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ERRATA:

Page 17: in the table, a footnote reference (2) should be added to the heading
"Direct aid";
in the column "Countries", instead of: Germany (2), read: Germany (3).

Page 60: in the table,
instead of: Raw materials and imported products,
read: Raw materials and semi-finished goods.

Page 66: table - "United Kingdom: Gross national product", under "Resources",
instead of: Provision for depreciation and maintenance of buildings,
read: Provision for depreciation and maintenance

paragraph 2, line 2,
instead of: . . . personal consumption rose only by about £320 million

and government consumption is found to have declined
by £165 million . . .

read: . . . personal consumption rose only by about £540 million
and government consumption is found to have declined
by £155 million . . .

paragraph 2, line 5,
instead of: Economic Survey for 1948 . . .
read: Economic Survey for 1949 • . .

Page 107: table - "Wage increases", add to "France", as footnote (1),
i1) Figures for 1947.

table - "Amount of wheat covered by the Wheat Agreement",
United States, in millions of bushels,
instead of: 68, read: 168.

Page 108: line 4,
instead of: . . . delivered as follows by the exporting countries,
read: . . . delivered by the exporting countries as shown in the table

on the preceding page.

Page n o : in the table - "Terms of trade", the heading should be corrected as
follows :

Average Values of
Year

Imports U.K.Exports

Terms of



Page 124: paragraph 5, line 1,
instead of: DM 3.33 = $ 1,
read: RM 3.33 = $ 1.

Page 127: paragraph 1, line 5, and! instead of: Economic Survey for 1948,

Page 149: line 4, jread: Economic Survey for 1949.

Page 135: paragraph 3, line 1,
instead of: While with E.R.P. countries . . .
read: As regards E.R.P. countries, . . .

Page 156: last paragraph, line 5,
instead of: . . . in unrefined gold which was not covered . . .
read: . . . in unrefined gold which was covered by the regulation . . .

Page 162: table - "Discount rates of central banks", footnote (4),
instead of: In effect since 18th March 1949,
read: In effect since 22nd March 1949.

Page 166: table - "United States: Annual rate of turnover of total deposits",
delete the sub-heading "in percentages".

Page 169: table - "France: Notes in circulation", for 1948,
instead of: 933, read: 988.
table - "Bank of France: Balance sheet", footnote,
instead of: Including over Fr. fcs 400 million . . .
read: . . . Fr. fcs 400 milliard . . .

Page 177: paragraph i, line 9,
instead of: 15 to 10 per cent . . .
read: 15 to 12 per cent . . .

Page 183: table - "Danish National Bank": item "Gold",
instead of: 82,729, read: 82.7;

70,568, 70.6;
70,438, 70.4;

Page 184: paragraph 2, line 2,
instead of: . . . Sw.fcs 407 million . . .
read: . . . Sw.fcs 507 million . . .

Page 214: paragraph 3, line 3,
instead of: . . . 43.6 million . . .
read: 210.3 million . . .

Page 252: heading,
instead of: . . . International Payments . . .
read: . . . Intra-European Payments . . .
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NINETEENTH ANNUAL REPORT
submitted to the

ANNUAL GENERAL MEETING

of the

BANK FOR INTERNATIONAL SETTLEMENTS

held at

Basle, 13th June 1949.

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the nineteenth financial year, which began
on ist April 1948 and ended 31st March 1949. The results of the year's
business operations are set out in detail in the section from page 214 to
page 222 together with a general review of the current activities of the Bank
and an analysis of the balance sheet as at 31st March 1949.

The financial year closed with a surplus of 5,101,855.91 Swiss gold
francs, of which 300,000 Swiss gold francs have been transferred to
the account for exceptional costs of administration and the remaining
4,801,855.91 Swiss gold francs to the provision for contingencies. At the
end of the previous financial year (on 31st March 1948), the greater part
of the surplus for that year was transferred to a Special Suspense Account,
which thus reached 13,547,201.77 Swiss gold francs. The amount on this
account has now been amalgamated with other amounts set aside in earlier
years to meet contingencies and, in the balance sheet as at 31st March 1949, the
consolidated account is included in a new item, "Provision for Contingencies",
which shows a total of 101,448,567.70 Swiss gold francs.

It was expressly stated in the Annual Report for the previous financial
year that "wider fluctuations must be expected in the financial results of the
Bank than in the years prior to the war, as a much smaller proportion of
income is now derived from interest on investments". Had it not been
for the fact that the Bank for International Settlements was able to develop
its business relations with the various central banks and thus succeeded in
increasing the volume of its individual transactions, it would have found
it difficult, with rising tosts, to arrive at the comparatively satisfactory results
attained in the financial year under review. As it was, between the end of
March 1948 and the end of March 1949, the total of the Bank's balance
sheet rose from 555.8 to 722.5 million Swiss gold francs — mainly owing to
an increase of 162.6 million Swiss gold francs in deposits received in
currencies from central banks. This increase in the funds entrusted to the
Bank for International Settlements is in itself a sign of a return to more
normal conditions; and, in that way, it may be said to reflect the need here in
Europe for an institution serving the various monetary authorities as a
depository for funds and a source of short-term financing.
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I. International Capital Movements and Grants in Aid.

With exchange control in force in almost all countries of the world
(the United States and Switzerland being the outstanding exceptions) and with
some control of capital issues imposed in almost every market, one of the
shortcomings of the post-war monetary situation has been that, between the
different countries, transfers of capital other than those officially arranged have
been restricted in volume and limited to particular fields. As will be seen
from the figures in the following pages, private investments abroad have been
of real importance only when undertaken for special purposes (e. g. to develop
valuable oil resources) or within special monetary areas (strengthening the ties
between a European country and its overseas territories).

It should be remembered that, not only in the decade following the first
world war, when exchange control, as we now conceive it, was unknown, but also
in the latter half of the inter-war period, capital funds moved from one centre
to another, in search of security (i.e. really to avoid a loss) or for the sake of
speculative gains; the movements in question had at times a distinctly disturbing
effect on the currency situation (even though their responsibility for currency
changes has often been exaggerated, since the real causes —• heavy budget
deficits, too high costs — were largely of a more fundamental nature). One of
the reasons advanced for the maintenance of exchange control after the second
world war has been the plea that control was necessary to prevent a recurrence
of unmanageable capital movements. Officially, the need for a control of transfers
on capital account has been recognised: in the Articles of Agreement of the
International Monetary Fund it is stipulated that, subject to certain temporary
exceptions, "no member shall, without the approval of the Fund, impose
restrictions on the making of payments and transfers for current international
transactions", the emphasis on the world "current" signifying that there is no
prohibition against control as regards capital transfers, another article speci-
fically stating that "members may exercise such controls as are necessary to
regulate international capital movements".

In practice, it has so far proved difficult to frame and apply a system
of exchange control that does not stand in the way of desirable capital
movements, one reason being that it is no easy matter to distinguish clearly,
in the daily run of business, between capital movements, on the one hand,
and current transactions, on the other. Sometimes one finds a tendency to
overestimate the amounts involved in capital movements: it often happens
that all purchases of foreign exchange outside the regular channels of the
Control are referred to as flight of capital (see page 132), whereas, when
foreign currencies are bought in parallel markets in order to import com-
modities for which no licence has been granted, this is obviously a trans-
action relating to foreign trade and thus falling within the current account
of the balance of payments (there being no question of a transfer of capital).
The somewhat arbitrary character of many of the interventions and prohibi-
tions imposed by the Foreign Exchange Control cannot fail to have a cramping
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U n i t e d S t a t e s
g o v e r n m e n t a i d t o f o r e i g n c o u n t r i e s .

effect on such capital movements as are undoubtedly desirable. For the
fact is that hindrance to ordinary capital movements is largely to be found
in the circumstance that funds will not readily flow to a country which
does not offer sufficient guarantees of monetary stability and from which the
funds cannot be legally repatriated when required. Control encounters the
same difficulty here as in other fields: at best, exchange control secures what
it can actually manage to lay its hands on but, operating by prohibitions,.it does
not attract funds and there will, therefore, be few voluntary movements by which
it can benefit. Between most markets there has been a failure to revive both the
so-called equilibrating movements of a short-term character (which used to ease
the strain of seasonal and other fluctuations in the supply of foreign exchange)
and the long-term capital investments which have in the past been such an
important aid in the economic development of the world as a whole.

There is, however, a g r o w i n g r e a l i s a t i o n of t h e p a r t t h a t f o r e i g n
i n v e s t m e n t s a n d s o m e of t h e o t h e r t y p e s of c a p i t a l m o v e m e n t s
m i g h t p l a y ; a n d t h e v a r i o u s s i g n s of a c t i v i t y in this field must be
carefully watched.

Only two of the countries
for which sufficiently compre-
hensive data are as yet avail-
able, viz. the United States and
Canada, had in 1948 a surplus
on the current account of their
balances of payments permitting
a n e t outflow of capital or a
n e t reduction of foreign lia-
bilities or a strengthening of
monetary reserves. Even in the
case of the U n i t e d S t a t e s
capital transactions on private

account did not correspond, either in 1947 or in 1948, to more than a
fraction of the amounts going abroad through government grants and
credits. On the whole, it may be said that U. S. aid makes up for the
insufficiency of private movements of capital which for a number of reasons
has characterised the post-war period. The table gives a comprehensive
picture of all the assistance extended by the U. S. Government to foreign
countries in the form of gifts (or "unilateral transfers") as well as long-term
loans and investments from public funds.

All the four years 1945-48 were characterised by a heavy export sur-
plus for the United States. In 1945 and the first half of 1946 this was
financed mainly by unilateral transfers (lend-lease, U N R R A aid, etc.). In the
latter year, however, the bulk of the financing began to be done in the form
of foreign loans granted by the U.S. Government, and this mode of financing
was even more widely used in 1947. But the funds thus made available
proved insufficient (partly because of special difficulties — poor harvests,

Period

1945
1946
1947
1948

Total

Net unilateral
transfers

Net outflow of
long-term loans
and investment

Net total

In millions of U.S. dollars

6,640
2,279
1,812
4,308

15,039

841
3,230
6,891

687

11,649

7,481
5,509
8,703
4,995

26,688
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etc.)) and in 1948 the United States again gave its assistance through uni-
lateral transfers — in the first place, the E.R.P.

In the table below the U. S. government subscriptions to the capital
resources of the International Bank for Reconstruction and Development and
of the International Monetary Fund are shown as part of the "long-term
loans and investments" for 1947; but the total thus received by the Bank
and the Fund was not at the disposal of other countries in that year. If
allowance is made for this circumstance, it will be found that the net
U. S. government aid (grants and loans) was about $1 milliard less in 1948
than in 1947; moreover, the net dollar disbursements by the International Bank
for Reconstruction and Development and the International Monetary Fund
declined by about $400 million from 1947 to 1948.

U n i t e d S t a t e s g o v e r n m e n t a i d t o f o r e i g n c o u n t r i e s .

A . Un i la te ra l t r a n s f e r s . W

Period

1945 . . . .
1946 . . . .
1947 . . . .
1948 . . . .

Total . . .

Straight
lend-
lease

UNRRA
and post-
UNRRA

aid

Civilian
supplies

for
occupied

terri-
tories

Greek-
Turkish

aid
E. R. P.

Other
govern-

ment
transfers

(2)

Gross
unilateral

aid

Less
reverse

transfers
(3)

Net
unilateral
transfers

In millions of U.S. dollars

7,613
209

7,822

589
1,524

788
84

2,985

871
539
980

1,263

3,653

74
349

423

1,867

1,867

442
245
430

1,073

2,190

9,515
2,517
2,272
4,636

18,940

2,875
238
460
328

3,901

6,640
2,279
1,812
4,308

15,039

B. Long-term loans and investments. W

Period

1945 . . . .
1946 . . . .
1947 . . . .
1948 . . . .

Total . . .

Lend-
lease

credits

Surplus
pro-

perty
(5)

Export-
Import
Bank

Subscr
to

Inter-
national

Bank

iptions
the

Mone-
tary

Fund

Loan
to

United
King-
dom

Other Total
outflow

Inflow Net
outflow

in millions of U.S. dollars

830
600

2

1,432

63
841
274
249

1,427

35
945
796
453

2,229

317
318

635

5
2,745

2,750

600
2,850

300

3,750

12
12
80
21

125

940
3,320
7,065
1,023

12,348

99
90

174
336

699

841
3,230
6,891

687

11,649

(1) Not including net private payments: viz. 1945:$ 473 million; 1946: $598 million; 1947: $568 million; 1948: $603 million.
('•) Including Interim aid to France, Italy and Austria, the Chinese aid program, war damage payments, grants to

the International Refugee Organisation and other transfers. (3) Including lend-lease settlements.
(") Not including net private outflow: viz. 1945:$ 454 million; 1946:$ 26 million; 1947:$ 744 million; 1948:$ 761 million.
(5) Including ship sales.

B u t t h i s w a s n o t t h e o n l y d e c l i n e i n t h e d o l l a r r e s o u r c e s a v a i l a b l e t o

o t h e r c o u n t r i e s . D u r i n g 1 9 4 7 , t h e c o u n t r i e s i n q u e s t i o n financed a b o u t

$ 4 . 5 m i l l i a r d o f t h e i r p u r c h a s e s i n t h e U n i t e d S t a t e s f r o m t h e i r o w n m o n e t a r y

r e s e r v e s ; i n 1 9 4 8 , p u r c h a s e s financed f r o m t h e s e s o u r c e s s h r a n k t o a b o u t

$ 8 6 0 m i l l i o n .
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To meet the resulting total decline of about $5 milliard in their dollar
supplies, the other countries increased their exports to the United States by
about $2 milliard and reduced their purchases in the United States by
about $3 milliard — which represents a considerable reduction in the trade
deficit of the rest of the world in relation to the United States. In commenting
on these figures, the Survey of Current Business (for March 1949) issued
by the U . S . Department of Commerce expressed the opinion that such a
"result could not have been achieved without considerable progress in foreign
economic recovery and the continued high level of business activity in this
country" (i.e. the United States).

If attention is concentrated on the movements of capital (as distinct from
grants and other unilateral transfers), the following table shows the results of
such movements during the years 1947-48.

As compared with the
M o v e m e n t s o f l o n g - t e r m c a p i t a l effective outf low, in grants

to a n d f r o m t h e U n i t e d S t a t e s . a n d l o a n s > of government
funds from the United States
(about $6 milliard in 1947
and $5 milliard in 1948),
the net outflow of private
long-term capital (at about
$750 million for each of
these years) represents less
than 15 per cent, of the
total outward movement of
funds. Nevertheless, the net
outflow of private long-term
capital in 1947 and 1948
compares favourably with the
magnitude of such capital
investments in the period
before the second world war
(when first the great de-
pression and then fears of
war had a cramping effect),
but it was exceeded by the

Items

Movementof U.S.-owned cap i ta l :
Government funds :

Outflow

Net outflow of government long-term
capital

Private funds :
Outflow

Net outflow of private long-term capital

Movement of fore ign capi tal
invested in the United States:

Inflow
Net outflow of foreign capital invested

in the United States

Total net outflow of capital

1947 1948

in millions
of U. S. dollars

7,065
174

6,891

1,600
856

744

164
58

106

7,741

1,023
336

687

1,300
539

761

215
70

145

1,593

Note: As shown in the table, net foreign investments in the United
States were reduced by $106 million in 1947 and $145 million in 1948. It is
true that for most countries the existing control of foreign exchange . . , . ,
prevents capital movements to the United States; but, even in relation Vo lume i n 1922 a n d i n t n e
to countries where movements are free (e. g. Switzerland), with-
drawals have exceeded new investments in the United States. years 1926-28.

I n 1 9 4 7 n o t l e s s t h a n 7 0 p e r c e n t , o f t h e n e t o u t f l o w o f p r i v a t e

l o n g - t e r m c a p i t a l f r o m t h e U n i t e d S t a t e s r e p r e s e n t e d d i r e c t i n v e s t m e n t s i n t h e

p e t r o l e u m i n d u s t r y i n L a t i n A m e r i c a a n d t h e M i d d l e E a s t . I n t h a t y e a r

d i r e c t p r i v a t e i n v e s t m e n t s b y t h e U n i t e d S t a t e s w e r e p r i m a r i l y i n t h e f o l l o w i n g

a r e a s : L a t i n A m e r i c a ( $ 4 0 8 m i l l i o n ) ; t h e M i d d l e E a s t a n d A f r i c a ( $ 1 1 5 m i l -

l i o n ) ; t h e F a r E a s t ( $ 5 7 . 5 m i l l i o n ) ; E u r o p e ( $ 5 4 m i l l i o n ) a n d C a n a d a a n d

N e w f o u n d l a n d ( $ 2 m i l l i o n ) .
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The net outflow of private long-term capital in 1948 included a Canadian
Government loan of $150 million taken up by a group of insurance
companies in the United States.

For C a n a d a this loan subscribed in the United States was not the
only credit item on the country's capital account with other countries in
1948; during the year there was an inflow of capital to an estimated amount
of Can.$i52 million, mainly from the United States.* To the extent of
Can.$68 million this represented direct investments in Canadian property
and businesses (as distinct from portfolio investments in public issues of
Canadian securities and various forms of short-term capital movements). It
may, moreover, be mentioned that the book value of U. S. direct investments
already existing in Canada is estimated to have risen in recent years by
some Can .$ i i5 - i25 million a year. The Foreign Exchange Control Board
of Canada in its annual report for 1948 explains that

C a n a d a : Ba lance of paymen ts .

1947
Items

1948

in millions
of Can. dollars

— 1,135

+ 874

+ 346

— 401

+ 617

+ 256

85

— 33

+ 472

— 19

47 + 453

" inf lows for d i r ec t i n v e s t m e n t
ar ise o u t of t h e decis ions of
n o n - r e s i d e n t i nves to r s t o b u i l d
factories o r o p e n m i n e s or
dr i l l oil wells , e t c . i n C a n a d a .
Such inflows the re fo re con-
t r i b u t e d i rec t ly t o , a n d are
ref lect ions of, t h e phys ica l
d e v e l o p m e n t of C a n a d a ' s n a t u -
ra l r e s o u r c e s . T h e y genera l ly
involve , m o r e o v e r , t h e p rov i -
s ion of e x p e r i e n c e a n d ' k n o w -
h o w ' b y t h e n o n - r e s i d e n t
inves to rs . I n th i s way, foreign
skills a n d t e c h n i q u e s s u p p l e -
m e n t foreign r i sk -cap i t a l in
t h e d i rec t i n v e s t m e n t field.

Dec i s ions b y non- re s iden t s
to u n d e r t a k e d i r ec t i n v e s t m e n t s
i n C a n a d a a r e genera l ly b a s e d
o n l o n g - t e r m expec ta t ions . T h e
phys ica l assets p r o d u c e d or
a c q u i r e d b y t h e capi ta l inflow
are likely t o b e m u c h less
l iqu id t h a n m a r k e t a b l e secu-
r i t ies . D i r e c t i n v e s t m e n t s a re
the re fo re c u s t o m a r i l y no t u n -
d e r t a k e n un les s t h e y are v iewed
as m o r e o r less p e r m a n e n t .
T h o s e w h o a r e i n search of
l iqu id i ty or w h o a re inf luenced
b y specu la t ive cons ide ra t ions
choose s o m e o t h e r fo rm of
i n v e s t m e n t . "

* This inflow of capital and various other capital movements mentioned in the text are not specified
in the table, where they are included in the item "other net capital movements".

Cur ren t Account in relation to:
United States

Sterling area

Other countries

Balance

A d j u s t : Contributions of official
relief

Balance on current account

Cap i ta l A c c o u n t :
Loans to the United Kingdom and

other governments

Subscription to International Mone-
tary Fund

Government of Canada — borrowing
in the United States

Other net capital movements 0) . . .

Balance on capital account . . . .

Balance on current and capital ac-
counts

corresponding to the change i n :

Canada's official holdings of gold
and U.S. dollars (?) . . . . . . . .

— 570

— 74

146

— 790

— 743

743

— 142

+ 150

+ 35

43

+ 496

+ 496

0) Excluding change in
Canada's official
holdings of gold
and U.S. dollars.

C2) ThetotalofCanada's
holdings of gold and
U.S. dollars was:

End of year

1945
1946
1947
1948

Gold U.S.
dollars

in millions of U.S

354
536
287
401

1,154
709
215
597

Total

.dollars

1,508
1,245

502
998



The proceeds of the loan subscribed in the United States and the inflow
of capital were sufficient to meet the amounts needed for retirements of
Canadian securities held abroad (about Can. $130 million) and for new loans
and credits to the amount of Can.$i26 million (net) granted to the United
Kingdom and other governments.

As shown by the table, Canada's official reserves in gold and U. S.
dollars increased in 1948 by slightly more than the surplus on the current account
of the balance of payments. This would not have been possible had it not
been for "the important and helpful part played by the European Recovery
Program, which went into effect in April 1948, in preventing a severe
contraction in the level of our exports to countries participating in this
Program and in maintaining our receipts of convertible exchange from our
European trade", to quote the report of the Foreign Exchange Control
Board.

Where a n e t outflow of funds has occurred, it naturally shows itself as
a surplus on the current account of the balances of payments of the capital-
exporting countries; capital funds may have left other countries too, but
such outflows must then have been counterbalanced by foreign grants and
credits or the use of the country's own gold and foreign exchange reserves.
There have been large-scale movements within the s t e r l i n g a r ea and some of
these movements have been essentially of a speculative character in that
they have been unconnected with the financing of any particular business
activity. The movement of funds to South Africa would seem to have been
largely of this character: the net inflow of capital in the years 1946 and
1947 and the first quarter of 1948 is estimated at £SAi5o million (a sum
equal to two-fifths of the total amount of capital imported between 1870
and 1936; but commodity prices were then lower than in recent years).
Much of the capital thus imported was exported again in the three last
quarters of 1948.

It is well to remember that, when capital movements are said to
be "of a speculative character" in the sense indicated in the text, they
may simply reflect a desire on the part of the owner to diversify his
capital investments. But, if there are many who want to make the same
change in their investments, the resulting flow may, in the aggregate, create
difficulties of a monetary character. And transfers of funds not followed
by actual investments may appear definitely undesirable if they exceed
certain limits. Inside the sterling area various steps have been taken to put
a brake on untrammelled movements, in particular of so-called "hot money".
In March 1948 an exchange control order was issued in the Union of South
Africa banning the acceptance of deposits from other countries in the sterling
area unless the depositor in question could prove that the money was needed
for productive purposes within the Union. As a further step, South Africans
were directed to invest at once any money received from abroad or to
return it within thirty days; and on 5th November 1948 new exchange
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and import control regulations were issued by the Union Government to
preserve the country's foreign exchange resources and gold reserves.

In A u s t r a l i a , no special regulations were enforced with regard to
capital movements, but in April 1948 the Prime Minister issued a warning
against the use of the Commonwealth as a refuge for "hot money",
pointing out that, according to provisions already in force, such money
could not be withdrawn from Australia without official permit ; the Minister
for Post-war Reconstruction estimated in the autumn of 1948 that amounts
equal to some £A 50 million had either entered the Australian market or were
seeking to do so.

The somewhat speculative transfers of funds to and from South Africa
and Australia have attracted a great deal of attention but they constituted
only a part of the transfers of funds from and to the U n i t e d K i n g d o m —
a country which, both in 1947 and in 1948, increased its external capital assets
and reduced its sterling liabilities (the main figures being given in the
"Economic Survey for 1949", which was published in London in March
1949). Since there was in both 1947 and 1948 a deficit on the current account
of the British balance of payments, the overseas investments and the reduc-
tion of sterling liabilities were met by utilisation of gold and dollar resources
obtained from credits, grants, monetary reserves, etc. (Some of the data for
1948 are still provisional.)

Thus the United Kingdom increased its external capital assets and
reduced its sterling liabilities to the tune of about £400 million in 1947 and
£300 million in 1948. The following table shows how these amounts, as well
as the deficit on current account in the balance of payments, were covered
by available resources in gold and dollars.

Of the gold and dollars
obtained from foreign cre-
dits, monetary reserves,
etc., over 60 per cent,
was required in 1947 to
cover the current deficit in
the balance of payments,
which meant that less than
40 per cent, went to build
up external capital assets
and reduce the amount of
sterling liabilities. In 1948,
however, the percentages
were more than reversed:
less than 30 per cent,
of the available resources
in gold and dollars was

* Assets other than holdings of gold and dollars. absorbed b y the Current

Uni ted K ingdom: Changes in external
cap i ta l assets and in s te r l i ng l iab i l i t i es .

Increases (+) and decreases (—).

Items

C h a n g e s i n e x t e r n a l c a p i t a l assets*
of the U n i t e d K i n g d o m :

in the non-sterling area

Net change . . .

C h a n g e s in s t e r l i n g l i a b i l i t i e s :
in relation to the non-sterling area . .
in relation to the sterling area . . . .

Net change . . .

I nc rease in e x t e r n a l assets plus
decrease in l i a b i l i t i e s

1947 1948

in millions of£ sterling

+ 73
+ 179

+ 252

+ 3
— 145

— 142

394

— 100
+ 192

+ 92

— 246
+ 35

— 211

303



-I- S*

United K ingdom :
Set t lement of the gold and do l la r def ic i t .

deficit, over 70 per cent,
being devoted to streng-
thening the external capital
position. The increase in
external capital assets is
mostly made up of
investments in British
colonies and other parts
of the Commonwealth, the
Economic Survey stressing
that "this is an indis-
pensable element in the
programme for developing
new sources of supply upon
which our ultimate hope
of solving the dollar pro-
blem is largely based" ;
and, as a result of the
strengthening of the finan-
cial position in relation
to countries which hold
balances of sterling, the

Survey thinks it will be less likely that in future these countries "will be
able to draw gold and dollars from us; indeed, the significant improvement
which has taken place in the position of sterling in the world's financial
centres has been one of the most striking developments of the last year".

The Survey does not differentiate between the transfers of capital on
government and on private account. It is known, however, that a consider-
able part of the overseas investments took the form of establishing subsidiary
companies or expanding already established firms, mostly in sterling-area
countries, the financial development going together with an emigration of
manual workers and other staff.

Items

Increase in external c a p i t a l assets plus
. decrease in sterling liabilities (as in the

preceding table)
Deficit on c u r r e n t account in the balance

of payments of the United Kingdom . .

T o t a l d e f i c i t to be cove red in
g o l d a n d d o l l a r s

These deficits were cove red by:
Drawing on United States and Canadian

credits
Drawing on International Monetary Fund
South African gold loan
Marshall aid
Use of gold and dollar holdings . . . .

T o t a l r e s o u r c e s used to cove r t h e
above d e f i c i t s

1947 1948

in millions of £ sterling

394

630

1,024

812
60

152

1,024

303

120

423

87
32
80

169
55

423

N o t e : This table' includes the net figures for the whole sterling
area and, Inter alia, £17 million drawn by India on the International
Monetary Fund. Since, however, the net transactions in gold and
dollars are generally reflected in the amount of sterling liabilities of
the United Kingdom, the figures in the table give an approximately
correct impression of the changes in the position of the United
Kingdom itself.

F r a n c e , t o o , h a s i n r e c e n t y e a r s m a d e s u b s t a n t i a l i n v e s t m e n t s i n i t s

o v e r s e a s t e r r i t o r i e s , a l t h o u g h t h e a m o u n t s i n v o l v e d c a n n o t b e e x a c t l y s t a t e d .

W h e r e a s i n 1 9 1 3 c o m m o d i t y e x p o r t s f r o m M e t r o p o l i t a n F r a n c e t o t h e s e t e r r i t o r i e s

w e r e o n l y o n e - e i g h t h o f t h e c o u n t r y ' s t o t a l e x p o r t s , i n 1 9 4 8 t h e y a m o u n t e d

t o n e a r l y o n e - h a l f , w h i l e F r e n c h i m p o r t s f r o m o v e r s e a s t e r r i t o r i e s r o s e d u r i n g

t h e s a m e p e r i o d f r o m o n e - t e n t h t o o v e r o n e - q u a r t e r o f t o t a l i m p o r t s . E x p o r t s

h a v e t h u s r i s e n m o r e t h a n i m p o r t s , p a r t l y a s a r e s u l t o f t h e c o n t r i b u t i o n

m a d e b y t h e m o t h e r c o u n t r y t o t h e p o s t - w a r r e c o n s t r u c t i o n o f t h e v a r i o u s

t e r r i t o r i e s . I n t h e F r e n c h b a l a n c e o f p a y m e n t s t h e c u r r e n t d e f i c i t o f t h e

F r e n c h o v e r s e a s t e r r i t o r i e s ( f o r w h i c h M e t r o p o l i t a n F r a n c e i s l i a b l e ) w a s e q u i -

v a l e n t t o $ 1 6 2 m i l l i o n i n 1 9 4 7 a n < ^ $ 1 9 0 m i l l i o n i n 1 9 4 8 , b u t t h i s d i d n o t

a l l c o r r e s p o n d t o c a p i t a l i n v e s t m e n t i n t h e t e r r i t o r i e s i n q u e s t i o n , a p a r t

b e i n g , f o r i n s t a n c e , a t t r i b u t a b l e t o s p e c i a l r e q u i r e m e n t s i n I n d o - C h i n a .
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F a i r l y s u b s t a n t i a l c a p i t a l m o v e m e n t s o f a p r i v a t e n a t u r e w o u l d s e e m to

h a v e o c c u r r e d i n t h e f o r m o f r e p a t r i a t i o n o f f u n d s t o t h e S w i s s m a r k e t

i n a m o u n t s su f f i c i en t t o c o v e r , fo r t h e y e a r s 1 9 4 7 a n d 1 9 4 8 , de f i c i t s o f

p e r h a p s S w . f c s 2 0 0 - 4 0 0 m i l l i o n o n t h e c u r r e n t a c c o u n t o f S w i t z e r l a n d ' s

b a l a n c e of p a y m e n t s a n d s t i l l e n a b l e t h e S w i s s N a t i o n a l B a n k t o i n c r e a s e i t s

r e s e r v e s o f g o l d a n d f o r e i g n e x c h a n g e . S w i s s i n v e s t o r s h a v e s u b s c r i b e d t o

t w o B e l g i a n l o a n s o f S w . f c s 5 0 m i l l i o n e a c h ( o n e i n 1 9 4 7 a n d t h e o t h e r i n

1 9 4 8 ) b u t , o t h e r w i s e , p r i v a t e f o r e i g n l e n d i n g , b o t h o n s h o r t a n d o n l o n g - t e r m

a c c o u n t , h a s b e e n a t a l o w e b b , t h e r e h a v i n g b e e n a g e n e r a l t i g h t e n i n g o f

t h e S w i s s c a p i t a l m a r k e t i n t h e c o u r s e o f 1 9 4 8 . E a r l y i n 1 9 4 9 , h o w e v e r , a m a r k e d

c h a n g e o c c u r r e d , r e f l e c t e d i n a fall i n i n t e r e s t r a t e s c o i n c i d e n t w i t h t h e

r e a p p e a r a n c e o f a s u r p l u s o n t h e c u r r e n t a c c o u n t o f t h e b a l a n c e o f p a y m e n t s .

I t i s b e c o m i n g i n c r e a s i n g l y r e a l i s e d t h a t t h e S w i s s m a r k e t h a s , f r o m c u r r e n t

s a v i n g s , a s u r p l u s o f f u n d s a v a i l a b l e fo r i n v e s t m e n t a b r o a d ( b u t o n l y if

s u i t a b l e f o r m s c a n b e f o u n d ; fo r p e o p l e h a v e n o t f o r g o t t e n t h e h e a v y l o s s e s

i n c u r r e d o n t h e i r p r e v i o u s f o r e i g n i n v e s t m e n t s ) . I t m a y b e r e c a l l e d t h a t i n

t h e m o r e f a v o u r a b l e y e a r s i n t h e n i n e t e e n - t w e n t i e s t h e S w i s s m a r k e t u s e d

t o e x p o r t s o m e S w . f c s 4 0 0 m i l l i o n a y e a r .

T h e l o a n s i s s u e d fo r B e l g i a n a c c o u n t o n t h e S w i s s m a r k e t c o n s t i t u t e

a n o p e r a t i o n a l m o s t u n i q u e i n t h e p o s t - w a r p e r i o d , s i n c e o t h e r i s s u e s o f

b o n d s h a v e , p r a c t i c a l l y w i t h o u t e x c e p t i o n , b e e n l i m i t e d t o t r a n s a c t i o n s

b e t w e e n c o u n t r i e s b e l o n g i n g t o t h e s a m e m o n e t a r y a r e a — a n d t h e n t h e y h a v e

m o s t l y b e e n for t h e p u r p o s e o f c o n v e r t i n g o l d l o a n s . T h e p r e p o n d e r a n c e o f

d i r e c t i n v e s t m e n t s , a f t e r t h e w a r , i n t h e m o v e m e n t s of l o n g - t e r m c a p i t a l

b e t w e e n d i f f e r e n t c o u n t r i e s ( q u i t e o n e - h a l f o f t h e n e t o u t f l o w o f p r i v a t e

c a p i t a l f r o m t h e U n i t e d S t a t e s b e i n g o f t h i s n a t u r e ) r e f l ec t s t h e i n v e s t o r s '

d i s t r u s t ( c a u s e d b y d e f a u l t s a n d d e p r e c i a t i o n s ) i n t h e s o u n d n e s s o f b o n d

i s s u e s — a f o r m o f l e n d i n g w h i c h a c c o u n t e d f o r t h e m a j o r p a r t o f t h e

i n t e r n a t i o n a l l o n g - t e r m i n v e s t m e n t s a f t e r t h e first w o r l d w a r . I n 1 9 4 7 t h e

f a i l u r e o f t h e a t t e m p t t o r e - e s t a b l i s h c o n v e r t i b i l i t y o f s t e r l i n g m e a n t a f u r t h e r

s e t b a c k fo r t h e r e v i v a l o f p r i v a t e l e n d i n g , a n d t h i s , t o g e t h e r w i t h o t h e r

c i r c u m s t a n c e s , c o n t r i b u t e d t o a m o s t c r i t i c a l s i t u a t i o n i n t h e a u t u m n o f

t h a t y e a r . M o s t g o v e r n m e n t s i n E u r o p e h a d a l r e a d y d r a w n h e a v i l y o n s u c h

f o r e i g n l o a n s a n d c r e d i t s as t h e y h a d o b t a i n e d a n d , m o r e o f t e n t h a n n o t ,

u s e d u p t h e g r e a t e r p a r t o f t h e i r m o n e t a r y r e s e r v e s — a n d t h a t a t a t i m e

w h e n t h e y h a d t o f ace t h e c o n s e q u e n c e s o f a n e x c e p t i o n a l l y p o o r h a r v e s t

( s o m e 3 0 p e r c e n t , b e l o w n o r m a l ) , w h i c h r e n d e r e d t h e m all d e p e n d e n t o n

i m p o r t s o f f o o d s t u f f s .

H a d i t b e e n n e c e s s a r y t o r e s e r v e t h e a v a i l a b l e r e s o u r c e s i n g o l d a n d

d o l l a r s t o p a y fo r p r i o r i t y i m p o r t s o f f o o d , m a n y c o u n t r i e s w o u l d h a v e b e e n

f o r c e d t o m a k e d r a s t i c c u t s i n t h e i r i m p o r t s o f r a w m a t e r i a l s , a l t h o u g h s u c h a

c u r t a i l m e n t m i g h t h a v e l e d t o a s e r i o u s b r e a k d o w n i n t h e e c o n o m i c life o f

m o r e t h a n o n e c o u n t r y . T h e s e w e r e t h e c i r c u m s t a n c e s i n w h i c h M a r s h a l l

a i d w a s m a d e a v a i l a b l e , first i n t h e f o r m o f I n t e r i m a i d t o F r a n c e , I t a l y

a n d A u s t r i a a n d t h e n , i n t h e c o u r s e o f 1 9 4 8 , as a s s i s t a n c e t o t h e v a r i o u s
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countries participating in the European Recovery Program. The United States
had adopted a new formula for the granting of aid, in view of the fact that
the Export-Import Bank had well-nigh exhausted its resources and little
remained of the British loan, while the task in hand obviously went beyond
the purposes of such institutions as the International Monetary Fund and the
International Bank for Reconstruction and Development, since, in accordance
with the provisions of their statutes regarding the conditions under which
funds could be made available to borrowers and the repayment of such
funds, they would have had to give full consideration to the economic situation
of the countries concerned.

Much has been written about Marshall aid and the facts and figures
are well known also in circles other than those directly concerned with its
administration, but it is essential to keep the main data firmly in mind
because of their importance for the financing of trade as well as from a
general point of view.

The principle of stop-gap aid to France, Italy and Austria, for the
purchase of essential commodities in the first quarter of 1948, was approved
by Congress through the adoption of the "Foreign Aid Act" on 17th December
1947 and, a few days later, Congress appropriated $540 million, including
$522 million for Interim aid and $18 million for assistance to China. The
I n t e r i m a id was divided as follows:

France $ 284 million
Italy $ 181
Austria S 57 ,,

Total $ 522 million

By the end of March a further $55 million was appropriated as Interim
aid for France, Italy and Austria, to enable those countries to hold out until
the European Recovery Program would become operative.

The E u r o p e a n R e c o v e r y P r o g r a m itself was enacted when the President
of the United States affixed his signature on 3rd April 1948 to the "Foreign
Assistance Act of 1948", of which Title I (under the name of "Economic
Co-operation Act of 1948") laid down that assistance should be extended to
the sixteen European countries having signed, on 22nd September 1947, the
report of the Committee of European Economic Co-operation, to their Overseas
Dependencies, to the Allied Zones of Occupation in Germany and to the
Free Territory of Trieste.

By various decisions, Congress appropriated an amount of $5,000 million
p l u s the transfer to the European Recovery Program (usually referred to
as E.R. P.) of a carry-over of $10 million from the $55 million formerly
allocated as a supplement to Interim aid. In addition, $1,300 million was
appropriated for relief and recovery in occupied areas (including Japan);


