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TWENTY-FOURTH ANNUAL REPORT
submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle on 14th June 1954,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-fourth financial year, which began
on 1st April 1953 and ended 31st March 1954. The results of the year's
business operations are set out in detaill in Chapter IX, together with a
general review of the current activities of the Bank and an analysis of the
balance sheet as at 3zist March 1954.

The financial year closed with a surplus of 9,950,787.81r gold francs, of
which 400,000 gold francs has been transferred to the account for exceptional
costs of administration and 4,500,000 gold francs to the provision for contin-
gencies. The net profit for the year thus amounts to 5,050,787.81 gold francs.
After the allocation of § 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 7,722,859.05 gold francs available.

The Board of Directors recommends that from this amount the present
General Meeting should declare a dividend of 19.60 gold francs per share,
payable in Swiss francs in the amount of 28 Swiss francs per share, and
that the balance of 3,802,859.05 gold francs should be carried forward.

The surplus for the previous financial year, ended 3ist March 1953,
was 6,888,506.87 gold francs, of which 200,000 gold francs was transferred to
the account for exceptional costs of administration and 3,200,000 gold francs
to the provision for contingencies. After the inclusion of the balance brought
forward and the allocation of § per cent. to the Legal Reserve Fund, the
amount then available was 6,284,610.63 gold francs. The dividend declared
at the last Annual General Meeting was 16.80 gold francs per share, payable
in the amount of 24 Swiss francs, and the balance carried forward was
2,924,610.63 gold francs. '
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The surplus for the financial year just closed is thus rather more than
3 million gold francs above that for the preceding financial year. It should
be noted, however, that this vyear’s earnings include an amount of about
5 million gold francs (1 .million for the quarter ended 3rst March 1953,
which was not shown in the accounts for 1952/53, and 4 million for the
financial year just ended) which was paid to the Bank under an Arrangement
dated ¢th January 1gs3 with the Federal Republic of Germany in respect of
interest on the funds invested by the Bank in (Germany in execution of the
Hague Agreements of 1930, this Arrangement having come into effect during
the year under review.

The following table shows the movements of the Bank’s active resources
during the last five financial years.

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

Resources ) Utllisatlon
. Actual gold Cradits
Date Short-term | The Bank's - _ |

and sight | own funda Total a::’e;?:e?r: a:.?e;'gﬁ- Total

deposits . gold currancles

In millians of gold francs =

1950 aist March . . . 497 189 686 285 : 401__' - GBE
1951 . . ... 761 198 857 377 [, =86 | es7
1952 ,, .. ... 41 201 942 . 519 | 429 942
1953 . P 1,086 206 1,262 721 T} 1,262
1954 e 1,230 213 - 1,443 651 792 1,443

* Including reserve for minor liabilities,

The transactions of the Bank, whether they have been .in. connection
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.

* *
*

Taking a broad view of world events in 1953, it seems likely that this
year will be recorded in history as, on the whole, a fortunate one. It was
marred by no major crisis, either political or financial.” For most countries
it was a year of continued economic progress and, for the world as a
whole, one of further adjustment and consolidation; but at the same
time it was a year in which the business trend in the individual countries
was characterised by an exceptional degree of diversity.

Evidence of consolidation is provided, in the. first place, by the remark-
able stability of both wholesale and retail prices and, in the second place,
by the improvement in the international balance-of-payments. position, which
found its most striking expresston ‘in the fact that in 1953 $2,600 million ‘was
added to the gold and dollar reserves of countries outside the United States,
most of the increase having taken place in western Europe.
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The high degree of diversity is most apparent in the curious contrast
between the upward trend of business activity in the majority of European
countries during the second half of 1953, and the slackening of the tempo
North America. In the United States the trend was the opposite of that in Europe,
a gradual decline being noticeable from the summer onwards, and in Canada there
were indications of a levelling-off of the rise in industrial output towards the
end of the year, Such -a marked divergence is rare .— and it could hardly
have occurred had it not been for, on the one hand, the growing strength of
most European economies and, on the other, the pursuit in the western hemi-
sphere of policies designed to lighten the impact, at home and abroad, of a
downward adjustment of the level of business activity.

As far as price movements are concerned, it is -natural -that ‘¢ondi-
tions in the United States — a country which alone absorbs as miuch as
35 to 40 per cent. of the world’s output of industrial raw materials — should
exert a predominant influence on the world markets. '

Throughout 1953, the index numbers for both wholesale and consumer .
prices in the United States remained within 2 per cent. of the average level
for 1952. This very high degree of price stability is a clear indication that
the American economy has been able to take in its stride the shift from
expansion to readjustment which occurred in the course of the year
and also the complete removal of price and allocation controls by the
new Administration in the weeks following its assumption of . office on
20th January 1953. : v :

In the European countries, too, the movements of the average level of
prices in 1953 remained, with but few exceptions, within very narrow limits,

United States: Price movements.
Monthly Indexes: 1938 = 100, ]
450 : , 450
a Eﬁl ' Augurst 1935100 7]

400 : P 490
C l’ "m\ ]
Bp . 'Mi . ﬂr “ Sensilive prices 130
C po T L™ i N8, 22 commadites) 3
00 AW L) : ] \ 1 300
- fﬂ" od ‘\ _‘*“"‘\ t ]

- I . h‘ ‘ ‘ﬂ' v"'f\l\d'l ,‘“h’ .
-] A e / Wholesale prices (Gemeral index) aE
200 f—4 ,...-’" - 1 | 200
— . | o | 1 j : ]

F /J’ s L ConsUMer prices Sept 1933+100) ]
150 = ' : - 150
]00: ||II[IIII'IIIIIIIIIIIIIIlllll |'||II||||||J!|||III|II II|I||.I|I|II||||!I|IIIII'II‘I'IIIIIr1I|l|l||'|:|00
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The dismantling of controls was continued, being carried so far that in a
number of countries free-market conditions were almost fully restored; but
even where controls have not yet been entirely abandoned, the actual price
quotations have been determined to an increasing extent by the interplay of
supply and demand.

Percentage_ changes in wholesale prices and the cost of living.

Whelssale prices Cost of living
Countries Percentage increase (1) or decrsase (—) during

1951 1952 1953 1951 1952 1953
Austela. . . ... .... + a8 — & B | + 39 - f —_ 5
Balgium ., ., .. .. .. + @ — 10 — 4 + Io - 1 + 0
Denmark, . .+« o + 17 — & - 5 + 7 + 2 —_ 7
Finland . . ....... + 24 — 8 — 3 + 7 + 4 —_ 7
France . . . .. .. ... + 26 - 7 —_ 2 + 22 + 2 —_ 2
Germany (western) . . . + 14 —_ 2 — 4 + 1t - 2 - 2
Greet® . . . . v o400 + I - 2 + 28 + 10 + ) + 27
lceland . . . . . ... .. . + 19 + 3 4+t
freland, , . . ... .. . 4+ 13 + 3 - 2 + 17 + 9 + 2
Haly . .. .. e e + t - 3 - 7 + 8 + 4 + 7
Netheriands . . . . . .. + i3 — 4 - 4 + 5 + 1 o
NMorway. . . .. .. ... + 17 + 4 —_ 2 + 14 + & 4+ 2
Portugal . . , . ... .. + I6 4+ 4 - &5 + 0 + 0 Ea |
Spaln, . . ... . + Ir + 2 + 5 + 3 — 2 + !
Swedsn. . .. ...... + 28 — 4 —_ 3 + 23 + & — 3
Switzerland . . . . ... + 4 - & - 3 + & o E—_—
Turkey . o . v o v v o0 + 5 - 0 + 5 + + @6 + 4
United Kingdom. . . . . + 13 — 7 LR | + 12 + 7 + 7
Ausfralia. . . .. .. .. + 24 + 9 — f + 24 + 1o + 4
Canada, ., . ...... ' + 6 - 7 - 1 + 17 — 2 o
Japan, . . . .0 v e e + 25 — 4 + & + 18 + < + 78
South Africa. . . .. .. + 20 + 6 - 7 + 9 + 8 + 7
United States . . . . . . + 1 - 3 + 0 + 6 + 1 + 7

Mote: In only two of the countries included in the table, namely Greece and Japan, was there a rise of more
than 5 per ¢ent. in wholesale prices or the cost of llving in 1953. ln Gresce the drachma had been devalued by
50 per cent. [n Aptil 1953; and Japan had not yet succeeded in restoring balance in ifs economic and financial
position.

It was, in fact, precisely because prices reflected to a greater extent
than previously the conditions prevailing on uncontrolled (and, therefore, free)
markets that the high degree of overall stability which was achieved had a
reassuring effect on public opinion.

In some countries, in which physical controls were introduced m
193940 and maintained for half a dozen or more years after the end of the
war in 1945, the new generation which has grown up can hardly remember
anything of the normal working of a market economy. But everyone will
agree that the abolition of the kind of restrictions associated with the ration
book is a very obvious advantage for housewives, while producers and traders
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welcome the disappearance of other forms of direct controls affecting dealings
in the home market and relations with other economies, since this, too,
simplifies  transactions and reduces real costs. All this probably means that
a reversion to physical controls, unless clearly necessitated by emergency
conditions such as those existing in time of war, would be most unpopular
with wide sections of the community — especially since experience has
shown that, once normal supplies were again available, the abolition of
restrictions was not followed by any substantial rise in prices but by the
attainment of a greater degree of price stability than was achieved during
the period of economic regimentation, and also by a considerable improve-
ment in the gquality of goods and services owing to the revival of com-
petition. '

It contributes greatly to confidence and social justice in a community
if prices can be set free and if, at the same time, wide movements
in the general price level can be avoided. It is under such conditions
that the individual trader or consumer is best able to plan his spending,
weighing the merits of the various commodities and of the various sources
of supply. Indeed, much time and energy can be saved if the retail ptices
of most freely-available commodities and services are not subject to violent fluc-
tuations. Moreover, the return of steadier prices puts an end to the possibility
of making inflationary profits — since such profits can be reaped only when
the purchasing power of the monetary unit is falling — and it therefore
forces industry and cominerce to make greater efforts to increase their effi-
ciency by means of rationalisation. And it does more than anything else to
restore confidence in the nattonal currency, thus helping to revive savings
activity and often to bring about the repatriation of capital sent abroad during
the period of inflation,

As more capital becomes available for investment there will very likely
be a stronger demand for labour and this, together with the greater stability
of living costs, will eliminate the need for the sudden sharp increases in
money wages which, as experience has shown, are the forerunners of rises in
production costs and corresponding increases in consumer prices, as a result
of which the wage-earner finds before long that the advantages he hoped
to galn by securing a wage-rise have been wiped out.

As may be seen from the table on the following page, the trend
of the labour markets in 1953 was very different from that in any
of the years since the outbreak of the conflict in Korea in the middle
of 19350.

The figures in the table show the increase in money wages in terms
of percentages. While the extent and rate of the rise in prices since 1950
has varied greatly from country to country (the smallest change having
occurred in Switzerland), the effect of the general increase in price stability
in 1953 is quite evident from the narrowness of the range of the wage
movements in that year. '
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Percentage increase in hourly money wages.

Percentage increase during

the whols

_ Countries 1950 . perlod

June to 1951 1952 1953 June 1950

December to December -
19563
Auvstralia . . .. ... ... 15 20 13 3 50
Frante . . ., ........ 1o 34 4 #* N1
Autlria . .. ... ... .- 17 33 - o o 54
Finland , , ., ... ... . 20 24 H 2 54
. Swedeniy ... ... ... 2 24 is 3 49
Capgda ., . .. ... .. .. 4 15 -4 5 1)
Norway(}. ... ..... . & 13 [ 4 34
Germany (weastern} ., , ., . . & 14 5 4 37
Maly ........... . 3 12 I .2 30
United Kingdom (., . . . . 4 1 6 3 25
United States . . . . .. .. 6 & -3 3 23
Belgium. . . . ... .. .. 6 11 0 ' L]
MNetherlands, ., ., . ... .. 5 6 2 H 15
Switzerland . . . . . .. e 0 4 2 H &
{"} Quarterly average. () Weekly wage rates.

The "maintenance of more stable prices has been facilitated by the
increased liberalisation of trade, whereby the sources of supply have
been widened without there having occurred any deterioration in the foreign
exchange position of the countries concerned. But trade could not have been
liberalised, nor ‘could domestic markets have preserved their balance, had
it not been for the elimination of inflationary tendencies thanks to the
increase in the supplies of goods and services combined with the adoption
of more effective fiscal and monetary  policies.

The improved equilibrium observable in the field of commodity prices
is also noticeable in the exchange rates quoted in the free markets, which
are now — in the case of the most important currencies — close to the
official rates, and in the development of the free-market price of gold, which
has fallen almost to the level of the official price of $35 per ounce. There
are inner connections between these various signs of stability; they reflect
the growing effectiveness of the measures which have been taken, and at the
same time they give proof of increased confidence in the functioning of a
market economy. The success achieved in keeping the average level of prices
stable for a period of now well over two years, during which there has
been not only the most rapid increase in armaments ever known in peacetime
but also a general lifting of direct controls, bears witness to the continued
efficacy, under present-day conditions, of the means of action available
to a free-market economy.

As is shown in Chapter III, notwithstanding the stability of the
overall price level in 1953 there were during the year considerable move-
ments in the prices of individual commodities and groups of commodities,
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reflecting the type of ad-

justment * to varying con-;
ditions which is to be

_expected in free markets.

With regard to the rela-.
tionship between the prices
of the raw rmhaterials im-
ported by the industrialised:
countries of Furope and
those of the 'semi-manu-
factured and manufactured
articles exported by these
countries, an Iimpression
of the change which has
occurred can be gained
from the shift which has
taken place in the terms
of trade. An examination
of the relationship between
import and export prices
in a number of European

. countries shows that, grosso

modo, the terms of - trade
have returned to where
they were just before the
outbreak of the conflict
in Korea, which means
that the marked price dis-
advantage suffered during
the boom period by coun-
tries which are heavy im-
porters of raw materials
has now disappeared. A
stimalus  was given to
raw -material  production
throughout the world by
the fear .of shortages at
the time of the Korean

conflict (see Chapter III) and the consequent increase in production has
helped to create a price . relationship not unfavourable to the- mclustnal

countries of

Europe

In the case of a few countries it is possible to carry the comparison
between import and export prices right back to the year 1913; although
statistics covering such a long period must be inferpreted with a great deal
of caution, the data available seem to permit the drawing of certain broad
and rather interesting conclusions, :



Terms of trade 1913—19853,

Finland Sweden Unlted Kingdom United States
Import Import Import Import
Yoar prices prices prices prices

Import | Export [ qivided fImport| Export | qiyvided | Import| Export| gjyided ] Import| Export| giviged
prices | prices (4y oxport] Prices | prices |by export] Prices | prices fhy axport] Prices | Prices luy oxport
prices prices prices prices

1913 100 100 100 100 00 iop 100 100 ioo 100 100 100
1929 $13| 1,060 86 126 144 es 134 160 &4 123 134 92
1938 753} 1,018 74 109 138 79 103 147 70 77 100 ?7
1953 |11,295 (16,117 70 358 435 as 389 480 as 222 210 106

Finland is in a special position, the great improvement in its terms of
trade being due to the fact that forestry products (timber, pulp and paper),
which account for over 8o per cent. of its exports, are still in great demand
and - that their prices have generally risen more than those of other types
of goods.

Sweden, too, has benefited from the relatively high prices paid for
forestry products, but the Swedish economy is much more diversified than that
of Finland; indeed, it is interesting to note the broad similarity between price
developments i Sweden and those in the United Kingdom. It is often
pointed out that Sweden’s terms of trade, and still more those of the United
Kingdom, are distinctly less favourable today than they were in 1933, even
though the abnormal conditions of the Korea boom now no longer exist. It
should be remembered, however, that 1938 was a year of world-wide business
depression {the unemployed in the United States having numbered no less
than 10 million); world demand for raw materials was therefore at an
abnormally low level, with the result that the prices received by raw-material-
producing countries could not be said to provide them with a fair return. It
is therefore better to choose a different pre-war year as the basis of com-
parison — for instance, 1929, since that was a year of record production both
in the United States and elsewhere. The table shows that the Swedish and
British terms of trade are at present about the same as they were in 1929
and, furthermore, that the 1929 terms of trade were some 15 per cent. more
favourable than those of 1913. This is very interesting, for there are reasons
to believe that the price changes responsible for the improvement of
the terms of trade between 1913 and 1929 were firmly based, being the
reflection of a general rise in the productivity of the raw-material-producing
countries. In view of the fact that further increases in productivity have
occurred since 192¢ and that synthetic substitutes have now been discovered
for several important raw materials, it may perhaps be expected that the terms
of trade for the industrial countries of Europe will remain about as favourable
in the future as they were Iin 1953 provided, of course, that thete are no
grave political disturbances.

As far as the United States is concerned, the picture is somewhat
different, since that country is still to some extent an exporter of raw materials
and since, moreover, the prices it has to pay for certain commodities of which
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it is importing increasing quantities (coffee, cocoa and forestry products)
have, for a number of years been rising at more than the average rate for all
commodities. The U.S. terms of trade are not very different today from what
they were in 1913; they would probably become more favourable in the event of
a severe depression — which, however, needless to say, it is in everybody’s
interest to avoid. '

Very much the same circumstances as made possible the high degree of
price stability in 1952 and 1953 also contributed to an improvement in
the international balance-of-payments position. The gold and dollar
holdings of countries outside the United States began to grow in the spring

Gold and dollar holdings.*
Excluding the United States, internstional institutlons and the U.5.5.R.
Quarterly, In milliards of U.5. dollars.
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* Dolear holdings include both official and private holdings.
Source: Federal Reserve Bank of New York.

of 1952 — ie. at a
time when the spec-
tacular Korea boom
had spent its force —
and they have been
increasing ever since.
In the twenty-one
months from April
1952 to the end of
1953 the increase in
such holdings (not in-
cluding, however, the
gold reserves of the
U.8.8.R. — since their
size is not known —
or those of inter-
national institutions)
amounted to nearly
$3.0 milliard; and of
this $2.6 milliard was
added in 1953. As
may be seen from
the second of the
two graphs, the im-
provement which has
occurred since the
spring of 1952 has
been confined almost
exclusively to the
sterling area and the
continental O.E.E.C.
countries, especially
western Germany,
the Netherlands and
Austria. There was also
an increase, although



it was much less marked, in the combined holdings of the Latin American
countries, which rose by $260 million during 1953, while on the other hand
those of the Asiatic non-sterling-area countries taken as a whole underwent
little change during this period, and Canada’s gold and U.S. dollar holdings
decreased somewhat in 1953. Canada’s reserves were, however, already
substantial; and in Latin America and Asia only a few countries actually
suffered a net loss. It can thus be said that even outside Europe and the
sterling area the year was for most countries one of sustained, although
generally slow, improvement. '

The growth in the reserves of the sterling-area countries and of the
O.E.E.C. countries of continental western Europe has gone hand in hand with
a distinct improvement in

O.E.E.C. countries: Current account the current account of
-of -the balance of payments. their balances of pay-

— . : ments, especially vis-a-vis

Country 1951 | 1982 1953* the United States.
in_millions of U.S, dollars

. Although not every coun-

Austria . . — 176 y— 104 |+ T try was able to improve its
Belgium . & .. .. + /G o+ 180 |+ 4 balance-of-payments position

Denmark . . . ., .. — 40 C+ 22 + 22 . P E
France () . . . . . .. — 1063 | — eso | 220 in 1953, for western Europe as
Germany . . ... .. + 185 | + s70 | + 818 a whole the change-over from
Gresce . ....... — 260 | — 175 [ g9 a current deficit of $2,345 mil-
feeland . .. ... .. - i —- 8 /- 5 lion in 1951 to a current
Maly, oo — 124 — 8 a9 surplus of $1,446 million two
Netherlands . . . . . — 80 | + 480 + 337 lat ¢ it
Norway . . - . . . .. . 88| — 8 |_ 143 | Years later represents quite
Portugai . . . . . . o I N B a remarkable achievement.
Sweden . .. .. ... + 182 [+ 38.|4 a5 Through the lifting of restric-
Switzerland() ... .| — 17 [ + 170 | 4+ 308 tions on trade and payments
;"‘;"’: MARAROREY I 1;_:; - ;':: — 188 in relation to all countries the
it om . ., — 1, + . . B

nited Hing + 8% foundations are being laid for
CTotal ., . .| — 23845 { + 656 | 41446 an expansion of the volume

of international commercial

(") Including French overseas.terrliories. %) Private estimaile. . .
*" Provisional, . - and financial transactions.

The improvement in the European countries’ balance-of-payments situa-
tion has as its counterpart a very remarkable change in that of the United
States and Canada. As far as the United States is concerned, a consider-
able proportion of its exports in recent years has consisted of military
equipment delivered under the Mutual Security Program, and if these
deliveries are included in the total of U.S. exports the United States’ overall
surplus in' respect of goods and services of all kinds shows only a very
small- decline, falling from' $4.9 milliard in 1952 to.$4.7 milliard in 1953.
If, however, the military deliveries (which in 1953 represented as much as
one-fourth of total exports) are excluded, and remittances and other gifts
(including contributions for charitable purposes) are regarded as part of
current expenditure, as is the practice in -European balance-of-payments






