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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 ist April 1951 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 1952.

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 6,088,693.31 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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T h e s u r p l u s f o r t h e financial y e a r j u s t e n d e d h a s t h u s r e a c h e d a l e v e l

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

s h o w s t h e m o v e m e n t s o f t h e B a n k ' s a c t i v e r e s o u r c e s d u r i n g t h e l a s t five

financial y e a r s .

B. I. S . : A c t i v e r e s o u r c e s a n d t h e i r u t i l i s a t i o n .

Date

Resources

Short-
term and

sight
deposits

The Bank's
own funds Total

Utilisation

Actual gold
and invest-

ments
in gold

Credits
and invest-

ments in
currencies

Total

in millions of Swiss gold francs

1948 31st March

1949 „

1950 „

1951 „

1952 „

75

242

497

761

741

184

183

189

196

201

259

425

686

957

942

143

188

285

377

513

116

237

401

580

429

259

425

686

957

942

* Including reserve for minor liabilities.

T h e t r a n s a c t i o n s o f t h e B a n k , w h e t h e r t h e y h a v e b e e n i n c o n n e c t i o n

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

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

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

c o n c e r n e d .

T h e B a n k , a s a c e n t r e o f c o - o p e r a t i o n b e t w e e n t h e E u r o p e a n c e n t r a l

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

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

o f t r a n s f e r s o n t h e a s s e t s c o n n e c t e d w i t h t h e H a g u e A g r e e m e n t s h a s a s y e t

b e e n p o s s i b l e . N e g o t i a t i o n s f o r t h e r e s u m p t i o n o f t h e s e t r a n s f e r s h a v e b e e n

i n i t i a t e d a t t h e I n t e r n a t i o n a l C o n f e r e n c e o n G e r m a n D e b t s , w h i c h o p e n e d i n

L o n d o n l a s t F e b r u a r y .

T h e B a n k h a s c o n t i n u e d t o p e r f o r m t h e f u n c t i o n s o f A g e n t f o r t h e

O r g a n i s a t i o n f o r E u r o p e a n E c o n o m i c C o - o p e r a t i o n i n t h e w o r k i n g o f t h e

A g r e e m e n t f o r t h e E u r o p e a n P a y m e n t s U n i o n . I t h a s a l s o c o n t i n u e d t o

c o - o p e r a t e o n a s a t i s f a c t o r y b a s i s w i t h t h e o t h e r t e c h n i c a l i n t e r n a t i o n a l

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

R e c o n s t r u c t i o n a n d D e v e l o p m e n t a n d t h e I n t e r n a t i o n a l M o n e t a r y F u n d .

A s i n p r e v i o u s y e a r s , t h e M o n e t a r y a n d E c o n o m i c D e p a r t m e n t h a s b e e n

a c t i v e l y e n g a g e d n o t o n l y i n t h e p r e p a r a t i o n o f t h e A n n u a l R e p o r t a n d t h e

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

s p e c i a l s t u d i e s o f t h e e c o n o m i c a n d financial p o s i t i o n o f i n d i v i d u a l c o u n t r i e s .

T h e s e s t u d i e s h a v e b e e n u n d e r t a k e n , i n e a c h c a s e , a t t h e r e q u e s t o f t h e

c e n t r a l b a n k c o n c e r n e d ; a n d o n t h e s e a n d o t h e r o c c a s i o n s t h e E u r o p e a n

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

t h e m a i n t e n a n c e o f c l o s e c o n t a c t w i t h t h e B a n k f o r I n t e r n a t i o n a l S e t t l e m e n t s .
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Gold reserves and dollar holdings
of western Europe (O.E.E.C. countries).

At the end of December, in millions of U.S. dollars.

I n t h e f i r s t h a l f o f 1 9 5 0 , b e f o r e t h e o u t b r e a k o f t h e c o n f l i c t i n

K o r e a , t h e r e w a s a r e a l a p p r o a c h t o e c o n o m i c b a l a n c e t h r o u g h o u t t h e w o r l d .

I n t h e U n i t e d S t a t e s , t h e s l i g h t r e c e s s i o n n o t i c e a b l e i n 1 9 4 9 h a d c o m e t o

a n e n d , a n d f r o m t h e s p r i n g o f 1 9 5 0 o n w a r d s , m a i n l y u n d e r t h e i n f l u e n c e

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

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

d i t i o n s e l s e w h e r e . I n t h e r a w - m a t e r i a l - p r o d u c i n g c o u n t r i e s i n s o u t h - e a s t e r n

A s i a a n d i n o t h e r p a r t s o f t h e w o r l d , t h e w o r s t r a v a g e s o f t h e w a r h a d

b e e n r e p a i r e d , a n d t h e s e a r e a s w e r e a g a i n i n a p o s i t i o n t o s e r v e a s i m -

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

e a r n i n g s r e s u l t i n g f r o m e x p o r t s t o t h e A m e r i c a n m a r k e t . I n w e s t e r n E u r o p e ,

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

g o o d p r o g r e s s h a d b e e n m a d e i n g e t t i n g r i d o f t h e e x c e s s o f m o n e y w h i c h

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

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

d e v a l u a t i o n s o f t h e a u t u m n o f 1 9 4 9 m a y b e s a i d t o h a v e l e d t o a m o r e r e a l i s t i c

a l i g n m e n t b e t w e e n t h e E u r o p e a n c u r r e n c i e s a n d t h e d o l l a r a r e a . O n c u r r e n t a c -

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

s h o w e d , f o r t h e first s i x m o n t h s o f 1 9 5 0 , a d e f i c i t o f n o m o r e t h a n $ 9 3 0 m i l -

l i o n ( w h i c h w a s l e s s t h a n

o n e - f o u r t h o f t h e c o r r e -

s p o n d i n g d e f i c i t i n 1 9 4 7 ) .

D u r i n g t h e s a m e h a l f - y e a r ,

a l m o s t a l l t h e c o u n t r i e s i n

w e s t e r n E u r o p e w e r e a b l e

t o i n c r e a s e t h e i r m o n e -

t a r y r e s e r v e s , s o t h a t t h e

s t a g e w a s s e t f o r a f u r t h e r

l i b e r a l i s a t i o n o f t r a d e u n d e r

t h e a u s p i c e s o f O . E . E . C .

— a p r o c e s s w h i c h w a s

a l s o h e l p e d o n i t s w a y

b y t h e s p e c i a l m e c h a n i s m

o f t h e E u r o p e a n P a y m e n t s

U n i o n ( i n e f f e c t f r o m

i s t J u l y 1 9 5 0 ) .

Y e t t h e e q u i l i b r i u m w a s n o n e t o o s u r e . T h e e c o n o m i e s o f t h e

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

w e r e n o t d e s t i n e d t o l a s t f o r l o n g ; s o o n t h e i r p o w e r s o f r e s i s t a n c e w e r e t o

b e e x p o s e d s u c c e s s i v e l y to two v e r y s e v e r e t e s t s :

( i ) t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a i n t h e m i d d l e o f 1 9 5 0 ; a n d t h e n

— a f t e r a n i n t e r v a l o f a y e a r o r m o r e —

( i i ) t h e r e a r m a m e n t e f f o r t i n i t i a t e d b y a n i n c r e a s i n g n u m b e r o f c o u n t r i e s i n 1 9 5 1 .

I t w a s o n l y w h e n c o n d i t i o n s h a d c h a n g e d , a n d t h e s t r a i n o f K o r e a

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

10000-

7500—

5000-

2500-

10000

H? 1-97.
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appreciated 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
summer 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 t h e s h r i l l w a r n i n g n o t e of K o r e a 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, Reuter's and the "Volkswirt" Indexes.
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I n r e t r o s p e c t , t w o p o i n t s i n c o n n e c t i o n w i t h t h e p r i c e r i s e s d u r i n g t h e

p a s t t w o y e a r s a r e p a r t i c u l a r l y w o r t h y o f n o t e :

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

p a c e a s t h o s e o f r a w m a t e r i a l s , t h e t e r m s o f t r a d e d e t e r i o r a t e d fo r

i n d u s t r i a l i s e d c o u n t r i e s i n g e n e r a l — a n d i t i s i n t e r e s t i n g t o n o t e t h a t

t h e e x t e n t o f t h e d e t e r i o r a t i o n w a s a b o u t t h e s a m e fo r t h e U n i t e d

S t a t e s a s f o r t h e m a i n m a n u f a c t u r i n g c o u n t r i e s i n w e s t e r n E u r o p e .

T h e f ac t , b r o u g h t o u t b y t h e t a b l e , t h a t t h e d e g r e e o f d e t e r i o r a t i o n w a s

v e r y m u c h t h e s a m e f o r t h e U n i t e d S t a t e s , o n t h e o n e h a n d , a n d

t h e U n i t e d K i n g d o m , F r a n c e , t h e N e t h e r l a n d s a n d w e s t e r n G e r m a n y , o n
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Terms of trade of certain countries.

Period

1948

1949 . .

1950 1st half. . . .
2nd half . . .

1951 1st half. . . .
2nd half . . .

Index of export prices divided by index of import prices (unit value)

United
States

100

97

92
84

80
79

United
Kingdom

100

100

95
88

78
83

Nether-
lands

100

98

95
86

87
88

France

100

93

88
82

76
79

Germany
(western)

100»

88
83

79
84

Italy

100

104

110
106

95
98

Belgium

100

105

93
92

97
104

Switzer-
land

100

106

116
113

103
104

* July to December 1949 = 100.

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

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

e f f e c t h a s b e e n i n o t h e r r e s p e c t s . * T h i s i s a s o m e w h a t s u r p r i s i n g f a c t ,

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

b e w h o l l y e x p l a i n e d a w a y o n s u c h g r o u n d s . F o r t h e U n i t e d K i n g d o m ,

t h e e x i s t e n c e o f b u l k c o n t r a c t s p r e v e n t e d t h e p r i c e s o f i t s i m p o r t s

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

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

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

I n t h e U n i t e d S t a t e s , on t h e o t h e r h a n d , t h e p r i c e o f e x p o r t g o o d s

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

1 9 4 9 a n d J u n e 1 9 5 0 ; a t t h e s a m e t i m e , a l a r g e p r o p o r t i o n o f

t h e c o u n t r y ' s i m p o r t s c o n s i s t e d o f t h o s e g o o d s w h i c h r o s e s h a r p l y

i n p r i c e .

2 . T h i s l a s t f a c t i s c o n n e c t e d w i t h t h e s e c o n d p o i n t , n a m e l y t h a t i t w a s

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

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

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

p r i c e s g i v e n a r e t h o s e q u o t e d o n t h e U . S . m a r k e t s ( t h e o n l y e x c e p t i o n s

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

f o r w h i c h o n l y t h e p r i c e a t B r i t i s h a u c t i o n s i s g i v e n . )

* S w i t z e r l a n d , a l though an impor te r of raw mater ials and an expor ter of manufac tured goods,
was for tunate enough — unlike o ther European countr ies in a similar pos i t ion — to see its
te rms of t r ade improve be tween 1948 and 1950. T h e very fact t ha t Switzerland d id no t
devalue its currency naturally m a d e some of its impor t s cheaper w h e n b o u g h t from countr ies
wi th freshly devalued currencies . O n the o ther hand , a large p a r t of Swiss expor ts consists of
highly specialised machinery for which, in t e rms of Swiss francs, t h e prices received remained
very m u c h t h e same as before, whereas , in t h e first half of 1950, B e l g i u m had t o lower
considerably t h e prices for t h e steel it exported, and had to wait till 1951 before t h e m o r e
intense demand for steel, resul t ing from rea rmament , and for some o ther expor t p roduc t s
b rough t abou t an improvement in its t e rms of t rade . I t was also of impor tance for Switzerland
tha t its expor ts of textiles were greatly he lped by increased purchases by G e r m a n y and o the r
countr ies , especially after t h e O . E . E . C . liberalisation h a d given a fillip t o t r ade in finished
articles. T h e above table does no t include figures for the impor tan t expor ters of raw
materials in n o r t h e r n E u r o p e (Finland, N o r w a y and Sweden) which were able to register
a remarkable improvement in thei r t e rms of t rade (as shown in t h e table on page 10).



P r i c e s o f s o m e t y p i c a l d o l l a r a n d s t e r l i n g - a r e a c o m m o d i t i e s .

End of

1949 June .
Dec. .

1S5O June .
Dec. .

1951 June .
Dec. .

19S2 April .

Percentag
between Ju

1950 Dec. .

1952 April .

Dollar commodities

Wheat

Spot,
New York

in cents
per bushel

226.63
253.87

249.13
271.75

261.87
285.00

282.25

s incre
le 1950

+ 9.1

+ 13.3

Sugar

Spot,
New York

Cotton

American
middling,

spot,
New York

Copper

Domestic
Electro,

New York

Lead

New York

Zinc

East St
Louis

Sterling commodities

Cocoa

Accra,
spot,

New York

Tin

Straits,
New York

Rubber

NewYork

in cents per It).

7.85
8.05

7.70
8.20

8.60
8.20

8.65

ases
and

+ 6.5

+ 12.3

33.41
31.56

34.79
44.17

46.06
42.60

39.15

+ 27.0

+ 12.5

16.0
18.5

22.5
24.5

24.5
24.5

24.5

+ S.9

+ 8.9

12.0
12.0

11.0
17.0

17.0
19.0

18.0O

+ 54.5

+ 63.6
(?)

9.00
9.75

15.00
17.50

17.50
19.50

19.50

+ 16.7

+ 30.0

19.50
26.87

32.25
34.25

36.60
32.50

38.37

+ 6.2

+ 19.0

103.00
77.50

78.25
151.00

106.00
103.00

121.50

+ 93.0

+ 55.3

16.37
18.00

31.25
75.00

66.00
52.00

48.50
(3)

+ 140.0

+ 55.2
(3)

London,
R.S.S.

ind.

10 5/16
15 5/16

24.50
55.00

45.00
41.25

31.25

+ 124.5

+ 27.6

Wool

46's,
British

auctions
(.')

erlb.

31
47

65
146

101
70

50

+ 124.6

— 23.1

(') Monthly averages.
(2) The price of lead was reduced to 15 cents per Ib. in the middle of May 1952, this price corresponding

to a percentage increase of 36.4 since June 1950.
(3) The price of rubber was reduced in New York to 38 cents per Ib. in the middle of May 1952, this

price corresponding to a percentage increase of 21.6 since June 1950.

I t i s o n l y f a i r t o m e n t i o n t h a t b e f o r e t h e o u t b r e a k o f t h e c o n f l i c t i n

K o r e a s o m e s t e r l i n g - a r e a c o m m o d i t i e s ( i n p a r t i c u l a r , t i n a n d r u b b e r — t h e

l a t t e r b e i n g e x p o s e d t o c o m p e t i t i o n f r o m i t s a r t i f i c i a l s u b s t i t u t e ) w e r e

a m o n g t h o s e w h o s e p r i c e s h a d r i s e n l e a s t s i n c e p r e - w a r d a y s . I n r e s p o n s e

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

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

( f r o m J u n e t o N o v e m b e r 1 9 5 0 ) a n d t h e p r i c e s o f s o m e o t h e r s t e r l i n g -

a r e a c o m m o d i t i e s , s u c h a s w o o l , r e g i s t e r e d i n c r e a s e s a l m o s t e q u a l l y

s p e c t a c u l a r .

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

a s t h e y f e a r e d w o u l d n o t l o n g r e m a i n p r o c u r a b l e i n t h e q u a n t i t i e s w h i c h t h e y

r e q u i r e d . T h i s w a s a p r i m a r y r e a s o n w h y t h e U n i t e d S t a t e s , i n t h e first

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

a r e a . F o r s o m e w h a t s i m i l a r r e a s o n s a n u m b e r o f c o u n t r i e s o n t h e c o n t i n e n t

o f E u r o p e — B e l g i u m , t h e N e t h e r l a n d s , w e s t e r n G e r m a n y a n d S w i t z e r l a n d —

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

b e g a n t o i m p o r t a t f u l l s p e e d b e f o r e t h e e n d o f t h e s u m m e r o f 1 9 5 0 ,

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

s a m e h a s t e . O n t h e c o n t r a r y , t h e s e t w o c o u n t r i e s , i n w h i c h i m p o r t s w e r e

s t r i c t l y c o n t r o l l e d , u s e d u p p a r t o f t h e i r a c c u m u l a t e d c o m m o d i t y s t o c k s i n 1 9 5 0

— a n d t h i s w a s o n e o f t h e r e a s o n s w h y t h e r e w a s a n i n c r e a s e i n t h e i r

h o l d i n g s o f g o l d a n d f o r e i g n e x c h a n g e .



Countries with rising import figures had, of course, to have the where-
withal to make increased payments to other countries. S w i t z e r l a n d — like
the United States — had no problem in this respect. B e l g i u m , 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 E u r o p e a n P a y m e n t s U n i o n , 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 importance that pay-
ments via the Union could also be made for purchases from the raw-
material-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 facilities. This became especially important in the case of G e r m a n y ,
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 Länder 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.G.

These initial measures were followed by the grant of a special credit
amounting to $120 million by the European Payments Union 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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G e r m a n y ' s p o s i t i o n i n r e l a t i o n t o t h e E u r o p e a n P a y m e n t s U n i o n

Quarterly periods

1950 July-September . .
October-December

1951 January-March . .
April-June
July-September . .
October-December

1952 January-March . .

Deficit (—) or
surplus (+)
in E.P.U.

— 185
— 184

- 8 9 «

+ 173
+ 167
+ 149
+ 92

+ 123«

E.P.U. Quota

Credit
obtained

by Germany
from (—)

the Union,
credit repaid
or extended
to(+)the

Union

— 142
— 50

+ 9
+ 78
+ 148
+ 74

+ 118

Dollar pay-
ments made
by Germany

to (—) or
received

from (+) the
Union

In millions of

— 31
— 97

_

+ 38
+ 89
+ 1
+ 18

+ 18

Total

U.S. dollars

— 173
— 147

_

+ 47
+ 167
+ 149
+ 92

+ 135«

Special credit arrangement

Use (—) or
repayment

(+)of
credit by
Germany

_ •

- 24

— 56

+ 80
—

-

—

—

Dollar pay-
ments made
by Germany
to (—) or
received

from (+) the
Union

_

— 12

— 33

+ 46
_

-

—

—

(1) The change-over f r om def ic i ts to surp luses in relat ion to the European Payments Un ion occurred in the course
of the f i rs t quarter of 1951. Germany had a defici t of $42 mi l l ion for January, fo l lowed by another def ic i t
of $58 mi l l ion in February, but in March a surplus of $11 mil l ion was attained and since then every month
up to the date of wr i t ing (May 1952) has shown a surp lus .

(2) The dif ference of $12 mi l l ion between the total credit extended by Germany to the E.P.U. and go ld received
by Germany f rom the E.P.U. ($135 mil l ion at the end of March 1952) and the total balance of the monthly
surp luses or def ic i ts ($123 mil l ion at the same date) results f rom the use made by Germany of "ex is t ing
resou rces " .

Western Germany: Foreign trade.
Monthly, in millions of DM.

o u t s t a n d i n g ; a n d a s e a r l y a s M a r c h 1 9 5 1 a s u r p l u s f o r t h e m o n t h h a d a l r e a d y

b e e n a c h i e v e d i n t h e E . P . U . a c c o u n t s . ( T h i s w a s b e f o r e t h e c o n t r o l o f i m p o r t

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

e q u i v a l e n t t o m o r e t h a n $ 6 0 0 m i l l i o n w e r e o u t s t a n d i n g i n r e l a t i o n t o o t h e r

E . P . U . c o u n t r i e s , a n d i m p o r t s f r o m E . P . U . c o u n t r i e s w e r e l a r g e r i n M a r c h

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

w i t h o u t i m p o r t a n c e . ) B y t h e e n d o f M a y 1 9 5 1 t h e s p e c i a l c r e d i t o b t a i n e d f r o m

t h e U n i o n h a d b e e n r e p a i d i n f u l l , a n d b y t h e e n d o f t h e y e a r G e r m a n y h a d

n o t o n l y w i p e d o u t i t s

c u m u l a t i v e d e f i c i t b u t

c o u l d e v e n s h o w a s m a l l

s u r p l u s i n r e l a t i o n t o t h e

E . P . U . A t t h e b e g i n -

n i n g o f 1 9 5 2 t h e l i b e r a l i -

s a t i o n o f t r a d e u n d e r

t h e o r d i n a r y O . E . E . C ,

r u l e s w a s r e s u m e d b u t a t

first d i d n o t g o b e y o n d

5 7 p e r c e n t , ( a s a g a i n s t

t h e n o r m a l p r o p o r t i o n

o f 7 5 p e r c e n t . ) ; f r o m

i s t A p r i l 1 9 5 2 , h o w e v e r ,

t h e p r o p o r t i o n o f 7 5 p e r

c e n t , w a s e s t a b l i s h e d .
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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 I t a l y 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 S w e d e n 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 ist December 1950, the discount
rate was raised from 2 % to 3 per cent. When, however, the yield on
government securities showed a tendency to exceed 3 % 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 exceptionally high prices fetched
by the export products, pulp and paper) and which were allowed to
add rather dangerously to the market's liquidity.

(ii) In N o r w a y , the only change which occurred was an increase in the
yield of government securities from about 2.5 to 2.8 per cent, between
June 1950 and June 1951.

(iii) D e n m a r k , 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.
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1948

1949

1950

1951

1st
'nrl

1st
2nd

Terms

Period

half
half

half
half

of trade of four northern countries.

Index of export prices divided by
index of import prices (unit value)

Denmark

100

105

94
92

82
83*

Norway

100

100

88
98

98
101

Sweden

100

92

84
88

102
113

Finland

100

91

78
82

93
123

* The improvement in the Danish terms of trade 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.

( i v ) I n t h e N e t h e r l a n d s a l s o , r e c o u r s e w a s h a d t o a n i n c r e a s e i n t h e

o f f i c i a l d i s c o u n t r a t e , w h i c h w a s r a i s e d f r o m 2 % t o 3 p e r c e n t , i n

S e p t e m b e r 1 9 5 0 , o t h e r i m p o r t a n t s t e p s b e i n g t a k e n i n t h e f o l l o w i n g

s p r i n g .

( v ) I n N o v e m b e r 1 9 5 0 t h e o f f i c i a l d i s c o u n t r a t e o f t h e B a n k o f F i n l a n d

w a s r a i s e d f r o m 5 % t o 7 % p e r c e n t . , t h i s b e i n g t h e h i g h e s t o f f i c i a l

r a t e a p p l i e d i n a n y c o u n t r y i n E u r o p e , e x c e p t G r e e c e . A y e a r l a t e r , a

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

W h i l e , i n 1 9 5 1 , N o r w a y , S w e d e n a n d F i n l a n d a l l o b t a i n e d h i g h e r p r i c e s f o r

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

i n i t s t e r m s o f t r a d e a n d h a d t o c o n t e n d w i t h o t h e r d i f f i c u l t i e s a s w e l l . A c c o r d -

i n g t o c a l c u l a t i o n s m a d e b y t h e F i n a n c e D e p a r t m e n t i n C o p e n h a g e n , t h e f a c t

t h a t i m p o r t p r i c e s r o s e m o r e t h a n e x p o r t p r i c e s m e a n t t h a t ( e v e n a f t e r a l l o w a n c e

f o r h i g h e r i n c o m e f r o m f r e i g h t s ) a n e x t r a c o s t o f D . K r . 1 , 1 0 0 m i l l i o n ( e q u a l

t o t w o a n d a h a l f t i m e s t h e a n n u a l a m o u n t o f M a r s h a l l a i d r e c e i v e d ) h a d t o

b e b o r n e i n t h e c o u n t r y ' s b a l a n c e o f p a y m e n t s i n 1 9 5 1 a s c o m p a r e d w i t h 1 9 4 9 .

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

c u l a r , t o a r r e s t t h e g r o w t h o f t h e f o r e i g n i n d e b t e d n e s s o f t h e N a t i o n a l B a n k ,

a w h o l e s e r i e s o f m e a s u r e s w e r e i n t r o d u c e d i n t h e a u t u m n o f 1 9 5 0 a n d

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

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

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

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

r e s p e c t o f b u i l d i n g o p e r a t i o n s w e r e w i t h d r a w n i n O c t o b e r 1 9 5 0 . F o r t u n a t e l y ,

t o w a r d s t h e e n d o f 1 9 5 1 s o m e w h a t b e t t e r p r i c e s w e r e o b t a i n e d f o r D a n i s h

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

b e f o r e ; m o r e o v e r , i n v o l u m e , e x p o r t s i n c r e a s e d b y 1 2 p e r c e n t , w h i l e i m -

p o r t s d e c l i n e d b y 7 p e r c e n t . , a n d t h e a m o u n t e a r n e d a b r o a d b y D a n i s h

s h i p s w a s s o m e D . K r . 3 0 0 m i l l i o n m o r e i n 1 9 5 1 t h a n i n 1 9 5 0 . T h e c o m -

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

p o l i c y a t h o m e r e d u c e d t h e d e f i c i t o n c u r r e n t a c c o u n t f r o m D . K r . 7 0 0 m i l l i o n



— II —

Denmark: Net foreign exchange position of the
National Bank and deficit in E.P.U.

Monthly, in millions of D.Kr.
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i n 1 9 5 0 t o l e s s t h a n D . K r . 1 0 0 m i l l i o n i n 1 9 5 1 ( s e e C h a p t e r I V ) a n d , a s

r e g a r d s t h e f o r e i g n e x c h a n g e p o s i t i o n o f t h e N a t i o n a l B a n k , i t a c t u a l l y t u r n e d

a n e t i n d e b t e d n e s s a m o u n t i n g t o D . K r . 3 0 0 m i l l i o n a t t h e e n d o f A u g u s t 1 9 5 1

i n t o a c r e d i t b a l a n c e o f D . K r . 2 4 m i l l i o n b y t h e e n d o f t h e y e a r a n d

D . K r . 9 8 m i l l i o n b y t h e e n d o f A p r i l 1 9 5 2 . I t s e e m s t o b e a g r e e d t h a t t h e

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

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

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

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

s a m e t i m e t h e s h r i n k a g e i n

d e m a n d o n t h e h o m e m a r k e t

h a s f o r c e d a w h o l e r a n g e o f

i n d u s t r i e s t o c o n c e n t r a t e m o r e

a n d m o r e o n e x p o r t s — a s

i s s h o w n b y t h e i n c r e a s e i n

e x p o r t s o f i n d u s t r i a l a r t i c l e s

d u r i n g t h e y e a r . I n v i e w o f

t h e i m p r o v e m e n t w h i c h h a d

t a k e n p l a c e , s o m e a l l e v i a -

t i o n s w e r e i n t r o d u c e d i n t h e

a u t u m n o f 1 9 5 1 , i n c l u d i n g

a r e s t o r a t i o n o f r e d i s c o u n t

p r i v i l e g e s i n c o n n e c t i o n w i t h

b u i l d i n g o p e r a t i o n s a n d c e r -

t a i n r e l e a s e s o f c o u n t e r p a r t

f u n d s — i n t h e m s e l v e s s i g n s

o f t h e s u c c e s s o f t h e p o l i c y

p u r s u e d .
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T h e N e t h e r l a n d s , a n o t h e r c o u n t r y l a r g e l y d e p e n d e n t o n a g r i c u l t u r a l

e x p o r t s , e x p e r i e n c e d a s i m i l a r d e t e r i o r a t i o n i n i t s t e r m s o f t r a d e . I n a d d i t i o n ,

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

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

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

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

( a d d i n g s o m e F l . 5 0 0 m i l l i o n a y e a r t o t h e b u d g e t ) . A f t e r a p r o -

l o n g e d c a b i n e t c r i s i s i n F e b r u a r y - M a r c h 1 9 5 1 , s t e p s w e r e t a k e n t o c o p e

w i t h t h e s i t u a t i o n : i n A p r i l t h e d i s c o u n t r a t e w a s r a i s e d b y a n o t h e r o n e p e r

c e n t . , w h i c h b r o u g h t i t u p t o 4 p e r c e n t . ( 1 % p e r c e n t , a b o v e t h e r a t e

q u o t e d u p t o t h e a u t u m n o f 1 9 5 0 ) ; t h e v o l u m e o f i n v e s t m e n t w a s c o m p r e s s e d ;

a b o u t 6 0 p e r c e n t , o f t h e f o o d s u b s i d i e s i n t h e b u d g e t w e r e a b o l i s h e d

( i n v o l v i n g a r e d u c t i o n o f F l . 2 7 5 m i l l i o n i n e x p e n d i t u r e ) ; a n d o n l y o n e -

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

1 0 p e r c e n t . , w a s i m m e d i a t e l y o f f s e t f o r t h e w o r k e r s i n t h e f o r m o f a n

i n c r e a s e i n w a g e r a t e s . A t t h e s a m e t i m e c e r t a i n t a x e s w e r e i n c r e a s e d

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

a u t h o r i t i e s w i t h a v i e w t o r e t r e n c h m e n t s .


