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- TWENTY-FIRST ANNUAL REPORT
submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle, 11th June 1951.

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-first financial year, which began
on 1st April 1950 and ended 3i1st March 1951. The results of the year's
business operations are set out in detail in Chapter IX, together with a
general review of the current activities of the Bank and an analysis of the
balance sheet as at March 31st 1951,

The fnancial year closed with a surplus of 6,088,6093.31 Swiss gold
francs, of which 300,000 Swiss gold francs have been transferred to the
account for exceptional costs of administration and 2,700,000 Swiss gold
francs to the provision for contingencies, The net profit for the vear
thus amounts to 3,088,693.31 Swiss gold francs, to which 1s to be added

the balance carried forward from the preceding vear, making a total of -

5,715,066.26 Swiss gold francs. After allocation of 5 per cent. to the legal
reserve fund and with the inclusion of the wundistributed balance from
the financial year ended 31st March 1944, there 1s an amount of
5,431,822.44 Swiss gold francs available.

The Board of Directors recommends that out of this amount the
present General Meeting should declare a dividend of 12.53 Swiss gold
francs per share, payable in Swiss francs in the amount of 17.90 Swiss francs
per share, and that the balance of 2,925,822.44 Swiss gold francs should be
. carried forward.

At the end of the previous financial year there had been a surplus of
6,027,272.95 Swiss gold francs, of which 400,000 Swiss gold francs had been
transferred to the account for exceptional costs of administration and
3,000,000 Swiss gold francs to the provision for contingencies. The balance
of 2,627,272.95 Swiss gold francs had been carried forward.

The surplus for the financial year just ended has thus been of the
same order of magnitude as that for the preceding financial year, On the
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other hand, the total of the balance sheet reflected a further expansion of
the active resources of the Bank (that is to say the funds other than those
connected with the Hague Agreements, which are shown in the lower section
of the balance sheet).

The following table shows the movements of the Bank’'s active resources
during the past four financial vyears.

B.1.5.: Active resources and their utilisation.

Rasources Utllisation
Short- . Actual gold| Credits

Date term and |The Bank's| . lang invest-land invest- Tatal

sight |own iurada mants ments in

deposits in gold | currencies

In millions of Swiss gold france

1848 31st March . . . . . . ... 75 184 2590 143 11e 289
1948 b or et e e 242 183 426 188 237 4258
1850 ,, o e et e 497 189 686 285 401 666
1951 b e e 761 198 857 377 680 957

* Including reserve for minor liabilitles.

The expansion is entirely due to the increase in the deposits, in gold
and in currencies, which the European central banks have entrusted to the
Bank for International Settlements. This development has made it possible
for the Bank, as a centre of co-operation between these banks, to continue
to extend the scope and range of the services it can render them.

The transactions of the Bank, whether they have been in ¢onnection
with deposits and credits at short term, with foreign exchange operations, or
with sales, purchases and exchanges of gold, have always been carried out
in conformity with the monetary policy of the central banks concerned.

¢ Through 1ts various activities and thanks to the spirit of co-operation
with which it has invariably met in its dealings with the central banks, the
Bank for International Settlements has been able to consolidate the financial
results already obtained in previous years, although no resumption of trans-
fers on the assets connected with the Hague Agreements has as yet been
possible. It should be added that in these respects the Bank has done every-
thing in its power to protect the interests which it represents.

Since 1st July 1950 the Bank for International Settlements has been
performing the functions of Agent for the Organisation for European Economic
Co-operation in the working of the “Agreement for the Establishment
of a European Payments Union”, which has replaced the intra-European
payments and compensations agreements in force previously. As was the case
under the earlier agreements, the Bank is playing a purely technical réle in
relation to the European Payments Union, and it 1s anxious to add that in
carrying out its task 1t has received all the assistance needed from the
monetary authorities concerned.
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The Bank has also continued to co-operate on a satisfactory basis with
the other technical international organisations, in particular the International
Bank for Reconstruction and Development and the International Monetary
Fund. :

As in previous years, the Monetary and Economic Department of the
Bank has been actively engaged in the preparation of the Annual Report and
other documents published, and in making special studies in response to
requests by the central banks. In this sphere too, the increasing degree of
co-operation between the Furopean central banks has been most encouraging.

* . *
¥

The outbreak of the conflict in Korea suddenly gave a new slant to
the economic as well as the political outlook, thus dividing the vear 1950
for many countries — and above all for the United States — into two con-
trasting halves, the change in trend being reflected most strikingly in the
development of prices, production and the network of international trade
and payments. Inevitably, the great changes in the United States had their
repercussions on the economic and financial position of other countries.
It is, however, important not to exaggerate the extent of this sudden twist
but, rather, to examine the evolution of the wvarious economies in relation
to previous developments. As far as most European countries are concerned
there was little increase in armament expenditure during 1950, and in many
cases the more radical alterations in the cost of living and in wages did
not take place before the early months of the following year. 1950 was
essentially a year of continued consolidation of that astonishing progress
which Europe had been making with only slight interruptions since the
crisis of 1947 — a year which had been fraught with such difficulties that
the rather easy-going post-war optimism vanished abruptly and new, deter-
mined efforts were made to get a grip on the situation through national
exertions helped by substantial aid from the United States.

Looking back over the years which have passed since hostilities ceased,
on¢ is now better able to discern the difficulties which have had to be
-overcome and, particularly, the losses which have had to be made good
after nearly six years of destruction and “disorganisation.

1. In the first place, it is necessary to mention the loss of life and
disablement not only among soldiers but also among civilians. It is
true that overall figures show that the population of FEurope was
somewhat larger in 1925 than in 1913 and that between 1939 and
1950 the increase was as much as 10 per cent. In both cases, how-
ever, war losses had been heavy among young people — often the
bravest and best, with their main achievements still in the future.
For this reason the losses have their maximum effect after the lapse
of fifteen to twenty-five years, when a new generation of mature
men should be taking over from their elders (such belated after-effects
of the first world war are still being felt in France and the United
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Kingdom, for instance). Fortunately for some countries, the loss of life
which they sustained in the second world war was on a smaller scale:
estimates put the number of killed at 400,000 for the United Kingdom
and 650,000 for France. But the U.S.8.R., as well as Poland, suffered
more during the second war, and the German losses were also heavier,
being estimated to have reached 3.5 million, including civilian casualties.*
For western Germany the influx of refugees, although causing diffi-
culties ' of many kinds, has undoubtedly met part of the great need for
additional manpower.

In contrast to what happened during the first world war, there
was a rather remarkable increase in the birth rate in a large number of
countries already during the second world war, and since it came to
an end the birth rate has, in general, remained above pre-war.

Birth rates in various countries.

Countries 1813 1918 1928 1828 1943 1945 1249
Ratas per 1,000 inhabilants
Belgium . . . . . 224 11.2 18.4 158 148 15.7 17.2
Czechoslovakia . 33.0(" 2.4 23.3 16,7 21.5 19.5 22,1
Denmark . . . . . 256 24.1 19.6 8.1 21.4 235 189
France . . . ... 18.8 12.1 18,2 14.6 16.0 16.5 21.0
Germany. . . . . 275 4.3 18.6 196 16.0 15.2(23) 16.5 ()
Maly . ...... 31.9 19.2 26.7 238 200 185 200
Nethetlands . . . 283 248 233 20.5 230 226 237
Norway . .. .. 25.1 246 17.9 15.4 18.92 20.0 195
Sweden . . ... 23.2 203 16.0 149 19.3 20.4 17.4
Switzertand . . . 232 18.7 17.3 15.2 19,2 20.1 8.4
United Kingdom . 24.2 it 172 155 186 16,2 170
Unlted States . . 285 24.7 19.7 17.8 218 19.6 24.0
('Y Estimates for 1905-09. {3 1946 average. @& For western Germany.

Note: In a few countries the rise jn the birth rate had already begun in the late thirties. Gradually it
became a general European phenomenon, appearing both in Catholic and in Protestant countries.” To
saome extent the increase is clearly connected with a rise in the marriage raie, which is at least partly ihe
result of a high level of employment and algo reflects a growing disposition 1o establish family ties without
waiting until the breadwinner has a ‘‘safe job" and other conditions of the same kind are present.

At the same time, death rates have continued to decline —
especially the rate of infant mortality — the consequence being an
appreciable increase in the excess of births, which in most countries of
western Furope had shown a downward trend until the very end of
the inter-war period. In France the aggregate increase in population during
the five years 1945—49 reached an annual average of about 500,000, this
being the highest level for any five-year period since the regular com-
pilation of population statistics was first undertaken in France in 1811,

* The United States lost 126,000 in the first world war and over 300,000 in the second. The
total population increased by 21 million between 1039 and 1950, and the number of persons
actively employed rose from 45 million in 1939 (when there were 914 million unemployed} to
about 60 million in the spring of 1951, when there were about 215 million unemployed.
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In many countries' of the world the natural increase in population
is already so large that the raising and even the maintenance of the
standard of living are becoming difficult problems. But for several European
countries with considerable possibilities of further economic development
the danger, between the two wars, came decidedly from the opposite
direction. At present the birth rate required to maintain a stable popula-
tion is, as a rule, about 20 per mille in Europe, and the rise in birth
rates from the low point reached in the 1930s is not likely to lead to
over-population in this continent. It will obviously be some years before
the higher birth rate affects conditions on the labour market ~— indeed
many countries in FEurope still have difficulty in finding sufficient
manpower for all their economic and other needs. Whatever may be
the particular difficulties of a few countries, there 13 no ‘‘structural”
reason for uneasiness about surplus manpower in general in Europe —
and that is even truer of the western world as a whole — provided
more rational methods for utilising existing possibilities are arrived at
and sufficient freedom of movement is ensured.

. There was more direct damage to property in Europe in the
second than in the first world war — and there was also much
material damage in areas such as the Malay peninsula and Indonesia,
which had been untouched by actual hostilities during the first worid
war. In addition, the enforced neglect of repairs and maintenance and
the wear and tear of household articles, etc. represented, in general,
a greater drain on resources in the second world war.

The recuperative power of modern economies 1s, however, con-
siderable and, although repair of war damage will still be a charge in
the budgets of several countries for some ten or fifteen years to come,
- the apparatus of production has, within the space of a few years, been
re-established in such a way as to give a yield well above the pre-war
level.

There has been another kind of damage less easily made good, viz.
the loss of foreign investments. As a result of the two world wars, France
almost lost its status as a creditor nation. In the first world war the
United Kingdom used up some £850 million of overseas investments
and in the second world war about £1,10c million (out of a total of
approximately £3,700 million in 1939). On the second occasion it also
incurred debts to other countries in order to obtain the resources
needed for the prosecution of the war. Some £3,000 million was added
in this way to the sterling balances, which amounted to about £8co
mithon before the war, when they were held by various central banks
or private firms and individuals as part of their monetary reserves or
as a working balance. Now that prices of raw materials and most
other commodities dealt in within the sterling area are, on an average,
quite three times as high as before the war, a more tolerable
relation is being re-established between the current liabilities of the
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United Kingdom and its liquid resources — but at the same time the
rise in prices has been reducing the real value of long-term bonds
and has thus caused a further forfeiture of the fruits of investments
made out of the past savings of the Furopean countries.

. The losses in foreign investments necessitate changes in the flow of
goods and services entering into international trade and may be regarded
as part of the disorganisation caused by war. When trade currents
are diverted from their normal channels, price structures distorted and
monetary systems upset, it may take a considerable time to overcome
the disruptive effects; and such damage may well turn out to be a
more serious consequence of the war than material destruction.

At the time when the second world war came to an end, the
internal monetary and price mechanism had been disorganised to almost
as great an extent as the system of international trade and payments —
as a result, on the one hand, of the smallness of output for civilian
requirements and, on the other, of the excessive volume of money
created by war finance. In various countries a spectacular rise in prices
ensued from this lack of balance between the volume of money and
the supply of goods. In others prices and wages were kept more under
control but, so long as the excess supply of money remained, pro-
duction was hampered and distorted by the lack of adequate stocks,
by ‘“bottlenecks”, and by the scarcity of labour in essential industries.
In addition, lack of consumer goods seemed to discourage effort on
the part of the worker even more effectively than high tax rates.
In his Presidential address to the Royal Economic Society in 1947,
Sir Hubert Henderson, discussing the ‘repressed inflation” in the
United Kingdom, expressed the opinion that:

“the excess of aggregate demand today is probably responsible
for a greater waste of productive power than resulted from the defi-
clency of aggregate demand in the 1930s; it cannot be allowed to
persist indefinitely without disaster.”

To cure the disequilibrium between the volume of money and the
supply of goods and services the most obvious remedy would seem to
be to increase production. But in many countries the disequilibrium
was too large to be removed by this method alone. Nor did it help
matters when the increased output was allowed to give rise to a
cotresponding amount of fresh purchasing power (and still less when
the expansion of production was financed by new central-bank money).

To reduce an existing volume of money is by no means simple,
and only a few countries have tried it (see page 13); but steps to
prevent fresh money from being issued can more easily be taken and
such action will ensure that, with increasing output (and in most
cases increasing prices), equilibrium will ultimately be reached between
the volume of money and the supply of goods and services. Then —
and only then — will the balancing mechanism operate, first on the



home market (whose capacity to adapt itself to changing conditions
will benefit by the renewed effectiveness of the price system) and after-
wards, by natural sequence, in relation to other economies as well.
Extraordinary as it may seem, balance-of-payments problems have been
very widely regarded as something separate from the internal economy,
although it could be shown for one country after the other that the
aggregate demand for goods and services exceeded the supply — the
consequence being that imports tended to rise and exports to fall and
a 'gap” to emerge which had to be filled by means of domestic
reserves or foreign aid. On page 102 of this Bank’s nineteenth "Annual
Report (published in June 1949) it was pointed out that:

“There is a link between what is imported and what must be
exported, Imports always absorb a part” of the domestic purchasing
power and, in a country where there is no inflation (i, e. no addition
to the volume of purchasing power beyond what the current increase
in production requires), this absorption sets free a corresponding part
of the national production for export ... In fact, the home producers
will be once more under compulsion to export. The important thing is,
on the one hand, to arrest internal inflation and, on the other, to
reinstate the stabilising mechanism which resides in the fact that, once
this full monetary balance has been established internally, imports
lead to exports — and that i1s the case not only because imports
put purchasing power at the disposal of the seller countries but
also because the importing country must needs export in its turn
if goods are not to remain unsold.”

. It is no easy matter to reinstate ‘‘the stabilising mechanism” in the
interplay of finance, production and commodity markets after it has been
put out of gear by the war; and the task is not made easier by
the fact that ideas have survived from an earlier period which are
certainly not applicable to the task of post-war reconstruction.
The great depression of the 1930s, with the terrific losses it occasioned
and the persistence of a high unemployment figure in some of the
leading industrial countries, made a very great impression on people’s
minds and affected their economic beliefs more profoundly than either
of the two world wars. In the theoretical sphere there was Keynes's
“General Theory of Employment, Interest and Money” (published in
1936) and in the practical sphere the ‘“New Deal” in the United States
and, in a different setting, Germany’'s policy of full employment, public
works and rearmament, financed under conditions approximating to a
closed economy. In all these cases ‘‘cheap money” and substantial
additions to the volume of monetary demand played a decisive réle —
and there was clearly much to be said for an expanding supply of
purchasing power at a time when goods were piling up, investment
possibilities were less obvious, foreign trade was largely stagnating and
a great deal of the available productive capacity (men, machines and
materials}) remained unutilised. That was, however, a most unusual
situation, and it underwent a radical change when the second werld
war broke out. But strangely enough the policy of maintaining a low



level of interest rates could still be applied, since in wartime the volume
of government borrowing would not be affected by higher rates and the
volume of private investment could be adjusted through the operation of
direct controls {in particular, allocation of materials). The system seemed
to work well under the conditions prevailing, and authoritative voices
forecast that it would continue to be applied after the war — this view
receiving support from the wide-spread assumption that a depression
would set in not long after hostilities had ceased and that conditions
would thus be similar to those which had characterised the 1930s.

Contrary to these expectations, business remained good, with a
pronounced sellers’ market and a nearer approach to full employment
than had ever been known in peacetime. Nevertheless, the idea of
a coming depression was hard to kil and, quite apart from the
inference to be drawn from the continued cheap-money policy of
most financial authorities, the attitude of the business community
bore witness to this
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greater than the expansion of credit, while in the second world
war, thanks largely to the price and cost controls then imposed, the
cost-and-price structure was kept well within the credit volume. Thus
on this occasion there was no need for any downward adjustment of
costs and prices once the war was. over — on the contrary, a con-
siderable rise in costs and prices was indicated, in order to restore
equilibrium — and consequently there was no reason to expect a repeti-
tion of the short, though sharp, recession which had set in in 1920
immediately after the end of the first world war. Nor did the situation
provide any grounds for fearing, in the near future, the emergence
of a prolonged depression, since investment requirements (kept waiting
during the war and expanding with the increase in population) were
considerable.

_ One thing, then, is certain: the state of affairs which followed the
second world war was just the opposite of the situation in the 1930s.
Inflation has reigned instead of a slump in prices; there has been no abun-
dance of savings but a scarcity of resources for financing investments. It has
proved singularly difficult, however, to liberate men’s minds
from the hold which pre-war ideas and policies had obtained
over them. Perhaps the greatest effect was produced by the rapid recovery
of the United States from the minor recession of 1949 — a recovery which
had already firmly asserted itself before the outbreak of the conflict in Korea
in the middle of 1950. And with new rearmament expenditure coming on
top of a pre-existent boom, it is obvious that the main monetary task now
is to stop inflation - from getting the upper hand.

It would, however, be giving a wrong impression to suggest that the
struggle against an excess of money is wholly of recent origin. In
some countries the redundancy inherited from the war was never in doubt —
and for that reason three of them, Belgium, the Netherlands and Denmark,
had no sooner regained their freedom than they took steps to curtail the
supply of money, in the first place by blocking part of the circulation
{notes and deposits) and, in the second place, by devoting the proceeds of
special taxes to a deflation of the credit volume. Still more drastic  steps
were taken by certain countries which actually cancelled the major part
~{(up to go per cent. or even more) of the purchastng power in the hands
of the public and of financial institutions. To this group belong Austria (in
1945 and again in November 1947), the U.5.8.R. (in December 1947),
Germany (in 1948 - the three western occupying powers for their zone in
June and the USSR, for its zone a little later in the same month) and Poland
{in November 1950 — see page 134). Naturally, questions of equalisation and com-
pensation for losses have arisen, and they have been solved in different ways —
a great part of the loss always being borne by the holders of notes and deposits,
however. It is possible to argue that, had no cancellation been made, prices would
have increased so sharply that great losses would, even so, have been caused



to holders of money claims.®* But, though this may be true, the loss actually
suffered is what is remembered, and the memory of it naturally lingers; it will
requite a most careful monetary policy in the future to regain the confidence
of those who can normally be counted on to save, and to revive their willing-
ness to invest their savings on a substantial scale in long-term money claims.

But even in those countries in which there has been no curtailment of
the supply of money, the redundancy being absorbed largely as the result of an
increase in prices (and to a lesser extent through an increase in the supply of

goods and services),
United States: Movements of money supply the ordinary man has
and of prices and wages. “found the situation

disturbing because the

foms June‘;939 JunetoI945 Deoem?:r 1948 _pric ¢ rise has tended

June 1845 December 1848 | December 1950 to be so considerable.

percentage change Thus, in the United

Currency In cireulation | -+ 318 + 4 | — 4 States, the country

Demand deposits{). . + 152 + 24 + 8 Wh ose pric':e move-

Total money supply . + 182 + 19 + 6 ments are of predomi-
. nantimportance for the

greesteprees o+ gt | r@ |2 8| world trend, the post

Wage rates(s) , . . . . + 82 + 23 + 12 war Tise was more

pronounced than the
(") Adjusted demand deposits of business and Indivlduals with the banking A .

system. (@ Hourly eamings. rise during the war,
For a number of European countries whose prices, compared with those
of the United States, were definitely on the high side in 1945, the increase
in American prices since the middle of that year made it easier to restore
equilibrium on foreign account. Belgium and Switzerland were among these
countries and their task was facilitated by the fact that they never succumbed
to the idea that a plentiful supply of funds and rigidly cheap money were
required by the post-war economy. Their attitude was rather exceptional
however: in varlous countries, especially in 1946, the supply of money was
subjected to a process of expansion, which operated directly in cases  where
budget deficits were covered by resort to the central bank, and indirectly
in countries where the budgets were less seriously in disequilibrium but
central-bank operations were undertaken for the purpose of keeping ' long-
term rates of interest artificially low. After the failure of the attempt to
re-establish convertibility of sterling in the summer of 1947, however, long-
term interest rates in ‘the United Kingdom were allowed to rise from the
pegged rate of 2% to about 3 per cent. as part of a general financial pro-
gramme which included the realisation of an overall surplus in the budget,
while in Sweden the pegging of the rates continued although an attempt

was made to cut down investments and imports by direct control.
* Afier the complete annihilation of the value of the German mark in the years following the first world
war, provmon was made for a "revaluatlon of different kinds of money claims, the compensating
increase varying somewhat from province to province, since not only a national but also regional

equalisation funds had been formed. For *savings deposits” for instance, the rates of revaluation
would seem to have varied between 15 and 29 per cent.



In 1947 Italy, having experienced the obwvious economic and social evil
of rapidly rising prices {which went up to ffty-five times the pre-war level),
also succeeded in attaining stability, mainly through a slowing-down in the
expansion of credit. In the same year the Bank of France increased its rate
of discount in several stages from 1%/; to 2'/,-3 per cent., thus giving an
indication of its intention that money should be less cheap and plentiful —
a policy which, like Italy, France had decided to follow in order to over-

come the inflation,

'E.C.A. aid: Allotments to participating countries.

3rd April 1948 to 30th June 1951.

Approximate
Countries Dlesct grant Loan Con:i]gonal Totat (1) ‘I,: r::l::?::
: to nationat
income
in millions of U.S. dollars percentages
Austria . . .. ... .. 515.7 — 4.7 5204 4
Belglum-Luxemburg . . 17.7 52.6 480.8 531.1 4
Denmark . . . ... .. 204.3 31.0 9.1 2444 3
France . ... .. ... 2,034.1 1824 G1.4 22719 4
Germany (western) (9 . a73.2 - 21986 1,191.8 2y,
Graece . . . v .. o4 s 453.6 — — 453.6 73
feeland , . . . .. ... 10.7 4.3 35 i85 [
Ireland . . .. .. ... 18.0 128.2 — 1462 5
Maly .. ........ 1,060.8 730 85,8 1,227.6 5
MNetherlands () . . . . . 1765 180.7 3.6 957.8 8
Norway . . . .+« « 4« 1738 35.0 10.9 2194 5
Portugal . . ... ... 585 347 8.3 48.6 .
Sweden . .. .. ... — 20.4 88.1 1185 H
Trieste . . .. .. ... 34.3 — —_ 343
Turkey . . . ... ... 34e 73.0 17,3 125.1 2
Unlted Kingdom . . . . 1,636.9 336.9 532.1 2,705.9 3
Europeaan Paymants
Unien ... .. .. 350.0 — — 350.0 .
Prepald Freight Account 56.0 — — 56.0 .
Total . . . 8,562.6 i,122.2 1,542.2 11,226.9 3y

() Excludes G.A.R.1LO.A. {i.e. Government Arproprlations and Relief for Imports In Occupled Areas) and funds

for special programmes such ag fachnica
@ Includes allotments previously assigned to the Bizone and the French Zone.
@ Includes ald to Indonesla prior to 1st July 1950.

Note: Of the $11,226.9 million alfotted up to the end of June 1951 a total of 39,187 million had been actually

used to pay for the following goods and services:

Food, fodder and fertilisers . . . . .« .
Fued. . ... .. '

Raw materials and semi-finished products . . . . . . ... . ...

Machinery and vehicles
Miscellaneous and unclassifled

Qcean freight PP
Technical services, . . . . ... .. ... .

Shipping disbursements . . . . + + + + + 4 s e e e

Grand total of E.C.A. expenditure up te 28ih February 1951

assistance, strategic materials and relief shipments.

In millions of
U.5. dollars
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Some serious efforts characterised by a new sense of realism were then
made in individual countries; but it is questionable at what rate results could
have been obtained had it not been for the promise of aid from the United
States in 1947 and ifs actual appearance in 1948. This ald was conceived,
in the first place, as a means of helping to pay for imports, principally from
the dollar area. But at the same time it had another aspect: it.represented
“additional free resources’” equivalent to savings on the home market —
indeed, more valuable than ‘“domestic savings’ since, as dollar purchasing
power, it could be used to buy materials, machines and articles which would
otherwise have been hard to obtain and the lack of which would have meant
troublesome bottlenecks. For the countries of western Europe it is estimated
that, in the vears July 1948 to June 1950, the rate of their own net domestic
saving worked out at 1o~i2 per cent. of the national income; on an average,
Marshall aid was equal to about 3Y% per cent. of the national income,
and thus increased the available savings by about one-third — a very real
contribution, without which the wvolume of investment would have had to
be severely curtailed. :

The amounts voted as Marshall aid and thus made avatlable to the Fconomic
Co-operation Administration {"'E.C.A.”) reach a total of $12.3 milliard for the whole
period from April 1948 to June 1951. Up to 3rd April 1951 (the last date for
which, at the time of writing, a report of the E.C.A. was available) allotments had
been made as shown in the preceding table.

The circumstance that the largest item is foodstuffs, i.e. a typical form of
consumption goods, is, of course, quite compatible with the fact that the recipient
countries — thanks to these imports — have been able to expand their volume of
investments beyond what would otherwise have been within their capacity; for the
receipt of these goods increased the countries’ real resources, and the amounts of
local currency received in payment for such goods were normally treated as funds
to be used for purposes other than public or private consumption. As eatly as 1948
the majority of the governments concerned were able to cover their current
expenditure by current revenue and were also beginning to pay for a part of their
investments out of tax receipts. This being the case, the additional resources
obtained through Marshall aid were free for capital purposes,

When the E.C.A. disburses the dollar aid, ‘‘counterpart funds’® have
to be deposited in the local currency at rates agreed upon; there is then a time-
lag between the depositing of the funds and the approval of amounts for particular
purposes and often a further time-lag between the approval and the actual with-
drawal of the amounts for the uses approved. As regards the utilisation of counter-
part funds, information has been available up to the end of January 1951 and is
summarised in the following table, it being understood that the *‘doilar equivalents'
give only an approximate idea of the magnitudes involved.

It may, of course, happen that the financing of certain specific tasks by
counterpait funds sets resources of domestic origin (e. g. current savings) free for
other outlay, so that the beneficial effects may have been wide indeed. But in
order to determine what more immediate use has been made of these additional
resources, obtained from abroad, it is natural to consider, in the first place, the
purposes for which counterpart funds have been released, and in that comnection
it is possible to distinguish between three different cases:

1, In so far as the resources received have been devoted to ‘‘promotion of
production’’ the official allocation of the funds gives, on the whole, an
adequate idea of the investments which have been financed by Marshall aid,






