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TWENTY-THIRD ANNUAL REPORT
submitied to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle, 8th June 1953,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-third financial year, which began
on 1st April 1952 and ended j3rst March 1953. 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 31st March 1953,

The financial year closed with a surplus of 6,888,506.87 Swiss gold
francs, of which 200,000 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
3,488,596.87 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 vyear, there is an amount of 6,284,610.63 Swiss gold
francs available.

The Board of Directors recommends that from this amount the present
General Meeting should declare a dividend of 16.80 Swiss gold francs per
share, payable in Swiss francs in the amount of 24.00 Swiss francs per
share, and that the balance of 2,924,610.63 Swiss gold francs should be
carried forward.

The surplus for the previous financial year, ended 31st March 1952,
was 6,399,601.22 Swiss gold francs, of which 500,000 Swiss gold francs was
transferred to the account for exceptional costs of administration and
3,200,000 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 §,490,443.60 Swiss
gold francs. The dividend declared at the last Annual General Meeting was
12.60 Swiss gold francs per share, payable in the amount of 18.00 Swiss
francs, and the balance carried forward was 2,970,443.60 Swiss gold francs.
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The surplus for the financial year just closed is thus somewhat above

that for the preceding financial year, The following table shows the move-
ments of the Bank's active resources during the last five financial years.

B.l.S.: Active resources and their utilisation.

Rasources Utilisation
Actual gold Credits
Date Short-term | The bank’'s . .
and sight | own funds Total a:fe:l’t':‘isl: agfe;"t':‘i;‘ Total
deposits * ' gold currencies
in millions of Swigs gold francs
1948 21st March . . . 242 183 425 188 237 425
1980 " . 497 189 68t 285 41 (=1
1951 " . 7681 196 957 ars 580 asy
1952 ,, " o 741 20 D42 513 429 o042
1953 , " o 1,056 206 1,262 721 S41 1,262

® Including reserve for minor liabililles.

The transactions of the Bank, whether they have been 1n connec-
tion with deposits and credits, 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.

In the last Annual Report it was stated that negotiations for the
resumption of transfers on the assets connected with the Hague Agreements
of 1930 had been initiated at the International Conference on (erman
External Debts, which opened in London in February 1952.

These negotiations resulted in an arrangement between the Federal
Republic of Germany and the Bank for International Settlements, which was
signed in Basle on gth January last. Under the terms of this arrangement,
of which a more detailed account is given in Chapter IX, the Federal
Government undertock to pay to the Bank as from 1st January 1933 an
annual sum of 5.6 million Swiss francs In respect of current interest on
the Bank’s assets in Germany.

These negotiations were conducted in an atmosphere of mutual under-
standing, The Bank was obliged to make some concessions regarding the
amount of the annuity, which corresponds to slightly less than half of the
average amount of interest transferred in 1939. These concessions are not,
however, of a very different order of magnitude from those agreed to by
the other creditors. The special character of the assets of the Bank was
fully recognised and, furthermore, no change was made in the existing
legal position.
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Looking back, it is now easy to see that most of those who were
concerned during the war with post-war economic and financial policy were
too pessimistic in some respects and too optimistic in others. On the one
hand, they seem, generally speaking, to have believed that before long the
cessation of expenditure directly connected with the war would lead to a
deficiency of effective demand and consequently to an acute depression
— and in this respect they can now be said to have been far too pessi-
mistic, since the post-war period has been characterised by almost con-
tinuous boom conditions. On the other hand, they undoubtedly underesti-
mated the difficulty of setting to rights the economy of the world, being,
in particular, too optimistic regarding the speed with which it would be
possible to put an end to inflation and to establish once more a properly
functioning system of international trade and payments. Too little attention
seems to have been paid to the fact that the second world war impaired
the capacity of raw-material-producing countries much more than the first
had done (especially in south-eastern Asia, which was untouched by the
first world war). And — even more important than the material destruction
— the disorganisation caused by the second world war, not only in Europe
but also in other continents, went far deeper and was more widespread,
with the result that considerable adjustments had to take place before a
genuine balance could be achieved again. Western Europe suffered sub-
stantial losses (amounting to approximately the equivalent of $500 million
a year in terms of dollars of 1938 purchasing power and several times
as much in terms of current wvalues) in its income from investments in
other areas; it was obliged, for this and for other reasons, to spend more
out of its own domestic output in paying for its imports of foodstuffs
and raw materials than had been the case in the 1930s; and it had,
in addition, to bear the burden of increased government expenditure in
overseas countries. When it is remembered that on top of this there
were the hampering effects of the disorganisation of the monetary and
economic system and the difficulty, for the authorities, of paying due
attention to the monetary problems as long as the stepping-up of
production was considered the paramount task, it does not appear in
any way surprising that there have been many disappointments and that
the dates originally fixed for the discarding of exchange control have
not been adhered to. But even though grave errors have been committed,
there can be no denying that very great efforts have been made by most
countries, both individually and collectively, not only to repair the damage
caused by the war but also to break new ground, and that in the main
these efforts have been remarkably successful.

In the first half of 1950, 1.e. in the six months preceding the outbreak
of the conflict in Korea, there was a real approach to economic and financial
balance, ‘as was indicated by the widespread improvements in monetary
reserves, the resumption of the upward trend in business in the United States
after the brief recession of 1949 and the attainment of a fair degree of price
stability on the world markets. It will never be known, however, whether
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a firm basis for further progress had really been laid, since western Europe
was still receiving Marshall aid and thus could not as yet be said to be
living on its own resources. Moreover, the outbreak of the conflict in Korea
abruptly interrupted the normal course of development and brought with it
a series of fresh problems and difficulties:

{a) The immediate effect of the outbreak of the Korean conflict was a
spectacular rise in prices accompanied by a strong demand for credit.

(b} A more long-term effect was that produced by the rearmament effort,
which has placed a heavy and continuing burden on the various economies.

{c} At the same tume, the intensification of the “cold war”, of which
rearmament is but an outward sign, has had economic repercussions, in
particular by its effect on currents of trade.

Clearly a new effort was required, and 1t can now be said that in a
great many countries the necessary measures have been taken, so that,
notwithstanding the difficulties resulting from increased government expendi-
ture and in spite of other forms of tension, some definitely promising
results have been achieved during the past two years:

(1) The upward trend in world-market prices has been reversed, and in
almost every country it has proved possible to arrest the previous
mflationary rise in wholesale prices and the cost of living.

While an important contribution to this result has been made by
the increase in the output of commodities (see Chapter III), this
development is by itself insufficient to account for the change of
trend. It is significant that it was in March 1951, the month in which
it became possible for the Federal Reserve Board to inaugurate its

International commodity prices. MWonthly indexes: June 1880 = 100,
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rester number of markets: for further details see Chapter Ill of the present Report, as well as the 2ist Annual
eport, page 75, and the 22nd Annual Report, page 72.
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new and mote stringent monetary policy, that the rise in American
prices which had set in after the outbreak of the conflict in Korea
came to a halt, Since other countries would find it very difficult to
carry out an effective monetary policy if American prices were rising
steeply, the turn in the trend of U.S, prices in the spring of 1951
was an event of decisive importance from the point of view of the
world as a whole.

(n) There was an improvement in the course of 1952 and a still greater
improvement in the early months of 1953 in the balance-of-payments
position of the non-dollar world.

It is true that the U.S. surplus on current account did not decrease
to any very considerable extent from 1951 to 1952, since the reduction
was only from §5,164 million to $4,073 million, but the figures for
U.S. exports used in these calculations include deliveries of arms and
other forms of military aid. If such aid is left out of account, the
US. surplus in 1952 is reduced to $2,379 million, as compared with
$3,702 million in the previous year. From preliminary figures available
for the first quarter of 1953, it would seem — at any rate if military
aid is regarded as part of current income — that the non-dollar world
had no aggregate deficit on current account vis-a-vis the United States
(although certain countries still had difficulty in meeting their dollar
commitments and continued to impose severe restrictions on the im-
port of dollar goods).

(iii) Monetary reserves have recovered in a number of countries. One of the
most encouraging developments in 1952 was the increase of more than
$1.2 mulliard in the gold and dollar holdings of countries outside the
United States. As regards the distribution of gold alone, the most un-
favourable position had been that in the early autumn of 1949, when
countries outside the United States had held just over $g.0 milliard in gold
and the International Monetary Fund $1.4 milliard, while the holdings
of the United States itself bad amounted to $24.7 milliard. By the end
of March 1953 the gold holdings of countries outside the United States
had risen to about $11.9 milliard and those of the International
Monetary Fund to $1.7 milliard, while the U.S. gold stock had fallen
to $22.6 milliard. The following table, which gives end-of-year figures
and mncludes privately-owned dollar balances, shows that the most
marked improvement occurred in the O.E.E.C. countries and Canada.
The official gold and dollar reserves of the United Kingdom reached
their lowest point at the end of April 1952, when they amounted to
$1,662 million. From September onwards its holdings increased steadily
and at the end of April 1953 they stood at $2,273 million.

(iv) The aggregate amount of the net deficits (and, of course, the net sur-
pluses) in the settlements of the European Payments Union, which in
1951 reached an average monthly figure equivalent to $207 million,
has in the last quarter of 1952 and the first quarter of 1953 averaged
only $1o2z million — a contraction which would seem to be anocther



6

Gold reserves and short-term dollar assets, 1949-52,

End of
Areas and countries 1049 1950 1951 19852
in milliards of U.8. dollars
Starling area
Unlted Kingdom . . .. .. ... ..... 1.9 36 2.8 23
Fest of sterllng atea . . . .. ... ..., 08 0.9 02 029
Total sterling area . ., . 2.7 4.4 3.7 3.2
O.E.E.C. countrles (othar than the United
Kingdom}(™ .. ..... ... ... 6.0 6.5 7.0 8.2
Canada . . . . . . 0 v v e e 1.4 20 2.2 2.6
Latin America ., . . . .. 0. 31 3.5 34 34
- 7 1.5 19 2.2 2.4
All other countries . . . . . . . . . . .. 0.7 0.8 08 0.8
Total gold reserves and dollar holdings
of Gountries other than the United . .
States (M . . . v e e 154 194 19.2 20.4
United States gold stoek . . . . .. . .. .. 24,6 228 229 23.3

(I

)

Including holdings of dependent overseas ferritories and also those of the B.I.S: and the E,P.U,,

as well as a cerfain amount of gold to be distributed by the Tripartite Commission for Restitution
of Mongtary Gold. In principle, acceunt is taken of hoth published and unpublished reserves.
@ Excluding gold reserves of the U.5.S.R. and gold and dollar holdings of the International Monetary

Fund and lbe International Bank for Reconstruction and Development,
Source: Federal Reserve Bulletin, and “International Financial Stafistics’’ issued by the MM.F.

indication of a closer approach to equilibrium in the relationship be-
tween the various economies.

v)

There are many signs of Increased confidence In currencies, as is

shown, for instance, by the closeness of most free-market quotations
to the official rates for bank-notes,

United Kingdom: Sterling quotations in New York,
Weekly avarages in U.S. dollars per £ sterling.
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Disparity between free-market rates for bank-notes In Switzerland
and official rates for the U.S. dollar.

Weekly averages.
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Disparity betwean the free market rate of French bank-
notes in Basle and thée official franc-dollar rate,
Wealkly averages in percentages.

* On 4th May 1953 Austria changed the dolar parity of its currency. On the basis of the new rate, schilling
bank-notes stood, in the middle of May, at a premium of 1 per cent.

There can be little doubt
that the firmness of the free-
market quotations reflects a
better balance between the
volume of money and the
supply of goods and services
in the various economies. As
may be seen from the tables
given 1in the chapter on
“Money, Interest Rates and
Credit.” (Chapter VII), the
ratio between the supply of
money and the national in-
come at the end of 1952
compares favourably, in the
case of nearly all the coun-
tries concerned, with the
corresponding ratio in 1938.

In the first few months
of 1953 when, for various
reasons, there was a consider-
able amount of uncertainty
as to the main lines of poli-
cy which would be adopted
in international affairs, this
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uncertainty was hardly reflected at all in the free- market quotations for
bank-notes and other forms of currency.

Despite these undeniable signs of a fundamental improvement, it
should not be assumed that all the stumbling-blocks have been
removed or that only a few developments remain to cause uneasiness. The
obstacles to an increase in foreign trade are still formidable, and this applies
not only to dealings with the dollar area but also to conditions within Europe
and to much of the trade carried on with members of monetary areas associated
with European countries — not to mention the difficulties often met with in
commercial relations with the Latin American countries, Méreover, almost every
countty has its budget
problem, which, whether

Volume of industrial preduction.

Indexes: 1938 = 100. ot not it takes the form
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- ~ I ] that both sides of the
ey lf“‘ V= \’Umredsrates_m budget are too high,
m | 2 {1 with the result that the
burden of taxation which

has to be imposed is so
heavy that the resources
left over are insufficient
to provide for a satis- -
factory rate of economic
progress. The problems
due to the shortage of
free resources available
for private and other
investments came more
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0 i 149 “stagnation”’, but this is
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120 120 the autumn (as may be
oo - 1o seen from the graphs).
AL Lt bt bttt it bt liiitand However, the slowing-
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more particularly in Europe, was the beginning of a new phase and deserves
to be closely analysed in an attempt to discover not only its causes but also
the action required to maintain a satisfactory upward trend.

A slackening in the rate of increase of industrial production may be due to
a number of different causes; but as far as the falling-off which occurred in 1952
1s concerned, the fact that — as will be shown later — the engineering and metal
industries were affected
least of all seems to prove

Volume of industrial production.
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The change in marketing conditions was itself due to three

different developments:

(®)

(i)

Firstly, there was the change which began to make itself felt almost
everywhere in the autumn of 1951 in the form of a rather sudden
decline in the demand for certain durable and semi-durable
consumer goods {(clothing, shoes, household articles, etc.}. This decline
was in the main a reaction after the overbuying of textiles, etc. in the
year following the outbreak of the conflict in Korea. During that year
a nervous public, remembering the shortages and the rising prices of
the second world war, had bought far in excess of its current needs,
even drawing on accumulated savings in order to do so — and con-
sequently, when the fall in prices which followed showed the earlier
fears to have been unfounded, there was quite a considerable shrinkage
in demand.

United Kingdom: Value of sales and stocks of clothing.

Wholesale taxtile houses Large retailers
Average for Home sales Stocks Sales Stocks
me sale (end of quarter) {end of quarter)
Index: average for 1950 = 100
1980 . . .. e 100 100 100 100
1851 . . o o e e 104 17 110 1"
- - 72 80 104 110 107
1951 stquarter. . . . . . ... .. 116 20 102 108
2nd . e e 111 i10 113 113
ard .. e e e 50 146 95 122
4th  ,, ... e 98 129 125 106
1962 tstquarter. . . . . ... ... 83 126 o1 125
2nd ,, ... 81 107 i12 113
3rd ,, e B3 a2 104 a9
4th L o e 114 T4 133 92

In the weighting of cost-of-living indexes, textiles and footwear
usually account for something like one-seventh of total consumption and
are, in fact, the largest item after “food” and ‘“housing” (coming even
before “‘housing” in. countries with severe rent restrictions). Not until
the summer of 1952 did the exceptional decline in the demand for textiles
and footwear come to an end; at first demand rose slowly (the backlog
left from the war having been worked off long before) but by the
late autumn the improvement in the industry began to be reflected not
only in statistics of sales and output but also in the firmer tone of the
wool market and in increased deliveries of dyestuffs to the textile industry.

In the second place, account must be taken, In connection with
developments in certain European countries, of the changes in

. the volume of production caused by the violent fluctuations in the

ptices of forestry products and also, with regard to certain






