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Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-second financial year, which
began on 1st April 195F and ended 31st March 1952. The results of the
year's business operations are set out in detail in Chapter X, together with
a general review of the current activities of the Bank and an analysis of the
balance sheet as at March 31st 1gs52. :

The financial year closed with a surplus of 6,399,601.22 Swiss gold
francs, of which 500,000 Swiss gold francs has been transferred to the
account for exceptional costs of administration and 3,200,000 Swiss gold
francs to the provision for contingencies. The net profit for the year thus
amounts to 2,699,601.22 Swiss gold francs. After the allocation of 5 per cent.
to the Legal Reserve Fund and with the inclusion of the balance brought
forward from the preceding year, there is an amount of 5,490,443.60 Swiss
gold francs available. :

The Board of Directors recommends that from this amount the present
General Meeting should declare a dividend of 12.60 Swiss gold francs per
share, payable in Swiss francs in the amount of 18.00 Swiss francs per share,
and that the balance of 2,970,443. 60 Swiss gold francs should be carried
forward.

The surplus for the previous financial year, ended 31st March 1951,
was 6,088,603.31 Swiss gold francs, of which 300,000 Swiss gold francs was
transferred to the account for exceptional costs of administration and 2,700,000
Swiss gold francs to the provision for contingencies. After the inclusion of
the balance brought forward and the allocation” of 5 per cent. to the Legal
Reserve Fund, the amount then available was 5,431,822.44 Swiss gold francs.
The dividend declared at the last Annual General Meeting was 12.53 Swiss
gold francs per share, payable in the amount of 17.90 Swiss francs, and
the balance carried forward was 2,925,822.44 Swiss gold francs.
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The surplus for the financial year just ended has thus reached a level
slightly above that for the preceding financial year. The following table
shows the movements of the Bank's active resources during the last five
financial years.

B.I.5.: Active resources and their utilisation.

Resources Utillsatlon

Date :e?r':f:.;d The Bank's ::;u ?n!nfe(:g ancdrg\irt:st-
sight [9own I‘-""ds Total ments | ments in Total

deposits in gold | currencies

in millions of Swiss gold francs

1948 3Mst March . . . ... ... k-] 184 255 143 116 259
1989 L, . ae.... | 22 183 425 186 237 425
1980 B on e e 497 189 686 285 401 686
1951 o e e e s 761 196 957 377 580 957
1862 ., B rr e e T41 201 942 513 429 942

* Including reserve for minor [labilities.

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

The Bank, as a centre of co-operation between the European central
banks, has continued to render these banks the services which lie within its
power. Its financial situation has remained satisfactory although no resumption
of transfers on the assets conmected with the Hague Agreements has as yet
been possible. Negotiations for the resumption of these transfers have been
initiated at the International Conference on German Debts, which opened in
London last February.

The Bank has continued to petrform the functions of Agent for the
- Organisation for European Economic Co-operation in the working of the
Agreement for the European Payments Union. It has also continued to
co-operate on a satisfactory basis with the other technical international
organisations and commissions, in particular the International Bank for
Reconstruction and Development and the International Monetary Fund.

As in previous years, the Monetary and Economic Department has been
actively engaged not only in the preparation of the Annual Report and the
other documents which are published from time to time, but also in making
spectal studies of the economic and financial position of individual countries.
These studies have been undertaken, in each case, at the request of the
central bank concerned; and on these and other occasions the FEuropean
central banks have again given evidence of the value which they attach to
the maintenance of close contact with the Bank for International Settlements.

#. *
*
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In the first half of 195o, before the outbreak of the conflict in
Korea, there was a real approach to economic balance throughout the world.
In the United States, the slight recession noticeable in 1949 had come to
an end, and from the spring of 1950 onwards, mainly under the influence
of intensified building activity, the upturn in American business really began
to gather momentum. This prosperity had a stimulating influence on con-
ditions elsewhere. In the raw-material-producing countries in south-eastern
Asia and in other parts of the world, the worst ravages of the war had
been repaired, and these areas were again in a position to serve as im-
portant partners in triangular trade, on account of the increase in their dollar
earnings resulting from exports to the American market, In western Europe,
further efforts were being made to increase production and balance budgets,
good progress had been made in getting rid of the excess of money which
was a legacy of the war, and current investments were being financed to an
increasing extent from genuine domestic savings, reinforced by foreign aid. The
devaluations of the autumn of 1949 may be said to have led to a more realistic
alignment between the European currencies and the dollar area. On current ac-
count, the balance of payments of western Europe in relation to all other countries
showed, for the first six months of 1950, a deficit of no more than $930 mil-

lion (which was less than

Gold d dollar hoidi one-fourth of the corre-
old reserves and dollar holdings ! th

of western Europe (0.E.E.C. countries). Spoqdlng deficit in 1947).
At the end of December, in millions of U.S. dolars. Dunng the same half.year,

woge | almost all the countries in
western Europe were able
to increase their mone-
tary reserves, so that the
stage was set for a further
5000 liberalisation of trade under
' the auspices of O.E.E.C,
— a process which was
also helped on its way
by the special mechanism
0 of the European Payments
Union (in effect from
1st July 1950). '

Yet the equilibrium was none too sure. The economies of the
various European countries had been .strengthened, but favourable conditions
were not destined to last for long; soon their powers of resistance were to
be exposed successively to two very severe tests:

16006

worgr 1945 1946 1967 1943 1949 1950 95l

(1) the ouibreak of the conflict in Korea in the middle of 1950; and then
— after an interval of a year or more —

(i) the rearmament effort initiated by an increasing number of countries in 1951.

It was only when conditions had changed, and the strain of Korea
and of rearmament was beginning to make itself felt, that it was duly



— 4 —

apprectated how advantageous the situation had been for most countries in
the first half of 1950, thanks to three important factors: the business recovery
in the United States, to which reference has already been made; a reflux of
funds to the countries which had devalued their currencies in. the autumn
of 1949 (with, in the sterling area, a further improvement in the balance of
payments as a result of the restrictions on dollar imports agreed upon in the
surnmer of that year); and the fact that in 1950 the flow of Marshall aid
was effectively at its maximum. Confidence in the capacity of the nations to
_ redress their economic and financial position was steadily growing, when
suddenly the shrill warning note of Korea told the countries of the wes-
tern world that their troubles were by no means over. Among those countries,
the United States was the power most immediately affected and also, not un-
naturally, the first to increase its imports. Intensified demand from the United
States, both by the country’s authorities (for stockpiling purposes) and by the
private economy {which normally absorbs nearly one-half of the world output
of industrial raw materials), had an instantaneous effect on prices, especially
those of staple commodities, as may be seen from the sharp rise registered
by Moody’s, Reutet’s and the ‘“Volkswirt” Indexes.

International Commeodity Prices.
Monthly indexes: June 1950 = 100.

160 |— 160
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In retrospect, two points In connection with the price rises during the
past two years are particularly worthy of note:

1. Since, as usual, prices of manufactured articles did not rise at the same
pace as those of raw materials, the terms of trade deteriorated for
industrialised countries in general — and it is interesting to note that
the extent of the deterioration was about the same for the United
States as for the main manufacturing countries in western Europe.

The fact, brought out by the table, that the degree of deterioration was
very much the same for the United States, on the one hand, and
the United Kingdom, France, the Netherlands and western Germany, on
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Terms of trade of cerfain countries,

Index of export prices divided by index of Import prices {unit value)
Period
g e e e o e e

1848 .. ... P 100 100 100 100 — 100 100 100
1949 . ....... o7 100 o8 93 100% | 104 105 108
1950 1st half, . . . ez 95 95 88 88 110 93 [B1-

2nd halt ., , . 84 &a a8 az 83 106 o2 113
1861 1st half, . . . 80 78 a7 Fi-) T8 a5 97 103

2nd half . . . 72 83 B8 T8 B4 o8 104 104

* July to December 1949 = 109,

the other, would appear to indicate that the devaluations as such
did not decisively influence the terms of trade, important though their
effect has been In other respects.* This 1s a somewhat surprising fact,
and it may be due in part to statistical discrepancies, but it cannot
be wholly explained away on such grounds. For the United Kingdom,
the existence of bulk contracts prevented the prices of its imports
from rising as rapidly as they would otherwise have done. Further,
after the devaluations, export prices, along with wages and prices in

‘general, soon began fo -nise in the countries which had devalued.

In the United States, on the other hand, the price of export goods
(reckoned in dollars) fell somewhat on an average between September
1949 and June 1950; at the same time, a large proportion of
the country s ‘imports consisted of those goods which rose sharply
in price,

This last fact is connected with the second point, namely that it was
not dollar commodities, but commodities from the sterling area and
other areas attached to European currencies, that rose most sharply
In price, as is shown in the table on the following page, in which the
prices given are those quoted on the U.S. markets (the only exceptions
being rubber, for which the London price also Is given, and wool,
for which only the price at British auctions is given.)

* Switzerland, alihough an importer of raw materials and an exporter of manufactured goods,
was fortunate enough — unlike other European countries in a_similar position — to see its
terms of trade improve between 1048 and 1950. The very fact that Switzerland did not
devalue its currency naturally made some of its imports cheaper when bought from countries
with freshly devalued currencies. On the other hand, 2 large part of Bwiss exports consists of
highly specialised machinery for which, in terms of Swiss francs, the prices received remained
very much the same as before, whereas, in the first half of 1950, Belgium had to lower
considerably the prices for the steel it exported, and had to wait till rgsr before the more
intense demand for steel, resulting from rearmament, and for some other export products
brought about an improvement in its terms of trade. It was also of importance for Switzerland
that its exports of textiles were greatly helped by increased purchases by Germany and other
countries, especially after the O.E.E.C. liberalisation had given a fillip to trade in finished
articles. The above table does not include figures for the important exporters of taw
matesials in northern Europe (Finland, Norway and Sweden) which were able to register
a remarkable improvement in their terms of trade {as shown in the table on page 10).
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Prices of some typical dollar and sterling-area commodities.

Datlar commoditles Sterling commadities
Wheat | Sugar | Cotton | Copper] Lead } Zinc | Cocomn | Tin RAubbar Wool
Amarican | Domest! A's,
End of | spot, | Spob Imiddling, | Electro, |gowvore | ESE | %012 | Strats London, | British
How York [ NewYork | spot, | Mew York %L Louls SPet, | Nawark | MewYork | RsS. [ auctions
Nenw York , New York _ B!
pmﬁahuaﬂ  in cents per ¥, . in d. per b,

1943 June . (226.63 | 7.86 | 33.41 | 16,0 [ 120 9.00 | 19.50 [103.00 | 18.37 10516 M
Dec. . 125387 | 805 | 31.66 ] 185 | 120 9.75 | 26.87 | 77.50| 18.00 | 15516 47

1950 June . 249,13 | 7,70 | 3479 225 | 11.0 | 1500 | 32.26 | 78,25 ) 31,25 | 24,50 €5
Oec. . 127T1,75| B.20 | 4417 ] 245 | 17.0 | 17.50 | 34.25 |151.00| 75.00 | 5500 | 146

1951 June . (261,87 BED | 4606 | 245 | 17.0 | 17.80 | 36.60 [108.00 | 6800 ; 4500 | 101
Dec. . [285.00 1 820 | 42.60 | 24,5 | 190 | 12,50 ; 32.50 [103.00 | 52.00 | 41.25 70

1952 Awril . (292,25 | 8,68 | 38,15 | 24.6 | 19.0(9) 19.80 [ 38.37 (121,50 4'35?3) 31.25 80

Percentagle increases
belween June 1950 and

1950 Doc, . |+ 91|+ 65|+ 270+ 89|+ 54.5] + 167+ 6.2] + 93.0| 41400 |+ 124.5| 51248
1952 Aprif .|+ 138 | + 128+ 12.5|+ 8.9 +6‘3(.g + 300 + 19.0 + 55.3 +55(3?5 + 276 | — 23.7

(3 Monthly averages. )

@) The ptlce of lead was reduced to 13 cents per Ib. in the middle of May 1952, this price corresponding
to & percenfage increase of 36.4 since June 1950, ’

(3 The price of rubber was reduced in New York to 38 cenfs per lb. in the middle of May 1852, ihis
price corresponding to a percentage Increase of 21.6 since June 1950.

It is only fair to mention that before the outbreak of the conflict in
Korea some sterling-area commodities (in particular, tin and rubber -— the
latter being exposed to competition from its artificial substitute) were
among those whose prices had risen least since pre-war days. In response
to sudden fears that supplies from south-eastern Asia would be cut off, the
price of rubber then rose by nearly three times within five months
(from June to November 1950) and the prices of some other sterling-
area commodities, such as wool, registered increases almost equally
spectacular,

In general, countries were naturally anxtous to import such commodities
as they feared would not long remain procurable in the quantities which they
required. This was a primary reason why the United States, in the first
place, purchased materials not supplied on a sufficient scale by the dollar
area, For somewhat similar reasons a number of countries on the continent
of Europe ~— Belgium, the Netherlands, western Germany and Switzerland —
which -were afraid of having their supplies cut off in an emergency
began to import at full speed before the end of the summer of 1930,
while the United Kingdom and France, for instance, did not display the
same haste. On the contrary, these two countries, in which imports were
strictly controlled, used up part of their accumulated commodity stocks in 1950
— and this was one of the reasons why there was an increase in their
holdings of gold and foreign exchange.
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Countries with rising import figures had, of course, to have the where-
withal to make increased payments to other countries. Switzerland — hke
the United States — had no problem in this respect. Beigium, too, had
the necessary reserves, provided the period of trade deficits was not too long;
and, faithful to the principles of the flexible credit policy which it had
followed ever since the war, the National Bank raised its discount rate from
3% to 3% per cent. in September 1950 and also tightened up the eligibility
requirements for rediscounting commercial paper representing import trans-
actions, while commercial banks were requested to restrict the volume of
outstanding consumer credit and, in general, to refrain from extending credit
for speculative purposes. As a result of these measures and thanks to a
growing demand for Belgium’s main export articles, it was not long before
surpluses were again achieved in the balance of payments.

The monetary reserves of most of the other countries on the continent
of Europe were, however, comparatively meagre and, had it not been for the
credit facilities afforded by the European Payments Union, which began
its first accounting period in July 1950, more than one of these countries
would have experienced considerable difficulty in securing the raw materials
required. In this connection, it was of the greatest mmportance that pay-
ments via the Union could also be made for purchases from the raw-
matetial-producing regions in the monetary areas attached to the European
mother countries; this meant the inclusion of the sterling area, the French
and Belgian franc areas, the escudo area and also, via the guilder, Indonesia
as well as the Dutch colonies.

" As it turned out, there was another advantage for these countries in their
adherence to the European Payments Union: when quotas came near to being
used up, consultations were initiated with a view to effecting a rehabilitation
of the position, there being the possibility of providing certain additional
credit facilittes. This became especially important in the case of Germany,
which found, as early as October 1950, that its quota in the Union would
soon be exhausted. In that same month the discount rate of the Bank
deutscher Linder was raised from 4 to 6 per cent. and obligatory reserve
requirements were tightened after discussions had taken place within the
framework of O.E.E.C.

These initial measures were followed by the grant of a spectal credit
amounting to $120 million by the European Payments Unton as part of a
general programme for the rehabilitation of the economy of western Germany.
At the end of January 1951 further credit measures were taken, including
the issue of a set of rules according to which the commercial banks were to
keep the total of various classes of short-term credits granted by them within
specified multiples of their capital and reserves. A second crisis developed,
however, and in February control was imposed on the issue of import
licences. But, apart from that special step, there was no interference with
the lines of policy which had already been adopted: indeed, further mea-
sures were taken to ensure a reduction in the volume of short-term credits
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Germany's position in relation to the European Payments Union.

E.P.U. Quota Special credit arrangement
Credit .
obtalned | Dollar pay- Dollar pay-
. Deﬁﬁ‘}t (—() f-')l' b;&fer?'la)ny ments made Use (—) or | ments made
surplus (+ i {—, by German repayment | by German
Quarterly periods In E.2.U. | the Union, | to —) o | Tota (+) of to (—) or Y
. cradlt repaid| received . credit by raceivad
or extended | from (+) the Germany |from (+)the
to (+) the Union Unlon
Union
in_millions of U.S., dolfars
1950 July-September, . | — 185 — 142 — 3 —~173 | = -
October-December — 184 — 50 — 97 — 147 — 24 - 12
19561 January-March . . — B9 — — _— — 56 — 33
AprilJune. . . . . + 173 + =] + 39 4 47 + BO + 48
July-September . , + 167 + 718 + 89 + 167 — —
October-Dec¢ember + 148 -+ 148 + 1 + 149 - —
1952 January-March . . + 92 + 74 + 18 + B2 - —
+ t23@) + e + 18 + 1358) — —

(") The change-over fram deficits to surpluses in rafation to the Eurorean Paymenis Unfon occurred in the course
of the firat quarter of 1951, Germany had a deficit of $42 million for January, followad by another deficit
of 358 million In February, but in March & surplus of $11 million was attaine 'and since then every month
up to the date of writing (May 1952} has shown a surplus,

# The difference of $12 rnillion hetween the total credit extended by Germany to the EP.UL. and fu-:'ul':!, received
by Germany from the {3135 million at the end of March 1852) and the total balance of the monthly
sirrpluses or dsflcits (3123 muuon at the same dafe) results from the use made by Germany of “existing
resources”.

outstanding; and as early as March 1951 a surplus for the month had already
been achieved in the E.P.U. accounts. {This was before the control of import
licences had had time to have any appreciable effect, for licences to a total
equivalent to more than $6co million were outstanding in relation to other
E.P.U. countries, and imports from E.P.U. countries were larger in March
than in February. In the following months, however, the cut in imports was not
without importance,) By the end of May 1951 the special credit obtained from
" the Union bad been repaid in full, and by the end of the year Germany had

' not only wiped out its

Western Germany: Forelgn trade, cumulative deficit but
Monthly, in millions of DM, could even show a small

150 T y 750 | surplus in relation to the
500 {R- - A== 500 | EPU. At the begin-
1250 Ive /P ——— 50 | ning of 1952 the liberali-
1000 ',‘\‘ ”“P"fs,' 2 _ oo | sation of trade under

L . -
750 _,,_r‘.;._“é\;,f . |7 | the ordinary O.E.E.C.

500 rules was resumed but at

500 ¢
¥ Exporls .
20 ’u_,v—-n/v s | first did not go beyond
' 0

j\ Export surplus 57 per cent. (as against
the normal proportion

0

=250 - Import surplus —-250 of 75 per cent.); from
-500 - W 1 rst April 1952, however,
_?50|,|.||,||!|,_._|_|]|;l|1h_11||||||1||||||||l||||| 0 th . £

1949 1950 1951 1952 & proportion ot 75 per

por-8s. cent. was established.
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In the Federal Reserve Bulletin for December 1951 the following
comment was made:

“The success of Belgium and Germany in overcoming post-Korean
inflationary pressures is largely the result of their credit policies. Their
current E.P.U. surpluses, while clearly related to these policies, must
also be ascribed to their ability to deliver goods urgently needed by
other countries for rearmament or industrial expansion.’

In Italy no new credit measures were taken in the year after the
outbreak of the conflict in Korea. The Bank of Italy already possessed adequate
means of action, and these were applied with sufficient stringency to pre-
vent the emergence of a dangerous disequilibrium. In fact, the Bank of Italy,
while keeping the official discount rate at 4 per cent. (the level to which it had
been reduced in April 1950) and warning the commercial banks, in August
1950, to be most careful in their granting of credit, firmly resisted all
demands for a reduction of the 25 per cent. minimum reserve requirements
when commodity prices began to rise and manufacturers and merchants were
anxious to obtain increased credit accommodation.

In some of the other countries where the strain of increasing imports
was being felt, it was found necessary to make a new departure in the sphere
of credit policy. To complete the picture of the changes introduced after the
outbreak of the conflict in Korea, mention must be made here of the follow-
ing measures (while a fuller account of the credit policies pursued in the
countries referred to here and in a number of other countries will be found
in Chapter VII):

(i) In July 1950 Sweden discontinued its policy of maintaining a stable
yield of 3 per cent. on government securities by means of central-bank
purchases in. the market; and, as from 1st December 1950, the discount
rate was raised from 214 to 3 per cent. When, however, the yield on
government securities showed a tendency to exceed 31% per cent., the
central bank again made support purchases to keep the yield at that
level. This support was continued until, In the autumn, the market
began to be fed by funds which were derived from a surplus in the
balance of payments (mainly due to the éxceptionally high prices fetched
by the export products, pulp and paper) and which were allowed to
add rather dangerously to the market’s liquidity.

(i) In Norway, the only change which occurred was an increase in the
vield of government securities from about 2.5 to 2.8 per cent. between
June 1950 and June 19s1.

(iii) Denmark, on the other hand, is one of the countries in which very
decisive credit measures have been introduced, including an increase in
the official discount rate from 3% to 4 per cent. in July and from
4 to 5 per cent. in November 1950. :



Terms of trade of four northern countries.

index of export prices divided by
index of import prices {unit values)
Period
Denmark Norway Sweden Finland

1948 . .. s e e e 100 100 100 100
1849 . . L e e e e 105 | 100 a2 =1
1950 1st half, . . . .. ... .... ) 94 88 B4 78
2nd haf, . . . . . .00 92 =1:] 88 82
1961 1st hatf. . . .. ........ 82 o8 102 23
end hatf, ., . . ... .., ) 83+ 101 13 123

* The improvement in the Danish ferms of frade is not yet visible in the statistics for the second half of
1951. But in January 1952 the terms of trade almost regained their 1950 level,

(iv) In the Netherlands also, recourse was had to an increase in the
official discount rate, which was raised from 2% to 3 per cent. in
September 1950, other important steps being taken in the following
spring. o

(v) In November 1950 the official discount rate of the Bank of Finland
was raised from 53} to 734 per cent., this being the highest official
rate applied in any country in Europe, except Greece. A vear later, a
stabilisation scheme was worked out and put into effect.

While, in 1951, Norway, Sweden and Finland all obtained higher prices for
some of their main export products, Denmark saw a considerable deterioration
in its terms of trade and had to contend with other difficulties as well. Accord-
ing to calculations made by the Finance Department in Copenhagen, the fact
that import prices rose more than export prices meant that (even after allowance
for higher income from freights) an extra cost of D.Kr. 1,100 million (equal
to two and a half times the annual amount of Marshall aid received) had to
be borne in the country’s balance of payments in 1951 as compared with 1949.
To cope with the difficult situation that threatened the country and, in parti-
cular, to arrest the growth of the foreign indebtedness of the National Bank,
a whole series of measures were introduced in the autumn of 1950 and
during the following winter — including drastic action to limit imports, higher
taxes, cuts m budget expenditure and curtailment of both public and private
investments. In addition to the raising of interest rates, certain special con-
cessions with regard to the rediscounting by the central bank of bills in
respect of building operations were withdrawn in October 1g950. Fortunately,
towards the end of 1951 somewhat better prices were obtained for Danish
agricultural products, while most imports of raw materials cost less than
before; moreover, in volume, exports increased by 12 per cent. while im-
ports declined by 7 per cent.,, and the amount earned abroad by Danish
ships was some D.Kr. 300 million more in 1951 than in 1950. The com-
bination of improved external circumstances and a resolute disinflationary
policy at home reduced the deficit on current account from D.Kr. 700 million






