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TWENTY-FIFTH ANNUAL REPORT
submitted io the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle on 13th June 1955,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-fifth financial year, which began
on 1st April 1954 and ended 31st March 1955. The results of the vear's
business operations are set out in detail in Chapter IX, together with a
general review of the current activities of the Bank ancl an analysis of the
balance sheet as at 3Ist March 1955.

The financial year closed with a surplus of 9,356,517.53 gold francs,
of which 1,657,063.26 gold francs has been utilised to write down the value
of the Bank’s buildings to one gold franc, 184,295.05 gold francs has been
transferred to the provision for exceptional costs of administration and
2,900,000 gold francs to the provision for contingencies. The net profit for
the year thus amounts to 4,615,159.22 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 8,187,260.31
gold francs available.

The Board of Directors recommends that the present (General Meeting
should declare a dividend of 21 gold francs per share, payable in Swiss francs
in the amount of 30 Swiss francs per share, involving the distribution of
4,200,000 gold francs, and that the balance of 3,987,260.31 gold francs should
be carried forward.

The surplus for the previous financial year, ended 31st March 1954,
was 9,950,787.81 gold francs, of which 400,000 gold francs was transferred to
the provision for exceptional costs of administration and 4,500,000 gold francs
to the provision for contingencies. After the allocation of 5 per cent. to the
Legal Reserve Fund and the inclusion of the balance brought forward, the
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amount then available was 7,722,859.05 gold francs, The dividend declared
at the last Annual General Meeting was 19.60 gold francs per share, payable
in the amount of 28 Swiss francs, involving the distribution of 3,920,000 gold
francs, and the balance carried forward was 3,802,859.05 gold francs.

The surplus for the financial year just closed is thus some 600,000 gold
francs less than that for the previous year. It should be recalled, however,
that last year's results included an amount of about one million gold francs
representing interest for the quarter ended 31st March 1953 which was not
brought into earnings in 1952-53. The amount paid to the Bank under the
Arrangement dated oth January 1953 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 was therefore about 4 million
gold francs this year, against some 5 million gold francs (for fifteen months)
the previous year,

The following table shows the development of the Bank’s active resources
during the last four years,

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

Regources ~ Utilisation
Bt : Actual gold |  Credits

ate The Bank's and invest- | and Invest.
Deposits own funds Total ments In ments in Total

- AE gold - currenciss

in millions of gold francs |

1851 3ist March . . . 761 196 o957 377 - 580 - 257
1982 ., ... 41 201 942 513 429 942
1983, ., ... 1,056 206 1,262 721 541 1,262
1984 , ,, ... 1,230 213 1,443 651 . 792 1,443
1986, ., ... 1,432 218 1,650 - 680 970 1,650

* Including reserve for minor liabilities.

The transactions of .the Bank, whether 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 con-
formity with the monetary policy of the central banks concerned. '

‘The Bank has continued to. co-operate in the financial field with other
international institutions, in particular, the International Bank for Reconstruction
and Development, - the International Monetary Fund and the Organisation for
European Economic Co-operation. It has been asked by the High Authority
of the European Coal and Steel Community to participate in the execution of
the agreement for a loan of $100 million which the High Authority has
concluded with the U.8. Governrient. The technical functions which the Bank
has assumed in this connection are more fully explained in Chapter IX,
section 3. o
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The Bank for International Settlements has now been in existence for
twenty-five years. An outline of the Bank’s activities during this period,
written by the General Manager of the Bank; has just been published by the
International Finance Section of Princeton University and is reproduced, with
its. permission, in the form of an annex to this Report.

Throughout the twenty-five years during which the Bank for International
Settlements has been in operation, both economic and political conditions have
been subject, in most parts of the world, to unusually grave disturbances. The
first nine years, from 1930 to 1939, were those of the great depression and
its aftermath; the next six, from 1939 to 1945, were those of the war, with
its immense waste of resources, both human and material. The past ten years,
from 1945 to 1955, have seen countries faced with the dlfﬁcult task of
reconstructing their domestic economies and of trying, at the same time, to
rebuild a workable system of international trade and payments. There is no
doubt that much progress has been made towards both these goals during
these ten post-war years, but the process of establishing conditions under
which economic growth can be combined with a high degree of stability is
still far from complete. A great deal depends, of course, on political factors;
but, as a result of the experience gained during the past twenty-five years of
the evils both of deflation and of inflation, there is now a widespread conviction
that it is only when there is a fair degree of stability in the general price level
that we can enjoy the benefits of sound economic growth.

Striking evidence of the recovery which has taken place since the end of
the war is provided by the fact that on both sides of the Atlantic 1954
was a fundamentally prosperous year. Whatever fears and apprehensions
may have been entertained earlier as to. the probable trend of economic
activity during the year, actual developments scon showed them to have been
groundless; in most countries of Europe the volume of production continued
to increase throughout 1954, the gross national product of the seventeen
Q.E.E.C. countries having apparently been on an average, in real terms,
about 4 .per cent. greater than in 1953. And in the United States and Canada
output began to rise again in the second half of the year and went on
increasing in the early months of 1955. The progress was all the more notable
in that it was achieved concurrently with an unusual degree of overall price
stability and without there being any. resurgence of major balance-of-payments
difficulties. In these respects the conditions prevailing m 1954 were a con-
tinuation of those of the two preceding years. Thus by the begmmng of 1955
the great majority of the countries of Europe, as well as many in other parts
of the world, had enjoyed three years of generally rising consumption and
of reIatlve stab1hty in the overall level of pnces

" The overall stab111ty of prlces Is an important fact which deserves
to be singled out for spemal mention in apy review of economic conditions
during the last few years, since it not only is a sign of the attainment of a
better relationship between the amount of goods and services available and the
evolution of monetary demand but also has a very beneficial effect on general
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economic efficiency. Price stability encourages the adoption of improved
methods of trade and production by teaching business people and others to
calculate more carefully, thus causing them to introduce all those cost-cutting
measures and devices which, though often unimportant-looking in themselves,
can by their combined effect make just as essential a contribution to the
rationalisation of a country’s ecomomy as do the major changes in technigue
which require the investment of large sums of money. Furthermore, by
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eliminating those enterprises which depended for their existence on the
continuance of inflation, it tends to place business in the hands of the more
efficient. An overall stability in the price level does not, of course, exclude
changes in individual prices; and the effect of such changes in bringing
about a redistribution of productive resources may be expected to be greater
if the general trend is neither inflationary nor deflationary. Price-cost relation-
ships, as they influence profitability, are after all the driving force in a free
economy, in which the balance to be sought must be dynamic in character
and not the result of an artificially imposed rigidity which can only result
in stagnation.

Finally, by strengthening confidence in the domestic currency, price
stability brings about an increase in savings activity, and this in turn
enables the mechanism of the money and capital markets to work more
efficiently. Conditions are thereby created which make it possible for com-
mercial and industrial financing and the management of the monetary system
to be put on a sounder and therefore more durable basis. To the large mass
of wage-earners this whole development gives a feeling of reassurance that
their incomes and their savings will retain their purchasing power and, in
particular, that any increase in nominal wages will also represent an increase
in real wages.

Once the public in the various countries has been able to enjoy the
great boon of relative price stability, one of its chief desires is to avoid
returning to the old days characterised by constantly mounting raw-material
prices and living costs, and it therefore expects the authorities to adopt policies
designed to prevent the reappearance of inflationary tendencies. It 1s. a sign
of the times that governments all over the world are nowadays greatly con-
cerned to keep the cost of living from rising. Proper fiscal and credit policies
are essential for the attainment of a genuinely stable price structure, free
from the distortions which are so often produced by systems relying
extensively on direct controls, owing to the fact that price-fixing normally
leads either to the rationing of consumer goods or to the accumulation of
unsalable stocks. :

Unfortunately, the preoccupation of the general public with price
stability — especially in relation to their living costs — does not mean that
particular groups in the economy always recognise their responsibility in this
respect. There will often be a conflict between the immediate — usually
short-sighted — interests of certain sections and what is required for economic
growth, since the development of an economy involves changes in the relative
rate of expansion of different sectors.

It should, moreover, be mentioned by way of warning that price stability
may create a feeling of false security and may thus divert attention from the
fact that incipient inflationary influences — resulting, in particular, from ex-
cessive financing by means of newly-created credit — are being allowed to per-
meate the economy. Price stability is not emough by itself but needs to be
accompanied by freedom of commercial and financial transactions in order that
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foretgn competition may be able to exert its salutary effects; and the authori-
ties must be ready to reshape their credit policy whenever there are signs
that expansion is tending to go beyond the limits of available resources or
that deficits which are not properly prowded for are developing in the
balance of payments.

- A second important feature of 1954 was the absence of any major
. disturbance in the balances of payments. The following table shows
the current-account surpluses or deficits of the individual O.E.E.C. countries
since 1951 and also the yearly figures for the group as a whole, representing
approximately the aggregate balance of these countries in relation to the rest
of the world. :

Thej O.E. E.C. countries

O.EEC. countries: ' a1l
, ~as a group would appear
Current account of the halance of payments "to have had a. favourable

' Countries. 1951 19852 1953 | 1os4: | Dbalance in 1954 equivalent
in millons of U.S. doNars to. about $1,200 million —
] a surplus which, though
.ﬂl.lls‘liria N b .| — 16 — 104 + ™ + 68 ] smaﬂer than that in the
Belgium-lLuxemburg | + 214 + 142 + 4| — T2 ’ - . .
N previous year, was still
Denmark . . . . . . — 40| + 22| + 13| — Y0 i . :
France . . . . . . . —1088 | — e59 | — 220| + 7B2 quite substantial. Thrtee
Germany......| + 86| 4+ 887 | £ o085 | + ‘976 more countries than in
Greece . .. ....| — 308 | — 18| — 24| — 73 1953 had a defictt in 1954,
:"‘I'.““: """" - 1;' - 2: - 6&|- 11 ~and the current surpluses
reland , . . .« . -_ 4 —_ —_— —_— 7 .
= of some of the others
Maly ... ... — 124 — 311} — 212 [ — 140 o hod
Metherlands . . . .| — 60| + 400 | + a37 [+ 127 | Seem to have diminishe
Norway....... | + 3] — 38| _ 137{— 154 in the course of the year..
Portugal 4 . . . . . +: 83| — 17: + 33|+ 23 This reduction was only
Sweden . ..... + 182 + 35| + 86| — 22 to a small extent the re-
Switzerland , . . .| — 30| + 1187 335 | + 240 . . .
: * flection of the decline in
Turkey . ... ... — 14| — 170| — 123 | — 150°
United Kingdom . .| — 1,140 | + 386 | + 322 | + s0s | the amount c::d EETOP‘?;“
g ' - impotted the
Total . . .| —2580 | + 384 | +1,408 [ +1,021¢ goo‘ds po 4
United States and Canada

1 Excluding direct foreign aid but including off-shore putchases, military a5 3 result of the reces-

expenditure, etc. 2 Provisional. : : :
a First half of 4954, . 4 Escudo area. % Rough estimate,  SLOI1S 101 these two countries

¢ Total includes only January-to-June results for France and Portugal. see age 26 . A more
On the basis of the developments in forsign trade in these countrles ( : bag ) '
during the second bhatf of the year — France had a smaller import 1mporta_nt factor. influen-

surplug than in the first half, while Portugal -had a somewhat larger . A :
surplug ~ the overall surplus will probably reach $1,200 milllon., cing the European balance-
' of-payments position was

the quickening expansion in the European economies, which led to an increase
in imports and also, for a time, to a rise in the prices of certain imported
goods. It cannot be said, however, that these movements caused any serious
deterioration in the position of the European countries. Some of them actually
welcomed a decline in their balance-of-payments surpluses, since it helped
to moderate: the hyper-liquidity of their .money and capital markets. In the
United Kingdom, however, where the aim has been to build up the country's.
reserves, . the reduction — although not great in itself — gave rise to much
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discussion and led in fact to prompt and determined action by the authorities,
who raised Bank rate by two steps, in January and February 1955, from
3 to 4% per cent. and also took. 2 number of other measures. And in
the four northern countries — Denmark, Finland, Norway and Sweden —
policies which in some respects represented a departure from the methods
so far employed were adopted to restore a better balance. But even taking
into account these developments, the fact remains that the continued economic
expansion in western Europe in 1054 was accompanied by only a moderate
detevioration in the balance-of-payments position of the countries concerned
-— and that at a time when there was still a recession in the United States.

The current-account balance of western Europe with the United States,
excluding all military transfers and expenditure, was naturally adversely
affected by the recesston. U.8. merchandise exports to western Europe
increased by approximately $500 million in 1954 and imports decreased by
$250 million, while the balance of invisible transactions showed little change.
However, although on overall goods and services account {excluding military
transfers and expenditure) western Europe had a deficit with the United States
amounting to $1,423 million, this was fully covered by direct US. military
expenditure in the countries of western Eurape (i.e. off-shore procurements,
etc.), which totalled $1,431 million.*

There were in addition, on capital account, various other government
grants amounting to $1,000 million and private remittances totalling $230 mil-
lion (the lattér are in fact generally included as a current-account item in the
estimates of the recipient countries). It is thus clear from the foregoing
ﬁgures (which cover the most important movements) that western Europe,
in its direct relations with the United States, had a substantial payments
surplus, which enabled it not only to add to its monetary reserves but also
to allow -dollar goods to be imported more freely.

The contrast observable in the two years 1953 and 1954
between the trend of business activity in western Europe and that
in the United States has naturally been one of the most widely
discussed features in the recent economic history of the world,
The causes and consequences of this divergence clearly require to be most
closely examined. For even though it may not yet be possible fully to
comprehend all the factors involved. and to assess the impact of these various
developments on public opinion and official policies, it is important to try
to understand the forces at work in the recent past ancl to draw at least
a few preliminary conclusions. :

The following four graphs illustrate some -aspects of the tendencies which
led to the 1953-54 recession in the United States and to the recovery
which has taken place since the early autumn of 1954.

# This military expenditure dees not include the “transfers” of US military supplies and equipment,
which amounted to a total of $2,3183 million. These shipments, since they represented a grant m
kind, did not, of course, directly affect the availability of dollars.
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These four graphs cover the period from the beginning of 1948 up to
the end of 1954.

Looking back over a somewhat longer period, one finds that in the
United States the volume of investment began to expand substantially in 1940,
the outbreak of the second world war having put an end to the stagnation of
the 1930s. During the war period (which, for the United States, did not
begin until the end of 1941) the main stress soon came to be laid on
public investment for defence purposes; and when at the end of the war the
volume of such investment was reduced to much smaller proportions, the spurt
made in the private sector was quite remarkable. It is hardly surprising,
therefore, that four or five years of continuously increasing private investment

United States: Industrial production,
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In milliards of dollars.
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* Based on seasonally adjusted data.

expenditure, which led to a substantial rise in the output of finished articles,
should have been followed — once the post-war inflationary burst of consumer
spending had subsided — by one of those periods of adjustment which are her-
alded, more often than not, by an abnormal increase, followed by a fairly sharp
reduction, in producers’ and traders’ stocks {or “inventories”, as they are called
in the United States). As may be seen from the graphs, a muld recession began
in the autumn of 1948 and lasted more or less throughout 1949. It is interesting
to observe that government outlay on goods and services rose throughout 1948
and well on into 1949, so that there can be no question of attributing the



setback suffered in 1948-49 to a contraction in public expenditure. And the
graphs also show that the upturn which began in the first half of 1950 cannot
be said to have been due to any increase in government spending. On the
contrary, government outlay on goods and services steadily declined from the
early' autumn of 1949 onwards (see the second graph on page g). It was thus
in the private sector that the recession began and it was also in that sector
that the recovery took place, as is shown by the upturn from early 1950 on-
wards in private domestic fixed investment and in inventories. In view of the
fact that there was still a strong . underlying demand in the American economy
for more houses and for more plant and equipment, it would appear that
there were really no serious maladjustments requiring to be corrected.

It is important to note that the revival of business activity after the
- 1948-49 recession began about six months before the outbreak of the
conflict in Korea. By June 1950 the index of industrial production had risen
again to its previous peak — which seems to show that the American economy
was not then in need of any extraordinary stimulus such as that which it received
from the Korean conflict. During the subsequent rearmament boom there was;
of course, a sharp increase in government outlay on goods and services; indeed,
much of the private investment at that time was undertaken in response to
military demand (in the widest sense of the term). Even so, however, both
consumption and investment for private purposes continued to run at a high
level * After four years of these conditions some signs of temporary conges-
tion again became observable in certain branches, especially those concerned
with textiles - and such durable consumer goods as radios, television  sets,
refrigerators and motor cars, and this in turn contributed to a setback in the
demand for steel.

While :the total disposable income of the public rose from an
estimated annual rate of $248 milliard in the first quarter of 1953 to one of
$251 milliard. in the third and fourth quarters of that year, personal expend-
iture on durable goods fell at the same time by almost 10 per cent., namely,
from an annual rate of $30%% milliard in the first quarter to one of $28 mil-
ltard in the fourth quarter of ‘1953.

The natural conclusion to be drawn from these figures is that consumer
demand had for the time being reached a state of relative repletion as
regards these important groups of commodities; this development was as usual
reflected in an increase in inventories of durable goods, as is shown in the
graph. Thus the US. economy was faced, in these particular lines, with a
cyclical decline in activity. ' -

This state of affairs had come about just at the time when, under the
government’s programme, - expenditure on armaments not only had stopped
increasing but was actually about to be reduced; even before actual defence
expenditure began to fall, inventories were affected by the decline in orders,

* There was a minor setback i 1951, prolonged into 1952 by a stnke in the steel mclustry but
the ‘volume of sales and the level of mvestment were hardly affected, as may be seen from.the
graphs on pages & and ¢,



for, as mentioned in the Economic Report of the President, issued in January
1955 {page 13), in the eartly months of 1953 “the flow of new defense con-
tracts, which tie up inventories of factories on a larger scale than civilian
production, diminished sharply”.

If the marked rise in inventories which had already begun in the second
half of 1952 had been allowed to proceed unchecked, it might soon have
led to a dangerously unbalanced situation. In the first two months of 1953
the Federal Reserve System, in conjunction with the Treasury, applied a policy -
designed to restrict to some extent the volume of credit, and in taking this
action they were also motivated by the consideration that the general removal
of controls (on prices, wages, etc.) decreed by the new Administration might,
unless measures were taken to curb the expansion of credit, lead to undesir-
able rises in prices, for total spending was, in fact, increasing rather rapidly
at the time. As soon as this danger was considered to have been averted and
the tempo of business activity began to show signs of slowing down somewhat
— a stage which was reached in the late spring of 1953 — credit con-
ditions were promptly eased again. The cost of holding commodity stocks
. was thereby reduced; and it was taken for granted that credit would continue
to be available on easy terms until such time as there was a fresh revival in
economic activity. As usual, - however, it took business firms some time to
bring their inventories more closely into line with the volume of their sales
and new orders and, as the graphs show, the process of adjustment was
not in fact completed until the autumn of 1954. It may well be appro-
priate, in view of the fact that the variations in the business trend in
1953-54 corresponded to the different phases of the adjustment of inventories,
to refer to the slackemng of economic activity - during that period as an
“inventory recession’”’, But this should not be allowed to obscure the fact
that these variations in business activity were bound up, as is usually the case,
with a number of other — and more fundamental — forms of adjustment.

When a recession has set in, one of the primary tasks is to forestall
those secondary effects which may turn an ordinary contraction of business
activity into a deepening depression (as was the case in the early 19308). It
would, however, be a mistake to think that this aim can be effectively
achieved by any methods which avoid the fundamental adjustments that need
to be made before .any genuine and lasting equilibrium can be attained.
In the public sector there can be no question, for instance, of maintaining
armaments expenditure at a higher level than is considered necessary for
purposes of defence; and in the private sector no attempt should be made
to prevent a re-allocation of resources when this may seem to be called
for by changes in the orientation of demand and supply as indicated by
a new set of price relationships. Nevertheless, there is still much that can
usefully be done by means of public policy and private action to facilitate
the necessary adjustments and to pave the way for recovery, Indeed, it is
only if timely action is taken that the conditions can be established which
will make it posmble smoothly to overcome the dlfﬁcultles ‘that arise in a
business recession.






