative
need for immediate measures pending the long-term results which
European eountries might be expected to produce in the field of reconstruction,
by their own efforts or with the aid of the operations of the -International Bank
for Reconstruction and Development and the International Monetary Fund.
‘The United States alone was in a position to provide immediate and decisive -
aid. The most urgent task was to furnish European countries with sufficient
resources to enable them to continue their purchases, in the United . States
and elsewhere, of vital goods and especially of foodstuffs and raw -materials,
these purchases having already been so greatly compressed by the depletion
of the importing countries’ gold and dollar reserves that thete was a serious
danger of slowing down the recovery of Europe. It was, therefore, natural
that in the earlier examinations of the problem the main accent should be
placed on deliveries of foodstuffs and raw materials to be furntshed as part
of the Program, though in the original speech made by Mr Marshall on
sth June 1947 not only the material but also the financial and monetary
aspects of the problem had already received due recognition.

At their meetings in Basle the central banks naturally consulted one
~another with regard to these questions, and then the Bank for International



Settlements was able to make Its contribution by clarifying certain aspects of
the problem closely connected with its own activities and experience. Emphasis
was thus laid on the impossibility of separating the question of commodity
shortages (food, fuel, etc.) from the financial and monetary aspects of
the general situation, especially since the shortages of goods and services
were to some extent a direct result of financial and monetary instability,
including the inflationary tendencies persisting in many European countries.
It was not only that distrust in the national currency gave rise to wide-
spread hoarding of gold and foreign exchange and to the accumulation of
hidden stocks of foodstuffs and manufactured articles (which farmers and
others hesitated to sell for money in which they had no confidence), but
also that the inflationary expansion of purchasing power at home acted as a
magnet for imports and as a brake on exports, with dwindling monetary
reserves as a result. For the central banks it was natural to stress the
intimate relation which existed between methods of internal financing and
the state of the balance of payments, and to urge the elaboration of a really
comprehensive programme of financial and monetary reconstruction, including
the establishment of an adequate degree of budgetary equilibrium, the
adjustment of ' investments to available resources and the restoration of
balance in the cost and price structure, together with a repayment of
government debt to the central bank itself, whenever this was necessary in
order to fortify its position. '

As a practical contribution to the continuing work of the Committee
of European Economic Co-operation, which met in Paris in the summer of
1947, the Bank for International Settlements acceded to a request made to it
to act as technical Agent under the Agreement on Multilateral Monetary
Compensation, which had been signed in Paris on 18th November 1947 by
the Governments of Belgium (acting also for Luxemburg), France, Italy and
the Netherlands. As described more fully on pages 142 and 159, the scheme
for multilateral monetary compensation has been put into operation. Although
the volume of compensations arranged during the early months has not
been constderable in itself, the scheme may be regarded as the germ of
something more useful which may develop in the future, and its operation
has, moreover, made it possible to gain a new insight into the working
of the monetary system under the difficult circumnstances of present-day
Europe.

Moreover, the Bank for International Settlements has continued and
developed its cooperation with the International Bank for Reconstruction and
Development. This cooperation, which was first established between the
tesearch departments of the two institutions, has been gradually extended
to include technical assistance given to officials of the International Bank
who had been sent to Europe in order to examine the situation of particular
countries. And in the spring of 1948, as mentioned above, the Bank for
International Settlements was able to assist in the issue of Sw.fcs 17 million
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bonds, which allowed the International Bank for Reconstruction and Development
to lay greater stress on the international character of its operatlons, especially
with regard to the placing of Its securities.

Between the Research Department of the International Monetary Fund
and the Monetary and Economic Department of the Bank for International
Settlements documents have been exchanged and contact and consultation
established through mutual visits of officials, etc.

* *
* .

In the spring of 1948 the Bank for International Settlements obtained a
final and satisfactory settlement of certain outstanding questions to
which the war had given rise. One of these questions concerned the
Bank’s assets in the United States, which had been blocked by the US.
authorities in 1941 (at the same time as similar assets of other holders on
the continent of Europe); another question referred to gold which had been
received by the Bank for International Settlements as payment from Germany
during the war and which the Bank had subsequently been able to identify,
~ as having been looted in countries occupied by Germany.

- Work preparatory to a solution of these questions had been in progress
since the end of the war. After a preliminary exchange of letters between the
Secretary to the Treasury of the United States and the Chairman of the Board
of Directors of the Bank for International Settlements, the latter paid a visit
to Washington, accompanied by the General Manager of the Bank, and
concluded two final agreements, both signed on 13th May 1948

One of these agreements, concluded between the Treasury Department
of the United States and the Bank for International Settlements, concerned
the unblocking of the Bank’s funds in the United States. As a result, all the
funds in question belonging to the Bank itself, as well as funds corresponding
to deposits of which the beneficiaries are no longer blocked, were finally
released and exempted from any restriction.

On the other hand, funds corresponding to deposits of which the
beneficiaries are still blocked have been segregated in a special account with
the Federal Reserve Bank of New York, and this account cannot be drawn
upon without the consent of the competent U.S. authorities, the amount
involved being, -however, very small. :

The other agreement was concluded between, on the one hand, the
Government of the United States, the British Government and the French
Government and, on the other hand, the Bank for International Settlements.
The three governments acted on their own behalf and on behalf of all the
other governments signatory to the Paris Agreement of 14th January 1946 and
of the banks of issue of the sngnatory governments.

This * agreement finally fixed at 3,740 kilogrammes the amount of
gold which the Bank places at the disposal of the three governments, the
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gold in question having been received from Germany during the war and
subsequently identified as looted. The amount thus defined includes, to the
extent of 10 per cent., gold received by the Bank for account of a third
party (another central bank). Consequently, the sum to be restituted by the
Bank for its own account amounts to 3,366 kilogrammes of fine gold.. :

Such payments as were received by the Bank for International
~ Settlements from Germany during the war were — as previously reported —
connected with operations carried out by the Bank in 1930-31 1n application
of the Hague Agreements, the Bank then acting in virtue of the Trust
Agreement through which it was associated with the creditor governments
reciplents of the annuities under the Young Plan. These operations gave rise
to a series of investments, the origin and nature of which were described
in the seventeenth Annual Report (page 160). During the war the Reichsbank
continued to effect transfers in the form of remittances of gold or Swiss
francs (against Reichsmarks) corresponding to the interest earned on these
investments together with a very limited redemption of capital. '

The Bank was obviously not in a position to refuse these payments,
«which were in accordance with the contractual obligations governing the
investments. It was, indeed, incumbent upon the Bank to do its utmost to
secure the payments in question, since any interruption in the tramsfers would
have led to an increase in its holdings in Reichsmarks and that would have
been tantamount to economic assistance to the market of a belligerent
country, which would have been contrary to the rules of strict neutrality
laid down in the Bank’s declaration of 18th December 1939.

When receiving the payments from Germany, the Bank had to run
the risk of taking over gold which might not be the lawful property of the
Reichsbank. It did all it could to avoid receiving such gold in that it
asked for assurances, on each occasion, that the gold had belonged to the
Reichsbank itself since before the war. The gold which the Bank for
International Settlements received was taken from the Reichsbank deposit
with the Swiss National Bank and placed by the latter at the disposal of
the Bank for International Settlements on instructions from the Reichsbank.

It was obviously not possible erther for the Bank for International
Settlements or for the Swiss National Bank to ascertain what was the
origin of the gold in question. As early as September 1945 the Bank for
International Settlements offered, however, to cooperate unreservedly with
such central banks as had notified it that they were looking for monetary
gold of which Germany had deprived them during the occupation of their
respective countries. For its own part, the Bank for International Settlements
arranged for a technical examination of the question; thanks to the work thus
undertaken, it was possible to produce a complete list of all the bars received
from Germany during the war and full particulars of their characteristics.

At the same time, considerable work was being done by the Allied authorities
In Germany to trace, from the book-keeping records of the various German
institutions, the monetary gold that had been seized in the occupied countries.



The Bank for International Settlements was able, after a close examina-
tion of the facts, in collaboration with the Bank of France and the National
Bank of Belgium in 1946 and with the Nederlandsche Bank in 1947, to-
prepare detailed minutes relating to monetary gold which might have been
looted in occupied countries. Moreover, the Board of Directors of the Bank for
International Settlements decided, as early as 1946, to authorise the restitution
of all gold with regard to which it could be proved by reasonably convincing
evidence that it represented looted monetary gold within the meaning of
Part IIl of the Paris Agreement on Reparations dated 14th January 1946.

During the conversations in Washington, the technical experts of the
Allied Governments and the Bank for International Settlements were able to
examine and compare all the available documents. On the basis of these
records, the amount to be restored was finally fixed at 3,740 kilogrammes
of fine gold. This gold is now at the disposal of the Allied Governments
for distribution among the rightful claimants by the Brussels Tripartite
Commission for the Restitution of Monetary Gold, created for that purpose
in 1946, .



II. Recovery and Setbacks in 1947.

. Developments in Europe during 1947 formed a strange mixture: on the
one hand, there was further recovery, especially in the industrial sphere, sustained
by continued full employment and, on the other hand, a series of disappoint-
ments, including another poor harvest, caused by an unusually cold and
long winter and an unusually long and warm summer, the growing political
antagonism between east and west, an increasing tension in the balances
of payments (typified by the general “dollar scarcity” and the failure to
maintain the convertibility of sterling) and the continued low state of
activity in Germany. These disappointments have received wide publicity,
while the undoubted recovery in the majority of European countries has been
less generally realised. It may, indeed, be appropriate to review briefly the
substantial improvements which have taken place since the summer of 1943,
before noting the character and effects of the varicus setbacks in the course

of 1047.

The more immediate tasks which confronted both victors and van-
quished at the end of the war were well described in Chapter III, para. 17,
of the Potsdam Declaration of August 1945, which laid down for Germany that
“measures shall be promptly taken: '

(a) to effect essential repair of transport;

(b) to enlarge coal production;

{c) to maximise agricultural output; and

(d) to effect emergency repair of housing and essential utilities”.

While relatively little progress has been made in Germany itself, in
other European countries the work of repair and reconstruction has been
vigorously pursued and, apart from agriculture, where the results are so largely
dependent upon the weather, statistical data confirm personal observation that
the post-war efforts have not been in vain.

In the field of com-

Railway Freight Traffic. . munications, the railway
: bridges, marshalling vards,

count 1957 1046 1946 1047 lpcomotlves, rolling stock
untry N . and tracks destroyed during
In_milllons of net ton-kilometres
. - the war have, as a rule,
Austrla. . .. ... 4,107 - 28640 4,3920)] been repaired or replaced
Belgium . . . . .. 6228 | 2082 | 4602 | 5868 . E .
France . . .. .. .| ss304 | 21920 | 36388 | 41622 lf?'mESt l(liropean countries,
Hungary . . . . . . 2,450 650 1,368 2,556 the end of railw
Netherlands . . . .| 2286 | 2080 | 1844 | 28000 - 1947, railway
Sweden . .. ... azes | 6024 | o900 | eoss | traffic exceeded the pre-war
Poland. . ... .. 22,077 - 24,88t | 25661 volume, as mav be seen
United Kingdom (%), 26,256(4%| 36,024 33,649 33,095 f i’l bl ¥
United States , . . | 826,500 | 994,246 | 864,216 | 955703 rom the table.

The increase in freights
{} Including traffic on behalf of the Allied forces. ied b h ' £
) Partly estimated. @) Excluding Northern Irefand. carrie y the railways
¢} Yearly estimate for 1838 based on 20 weeks to December, reflects, to some extent,



a decline in the transport facilities on inland waterways and on the roads. Almost
inevitably, part of the repair work has been of a provisional character and
much old material is still in use. Further progress will be mainly dependent
upon increased production of waggons and locomotives and on the availability
of sufficient supplies of coal and electricity.

As regards merchant shipping the pre-war level of traffic has not
been reached but considerable progress has been made. At the end of the
war the world total of merchant tonnage was 614 per cent. above the pre-war
figure, but for all the European countries taken together the reduction came to
nearly 40 per cent. :

During the year 1947 the total output of new merchant vessels was as
much as 2,200,000 gross tons, the British output being 1,202,000 gross tons or
57 per cent. of the world total. At the end of the year 3,082,000 gross
tons were under construction in the world as a whole, including not less than
2,173,000 in Great Britain and Northern Ireland.

Steam and Motor Tonnage.

1914 1930 1847 Difference 193947
Countrigs June June
. Tonnage Parcentage
in thousands of grogs tons
Great Britain and Northern :
lreland . . ... ...... 18,892 17,891 17,848 — 43 — 0.2
British Dominftons and
Colonies, ete.. . . . . ... 1,632 3,111 3474 4+ 363 + 7
Total British . ., 20,524 21,002 21,322 + 320 + I.5
Denmark . . . . ... 4. 770 ) 1,175 1,024 — 151 — 128
France . . .. ... ..., . i,922 2,934 2,315 — 619 — 217
Germany . . .., ..., 5,135 4,483 s — 3,99 — 86.8
Greess, . . . . . . 821 1,781 1,027 — 754 — 42.3
Maly, « - . v v v i e e o 1,450 3,425 1,301 — 2024 — 82,0
dapan. . .. ... 1,708 5,630 5,809 + 179 + 3.4
Netherlands . . .. .. ... 1472 2,970 2436 . — 533 — 180
Norway . . .. . . v oo . 1,957 4,824 3,761 — 1073 — 222
Spaln. . ........... a84 o02 1,130 + 228 + 252
Swaden . . ., . e e e 1,015 1,577 1,029 + 251 + 159
Unlted States (sea) .. ... 2,027 8910 30,168 + 21,256 + 238.6
United States (lakes) . . . . . 2.260 2,452 2,257 — 194 - 78
Other countries , . . .. . . ' 3477 5,436 8,546 + 2,109 + 32.8
World Total. . 45,404 68,509 83,514 -+ 15,004 + 21.9

L d

No reliable flgures of logses had been received when this table was compiled. Later Information shows that
more _than 4 mlllion tong at present recorded had been lost; details of vessels bullt since 193¢ are not known,

For the first two and a half years after hostilities had ceased the coal
shortage, as in the years 1919—20; was probably the most troublesome bottle-
neck hampering European recovery. As it happened, in the course of 1947,
the demand for coal was intensified by the reduction in the output of hydro-
electric power caused by insufficient rainfall but, by the end of the year,
abundant rains made it possible generally to suspend restrictions on the use of
electricity and, by then, the output of coal for Europe as a whole was within
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20 per cent. of the pre-war figure. It may be said that, at the beginning of
1948, thanks to higher production and continued imports from the United
States, the shortage of coal had ceased to be a serious obstacle for most of
the European countries in their efforts to increase industrial output.

The distribution of coal on

Production _.of Hard Coal in Europe. the continent of Furope is in the

outios \036-1938] 1946 1947 hands of th? Geneva Coal Comm1't-
__ tee, a subsidiary of the Economic
Annual, In milllons of tons .o
250 " son Commission for Europe set up
Great Britaln . . . . 1 . y
Francs . - ... 48 a7’ 45 by the United Nations. The
Balgi_ull'n ...... :fg 23 *24 Committee m question includes
N e 8 10 :
Pt 135 oz | a2 members from eastern and western
Poland ) | L 6; 47 ?: Europe, the supply and distribution
N i 14 . . . N
f;'::h“"’““ p 139 .1 14 | of Polish coal, for instance, being
Turkey . ... ... 2.00) 3.8 392 | of considerable importance for the

() For Rubr, Aachen and Saar.

@ Including Upper and Lower Sllesla, now within Polish
frontiers. {f Average 1933-1837, {4} For 1940,

Note: Some countries have in addition a not unimportant
production of brown coal, _In 1947, the gross pro:?o ctlon
of such coal In western Germany was 58 milllon tons
and In Czechoslovakia 22 milllon tons.

meeting of the needs of a number
of European countries.

In the course of 1947 Europe
received 34 million metric tons of

coal from the United States, whose
coal output of 613 million metric tons in 1947 was greater than the aggregate
output of coal in Europe. But, in the United States, coal production remained
hrnited by an inadequate supply of railway coal-waggons, since in that country
coal is not stored at ‘the mines and, when tmmportatlon is hampered, produc-
tion is considerably curtailed.

The progress made with regard to emergency repairs to housing
and public utilities has varied greatly from country to country. As far
as gas and electricity works have been concerned, the owners, whether local
authorities or private companies, have invariably taken steps to put the in-
stallations into working order; thanks to enlargements, even during the war
years, the -European production of electric power rose from 130 milliard
kilowatt hours in 1938 to 170 milliard in 19047 — an increase of 30 per cent..

~ The output of gas has been primarily dependent on the supply of coal -
— a noticeable tendency being the increased use of electricity for cooking and
heating and, in some countries, a greater use of oil also for heating purposes.

In the countries which were the theatre of active warfare or otherwise
exposed to bombing from the air, the repair of damaged premises, together
with the construction of new houses, has been given high priority, espe-
cially in areas where labour. would have to be adequately housed in order
to be able to increase output to, or beyond, peacetime levels. In the United
- Kingdom, where no fewer than 4 million houses were damaged by enemy
action (including 460,000 destroyed or otherwise unrepairable), public authori-
ties assumed the main responsibility for rehousing; but in that country, too,
much repair and reconstruction has been carried out through private initiative
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and enterprise. By the end of 1947, some 900,000 houses had been repaired
in the United Kingdom and 350,000 -houses newly built.

In Italy, as in Awustria, there has béen comparatively little new con-
struction, quicker results being obtained by .giving priority to the repair of
damaged houses instead of erecting new ones. By the end of 1947, almost
all slightly or heavily damaged apartments in Italy had been fully repaired,
while in Austria the more lightly damaged houses had also been repaired and
a fair proportion — probably one-half — of the more heavily damaged houses.
Considering the general shortage of building materials, it often seems a miracle
how much has been achieved within a relatively brief period.

But even greater progress has been made in the repair and reconstruc-
tion of industrial plants. While damaged armament works have often
been left as they were, it is no mean achievement that, not only in the
United Kingdom, France and Belgium but also in Holland, Italy and Austria,
the physical damage suffered by industrial capacity through bombing or other
acts of warfare has practically been repaired. This does not necessarily mean
that the industrial output has reached peacetime levels, since in some countries
efficiency has been impaired by lack of food and fuel, insufficient supplies
of raw materials, the use of old tools and machines and the absence of certain
key plants; but, as the graph shows, a very remarkable recovery has taken
place in the field of industrial production, which in the majority of countries
has risen above the pre-war level.

That has also been the case in the United Kingdom. For the first
time since the war, indexes of the volume of industrial production were
published early in 1948: an official index with 1946 as base period, and
another with 1935 and also the average of 1935-38 as base period, the latter
being published in the “London & Cambridge Economic Service” by four
investigators, C. F. Carter, W. B. Reddaway, J. R. N. Stone and N. F. Winter,
According to the calculations made, the index figure for 1938 and also that for
1947 work out as equal to the 1935-38 average and, since this index makes a

' comparison with pre-war vears

United Kingdom: Industrial Production. possible, the mam. results have
Index 1935-38 = 100, been reproduced in the table
120 : 120 and are also shown in a special
il . . graph.
1o ' AVA‘ e United Kingdom:
N : A . Index of industrial Production.
'.".“3: r\\. . EIETE :100 1935-38 average 100
C / \ I_/ V ] 1937 ” 107
B . 1938 " 100
90~ A 190 1946 " 22
:/J . 1947 " 100
[ it Il /I IS A A |.Ir|I||I1_|: 194?4thqual‘ler 110
:i&_ 1946 | BT 1948 80 1948 18t - ,, 1100
{*) See page b53. . (@ Provielonal figure.
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The provisional figure for the first quarter of 1948 is 10 per cent.
above the 1947 average and indicates that the improvement in output which
had been attained in the last quarter of 1947 has been broadly maintained,
despite the increase in sickness and other factors which normally have a
depressing effect in January and February.

In Greece an index of the volume of-production (1939 = 100),
compiled by the Federation of Greek Industries, shows an increase from s54
for 1946 to 67 for 1947, an index figure of 744 bemg attained in October 1947
— the highest since the liberation. -

As will be seen from the graph on this page, the increase in the
volume of industrial production was particularly rapid in 1946,
: when it was largely
a question of making
fuller use of capacity

Volume of Industrial Production.
Monthly indexes, January—June 19329 =

275 . 275 already existing and
50 1938 | Y039 | 1940 | o1ok) | 194 | 1943 | 194k | 1945 | VMG | 94T | 148 .\9'!9 250 when . th anks to
s : Vi = '\A 225 foreign aid through
200 . \ N/ TUSE | UNRRA and in other
7 uv(f " | ways — European
150 T AR e ™ {10 | countries were able to
= /Ib 4 T Canado 1';5 obtain badly needed
u;z canata ' ~ 12: -supplies of raw ma-
100 b s T B [ terials. In 1947, how-
L e o — o ever, the improvement
122 o N | France ;io did not continue at
AN AN I R A the same rate but was
100 A= 1, “\v,./’" jVV~——ae'|gium no | slowed down and even
» SR e o 4 i 7 reversed, with a most
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- o, — _-4.__‘.‘ o a— N
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12 sabden T 1 50 States and Canada —
N AT = {u0s | which seems to indi-
" Denmark b [ —vemark | 2 cate that the slower
1:2 \ ) A '?‘;“ pace may not have
25 ; ~ T been primarily due to _
I /l/*/v""““d."‘""‘y 0o | specifically  European
7 | ANV YEL PN ¥ L s causes (such as a
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business trend. In the spring and summer of 1947, prices in the United
States declined simultaneously with the reduction in industrial output, and
these movements had their counterparts in . European countries. But, in
the fourth quarter of 1947, there was already an upturn, both in prices
and in production — and in America as well as in Europe. Perhaps
the world witnessed a change in the business trend which might have
developed into a post-war depression, had not the downward movement
been interrupted by a number of sustaining forces, operating more parti-
cularly on the American market — although their influence soon made
itself felt in other continents also. Notable among these forces were the
unsatisfied demand for motor vehicles; a sharp resumption of residential
bullding activity already in the spring of 1947; the granting of continued
aid to Furopean and other countries; the removal of restrictions on
instalment buying; the continuance of relatively cheap money after some
necessary upward adjustment, and of the influx of gold into the United
States; and, finally, legislation permitting redemption of armed-forces leave
bonds after 1st September. It is, indeed, astonishing to find, even in
a world so hampered by barriers to the movement of goods and capital, a
high degree of correspondence between the business trends in different countries
and continents. '

For the whole year 1947, the index of industrial production in the
United States stood, on an average, 10 per cent. higher than in the pre-
vious year. Several counfries in Europe, and among them the United
Kingdom, Belgium, Denmark, Finland, France, the Netherlands and Italy,
attained a similar increase in production. The realities of European

industrial production
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goods industries (iron and steel, engineering and building) has been rising much
faster than industrial production in general, and continued to do so all through
1947. In the United States particularly, there was an expansion in typical
reconversion industries and thus in the output of durable goods such as house-
hold electrical equipment, radios, motor vehicles, tyres, freight and passenger
cars. At the same time expenditure on new construction increased by almost
one-third from 1946 to 1947, continuing the advance which had begun in 1945.

That actual living conditions of the people in so many European
countries have not improved in the same degree as industrial production is
due to a number of circumstances, the most important being, perhaps, that
agricultural production has lagged behind (see page 23). Another reason is
that much of the present work continues to be devoted to reconstruction
of war damage and the resioration of depleted reserves and thus leaves a
smaller share in the form of consumption goods than before the war. It
is, for instance, reported that in Austria (outside agriculture) one worker
in five has been engaged in repairs and reconstruction. For another reason,
also, the homé consumer may get a smaller share. The United Kingdom,
having to export more than before the war, managed in 1947 to increase
its exports (at 1938 prices) by 8 per cent. above the 1938 level, while its
imports (also at 1938 prices) were 23 per cent. less than in 1938, the
result being a reduced supply of consumers’ goods for "the British public
as a whole. This country was, however, an exception to the general rule for
European countries in this respect; over the greater part. of Europe, imports
have risen more than exports.

A careful examination of the over-all figures for European production
makes it possible to affirm that the general improvement has been fully as
rapid as after the first world war. The most important fact to remember in
this connection is that, except in Germany and Italy, full employment
has prevailed not only in Europe but all over the world. Efficiency may
here and there have been reduced* by malnutrition as well as by inadequate
technical training or by the use of old tools and machinery, and sometimes
by a lack of raw materials; but, when, with the stil relatively modern
methods of production, workers are fully employed the results are seen to
be impressive.

Moreover, there has been an extension of working-hours in some countries.
Thus, in France, the average working-week was 45 hours in 1947, as compared
with only 38% hours in 1938. In the nationalised mines of Great Britain,
where in 1946 the working-week was reducéd to 40 hours, the workers
agreed, after the. fall in coal output early in 1947, that they would work
up to 44 hours a week.

While much credit must go to all those in the various European
countriés who have striven to overcome the many serious difficulties of the

* In Germany, thch iz an extreme cdse, the decline of productw:ty in industry has been estimated
‘at 45-50 per cent.
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post-war situation, it needs to be emphasised that the industrial recovery
actually attained in Europe c¢ould not have been ‘achieved
without the financial and other aid from the United States.
The following tables show the total of United States Government aid to all
foreign countries, approximately 60 per cent. of the unilateral transfers (grants
and other relief) and 9o per cent. of the loans and property credits (excluding
the subscriptions to the International Bank for Reconstruction and Development
and to the International Monetary Fund) having been for European account.

Between July 1945 and the end of 1947 unilateral transfers and long-
term loans and investments together provided a total of $17,350 million, of
which about $14 milliard has been utilised, the most important amounts not
yet utilised being the greater part of the subscriptions to the International
Monetary Fund (cf. pages 8 and g and also table in Chapter VII on produc-
tion and movements of gold). o

_ The external aid thus received has been useful in many ways: it has

furnished exhausted countries with food, without which social disintegration
might have set in and the manpower of these countries could not have per-
formed the work it managed to get done; it further provided raw materials,
as well as much needed tools and machines. In addition, the foreign aid
represented resources from abroad which added to the amount of savings
available and thus permitted a higher proportion of the productive power to
be devoted to repairs and reconstruction and other forms of investment than



United States Government Aid to Foreign Countries.
A, Unilateral Transfers,®

UNRRA Civilian “Other

Straight | and post- [suppliesfor TG':I";‘ govern- ﬁ“":’ ; Less i';":: :

Perlod lend-leasa| UNRRA | occupled [ ™ ph d' ment | UV ‘i‘ " ra . "";‘;’9 o ";" : ';i;a

ald | territories ' transfers@]  * fansierst) transters

in_millions of dollars

1845 July-Sept..| 1,015 168 310 —_ 134 1,827 — 481 1146
Oct.-Dez. , 593 01 34 —_ T0 o988 — 50 938
1948 Jan.-March 109 532 107 — 20 768 — B2 716
April-June 46 414 207 — 6o . 736 — 24 712
July-Sept. & 382 118 — 133 636 - 8 628
Oct.-Dec. .| — 104 126 - 72 31 | — 10 3m1
1947 Jan.-March — 264 ‘225 — m 590 — 140 450
April-Juns - 189 262 1 15 567 — 120 447
July-Sapt, —_ 182 315 39 68 874 — 99 4715
Oct.-Dec, . — 142 208 54 56 457 — T6 s
Cumulative total | 1,765 . 2,728 1,905 94 B83s 7,934 —1,060 8,274

(N Not Including net private payments of $695 milllon for 1847,
Including interim aid to France, Maly and Austtia and also granta to the Intematlonal Refugee Organisation.
Including lend-lease settlements.

B.Long-Term Loans and Investments. "

Subscriptions -
to the Loan
Lend- | Surplus [ Export- v TM oth Total in- Net
lease pro= Import | jnter- | Mone- n er out- . out-
Perlod credits | perty | Bank | national| tary | Kino- flow | % | fiow
@ Bank | Fung | d90M
in miitions of dollars
1945 July-Sept..| 495 - 5 — — — 1 s01 | — 14| 487
Oct.-Dec. .} 321 71 25 — —_ — 1 418 ) — 35 383
1946 Jan.-March] 271 | 135 137 - — — _ 543 | — 22 521
' Aptil-Juns 173 414 333 169 —_ —_ —_ 1,019 ) — 19| 1,080
July-Sept. . 78 110 231 — —_ 400 17 836 | — 18 gie
Oct.-Dat_:. . 24 201 270 159 5 200 2 851 | — 20 B
1847 Jan.-March 14 113 280 159 | 2,745 EO0 27 3,838 | — 50| 3,788
April-June . 5 ao 249 159 — 950 a8 | 1,501 | — 34! 1,457
July-Sept, . 2 51 | st — —  |1,300 2 | 1418 ] — 39| 1,377
Oct.-Dac. , 2 54 206 _ —_ 100 3 375 { — 47 328
Cumulative total] 1,386 1,248 1,797 636 |2,750 |9450 101 11,368 | — 288 | 11,070

("} Not Including net private outflow of $736 million for 1947, ) Including ship eales.

would otherwise have been possible. Without the aid, the volume of pro-
duction and the national income in the various countries would manifestly
have been less — often much less — than is now the case; and a smaller
income would have brought down the revenue from taxation, and that would
have made it even harder to balance budgets and to overcome the
monetary - difficulties. There could be no greater misconception than to imagine
that the aid so far furnished has been of no availl or somehow '‘wasted”.
Mistakes have, of course, been unavoidable in a period of unsettlement after
a long war; but serious efforts have also been made, often under very
difficult circumstances.

- If, notwithstanding the recovery which had taken place and the aid
obtained from abroad, the economic and financial situation of Europe became



more tense in 1947, this was due to a series of setbacks and dis-
appointments, which in varying degrees affected all European countries.

1. The first setbacks began with the unusually sharp cold weather early
in the year, which, inter alia, led to a reduction of the industrial output
in Great Britain and temporarily caused a resurgence of unemployment,
this being embarrassing at a time when the country badly needed to
keep up its flow of exports. The winter crop was damaged not only in
Great Britain but also in France and some other continental countries.
This was the first of a series of blows which agricultural production
had to sustain. '

2. In 1947 Europe had an incredibly bad harvest, the failure of the
crops being due to an unusually warm and dry summer following the
cold winter.

By the end of the war agricultural production in Europe was
vulnerable for many reasons: large areas had been affected by actual
warfare and, in some cases, there were hardly any of the pre-war in-
habitants left; in general, European agriculture had been suffering from
a lack of manpower and from the cumulative effect of insufficient use of
fertilisers for many years past. The substance of agricultural capital had
been seriously reduced through losses of livestock and deterioration of
equipment — to which should be added the effects of agrarian reforms. As
a result of all these factors, total agricultural production in Eurcpe (ex-
cluding the US.S.R.) for the harvest year 1945—46 would seem to have
reached only 60 to 65 per cent. of the pre-war volume. In the following
year, 1946—47, the result was already better, with an average of about

75 per cent, —

World Production of Wheat. a figure which
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year in succession. It might be added that in the U.S.S.R. the drought
was the most destructive for over fifty years, affecting not only western
Russia but also the important agricultural regions of Siberia.

In 1947 the drought moved westwards, bringing a calamity from
which no European country wholly escaped, although its severity was .
. not so pronounced in Finland, Roumania and Yugoslavia, and rainfall was
more or less normal in large parts of the USSR.* Preliminary figures
would seem to indicate that the damage inflicted by the drought reduced
agricultural production in Europe (excluding the U.S.SR.) to about
two-thirds of the pre-war standard. The effects of these losses were
most important from both an economic and a political standpoint,
When food gets scarce, 1t becomes more difficult to prevent black-
“market prices from soaring and consequently to safeguard the purchas-
ing power of money. Since the governments in the afflicted countries
necessarily had to secure a minimum supply of food for their people,
they were obliged to turn to overseas countries, or to the USSR, with
" demands for increased deliveries, even if that meant, in some cases,
further drafts on already slender monetary reserves, or the conclusion
of commercial treaties with burdensome clauses.

It has been estimated that, in- order to make good the whole
deficiency of the 1947 harvest, the Furopean countries would have had
to import- 25 million tons of wheat and rye, in addition to the normal
imports of 14 million tons. At $3 or more per bushel — a price to
which wheat had been pushed by the failure of the European harvest
and the consequent world scarcity — this would have meant an extra
cost of some $3,000 million. For the countries taking part in the
European Recovery Program the deficiency caused by the poor harvest in
1947 came to about 7 million tons. Fortunately, the United States has had
eight good harvests in succession, of which four have been bumper
harvests — perhaps a sign that, thanks to the use of more fertilisers and
other improvements in production methods, a new level of agricultural
output has been reached. United States exports of wheat and flour in
1947 amounted to 9.6 million tons as compared with an average of
1.3 million tons in the years 1934-38. Grain exports from the US.SR.
are reported to have exceeded 2 million tons in the harvest year 1947—48.

3. The deepening cleavage between the east and west of
Europe, with all the concomitant signs of growing discord, has had
unfortunate consequences, especially in regard to confidence, which is

* Swiss meteorologists have found that during the period of 120 years for which they possess
relisble weather records there was never anything like the sustained high temperatures reached in
the summer of 1947. Tt is, indeed, possible that in the whole known history of Europe there has only
been one summer equally hot, and that was the summer of 1540, which was long spoken of as
something quite abnormal. As regards the lack of rainfall, the summer of 1047 was less exceptional;

* but, if account is taken of the high degree of evaporation in the prevailing heat, it is likely that
in modern times the ground has never been so excessively dry. Weather repotts are not available
from the US.8.R. but, from a comparison with the year 1911 {when the weather, though less warm,
would seem to have taken much the same course), it seems probable that, in 1947, more rain fell
in the U.8.S.R. ihan it other parts of the Eurasian land-mass.



so important in all matters of currency and credit. But it seems
probable that popular opinion has formed an exaggerated idea of the
effects of this cleavage on the currents of trade within the continent.
Poland, for instance, greatly increased its exports of coal to the west
in 1947 and also its purchases from western countries. Political differences
need not necessarily lead to economic isolation: the European countries
realise that it 1s to their mutual advantage to exchange goods and
services. Thus, i1t was expressly stated in the Paris Report of the
sixteen C.E.E.C. Nations that trade with the eastern parts of Europe
was of crucial Importance for these nations. And, in March 1948, the
new Czechoslovakian Minister of Commerce declared that his country
was most anxious to develop its trade, not only with the east but
also with the west. In March 1948, moreover, Switzerland concluded a
commercial treaty with the US8S.R. for an increased volume of trade
in both directions. It would be hard to find, in Europe, any person
responsible for foreign comrmercial and other affairs who would not
testify to the importance of intensifying the interchange of goods and
services, notwithstanding the political cleavage which has developed.

But, when all this has been said and admitted, and when the
whole volume of goods and services ensuing has been duly registered,
it cannot be denied that the political division of Europe, with all the
uncertainty it engenders, has had some distinctly harmful effects. In
" patticular, '

(a) it has proved impossible to prepare and apply a homogeneous
recovery programme for the whole of Europe (and consequently
one method of cooperation is being tried out in the east and
another in the west); and

(b} it has proved impossible to prepare and agree upon a uniform
economic system for the whole of Germany.

Europeans are, however, anxious to maintain and develop the Economic
Commission for Europe (which, as the European branch of the United
‘Nations Economic and Social Organisation, has its seat in Geneva and
comprises members from both ends of Europe) in the hope that the work
carried on there will help to diminish the existing antagonisms and be of
practical assistance to the development of trade, with closer cooperation
in technical and other ways. '

The continued low state of activity in Germany is perhaps
best illustrated by the fact that the volume of that country’s industrial
production has reached only 40-45 per cent. of pre-war, while foreign
trade is still more depressed. The exports of the three western zomes
were in 1947 equal to about 25 per cent. of the corresponding volume of
trade in 1937 (it being assumed that about 60 per cent. of Germany’s
foreign trade in the latter year represented the share of the area now
comprising those three zones).



;_— 26 —

¥f coal has been, and steel remains, a serious bottleneck in the
European economy, the cause must largely be sought in the inadequacy
of German production.®* This inadequacy is not confined to such basic
products: it is also of importance with regard to a variety of consumers’
goods which countries in and outside Europe used to obtain from
Germany, where they were manufactured with great efficiency and
could, therefore, be sold at moderate prices. Now that a number
of countries cannot exchange part of their current production for
materials and articles obtained from Germany, they suffer a “hidden
loss”, in that their own output, even if it has attained the pre-war
volume, is no longer as useful to them as it was. Besides the deficiency
of German production, monetary difficulties also place obstacles in the
way of trade: Norwegians used to send frozen fish, and Italians fruit, to
Germany in exchange for coal, iron and steel, manufactures, etc.; but
under the post-war régime dollars have had to be paid for German coal,
iron, steel and phosphates, while nobody will pay the Norwegians in
dollars for the frozen fish or the Italians for the fruit. Recently per-
mission has been given for compensation deals, which in fact means
that a kind of barter is being arranged — this form of transaction
being a throwback to a not very advanced stage in the world’s economic
development.

The importance of German peacetime production to the recovery of
Europe is being increasingly recognised — and, indeed, in a most striking
mannet — by the admission of western Germany as a participant in the
European Recovery Program. The International Chamber of Commerce
adopted the following text, in February 1948, as part of a general statement
on European Recovery: “Germany 1s one of the key points of European
recovery. Until Germany is reintegrated, with all proper safeguards,

into the European economy, Europe cannot give of its best.” .

5. In a spectacular way the monetary difficulties were brought to a head
when the convertibility of sterling, which had been put fully
into effect on 15th July 1047 in accordance with the provisions of the
Anglo-American loan, had to be discontinued less than six weeks

* The crude steel proeduction of all European countries (excluding the US.S.R.} amounted
to sbout 56 million tons in 1937, 31 million tons in 1946 and 35 million tons in 1947 {the last
figure being equal to 63 per cent. of the production in 1937). In the United Kingdom, production
m 1937 was 13.2 million tons and 12.7 million tons in 1947. The aggregate output of crude steel
in the eastern European countries (Poland, Czechoslovakia, Hungary, Yugoslavia, Bulgaria
and Roumania) was not quite 5 million tons in 1947,

One of the limiting factors of steel production in Europe has been the relatively small exports
of coke from Germany, these exports being deterrnined by the low level of German coal production.

In Germany itself the maximum output of crude steel was reached in 1939, when it
amounted to 22 million tons; but, by the end of 1944, output had already fallen to 16 million tons.
The Potsdam Industrial Plan limited the yearly output to 5.8 million tons, with a maximum
capacity of 7.5 million tons. In the revised plan for the Bi-Zone (Aupust 1947} the limit was raised
to ro.7 million tons; and in February 1948 yearly imports of 4 million tons of Swedish iron ore
were allowed, with a target of 6 million tons of steel for the year beginning 1st July 1948.

Another basic commedity in short supply is timber, European production in 1947-48 being
about 15 per cent. below pre-war, For a review of the position of these and other commodities,
see “A Survey of the Economic Situation and Prospects of Furope’' by the Research and Planning
Division of the Economic Commission for Europe, Geneva 1948.



later, 1. e. from 21st August 1947. It was not that a considerable part of the
loan had been used up for the sake of sustaining the direct convertibility —
perhaps one-tenth of the proceeds had been devoted to that purpose —
but the fundamental reason was that neither the economic nor the financial
structure was sufficiently in equilibrium to permit a return to full con-
vertibility for. current transactions. The British themselves had still a con-
siderable deficit- in their balance of payments (£675 million in 1947)
and were also burdened by releases of sterling balances accumulated
during the war; equally important was the fact that, inside and outside
Europe, dollar needs were so great that the London market was exposed to
demands for dollars against sterling on a scale unknown in pre-war days.

The lesson would seem to be that there is little point in trying to fix
in advarice precise dates for any particular action to be taken. The aim must
rather be to @tablish, internally in the varlous countries and in their relations
with one another, a state of affairs in which sufficient reserves are available
to make convertibility, when it is eventually re-established, appear a natural
step in accordance with the realities of the situation. But, for that to happen,
time - will be needed, and the foreign aid which European countries
require should serve this very purpose of providing a respite during
which reorganisation can be carried out

It 1s the need for more time that has to be borne in mind; for other-
‘wise it might well be wondered why, with the help which Europe has already
received and the improvement in production which has already taken place,
it should be necessary to look for additional aid on such a substantial
scale as that provided under the European Recovery Program. In continuation
of what has been said above, the following illustrations may be gtven.

(i) Inasmuch as Furope’s main task is largely one of reorganisation — for
instance, of the internal finances in the individual countries — consider-
able administrative reforms will have to be introduced, as regards
both expenditure (reduction of amounts paid as subsidies, of the number
of officials, etc.) and revenue (often a thorough recasting of the fiscal
administration proves necessary). Such reforms take time.

(i) It will also take time for Europe’s agricultural production to
regain and, still more, to exceed the pre-war level. While the poor harvest
in 1947 was largely due to the weather, the fact cannot be overlooked
that exhaustion of the soil (e. g. through lack of fertilisers) has reduced
resistance to weather hazards.” Moreover, Europe’s population has in-
creased by 10 million since 1938, while an increase in agricultural output,
though no doubt possible through the application of 1mproved methods,
cannot be achieved all at once.

(iii) The plight of Germany, affecting the standard of living not only
in that country itself but in Europe generally, cannot be remedied
without protracted effort. In the same way the maintenance and develop-
ment of trade between eastern and western Europe will require
much patient work in bilateral negotiations and in international organisation.
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(iv) Repairs and reconstruction after the war have absorbed much
- productive power which could otherwise have been used to produce
goods for home consumption or increased exports. Three years having
passed, several countries are at the stage of having almost repaired the
damage of a material nature, being thus able to devote more attention
to production offering a more immediate return in current output. At
this stage, the principal aim must be to bring existing plant and
equipment into working order and to extend them, rather than to
embark upon large-scale modernisation requiring the investment of very
substantial funds. As a matter of fact, the most appropriate direction
of production would be similar to that which is likely to be brought
about by higher interest rates.

(v) Europe’s capacity to pay for imports has been impaired by some im-
portant structural changes connected with the war. Jhus, Europe
has lost much of its income from Investments in other continents and
several European countries have found the terms of trade moving against
them. To some extent these changes are probably of a permanent character
and it would be vain to dream of any fortuitous reversal of these basic
facts. Indeed, the task must be for Europe to adjust itself as effectively
as it can to the new conditions; but, at the same time, it is as well not
to overrate the importance of the losses Europe has sustained:

{a) The net income from Europe’s investments in non-European
countries was equal to about $1.4 milliard in the years 1935-38
and accounted for about one-quarter of Europe's total imports
from non-European countries; in 1947 the corresponding net income
from investments would seem to have been only about $400 million,
1. e. some 30 per cent. of what it was before the war. But many
of the investments retained are of the equity type, which, in so

British and European Balance of Payments
with Non-European Countrles,

1938 1947
Headings United Rest of United Rast of
Kingdom Europe Total Kingdom Europe Total
) in 1000 millions of U. 5. dollars
Europe's imports . . 3.0 2.8 5.8 5.7 73 130
Europa’s exports . . 1.5 2.2 3.7 3.0 3 6.1
Balancs ., .., ... — 1.8 — 08 — 24 —27 — 4.2 — 8.9
Nat Income from ) -
investments , . . .| + 07 + 07 + 1.4 + 0.2 + 02 + 0.4

Other current trans-
actions, including
shipping, travel and
military  expendi-

ture, ote. (net) . . . | — 8.2 + 99 + 0.7 — 05 — 05 — 1.0
- Balance
on Current Account | — 10.0 + 10.0 —_ — 39 — 4.5 — 75

Maln source: A Survey of the Economlc Situation and P 13 of Europe', issusd by
the Research and Planning Division of the Economic Commisslon for Europe, Geneva 1948,



far as they are not being disposed of, should progressively yield
more as; at the present high prices, production gets into full swing.
And Europe is still interested in great tracts of land, in Africa
and elsewhere, which can be developed and thus provide, for the
European investor, a fair return on his capital and, for Europe, the
wherewithal to meet, for instance, part of its payments in dollars.

(b} The terms of trade which European countries were able to count
on in the ’twenties and ’thirties were as a rule more favourable to
them than those which had prevailed before 1914. An examina-
tion of the facts shows, however, that the benefit derived from these
favourable terms was often counterbalanced, in a large measure,
by loss of income when industrial activity and exports declined
-as countries overseas, producers of foodstuffs and raw materials,
suddenly became unable to maintain their purchases of industrial
articles. It is likely that a high level of activity in the world will
continue to mean higher prices for primary producers, and this
will ‘involve a loss for Europe owing to heavier payments for
European imports. But to some extent a compensation may be
found in the greater chances for brisk trade.

(c) Europe "as a whole has had no net income from shipping in
post-war years; but many new ships have recently been built and
more are under construction, so that Europe is likely, in time,
to regain a substantial part of its old position, having at its
disposal a more reliable supply of able seamen than other continents.

(vi) With inflation prevailing in many European countries, there
has necessarily been a persistent gap in the balance of payments: rising
domestic prices attract foreign goods but make exports more difficult;
anxiety regarding the currency provokes flight of capital, which it is
practically impossible to prevent in its entirety by controls — and this
deprives the authorities of resources which would otherwise be used to
pay for imports; uneven price movements dislocate production, which
fails to yield the expected results. When this happens, part of the deficit
in the balance of payments may be regarded as artifictal, while another
part reflects lack of the capital required to get production going again
after the exhaustion caused by the war. It is not possible to say exactly
how much of the deficit should be ascribed to either of these causes;
but, if inflation were stopped, it would be possible to narrow the gap
between imports and exports and more definitely to ensure that the
resources received from abroad are devoted to an improvement in the
capital equipment of the individual countries.

It is fortunate that in Europe the connection between the methods
of internal financing and the outcome of the balance of payments
has become more widely understood and that this understanding has
had an effect on practical policy in several countries.



It is certainly not thought possible to hold down prices and to force
exports simply by the application of direct control, while allowing an abund-
- ance of money to persist. The vear 1947 has seen determined efforts to
balance budgets and to adjust the granting of credits to the volume of
domestic savings and foreign resources currently available (in application of
various methods of financial restriction).

With foreign aid forthcoming, it is necessary that programmes should be
drawn up not only for the distribution of purchases and sales on particular
markets and for the promotion of production in particular branches of industry
and agriculture but also — and with the utmost resolution — for the restoration
of a viable financial and monetary system. In that connection it is not only a
question of arresting inflation in the individual countries but of arriving at a mone-
tary mechanism which will enable the cost and price system to work smoothly,
with goods moving from country to country unhampered by monetary restric-
tions. This will help to restore confidence as a firm foundation for economic
activity in general and for savings to be made in a monetary form. The
foreign aid must be so used as to render the countries self-supporting, which
means that 1t must not become an integral part of the balance of payments,
to which the economies of the receiving countries become adapted, but that
such conditions must be gradually established as will enable the
aid to be dispensed with, when it comes to an end. Unless these
objectives are attained, the reconstruction plans will not be fully successful
and an opportunity for righting world economic conditions will- have. been
allowed to pass.
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III. Restoration of Monetary Order.

No country — belligerent or neutral — was able either in the first or in

the second world war to finance its current expenditure without some resort
to inflationary measures. As a result, all countries have, since the end of the
last war, been faced with a number of financial problems, which may be
conveniently grouped as follows:

1,

In occupied as in other countries the war left behind it 2 redundant
supply of money in the form of notes in circulation, deposits in banks
and other liguid resources such as Treasury bills, savings certificates,
etc. Thus, whenever prices could be prevented from rising steeply, there
was as a rule a dangerous tension between the volume of monetary
purchasing power and the current supply of goods and services.

. With the cost of living going up {(as it did everywhere) and wages

lagging behind, workers and others would naturally seek to regain
their old standard of living. If the simple expedient of raising money
wages was resorted to before more goods became available, the lack of
balance not only continued but might even be intensified, since goods
would often. be kept back by farmers and other producers and not reach
the market. It was obviously necessary to find somne means of arresting
the zigzag increase so harmful to the economy.

. As long as heavy budget deficits continued to be financed by

recourse to central banks, the methods of war financing were in
fact maintained, fresh money being pumped into the economy. For
balance to be restored these practices had to cease.

. In addition to investments for the repair of war damage, for recon-

struction and for reconversion, there was in all countries a wvast accu-
mulated need of investments for housing, etc., while the volume of
current savings would generally tend to fall when, more goods being
available, people were once more In a position to satisfy, up to a point,
their consumption requirements. A lack of balance would then be
apt to arise between savings and investments, with an inflation-
ary effect. '

. Countries experiencing a scatcity of goodé in relation to the supply of

monetary purchasing power would find their imports apt to increase,
while their exports would lag behind or even dwindle, the result being
a widening gap in their balances of payments. With costs and
prices ristng at home more than on the world markets, their officially
fixed exchange rates might soon be out of touch with realities.

Under the difficulties of the moment, measures had often to be taken

in a piecemeal fashion, it being understood that, before full monetary order
could be restored, much more comprehensive programmes would have to be
adopted and applied. '

* *



To deal with the problem of redundancy of money, inherited from
the war, Belgium had already in the autumn of 10944 effected an exchange
of notes, of which the main object was a contraction of the available means
of payment to an amount which would be compatible with the existing
level of earnings and prices and the newly fixed exchange rates. Several other
countries soon followed the example thus set. In fact it became the rule in
liberated areas to carry out operations involving the withdrawal of old notes
and the issue of new ones, the purpose often being merely to exclude from
redemption the notes taken by the enemy or otherwise fraudulently removed
from the country, since such a clean-up was a necessary preliminary to taking
stock of the monetary circulation at home. A simple exchange of notes would
. not, of course, reduce the. circulation by any appreciable amount. To achieve
such an end, the blocking of the notes surrendered had to be a feature of the
‘operation — and not even that was sufficient: the net would have to be cast
more widely, to include bank deposits and other liquid resources. These
operations, which were concentrated into the years 1944 and 1945, have been
described in the fifteenth Annual Report, pages 59 et seq.

In the latter half of 1947, however, three further countries adopted
currency reforms involving an exchange and partial cancellation of notes, .
together with ' far-reaching measures affecting bank deposits, etc.. These
countries were Austria, the U.8.8.R. and Roumania. :

In December 1945, Reichsmarks and military Schillings issued by the
Allies in Austria had been converted into new Austrian Schillings at the
rate of 1:1.° Not more than RM/Sch. 150 was exchanged per head of the
population, any excess being placed on blocked accounts; the amount thus
issued was about Sch. 1,000 mullion. In addition, an aggregate amount of

y Austrian National Bank:
Note Circulation and other Sight Liabilities.

Notes in circulation ' Total
Fres of hotes
Issued for current and free
_.D&te . costs of Others Total accounts current
occupation * . accounts
in_miltions of Schillings
1937 December . . .. ... - 944 44 253 1,187
1945 W e e s 1,500 1,765 3,265 3,887 7,163
18946 June. . .. ..., .. 2,380 2,500 4,889 4,203 8,181
1848 December. . .. ... -2,702 2,664 5,656 2,898 8,555
1947 June. . .. ..... . 2,923 2,624 5,547 3179 8,727
1947 October . . . . . e 3,030 3,189 6,219 2,018 9,037
Countries 1945 1946 1947 TFotal
In mlllions of Schillings
L ]
The notes in circulation United States . . . 200.0 1715 . 304 407.9
allotted since December Unifad Kingdom . . 200.0 1775 - 14,8 4923
1945 for occupation costs France , . . . . .. 200.0 177.5 1068 484.3
can begrouped according US.8R..... 000.0 759.5 147.5 1,807.0
to recipient and year of Total ... | 15000 12020 05 31915

Issue as follows :



"Sch. 765 million was issued to individual enterprises and about Sch. 1,500 million
to the Allied troops for costs of occupation, etc. Though the main purpose of
the operation was to separate Austrian currency from German and to check the
inflow of Reichsmarks from abroad, the opportunity was taken to reduce the
note circulation, While the amounts withdrawn totalled 7,700 million in Reichs-
mark notes (circulating in Austria) and about 1,000 million in Allied military
Schillings, the new note circulation was reduced to Sch. 3,265 million, or
about three and a half times as much as in December 1937. The cireulation
could not, however, be kept at its December 1045 level; further notes
were issued, in particular for the payment of costs of occupation,

Total claims on Germany by the Austrian credit institutions amounted
on 3oth June 1947, to more than Sch. 8.5 milliard, that is to about 35 per
cent. of their total assets and to 10 per cent. more than the amount of their
free savings deposits and current accounts.

Prices and wages in Austria continued to be subject to fairly strict
official control, with relatively moderate rises for the first two years after the
war, Account being taken of the uninterrupted increase in the note circulation,
there was undoubtedly a marked redundancy of money during those years.
In August 1947, a price and wage agreement was concluded which allowed
a sharp increase of 30 to 60 per cent. in prices as well as in wages, and this
unquestionably reduced the redundancy of money. Substantial amounts of
notes were, however,. hoarded, largely among the farmers, the total being
" estimated at well over Sch. 1 milliard, while probably Sch. 1 to 1% milliard
was used for transactions in the black markets of the towns. Already in the
spring of 1947, persons in positions of authority had hinted at the possibility
of a monetary reform, and in the autumn it was increasingly rumoured
that a cutting-down of the note circulation was imminent; the result was a
growing uncertainty and an increasing reluctance to sell goods against Schillings.
It soon became obvious that, in one way or another, the uncertainty had to be
removed and, late in the autumn, the government decided in favour of the
currency reform: on 19th November 1947, the “Currency Protection Law’’
was passed by Parliament and on 4th December it was unanimously
approved by the Allied Council, The Minister of Finance had been able to
reach an agreement with the Soviet representative involving the payment
~ of Sch. 490 million in new Schillings in exchange for Sch. 133 million in old

Schilling notes and - the cancellation of a disputed claim of RM 600 million
against the Austrian Government. '

The principal features. of the operation were as follows:

(a) Notes were exchanged at the rate of one new for three old notes, but each
person was entitled to exchange Sch. r50 at par (1:1) and farmers received
the same rate for an amount equal fo the value of crops delivered at official
prices since Is5th July 1947.

(b) Bank deposits (either current or savings accounts) were divided into several

_ categories:
(1} Deposits already blocked under the so-called Schilling Law of 30th November
1945 were definitely written off, which made it possible to restore the



solvency of the banking system to a large extent, notwithstanding the fact
that the banks held Reich debt among their assets. (ii) Free deposits
accumnulated by private individuals-and undertakings retained their full value
(being assumed to be mainly the result of current earnings and legitimate
savings), but only 50 per cent. was ipmediately available for disposal,
25 per cent. being blocked for six months and the remaining 25 per cent,
for nine months. (iii) Free deposits of public bodies, on the other hand,
were written off to the extent of 25 per cent, while an additional 25 per
cent. was blocked for one year, the remaining 5o per cent. being available
for immediate disposal. Allied deposits in Austrian banks were treated as
public deposits. (iv} Certain old deposxts {40 per cent. of deposits dating
from before April 1945 or accumulated in December 1945) were converted
into negotiable Treasury bonds, to bear interest at 2 per cent.

(c) Overdrafts and other debts in old Schillings were not affected by the law,
and this gave debtors the opportunity to repay debts and taxes and thus
to escape part of the loss entailed in the conversion.

(d) A further feature of the currency reform was that a capital levy, with special
taxation on war wealth, had to be imposed in order to equalise burdens,
so that holders of notes and deposits would not be the only ones to suffer
a reduction of their assets.

The following table shows the changes in some of the principal items
in the balance sheets of the National Bank and of other credit institutions.

Austria: Note Circulation, Deposits and Current Accounts.

Natlonal Bank Othar Credit Institutions
' Current Current Savings
Date NT:.” Accounts Accounts Deposits
clrculation

Free Blockad Free I Blocked Frese Blocked
in milllons of Schillings

1947 OQctober 31 . . . . 6,219 2,818 3,407 . 4,544 1,878 2,614 6,067
November 30 . , . 4,808 4,27 3,373 4978 1,088 2,573 65,055
- December 7 . . . 4,326 4,751 3,373 . . . .
1948 Janvary 23 . . . . 2,440 2,279 2,034 4,503\ . 8o
March 31. ..., 3,894 1,453 1,843 4,968+ . S09*
April 3¢ . .., .. 4,137 1,157 2,100 - . f
* Flgures Iincluding temporarily blocked accounts. (") 31st January 1648,

The final results of the currency reform cannot yet be assessed, but the
note circulation seems to have been reduced by about a third, staying around
Sch. 4 milliard. Unquestionably the amount of notes hoarded has been reduced
and illusions have been dispelled with regard to the value of blocked accounts.
In black markets, prices have fallen by 40—50 per cent. or more. There has
been a growing scarcity of Austrian Schillings and, since people only save
what is rare, the inclination to save seems to have been strengthened. On the
whole, confidence in the Schilling and the business morale of the country
show signs of improvement, the necessary restriction of credit being facilitated
by the maintenance of high interest rates (7% to 8% per cent. for commercial
credits).



It was with surprise that the world learnt in December 1947 that a
drastic monetary reform had been introduced in the U.8.S.R., the relevant
decree being published on the 14th of that month The main features of
this reforrn wete as follows:

(a) exchange by the State Bank of all outstanding rouble notes into a 1947 issue,
at the rate of ten old roubles to one new rouble;

(b) reduction of all outstanding Soviet state loans to one-third of their former
nominal value (with conversion into a 2 per cent. loan), except the Second -
State Loan for Rehabilitation and Development of the National Economy
issued in 1947 {which was left unchanged) and the state lottery loan of 1938,
the ‘bonds of the latter being converted at the rate of 5:1 into a 3 per cent.
loan;

(c) the writing-of of savings and other accounts at the rate of two old
roubles to’ one néw rouble, except for the first 3,000 roubles, which are
revalued rouble for rouble, and the next 7,000 roubles, which are revalued
‘at the rate of three old roubles for two new roubles, & further excepiion
‘being made in respect of cooperative establishments and organisations, as
well as collective farms, the accounts of which were revalued at the rate
of five old roubles for four new roubles,

Thus the decree imposed a capital levy on. llqu1d assets, 9o per cent.
of the note issue and 66%[; per cent. of government loans being cancelled,
‘with certain exceptions for small savings and a few privileged non-private holders.

The Soviet monetary reform had been planned to take place at an earlier
date but was postponed on account of the bad harvest in 1946, Simultane-
ously with the reform, rationing was abolished and certain prices were reduced,
while wages, salaries, pensions and allowances were to be paid in full in the
new roubles, the same applying to debts. Current income was not reduced.

It is not easy to assess the quantitative effect of the monetary reform,
no figures for the note circulation in the U.8.8.R. having been published since
1937. If an attempt is made to estimate both the amount of notes outstanding
and the amount cancelled (the basis for the calculation being:

- (i) the relation between purchasing power énd available goods, and

(i) the amount of war expenditure presumably covered by inflationary
methods) .

it would seem that the Soviet war and post-war borrowmg from the public
and from the centiral bank (whether it took the form of issues of notes or
of issues of bonds} was in the neighbourhood of R. 420 milhard, to which
should be added some R. 160 milliard outstanding before the war. If the rates
laid down-in the decree are applied to the amounts thus obtained, it would
seemn likely that some R. 430 milliard were cancelled, leaving an amount of
R. 100 milliard in new roubles, of which about 50 per cent. represented state
loans, some 42 per cent. notes in circulation ‘and 8 per cent. mainly accounts
in savings banks. These figures can at best be only approximate; and further
issues have very likely been made, to provide working capital for govermnent
enterprises and to meet the current needs of the public.



Russian monetary reform: - In spite of the great dif-
quantitative estimates.(} ference in economic structure be-
ocomber | Cancolied | . tween the USSR, and the
y .
Hems 1947 | BY dockee | Tig4g westetn countries, there has been
Old roubles | pagemper [Now roubles] g cyrious  similarity between the
in_milllards of roubles two during the past three decades,
Note circulation . .| 420 aTe 42 not only in the form of the
State loans(?) , 150 100 80 - .
Savings socodnta () 0 by o monetary measures -taken, but also

: in the underlying philosophy. Thus,
Totals, . . .. 580 480 100 in ‘1924, i.e. at the time when
the western countries were sta-

) The total of all Sovlet loans issued between 1927 and bl[lslng their currencies on gold

the end of 1948 was R. 148 milliard, Including R. 76 mitllard - - i -

during the war. at pre-war rate‘s,‘ the Soviet ct}r
@ Private deposits have always been very small in the rency was stabilised by a series

Soviet economy. The total was R. 7.3 milliard In 1941 . .

and prohably reached R. 11 milliard in 1947, As the oOf decrees bringing in the new

probanly "o”rﬁ?'f:rdﬁnef"%?{mm? e ot " ¥ rouble at the rate of 5o milliard

of old roubles to one new rouble,

The new currency was given the pre-war patity of 0.77423 grammes of

fine gold and had, moreover, to be covered to at least 25 per cent. in gold
or foreign exchange held by the State Bank.

In 1936 — in the period of depression when most of the western coun-
tries had already devalued and the remainder were nearly all on the point of
doing so — the rouble was reduced from the equivalent of 0.77423 grammes
to 0.1776 grammes of fine gold, involving a devaluation of 77 per cent.
In July 1937 the rouble was fixed at the rate of R. 5.30 = 81, which involved
a further slight devaluation from 77.0 to 78.3 per cent. corresponding to
0.1676-7 grammes of fine gold per rouble. The gold reserve of the State Bank
was revalued, and the “surplus gold” (above the 25 per cent. legal reserve)
was transferred to the Commissariat of Finance.

In 1947 — after many western countries had already introduced an
exchange of notes -— the U.SSR. proceeded to introduce the monetary reform
described above by which the exchange rate of the rouble was left unaltered
but the monetary purchasing power was drastically cut by an exchange of
- notes and a contraction in the volume of other liquid funds also. :

N Rolund figures giving the estimated or&er of magnitude
anly.

The note circulation in Roumania had risen from Lei 29.4 milliard
at the end of 1937 to Lei 40,247 milbard in July 1047 and, even if this
rise was proportionately less than in some other eastern European countries -
(where the value of the currency was practically annihtlated), its prospective
continuance presented a serious obstacle to economic recovery. On 15th August
1947 Roumania introduced a monetary reform, of which an exchange of notes
was the most important part, with the following main features:

1. All “money” already issued and all other means of payment (Treasury
" bonds, payment certificates, etc.) were to be withdrawn from circulation.

2. New notes were to be issued by the National Bank of Roumania and the
Ministry of Finance, the monetary unit being still called the “leu” but
being now defined as equal to 6.6 milligrammes of gold of a fineness of



/oths (this corresponding to 66 per cent. of the leu of 1929). A ratio
of 25 per cent. was again established between the gold cover and the sight
liabilities of the National Bank.

3. Conversion took place at the rate of 20,000 old lei for one new len. Certain
maximum amounts were fixed for conversion: thus heads of families engaged
in agriculture were entitled to convert Lei 5 million, while the limit for
public and private officials, persons exercising a profession, invalids, war
widows and war orphans was Lei 3 million, and for persons without a
profession and military personnel living in barracks Lei 1.5 million,

Public institutions were allowed to convert all amounts in their hands,
while private business enterprises were wholly excluded from the privilege
of conversion.

4. Sums not converted were placed on blocked accounts carrying no interest. All
existing bank accounts were likewise blocked, as well as means of payment
other than notes. Partial release of funds which had been blocked was to be
admitted by decision of the Council of Ministers.

On 2oth December 1947 — the date of the first return issued by the
National Bank after the monetary reform — the note circulation amounted
to Lei 24.5 milliard and, in the return for 3oth April 1948, the figure had risen
to Lei 29.8 milliard.

In France, a certain contraction of the note circulation was brought about
by the cancellation of the Fr.fcs 5,000 notes of the Bank of France, which
ceased to be legal tender as from 29th January 1948, this measure being
adopted as part of the financial plans of the Schuman-Mayer Government,
largely with a view to discouraging transactions in black markets and sub-
jecting holders of the notes in question to an additional checking. The
notes thus cancelled totalled Fr.fcs 321 milliard out of a arculation of

. Fr. fes 920 milliard at the end of

Bank of France: 1947. The cancellation as such did

Notes in Circulation, not involve confiscation; steps were
Current and Deposit Accounts. immediately taken to repay, in
: notes of smaller denominations,
Woeekly returns as at | in cﬂm:tion ‘“gu‘{:;:ts“ bOlqmgS l:lp to Fr.fes IO.’OOO’ the
accounts () limit being later raised to

in miiflards of Fr.fcs Fr.fcs 70,000; new notes were

1948, January 2§(¥)' .l ees 815 also issued to public bodies. Fur-
March .. 767.0 280.6 .
April 1. 1749 . 2618 thermore, mat':hln_ery was set up
Aprll 20 ... 759.1 264.0 - for an examination of the tax
.M 27 ... y z e .
ay _ 768.6 2658 liabilities of individual firms and

() This item comprises the speclal account openad In the persons, 1n order to ensure prompt
name of the Caisse des Dépdis- et Consignations payment of the amounts due,

credited provisionally with the value of Fr.fcs 3000 notes
' before the notes were redeemed. The

not yet reimbursed. .
a Fin:; return published after the withdrawal of the Fr.fcs 5000
notes, i -
Not?: tl-"g.esﬁgure? in tgiehtatglf'f tigcut'ge 't__he ngl?rs cirtl:)glating accompanying table Sh‘OWS the devel
n aar, for which territory the French franc became i
legal tender on 20th November 1947, one Saar mark being opment' of the note circulation over
exchanged for Fr.fcs 20, the period of the monetary reform.



Experience has shown that the effects of a withdrawal or blocking of
liguid assets on the redundancy of currency depend partly on the inci-
siveness of the mieasure itself (for instance, on its scope — whether the opera-
tion is confined to notes or affects other liquid assets also) but largely on the
attendant circumstances. While an exchange of notes was more or less essential
for countries with, for instance, part of their circulation in the hands of
the enemy, it is obvious that a conversion at par could not in itself reduce
effective demand for goods and services. More definite results in this respect
have been obtained when a certain proportion of the notes have been blocked
or cancelled, especially in cases where the volume of money was clearly too
large for the level of current earnings, consisting for the most part of income
received in the form of wages and salaries. But the essential incidence of
such measures is upon the residue of past inflation; they do not in them-’
selves reduce current earnings, the rate of which is the main factor deter-
mining the volume of effective demand. As experience shows, an exchange
of notes, even when fortified by cancellation or blocking of part of the cir-
culation, .is of no avail unless steps are taken at the same time to arrest the
rate of current inflation by balancing the budget (without resort to the
central bank} and by an appropriate credit policy. When these conditions
for success have been fulfilled, it has been found that an exchange of notes
may create a psychological situation in which it is possible to moderate the
increase in money wages because the population feels that sacrifices are being
imposed all round. This was the case in Belgium in 1944. But it is equally
important to remember that in that country (as in Austria in 1947—48) there
was an increase in supplies of goods and services, which helped to restore
balance on the market and exerted an influence (of psychological as well as
practical importance) on black-market prices, Prices in general are not likely
to fall before goods appear in larger quantities and it is, therefore, natural
that the Soviet Union did not introduce its currency reform after. the bad
harvest in 1946 but waited for the somewhat better harvest in 1947. Indeed,
the whole setting in which the currency reform is introduced must be care-
fully examined, and particular attention must be paid to the budget
situation, the rate of supply of goods and services, and the cost and price
structure. '

Germany presents an extreme case of redundancy of currency. The note
circulation, which at the end of the war was about RM 6570 milliard, has
probably remained approximately at that figure, reductions and additions hav-
ing cancelled each other out, while wages and prices have continued to be
subject to a strict control, which for several years allowed increases in money
rates only in exceptional cases. It should be noted that receipts in kind (free
meals, distribution of articles of clothing and footwear, allocations of coal,
and, maybe, a part of the current output of .the factory where the worker in
question is employed) often have a greater practical value than the whole
money wage. Including such receipts in kind, it is estimated that the highest-
paid workers — those occupied in the coal mines — obtain the equivalent of



RM 1,000 a month, which at the official rate of RM 10 = $1 would be
equal to about $23 a week. For many workers the amounts received
are more of the order of RM 500 a month, and for some categories even less.
Compared with the sums which can be gained in the black markets, the
regular wage payments are not very attractive. Germany is often said to be
a typical case of repressed inflation, in that, with production at 4o-45 per
cent. of the pre-war volume, the level of costs and prices is too low in
relation to the money in circulation. That is true, of course; but the dis-
parity is so great that money as such begins to be eliminated as a means of
payment. In fact, producers and others seek to exchange what they have to
dispose of not for Reichsmarks but against other goods — a complicated
system of barter taking the place of a smoothly working money economy. In
his speech at Harvard on sth June 1947, Mr Marshall explained that one of.
the dangers of a loss of confidence in the local currency, and of incapacity
of town industries to produce an adequate supply of goods to exchange with
- the food-producing farmer, is that the latter finds it unprofitable to sell his
farm produce for money which he cannot use; this danger constitutes an
even graver threat to the German economy today and one which, if inten-
sified, will have a disastrous effect upon the food supply of the towns.
It has long been realised that in Germany a currency reform establishing a
better relation between the volume of money and the supply of goods and
services is imperative. The data available for Germany are still too uncertain,
and the variations between different zones too great, to allow the material
to be fitted into a comprehensive table.

- For countries other than Germany it is possible to present a general
picture by dividing the increase in the volume of the note circulation by
the average of the increase in wholesale and retail prices so as to produce an
index showing the ‘‘real value’’ of the circulation.

The data in the table reveal the great wvariation in the ‘‘real value”
of the circulation — an unmistakable sign of the disparities existing
‘between individual countries. But, even when the index figures for two
.countries are close to each other, material differences may exist. Only
a few broad conclusions can, indeed, be drawn from the data in
the table.

‘A more pronounced rise in the note circulation than in the price level
may be a sign of redundant currency; but, in some countries, notably the
United States and Canada, the volume of production and, consequently, the
real national income have risen considerably, with the result that more notes
are needed for the exchange of goods and services. Moreover, in both these
"countries the public began, during the war, to hold more cash per head
(which meant a slowing-down in the velocity of circulation) and . it has con-
tinued to do so ever since. A similar tendency has been noticeable; both
during and since the war, in several European countries. In Sweden, for
instance, an official enquiry revealed increased holdings of notes among all



“Real Value" of Note Clrculation.*

the Swiss note circulation a
End of ‘great tion than bef;
Countries 1048 1646 | S g}zea er proportion than before
Tndexes January—Juns 1930 —T00| the Wwar (now, perhap's,. as.
- much as Sw.fcs 1,000 million)
Austria. . . ... ... . e 402 129 . ’
Buigaria . . .. ... P 353 341 3ig 1s held abroad‘ .
Crechoslovakia . . . . . ' 85 133 183 .
Denmark , .. ..... ' 21 210 188 Ina nufnber Of countries
Finland ... ..... . 182 150 142 the proportion between the
France . . , . ....... | 108 7% 8 | - rise In prices and the increase
Hungary . . v vov s . -0 43 in notes remained almost
Maly .. ... . 76 81 ;
Netherlands . . . . . .. . 68 114 120 unchanged between the end
Norway .. .,...... | 198 249 260 of 1945 and the end of 1947.
Portugal . . . . . C e 180 184. 187 In general, such constancy
Spain ... 105 o8 100 : .
Sweden ... ... 17 175 164 may be regarded as a sign
Switzerland . . .. .. .. 126 131 133 of stable conditions; and that
Torkey . . . . . . . - P 111 120 1z is robable ex i —
United Kingdom ... .. 164 184 160 the. P Ob pla.nat OD..
especially when the budget
Unlted States . . . . . . ' 306 249 220 has attained a measure Of

Index of circulation as divided by the average of the wholesala
ptice index and of the cost-of-living (or retail price) Index (In each
case: January—June 1839 = 16G). A similar index has been cal-

culated by the Rasearch and Pla'nning Division of the Economic .

Commlisgion for Europe in A Survey of the Economic Situation
and Prospecis of Europe”. .

classes of the population. Of

equilibrium (as was the case,
for instance, in the United
Kingdom, Switzerland, Sweden,
Denmark, Austria, the United

Note : An index figure of 100 means that the note circulation has
risen 10 the same extent as grices (as was, for instance, the
case in Spain at the end of 1947, according to the above table),
In most countries the note circulation -has risen more than prices
— in the United Kin?dom, for instance, 60 per cent. more than
prices by the end of 1847. In France, i-lungﬁary and Maly, on tha
1:;th|e;'I hand, the rise in prices was greater than in the note cir-
culation. - :

As regards the increase In note circulations, see Chapter VIl
and, as regards prices, see Chapter IV, Price Movements,

States and Canada). But a
continual inflationary rise in
prices, In conjunction with
a corresponding increase in
the note circulation, can also
. keep the proportion between
the two unchanged. It will be seen from the table that the note circulation
has risen appreciably less than prices in a number of other countries where
the conditions attending a great upward surge of prices have not inspired
much confidence; people have then been anxious to hold goods instead
of notes, and this tends to increase the velocity of circulation.

The forces at work may, perhaps, best be seen from a brief review of
the developments in a few individual countries.

Austria provides perhaps the best example of a country in which the
redundancy of currency has been gradually reduced notwithstanding a difficult
political situation. The currency reforms already mentioned contributed to
this, but so did the cost and price policy, which from the spring of 1946 was
designed to allow prices and wages to rise ptecemeal, with prices generally
a little in advance of wages so as not to discourage business activity. Up
to May 1947 the official prices of food and the net wage rates had not
been increased by more than one-third as compared with pre-war levels, the
Austrian currency thus being saved from inflation. Without the close cooperation



of the trade unions such a policy could not have been carried out. But
Austrian workers understood that conditions could not be.improved for them
by increases In nominal wages as long as there was no real increase in the
supply of goods and services. Since one-half of all the food in Vienna and
other urban districts ¢ame under the heading of aid, mainly from the United
States, the worker could rely on fixed prices for a minimum supply of food,
to which he could usually add something by his own ingenuity and exertions.

Austria: Prices and Wages.

ion Black - Market
Wholasala Prl Auction
olesale Frices Cost Met prices Prices
of wage at the Tob
Date Food In- living rates 1 Vienna Swinor!
and dustriat | Total ) ® Pawn- Food coffes.
drink goods : shop (3) . < ete.
Indexes: March 1938 = 100 August 1945 = 100
1948 Averages . , 1279 — - 107" 100 1,160 12 3T
1947 March . . . 131 — — 141 113 1,430 22 i3
June ... ., 133 — - 161 151 1,580 24 15
September . 268 —_ — 20 244 1,910 27 20
Decamber . 289 314 298 303 258 1,530 32 0
1948 January ., . . 290 316 300 05 241 1,410 15 18
February . . 291 315 300 305 251 1,380 . 13 13
March . . . 290 <31 299 31 . 1,250 13 12
(" April 1938 = 100, @ August 1938 = 100, % Derothaum,
) Average for Qctober-Decembar 1946, (5} Average for Aprit-December 1946,

Note: (8) The cost-of-living index is based on working-class family budgets in 1935 and reflects, in many

respects, quite a different mode of living from that which bas been possible in post-war Vienna. It may
properly be reparded as an index of official retail prices. The index of net wage rates is calculated from
average hourly rates paid, far a 48-hour week, to a married worker with two chifdren (afler deduclion of direct
faxes, contributions to social Insurance and fees levied by the trade unions).
(b) There are two parallel sels of data now availabla: ane starting from prices In Schillings existing
prior to the Anschluss, the other starting from prices in Reichsmarks prevailing fmmediatsl)é after the
Anschiuss. The former series has been used in this Report. To convert such indexes info figures with
a Refchgmark basis, it is sufficient to multiply them by 1.8, i.e. by the rate at which the Austrian Schilling
was exchanged for Reichsmarks In March 1938,

In the summer of 1947 a more or less new situation arose, in that —
as already mentioned on page 34 — prices and wages were allowed to rise
more abruptly (on an average around 50 per cent.); but this rise, together
with the end-of-year currency reform, by which the volume of money was cut by
one-third, has brought about conditions in which the sense of an abundant
money supply is gradually disappearing and the price and cost system is
accordingly beginning to exercise its normal functions once more. It must be
emphasised that such a result could not have ‘been achieved had not the
Austrian budget been practically balanced from the beginning of 1947.

In Germany nominal wages were fixed by a powerful official control and
in Austria they were held by the aid of a strong trade-union organisation,
which was able to make the workers understand that the little they
received in the form of rations and in other ways might become even less
as a result of premature increases in nominal wages, apt to engender infla-
tionary tendencies. In some other, countries on the continent of Europe it
proved impossible, for one reason or another, to establish conditions which



would secure stability in money wages. In France and ltaly, for example,
the price control was hardly effective, allocations of goods being uncertain;
it seems to- have been more difficult to ensure the regular distribution of
food in an agricultural country than in countries like Great Britain and Austria,
‘where the food, being largely imported, had not to be collected from a great
number of farmers. '

In France, for instance, once the country had been liberated, the
authorities had to abandon the system of obligatory deliveries of agricultural
products, so far as the bulk of small producers were concerned. That being
so, the administration had no real means of control except in the case of
certain essential commodities such as bread and sugar. As a consequence of
the rise in agricultural prices, there were sudden increases in money wages
in July 1946 and then again in the spring and autumn of 1947. These
general and substantial increases, however, gave a .new impetus to the rise in
prices, with the result that real wages were in no way improved. It 1s,
indeed, possible that the official fixing of prices and wages led to greater
increases than would probably have resulted from a freer play of economic
forces. As may be seen from the graph in Chapter IV, page 68, the rise in
prices after the second world war was decidedly steeper and went farther
than the rise after the first world war.

At the beginning of 1948 a fresh effort was made through the adoption
of a comprehensive programme, including the establishment of budgetary
balance, a reform of the exchange régime and a stabilisation of prices and
wages (this being the so-called “Schuman-Mayer Plan”). At the time of
writing (May 1948), it 15 still too early to say what will be the result of the
various measures which have been taken; but such data as are available for
the early months of 1948 show that, after the increase in the late autumn
of 1947, the rise in prices- has been arrested, while the note circulation has
remained remarkably stable.

It is singularly difficult, in France, to draw reliable conclusions from a
comparison of the wage index and the price index, since these indexes do
not make full allowance for the total income of the wage-earners or the real

prices at which purchases are

France: - _ actually made. According to a
Note Circulation and Prices. study of conditions in February
. 1948, the total income of wage-
Notes In Wholesale Betail :
Date ciretatton® | \ perees iriold earners had then risen to an
_ index figure of 14 when 1938
in milliards Indexes 1938 = 100 T
of Fr.fes = 1, this being close to the
1947 December. . o2 1,217 1,354 index numbers for retail prices
1948 Janvary . . . asz 1,463 ‘1414 | (15) and the average income
Fobruary . . 767 1,537 1519 o
ctarch 775 1236 1499 per wage-earner (13). It should
april .. .. 759 1,565 1,499 further be remembered that
May ....|[ 769 1,653 1,811 the income which wage-earners

* Nearest fo end of month.  receive indirectly through social



insurances has increased much more than the direct wage, but also that
wage-earners engaged in actual production are at a dnsadvantage as regards
their remuneration, owing to the larger average increase in the salaries of
those who are not so employed (most of them being government employees),

The problem of wages and prices in France, as in other countries, can
find a real solution only in a better supply of foodstuffs and a reduction in
the many indirect fiscal and soctal charges, together with an all-round improve-
ment in productivity. Expertence shows that, until these conditions are ful-
filled, nominal increases in wages remain Ineffective and, standing in the way
of a decline in prices, aggravate the situation, especially for the workers with
the lowest rates of pay and for persons with a fixed income.

Once the wage-price spiral has been set in motion, the difficulty is to
secure- a tespite of sufficient length for proper measures in the financial field-
to become -effective as part of a general stabilisation. In Italy that would
seem to have been possible in the latter half of 1947, when the rise in prices
was reversed.

- In the winter months of

ltaly : Note Circulation, Prices and Wages. 194647 Wwages rose more steeply
Monthly Indexes: 1938 = 100, . . .

woo | than prices; but prices were then

1 P —— . T
'm o T | o pressed up, with wages making
' _ a vain attempt, in the summer
6000 ’“‘ Mheleslesiees Jeoon | “months, to recoup their losses. Then
. T'_;;_ came the turning-point in the latter
e g | half of 1947, when, in response
' / Jw:: to the new financial policy invol-
1o — || ving a better balancing of the
/‘ budget and a restriction of credit,
Noe credalon | s | both wholesale prices and the cost

t

_ slowed down but, thanks to the
000 wn | fall in prices, the wage-earners
would seem almost to have re-
: : gained their real pre-war purchasing:
MWW power. The increase in the note
Cwes 10 L 1348 circulation  conttnued: evidently
: ' more notes were required if the
cash holdings of the public were -
‘to assume more normal proportions when confidence returned — which
meant that the velocity of circulation was reduced.

Vs
/ J/ of living were reduced; the increase
A’j in money wages was appreciably

{Logarithmic scabs)

_ “The example of Italy drives home the importance of the general
financial policy. Indeed, wage increases in themselves need not necessarily
be inflationary. There was a much discussed occasion in the United States
in 1936-37, when a rapid increase in costs of production (mainly due to an
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increase in wages) led to a disequilibrium in the cost and price structure,
- which brought about a downturn in business and, in consequence, a fall in
prices. This brings us back once more to the question of changes in the
volume of means of payment in each particular economy. There are three
main possibilities in the present situation:

(i) the economy may itself make the means in question available through
an increase in ‘the velocity of c:rculatlon and a fuller utilisation of other
liquid resources;

(i) funds may be pumped in by budget deficits; and
(iii) investments may exceed the volume of savings.

It should never be forgotten that the power of the public to
increase or decrease its holdings of cash and thus to alter the velocity
“of circulation can exert a great influence on the monetary situation in a parti-
cular country. This influence may be intensified if the holders of short-term
government securities ask for payment at m’aturity, thus adding to the volume
of active purchasing power (by a process Wthh in the United States is called
the “monetisation of debt”).

Whether the public will, in fact, alter the amount held as cash depends
on a multitude of circumstances, one of them being the degree of confidence
felt in the future value of the national currency. Political considerations of a
general character (such as fear of war, etc) may play a réle in this cobnection
but probably a smaller one than is often supposed; the propensity of the
public to retain the national currency has varied greatly from country to
country. The degree of confidence seems to be determined chiefly by the
prospect of monetary stability or its absence; in the course of examining
what has actually been the trend in different countries, .it is impossible not
to be struck by the outstanding importance of the soundness or precaricusness
of the budget position — hardly surprising in our days, considering the extent
of government activities in the economies of modern countries.

A great effort has been made all round to bring about an improve-
ment in the budgetary situation. In countries which, for one reason or
another, have not continued to apply a strict control but have more or less
reverted to a free price system (as has been the case in the United States,
Belgium, Switzerland, Italy, France, etc.), it has, of course, been imperative
to make more definite use of financial controls, among which a balancing of
the budget is necessarily of paramount importance. But also in countries in
which a direct control has been retained or, maybe, even intensified (as
happened in the United Kingdom, Norway and Sweden during 1g947), it has
been fully admitted that, without restriction of the volume of monetary purchasing
power, the strain on the domestic resources and on the balance of payments
might become intolerable. Accordingly, the policy in those countries, also, has
been to balance the budget. Indeed, in some of the countries a further step



has been taken: in view of the boom conditions prevailing, characterised by
extensive outlay for private investments, it has been considered desirable to
secure a substantial surplus of actual revenue over expenditure. Owing to
the diversity of accounting systems, it i1s difficult to compare the budget
figures for different countries; but a few examples will be given in order to
indicate the results which have been obtained, as well as some of the problems
which still await solution,

The continuance of full employment, with a high degree of business
activity and a consequent expansion of the national income, has generally
kept up the flow of revenue to the governments, with the result that
actual receipts have, more often than not, been larger than the estimates.
It has even happened, in more than one country, that current revenue
has not only covered all current expenditure but sufficed to meet the total
capital outlay, whether for investments in public undertakings, for the repair
of war damage or for other purposes.

In the United Kingdom actital revenue for the financial year 1st Aptil 1947
to 315t March 1948 amounted to £3,845 million, which was £346 million above the
estimate as revised in the autumn of r¢47, while expenditure, including all items
“below the [ine” (largely capital expenditure} but without the sinking-fund of
£22 million, reached £4,879 million — indicating a general state of balance even
when the strictest accounting methods are applied. In the budget for the following
financial year 1948—40 total revenue has been estimated at £3,765 million, which
would leave £330 million as an over-all surplus of all government revenue over
all forms of government expenditure.

Switzerland had in 1947 (for the first time since rg3s) an over-all surplus
on current and on capital account; with revenue totalling Sw.fcs 2,154 million, the
surplus amounted to Sw.fcs 320 million, which has been applied to redemption of debt.

Sweden also has met practically all its expenditure from current revenue:
in 1946 the total national debt decreased by S.Kr. 166 million, and in the following
year by S.Kr. 96 million. For the financial year 1948-49, the government has
budgeted for a surplus of S.Kr. 539 million on cufrent account, an ameount not
quite sufficient to cover the prospective capital outlay of $,Kr, 635 million.

In Denmark the financial year 1947-48 is reported to have closed with a
surplus of D.Kr. 60 million on an ordinary budget of about D.Kr. 2,000 million;
but, if extraordinary revenue (the vield of special taxes etc.) and extraordinary expendi-
ture are added, the surplus is expected to rise to approximately D.Kr. 435 million.

In the budget estimates for r1947-48 the government of Norway expected
to balance current expenditure and revenue, while capital account showed a net
outlay of N.Kr. 213 million, likely to be covered in part by increased yield of cur-
rent taxation over and above the estimates,

In a number of other countries whete it has proved impossible to achieve
full budget equilibrium, great efforts have been made tq reduce the deficit.

In Awustria, for instance, the deficit on all accounts — including costs of
occupation and payments for the care and maintenance of displaced persons —
amounted to Sch, 1,050 million in 1946, but was reduced to about Sch. 100 million
in the following year, i.e. to less than 3 per cent. of the total budget.
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Czechoslovakla: Budget Accounts of 1947. : Czechoslovakiabudgeted for 1047
crosen | with a deficit of Ké&s 25 milliard but the
ltoms © | Estimates | “O%% | deficit was actually compressed to Kés 6 mil-

liard — a notable achievement in a year
with a particularly bad harvest, especially

in milliards of Kis

Roventte . . . . ... ... | 484 58.1 since the expenditure includes outlay
Expenditure™ . . . . . . . o L 842 connected with the Two-Year Plan.
Balance. . . | — 249 | — 6.1

. Tlg' ir%{ Polaild. investments under
* |ncluding investments under the Two~Year Plan amount-  the ee-Year Plan, fixed at Zl. 8¢ mil-
frr:gt I}g §Fosst ds ;nglcllfurgtmtm estimates and Kis 2.8 milliard liard for 1947, were included in the
. ' expenditure, there would seem to be, on
balance, an over-all deficit. Leaving such investments out of account, however, there wasa
surplus of ZL 37 milliard (four times as much as in the estimate), actual revenue
in 1947 amounting to ZI. 224 milliard and expenditure (excluding the said invest-

ments) to Z1. 187 milliard.

In the U.S.5.R. the budget in-

U.S.S.R.: Budget Accounts. cludes all investments under the Five-

1947 sot8 Yeaxr Planand — it should be remembered

: . — embraces, in addition to the general

fems Estimates Qﬁﬂ:ﬂ Eetmatesl  vun of governmental functions, gprau::ti—
in_milliards of roubles cally all industrial activities, something

" Revenue a1 ws | s | lke threefifths of the national income
Expenditure. . . . . | a1 361 358 coming into the book-keeping system
Balance T | 12 o of the state budget. It will be seen

anee - - = from the table that in 1947 both revenue

and expenditure fell short of the esti-
matés; in particular, the turnover tax on commercial transactions yielded less than
had been expected.

Total government expenditure in Hungary is reported to have amounted
to Frt 4,420 million in 1947 and to have been increased to Frt 7,553 million in
the budget estimates for 1948, about ome-half of the increase being attributed to
a rise in prices, Included in the estimate for 1948 is the sum of Frt 1,341 million
on account of reparations to the US.8R., Czechoslovakia and Yugoslavia.

- In Finland the public debt ‘increased from FM 105 milliard at the end
of 1646 to FM 118 milliard at the end of 1947, with “actual” expenditure in 1947
amounting to FM 87.8 milliard (real expenditure being, however, somewhat less
since several items are accounted for twice over in the budget).

TFull statistics are not available for the outcome of the budgets in the
different zones of Germany, but from scattered information the following table
has been compiled.

Germany! Budgst Accounts,

British Zone American Zone French Zone Soviet Zone (" Berlin

f}sctl Reve- Expen- | Reve- | Expen- Reve- | Expen- | Reve- | Expen- | Reve- | Expen-

ca nue | difure nue | diture nue | diture | nue diture nue | diture

In_milllards of Reichsmarks
194546 5.7 8.7(9 2.5 3.5 . f f . 19 1.0
194647 8.8 8.9 5.7 1.0 1.4 190 9.4 5.1 1.7 1.7
1947-42 6.6 (9 . 5.2 6.8 1.8 2.2(% 85 8.3 241 24
194849 () . T f . f . 8.7 83 22 2.2
(" Without Berlin. @ Including emergency budget. () With the Saar Tertitory.

9 Estimates, *) According to unofficial sources of information.
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By the autumn of 1947 the yearly tax revenue in the four zones of Germany
was estimated at RM 27.3 milliard. Tax collections suffice, on the whole, to cover
current expenditure, so that budget deficits no longer add to the redundancy of money.

Spain; Budget Accounts,

1947 1948

ltems Actuzl Results| Estimates
in millions of pesetas
Revenue . . . . . .. 12,964 15,115
Expenditure . . . . . 14,004 15,196
Balance . . . . . . . — 1,130 — 8

In recent years the public debt
in Spain has shown a steady increase
(from Pesetas 30.1 milliard in October
1942 to Pesetas 51,8 milliard in October
1947). The estimates for 1048 antici-
pate an Improvement in the budget
situation. '

While in the general budget accounts of Belgium the deficit for 1946 was
of the order of B.fcs 1o milliard, it rose to an estimated amount of B.fcs 30 mil-
liard in 1947, but was compressed to about B.cs 7 milliard for 1948 (total
expenditure being estimated at about B.fcs 73 milhiard). ”

The Natherlands: Budget Estimates.

ltems 1947 1948
in millions offloring
A, Real expenditure:’
Investments. . . . . .. .. 338 422
Military outlay, . . . . . . . o944 823
Education,civiladministration,

[10 T e e e 1,292 o7
Service of productive debt . 2925 222
Otherg . . . .. ... ... 266 381

Total A . . . 3,065 2,819
B. Transfer expenditure:
Subsidies for house

building. . . .. . .. .. 109 270
War damage, efc.. . . . . . 437 473
Social benefits . . . . . .. 147 226
Subsidies to lower prices . . 528 548
Service of unproductive debt 359 410

Total B . . . 1,580 1,927
Total expenditure (A+B) 4,645 4,746
Total revenue . . ., . .. . .. 2,674 2,042
Total deficit . . .. .. .. 1,871 1,904
Italy: Revenue and Expenditure.

) Recelpts
B + . . as

Financlal Year Payments Receipts percent-

apge of

in miliavds of tire payments'
1938-39 July to June . 3% 2% 73
194445, *r 354 ‘B 15
1945-46 ,, ,, ,, . 407 148 37
104647 ,, . ,, . 697 64 52
194748 (9 months) m 484 68

Greater difficulties have been
experienced by the Netherlands,
owing to the more extensive war
damage and the heavy military and
other charges to be met overseas
(especially in the East Indies). The vield
of extraordinary taxes (on capital, ete.)
ts additional to revenue shown in the
table.

In commenting on these figures,
the Nederlandsche Bank expresses the
opinion that an endeavour should be
made to bring about a reduction in
the amounts paid as subsidies for the
purpose of lowering prices.

The increase during 1947 in
quotations for wheat and other food-
stuffs on the world markets has made
it difficult to make a clean sweep of
subsidies designed to keep down the
cost of living. In Italy the wheat
subsidy (usually referred to as “the
political price of bread”) is practically
the only subsidy retained in the 1948
budget. While expenditure has been
going up with the rise in prices, re-
venue collections have improvéd even
more rapidly, with the result that ex-
penditure has been increasingly covered
by actual revenue,

The first objective of the financial reform inaugurated in France during the

autumn of 1947 was to put the budget sufficiently in order to make it unnecessary
for the government to have resort to the Bank of France. The ordinary and extra-
ordinary budgets (including repair of war damage but excluding reconstruction and



the equipment of different branches of the economy) were made to balance at a
total of Fr.fcs g13 milliard; an original revenue estimate of Fr.fcs 685 milliard was
raised by

(i) Fr.fcs 65 milliard, to allow for the automatic increase entailed by higher prices,
(ii) Fr.fcs 108 milliard resubting from increased taxation and
(iii} Frfcs 55 milliard resulting from an improved fiscal administration.

While expenditure had also to be raised because of the rise in prices, - subsidies
were largely abolished and the government undertook to discharge 150,000 officials.
Outside the budget, a special levy was imposed on higher incomes, the. taxpayer
being, however, entitled to meet his obligations under the levy by subscribing to
a 3 per cent. ten-year government loan to be issued during the first half of 1948,
with a yield estimated at Fr.fcs 110 milliard. The proceeds of the levy, and of the
alternative special loan, were to be allocated to 2 special Reconstruction Fund.
By the middle of April 1948 subscriptions to the loan had brought in Fr.fcs 73 mil-
liard; at the same time 1t was announced that the government had been able to
repay part of its debt to the Bank of France.

As regards countries outside Europe, truly amazing revenue figures have been
attained in the United States. The total of Federal expenditure, which had
reached its maximum at $100 milliard in the fiscal year r944—45, was brought
down to less than $64 milliard by the end of the first post-war fiscal year
ending 3oth June rg46, a revenue surplus already making its appearance in February
and March 1946. For the fiscal year 1st July 1946 to zoth June 1947 the surplus
amounted to $754 million and for 1947-48 may exceed $8 milliard. Even with a tax-cut
of $4.8 milliard, an additional $3 milliard for rearmament and $5.3 milliard voted for the
European Recovery Program, current revenue may, in 1948-49, again be sufficlent to
meet the whole of the expenditure, which, as in the previous years, includes the
amounts voted as aid to foreign countries. Actual results will, of course, be largely
dependent upon whether boom conditions are kept up or not.

Total cash requirements of the Federal Government in Canada in the financial
year ending 3i1st March 1947 included Can.$640 million under the United Kingdom
Financial Agreement Act (of 1946) and Can.$113 million for the International
Monetary Fund and the  International Bank for Recomstruction and Development,
and amounted in all to Can.$3,205 miilion, of which Can.$2,800 million was
covered by current revenue. In the budget for 1947-48, cash requirements were
reduced to Can.$1,066 million and revenue was estimated at Can.$2,156 million,
giving a surplus of Can.$190 million.

Among other members of the British Commonwealth, South Africa is
likely to produce a surplus of over £5A 6 million in the fiscal year 1947-48, total
revenue amounting to £5A 128 million. In Australia a surplus of revenue over
expenditure was achieved in the latter half of 1947, while in New Zealand the
budget for the financial year 1946—47 closed with a surplus of £NZ 4.6 million, total
revenue of £NZ 108 million having exceeded the estimates by £NZ ¢ million.

* - #

In his budget speech on 6th April 1948, the Chancellor of the Exchequer,
Sir Stafford Cripps, said that the size of the surplus realised was “to some
extent itself a measure of the inflationary situation”. As long as prices are
rising, or are held down by control while the volume of money continues to
expand, revenue collections will partly reflect the fictitious additions which
help to swell the profits of business enterprises and the money income of

-



individuals. But, important -as this factor may be, its signifiance must not be
- exaggerated. Factors of greater influence in bringing about the widespread
disappearance of budget deficits have been, on the one hand, the serious
fiscal reforms put into effect in the various countries and, on the other hand,
the continued high level of employment and output, and consequently of
real income, all over the world. Almost freed from wartime control, the
economy of the United States has escaped any immediate post-war. depression,
having been able to provide steady employment for about 6o million workets.
In most European countries the continuance of a high level of economic
activity has been the paramount condition for speedy recovery; as a rule
such activity would not have been possible without large surplus imports
of food and raw materials. Although the proceeds of sales of goods received
as aid from abroad may not have been counted as revenue in the budgets
of the wvarious countries, the very fact that such aid was forthcoming
has helped to keep up the volume of production, and with it the national
income and the yield from taxation. Indirectly, therefore, the budgets have
benefited — and will continue to benefit — from foreign aid; but it is, of
course, necessary to prepare for the day when that aid will cease, it being
well to remember the difficulties which arose in the years 1931-32 after the
sudden stop in the flow of loans and credits from the United States.

As already mentioned, the surpluses so laboriously struggled for by the
governments and the parliaments are required to neutralise purchasing power
in excess of the supply of goods and services or, more specifically, to offset,
under a system of compensatory budget policy, the boom conditions of the
economy in general, when the volume of invesiments tends to exceed
due limits. In a number of countries careful investigations are now regu-
larly undertaken with regard to the claims which public consumption expen-
diture, capital development (both public and private) and private and personal
consumption make upon the available national resources.

‘United States: Gross National Product. In the United States,
the ‘“Survey of Current
Expenditure 1946 1947 Business”, published by the
_In_millierds of $ Department of Commerce,
A. Parsonal gzgdsgmvﬁm expenditure ia0 o8 | regularly gives detailed figures
Non-durable goods. . . . . . . . 8.1 s9.3 relating to the national pro-
Servlces. . . . v ..o a e 0. . ¥ 164.4 duct and its USeS’ including
A TS . .
- _y Total A 7 : gross investment and sav-
. Gross private domestic investment .
Mew construction, . . ., .. .. 8.5 10.7 Ings, etc.
Producers’ durable equipment . . 12.4 17.9
Changes In business inventories. 3.7 — 07 " The “net foreign in-
Total 8. , . 240 278 vestment”  cotresponds to
€. Net foreign investment . . . . . . 4.8 8.7 the expenditure in the form
D. Government purchases of goods
and services ., . . ... ... ... 20.7 20,7 of - loans _granted by '_:he
Gross National Praduct | 2087 | 2206 US. Government to foreign
- countries, the amount of those
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loans being shown separately and not as part of “government purchases of
goods and services”. In its correspondingly restricted sense, U.5. Government -
expenditure showed an absolute decline in 1947, and an even greater relative
decline in comparison with the national product.

The following table shows the resources available in relation to gross
private investment.

United States: If the various resources
Gross Private Domestic Investment  shown in the accompanying
and corresponding resources. table are added together, it

will be seen that they amount
to a higher figure than the
gross investment itself. This

- 1946 1947

Investment and Resources
: in milliards of §

Gross private domestic investmaent , 246 27.8 Lo s
P indicates a strong position,
Resources: ’ . .
specially si th -
Capital consumption allowances® 1.0 2.4 espe ¥ smnce € govern )
Undistributed profits. . . . . . . 6.9 106 ment also had a surplus after
Personal. saving . . . . . . Ces 14.8 109 making 1its loans to foreign

countries. The reality behind

- these figures is reflected in
the continued additions to the country’s capital structure, together with a
steady flow of funds into the money and capital markets.

* In other words: dapreciation charges.

But there are, even so, some indications of tension and some difficulties,
which must not be overlooked. Apart from the general uncertainty always
attaching to national-income estimates (and perhaps most of all to the esti-
mates of savings in their various forms),* it should, in the first place, be

noted that in the national-
United States: income statistics the “capital-
Use and Sources of Corporate Funds, consumption allowances” in-

clude depreciation charges in

Sources 1946 | 1947 respect of all capital assets

in_miliiards of $ (houses, etc.) even if the

Total use of funds 23.8 26.7 owner makes no special PIo-

Sources of funds: vision for depreciation. The

Retalned profits . ... .. .... 6.3 10.1 capital-consumption allowances
Depreciation . . . .. ... .. .. 4.1 43 . . .

U.S. Government securities . . . . &1 15 give rise to funds readily

Bank and mortgage loans . . . .. | 3.9 3.7 available for financing when

Notnew issues. . « . .+ . « « .. 2.3 4. Iy e
OtherS, v 2 v v v v v ov e e e 06 2.0 they appear as “depreciation

Total sources . . . . . ... .. 238 26.7 n the accounts of qupora?e

o v " businesses ($4.r milliard in

SCPEPANCY, . .« « o - L0 e e s = _— . TTE .
pancy 1946 and $4.3 mulliard in 1947).

* In addition to the statistical errors which, of course, are bound to creep into such comprehensive
estimates as those of the whole national product and related matters, there are some specific dangers
lurking in this particular field of investigations. There is, for instance, the not only practical but
also theoretical difficulty of accountancy in connection with the activities of governments. Generally,
the services of officials are regarded as adding to the national income and thus to the welfare of
the country. This means, inter alia, that the services of those who control prices, foreign trade,
the volume of investments, etc, increase the figure of the national income, while ordinary people



United States: Personal Income and Saving.
’ Quarterly totals at annual rates, in milllards of dollars.
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The problems of an important sector of business financing are thrown into
relief by the accounts of corporations. The second table on page 5o shows
the main sources of financing of business corporations (other than banks and
insurance companies), according to a special study publ1shed in the “Survey
of Current Business” for March 1943.

Internal financing from retamed profits and depreciation came to $14%% mil-
liard in 1947, being equal to 54 per cent. of total financing requirements.
Conspicuous is the decline in the amount mobilised by sales of U.S. Government
securities (down from $6.1 milliard in 1946 to $1.5 milliard in 1947). While
the tot_al' of mew financing. t_hrough bank and mortgage loans remained

are apt to consider the remuneration of those officials as a net burden, made doubly heavy by the
fact that. private businesses are bound to devote part of their staff to answering questionnaires,
filling in forms, etc. The danger is that the compilations of national product statistics may give
a reassuring impression that all is well as regards the growth of income, when in fact encroach-
ments - ate being made on real eaming power.

Another danger is that the neatly balanced statements of the gross national product and its uses,
of capital formation and savings, may give a false sense of security in that the two sides of the
accounts are always made to add up to the same figure, Tt often seems to be insufficiently

. realised that the balance shown in the accounts may largely reflect an inflationary movement or a
reduction in monetary reserves. It is, moreover, important to remember that the depreciation
charges which have to be deducted from the gross national product in order to arrive at the national
income may not always correspond to “sums set aside’ by the individual owners of assets but
may, to a larger or smaller extent, represent consumptlon of capital through neglect of maintenance
and renewals.

When trouble is taken to compare forecasts for a given year in the past with what actually hap-

during that year, great discrepancies are often found. It should be recognised that estimates
relating to the future, even when they are supported by an impressive technical apparatus, are
often not much more than intelligent guesses. The true character of forecasts is frequently stressed
by the investigators. In the “Economic Survey for 1948”, issued by the British Government, it is
stated on page 5o, after some pertinent observations, that “any estimate of voluntary net saving in
1948 in the absence of inflation can, thus, be no more than guesswork”.



practically the same, there was a very substantial increase in security issues;
the $4.1 milliard of net new issues representing funds raised on the capital
markets In 1947 by corporations (other than banks and investment companies)
was probably the largest amount ever raised in this way. The amount of
money raised on the capital markets in the 'twenties was in fact much smaller
than 1s commonly thought: even in the latter- part of that period, including
the vear 1929, the net new issues were not much in excess of $2.5 milliard
annually, while in the ’thirties, and up to the end of the war, retirements of
securitles generally exceeded new issues.

Although the volume of private savings declined from $14.8 milliard in
1046 to $10.9 milliard in 1947, the increase which occurred in the net issues
_must have been financed with relatively little difficulty; the liquidity being

helped by Federal Reserve purchases of government securities, especially towards
the end of the year. :

While in the United States the “gross private domestic investment’
was equal, in 1946 and 1947, to about 12 per cent. of the gross national
product, in Canada what is called “‘gross home investment” rose from 15 per
cent. of the gross national product in 1946 to 2115 per cent. in 1947 — a rate
of investment which, in the latter year, put a distinct strain on the national
resources. . In absolute amounts, total private investments at home increased

. from Can. $1.8 milliard in
Canada: Gross National Expenditure. 1946 to Can.$2.8 milliard

in 1947 and the funds re-
Hemms . 1938 1946 1947 . . .
quired by private investors
In milllons of Can. dollars ) s
to finance this outlay rose
Personal expenditure on con- . :

sumers’ goods and services | 3,714 7,682 8,71 by a like amount. By way of
Government expendlture . . . 721 1,043+ | 1s00*| contrast, personal -savings
Gross home investment . . . | 583 1,796 | 2822 by individuals (not shown

Excess of axports {+) or : .
e (o ponds and _ in the table) .df:chned
sorvices . .. .., ... +102 |+ 320 | — 38 from Can.$1.1 milliard to
EFFOrS. « ¢ 4 v v 4 s o v 0 v o + 21 + 18 + &7 Can’ $o_8 mi]]iard‘ Thus,
Gross natlonal expenditure. . | 5,141 11,656 | 13,062 while investments went up
* Including Mutual Aid, UNRRA and Military Relief. by Can. $1 milliard, savings

_ fell by Can. $ 300 million.
The government helped in two ways to supply funds to the capital market: -
(1) from an over-all surplus for the Dominion Government of about Can. $750 mil-
lion and (ii) by the decline of Can.$743 million in the gold and foreign
exchange holdings of the Foreign FExchange Control Board, which amount
— with the exception of Can.$74 million subscribed to the International
Monetary Fund — yielded a roughly equivalent amount of Canadian dollars.
(With regard to the balance of payments, cf. Chap. V.) The government put
these funds at the disposal of the market by redeeming securities to the tune
of Can.$1,112 million: Can. $23 million (net) to the Bank of Canada,
Can. $669 million to the Chartered Banks and Can.$420 million to all other



investors. It was mainly through this return of funds that the Chartered
Banks were able to increase by Can.$461 million their current loans io
customers and to purchase Can.$316 million of securities from corporations
and from municipal and provincial governments. Thus Canada used foreign
resources to the extent of about Can.$67s million for the purpose of financing
the increase in the real capital formation at home.

For the United Kingdom, estimates of the gross national product and
related matters are given in the White Paper on ‘Natiomal Income and
Expenditure” presented to Parliament in April each year at the same time
as the budget.

United Kingdom:
Gross National Product and its Uses at cost prices.

Resources 1938 1946 1947 National cost of: 1938 1946 1947
in_millions of £ sterling in miilions of £ sterling
National income. . . .| 4,707 { 8,100 | 8,770 | Personal consumption, | 3,713 | 5573 | 6,161

Provision for deprecia-
tion and maintanancs 450 725 775 | Government ., , . . . . 767 2,411 2,115

Gross capital formation
Gross national product | 5187 | 8825 | 9545 | athome......, 747 | 1,221 | 1,942

Borrowing from abroad
and sale of assets to .
foreigners . . . . . . | 380 675

Tatal resources available
for use at home . . . 5,227 9,205 | 10,220 | Resources used at home | 5,227 2205 | 10,220

In terms of money, the national income increased by 8.3 per cent. from
1046 to 1047, but the average cost of that part of the national output which
entered into consumption rose by 7 per cent. and the physical output used
for capital investment would seem to have risen even more. ]. R. N. Stone,
Director of the Department of Applied Economics, Cambridge, estimated in
an article on the national income, appearing in the (London) “Times” of
3rd June 1948, that, in ‘“‘real” terms, the increase in goods and services
available between 1946 and 1947 was about 3 per cent. This result was
compatible, he went on to explain, with a greater rise in physical output —
- for instance, the 8 per cent. rise between 1946 and 1947 shown by the
index of industrial production excluding finished munitions. The fact is that
industrial production accounts for less than half the national income; certain
services (inter alia those of the armed forces) which enter into the other half
declined very considerably between 1946 and 1947. The conclusion seems to
be that, allowance bemg made for changes in the value of money, the output
of goods and services of all kinds rose shghtly in the United Kingdom
between 1946 and 1947, but that the rise in the output of mining, manu-
facturmg and constructional ‘trades was substantial.



United Kingdom: While the “gross capital

Personal Expenditure and Saving.  formation at home” rose from
£1,221 million in 1946 to

1838 1946 1947 £1,044 million in 1947, the

ltems . .
T wilions 57 & wiering VDll..Ime of personal saving (i. e
saving from personal disposable
Personal sxpendiure® . , , |, 4,288 6,739 7421 income) declined’
Parsonal saving « « + . . 4 . 154 ny 445
i1 . M 3 M
Personal disposable income .| 4,442 | 7456 | 7,866 Private saving” includes,
— in addition to personal savings,
Personal saving as percentage . .
of psrsonal disposableincome 3.5 9.6 5.7 SUCh nHems as pI‘OﬁtS retamed

by industrial firms, etc. and is
¥ At market value (while the figures in the previous table were  estimated to have reached a

at cost prices), ) e .
figure of £705 million in 1947.

In the “Economic Survey for 1948”, published by the British Government
in March 1948, a table sets out a “Combined Capital Account”. The figures
for 1946 and 1947 are reproduced here, slightly adjusted in the light of data
contained in the White Paper.

United Kingdom: Saving and Capital Formation.

Sums set aside 1938 1946 1847 Capital formation 1938 1948 1047

in millions of £ sterling = in milllons of £ sterling
Depreciation allowances 450 725 775 | Gross capital formation ) .
. athome . ., .... 770 1,265 | 2,020
Saving by public Less: net borrowing
uthorities . . . . . . ~—89 | —617 | —135 i
authoritie abrpad and sale of
Private saving , . . . . 239 87 705 assels to forelgners . —70 | —3B0 | —6&75
Total sums set aside . F00 875 1,348 | Total capital formation 700 a7s 1,345

The net borrowing abroad and sale of assets to foreigners correspond
to the deficit on the current account of the balance of payments and the
table throws into relief the close connection which exists between the total of
domestic capital formation, the volume of private and public savings at home
(plus depreciation allowances) and the outcome of the balance of payments.
This s stressed by the British Government in the “Economic Survey for 1948”7,
e. g. in the following passage from the ‘‘Foreword':

“Without United States aid, in short, we should be compelled to cut
consumption and employment, and to abandon many of our development
plans. With adequate aid present levels of consumption and employment can
be maintained, and development can go forward. But there is still likely to
be uncertainty from year to year about the continuance and amount of dollar
aid. On no account, therefore, must such aid be used merely to provide us
with greater ease and comfort. It must be used rather to sustain our work-
ing strength and efficiency while we develop those new sources of supply
at home, in the sterling area, and elsewhere, which will enable us to stand
on our own feet when the period of aid is finished.”



In January 1948 the Government of Norway submitted to Parliament
an official review called '“The National Budget”’, setting out actual figures of
the national product and its uses in 1946 and 1947 as well as a detailed
forecast (a “‘budget”) for 1948. For the year 1947 gross and net figures of
the national product and capital formation are given but, for 1946 and pre-
war years, only net figures, The following table, therefore, gives the net
figures. B o

Norway: Net National Product and Its Uses.

Aesources 1938 1946 1947 National cost of: 1938 1946 1947
in _millions of N, Kr. In mitllons of N.Kr.
National income (%} 4,509 7912 8,704 | Consumption
Private . . . . . ... » 6,021 8,930
Current surplus (—) Government . . , . . . 1438 | 1,129
or daficit (+) In the ’
balance of pay- Total consumptlen . . » 7,459 | 7,959
ments . .. .. .. —104 | +772 | + 1,412 Nt capital formation
Private . . ... ... e 1,000 1,586
Government , , . . . b 225 571
Total net capital . )
formation, , . . ... * - 1,225 2,157
Total net regources Total national .
available foruse . . .| 4,408 8,684 |10,116 expenditure , . . . . ] 4405 8684 |10,116

* Not separately available.
Q)] Iihied naglonal income is equal fo the net national product less the net payments abroad of inferest and
vidends.

The review estimates that neither in 1946 nor in 1947 was there any
“personal saving” in Norway but actually a “dissaving”.

The sharp increase in the real capital formation from 1946 to 1947,
without any corresponding increase in domestic  savings, is reflected in the
doubling of the deficit in the balance of payments — from N.Kr.772 million
in 1946 to N.Kr. 1,412 million in 1947. It should be added that the value

Norway: Saving and Capital Formation 1946 and 1947,

Saving 1946 1947 Real ¢apital formation - 1846 1047
in milliong of N. Kr. in mifllons of N.Kr,

Personal saving . . . . . .. .. — &2 | —238*%| Net capital formation at home . 1,225 2157
Retained profits . . . ... ... 400 400 .

. - Current deflicit (—) in the balance
Private saving . . . . . ... .. 348 182 ofpayments . . ... .....}| —772 |—1,412
Saving by the government and )

foca) avthorities . , . . .. .. 105 583%

Total savings + . . . .. ... 453 745 Net real capltal formation . . 453 745

* The appearance of “‘negative saving™ (l.e, consumplion of capital) is due parily to the counting of private
urchages of furnlture, etc. as outlay for current consumption and partly to the payment of war-Indemnification
ax and a non-recurrent fax, which reduced the incoms at the disposal of private people but increased the
surplues in the hands of pui:lic authorities.



of imports of ships (including the cost of extraordinary repairs to ships)
amounted to N.Kr. 416 million in 1946 and N.Kr. 785 million in 1947, ie.
to more than half the deficit in the balance of payments.

~In Sweden a “national budget” on much the same lines as in Norway
has been in preparation. Preliminary figures indicate that the -gross national
budget in 1947 amounted to about 5.Kr, 23.0 milliard, with private consumption
at S5.Kr. 16,2 milliard and government consumption at S.Kr. 2.4 milliard,*
while gross Investments (gross capital formation) totalled not less than
S.Kr. 67 milliard (with net capital formation at S.Kr. 3.5 milliard). Gross
capital formation thus represented nearly 30 per cent. of the gross national
product, which i1s an unusually high percentage and provides an explanation
for the fact that the current deficit in the balance of payments rose from
S.Kr. 365 million in 1946 to about S.Kr. 1,400 million in 1947, while a reduction
occurred in the monetary reserves of the Sveriges Riksbank from 8.Kr. 1,909 mil-
hon at the end of 1946 to S.Kr. 724 million at the end of 1947 (w:th further
losses in the opening’ months of 1948),

The effect which the large volume of investment has upon the balance
of payments seems to be even more clearly demonstrable in Sweden than
elsewhere: the expansion in domestic purchasing power which led to increased
imports and thus to the high import surplus was not caused directly by the
budget, which had been balanced for two years (page 45); nor was it caused
by an extraordinary scarcity of goods, since domestic production had risen
to record levels and imports were larger than ever; there remains the un-
precedented increase in investment, not checked by any increase in long-term
interest rates but, on the contrary, facilitated by the large-scale purchases
of government bonds which were carried out by the ceniral bank (see also
Chap. VIII). Indirectly, however, the rising level of government expenditure
and of other charges may have been of importance, in that it reduced the
volume of savings and thus increased the tension on the capital market.

ltaly: The percentage relation of
National Income and Investment, fedl saving to available income-
shows the effort made in Italy
lems 1938 | 1846 | 1947 during the last two years. True
in milliards of i — 1938 vatue|  though it is that this effort was
National income. . . . ... | 116 | 71 8t rendered possible by foreign aid,
Foreigh ald . . . . ..., . - 1 10 it is also true that the Italian
Available Incoms . . . . .. 116 | g2 a1 P eOple have played their part not
: only by the work they have done
~Real investmant.l ...... 1.5 14.5 5.5 but also by the savings they have
Investment as percentage made available out of reduced
of avaliable income . . . 10 2:3 7 incomes.

* Tt should be bome in mind that these are figures of real. oonsumption by the public and by the
government and that, therefore, all “‘transfer expendlture of the government appears not as
government consumption but as private consumption, although it represents, of course, 2 part of
the burden of taxation and, moreover, a part unmatched by any direct services which would
cotnpensate those who pay more in taxes*for this particular purpose than they receive as their share
of the “transfers”.



For Belgium no official estimates of the gross national product and gross
capital formation are available, but it looks as if investments had been held
back, partly by a government decision to postpohe the reparation of war
damage so long as funds were needed for the reconversion of industry, and
partly by the increases in interest rates, which brought the market quotation
of 4 per cent. government bonds down to 85 at the. beginning of 1948 4nd
thus made it less profitable to.sell out such bonds in order to procure
funds for industrial investment., Notwithstanding a deficit still remaining in
the general budget, it has been possible to maintain equilibrium in the foreign
exchange position — which would seemto show that the question of a (moderate)
deficit (not requiring resort to the central bank) or a surplus in the budget
is less important than the part which credit policy (and, especially, the
facility with which funds can be obtained) plays as an independent factor
in determining the monetary purchasing power generated by provision for the
volume of investments. '

The question to what extent investments could be curtailed
by government measures of control has been carefully examined in
Sweden, where it has been found that in 1947, of gross investment at $.Kr. 6.7
milliard (which, being "‘gross”, includes the cost of maintenance and repairs),
about 30 per cent. represented constructions for which special permits would
be required. The. remaining volume of investments could to some extent be
controlled in more indirect ways such as, for instance, a regulation of imports
of machinery, or the convenient fact that the acquisition of machinery and
other equipment depended partly on the construction of factories. Account
being taken of all direct and indirect action, it has been estimated by the
“Konjunkturinstitut” in Stockholmn that 70 per cent. of gross investments
might be “affected” by government control measures; but the volume of
investments which can be effectively controlled (e.g. cut down) by such
measures would seem to be less than one-half of the total in question.

- This is an inference which applies to peacetime conditions. While the
war lasted and the governments had powers of directing labour and allocating
raw materials, direct control was naturally more effective. Control was then a
necessity, in order to concentrate the nations’ efforts on one main purpose —
that of winning the war — the maximum curtailment of civilian consumption
being an inevitable concomitant. Peacetime production, on the other hand,
involves the output of a great variety of products for sale at home and abroad

— and the direction of productive power then becomes a much more difficult
affair. '

A question often raised is that of the extent to which control of
foreign trade may serve to re-establish equilibrium in the balance of pay-
- ments, notwithstanding the fact that the volume of monetary purchasing
power on the home market may be too large (as in a case of “repressed
inflation”’). The difficulty seems to be (see, further, Chap. V) that, even if



imports are effectively curtailed, strong demand at home may easily divert
goods and services and productive power from export markets, with the
result that the trade deficit will not be reduced. Experience of this kind has
made countries return more and more to the application of financial
control exerted through an absorption of the redundant purchasing power.
For judging the magnitude of the amount involved and determining the steps
to be taken, the surveys of national income and related matters have proved
useful in several ways.

Such a survey makes it possible, for instance, to compare the dif-
ferent competing purposes for which the national product may
be used, and thus affords a “vue d'ensemble’”. Naturally, additional tables
will be required beyond those reproduced above. The government obviously
competes not only with private consumption but also with capital formation,
i.e. with the investments on which economic progress and, consequently, an
improvement in the standard of living depend. To form a true idea of the
burden weighing upon an economy, it is necessary that all charges — civil
and military, administrative and social, domestic and foreign, current and
capital — should be compared with the available resources.

Such a comparison serves several purposes. It is a reminder that the
budgetary problem 1is not merely one of guarding against inflation in
the narrow sense (l. e. of ensuring that expenditure is covered by current
revenue without any resort to the central bank), it being also necessary
that the cost of government should not encroach too much upon other
uses of the national income, and — especially in countries with a free
economy — that the burden of taxation should not stifle private enterprise
or too greatly reduce the volume of savings, indispensable for continued
. economic expansion.

Another advantage is that the comparison affords an opportunity for a
realistic appreciation of available resources. The devastated countries 1n
Europe need much new investment; the abundance of money found in most
markets might easily lead to confusion between the liquid monetary funds
and the real economic resources available for recomstruction. The investment
programmes seem sometimes to have been based more on monetary appeat-
ances than on the existing manpower and the supplies of materials set free
by current savings and by assistance from abroad.

The comparison may further indicate the prospect of what is commonly
termed an inflationary gap in the coming period — maybe the next finan-
cial year — which the investigation covers. In its simplest form the cal-
culation of such a gap involves an answer to the question how certain lines
of policy (often the continuance of lines already adopted) will influence the
volume of effective demand and, in particular, whether they will cause it to
exceed the prospective supply of goods and services, with the result that
an inflationary pressure will set in. In France it was, for instance,
calculated by the Commissariat Général du Plan de Modernisation et



France: Inflationary Gap in 1948* = d'Equipement that, on
: the basis of the situation
Full year First balf- s gt
Hems s vear 1846 existing on goth November
in_milllards of Fr.ics 1947 (and 1n t!‘le absem;e
. of any further increase in
Resources: . .
Agricultural productlon. . . . . . 1,766 815 taxation), there was likely,
Industrial productlon. . , . ... 2,212 1,044 i a a of
Services rendered by the state . 387 187 n 1948, to be, N gap
Other services . . . . . e 271 138 Fr.fcs 365 milliard be-
Gross natiopal product . . 4,635 2,181 tween, on the one ha’nd'
: p— total demand for goods
Imports . . . .. ... e s 437 .
EXports . o v o v ov vt e . . 178 81 and services ’for con-
Net foreldn aid 250 124 sumption and investment
* gnaid......
and, on the other hand,
Total resourges , . . .. . 4,894 2,305 the total Of resources
avatiable from national
Demand: . . .
Curent functioning of pubiic ser- - production and foreign
vices (personnel and matarials) 552 : L *
Public and private Investments . 268 : 430 al(_l' The realisation ,Of
Porsonal income available for this fact led to a series
congumption . . . ... .... 3,739 1,806 of measures for increased
Total demand . . , . .. . 6,259 2,504 taxation, the issue of a
Excess of demand over i y i i i-
TESOUICES . « . 4 4 . . . 365 199 lqan, I‘_edllCtIOl'l n S’UbSI
dies and some other items

* Estimated on the basis of the sltuation existing on 20th N ber 1947. of government expendi_

Mote: ik was considered important to make a special estimate of the : L
*gap™ likely t¢ arlse In the first half of 1048, Eecause measures for ture, Credlt restrictions,

closing that gap in particutar were contemplated in the financial- :

refom1 Blea?hwhich was %?5!1? %:e?ajged. norec;ver,“sfuch an eatmate  €tc., all forming part of the
Wwou 8 more reliable In A wou nat cal Or any assump- i *
tlons about the owicome of the 1948 harvest. P so- called Mayer Plan™.

In the United Kingdom the “Economic Survey for 1948 put ‘‘private
saving’’ in 1948 at the figure of £575 million. It was made clear, however,
that this was “not an estimate of the savings which private savers will wish
to make” but an “estimate of the purchasing power which private income
receivers must voluntarily refrain from exercising if our home investment
plans and our planned reduction of the scale of foreign borrowing are to be
carried through with existing tax rates, and without raising prices and incomes
above the current levels”, i.e. without inflation.

It was feared, in fact, that £575 million was too high as a probable
figure for private saving and, in the budget presented in April (the “Economic
Survey” had been published in March), the Chancellor of the Exchequer
proposed to increase taxation with a view to providing a surplus (see page 48)
in order to achieve a more reliable state of balance in the national
economy. The increase in taxation would, however, further reduce private
saving; by various government decisions, gross capital formation at home
has also been curtalled. The following table shows the changes introduced
between the time of the compilation of the “Survey” and the date of
the Chancellor’s budget speech. For purposes of comparison, the corre-
sponding figures for 1947 are also given.
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United Kingdom: Saving and Capital Formation.

1948 1948
Sums et aside 1947 y—— Capital Formation 1947 Provived
evisad |- evise
Survey | estimate Survey | estimate
in millions of £ sterling In milllons of £ sterling
Depraciation altowances 778 700 800 | Gross capltal fonnatibn
thome .. ..... 1,800 1
Saving by public . L:s:w m:et borrowin. i 1900
thorities . . . . . . — 5 } o
authorities 135 | 27 400 abroad and sale of
Private saving . , . . . 708 B76 350 assets to forsigners , | — 675 | — 250 | — 250
Total sums set aside . | 1,345 | 1,550 | 1,550 | Total capital. . . . ., 1545 | 1,550 [ 1,850

The intention has thus been: (1) to reduce gross capital formation at
home from £2,020 million to £1,800 million and also reliance on foreign -
borrowing from £675 million to £250 million — these changes being already
in the “Survey’’; but, on the other hand, (2)to turn a “dissaving’’ of £135 mil-
lion by the public authorities in 1947 into a saving of £400 million; a reduc-
tion of private saving from £705 million to €350 million in 1948 is accepted
as a consequence of these changes. If, under the influence of the European
Recovery Program, the amount of resources available from various forms of
saving were to improve, the likelihood 1s that some of the cuts in investment
introduced during the winter of 194748 would be restored.

The close relation which is being established, in reviews of the national
product, between capital formation at home, domestic saving In its various
forms and the outcome of the balance of payments has helped (as pointed out
on page 54 above) to make clear to the public, and to those in power, the
intimate connection which exists between internal financing and
the foreign balance of a country. It is true that there are some important
ptoblems (for instance, that of the appropriate levels of exchange rates) which
must be examined in other ways than through an analysis of the national
product; but such an analysts has the great merit of bringing home to all
and sundry the need of dealing with financial and. economic problems in a
comprehensive way. '

When developments in 1947. began to be examined more closely, the
steepness of the increases in the volume of real investments caused a certain
amount of surprise. If several countries found it necessary to. curtail capital
formation, this was in order to avoid inflationary tendencies at home and a
further deterioration in their balances of payments.

In reviewing the year 1947 it may, however, be a consolation to note
that the deterioration of the foreign exchange position has generally been
matched not by higher consumption but by an increase in real capital formation,
the fruits of which should become visible in the not too distant future.



IV. Price Movements.

The year 1947 and the early months of 1948 did not see the end of
the post-war rise in prices but, except in a few countries, the rise was less
violent and more than once it seemed as if the situation were ripe for a turn
in the trend. This was typically the case in the United States.

After a steep climb in the autumn of 1946 and the first quarter of 1947,
there came a period of relative stability in the second quarter of the year
(which gave rise to forebodings — or hopes — of a fall in the price level);
but the upward movement soon began again and by the end of the year
wholesale prices were twice as high as in the summer of 1939. Prices of
food and farm products led the way, the crop failures in Europe having
increased foreign demand. Wheat prices rose in Chicago from about $2.z0
per bushel at the end of 1946 to $2.45 in June 1947 and to a maximum of
$3.20 in January 1948. Other grains followed a similar course. A remarkable
aspect of this rise was that it happened notwithstanding an increase in the
food production of the United States by some 35 per cent. above pre-war,
thanks to favourable weather (during nine years in succession), increased
mechanisation, hybrid seeds with a heavier yield, and also the higher prices
which stimulated production. Jf supply rose, demand has risen even more,
The population of the United States has increased by 14 million since 1940,
under conditions of full employment; people’s incomes (in money) have risen, on
an average, by two and a half times and they spend more on food. As already.
mentioned, foreign de-

United States: Wholesale Prices. mand is stronger: agri-

Monthly indexes: 1926 — 100. cultural exports have

20 d ﬂzzo been at a rate of five
2oor -farm 200 times pre-war, while im-
sk o ,,fjt""‘""!“‘ i ports of food into the
A3 vroods United States ave below

160} ' Generalindexd 51 pre-war. As a result,
wol _ Jf /_/"“""" wo | the wheat carry-over,
0 B | i W T which on 1st July 1943
L Al L i still exceeded 600 mil--
10g P : — 100 lion bushels, had fallen
30__4::# g | to less than 100 million
50 RJ.”. i iy bushels on 1st July 1947
o 1939 1980 1944 1942 943 1944 1945 me (647 ms 1949 — almost the smallest

stock on record.

With the population of Europe 10 million above pre-war and European
food” production below pre-war — and less available for export from other
great food-producing areas — the export of farm products from the United
States has gained in importance. Of the wheat entering world trade, Canada,
before the war, provided nearly 30 per cent., the Argentine and Australia
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about one-quarter each and the United States not quite 7 per cent. In 1946
and 1947, on the other hand, the United States provided over one-half, while,
of the others, only Canada was able to furnish the same proportion as before °
the war. A factor of some consequence is that, owing to the rise in grain
prices, it has been less remunerative to feed wheat to cattle, and more has been -
reserved for human consumption both at home and in the importing countries.

In February 1948, the price of wheat returned to about $2.50 per
bushel, to recover in the following months to about $2.60. In the spring
of 1948, it was announced that more wheat was available for export purposes
than had previously been thought possible. It thus seems as if the steep rise
in grain prices in the latter half of 1947 had brought about an increase
in available supplies and consequently its own reversal, with a return to a
more balanced position. ' :

_ In Europe, much attention has been paid to the movement of agri-
cultural prices in the United States, partly because they have been leaders
in the American price development and partly because the variations in the
American price level in general are among the decisive factors in world
price movements today. When, therefore, in the early months of 1948,
not only the price of wheat but the prices of some other products began to
decline in the United States, it was natural to wonder whether this was the
forerunner of a coming decline and, maybe, a business recession. But, In
the -course of the spring, prices hardened again, reflecting the pressure of
demand in an economy operating close to capacity. It seems that the indus-
trial demand for plant and equipment is bigger than ever (according to plans
laid down at the beginning of the year, new construction will reach a total of
$18.7 milliard in 1948 —or about 15 per cent. more than in 1947); there are
heavy state and municipal requirements in the matter of highways; residential
building is forging ahead despite higher costs; and ‘“‘shortages” arise, due
as a rule to iIncreased demand, which makes itself felt even when supplies are
well above pre-war (the average family is, for instance, using 5o per cent.
more electricity than before the war). In view of the foreign-aid programme,
larger military outlay and the cut in the income tax, demand is likely to be kept
up. Moreover, in so far as statistical data can serve as a guide, production did
not rise appreciably in the course of 1947 — the index of industrial production
stood at 189 per cent. (of the 1935—39 average) in the first quarter of the
~year and at 191 in the fourth. Full capacity had already been reached in -
regard to some basic materials such as steel, while supplies of agricultural
products required in industry were rather smaller than in previous years.
Altogether, production and transportation of goods, and also trade and most
other service activities, showed little rise during 1947; and, according to the
Federal Reserve Bulletin for January 1947, ‘‘the possibilities of further increase
in the near future appear to be limited”. There are obvious limits to the
speed with which production can be increased once a point has heen
reached at which there is no longer considerable unemployment or any other
form of unused capacity. Production will then expand only as a result of
further real investments and an increase in the number of workers employed.
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Between December 1946 and December 1947 wholesale prices in the
United States increased by 15 per cent. and the cost of living by 8 per cent:
In Canada, up to 1946, prices had risen considerably less than in the United
States — the index for general wholesale prices stood at 155 in Canada in
December 1946 (August 1939 = 100), as compared with an index figure of 188
in the United States, and the cost of living at only 126, as compared with 153.
Under the combined influence of upward pressure from foreign and domestic
sources, wholesale prices in Canada rose by 28 per cent. in 1947 and the

Wheat Prices, in cents per bushel.
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cost of hving by 13
per cent. The Bank
of Canada lays stress
on the difficulties with
which a country with
imports and exports
on the Canadian scale
has to contend, in
trying to prevent do-
mestic prices from re-
acting to price changes
abroad. "‘Short of sub-
stantially appreciating
its exchange rate and
increasing its taxation,
no country could have
insulated itself com-
pletely from the world-
wide rise in prices.
Theoretically it might
be contended that
this could be done
by means of direct

controls, but these would have to be very much more rigorous and

complete than those of wartime, to say the least.”

In a number of countries the level of costs and prices had not, between

the summer of 1939 and the end of 1946, risen more than

Price Increases in 1947,

Wholesale | Parcentage | Wholesals Cost of
prices In¢rease pricas living
Countries end of during end of end of
1946 1947 1947 1947
January-June 1839 = 100
United States . . . 184 S+ 18 214 169
Australia., . .. .. 140 + 13 158 133
New Zealand . . . 148 + 14 168 126
United Kingdom . . 185 + 13 209 137 ()
Venezuela ., . . . . 157 + 17 175 17T

() Estimated.

(%) November 1947,

in the
United States, and in
some of them (as in
Canada) the rise was
decidedly less than
in the States. But,
as shown above, the
stage was then set
for an upward pres-
sure of prices in re-
sponse to the general
world trend.



Up to the end of 1947 the price level had still risen less in Australia and
New Zealand than in other countries, the rise in the cost of living being
exceptionally low for post-war conditions;’ but these countries are exporters

of food,

When comparisons are made between increases in costs and prices in
the United Kingdom and in other countries, it should be remembered that
the exchange value .of the pound was reduced by about 14 per cent. in
August-September 1939. If this reduction is taken into account, the increase
in British wholesale prices and the cost of living since the summer of 1939
is ‘less than the rise in the United States and in most other countries. On
the other hand, it must not be forgotten that British prices are still held
down by government control measures and by the granting of price subsidies
to the extent of £400 million a year, while in the United States official price
control has been practically abolished and subsidising greatly reduced.

In the wholesale .index for the United Kingdom, prices of industrial
materials rose by 14.9 per cent. and prices of “food and tobacco” by
9.8 per cent. in 1947; “food” alone was 6.5 per cent. higher. The Board of
Trade Journal for 17th January 1948 explained that “purchases of supplies from
overseas had to be made at higher average prices and the total government
subsidies were not increased sufficiently to cover these”.

The Board of Trade publishes index numbers of export and import
prices, which show that, in comparison with the base vear (1938 = 100), the
prices of retained imports have risen more than the prices of exports.

Other calculations would

United Kingdom: seem to indicate that the terms

Index of Import and Export Prices. of trade turned even more
sharply against the United

End of Kingdom during 1947 than the

Prices of: 1938 1946 1947 | Mazeh figures in the table indicate;
-every calculation shows, in fact,

Imports . ...| 100 223 263 277 a deterioration in the position
Exports ....| 100 212 244 248 in comparison with 1938, with
Torms of Trade | 100 o8 o3 % a consequer:.tt z.sddition to the
burden weighing upon the

British balance of payments.

That the worsening of the terms of trade corresponds to a reality is
borne out by the fact that, for instance, in the United States index of whole-
sale prices, prices of raw materials (of which Europe is on balance an importer)
have risen by about 150 per cent. since 1939, as compared with a rise of
95 per cent. in finished goods (of which Furope is an exporter). But all
countries in BEurope are not equally affected: Finland and Sweden are, for
instance, great exporters of timber — a raw material which has risen substan-
tially in price, while Poland profits from its coal exports. And in some



Furopean countries where inflation has not been arrested prices of finished
goods were high — often too high, with the result that exports were shrinking
(a result which could not be permanent but which would ‘‘statistically”
improve the terms of trade for a time). Finally, it must be mentioned that
the virtual disappearance of Germany from world trade has allowed exception-
“ally high prices to be charged for certain types of machinery, chemical pro-
ducts, etc. — a situation which is not likely to last (since, quite apart from
the question of a come-back by Germany, the production of many such
commodities 1s, as a matter of fact, being started in the importing countries).
For Europe, in general, it will be necessary, in years to come, to try to
recoup from a larger volume of business what is likely to be lost by a
deterioration in the terms of trade. :

Among the countries in which the 'price level {even when recalculated
to allow for alterations in the exchange value of the currency) was already
on the high side by the end of 1946, the price rise which occurred on
world markets in the course of 1947 served, in many instances, to bring
the cost and price level nearer to equilibrium. Even though the countries
concerned were mostly unable to escape an increase in prices, especially of
imported raw materials, they were often successful in keeping the rise in
their wholesale prices within narrower limits than, for instance, the 13 per
cent, rise in the United States.

For Belgium no official index of wholesale prices is published but
unofficial calculations show that this country falls into the same category as
those in the table below; Belgian retail prices rose about 9 per cent. during
1947. At the end of 1947, the wholesale price level in the Netherlands,
when adjusted for the devaluation, was equal to about 197 — a relatively
low index figure but held down to that level only with the aid of heavy

subsidies (see page 47).
Price Increases in 1947. In Sweden also, subsi-

" dies are being maintained.
Wholesale |Percentage| Wholesale | Cost of .
pricss | increase | prices iving In that country — as in
Countries 9?3431 d1u9rz:?g e]n9d4 gf 3:134 gf Canada -— the influence
‘ of general world tendencies
indexes: January-June 1939 = 100
. _ had been moderated by
Argentlna ..... 234 + 7 250 186 () the appreciation Of the
Czechasjovakla® . . 178 + 2 182 168 h te i J Iv 1 6
Denmark, . - .+ . 202 + 9 220 164 exchange rate 1 July 1940;
lhdta, . ... ... 28500 [ + 9 31200 | 269 this meant that prices and
Netherlands . . . . ?37 + 5 ?:; ?ﬁi(’} mone-y wages Could not
Norway. .+ . « .« 7 + 3 .

Palestine . . . . . U7 +6 389 . ~be allowed to increase
Portugal + . . . . . 230 + 4 239 205 there at the same rate as
South Africa. . . .| 164 + 7 175 14 in countries which had re-

Swoden, . . . ... 176 +7 188 1587 , .
Switzerland . . . .| 207 + 6 219 164 tained the pre-war parity.
Turkey* . . .. . . 193 +a | o8 151 In Sweden discussion has

largely centred in the
* Recalcylated with allowance for alteratlon [n exchange rate. : f
() Septomber 1947. () 18th Auvgust 1939 = 100. )1 —100. question of the extent to
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which an increase in wage rates would be permissible; according to the
Swedish Federation of Trade Unions, the wage agreements in the winter
of 1947-48 have resulted in an average increase in pay of just over 6 per
cent.,, with the disparity between men’s and women’s pay still further
diminished. Through agreements with a number of other countries (including
the United Kingdom), the authorities in Denmark have been able to secure
higher prices for the chief Danish export products: butter and bacon. As
a result, the percentage rise in prices of exported goods has exceeded, since
Qctober 1947, the rise in the prices both of imported and of domestic goods.
In Switzerland, the opening of the frontiers to the west for foreign trade
in the autumn of 1945

Switzerland : Wholesale Prices. brought down the pri-
Monthly indexes: January~June 1839 = 100, ces of imported goods,
W o . . 7% | which remained com-
280 - ' 280 paratively steady for
sl _ — . - a0 two years until, in the
240-. - \ . /Impart goods o autumn of 1947, a de-
A N AL ] termined rise set in.
2o l, e, 20 | The average prices
200 T N - 200 of Swiss export goods

/ / _’-r e i i
ol I A [Froortgoods | - have stiffened without
L [ / AT i interruption since the
160} ,/ ] 160 end of the war and,
wo— / ;/J 140 according to a weight-
eol—/ / /| 1o ed index prepared by
L }/’ ] the Customs Authori-

np Lialel 1 1 Lialul dul Lulut, HITImI Taaleil Llal TRTITIIA (AT M b

OS50 W0 19k 192 193 1ok Tons ok i e e oso | ties, fully attained the
level of import prices.

Portugal, with a relatively high level of prices for a country which
has retained the pre-war parity of its currency, managed in 1947 to reduce
the gap, the price level falling steadily from May to the end of the vear
(after a rise during the first four months). Three other countries which have
likewise retained their pre-war parities, viz. Egypt, Lebanon and Mexico,
actually registered a decline i prices during 1947.

' While wholesale

Price Decreases in 1947, prices fell somewhat
during the year, the
Wholesale | Percentage | Wholesale | Cost of cost-of - living . index

prices change pricas living . . .
Countries end of during end of " end of rengtered' a Shght 1n-
1948 1947 1947 1947 crease (of about 2 per
Index figures cent.}inMexico,buta
Eoypt ... . 36 M -2 M 280 () decrease in _bOth Egyg t
Lebanon . . . . . . 874 ) — e 800 () 501 6) and Lebanon. This
Mexico. . . . . . . 254 ) — 2 244 3 307 (9. was, however, before
hostilities had broken

1 June-August 1938 = 100. @ Base June 1938 = 100, .
9 January-June 1838 — 100. out in the Near East.



But not all countries managed to keep in line with the United States by
holding the rise in the price level within the limit of about 15 per cent. to
which the upward movement in that country was confined.

A few South American countries experienced rather sharp price increases
between December 1946 and December 1947 — among them Chile (about
25 per cent.) and Peru (about 40 per cent.). And much steeper increases
were recorded in the Far East: in China wholesale prices were, by the end
. of 1947, some 100,000 times as high as in 1937, the value of the ourrency
being quickly annihilated under the stress.of internal warfare and disorganised
finances. During 1947, retall prices in Japan trebled, and by the end of
that vear they were about 5o times as high as in 1941.

Among European countries, Roumania was overwhelmed by an infla-
tionary rise in prices which continued until the monetary reform in August
1947. Poland also grappled with inflationary tendencies but on nothing like
such an extreme scale, retail prices showing certain signs of becoming steadier
in the course of 1947, after having risen about 160 times above the level
of 1938. In Hungary wholesale prices and the cost of living rose by
about 40 per cent. between December 1946 and December 1947. In Greece
and in Finland the price increases were of the same order of magnitude,
with an acceleration in both countries during the latter half of 1947. The
most recent reports from Greece would seem to point to a consolidation and
~even a decline in the price level during the first four months of r948.

Tweo European countries — France and Italy — adopted new methods of
mastering their financing problems in the course of 1947 and the opening
months of 1948.

Just before the war, 1. e in 1938-39, the level of wholesale prices in
 Italy was about five times as high as in 1913, while between 1939 and
September 1947 prices rose about sixty times, to an index figure of 6,200
(1938 = 100). That was the high watermark, however. As shown by the graph
on page 43, a downward movement set in early in the autumn of 1947, and
by the end of the year the index figure had been brought back to 5,525.
Experience had shown the difficulty of applying price-control measures in a
country which had been distracted by internal warfare and had to cope with
serious administrative problems. In the course of 1947, there was a general
lifting of price control and only one subsidy — for bread — was really retained,
while measures of financial restriction were applied (see, again, page 43). The
distinction between official and black-market prices soon disappeared, the
prices on which the index is based being those quoted in genuinely free
markets, The fact that the price rise could be not only arrested but also
reversed helped to restore confidence in the currency. The reversal would not
have occurred, had not stringent internal measures brought about a reduction in
the budget deficit and limited the granting of new credits by banks and other finan-
cial institutions; but the continuance of aid from abroad was likewise an essential
condition for, without the supply of foreign raw materials, unemployment would
have risen well above the two million actually registered in the winter of 1947—43.
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When the first world war came to an end, in 1918, wholesale
prices in France had risen about three and a half times above the pre-
war level; and again, in the summer of 1945, when the second world war
‘had been brought to an end in Europe, French prices were about three and
a half times as high as they had been before the outbreak of war — in 1939.

In both cases, prices rose during the first eighteen months of the post-
war period to about six times the pre-war level. -But from that point they
followed different courses: between the middle of 1920 and the end of 19232
the” French price level went back to about three times the pre-war level,
while after the second world war the inflationary rise continued, until in
1948 prices stood fifteen times as high as before the war. The difference
is to some extent a sign of greater exhaustion after the second world war; -
but it is also evidence of the fact that the system of official control of
prices and exchange rates, as applied after the second but not after the first
world war, not only failed to prevent a steep rise in prices but may even
have added to the price rise. It is, indeed, debatable whether a mistaken
- belief in the sufficiency of control as such did not for a time delay the
taking of really effective measures. When, contrary to expectations, the cost
of living was found to have suddenly risen, the unrest thereby engendered
was apt to lead to sharp increases in wages, only to be followed by further
price increases. Since a wage and price adjustment late in 1947 and the

France: Movement of Wholesale Prices
in the two war and post-war perigds. — Maonthly index 1214 or 1938 = 100.
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United States: Movement of Wholesale Prices
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adoption of a sertes of financial measures in the last month of that year and
the early months of 1948, French commodity prices have remained remarkably
steady up to the time of writing (May 1948), having achieved a better relative
balance between different groups. Subsidies were reduced and official price
control was lifted (except for a small number of commodities), so that the
price indexes reflect, for the most part, price quotations in free markets. It
has not been possible to bring real wages back to their former level; but
better supplies — partly due to foreign aid — are beginning to give ‘the con-
sumer greater freedom in apportioning his expenditure for different purposes,
while the market position would, of course, be further 1mpr0ved if the harvest
should turn out well, as it promlses to do.

France: Movement of Prices.

1947 ' 1948
Groups ‘ :
P Aprll Decembar Japvary February March April
Indoxes: 1638 = 100 ' '
Wholesals prices: )
Agticultural products . 936 14394 1,567 1,584 1564 . 1,590
Industrial produsts . . 757 1,001 1,359 1,481 1,518 1,520
Raw materlals , . . . . T 1,029 1,348 1,517 1,528 1,538
General index . . -B47 1,217 1,453 1,537 1,536 1,565
Ratail prices (Paris): ‘ .
Foodstuffs . , . . .. . 830 1,393 1,437 1,541 1518 . 1,524
Haating and lightlng . &9 761 1,012 1,159 1,169 1,092
" General index . .| 837 1,964 1,414 1,609 | 1,499 1,409
L&

Hote: Betweon Aprfl 1947 and Apri 1948 prices of agriculiural products increased by about 70 per cent. while
prices of raw mailerials practically doubled, catching up with the average of the general index.



Price developments in Austria have been examined in another section
(see page 41). Since the monetary reform carried out in December 1947,
prices have been falling in black markets and at the same time there has been
an improvement in supplies. Thus France, Italy and Austria — the three
countries which were beneficiaries of interim aid from the United States —
have all been able to put a stop to the rise in prices, which, in some sectors,
are even registering a downward movement.

*

With the continuance of a general rise in prices, there has been wide-
spread discussion of what can be done by individual countries to bring the
upward surge to an end. At the same time, dread of a fall in prices is
by no means extinct, it being feared that this might prove the starting-point
for a real depression. Whenever prices have weakened in any sector of the
economy, there have been signs of concern, not only among those engaged in
the particular trade or industry, but also in government circles, the ‘‘autho-
rities”” being increasingly regarded as responsible for the course which busi-
ness takes. Something approaching alarm was aroused in February 1948 —
the most anxious period through which the international commodity markets
have passed since the end of the war. By 20th February, wheat and maize
had fallen about 30 per cent. from the peak price reached some weeks
eatlier, and the majority of other agricultural commodities had also gone down
in price, although not to the same extent as the leading cereals.

But the “fears’” of a general fall in. prices, with untoward effects on
current business, soon proved to be without foundation. While the setback
on the agricultural markets had a certain psychological influence on trading
in other staples (the temporary result being an all-round slackening in demand)
it had no influence whatever on prices of non-agricultural products. Moreover,
the decline from the high level to which wheat and matze prices had climbed
during the typical boom in foodstuffs must be regarded as a healthy reaction.
By the end of 1947 prices for raw materials were, on an average, two to
three times as high as before the war, while the prices of the most important
foodstuffs had risen five to six times. FEven after the recession, agricultural
commodities continued to be relatively dearer than raw materials.

The adjustment of relative prices to a more normal pattern
after the wartime dislocation 1s bound to cause some disturbance; but,
provided that the general price level remains comparatively stable while the
adjustment is in progress, the process should not be too difficult and, in any
case, it is unavoidable. The period from the beginning of 1947 to the spring
of 1948 has seen considerable progress in reconversion from war to peace
conditions in practically all commodity trades, with production approaching
the pre-war level or even exceeding it, especially as regards oil {for which
commodity, however, a rise by 50 per cent. above the 1938 output has mbt
been large enough to meet the extraordinary expansion in demand).



In contrast to what happened in connection with the first world war,
the second world war did not lay the foundation for a large-scale expansion
of raw materials production. As a matter of fact, actual warfare, this time,
damaged many producing areas (especially in the East) which had been
untouched by the first world war. To meet the growing demand due, inter
alia, to a 6 per cent. increase in the world population -since 1938, both
potential and actual production of primary commodities must be expanded,
and that will require new investments on a large scale and additional workers
of all grades. The facile assumptions of an all-round abundance which were
entertained 1n the ’‘thirties, and never well founded even then, have now
given place to a more realistic but also a more constructive attitude.



V. The Tehse Position of International Trade.

Never, perhaps, since the exhortations of the mercantilists in the seven-
teenth century have countries been more preoccupied than in 1947 with the
~anxieties of an adverse balance of trade or, to use a more modern expression,
with the problem of meeting a growing deficit in the balance of payments.
During the war, lend-lease and mutual aid were sufficient to cover immediate
needs, and in the first two years after the war the same purpose was served
by assistance from UNRRA, special loans and the use of accumulated
reserves. As these resources began to run out, however, practically all coun-
tries (the United States and Switzerland being almost the only exceptions)
had ‘to concern themselves increasingly with the lack of balance in their
foreign accounts.

Since more and more administrations have resumed the issue of their
regular trade statistics and are also making careful estimates of other items
in their balances of payments, a fairly complete picture can be formed of
the network of international payments. The following table gives pre-war
and post-war trade figures for forty-three countries responsible, in 1938, for
about two-thirds of the total foreign commerce of the world and, in 1947,
when Germany and Japan had almost dropped out, for four-fifths of world trade.

The monthly turnover of the foreign trade of the forty-three countries
was equal to about $6.1 milliard in 1929 but only $2.4 milliard in 1938 (when,
however, dollar prices were about 20 per cent. lower than in the boom year
1929). After the war, the monthly turnover reached $6% milliard in July
1947 and exceeded $7 mulltard in the following December., By the end of the
year, prices were probably some 120 per cent. higher than in 1938, account
being taken of the effect of freights on import prices. On this basis,
$7 milliard a month corresponds to about $3'/; milliard a month at 1938
prices, and this would make the volume of foreign trade of the forty-three
countries larger than in 1938, but not yet up to the 1929 level. Account
being taken of the virtual disappearance of the foreign trade of Germany and

World Trade Turnover.

Pra-war * Post-war
Countries .
1929 1937 1938 1946 1947
Yearly, In milliards of dollara
United Kingdom . , . .. .. 1852 13 6.5 .1 | 120
Unlted States. . . ., ... .. 16.1 53 5.0 14,3 211
41 other countries . . . . . . 421 19.7 17.2 28.3 425
Total for 43 countries . . . . 73.4 333 28.7 B1.7 5.6
Germany (and Austria). . . . 122 5.1 4.7
Japan . . . .. .., ... 3.3 2.0 1.5
USSR........... 1.6 0.6 0.5 >
According to League of
Rest of the world. . , . . .. 25.7 128 1.6 Nations monthly tables of
Total for 76 countries . . . . 1162 53.8 47.0 “'world trade™, covering 76
countrias.
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Japan, the recovery is less pronounced than the above figures suggest; and,
of course, the loss suffered by those two countries has also an effect on the
real-income position of their previous trade partners (compare page 26). It
is, moreover, one of the changes that have enhanced the importance of the
United States in world trade at the expense of Europe, as may be seen from
the following tables based on iaterial contained in the volure “A Survey of
the Economic Situation and Prospects of Furope”, issued by the Research and
Planning Division of the Economic Commission for Europe, Geneva 1948.

World Trade: percentage shares The decline in
of Europe and the United States, the volume of trade
which European coun-

Imports . Exports Total . ' .
tries carry on with

Countries

1938 | 1947 | 1938 | 1947 | 1938 | 1947 one another (so-called
. e [
In_perceniages _“intra-Europeantrade”)
Eurcpa* . . . 55 47 48 32 52 g : {S even more‘ Strlklng:
United States. [ o 120, | 14 33 1 23 | its share 1n world
Others . ... 36 40%, a8 - 37 38 trad.é fell from 30 per

* Excluding the U.5.S.R. ) ) cent. iﬂ_ 1938 to about



Europe: Forefgn Trade Turnover,

Eurcpean Trade
divided Into:

1939 1947 1947
at 1938
at current prices | " -0

In milliards of dolars
Intra-Eurcpaan® . . . .. 13.9 16.3 7.8
Trade with non-European
countries . . . ... .. 8.5 181 .4
Total . 235 5.4 16.8
* Including the U.5.5.R.
Trade of Europe*
with the United States,
1838 1947 1947
lterne . '

at 1958

at current prices prices

in milllards of dollars

—49

i3 58 26
08 08 0.4
—0.7 —22

18 per cent. in 1947. Here the
disappearance of Germany’s trade
makes itself particularly felt, since
Germany accounted for about 20
per cent. of intra-European trade
before the war but only 4 per
cent. in 1947

Expressed in terms of real
values, the trade of European coun-
tries with one another in 1947
represented only 56 per cent. of
the pre-war volume, while Europe’s
trade with non-European countries
amounted to 78 per cent. as
regards exports and 106 per cent.
as regards imports — owing, in
particular, to the magnitude of
imports from the United States.

The table of Europe’s ba-

* lacluding tha U.S.S.R.

exports covering only one-sixth of imports,

lance

of payments

with non-

European countries on page 28
" shows that,
exports covered not quite one-half of the continent’s imports. With the
United States alone the position was even less favourable for Europe,

in

1947, European

If account is taken of the rise in prices, it will be found that Europe’s
exports to the United States totalled perhaps two-thirds of pre-war, but
Europe’s exports to other areas were nearer to the pre-war level. There

. United States:
Exports and Imports of Goods and Services,

was thus a shift

-in the current of

European exports
which has certainly

' ult
NG:[O«| Exporls of goods and Imports of goods and not been the‘ res'
Product sorvices services of any deliberate
v move, since coun-
ear As As [
“Amount In percentage | Amount In | percentage tries have been
milliards of gross milltards of gross anxious to earn dol-
of dollars national of dollars national o
product product lars. The “Survey
. of Current Busi-
1019 818 108 13.2 5.9 7.2 o
1920 04.7 10.3 10.9 6.8 7.2 ness’” issued by the
1929 103.8 7.0 6.7 5.9 5.7 U.S.  Department
1937 20.2 4.5 5.9 43 4.3 of Commerce (for
1939 84.7 4.3 5.7 3.4 3.7 March 1948) sug-
1944 210.6 “21.4 10,2 2.0 4.3 gests that “higher
1946 203% 153 7.5 7.4 3.5 prices and smaller
19 229, 195 a5 8.3 3.6 . .
47 ¢ selling expenses in



other countries, as compared with the United States, may have been respon-
sible for this shift in trade”’. At the same time, it also reflects the grants and
credits obtained from the United States, which naturally find expression in
actual movements of - goods and services, Normally, of course, boom con-
ditions in the United States would attract imports and bring them to a
higher -level than in 1938, which was a year of comparative depression.

In relation to the gross national product of the United States, imports
into that country were in 1947 proportionately somewhat larger than in 1946
but not as large as in the two boom years 1929 and 1937

It is somewhat surprising to find that, in relation to the gross national
product, exports from the United States were slightly larger in the years

Unlted States: Foreign Trade.
Imports and Exports, monthly, in milllons of dollars,
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Visible and Invisible Trade of a number of countries.

Surplus (+}
Surplus of | Surplus (+} [or daficlt
expotts (+) |oe deficit{—) | on current
Countries Years m?.:;:es Exports Imports or of service | account of
imports (—} items balance of
’ payments
in millions of national currency units
Unifed States, . , | 1938 Dotlars 3,243 2473 |+ 1000+ 210 |+ 1,280
1946 12,140 5264 |+ s&876]+ 1,257 |+ 8,133
1947 16,022 6047 |+ 9978|+ 1301 {4+ 11276
Canada . ... .. 1938 | Can.§ 844 649 |+ 195 — o5 |+ 100
1945 2,393 1822 |+ 571 — 214 |+ 387
1947 2,723 2,535 |+ 188 | — 141 |+ 47
Argentina . . .. .| 1939 | Pesocs 1,573 1.223 |4 3501 — 406 |— 56
: 1946 3,998 1976 |+ 1,060 { — 251 1,709
1947 5,332 5381 |— 19 .
Austria . . . . . . 1937 us.s 208 213 |- 45 ) .
1946 20 180 | — 160 + 10|— - 150
1047 85 J40 |- 255 | + 15— 240
Belgium . . . .. 1938 B.tcs 21,670 23,068 | - 1,399
' 1946 29,654 62,661 [ — 22907 . .
1947 61,609 B5528 |— 23919|+ 184192 [— 5,500
Denmark . . . . . 1938 D. Kr. 1,882 1,665 [ 3|+ 104 | + 11
1946 1,624 2863 |- 1,239+ 533 |— 706
1947 2,316 3,087 | - 77|+ 20 |— 480
Finland . . . . .. 1038 FM 8,607 8,388 |4 209 + 600 |+ 808
- 1945 5,228() 6820 |_—  1,5092( g3z |— 760
1945 23,051() 24274 | 41223
1947 43,193() 46,888 [ ages .
France . . . . .. 1938 Fr.fcs 22,700 36,700 |- 14000f+ 13,700 [— 300
1946 54,000 236,000 | — 182000) - 62,000 |— 244,000
1947 112,000 263,000 |- 141,000 |— 48,000 [— 189,000
Maly. . ...... 1938 (9| U.S.% 516 J08 | — 193 | 4 in|— 22
1948 416 928 |— 512| + 61 |— 451
- 1947 768 1678 | — 910 &+ 51 |— 858
Netherlands. 1638 Floring 1,086 1,245 |— 188l + 176 | + 17
1946 815 21430 —~ 1,328 4 o386 |— 1,002
1947 1,752 4066 (— 234|+ gz {— 2002
Norway . . . . . . 1938 N. Kr. 787 1,193 |— 4061 + 810 |+ 104
1946 1,202 2187 |— 9951 ¢ 223 |— - T2
1947 1,014 3817 |— 2003+ 591 {— 1412
Sweden . . . ... 1938 | S.Kr. 1,843 2082 f— 230 |+ 266 |+ .. 27
1946 2,547 3386 |— 839 | + 474 | — 365
1947 3,220 5178 |~ 1885+ 8586 |— 1,400
Switzerland . . . .| 1938 Sw.ics 1,817 1,607 |— 290
1946 2,676 3423 [— 74T |
1947 3,268 4820 |— 1882
United Kingdom .| 1938 | £stg 533 83 |—  a02|+ =232 |— 70
1946 8688 1092 | — 204 | — 176 |— 380
1947 1,125 1574 |-— 449 | — 226 |— 675

{1} Excluding exports for reparation paymenis and commaditles surrendered in compensation for German

(H} At June 1946 purchasing power.

i#} F. 0. b. imports.

assols,



immediately after the first world war than in the corresponding period  after
the second world war. But, in dollars, the export surplus of $10 milliard in
1947 represents the highest total of any peacetime year. The increase in
exports particularly affected such lines as machinery and vehicles during the
first half of 1947 and food and farm products towards the end of that year.
Since the figure for commodity imports was only 17 per cent. higher in 1947
than in the previous year but prices of imported goods were 21 per cent.
higher, the actual volume of imports was smaller in 1947 than in 1946.

With regard to service items, the United States had, on balance, a sub-
stantial amount to its credit both in 1946 and in 1947, owing to the fact
that not only income

United States: Service items from investments but
in the CUI‘l‘eI'It account Of the also the Other itemS
.Batance of Payments, yielded a surplus in
. those years.
Year 1920 | 1938 | 1930 | 1946 | 1947 ‘ ‘
In millions of dollare While Fhe meome
) - of the United States
Credit items ) . ; : _
 Incoms relsting to: from ’fore‘1gn invest
investments . . . . | 11391 ses] 54 e11] 1026] ments 1s likely to in-
Transport . . . .. 390 287 3903 1815 1,728 .
o 9o il B e o7s | crease, there should be
Miscellansous . . . o7 111 106 430 548 a reverse movement as
Total credit items . . | 1,605 1,008 1,08s| 3124 asm ‘regarcls the remaining
Debit items - items. The proportion
Payments relating to: ' of exports carried in
Investments . . . . 30| 200 20| 173| 228| American ships fell
Transport . . . . . 500 303 367 690 730 ¢ 1P ;
Travel . ... ... 483| soa| 200 429 sas| from 6o per cent. in
Miscellanagus . . . 119 77 a1 566 7B8e 1946 to 50 per cent. in
Totsl debit items . . | 1,341 83| os8| 1867| 2280| 1947; and the number
5 . 1 of American tourists.
alance . ... |+ 2841+ 210|117 | 1287 |+ 1800 | oo w0 Furope pro-
Balance apart from . 1 i :
investments . ... | — 855|— 175|— 194 [+ @io|+ so1| TOUSEstO establish a new
record in 1948.

The table on page 76 shows, for a number of countries, the balance of
trade and also the net balance of service items (including net income from
investments) together with the net surplus or deficit on the current account of
the balance of payments. The export of newly-mined gold by any country is
usually regarded as forming part of ordinary exports; the shipment of gold
from ,monetary reserves, however, is regarded not as a current item but as
the employment of a capital asset for the settlement of a balance on foreign
account. On the other hand, the import of gold — except when cleatly
for industrial purposes — is left outside the current account, being regarded
as a balancing item of a capital nature.

Before the war, when most currencies were still freely convertible, the
existence of a surplus on the current account of a country’s balance of pay-
ments generally sufficed for it to pay its way in relation to all other countries
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(in the absence of the relatively rare phenomenon of large-scale movements of
capital funds). Nowadays, however, it may not suffice to have the current
account of the balance of payments in order, since amounts earned in trade
with one country or group of countries may not be available for payments
elsewhere. In 1947 Canada had a net over-all surplus of Can. $47 million on
the current account of its balance of payments but that was the resultant of a
deficit of Can.$1,138 million in relation to the United States and a surplus of
Can.$1,185 million in relation to other countries. As a matter of fact, Canada
was forced to increase its indebtedness to the. U.S, dollar area by about
Can.$500 million, official reserves declining to the extent of Can.$743 million
(as mentioned on page 114), while Canada’s capital debts to the United States
were reduced by about Can$250 million. This example shows the import-
ance which must be attached to the possibility of so-called “off-shore”
purchases, by which, under the European Recovery Program, the cooperating
countries in Europe may use dollars in payment .for deliveries from countries.
other than the United States.

On the other hand, it does not always follow that a deﬁcn: in the balance
of payments creates difficulties for a country-

In Switzerland the excess of imports over exports reached the record
figure of Sw.fcs 1,550 million in 1947. The Swiss National Bank considers
it quite possible that net income earned by Switzerland from tourist traffic,
foreign investments and other current sources fully paid for the heavy trade
deficit. It is, however, admitted that the uncertainty of the statistical material
does not permit the drawing of any hard and fast conclusion, and another
investigator has arrived at the probably too high figure of Sw.fcs 400500 million
as the deficit on the current account for 1947.(7 Since the extent to which
Switzerland reduced its monetary reserves in that year was relatively small
(see page 110), the gap — if any — was easily filled by an influx of foreign
funds sufficiently large to provide a counterpart for the deficit and also for
the credits granted to foreign countries in the course of the year.

In 1947, Swiss imports and exports were, in volume, . respectively 47
and 15 per cent. larger than in 1938. The biggest supplier was the United
States, followed by France and Belgium-Luxemburg. An interesting feature
was the Increase in Imports from eastern European countries; thus, Swiss
imports from Czechoslovakia rose from BSw.fcs 166 million in 1946 to
Sw.fcs 261 million in 1947 and imports from Poland from Sw.fcs 29  million
to Sw.fcs 79 million (most of this increase being, however, due to the rise
in prices).

(1) See pamphlet on “SBchweizerische Zahlungsbilanzprobleme™” by Professor V. F. Wagner (Basle),
issued by the Privat-Kommerzbank A. G., Zurich, January 1948.

(®*) In 1947 the combined reserves of the Swiss National Bank and the Swiss Government fell by
Sw.fes 378 million, of which, however, 3w.fcs 250 million represented a payment to the Allied
Governments, in accordance with the Washington Agreement of 1946. The remaining Sw.fcs 128 million
formed part of a total of Sw.fes 480 million made up of gold sold in the first nine months of the
.vear by the Swiss authorities on the domestic -market (including sales to industry). It is believed
that  perhaps the greater part of the gold thus sold within Switzerland actually left the country;
and the Sw.ics 128 million may thus, indirectly, have served to provide foreign resources for the
balance -of payments. :
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In 1947, the indications pointed to more intense. trade between eastern
and western Europe, and the opening months of 1948 have seen no reversal
of this tendency. It is true that, through various trade treaties, the U.S.S.R.
has secured for itself larger imports from some of the countries in eastern
Europe. Of the total exports of Czechoslovakia, for instance, the U.S.S.R.
took 5 per cent in 1947 and it is planned to increase the proportion going
to that country to 16 per cent. In the first quarter of 1948 Czechoslovak
exports to the U.S.8R. had already risen to 12 per cent. of total exports:
The declared intention is, however, to maintain commercial relations with the
west. Moreover, Poland, in April 1948, concluded an agreement with Sweden
for increased trade in both directions, deliveries of coal bemg raised from
3 to 4 million tons per annum.

The contraction in intra-European trade, as compared with before the:
war, 1s due not so much to tendencies in eastern Europe as to the decline
in Germany’s trade. In 1947 trade in relation to the western zones was
barely half the.turnover of the same area in 1g936.

It has been estimated that the share of the three western zones in
pre-war trade was about 60 per cent. as regards both imports and  exports.
The Russian zone, including Berlin, accounted for about 30 per cent., the
remainder being the share of territories. in the east now 1ncorporated in
other countries.

Two of the main

Germany: Foreign Trade obstacles to a recovery

according to zones of occupatiaon. . of trade in the Bi_zone
Imports Exports | have beenthe compulsion
Zones 1596 | 1946 | 1947 | 1996 | 1946 | 1947 :10 upay fz.;r thex%ir.ts lr;
in_millions of doliars Ollars and the nxing o
particular exchange rates
Bl-Zone . ... .. | es4| ees | ees [1086| 170 | 226 | goroach separate business
French Zone ... .{ 132 | 45+{ 138 | 184| a4 | 123

transaction according to
current world prices. In
Total Germany .. . [1700 [ — | — |1822} — | — 1947, 97 per cent. of
exports went to western
European countries.

Though coal was still the most important export item, followed by
timber, its share dropped from 81 per cent. of total exports in 1946 to
54 per cent. in 1947 — the main recipients of the exported coal being
Belgium, Luxemburg, France and the Netherlands.

Total western zones . | 1,086 | 730 827 [ 1,250 234 348

* August 1945 1o December 1046,

At the beginning of Apnil 1948 a conversion rate of 30 cents to the
mark was adopted instead of differential exchange rates, but barter trans-
actions are still being arranged. This measure, together with the decision to
grant licences for the conclusion of contracts up to $10,000 without prior
approval by the Anglo-American Joint Export Import Agency (JEIA), may
prove most helpful, for in the ’thirties the (German exchange control had to
deal with some 30,000—40,000 transactions daily.
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Itaily: Balance of Payments for 1947. Whereas, before
Estimate on the basls of the data for the first six months of the year, th e war G ermany was
- Other Ttaly’s leading trade
currencies, s :
Dollar | Sterling | clearings | 1,4 partner, in 1947 the
d recl- .
Homs area R | procty . first place in exports
deals was taken by Switzer-
in_millions of U.S, dollars land and in imports.
Receipts: ' ' by the United States,
Exports , . .....: 183 231 265 699 :
Invisible jtems . . . 84 18 2 74 the latter country sup-
Total receipts . .| 237 | 249 287 773 plying about 40 per
Payments: cent. of Italian im-
Imports . . . .... 829 231 380 1,440 ports. The table shows
Invisible items . . . 21 4 7 32 i s , :
Purchase of {taly’s estimated balance
Liberty ships . . . " — . —_ m Of payments fOi’ _1947’
Total payments . 921 238 387 1543 expressed in U.S. dol-
' lars and subdivided into
Batancs . . . . . . c.|l—e8s 7+ 14 | —100 |—770 different areas.
Note: The totals In this table differ somewhat from the final fotals for In relation to the

the fzrear, final figures for the components being not yet available. Thus .
the final deficlt was equal to $659 million, as compared with $770 million sterlmg area, exports and

in the above fable. N 3 .

_ imports were in equi-

librium but, in relation to the dollar area and other countries as a whole,

Italy had to cover (by credits, loans and grants) a deficit corresponding to
one-half of total payments abroad for goods and services.

France: Balance of Payments The foreign trade
' {provisional results). of France showed a
o 1948 1947 marked improvement in
ms .
wmilards | the first half of 1947
of French francs
and, for the whole year,
Current account reached higher figures
Trade balance: : :
OPORS o« « o o v e e e —236 | —253 n fo‘l“e and  weight,
Exports « . ... . . e + 54 | + 112 especially for exports.
Balance . . . | — 182 | — 141 But, in the third quarter,
Overseas expenditure. . . . ... .. . —~ 85 | — 220 exports began to slow
Invisibte expenditure . . . . . . . . .. - 27 - 26 ClOWT!. being "hampered
Balance on current accounts . ., . . . — 244 — 189 by rapid]_y ris_lng prices_
it : ' .
caplfal account For wines and
Charges: ‘o .
Balance on current accountse. . . - . —244 | — 189 spirits, which make up
Net change in capital assets ., . . . . — 26 — 12 g per cent. of French
) Total . ... | —270 | — 201 exports, the decline had
Resources: 3 1
‘Netchange in reserves and private assets + 135 + 60 already set 1n dur _ng the
Crodits and foreign investments . . . . +135 | +141¢] second quarter. About
Total .... | +270 | + 201 one-quarter of 'Franc‘e’s
foreign trade is with

() Excluding Indo-China. . .
(‘*g Subscription ta the Infenational Monetary Fund and net amortisation of I1tS OVerseas poOSSessIONS

old loans. . .
@) Inciuding utilisation of credit marging under payments agreements. (11'1 North Africa and
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France: Capital Operations by Areas in. 1947

{provisional results ("),

Dallar Sterling
~ Hems . area area Others Total
In milliards of French francs
_ I. Expendlture:
Net balancs on current account . . . .. ... — 1625 — & C— 14,5 — 189
Special capltal charges . . ... ... ..... - 12 - - - 12
Gold sold fo obtain forelgn exchange . . . . ., . [ — ] - _ —_ - 8
Total. . .. [ — 1898 - 5 . — 1458 — 209
1. Recelpts: '
Foreign credits and investments . .. .. ... + 1256 + 7 + 9 + 141
Reserves and private agsasts . . . ... .. o] + 648 + 158 | + 27 + 833
Gold sold to obtain forsign exchange . . . . .. - + 42 + 3.8 + a
+ 188.5 + 27 N + 188 + 232

('} Squrce : French Ministry of Finance.

% Thia total is higher than the amount piven In the previous table on the balance of payments, the latter being
a net amount. ’ '

elsewhere) and, in relation to them, balance had been practically achieved
by the end of 1947. The introduction of the new exchange system. (with
flexible rates for some areas) at the beginning of February 1948 was at once
. followed by an increased volume of trade in March and April. As a result,
however, exports have, as yet, covered only 40 per cent. of imports.

The tables give, in a summary form, estimates of the French balance
of payments, indicating 2 compression of the deficit on current account.
(especially if allowance is made for the rise in prices). It will be seen that
in 1947 almost the whole deficit in the balance of payments was in relation
to the dollar area.

In 1947 Belgium had an estimated deficit of B.fcs 5,500 million on
current account but it has nevertheless been able to make certain reimburse-
ments on loans and to grant certain credits in payments agreements with
other countries, etc., the total (of the trade deficit, repayments and credits)
amounting to about B.fcs 9,100 million. To make this possible, Belgium drew
on capital assets in 1047, certain assets (mostly in sterling} being repatriated,
commercial credits being arranged, etc., while $11 million was drawn from
the International Monetary Fund. The relative ease with which Belgium has
succeeded in balancing its foreign capital account seems to indicate that the
financial and monetary policy followed by the authorities — including the
discontinuance by the government of resort to the National Bank, as well as
the increase in interest rates — has exerted a beneficial effect on movements
of capital.

From 1946 to 1947 the exports of the Netherlands rose by 115 per
cent. and imports by go per cent.; but, even so, the import surplus increased



The Netherlands:

Capital ‘Account of the Balance of

82

from F1. 1,328 million to Fl. 2,314
million; including invisible items,
the current account of the balance

Payments. _ . e
of payments registered, in 1947,
It In millions a deﬁcit Of_ F.L 2,002 miﬂion,

ms N . N
° of florins | which, together with other items
: of expenditure, was covered in
Expsnditure: i : ; X
B et acoount the' following way (acc'ol.‘dmg to
(goods and services) . . . . . . . . | 2002 estimates by the Ministry of
Redemption of credlts . . . . . . ... ... 245 . b
Charigs in balances of monetary credits 209 Flnanc?). Two thlI‘d.S of the
: expenditure and receipts shown
Total expenditure . . . . . .. .. . ... 2,456 .

- in the table concerned transac-
Receipts: tions in U.8, dollars. Taking into

e e 11 . .
::el%?ot:::shalancas. ........... '533 account the rise in prices for
Sale of foreign securities and coliection of | - export goods, the volume of

amortisations ., . . .. . v v 0w e e e e 430
Gold transfers . . . . ... ... ‘| 1o | exports from the Netherlands
Sundry capltal charges . . . . . . .. . ... 253 in 1947 comes to approximate]y
Total receipts . . . . .. i e - 2466 50 per cent. of the 1938 vo--
lume,

000
7000 l |
&N L/_...
H k] V
5000 jRolferdam
iﬂﬂq
3000 Antwerp
}‘,1‘\ W ‘\\
2000 A'l v :&!W e M
vy A
Hamburg \
" P ¥
MU\.\/— i
wwhmslerdam Jv\r
o lbuduly |1i||h||l|!|||L|l|||JJ_!uJJ||||||| ulilfy
[ yere2 1935 1936 1937 1938 - 1939

Merchant Shipping.

R, 6000
—eam 000
GOODS HANDLED AT THE PORTS OF
ROTTERDAM, AMSTERDAM, ANTWERP
_____ f‘& HAMBURG  1935-1947 200
Moy, in ousand inelrfc fons
..... — 5000
..... J 4000
..... W00
_____ FLYwY.
Antwerp f e
/ Roiterdam
..... 009
Hamburg :
] fer
_____ it fIim L|J||[ﬁlin|?J_L|‘Ij||l||iJ
1945 1946 1947 1948




In the table on page 76, as in the following table, both export and
import figures for the United Kingdom are given f. 0. b. (according to the
post-war method of estimiating the British balance of payments), while in the
trade statistics issued by the Board of Trade, as elsewhere, imports are
counted c. i. f. . The consequence is that the shipping income (as given in the
following table) does not include the amount earned by British-owned ships
for the carriage of goods to the Umtecl Kingdom (and is, therefore, less than
the ﬁgures prev:ously given).

L -_-If account is taken of the rise in prices, the trade deficit, by itself, was

less in 1947 than it had been in 1938; but in 1947, as in 1946, the British
balance of payments was burdened by heavier government expenditure over-
seas and by the decline in invisible income. -

The increase shown for. 1947 in British external assets represents, to the
extent of £181 million, net movements of funds (for investments or other pur-
poses) by residents in the Umted Kingdom to other parts of the sterling area.

The figure is, however,
'-United ngdom Balance of Payments very . tentative, since it

058 1oe0 raare incorporates; in effect;
ltems e the “balancing item” of
n millions of £ steriing.
— - - the whole balance of
Current Account o . ) :
Visible trade: : : : payments.
Imports (f. 0. b.) . — 835 | —1,002 | — 1,574 In volume th :
E:portsandre exportstioby | + 833 [+ ‘ses [ 1128 n volume the re-
Balance . .. | — 902 | — 208 | — 449 tained imports in 1947
. : reached 77 per cent. of:
Government expenditure ’ : Q : -
overseas (net) . . .. ... [ — 16 | — 290 — a1 : the 1938- ﬁgure but ex-:
" Film remittantes (e .. |— 7 [— 17 [ 13| ports were 8 per cent.
Nei Invisible income : R _ larger than in 1938
from: : ol As d th
ShEPPINg. « + v v v e v v v 20 [+ e |+ 7] regards imports, the
Interest, profits and dividends | + 176 | + 75:| + 51 | compress]on was greatest
Other sources (net) . . . . . + @ |+ 47 |— 70 P
in “wholly or mainly
'l_'oha_l. net invisible ingome | + 255 | + 131 2 . manufactured articles [
Balance on current. |- : 1 lin f
account ... ... .. — 70 | — 280 | — 675 (w“:h a -deCl? ?: 28
. : per cent.) and in “food,.
Capltal Account = : drink and tobacco” {with
* Net change in British gold | . . .
and other reserves . , . . , S — 226 |—1023 | a decline of 26 per
Net change in British external C : i H )
capital assets . —~ {— t1a |+ 208 | cent), while In 1mports
Net changs In sterling balances | | — — 40 | + 142 of “raw . materials and
sancs ... | = |~ w0 | e | articles mainly unmanu-
The deficlt on current B " factured” the idedme was
account was Incurred " only 17 per cent. As
in relation to: _— -l R
“the sterling area . . . . . . ~— |— 30|+ =0l regards exports, some
ths westarn homfsphcro I _— — 380 — &80 groups were Still much
the rest of the world . . . - + 10 (- 75 . .
: below 1938 while others
Total . ...l — ) — 380 |— 85 | showed impressive in-

* Provisional. _ - creases. The greatest fall
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was in coal, exports in 1947 being only 3 per cent. of what they had been
m 1938 Increases were registered by “whelly or mainly manufactured
articles’’: wvehicles (including motor cars, locomotives, - ships and aircraft);
machinery of “different kinds; chemicals, drugs, dyes and colours; cutlery,
hardware and instruments; electrical goods and apparatus; silk and artificial
_silk, as well as non-ferreous metals and manufactures of non-ferreous metals
{thus of aluminium, copper, etc.). These are, in general, high-quality products
demanding much skill in their production, while exports of more standardised
products have been lagging behind (cotton yarns and manufactures, for instance,
reaching only 43 per cent. of the 1938 level, against 86 per cent. for woollen
and worsted yarns and manufactures). :

Faced with a growing trade deficit, the British Government, with a
budget policy aiming at a contraction of purchasmg power at home, has
decided, in the first place, to reduce

United Kingdom: Export Targets all dollar purchases to an ab-
for the end of 1948. solute minimum; secondly, to divert

' purchases as far as possible to other

Patcentage : :

incrense (1) | Sources of supply, importers being,
Moms © [ordecreass (- to some extent, free to seek an

in relation fo [T IT)

the 1938 | offset In ‘‘softer’”” markets (more

axport volume| . particularly in the case of food)

103 for the cuts which have had to be

Machinery . ., . .+ v s oo s + - g
Erecteat goods and avparstis .. |+ yes | imposed in - the doflar markets;
Textiles and clothing . . .. .... + 31 ~and, thirdly, - to establish “export
1 f,';;:‘r;“‘g‘;a;s' irasives, oo | e targets” as part of an export drive.
Coal vovevennrweeinii] =~ e | The aim.is that by the end of
All other exports « .+ . . .. ... T+ 27 1648 the volume of exports should
' Total . + 54 be 54 per cent. larger than in

1938, as shown in the table
These ﬂoures apply to the end of 1848, For the

whole of 1048 # is forecast that| exports will be 30 per taken from the “‘Economic Sdrvey
cent. above 1938 as compared with the 8 per cent. m .
increase realised in 1947, for 1948".

Among the Scandinavian countries, Sweden and Norway had heavier
deficits on current account of the balance of payments in 1947 than in the
previous year, while Denmark was able to reduce its deficit somewhat. Judging
frota the trade return for the first quarter of 1948, it would seem as if
Denmark were on the point of re-establishing equilibrium in its balance of
payments. The more favourable trend of foreign trade is noticeable in an
easing of the strained foreign exchange situation, the mnet foreign liabilities of
the National Bank were reduced from D.Kr. 702 million at the end of
September 1947 to D.Kr. 482 million at the end of March 1948.° S

In the course of 1047 a stricter control over foreign trade was intro-
duced both in Norway and in Sweden, and negotiations had to be carried
on, especially with the United States but also with other couniries, in order
to square the obligations under earlier commercial agreements with the newly-
imposed measures of control. : :
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In 1947, Finland’s commercial exports amounted to FM 43,200 million,
while the value of deliveries of war-reparation goods and of commodities
surrendered in compensation for German assets in Finland was FM 12,400,
together making a total of FM 55,600 million. Imports, on the other hand,
were valued at FM 46,900 mullion. In volume, commercial exports in 1947
reached 62 per cent. and imports 93 per cent. of the 1935 figure.

* ) *
. #* :

As monetary reserves became more and more depleted in the course of
1947 and countries had increasingly to apply measures of control, it was
generally feared that the cumulative effect would be a sharp contraction in
the volume of foreign trade. The most recent statistics indicate, however,
that. very little contraction, if any, has occurred and an explanation
must be sought for this somewhat surprising result. Not one but several
factors would seem to have kept the flow of trade from ebbing. In the first
place, the need to maintain health and efficiency has forced a number of -
countries to allow an even increased supply of foodstuffs to come in, and
thus left them no opportunity of saving much on this account. Secondly,
the movement of goods has beéen kept up by the continued granting of -
American aid in cases of special urgency (including interim aid .under the
European Recovery Program). Thirdly, imports of raw materials have usually
been maintained, the governments being anxious not to imperil the attainment
of full employment, having committed themselves most strongly to such a
policy., To pay for these imports, drafts have been made, when necessary, on
what remained of the monetary reserves. Fourthly, many ready-made articles
have continued to be imported, especially such as were not obtainable from
domestic sources. Fifthly, orders already placed abroad with official approval
could not, as a rule, be cancelled all at once; trade cannot simply be cur-
tailed overnight,

Finally, with regard to articles which were of a luxury character or
could be dispensed with for other reasons, it was not always possible to stop
the granting of new licences. A. country would usually want to sell some
of its own products of 2 luxury character and, in order to do so, it would often
have to accept luxury articles from its trading partners in return. In bilateral
negotiations much time was often taken up in the settlement of such ques-
tions, the result usually being that a large volume of trade was maintained —
fortunately, one might add; for it would be of little' benefit to the European
economy if what ought to be merely a temporary difficulty were allowed to
force fundamental structural changes upon the countries concerned (as might
happen, for instance, if no consideration were shown to Dutch bulb-growing
and certain branches of the Swiss textile trade). Even more than immediate
unemployment and the resulting charge upon the budget, such a contingency
- would be likely to impair the future economic strength of Europe.

It is also generatly realised that the entry of goods of all kinds helps
to hold back inflation. - Assuming that a country has succeeded in curtailing
imports, it is most unlikely that the purchasing power which would have bought
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the goods thus kept out will remain unused (and take the form of increased
saving). Instead, such purchasing power is likely to turn, for the most part,
to domestic goods and services and, in doing so, it withdraws productive
power from manufacture for export, especially at a time of full employment,
and thus tends to reduce exports. It is, therefore, anything but surprising
that the trade control of recent vears has, in many cases, signally failed
even to compress the deficit in the balance of trade, let alone to do away with it.

It is true that, under the totalitarean régime in Germany, control of external
trade -seemed to be successful in maintaining equilibrium in the country’s
foreign commerce, even though the monetary purchasing power was expanded
and interest rates reduced. But it should be remembered that, at the time,
Getmany was gradually introducing a war economy (with increasing stréss on
armaments) and, to that end, enforced control all along the line, including
such measures as the wage-stop and official direction of labour. Moreover,
despite all export premiums, there was a shrinkage in Germany'’s foreign
- trade, accompanied by a reduction in the standard of living, the bulk of the
population having to subsist on a bare sufficiency with very few frills. Full
employment was kept up by means of heavy state investment and continuous
monetary stimulus; but: the control grew tighter and tighter, and in the end
it was found that — even during the war — efficiency could not hold its own
against the industrial expansion in the Anglo-Saxon countries. Thus the
German system by no means invites imitation. And experience shows - that
it will not do to adopt some of its less objectionable features, in the hope
of succeeding in the field of trade regulation, while leaving out the more
comprehensive control. The  continent of Europe has not yet recovered from
the low level to which trade was reduced by the war and its consequences.
In 1947 the danger was that exhaustion of foreign resources would force
upon that continent another reduction in trade and thus upset and retard
recovery at a time when production was getting quite well under way.

One of the blessings that may be hoped for from the European Recovery
Program 1s that it will make it unnecessary to contract imports, driving trade
down into a deep valley out of which it would be most difficult to climb.
An easing of monetary restrictions — not least between the countries
in Europe — is an-indispensable part of the solution which has to be found
for the problem of maintaining and developing a flourishing foreign trade;
but the question has other aspects which must not be meglected. Should
the individual countries fail to establish internally an adequate balance between
the volume of purchasing power (especially as manifesting itself in the
flow of current incomes) and the supply of goods and services, monetary
reserves, if they were replenished, would soon be depleted again. - Moreover,
as regards production and trade, Europe has several weak spots, Germany
being one of the most obvious. Certain commodities are still in particularly short
supply and require the taking of special action. It should, for mstance, be
possible, by judic¢ious investment in certain spe'ciﬁc branches (such as the cutting
of timber), to" obtain relatively quick results in the form of mcreased supplies
of particularly scarce products: '



As a wider problem, mention may be made of investments in colonial
possessions, both in order to procure direct supplies for Europe and in order
to foster triangular trade. The task of making European countries self-
supporting again is partly bound up with the success attending schemes put
into operation outside Europe. Stimulation of foreign investment is part of
the problem and, as a rule, the provision of capital must be combined with
the supplying of technical knowledge and organisation under conditions which
promise a fair return on the amounts invested, especially since a surplus of
income cannot, as a rule, be expected during the first few years.

In regard to commercial policy, one of the first objectives will no
doubt be the abolition of quantitative restrictions —a job successfully tackled
in the ’twenties, after the first world war. In addition, there is -the most
intricate but very important question whether a greater commercial cohesion
in Europe can be furthered by the formation of one or more customs unions
or, in cases where such a solution appears impracticable, by the establishment
of low-tariff areas (in which, for instance, protective duties might not generally
exceed, say, 15 per cent. ad valorem). These questions are not made easier by the
fact that commercial problems cannot be solved without taking into account
the allegiance of a political character which binds some European countries
to one another or to countrles outside Europe.’ :

The result'of'the efforts to be made should be a greater freedom.
from the obstacles which now stand in the way of the interchange
of goods and services. Production is increasing up to, and beyond, pre-war
levels. But, when trade is hampered, countries do not get the same benefit from
their production as would be the case if they could buy and sell freely in relation
to other countries. No. small weight must be attached to the time and energy
lost in deahng with all. the formalities which are nowadays so often requlred
“Dispatch is the soul of business”, Lord Chesterfield wrote to his .son, in
the middle of the eighteenth century — and, when rules and regulations are
being drafted, it would be well to remember this, not only in order to ease
the task of the business man but because all waste of time and effort has
to be paid for ultimately by the consumer, in the form of hxgher pnces and
a correspondingly lower standard of living.



VI. Foreign Exchange Rates.

Despite the great strain on monetary reserves which characterised the
vear 1947 and the opening months of 1948, an examination of the relevant
facts shows that in this period some progress was nevertheless made towards
a better exchange equilibrium. Only in a few countries was this the result of
alterations in official exchange rates; in general, it was the outcome of a whole
series of movements affecting the international relation between cost-and-price
levels, coupled with an improvement internally in the financial and credit
position of a number of countries. '

Only three countries included .in the table, viz. France, Italy and
Roumania, show any significant change in their official quotation of the
dollar between the end of March 1947 and the end of March 1948. In.

Official Alterations in Exchange Rates 1939-48.

U. S, Dollar rates Percentage change

Countries :‘:,t:::::, "End of 24th August| December
unitg | 24th August! pocamper March March 939 1945

1939 1948 1947 1948 to to
March 1948

Austria . . .. .| Sch. .. 534 (M 10,00 10.00 10,00 — #7 4]
Belglum . . . . | Bfes . . 20.58 43.83 4383 | 43.83 — 33 -]
Bulgaria . . . . |Leva . .| 8390 206.56 286.56 206.56 — 7! ]
Czechosiovakla | Kés. . .| 29235 50.00 80.00 | 50.00 — 42 o
Denmark, . . . | DKr. . . 4795 4.1 481 4.81 — 0.3 o
Fintand . ... [FM ... 48,60 136.00 - 136.00 136,00 — 64 o
France . . . . , | Frics , . 37.755 1192.10 118,10 214.39() — 82 — 44
Germany. . . . |RM . . . 2483 | 10.00 - 10,00 10,00 — 78 o
Greecs . . . .., |Dr ... 117.60 500.00 5,000.00 5,000.00 — 98 — 90
Hungary . . . . §{ PfFrt . ., 520 |104,00000 11,7403 11.74 — 56 -
Maly .. .... L ... 18.00 100.00 225.00) 573.000% — 97 -— 83
MNetherlands . . { Fl. . . . 186 | 2.65 2.65 2.66 — 50 )

Norway .. .. ] NKr . . 4,27 4.96 4.06Y - 496Y — 14 — o
Poland. . . ., [ ZL ., . 5.325 — 100.00 100.00 — 9 —

Portugal . . . . | Esc. . . 23.36 24,918 24.89 2491y — & — 04
Roumania . . . | Lefi . . . 143,59 3,635.00(%) |225, 125 0005} 151,50 — 5 . -
Spain . ... .| Pes. .. 29.05 11.085 11.085 11,085 — 78 o
Sweden . ... [ S.Ke .. 4.15 4.20 3.60(%) 3,60 + 75 + 17
Switzerland . . | Sw.ies . 4.435 4,30 4,30 4.30 + 3 o
Turkey . . . . . |£T ... 1.267 1.305¢) 2.8t 2,81 — 3§ — 54
United Kingdom | £stg . . 4/3v.d 411 % d 411 d 4/11%4d — 14 <]
Yugoslavia . . . | Dinars . 44.05 50.00(1M, 50.00 50.00 — 72 o
Canada ... .| Can$. . 100,47 110.25 100.25() 100,25 + 0.2 + 10
Argentina (). . | Peses, . 4.325 40675 4,10 401 + 8 + 7
Brazil(m, . ., | Cruz. . . 19,83 19.50 18.72 18.72 + & + 4
Peru () . . .. | Soles . . 5.36 8.50 6.50 6.60 — 78 o
lran . .. ... Rlals , . 17.41 32.50 32.50 32.50 — 45 [e]
China{™. .. .| Chinese % A.33 20000 12,000.00 } 12,000.00 — 99.9 ]
"t January 1938, () Devaluatlon on 26th January 1848.

® The Forint was introduced on 1at August 1946 and was equal to 400,000 quadrillion pengd.

() Official rate, plus additional quota of 125 per cent. ] :

(* Rate fixed monthly by decres of 28th November 1947, ) Includlngl the supplementary premiums.
(N The new leu was introduced on 15th August 1947 and was equal to 20,000 old lei.

(%) Revaluation in July 1946, % Official rates, excluding premiums.

(0 Official rate, fixed &t the time of the unification of the currancy. (') Free market.

() Official rate. {12) Official rate (Central Bank selling rate).



France and Italy, systems of exchange rates, some of which are flexible,
have been applied in order to establish, under the play of market forces, a
series of more appropriate exchange relations. '

As early as 1946 Italy had begun to apply a system of multiple
exchange rates in order to establish, for commercial transactions, rates more
in harmony with relative costs and prices than the official rates which had
been fixed by agreement with the Allies (Lit. 100 for $1 and Lit. 400 for £1).
The essence of the new system was that, in general, exporters were required
to deliver only 50 per cent. of their receipts in foreign currencies to the official
control (the “Ufficio Italtano dei Cambi”), being free to sell the remaining
50 per cent. in the free market, while importers of specified categories of goods
from countries with free currencies would have to buy the foreign currencies
they required in the free market fed by the 50 per cent. of foreign exchange
sold by exporters. Since more essential imports were brought in at the offi-
cial rates, the “expensive’” rates paid by . private importers were thought to
be justified as a tax levied on less essential private imports for the benefit
of basic government imports, and also as a substitute for specific customs
duties, which had been kept at their normal pre-war level, with the result
that, in relation to the prices of the goods imported, their weight now repre-

sented only a fraction of the original impost.
But with the offi-

cial rate for the dollar

Lira-Dollar Official and Free-Market Export Rates. at Lit. 225 (to which
Daily Romae quatatlons of Lit. per §. L .

900 : g0 | it had been raised by

it ' ] - 1 | a decree in January

1946) and export rates
g0 { at Lit. 8oo—goo, the
. ““gap” between the
- different sets of rates
w0 | had become very wide, .

200 — \\Vl
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goods’ with a smaller “import content”. It was found, moreover, that the
multiple system acted ‘as a brake on normal trade in relation to. countries
with which payments agreements had been concluded, and with which the
~official rates were accordingly appllcable in principle. For these and other
reasons the aim of the Italian authorities was 'to return to more uniform rates.

On 2nd August 1947, the official rate for the dollar' was raised to
Lit. 356 for $1i, with corresponding rates for other currencies (Lit. 1,400 for
£1 etc). A more decisive step was taken on 27th November 1947, when
another new régime was inaugurated, the main featutes of which ‘were the
followmg

(i) The rates at which the Control would purchase the 5o per cent. of foreign
currencies derived from exports would no longer be the old official rates.
Instead, the rate was to be fixed, month by month, on the basis of the
average quotation on the “free export” market for the preceding month.

(i) The rates thus fixed were to apply also to currencies sold by tourists and
emigrants and to proceeds of freights and financial remittances.

The table and the graph show how the different rates have been brought'.
closer to one another.

While a regular supply

Dollar rates in Italy. of foreign exchange for offi-
: cial. purposes is ensured by
Official rates Average the obligation still imposed
for cession R ’ between 4
Date tothe | res-arke!| otficial ana | UPOTL  €xporters to cede 50
Exchange | free-market| per cent. of their foreign
Control axport rates . .
- currencies to the Control,
1946 Docomber () . 225 566, 395%, practically the same rates are
1947 August(®) . . . 350 722y, 536Y, now obtainable for amounts
1 - 1

B:::m:‘” : ?.3 * 233 x(: so ceded as for sales by ex-
1948 January . . . . 676 573 574%, porters on the free market.
maon”. | ara &74 | sray | Since importers have to buy

Aprdl ., .., .. |, B74 675 5741, i i i
May. . 278 578 st their foreign exchange in that
dune .. ... 575 . oo market, they, too, need only

() Since 18th January 1946, ) Since 2nd August 1947 pay the new “normal rates_’ R
) Official rate changed on 28th November 1847. " The spread between the dif-

ferent rates has thus almost
disappeared — and that applies also to “‘black-market- rates”, the only ones
which are still of importance being close to the official quotations.

Since the rates fixed monthly under the new rég_i_mé in Italy are based
on free-market rates, they do not correspond to the ‘legal parities” between
the various foreign currencies, but reveal a close correspondence to the market
quotations in Switzerland for bank-notes. This makes the Italian quotations
somewhat out of keeping with the official cross rates — for instance, between
the pound and the dollar; it should be noted, however, that the Italian
systern has never embodied any aggressive discriminatory practices but has



sought to combine a gradual adjustment to existing conditions with a return
to freedom for cutrent exchange transactions, whlch is one of the objectwes
of the International Monetary Fund.

In fulfilment of its cbligations as an adherent to the Bretton Woods
orgamsatlon_ the Ttalian Government, in November 1947, made a communi-
cation to the International Monetary Fund regarding the modifications in
connection with its foreign exchange rates, and in its reply the Fund expressed
the opinion .that the new system, in-that it eliminated some objectionable
features, was a step.in the right direction. Although the Fund considered,
as a general principle, that any system of fluctuating exchange rates was not
in accord with its long-term objectives, it also recognised that extraordinary
measures might be required to meet temporary situations. The Fund accepted
the Italian Government's assurance that it would work in the direction of
fixed and stable exchange rates and that the fluctuating-rate system was merely
a temporary expedient, to be-used until such time as the internal situation
of Italy and its balance of payments should make it possible to establish a
rate consonant with the Fund’'s objectives. It should be added that, for the
lira, no “initial par value” had as yet been declared by the Italian Govemment
and accepted by the Fund.

In France, during the whole of 1947 the official rates remained fixed
at the level of Fr.fcs 119.10 =$1 and Fr.fcs 480 =#£1 adopted in December
1945, But continuous increases in.prices and wages, after the unrealised hopes
of their stabilisation in the early part of the year, created an unbearable strain
on. the French economy; the average of the wholesale price level (1938 == 100)
rose from 375 in 1945 to 989 in 1947, the monthly figure moving, in the
course of the latter year, from 874 in January to 1,217 in December and to
1,463 1n January 1948. The cost of food in Paris also trebled between 1945
and 1947, reaching an index figure of 1,393 in December 1947 and 1,437 in
January 1948 (1938 = 100).

As regards the balance of trade (see page 80), the expansion of exports
in relation to imports was not unfavourable up to the middle of 1947, which
" shows that the devaluation adopted in 1945 had gone a good way towards
establishing a balance as far as commercial relations with other countries
were concerned. But in the latter half of 1947 the import surplus increased.
After a thorough examination of the situation, the F rench Government, on
25th January 1948, took the decision to modify the foreign exchange régime,
aclopting provisions similar in many respects to those which had been introduced
in Italy between 1945 and 1947 and were deserlbed in the seventeenth Annual
Report of - thls Bank (see page 71). '

The ‘main features ‘of the new French regulations are as follows:

(1) The ofﬁcml rates at which the -French Exchange Stabilisation Fund buys and

_ sells foreign exchange have heen increased by a premium of 80 per cent,, ie.

to the following actual rates: Fr.fes 21439 = $1; Frics 864 = £1; and
Fr.ics 49.74 = Sw.fcs. 1. . _ Y



(i} In addition, a free market for forelgn currencles has been estabhshed in
Paris. :

(iii} In this market 50 per cent. of export proceeds are freely sold, the other
50 per cent. being bought by the Exchange Stabilisation Fund at the ofﬁcial rates.

_{iv) Foreign exchange detived from sources other than exports- (the outlay of
tourists, financial remittances, etc.) is also sold in the free market.

(v) The foreign exchange required for normal French imports and for financial
transfers has to be procured on the free market, while imports of products
of primary importance (coal, wheat, etc.) benefit by the official rates, being
brought in either directly by government agencies or by private importers
operating with special licences.

Access to the free market was at first limited to the dollar and the
escudo. With the United Kingdom it was agreed that purchases and sales
of foreign exchange for exports and imports were all to take place at the
official ‘rate. With Switzerland also, negotiations had to be initiated, the Swiss
being averse to the differential treatment of imports and exports; finally, 1t
was -decided that in relation to Switzerland both imports and exports should
be settled at the average between the official and the free-market rate. At
~ the beginning of April the same system was extended to imports to be pad
for in dollars and escudos, which meant that the necessary foreign exchange
would be procured so per cent. on the free market and 5o per cent. from
the Exchange Stabilisation Fund at the official rates. Except for some ptivi-
leged goods of prime importance, imports and exports thus received the same
treatment, which represented a step towards a consolidation of rates and the
elimmation of a cause of disequilibrium in the domestic price structure. In
a special agreement.with Italy .a rate of Fr.fcs 45.45 = Lit. 100 was adopted,
as against the official rate of Fr.fcs 61.20 The rate thus adopted is very near
to the ratio between the average rates for the dollar in France (about
Fr.fcs 257) and in Italy (Lit. 573). As from 1sth April 1948 a “tourist franc”
" has been introduced for the benefit of Belgian residents wvisiting France, The
rate is fixed every month by the Bank of France on the basis of the average
between the free-market rate for the dollar in Paris and the parity of the
Belgian franc to the dollar.

In various compensation and clearing arrangements particular rates have
been adopted, an attempt being made to adjust them as closely as possible
to the average between the free-market rate and the official rate for the dollar
in Paris. While this average thus forms a crystallisation point for the whole
rate structure, there are still a number of rates quoted in the market, those
for the dollar being, at the end of May 1948, as follows:

(a) The official rate, applied by the Exchange Stabilisation Fund . Fr.fes 214.39

(b) Free-market rate around . . . . . . . . . . . . . ... » o3 308
(c) The average of the official and free-market rates around . . . o 260
{d) Black-market rate around . . . . . . . . .. e e e . e 340

The French Government having presented Iits proposal for a modified
exchange régime to the International Monetary Fund, the question was



discussed at length in
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‘In Qctober 1947 Greece, too, introduced a new exchange system, which
did not in itself involve the creation of multiple rates but allowed the effective
rates to fluctuate. The official rates remained fixed at Dr. 5000 = $1 and
Dr. 20,000 = £1 but, when foreign turrencies were ceded to the Bank of Greece,
exportets received, in addition to paymeiits at the official rate, a certificate for
the full amount of the foreign exchange handed in. There is a free market
- for such certificates, these being bought by prospective purchasers of foreign
exchange, since the Bank of Greece sells exchange only agamst surrender of
certificates for the amount required. : :
Thus the effective rate has two components: the official rate of exchange

and the market price of the certificates. By the end of 1947 the exchange
certlﬁcates were being quoted at about Dr. 3,600 for the dollar and Dr. 6,000
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for the pound, The effective rates had thus become Dr. 8 600 = $1 and
Dr. 26000 = £1, .

From the beginning 'of 1948, a certain improvement could be traced in
Greece, together with a moderate decline in commeodity prices, as well as in
the market ‘price for gold.

In Poland, the official rate is Zl.xoo = $1, but it applies only to a
limited number of transactions. The country’s foreign trade is largely carried
on by official organisations, which buy and sell abroad in terms of foreign
currencies (Swiss francs, dollars, etc.). As far as financial. transfers - are
concerned, a premium of Zl1.300 is generally charged, which makes the -effec-
tive rate for the dollar Zl.g400 = §1. Special rates have been applied to
sales of currencies by tourists, the payment of harbour dues, etc.

. In Latin America two countries -~ Chile and Ecuador — have had
recourse to the creation of a free market for foreign exchange —in both cases
with the approval of the International Monetary Fund.

‘Ecuador reorgarﬁ'sed' its foreign exchange system in June 1947, intro-
ducing four different dollar rates:

For exports: official rate . . . W e e e “. . $1 = Sucres 13.13

For importe: A. rate for essential goods . . . . . . . $1 = Sucres 15.04
B, rate for quasi-essential goods . . . . . $1 = Bucres 20.04
C. rate for non-essential goods . . . S = free rate

‘The free rate, moving around Sucres 22.50-25.00 = $1, has been of
relatively little importance so far, since it has been used for only z per cent.
of total imports, while rate B, applicable to quasi-essential goods, covers
26 per cent. of total imports, and rate A, for essential goods, is used for
72 per- cent. of total imports. - :

The practice followed for some time in Chile was to recognise black
markets as soon as they developed, thus turning them into grey markets. By
a reform adopted at the beginning of 1948, it was -expected to reduce the
number of differential rates for forelgn exchange from R to’ ‘two.

The official rate of Chllean Pesos 31 == $1 remains in. force ‘and stlll
applles to about 70 per cent. of the proceeds' of Chilean exports, while the
remaining 30 per cent., derived from the. export of certain specified raw
materials, 1s dealt in on the free market, purchasers ‘of this forelgn exchange
being entitled to use it for non-essentlal 1mports

In countries which have permitted the quotation- of fluctuating
rates as part of their exchange régime, the purpose has been to arrive at
rates at which goods would be imported and exported, and services paid for,.
on a basis more in conformity with the economic realities of the situation.



But, even so, the countries in question have generally continued to use official
rates for certain purposes, applying them, for instance, to the -cession of part
of the foreign exchange received from exports, and to the import of essential
commodities, e.g. foodstuffs and raw materials (often paid for by means of
foreign grants or credits). It was felt that, at any rate for the time being,
it would be hazardous to leave payments for essential imports (with all the
influence which such payments exert on the cost of living and the cost of
production) to the sway of free market rates; and it was also felt that the
government should secure a minimum supply of foreign exchange for itself.

But it was further thought that, as soon as the situation became more
consolidated, it should be possible to apply a greater uniformity of rates all
round. In Italy, which has had considerable experience of the system of
multiple rates, with, for some time, a great disparity between the various
rates, it was soon found that such a system involved many inconveniences
and dangers; when the supply of goods became more normal again and
general financial safeguards could be more effectively applied, action was
taken to -establish a more uniform rate-structure, without losmg touch with
the forces operatmg in the free market.

* . #
*

Events of outstanding importance in the foreign exchange field were the
re-establishment of the convertibility of sterling on 15th July 1947 (in ac¢cord-
ance with the Anglo-American Loan. Agreement of 6th December 1945) and
its suspension as from z2ist August of the same year (see also page 26). As
part of the preparation for sterling convertlblhty and especially in order to
lessen the shock which it might produce, the United Kingdom had entered
into a series of payments agreements with individual countries. On the date.
when general convertibility was due to become effective, there were still
fourteen agreements in <course of negotiation, and the authorities of the
United States granted a respite of two months, to give these agreements time
to become operatwe

In addition, the United Kingdom had negotiated a number of trade
agreements all aiming at a certain equilibrium in the balance of payments
with the partner countries. The fact that, notwithstanding these precautions,
convertibility could not be ma'intai'ned is evidence of the great lack of balance
— a legacy from the war — affecting the United Kingdom as well as other
countries. - :

Since the suspension of convertibility, the’ Brmsh System of payments
has undergone a number of changes:

(1) As regards the dollar-area countries, there has been no wvariation in
relation to the convertibility and transferability of the so-called ““American
accounts’”’, apart from a general endeavour on the Bnitish side to reduce
the deficit. in the balance of payments with the western hemisphere.
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(ii) Inside the sterling area, some agreements have been concluded for

the purpose of limiting freedom of drawing on the dollar pocl and of
providing better regulations for the blocking of sterling balances. A

case in point is the agreement with Eire, in which it is stipulated that

“the amount of dollars which that country can draw from the pool,

above  the amount earned by means of exports, shall not exceed

£14 million (the agreement remaining in force from I1st October 1947
until the end of June 1948). By an agreement of November 1947,

expiring in June 1948, Iraq is allowed to draw dollars up to the equi-

valent of £5.8 million — inclusive of export earnings. An agreement

was concluded with South Africa in October 1947, to which further

reference 1s made in Chap. VII. Under this agreement, South Africa lent

‘the United Kingdom gold up to an amount of £8o miillion in 1948,

while, at the same time, undertaking to meet its own dollar requirements.

Another interesting feature is that the two governments decided to pro-

hibit such capital movements from the United Kingdom to South Africa

as are not considered necessary, this being the first agreement in which

restrictions have been imposed on the free movement of capital inside

the sterling area. :

Among other sterling-area countries, India and Pakistan concluded
financial agreements with the United Kingdom, ceilings being fixed, in
both cases, for the drawmg of dollars on the blocked-sterling-balance
accounts.

' Egypt left the sterhng area in July 1047 and Palesﬁﬁe at the end
of February 1948. Under agreements with the United Kingdom, they are
allowed to convert part of their sterling balances into gold and dollars.

(i} As regards countries outside the dollar and sterling areas, many
agreements have been concluded, representing either a new departure
or a modification of agreements already in operation. An attempt has
been made, on the one hand, to render the British currency more widely
~ acceptable by increasing the number of countries for which transferable-
~ sterling accounts have been opened but, on the other hand, to reduce
to a minimum the possibility for the countries in question to come into
possession — through the transfer of sterling accepted in payment for
their exports — of sterling balances so large  as to exceed the incon-
vertibility limit generally fixed in the agreements. Thus, the benefit of
transferable accounts has been withdrawn from certain countries and
replaced by a restricted form of transferability in which, for instance,
a. special authorisation from the U.K. Control is necessary (as explained
more fully in another section of this Report — see Chap. IX). These are
the so-called “bilateral countries” and include Italy, Belgium, Portugal
‘and some Latin American countries such as the Argentine, Brazil and
Uruguay. On the other hand, recent agreements with Poland and the
U.8.8. R have brought these two countries into the ‘‘transferable-account

group”.



By the end of March 1948, for purposes of the British foreign exchange
regulations, countries having trading and financial relations with- Great Britain
could be grouped as follows:

{a) STERLING-AREA OR SCHEDULED TERRITORIES:

British Empire (with the exception of Canada and Newfoundland), Cameroons,
Nauru, New Guinea, South West Africa, Tanganyika, Togoland, Western Samoa,
Burma, Iraq, Iceland and the Faroe Islands.

(b) DOLLAR-AREA OR AMERICAN-ACCOUNT COUNTRIES:

United States, Philippines and territories under the sovereignty of the United
States, Bolivia, Chile, Colombia, Costa Rica, Cuba, Dominican Republic,
Ecuador, Guatemala, Haiti, Honduras, Mexico, Nicaragua, Panama, Peru,
El Salvador and Venezuela.

(c) TRANSFERABLE-ACCOUNT COUNTRIES:

" the Argentine,* Brazil,* Czechoslovakia, the Dutch monetary area, Egypt,
Ethiopia, Finland, Iran, Norway, Poland, Siam, Spanish monetary area,
Anglo-Egyptian Sudan, Sweden and U.S.S.R.

{d) BILATERAL COUNTRIES: :
Austria, DBelgian monetary area, Bulgaria, Canada, Newfoundland, China
and Formosa, Denmark, French monetary area, Greece, Hungary, Italy, Japan,
Palestine, Paraguay, Portuguese monetary area, Roumania, Switzerland,
Transjordan, Turkey, Uruguay, Yugoslavia,

(¢) OTHER COUNTRIES:

Among these are Afghanistan, Albania, Nepal, Saudi Arabia and Yemen.
For this residual group there is quite a wide range of transferability of
sterling claims within the group and with the sterling area.

While the suspension of the convertibility of sterling was a result of the
strained conditions in the field of foreign exchange generally, it added to the
existing tension and necessifated the making of new arrangements as regards
the foreign exchange position in relation to various countries.

In Sweden a growing deficit in the balance of payments, together with
declining monetary reserves, made the authorities decide (in November 1947)
to call in all hard foreign exchange in private hands, the amount collected to
be handed in to the Riksbank. Estimates put the countervalue of the foreign
exchange requisitioned at about S.Kr. 3oo million.

At the beginning of November 1947, Belgium signed a new agreement
with the United Kingdom in place of the one concluded in October 1944.
Under the new agreement Belgium left the group of countries with trans-
ferable accounts; the ceiling for the inconvertible amount to be held by
Belgium was raised to £27 milhion, an exchange guarantee being granted for
£12 million of it. Almost at the same time Belgtum introduced new regulations
for imports of American goods, for which it became necessary to have permits
from the Belgian Exchange Office. Thanks to the progress made in establishing
a general balance, the National Bank of Belgium hardly had to draw on its
own holdings of gold and dollar exchange in the opening months of 1948

* Transferred to the group of bilateral countries at the end of May 1048,
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but drew $33 million on the International Monetary Fund between December
1947 and February 1048. The Fund for its part drew the equivalent of
$6,8 million in Belgian francs on the National Bank of Belgium in May 1948.

In the so-called Andes Agreement, signed in Buenos Aires on 19th
February 1948 between the United Kingdom and the Argentine, a new
basis was provided for the relations between the two countries, which were
complicated by the existence of wartime sterling balances, on the one hand,
and of liabilities arising from the repurchase of British-owned railways, on
the other, together with the need of finding means of payment for current
surplus exports to the United Kingdom (largely of food).

Portugal, too, has been compelled to intreduce a number of restrictions,
the measures taken In the autumn of 1947 relating especially to imports of
non-essential goods. In February 1948 the whole of the country's foreign
trade (except individual transactions involving less than Esc. 2,500) became
subject to registration, combined with the compulsory cession of foreign
exchange to the Bank of Portugal

The failure of sterling convertibility drives home the lesson of the
“fundamental importance of first achieving a real balance in the economy of
each country and in the relations of the countries with one another. But, if
full convertibility is not always practicable, other possibilities must be developed.
As shown in Chapter IX on “European Payments Agreements, Multilateral
Monetary Compensation and the European Recovery Program’, new methods
are being tried, involving the extension of transferability {sometimes on a
limited scale) to an increasing number of countries, together with arrangements
for compensation. In this way real progress may be made in facilitating
commercial relations, the work gaining new impetus from the contacts and
cooperation initiated under the Furopean Recovery Program.

When official rates remain unchanged and are firmly held by admini-
strative control, as Is at present the case for most countries, they are even less
indicative of a trend than used to be the case with movements of exchange
quotations within the gold points under the old gold standard. Black-market
rates are certainly not ideal indicators of real values, but the public is apt to
attach importance to changes in quotations on such markets, with the result
that, for psychological and other reasons, these changes are not without
significance. The following graph shows the trend of gquotations on the
Swiss market for foreign bank-notes (or more precisely: the weekly average
quotations in Basle for various foreign bank-notes as percentages of the official
rates in force in the autumn of 1946). '

The general impression which emerges from the movements of this
graph is that — with the -exception of one or two currencies — the situation
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has at least been held since the middle of 1947 and in several cases even
greatly improved (as with regard to the U.S. dollar the Canadian dollar,
the escudo and the Austrian schilling).

An interesting phenomenon is the continued tendency of rates to group
themselves in bundles. The quotations of the currencies in the first group,
including the escudo, the Canadian dollar, the Argentine peso and the
Belgian franc, have some affinity with the movements of the U.5. dollar.
The Belgian franc moved into the top group from the lower one in the
course of 1047. '

‘The second group, with the pound sterling as the main currency,
includes the Norwegian crown and ‘the Swedish crown, the last-mentioned
currency leaving the top group in the autumn of 1947

In the third group the Duich florin consolidated, and even somewhat
improved, its position in the latter half of 1947 and the opening months of
1948, and the same applies to the Spanish peseta. As regards the French
franc and the lira, 1t should be remembered that the graph is based on the
official rates In force i the autumn of 1946, i.e. that subsequent changes in
the official parities have not been taken into account. For the Italian lira
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the change made in November rg47 in the official method of fixing the rate
has actually brought the free valuation on the Swiss market very close to,
and sometimes even above, the official rates. And, if the new parity of
Fr.fcs 214.39 to the dollar and Fr.fcs 49.74 to the Swiss franc were taken as
a basts, the quotation for French bank-notes would now bring the French
franc into the second group. It is interesting to note that in both Italy and
France the official devaluations, which for the former currency took place in
November rg4q7 and for the latter in January 1948, did not really affect
the quotations for bank-notes, which remained very much the same as before.
The Swiss market obviously regarded the devaluation more as a rectification
of an already existing situation than as introducing a new element.

While the Austrian Schilling is still at the bottom of the graph, the
improvement during the first five months of 1948 was spectacular, following
as it did upon the monetary reform carried through in the closing month
of 1947. '

In themselves, the quotations for bank-notes on the Swiss market cannot,
of course, be regarded as accurately reflecting the intrinsic values of the
different currencies; has not, indeed, the rise in the quotation for the dollar
note to a position near par occurred simultaneously with a steady increase
in the domestic price and cost level in the United States? In addition to
the many political, fiscal and, in general, psychological considerations, some
" technical factors relating to the extent to which the bank-notes of a particular
country can be used play a very important part. With few exceptions (one
being Belgium), bank-notes may not be reintroduced into the issuing country,
or the reimport is permitted only for very small amounts.

Furthermore, the basis of the graph is the Swiss franc. This currency, too,
although 1n recent years the hardest in the world, is influenced by monetary
and commercial factors, such as the increasing 'deficit in Switzerland’s balance
of trade and also certain technical changes with regard to the sale and
purchase of gold on the Swiss market. Thus, in the autumn of 1947, the
Swiss National Bank decided first to restrict and later to discontinue sales
of gold coins and bars. This decision probably had a steadying effect on the
quotation for the dollar note in Switzerland and also for the “financial
dollar” (i.e. dollars from free balances in the United States, transferable as
capital and dealt in through Swiss banks on the free Swiss exchange market,
such dollars not falling into the categories in which funds are eligible for
converston into Swiss francs at official rates). The quotation for the financial
dollar, which had been as low as Sw.cs 3.00 = 81 in 1945, rose slightly
from Sw.fcs 3.65 in the middle of February 1947 to Sw.fcs 3.88 by the
end of May; but by the end of August 1947 the quotation had fallen again
to Sw.fcs 3.67. It was then that the sale of gold coins by the Swiss National
Bank was reduced (before being discontinued as from gth September). By
the end of September the quotation for- the financial dollar was above
Sw.fes 4.00 and at the end of December 1947 it reached Sw.fcs 4.15. In the
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early months of 1948 the movement has been irregular; the quotation dropped
to Sw.fcs 3.95 in the middle of May 1948, recovering to Sw.fcs 4.05 on the
last day of the month.

Between Switzerland and the United States, both without exchange
restrictions, capital movements are completely free, although most of the
funds transferred are not, as far as Switzerland is concerned, convertible at
the par rate but at the rate for financial doliars; the fluctuations of the latter
rate are in part a reflection of the extent of capital movements. Between the
various members of the sterling area, with a few exceptions, capital move-
ments are also free, the funds transferred being converted at the fixed official
rates. {But they affect the monetary reserves of the countries between which
the movements take place.) In markets which are separated from one another
by exchange control all along the line (as is generally the case in Europe),
capital movements are as a rule prohibited, except under special licence. This
does not mean, however, that no attention need be paid to the capital
account of the balance of payments: not only is it impossible to close every
loophole against a flight of capital, but control can, at best, retain for a
country such assets as are already within its jurisdiction, without being able,
however, to force a movement of free capital into the area under control.
Worse still, it usually deters people from bringing in funds which, under a
system of freedom, would come willingly. - Countries wishing to encourage
foreign investment In their industries (with a view, for instance, to providing
work for the unemployed) may find it in their interest to grant special
-privileges of retransfer to equity investments of foreign capital in particular
enterprises. Such privileges have, for example, been granted by the Italian
Government. '

~ As regards countries outside Europe, the situation in China is rapidly
deteriorating, the U.S. dollar being valued on 17th May 1948 at Chinese $474,000
in the open market, as compared with an official rate of Chinese $12,000
{(as fixed in February 1947), the black-market rate being much higher. Nor
has the monetary system been put in order in Japan as yet. Thete is no
official rate of exchange for the yen; Allied personnel can obtain small
amounts for local purchases on a restricted scale at Yen 50 = §1 but this
rate does not claim to represent the intrinsic value of the Japanese currency.
On the basis of export prices fixed by the Supreme Commander for the
Allied Powers ("“SCAP"), an average rate of Yen 174 = $1 could be calculated
for November 1947, while black markets quoted rates of Yen 260-300 = $1
for ordinary dollar notes. In the Near East, on the other hand, a gradual
improvement has been noticeable (reflected, inter alta, by somewhat lower
quotations for gold coins at the beginning of 1948, cf. page 116).

* #*
*

The year 1947 was a year of mixed tendencies in the field of foreign
exchanges also: obviously the position was rendered more vulnerable by the
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depletion of monetary reserves (and without the initiation of the European
Recovery Program it could have become critical indeed). But in ltaly and
France modifications of the exchange régime meant the adoption of more
realistic rates, and the trend of quotations for foreign bank-notes on -the
Swiss market points, on the whole, to a closer approximation of free to
official rates. Such basic improvement as this approximation reflects is,
indeed, in a large measure due to the various movements of commodity
prices over the year and thus, in particular, to the increase by 15 per cent.
. in the level of wholesale prices in the United States with, as a rule, less
pronounced increases in other countries (see the tables in Chapter IV, “Price
Movements”’. By way of illustration, the influence of the various
price movements on the purchasing-power parities of a particular
country — Denmatk — is indicated below (a graph from the seventeenth
Annual Report of this Bank being brought up to date).

Purchasing-Power Parities of Danlsh Crown :
vis-a-vls U.S. Dollar, £ sterling and Swedish Crown. Base: 1913, 1929 and 1938,
% . %
Ho— ] +10

-
_ Swedish Kr. _

U.S.Dollar |

T -—==8ase 1913
=T - - * 1929 -30
U.5.Dollar ' — " 1938

0 I T T O T I S S I S A T
1945 1946 1947 1948

Thus, for the Danish crown, a state of balance has been fully attained
in relation to the Swedish crown, almost attained in relation to the U.S. dollar
and more nearly approached than a year ago in relation to the pound sterling.

In cases where the disparity between the internal purchasing power and
the foreign value of a currency, as measured by its official rates of exchange,
was too great — that being the case in, for instance, France — the rise in
American prices could not, by itself, be expected to right the relation; and
the solution then had to be some form of devaluation. But, in countries
where the disparity is not very great, it is unlikely that the monetary
authorities will make a major alteration in the parity as long as the upward
movement of costs and prices in the United States continues at a rate of
increase anything like that of 1947. This does not mean that the



countries in question have reason to regard their own affairs or
the situation in general with complacency. On the contrary, there are
certain things they will be bound to do and others they would be well
advised to avoid.

In the first place, they will have to take care not to allow their own
domestic cost and price levels to rise at the same rate as those of the
United States; for, if they did so, thev would not be getting any nearer to
a state of equiltbrium.

Secondly, they have every reason to use the time at their disposal to
restore balance in their internal cost and price structure. They may have
to get rid of major distortions arising out of subsidies, etc. or the perpetua-
tion of officially fixed low prices, liable to keep back an increase in the
output of essential commaodities.

Thirdly, they will naturally continue to deal with the problem of
promoting all-round efficiency in order to bring down the (real) costs of
production — the only way in which the national output and general welfare
can be truly increased. Devaluation should, of course, never be regatded as
a facile substitute for rationalisation.

Finally, more and more countries have taken steps to examine whether
the over-all relation between the volume of money and the output of goods
and services, between liabilities and assets, between earning power and
spending at home and abroad, is such as to hold out the hope that permanent
equilibrium will be attained in the not too distant future. As long as a
sellers’ market prevails, the course being still, on the whole, set for a boom,
it may be comparatively easy to disregard many maladjustments; but, when
the tide turns, dislocations and other troubles are likely to make themselves
felt once more, as has happened so many times in the past. Some of the
problems arising will clearly be international in character and will, therefore,
have to be taken up for consideration by the international organisations
which have been set up for such a purpose. N



VII. Production and Movements of Gold.

The world output of gold In 1947 is estimated to have reached
27.7 million fine ounces , or practically the same quantity as in 1946, there
having been relatively little variation since the big drop by nearly one-third,
in 1944, from the peak of 41 mullion ounces in 1940.

Behind the lack of variation in the world

World Qutput of Seld. output from 1944 to 1947, however, there is a

Estimatas great diversity in trend in the different countries.

Yeare b miulons In South Africa, which still accounts for 40 per
cent. of the world’s gold production, there was

1940 410 a certain acceleration in the continued decline
ond paspd (2.4 per cent. in 1946; 6 per cent. in 1947),
1946 21.6 while in some of the other producing areas —
1947 i Canada, United States and Australia — output

again increased (for all of them together, at the
rate of 23 per cent. in 1946 and I8 per cent. in 1947). The estimated
world production of gold, including a conjectural amount of 4 million
ounces for the US.S.R., was equal to $970 million in 1947; excluding the
output of the U.SS.R., Japan and Korea, for which no exact figures are
available, the total would be about $80o0 muillion.

The outstanding movement of gold in 1947 was reflected in an
increase of $2,225 million in the gold reserves of the United States — the
largest addition on record, apart from those which occurred in the first two
years of the second world war, when the monetary gold stock of the United
States increased by $3,132 million (in 1939) and by $4,351 million {in 1940).

Only three other countries reported an increase in their gold holdings
for 1947 ($53 million for Cuba, $10 million for Hungary and $5 mullion
for Austria), It is likely that the US.S.R. also was able to increase its gold
reserves; the equivalent of $28 million was received by the United States from
Russian exports, while domestic output is estimated to have been at the yearly
rate of $140 million.

A further large recipient of gold was the International Monetary Fund,
which in 1947 received the equivalent of $1,341 million as initial contributions
from member countries. Together with $i5 million received in 1946, the
Fund’s heldings of gold amounted to $1,356 million at the end of 1947. So
far none of this gold has been wused, but dollar drawings, which In 1947
amounted to $462 million, have been financed by the Fund through the
realisation of demand notes of the U.S. Treasury, in which the bulk of its
dollar holdings have been invested.

The combined. increase in the United States monetary gold reserves and
the gold holdings of the International Monetary Fund, amounting to $3,566 mil-
lion, had as its counterpart, on the one hand, a net loss of about $2,700 million
in the monetary reserves of countries other than the United States and, on the
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other hand, the newly-produced gold, of which the major part — some
$600 million — would seem to have been absorbed into monetaty resetves
(including ‘those of the U.S.S.R)}. This would leave about $350 million for
net industrial consumption and accretions to private hoards in the East and
elsewhere — a figure which, however, may well be too low, since movements
out of unpublished reserves may not have been fully taken into consideration.*

Qutput of Gold

The amount of gold produced in the U.S.S8.R. is still an unknown
quantity, no data having been published either on current output or on the
country’s monetary reserves. In the table on World Gold Production the

World Gold Production,

Gold-producing couniries 1929 1940 1844 1945 1946 1947
Weig ht, In thousands of fine ouncos
Union of South Africa. . 10,412 14,038 12,277 12,214 11,918 11,198
Canada. . .. ... ... 1,928 5311 2,923 2,697 2832 3,089
United States{!) . . . . . 2,208 6,003 1,022 929 1,625 2,321
Australla. . . . ..., . 426 1,644 658 657 824 B7S
British West Africa . . . 208 039 845 548 586 630
Rhodesia. . . ., .. .. 562 833 593 868 ‘845 552
Mexico. ..., ... V. 652 883 809 459 48 400*
Colombia . .. ... . 137 632 554 507 437 as3 -
Belgian Congo, . . , . N 173 555 356 343 320 308
Nicaragua(®». . .. ., . B 12 155 225 200 182 210
Chils. . .. ....... 26 | 343 204 179 23 200
Indfa. . .. ... ,,.. 364 289 187 170 i3 | 173
Peru , . . ... ... 121 261 175 173 - 160 160+
Brazll. . ... ... ... 107 264 178 3:13 170 124
Mew Zealand. . , . ., . . 120 186 142 125 131 100
Venezuela |, , ... . ... 43 147 59 1] 50 SO+
Other Countrles (%, , . . 1,701 8,487 7393 6,938 5,940 6,937
Estimated - '
world production. . . . 19,200 41,000 28,000 27,000 27,500 27,700
Value, In millions of dollars (9
Value of Estimated ]
World Production , . . 672 1,425 290 a4s 063 870
* Provisional, (% Including Philippine 1slands production received in_the United States.
) Gold exports representing about 90 per cent of gold production, - %) Estimated.

() At the present rate of $35 per ounce of fine gold,

* In the seventeenth Annual Report it was suggested that in 1946 the newly-produced gold had
almost all “disappeared”’ (i. e. gone elsewhere than into published or unpublished monetary reserves),
some of it being accounted for by an increase in the indusirial use of gold (in the jewellery trade,
etc.), but the largest part having found its way into private hoards in Furope and Asia. At the
time of writihg, no figures had yet been published for the amounts of gold and dollars held by the
British Equalisation Account at the end of 146, but it is now possible to estimate that the gold
reserves of the United Kingdom increased by some $445 million in that year. Account being taken
of this increase and also of the increase of $182 million in the Exchange Fund of Canada, it would
seemn as if gold available for industrial uses or entering private hoards might be put at perhaps
$400 million for. the year 1946. This is, however, a residual figure and, as mentioned in an
infarrmative article on "The Post-Wa.r Drain on Foreign Gold and Dollar Reserves' in the Federal
Reserve Bulletin for April 1948, “no degree of precision can be claimed” for such a figure.
{In that article a sum of around $700 million is given as presumably representing net industrial
consumption and accretions to private hoards for the two years 1946 and rg47 toget hetr.)
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figure of 4 million ounces has been retained as the probable output for
1947, this being the annual amount assumed to have been produced during
the war, whereas higher estimates were made for the pre-war vyears, viz.
6.5 million ounces for 1936 and 5.8 million ounces for 1938 While it is
possible that during the war years an output of 4 million ounces may not
always have been reached (the U.S.8.R. suffering just as much as other coun-
tries from a scarcity of labour in those years), during the post-war period there
have been reports concerning new gold discoveries in parts of Siberia; and the
Soviet authorities very likely take into account the fact that gold has preserved
its efficacy as an international means of payment, of value both in peace and in war,
so that gold production is probably looked upon with favour, although shortage -
of new equipment may make it difficult to bring mines into full production.

To understand the diversity which charactertses the post-war trend of
gold output in the different countries, it is necessary to revert to the fact
that the causes of the wartime decline in gold production were not
the same in all countries.

In the United
Trend of Gold OQutput in Various Countries. States, Canada and

Australia — three
184 1945 1946 1947 . t I d ;
Region e 1rnpprtan golc -pro
: in percentages inmillions ducmg countries —
of $ .
- the production of
A. Ualon of Soith Africa -, ) 87 &5 8o 392 gold was largely
E. Three other main gold . \
producsrs: : curtailed by direct
Cgr_’nada ....... fco 51 53 58 107 action on the part
United States . . . . . 100 15 27 39 B1 .
Austrabia . . .. ... 100 40 s0 .| 53 3 of the governments
Total A+ B ....... 100 61 64 55 &tt n s‘toppmg Or_ re-
: ducing operations
C. Latin American countrles oo &7 61 57 54 at the mines il‘l
D. Other countries . . . . . 100 77 76 77 305
' order to transfer
Total Ate D . .. ... 100 &6 &7 63 70 men to enterprises

. of immediate im-
portance for the war effort. This policy was not carried to anything like the same
lengths in South Africa, since that country was largely dependent on the gold
industry and its gold output represented an indirect but very important con-
tribution to the war effort of the whole British Commonwealth. There, gold
production was curtailed mainly by the shortage of labour as men joined the
fighting forces or became increasingly emploved on specific forms of war pro-
duction. While in South Africa the gold output was reduced by 13 per cent.
between 1940 and 1945, the combined output of the United States, Canada
and Australia fell by as much as 67 per cent.

The continued rise in costs and prices since 1945 has meant a general
increase of pressure, eliminating marginal mines and hampering the expansion
of production. In the United States, Canada and Australia, however, the
reopening of idle mines has ensured an increase in production, although the
gold output in each of these countries is still far short of the pre-war level.
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In South Africa, on the other hand, as a consequence of keeping up
production during the war, there were no idle mines to be brought into opera- -
tion, and output continued to decline under the influence of increased costs, the
price of gold remaining substantially unchanged. Working costs per ounce
of fine gold produced had risen from 88s. 4d. in 1938 to 127s. 4d. In 1946,
and, for a time, it locked as if costs could be stabilised near the latter figure;
but towards the end of 1047 there were signs of a renewed increase, which

carried costs to 130s. 10d. per ounce in the last month of the year.

The

rise in the cost of living tends to reduce the available supply of native
labour and is, in general, a cause of difficulties in labour relations. In
February and March 1947 production was partially interrupted by labour
strikes, the output for February falling to 572,720 ounces and for March to
815,157 ounces, as compared with a normal monthly preduction of around

950,000 OUNCES.

Witwatersrand Gold Mines.
Working Revenue of the Companies.
Yearly, in millions of £ sterling.

Lol U R I A e B B

T

120

0N N\ Q
y &k§ N \

Yoarly as parcentage'of total revenue,

100 — |

80 Tan —

V%

80

e

e
AR SRR A

SR J_
S

T4

20

100

80

Mis‘celléh\}}-\\ \\\\\\\\%
“AAN \\\\"\}-’E\P@\Q\E\S\és\ ]

40

120

-]
”Mlg% 1937 1935 1939 1380 191 1942 1943 1% 1N MAG 04 1948

130%

(2]

937 1938 1939 1960 1941 12 15A3 944 IS5 1MG 14T %48

In a statement at the

‘annual general meeting of the

South African Reserve Bank in
August 1947, the Governor em-
phasised the abstention of the
Union from dealings in free and
black markets for gold and
pointed out that selling at
a premium could completely
undermine the Bretton Woods
Agreements. Other steps had to

_be taken; as an allewiation, the

wartime impeosition of taxation
absorbing, at the beginning of
the war, nearly 22 per cent.

~of the total amount realised

by gold sales was abolished in

- February 1947 and replaced by

a new tax, which reduced the
percentage of taxation to about

7 per cent. and also made it

possible to speed up writings-

" off. These concessions have not,
" however, completely overcome
.the difficulties of the mines;
- further efforts have to be, and

are being, made to lower working
costs. This is the more im-
portant since the South African
gold industry has continually
to apply new methods, es-
pecially with regard to ultra-
deep mining. New veins of gold
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Operating Statistics of the Transvaal Chamber of Mines.

Productlon Worki . )
_ o T oo revane Working costs Working profit Dividends
Year | milted | output
Milllon oz, Total £ | Per ton | Total£ [ Per ton | Per 9z.] Total£ | Per ton | Total£ | Per ton
tons | millions | millions | s, d. [ miltions| £ 8. s. d, {milllons | s. d. |millions| s, d.
W Y] @ in U]
1936 48.2 1.0 Tra | 32 1 45.3 12 91 82 3| 320 13 4| 172 T 2
1937 50.7 1.3 I A I - 48.0 1811 ] 84 9| 31.7 122 7} 170 & 9
. 1938 538 1.7 gls 31 1 51.7 19 2| 88 4| N9 11 10 17.2 6 5
1939 58.3 12.4 923131 8 566 |19 5| ¢ 8| 357 12 3 19.9 6 10
1940 54.5 13.5 t142 | 35 6 66.7 |20 B| 98 6| 475 14 8| 211 6 6
1941 67.3 13.9 170 [ 34 © 71.1 21 2102 &| 4568 127 19.4 5 8
1942 B7.0 136 1145 1 34 2 T8 [21 2 |104 4] 427 132 0 175 5 3
1843 80,0 12,3 1036 | 34 7 &65.7 21 11 106 11 379 12 8 163 5 1
1944 58,6 11.8 996 | 24 1 66.7 2104211 328 {11 3 136 4 8
1845 58.9 118 1018 | 34 7 699 [ 23 9118 10| .9 10 10| 134 4 &
1946 56.9 11.5 893 | 34 10 729 125 71127 4] 263 9 3 134 4 5
1947 B3.7 10.7 2.7 | 34 7 1.3 |26 7133 4} 214 8 0| 118 4 5
) Per ton of ore mlﬁed. () Per ounce of gold won.

have been discovered, but it takes time and money to bring a new mine
into production; it is estimated that to do so requires about double the
expenditure which was needed before the war, while the price of gold has
remained unchanged.

In spite of the upturn in production in the United States since 1945,
the output of gold in 1947 was still 61 per cent. below the pre-war peak
reached in 1940.

' In Canada the improvement in production has been somewhat quicker,
the country being more dependent on its output of gold, especially at a time
of pronounced shortage of US. dollars. In November 1947 the Canadian
Finance Minister announced a project for a subsidy to gold production,
intended to prevent further decline in the country’s gold mining as a
‘consequence of Increased operating costs, and began consultations with the
International Monetary Fund and with the U.S. Government, which, as the
principal buyer of gold, was naturally interested in the matter. In the course
of these discussions, the Fund took the position that a subsidy of a fixed
amount per ounce of gold produced would be in violation of its Articles of
Agreement, which prohibit members from buying gold at a price above par
value (plus an agreed margin). In deference to the Fund’s objection, the
Canadian Government revised its proposal so that the subsidy would be
‘used to defray part of the increased costs of production and would vary
with the costs of individual producers. The payment will be determined by
taking half of the amount by which the mines’ current costs of gold produc-
tion for each fine ounce exceeds $18 an ounce, and applying this to the
amount by which production exceeds two-thirds of that during the year
ending 3oth June. In the case of new mines, payment will be made on the
entire production in the first year and, in the succeeding two years, on the



amount by which production exceeds two-thirds of the first year’s output.
Assistance will be given for three vyears, applying to production since
1st December 1947.

On 11th December 1947, the International Monetary Fund issued a
policy statement, which emphasised the necessity for member consultation
with the Fund in all matters relating to gold subsidies, since such subsidies
might threaten to undermine exchange stability or change the par values of
currencies as expressed in gold. The Fund also believed that such subsidies
were objectionable, for example, “if subsidies were to cast widespread doubt
on the uniformity of the monetary value of gold in all member countries”,
The Fund would deal with each particular case as it arose, and it came to
the conclusion that, “in the present circumstances”, the proposed Canadian
action was not inconsistent with the policies pursued by the Fund. On the
following day the Secretary to the Treasury Department of the United States,
on behalf of the National Advisory Council, issued a statement approving
of the position taken by the International Monetary Fund, and announcing, in
particular, that “the United States would view with disfavour any tendency
for countries to become dependent on subsidised gold production as a
solution to the problem of arriving at and maintaining equilibrium in their
balances of international payments”. The Secretary stated at the same time that
the National Advisory Council did not believe there was any reason for
granting a subsidy to gold production in the United States.

Gold production in Australia has largely overcome the bottlenecks formed
by shortage of labour, machines and material but is still suffering from finan-
cial difficulties. Proposals have been put forward for the reduction of railway
freights and also for the granting of direct subsidies. The problems are being
studied by experts, and it is understood that, before any final decision is
taken, the International Monetary Fund will be consulted.

In the other gold-producing countries there are unmistakable signs
of stagnation and in several the output fell in 1947 in comparison with 1946,
More and more governments are trying to support the gold industry by indirect
subsidies such as the financing of technical research, reduction in taxation
and the introduction of preferential raillway rates, etc.

The decline in the output of gold in a large number of countries and
the increasingly widespread practice of granting direct and indirect subsidies
to the gold industry are signs of a tension caused by the rise in the costs of
current work and the still greater rise in the cost of installing new equipment.

Movements of GoIc.l..

The onesidedness of recent gold movements is brought out by the
following table, which shows the United States and the International Monetary
Fund to have been the two principal — almost the sole — net recipients of
gold in 1947.
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Gold Reserves of Central Banks and Governments
(including International Institutions).

End of Loss {-} or gain {+)
: during
Reporting Counfries 1938 1944 1948 1046 1047 047 16381947
in milllons of U.S. dollarg
United States (D . . . . . 14,512 20,619 20,065 20,529 22,7584 | + 2,225 | + 8,242
Cuba. . .. ....... . 111 .19 226 279 | + 53 |+ =278
Hungary . . . . .. ... 37 24 24 24 34 | + 10 | — a
Austria. . . . .. 0. 88 . [ [u] 0 5 | + 5 | — 83
Brazil'-. . . ....... az2 320 354 as4 354 0|+ 322
Canada(®d. . ... ... 192 -] 7 7 T 0 |— 185
Egypt . ......... 65 52 52 53 53 0 |- 2
India, . ... ...... 274 274 274 274 274 Q 0
[ [, T 26 128 131 127 127 o|l+ 10
Italy . . . ........ 193 24 ) 24 28 28 0| — 1685
Spain ... ... 525(%) 105 110 in 111 0|~ 414
New Zealand . ... .. 23 23 23 23 23 a o
Venezuela . . . . . ... 52 130 202 - 215 215 0|+ 183
Per., . . v v v v v uu 20 32 28 24 20 | — 4 o
Denmark. . « « « « « - . 53 44 a8 | 38 32 {— 8 |— 21
Morway . . ..o« o s 94 . &0 o1 72 | — i |— 22
Chile . ... ...... 30 79 az 1] 45 | — 20 | + i5
Uruguay . . . .« o0 s 69 187 195 200 175 | — 25 |+ 108
Metherlands . . . . .. . 298 500 270 268 231 |— 34 | — 7e7
Colombia . ....... 24 o2 127 145 83 | — a2 | + 59
Turkey. . ... h e 29 22t 241 237 | 170 |— &7 |+ 14
Switzerland (. . . . . . 701 1,159 1,342 1,430 1,366 | — 74 | + 655
MeXico. o + v v v v = & 29 222 294 181 100 | — 81 | + 71
Belgium &), . . . ... . 728 732 T8 735 597 |— 138 [— 13
South Africa. . . . . . 220 314 914 939 B2 | — 177 | + 542
Sweden .. ....... 321 463 482 a fos |— 2716 | — 216
France () . . ... .. . 2,430 1,777 1,080 796 548 | — 248 | — 1,882
United Kingdom () . . . 2,690 1,855 1,925 2,380 1,888 | — 525 | — @835
Argentina , . . .. ... 431 992 1,197 1,072 e |— 78 [~ 112
international Monelary
Fund., .. ....... - — - 15 1,356 | + 1,341 | + 1,356
Bank for International
Settlements . . . . .. 14 aT 39 32 30 | — 2| + 18
Reserves: (8 .
Reported ... .. 25,700 32,000 32,100 32,600 33500 |+ 900 | + 7,800
Unreported . . .. » 4,300 4,900 4,900 4600 | — 300 »
Total. . . . ... .. * 36,300 37,000 a7,500 38,100 | + 800 »

("} Not including gold held in the Exchange Stabiiization Fund:
$ 80 mitlion end of 1938, $12 million end of 1944, $18 million end of 1945, $177 million end of 1846 and
5 114 million end of 1947, i ’ :

@ In May 1940, gold belonging to the Bank of Canada wag transferred o the Forelgn Ewchange Control Board.
Since then gold reported Is gold held by the Ministry of Finance. Gold held by the Foreign Exchange
Control Board amounted to $354 million end of 1945, to $536 million end of 1946 and to § 287 million end of 1947.

(# Endd of April 1938, () Including gold owned by the Swiss Government.

) Not including gold held by the Treasury: $44 million end of 1838 and $17 million end of 1944 and 1945.

@ Not including gold held by the Exchange Stabilisation Fund and the Caisse Centrale de la France d'oufre-
mer: 5331 million end of 1033, $214 million end of 1944 and %457 million end of 1945. Mo corresponding
figures published for 1946 and 1947.

() Partly estimated. (5) Partly eslimated, and Including other countrles.
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As shown by the table, the monetary gold stock of the United States
increased by $2,225 million in 1947. In that year, however, net sales of gold
by other countries to the United States amounted to $2,836 million, the differ-
ence being accounted for by the fact that the United States used substantially
that amount of the newly-acquired gold for its initial payments in gold to the
International Monetary Fund, this payment being equivalent to $687.5 million.

In 1946, the net sales of gold to the United States amounted to
$705 million and for the two vears 1946 and 1047 together they totalled
$3.541 million. In the number of the Federal Reserve Bulletin for April 1948
a table is given setting out the international transactions affecting foreign gold
and dollar holdings in the United States.

Despite the scale on which gold was shipped to the United States in’
1946 and 1947, the shipments paid for only one-sixth of the net pur-
chases of goods and services in the United States during those two years,

International Transactions affecting Foreign Gold Reserves
and Banking Funds in the United States,

Aggregate for
ltems 1946 1947 19461947

I milliards of dollars

Net purchases of goods and services from the
Unitad States by other countrles:

LS. exparts of goods and services . , . . . . e e e 153 19.6 349
U.S. imports of goods and services . . . . . . ... ... 7.1 8.3 155
Net U5, sales to other countrles . . . . .. ... ... . 8.1 113 19.4

Sources of financing utilised by other countries
for their net purchases In the United States:

U.S. Governmaent (net): Cpedits. . . . .. ... ..., 2.9 4.1 T0

Donations . ... ...... 2.4 1.7 4.1

Total U.S. Government . . . . . . v . v v v 0 v 0w a 5.3 5.8 it

Private (net): U.S. forelgn investments. . . . . . . .. . a6 0.6

: Donatlons . . . ... . o7 0.7 1.4
Total private . . . . . ... ...... et e e e ' o7 ’ 1.3

International 1astitutions {(net):

a. Dollars disbursed by International Bank. . . . . . . . - 03 03

b. Dollars drawn from International Monatary Fund . . ., —_ 05 0.5

Total international Instifutions . . .. ... . e e - 0.8 0.8
Foreign countrles’ own capital assets (net): '

a, Sales of gold to the United States . . . . . ... .. . 0.7 2.8 3.5

b. Reduction of banking funds in the United States . . . 1.1 1.2 23

c. Liguidation of other assets in the Un'ted States , . . 0.4 0.5 0.9

Total forelgn countries’ own capital assets . , . . . . . . 2.2 4.5 87

Total Sources of Financlng . . . . v v v v v v o v - 8.3 123 20.6

Note: In the above table, the International Bank for Reconstruction and Development and the International
Monetary Fund are shown among the sources fo which foreign countries have resorted for net pur-
chases in the United States. On the othet hand, transactions between the U.S. Govermnment and the
International Bank and the Muneta? Fund aré not included in the table. No account has been taken
of 22 million dollars in gold and 75 milllon In U.S. dollars paid by other counfries than the United
States durlrtlg 1946-—47, upon their subscriptions to the International Bank for Reconstruction and
Davelopment, .
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while the three items: “sales of gold”, “reduction of banking funds” and
“hquidation of other assets in the United States”, constituting the use of
capital assets, covered just over one-third. Gold movements during 1946
and 1947 must be viewed in the light of what happened at the beginning
of, and in the course of, the 1939—45 war. The gold holdings of the United
States increased steadily up to the end of 1941 when they reached an end-
of-year peak of $22.7 milliard. At that date other countries would seem
to have had, together, a total of $10 to 11 milliard, and the United States
thus possessed about 70 per cent. of the world’s monetary gold stock. In
the autumn of 1941, lend-lease operations began to provide for a growing
proportion of the requirements of the allies of the United States — especially
the European allies — and at the same time many of the Latin American
countries found it impossible to spend more than a part of their current dollar
earnings, since the goods they wanted to import were in short supply. While
the war continued, the gold reserves of the United States declined; thus,
at the end of 1945, they stood at $20.1 milliard, the gold reserves of other
countries having risen to about $16 milliard. But the movements in the
two following vears reversed the trend once more: by the end of 1947 the
United States held $22.8 milliard, while the gold holdmgs of the rest of the
world had declined to about $13 milliard.

In addition to gold, many couniries hold foreign currencies, especially
dollars, as part of their monetary reserves. According to the table on page 111,
the amount of banking funds held in the United States was reduced by
$1.1 milliard in 1946 and by $1.2 milliard in the following year, the reduction
for the two years together actually accounting for nearly two-fifths of the
combined losses of gold and banking funds. The data given in the April
1948 number of the Federal Reserve Bulletin (already referred to above) have
made it possible to compile the following comprehensive table of gold and
banking funds held by the different countries at the end of 1945 and 1947.

Of their combined gold and dollar holdings, Europe and Latin America
each lost about one-quarter; but, although most countries were losers, there
was a great difference in the size of the losses. Proportionately, the biggest
drop is shown by Sweden (with a reduction of 76 per cent.), followed by
- France (63 per cent.) and Norway, Canada and the Argentine (59 per cent.
each). The fall in gold and dollar balances does not, of course, tell the whole
story of the amounts used by individual countries to cover deficits in their
balances of payments. For that purpose France, for instance, is reported to
have spent over $4 milliard between the summer of 1945 and the end of 1947,
of which less than one-third is accounted for by the reduction shown in the
above table. For 1946 and 1947 the United Kingdom had a current deficit
of £1,055 million (say, $4,200 million), while the reduction shown in the above
* table is only a fraction (about 7 per cent.) of this amount. In the “Economic
Survey for 1948 of the British (Government the net drain on gold and dollar
reserves in 1946 and 1947, including U.S. and Canadian credits, was put even
higher, at £1,24¢9 million (equal to about $5,000 million); but this included



certaln amounts paid on account of the sterling area. Account must, however,
be taken of drawings in 1947 on the International Monetary Fund to the extent
of $240 million, by which the gold reserves were pro tanto reconstituted.

Under an agreement with South Africa, the latter country undertook
to sell gold to the United Kingdom to the value of £80 