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ERRATA:

in the table, a footnote reference (%) should be added to the heading
“Direct aid’”;
in the column “Countries”, instead of: Germany (3}, read: Germany (3).

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

table — “United Kingdom: Gross national product”, under “Resocurces”,
instead of: Provision for depreciation and maintenance of buildings,
read: Provision for depreciation and maintenance

paragraph 2, line 2,

insteadl of: ... petsonal consumption tose only by about £320 million
and government consumption is found to have declined
by £165 million ...

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

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

table — ““Wage increases”, add to “France”, as footnote (1),
(M) Figures for 1947.

table — “Amount of wheat covered by the Wheat Agreement”,
Uhnited States, in millions of bushels,
instead of: 68, read: 168.

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.

in the table ~ “Terms of trade”, the heading should be corrected as
follows:
Average Values of Terms of
Year Trade
Imports | UK. Exports
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paragraph 5, line 1,

instead of: DM 3.33 = $ 1,

read: RM 333 = §1.

paragraph 1, line 5, and) instead of: Economic Survey for 1948,
line 4, read: Economic Survey for 1949.
paragraph 3, line 1,

instead of: While with E.R.P. countries ...
read: As regards E.R.P. countries, .

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

table — “Discount rates of central banks”, footnote (%),
instead of: In effect since 18th March 1949,
read: In effect since 22nd March 1949,

table — “United States: Annual rate of turnover of total deposits”,
delete the sub-heading ““in percentages’.

table — “France: Notes in circulation”, for 1948,
instead of: 933, read: 988.

table — “Bank of France: Balance sheet”, footnote,
mstead of: Including over Fr. fcs 400 million ...
read: ... Fr. fcs 400 milliard ...

paragraph 1, line g,
instead of: 15 to 10 per cent ...
read: 15 to 1z per cent ...

table — “Danish National Bank™: item “Gold",
instead of: 82,729, read: 82.7;

70,568, 70.0;

79,438, 70.4;

paragraph 2, line 2,

instead of: ... Sw.fcs 407 million ...
read: ... Sw.fes 507 million ...
paragraph 3, line 3,
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read: ....... 210.7 million . ..

heading,
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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 1st April 1948 and ended 31st March 1949. The results of the vear'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 1n 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 vosts, 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 1626 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 wvarious monetary authorities as a
depository for funds and a source of short-term financing.



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 mmposed 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 mnternational capital movements”,

In practice, 1t has so far proved difficult to frame and apply a system
of exchange contro]l 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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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 growing realisation of the part that foreign
investments and some of the other types of capital movements
might play; and the various signs of activity in this field must be
carefully watched.

Only two of the countries

United States for which suffictently compre-
government aid to foreign countries. hensive data are as yet avail-
able, viz. the United States and

Net unilatera! l:‘:;_‘;::ﬂ“’l‘:a‘:fs Net total Canada, had in 1948 a surplus

Period transters  lond investment on the current account of their

in_miffions of U. 5. dollars balances of payments permitting

1945 6,640 841 7,481 a net outflow of capital or a

1948 2,270 3,230 5,509 net reduction of foreign Ilia-
1947 1,812 6,391 8,703 e >

1948 4.308 ea7 4.996 bilities or a strengthening of

monetary reserves. LEven in the

Total 15,099 '1.649 26,868 case of the United States

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, UNRRA aid, etc.). In the
latter vear, 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,
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etc.), and in 1948 the United States again gave its assistance through uni-
lateral transfers — in the first place, the ER.P.

In the table below the U. §. 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. 5. government aid (grants and loans) was about $r 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.

United States government aid to foreign countries.

A, Unilateral transfers,

CM"‘.’" . Other
Straight a"".'.': F;:c?sj: su ':Sll,"s Greek- govern- Gross rel;?ast:a Net
. lend- " Turkish | E-R.P. ment |upilateral unilateral
Period tease | YNRRA |occupied ald transfers |  aid transfers [, o etars
aid terri- I ]
tories
in mifions of U.5, dollars
19456 . .. .| 7613 589 BT —_ - 442 | 9,515 2,875 | 68640
1946 . . .. 209 | 1,524 539 - - 245 | 2,517 238 | 2,279
1247 . ... —_ ¥88 980 74 —_— 430 2272 450 1,812
1948 . .. . —_ 84 1,263 349 1,867 1,073 4,636 328 4,308
Total . .. 7922 2,885 3,653 423 1,867 2,180 19,940 3901 15,039
B. Long-term loans and investments, (9
Subscriptions Loan
Lend- $u|::rr':.|h-Is Exgort- to the ta Total Net
. lease - Import Inter- | Mone- | United | Other Inflow
Period cradits p%r)ty Bank |national | tary King- outflow outflow
Barnk Fund dom
in millions of .S, dollars
1945 . ..., 830 63 as — — —_ 12 940 99 a41
1946 . ... 600 841 45 37 -] 00 12 3,320 50 | 3,230
1947 .. .. 2 274 796 318 2,745 2,850 80 7,065 174 G, Bt
1948 . . .. —_ 249 453 —_ _ 300 21 1,023 336 6687
Total ...| 1,432 | 1,427 | 2,220 635 | 2,750 { 3,750 125 | 12,348 699 | 11,649

{") Notincluding net privafe payments: viz. 1945: § 473 million; 1946: $ 598 million; 1947: § 368 million; 1944: § 603 million.

¢) including Interim aid to France, Haly and Austria, the Chinese aid program, war damage payments, grants to
the International Refugee Qrganisation and other transfers. (3 Including lend-lease setblements.

) Not Including net private outflow; viz. 1245: % 454 million; 1946: 5 26 million; 1947:% 744 million; 1948: 8§ 761 miflion.
) Including ship sales.

But this was not the only decline in the dollar resources available to
other countries. During 19047, the countries in question financed about
$4.5 milliard of their purchases in the United States from their own monetary
reserves; in 1948, purchases financed from these sources shrank to about
$360 million.
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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 milhard — 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 1049) issued
by the U.8. 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—43.

As compared with the
Movements of long-term capital effective outflow, in grants

to and from the United States. and loans, of government
funds from the United States

1947 1949 (about $6 milliard in 1947

items 7 miions and $5 milliard n 1948),
of U. S. dollars the net outflow of private
Movementof U.S..awned capital: - i
guemont of U S-our long term ‘capltal {at about
OUIFOW + v\ vomn e e e 7,065 1,023 $750 million for each of
L 174 338
these years) represents less
MNet outflow of government long-term
CAPIAl + v vv e ea e 6,591 687 than 15 per cent. of the
Private funds: total outward movement of
OUIOW -« « v v v ee v u e e s 1,600 1,300 funds. Nevertheless, the net
INfIOW. « v v e e 856 539 .
outflow of private long-term
Net outfiow of private long-ferm capita) 744 761 capital m I 947 and 1 948
Movement of foreign capital compares favourably Wlth the
invested inths United States: i "
OULFIOW « + v 2 o b ea e e sn s s 164 216 fnagmtude O.f such cap{tal
Inflow . oo v e i e 58 70 Investments 1 the period
Neat outflow of foreign capital invested
in the United States + . + . . . . . 106 145 before the second world war

(when first the great de-
Total net outflow of capital . . . . . . 7,781 1,693 pression and then fears of

_ war had a cramping effect),
Note: As shown in the table, net forei_?n investments in the United .
States were reduced by § 108 million (n 1947 and $145million in 1948, s but it was exceeded by the
irue that for most countries the existing contro) of foreign exchange . .
prevents capital movements to the United States; but, even in relation volume In 1922 and in the
to countries where rnovements are free {e. g. Switzerland), with-
drawals have exceeded new investments in the United States. years 1926-28.

In 1947 not less than 40 per cent. of the net outflow of private
~ long-term capital from the United States represented direct investments in the
petroleum industry in Latin America and the Middle East, In that year
direct private investrnents by the United States were primarily in the following
areas: Latin America ($408 million); the Middle East and Africa ($r15 mul-
lion); the Far East ($57.5 million); Europe ($54 million) and Canada and
Newfoundland (§2 million).
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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 Canada this Ioan subscribed in the United States was not the
only credit item on the country’s capital account with other countries in
1048; duting the year there was an inflow of capital to an estimated amount

of Can.$152 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. 8. direct investments
already existing in Canada is estimated to have risen in recent years by
The Foreign Exchange Control Board

some Can.$1is—1z5 million a vyear.
of Canada in its annual report for 1048 explains that

Canada: Balance of payments.

1947 1948
Items
in milions
of Can, dollars
Current Acgount in relation to:
Unpited States . . . . . .. .. ... — 1,136 — ao
Sterling area . .+ + . 4 v 044 e s + 874 4+ 617
Other countries. . . . . . . . ... . + 346 + 256
Balance. . « v v v v v v e + a5 + 472
Adjust: Contributions of official
velief . . . .. ... .. — 38 - 19
Balance on currentaccount | 4 a7 + 453
Capital Account:
Loans to the United Kingdom and
other governmems . . . . . .. .. — BY¥O — 142
Subscription to International Mone-
tary Fund . . . . .0 o000 o) = 74 -
Government of Canada - borrowing
in the United States , . ., . ... — + 150
QOther net capital movaments() . . . | — 146 + 35
Balance an capifal account - 790 + 43
Balance on current a.nd capital ac—
counts. . . . . . . e e e — {43 + 496
corresponding to the change in‘
Canada’s official holdings 6f gold
and US. dollars (%} . . . - . ... | — 743 4+ 496
|
M Excleding change in Gold uU.s. Total
g End of year dollars
Canada's  officlal .
holdings of goid in mitlions of U.5. dollars
and U.S. dollars. 1945. . . ., 354 | 1154 | 1508
(%) ThetotalofCanada's 1946 . . ... 536 700 | 1,245
holdings of gold and 1947 . . . ., 287 215 502
U.5, dollars was: 1948 . . .. . 401 597 808

“inflows for direct investment
arise out of the decisions of
non-resident Investors to build
factorles or open mines or
diill oil wells, etc. in Canada.
Such inflows thevefore con-
tribute directly to, and are
reflections of, the physical
development of Canada’s natu-
ral resources. They generally
involve, moreover, the provi-
sion of experience and ‘know-
how’ by the non-resident
investors. In this way, foreign
skills and techniques supple-
ment foreign risk-capital in
the direct investment held.

Decisions by non-residents
to undertake direct investments
in Canada are generally based
on long-term expectations. The
physical assets produced or
acquired by the capital inflow
are likely to be much [ess
liquid than marketable secu-
rittes. Direct investments are
therefore customarily not un-
dertaken unless they are viewed
as more or less permanent.
Those who are in search of
liquidity or who are influenced
by speculative considerations
choose some other form of
investment.”

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



The proceeds of the loan subscribed in the United States and the inflow
of capita! were sufficient to meet the amounis needed for retiremenis of
Canadian securities held abroad (about Can.$130 million) and for new loans
and credits to the amount of Can.$126 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

Furopean trade”, to quote the report of the Foreign Exchange Control
Board.

Where a net 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 sterling area 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 1048 is estimated at £5A150 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 vyears).
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 Iimits. Inside the sterling area various steps have been taken to put
a brake on unirammelled 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 s5th November 1948 new exchange



and import control regulations were issued by the Union Government to
preserve the country’s foreign exchange resources and gold reserves.

In Australia, no special regulations were enforced with regard to
capital movements, but in April 1948 the Prime Minister issued a warning
against the wuse 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 1048 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 United Kingdom —
a country which, both in 1947 and in 1948, increased its external capital assets
and reduced its sterling liabilittes (the main figures being given in the
“Economic Survey for 1949”, which was published in London in March
1949). Since there was in both 1047 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

United Kingdom: Changes in external obtained from foreign cre-
capital assets and in sterling liabilities. dits, monetary reserves,
Increases (1-) and decreases (—), etc., over 60 per cent
was required in 1947 to
Items 1947 1948 | cover the current deficit in
in millions of £ steing | the balance of payments,
Changes inexternalcapital assets® which meant that less than
of the United Kingdom: .
in the non-sterling area . . . . .. .. + T3 — 100 40 per cent. wen!: to bluld
inthe sterling area. . , « o « o ., « « + 179 + 192 up external Caplta]. assets
Metchangs . .. | + 252 | + @2 and reduce the amount of
Changesin sterling Ilabilitles: sterling liabilities. In 1948,
in relation to the pon-sterling area . . + 3 — 248 however, the percentages
in relation to the sterling area . ., ., . — 145 + 25
were more than reversed:
Net change . .. | — 142 | — 21U less than 30 per cent.
intreasa in external asseis plfus - i
decrease in [Tablilities . ... ... 394 fe e Of the available resources
in gold and dollars was

* Assefs ofber than holdings of gold and dolfars. absorbed by the current



United Kingdom: deficit, over 70 per cent.

Settiement of the gold and dolar deficit. being devoted to streng-
thening the external capital
1947 1948 position. The increase in
inmiions of £ sterling | eXternal capital assets 1s
mostly made up of

Itermns

{ncrease in external capital assets plus

. decreasa in sterling liabilities {as in the 7 T '
precading table) . . . - ... u - 394 303 mvest.ments i British

Deficit on current accountin the balance colonies and other parts
of payments of the United Kingdom . . 630 120 Of the CD onwealth, the

Total deficit to be coversd in : :
gold and dollars . .......... 1,024 423 Economic Survey stressing

that “this is an indis-
pensable element in the

These deficits were covered by:
Orawlng on United States and Canadlan

eredits . . . L . L. ‘o 812 B7 "
Drawing on International Monetary Fund 60 32 programme for develop 1ng
South African gold loan . . . . . P - a0 new sources of supply upon
Marshalt aid . . ... ... e e s — 169 ' .
Use of gold and dollar hotdings . . . . 152 55 which our ultimate hope
Total resources used to cover the of solvmg the dollar pro-
above deficits .. . .... ..., 1,024 423 blem 1is largely base: !r:

Note: This table' includes the net figures faor the whale sterlin and’ as a result Of the

area and, inter alia, £17 million drawn by India on the Internationa :
g‘lc;{letary Fund. finceﬁl htggerer.ththa net [trafnsagi?ns i? 3;?;'3 am:lf strengthening of the finan-
oflars are generally reflec n the amount of sterling lia es o : i Y .

the United Kingdom, the figures in the table give an approximately . Clal posmon n relatlon
correct impression of the changes in the position of the United to countries Whlch hOld

Kingdom itself.

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 transters 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. ‘

France, too, has in recent years made substantial investments in its
overseas territories, although the amounts involved cannot be exactly stated.
Whereas in 1913 commodity exports from Metropolitan France to these territortes:
were only one-eighth of the country’s total exports, in 1948 they amounted
to nearly one-half, while French imports from overseas territories rose during
the same period from one-tenth to over one-quarter of total imports. Exports
have thus risen more than imports, partly as a result of the contribution
made by the mother country to the post-war reconstruction of the various
territories. In the French balance of payments the current deficit of the
French overseas territories (for which Metropolitan France is liable) was equi-
valent to $162 million in 1947 and $190 million in 1948, but this did not
all cotrespond to capital Investment in the territories in question, a part
being, for instance, attributable to special requirements in Indo-China.



Fairly substantial capital movements of a private nature would seem to
have occurred in the form of repatriation of funds to the Swiss market
in amounts sufficient to cover, for the vears 1947 and 1948, deficits of
perhaps Sw.fcs 200-400 million on the current account of Switzerland’s
balance of payments and still enable the Swiss National Bank to increase its
reserves of gold and foreign exchange. Swiss investors have subscribed to
two Belgian loans of Sw.cs 50 million each (one in 1947 and the other in
1948) but, otherwise, private foreign lending, both on short and on long-term
account, has been at a low ebb, there having been a general tightening of
the Swiss capital market in the course of 1948. Early in 1949, however, a marked
change occurred, reflected in a fall in interest rates coincident with the
reappearance of a surplus on the current account of the balance of payments.
It is becoming increasingly realised that the Swiss market has, from current
savings, a surplus of funds available for investment abroad (but only if
suitable forms can be found; for people have not forgotten the heavy losses
incurred on their previous foreign investments). It may be recalled that in
the more favourable years in the nineteen-twenties the Swiss market used
to export some Sw.fcs 400 million a year.

The loans issued for Belgian account on the Swiss market constitute
an operation almost unique in the post-war period, since other issues of
bonds have, practically without exception, been limited to transactions
between countries belonging to the same monetary area — and then they have
mostly been for the purpose of converting old loans. The preponderance of
direct investments, after the war, in the movements of long-term capital
between different countries (quite one-half of the net outflow of private
capital from the United States being of this nature) reflects the investors’
distrust (caused by defaults and depreciations) in the soundness of bond
issues — a form of lending which accounted for the major part of the
international long-term investments after the first world war. In 1947 the
failure of the attempt to re-establish convertibility of sterling meant a further
setback for the revival of ptivate lending, and this, together with other
circumstances, contributed to a most critical situation in the autumn of
that year. Most governments in Europe had already drawn heavily on such
foreign loans and credits as they had obtained and, more often than not,
used up the greater part of their monetary reserves — and that at a time
when they had to face the consequences of an exceptionally poor harvest
{(some 30 per cent. below normal), which rendered them all dependent on
imports of foodstuffs.

Had it been necessary to reserve the available resources in gold and
dollars to pay for priority imports of food, many countries would have been
forced to make drastic cuts in their imports of raw materials, although such a
curtailment might have led to a serious breakdown in the economic life of
more than one country. These were the circumstances in which Marshall
aid was made available, first in the form of Interim aid to France, Italy
and Austria and then, In the course of 1948, as assistance to the wvarious






