
BANK FOR
INTERNATIONAL SETTLEMENTS

TWENTY-SIXTH ANNUAL REPORT
1st APRIL 1955 — 31st MARCH 1956

BASLE

11th June 1956



TABLE OF CONTENTS
Page

I. In t roduc t ion i

Financial position and activities of the B.I.S. (p. i), 1955 a year of remarkable
achievement (p. 3), house-building in Europe and in the United States (p. 4),
agricultural production (p. 5), world trade (p. 7), commodity prices (p. 8),
the business cycle in the United States and western Europe since 1951 (p. 9),
monetary policy and business activity (p. 10), monetary measures applied in
countries with balance-of-payments difficulties (p. 12), monetary measures
applied in order to moderate the boom (p. 12), avoidance of direct controls
(p. 14); United States, conditions in 1955: demand for durable goods by
producers and consumers (p. 16), credit financing (p. 17), Federal Reserve
System's open-market operations (p. 18), particular measures of credit policy
(p. 20); Canada, conditions in 1955 (p. 24), United States, foreign trade
and payments (p. 25), gold reserves and short-term dollar balances held by
countries other than the United States (p. 28'), saving by increased holdings
of money by the public (p. 2g), unbalance between cost-and-price level and
money supply in post-war years (p. 30)

II. The Scope of Monetary Policy . 33

Restraining the boom (p. 33), United Kingdom, economic developments:
investment boom (p. 34), balance of payments (p. 34), budget (pp. 36, 41),
banking (p. 37), capital market (p. 38), exchange rate (p. 39)', credit policies
in: Australia and New Zealand (p. 43), Sweden (p. 45), Norway (p. 46),
Denmark (p. 47), Finland (p. 49) ; Austria, balance of payments and monetary
policy (p. 50), western Germany: balance of payments (p. 52), labour
situation (p. 53), credit policy (p. 54); economic situation and monetary
policy in: the Netherlands (p. 55), Belgium (p. 56), Switzerland (p. 57),
Italy (p. 58), France (p. 60); U.S.S.R., budget and investments (p. 65),
budgetary practice in other eastern European countries (p. 66), interest rates
in western Europe and the United States (p. 67), monetary policy in relation
to financial policy (p. 70), housing in western Europe (p. 71), instruments
of credit policy: minimum cash requirements (p. 74), open-market operations
(p. 74), selective rediscounting (p. 75); capital markets (p. 76), investments
and savings (p. 77)

III. Prices and Product ion . . . . 78

Overall stability (p. 78), contrast between prices of industrial raw materials
and agricultural prices (p. 78), developments in the prices of: copper (p. 80),
aluminium (p. 81), tin (p, 82); steel price and production (p. 82), world
coal production (p. 83), European Coal and Steel Community, price policy
in regard to coal (p. 84), relative importance of main sources of energy
(p- 85), world output of basic commodities (p. 8$), prices of agricultural
products (p. 86); United States price-support programme (p. 86), prices of
beverage commodities (p. 88), Hamburg coffee market (p. 88), Amsterdam and
Rotterdam pepper market (p. 88), United States strategic stockpiling pro-
gramme (p. 88), cost of living and wholesale prices in different countries
(p. 8g), wage adjustments in certain countries (p. 90), wages and rationalisa-
tion (p. 90)



Page

IV. F o r e i g n T r a d e . 93

Value and volume of world trade (p. 93), trade in manufactured products
(p- 95) » freight rates and shipping space (p. 96), western Europe, earnings
from shipping and tourist trade (p. 97), debtor and creditor countries on
investment account (p. 98), foreign trade of: United States (p. 102), United
Kingdom (p. 103), Ireland (p. 105), Iceland (p. 105), France (p. 106),
Benelux countries (p. ioy), western Germany (p. 108), Austria (p. ill),
Switzerland (p. Hi), Italy (p. 112), Portugal (p. 113), Spain (p. 114),
Greece (p. 114), Turkey (p. 115), Yugoslavia (p. 115); east-west trade
(p. 116), foreign trade of: Finland (p. 117), Denmark (p. 118), Norway
(p. 119), Sweden (p. 120); liberalisation in O.E.E.C. countries (p. 120),
G.A.T.T. (p. 124)

V. F o r e i g n E x c h a n g e s 126

Sterling rates (p. 126), United Kingdom, exchange control regulations (p. 128),
relaxation of exchange restrictions in: western Germany (p. 129), France
(p- 130), Belgium (p. 131), the Netherlands (p. 132), Italy (p. 132), Finland
(p- 133), Yugoslavia (p. 133), Egypt (p. 134); devaluation in Pakistan
(p- Z35), multiple-rate system in Indonesia (p. 135), Canadian dollar (p. 136),
exchange system of: Argentina (p. 138), Brazil (p. 139), Peru (p. 140),
Chile (p. 140), Nicaragua (p. 141), Paraguay (p. 141); fluctuating rates and
stabilisation credits in Latin America (p. 141), liberalisation of trade and
payments in western Europe (p. 142), official currency values (p. 144)

VI. G o l d P r o d u c t i o n a n d M o n e t a r y R e s e r v e s 146

Production of gold in: South Africa (p. 147), Canada (p. 149), the United
States (p. 149), Australia and British West Africa (p. 149); gold markets
and hoarding (p. 149), London gold market (p. 152), removal of restrictions
on private gold transactions in Belgium and Canada (p. 153), monetary
reserves (p. 154), gold and dollar settlements within the E.P.U. (p. 161),
United Kingdom, sterling balances (p. 161), adequacy of monetary reserves
(p. 163), external assistance and monetary reserves (p. 164)

VII. M o n e y a n d C r e d i t 166

End of era of rigid credit conditions (p. 166), official discount rates (p. 166),
changes in the money supply (p. 168), credit policy in: United States (p. 169),
United Kingdom (p. 172), France (p. 175), western Germany (p. 177), Italy
(p. 180), Switzerland (p. 182), Austria (p. 184), Belgium (p. 185), the
Netherlands (p. 186), Finland (p. 188), Denmark (p. 190), Norway (p. 191),
Sweden (p. 192); effectiveness of flexible monetary policy (p. 193), money
supply and the gross national product (p. 196)

VIII. E u r o p e a n P a y m e n t s U n i o n 199

Prolongation of the Union after June 1955 (p. 199), the operations up to
March 1956 (p. 201), the financial position of the Union in the spring of
1956 (p. 206), the European Monetary Agreement (p. 211)

IX. C u r r e n t A c t i v i t i e s of t h e B a n k . 215

Operations of the Banking Department (p. 215), assets (p. 216), liabilities
(p. 220), second section of the balance sheet (p. 222), Trustee and Fiscal



Page

Agent for international government loans (p. 223), Depositary under the
terms of the Act of Pledge concluded with the High Authority of the
European Coal and Steel Community (p. 224), Agent for the O.E.E.C.
(p. 225), financial results (p. 225), changes in the Board of Directors
(p. 226)

X. C o n c l u s i o n 228

Balance sheet as at 31st March 1956 and Profit and Loss Account for
the financial year ended 31st March 1956.

LIST OF TABLES AND GRAPHS

(Graphs are indicated by an asterisk)
Page

I. In t roduc t ion

B.I.S. : Active resources and their utilisation 2
Gross national product and industrial production 3
House-building in European countries and the United States 5
Annual increase in agricultural production 6
Annual increase in world trade 7
International commodity prices* 8
United States: Gross national product and expenditure 10
O.E.E.C. countries: Gross national product and expenditure 11
O.E.E.C. countries: Savings and national product . 11
United Kingdom and United States: Official discount rates* 13
United States : Private expenditure on durable goods 16
United States: New capital and credit financing 17
United States : Federal Reserve Banks, assets and liabilities 18
United States: Member-bank reserve positions* 19
U.S. commercial banks: Assets and deposits 19
United States: Consumer credit outstanding* 22
United States: Earnings of workers 23
United States: Balance of payments 26
United States: Capital movements 27
Gold reserves and short-term dollar balances* 29

II. T h e Scope of Mone ta ry Policy

United Kingdom: Balance of payments 35
Sterling area: Balance of payments 35
United Kingdom : London clearing banks, money supply and liquidity ratio . . 37
United Kingdom: London clearing banks, selected items from returns* . . . 38
Sterling quotations in New York* 39
United Kingdom: Government finances and national product 42
Australia and New Zealand: Monetary indicators 44



Page

Northern countries: Balance of payments 45
Western Germany: Balance of payments 52
Western Germany: Earnings and the cost of living* 54
Belgium: Government finances and national product 57
Italy: Balance of payments 59
Italy: Government finances 60
France: Balance of payments • . • 61
France: Gold and foreign exchange reserves* 62
France: Government finances and national product 63
France: Formation of the money supply 64
U.S.S.R. : State investments 65
U.S.S.R.: State budget 66
The interest-rate pattern towards the end of 1955 68
Housing in eleven western European countries 72

III. P r i c e s a n d P r o d u c t i o n

Index of world-market commodity prices* 79
Index of world-market commodity prices 79
Prices of five non-ferrous metals* 81
World production of crude steel 82
World production of hard coal 83
European Coal and Steel Community: Trade in coal and coke 84
World production of basic commodities 85
United States: Parity ratio and accumulation of stocks* . 87
United States: Price-support programme and the parity ratio 87
Movements of prices of beverage commodities* 88
Changes in the cost of living and in wholesale prices 89

IV. F o r e i g n T r a d e

World trade, in current dollars and in terms of stable prices* 93
Turnover of world trade 94
Volume of exports of different areas 94
World exports of manufactured goods and total exports* 95
United Kingdom: Tramp-shipping freights* 96
Western Europe: Net freight earnings of selected countries 97
Western Europe: Net tourist earnings of selected countries 97
Main creditor and debtor countries 99
Net investment income as recorded in two sets of statistics 101
United States: Composition of foreign trade 102
United States: Foreign trade* 102
United Kingdom: Foreign trade* 103
United Kingdom: Distribution of trade 104
Ireland and Iceland: Foreign trade 105
France: Foreign trade 106
Benelux countries: Foreign trade 107
Netherlands: Current account of the balance of payments 108
Western Germany: Foreign trade . :• 109
Western Germany: Foreign trade* 109
Western Germany: Balance of trade by monetary areas n o
Austria: Geographical distribution of foreign trade m
Switzerland: Foreign trade 112
Italy: Foreign trade 112
Italy. Distribution of trade by monetary areas 113
Portugal and Spain: Foreign trade 114



Page

Greece and Turkey: Foreign trade 115
Yugoslavia: Foreign trade 116
Western Europe: Trade with eastern Europe 117
Finland: Geographical distribution of foreign trade . 118
Denmark: Foreign trade 118
Norway: Cover of the deficit on current account 119
Sweden: Foreign trade 120
O.E.E.C. countries: Freed imports from the United States and Canada . . . . 122
O.E.E.C. : Liberalisation of intra-European and dollar imports 123

V. F o r e i g n E x c h a n g e s

Sterling quotations in New York* . . ; . . . . . 127
United Kingdom: Exchange control regulations 128
Deutsche Mark quotations in New York* 130
Canadian dollar quotations in New York* 136
U.S. dollar quotations in Argentina, Brazil, Chile and Peru* 137
Argentina: Official-market export rates of exchange 138
Brazil: Export rates of exchange 139
Official currency values 144

VI. G o l d P r o d u c t i o n a n d M o n e t a r y R e s e r v e s

World gold production 148
South African gold mines: Operating statistics , 148
Price of gold bars in various markets* 150
Estimates of "disappeared gold" 150
France : Price of gold coins and ingots on the Paris market* . . . . . . . . 151
Dollar price of gold in London* 152
Sterling price of gold in London and the sterling-dollar rate* 153
Gold reserves of central banks and governments . . . . . . . . . . . . . . 155
Physical distribution of the world's monetary gold* 156
Changes in officiai gold reserves 157
Gold reserves and short-term dollar balances 158
Gold reserves and dollar holdings 159
Gold reserves and dollar balances of western European countries* . . . . . . 160
Gold and dollar holdings of E.P.U. member countries 162
United Kingdom: Sterling balances . . . 163
Commodity imports compared with gold and dollar holdings 164

VII. M o n e y a n d C r e d i t

Changes in official discount rates since July 1950 167
Percentage changes in the money supply . . . •. . . . . . . ; . 168
Changes in the money supply, prices and the balance of payments 169
United States: Industrial production and money rates* . . . . . 169
United States: Loans and investments of commercial banks 170
United States: Interest rates in the money and capital markets . 171
United States: Interest rates in the money and capital markets* . . . . . . . 171
United States: Funds obtained and used by non-financial corporations . . . . 172
London clearing banks: Selected items from the monthly returns . . . . . . 1 7 3
United Kingdom: Short and long-term rates* 174
United Kingdom: Interest rates and yields 175
France: New bank credit to the economy 175
France: Formation of new savings 176
France: Rates in the money and capital markets* . 177



Page

Western Germany: Formation of the money supply 178
Western Germany: Funds received and credit granted by credit institutions . 179
Western Germany: Interest rates* 179
Western Germany: Securities sold since the monetary reform 180
Italy: Formation of the money supply 181
Italy: Changes in deposits with credit institutions 181
Italy: Origin of new financial resources 182
Switzerland: Changes in the balance sheets of 52 banks 182
Switzerland: Capital-market issues 183
Swiss National Bank: Selected items from the balance sheet 184
Austrian National Bank: Selected items from the balance sheet 184
Austria: Deposits received and credit granted by all credit institutions . . . . 185
Belgium: Formation of the money supply 186
Netherlands: Formation of the money supply . 187
Netherlands: Net capital-market issues 188
Bank of Finland: Main items of the balance sheet 189
Danmarks Nationalbank: Main items of the balance sheet 190
Norges Bank: Main items of the balance sheet 191
Norway: Balance sheets of the commercial and savings banks . . . . . . . . 192
Sweden: Main items of the balance sheets of the commercial banks 192
Gross national product and money supply 196

VIII. E u r o p e a n P a y m e n t s U n i o n

Changes in the gold/credit ratio 199
Quotas, old and new 200
Debtors' rallonges 200
Compensation mechanism 201
Settlement mechanism 202
Credit movement, June 1954 to March 1956 '. 203
Interest rates on credits granted to and by the Union 204
Gold and dollar holdings 204
Bilateral amortisation agreements 205
Cumulative positions ©f member countries 206
Summary of Statement of Account from July 1950 to March 1956 208
Credit amortised and new credit received and granted by countries 209
Credit outstanding* 210
Credits granted and received — time outstanding 210
Utilisation of the quotas as at March 1956 211
European Fund: Contributions of members 212
European Fund: Calling-up of capital 212
Multilateral System of Settlements: Interim finance limits 213

IX. C u r r e n t A c t i v i t i e s of t h e Bank

Memorandum accounts 216
Gold position 216
Assets* 217
Rediscountable portfolio 218
Time deposits and other bills and securities 219
Liabilities* 220
Short-term and sight deposits 221
Deposits in gold and currencies 221
Deposits in gold and currencies 222
German External Loan 1924 223
German Government International Loan 1930 223



TWENTY-SIXTH ANNUAL REPORT
submitted to the

ANNUAL GENERAL MEETING

of the

BANK FOR INTERNATIONAL SETTLEMENTS

held at

Basle on 11th June 1956.

Gentlemen,

I have the honour to submit herewith the Annual Report of the
Bank for International Settlements for the twenty-sixth financial year, which
began on ist April 1955 and ended on 31st March 1956. 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 1956.

The financial year closed with a surplus of 11,642,683 gold francs, of
which 74,125 gold francs has been transferred to the provision for exceptional
costs of administration and 5,500,000 gold francs to the provision for contin-
gencies. The net profit for the year thus amounts to 6,068,558 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 9,752,390 gold francs available.

The Board of Directors recommends that the present General Meeting
should declare a dividend of 24.50 gold francs per share, payable in Swiss
francs in the amount of 35 Swiss francs per share, involving the distribution
of 4,900,000 gold francs, and that the balance of 4,852,390 gold francs should
be carried forward.

The surplus for the previous financial year, ended 31st March 1955,
was 9,356,517 gold francs, of which 1,657,063 gold francs was utilised to
write down the value of the Bank's buildings to one gold franc, 184,295 gold
francs- was transferred to the provision for exceptional costs of administration
and 2,900,000 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 amount available was 8,187,260 gold francs.



The dividend declared at the last Annual General Meeting was 21 gold francs
per share, payable in the amount of 30 Swiss francs, involving the distribution
of 4,200,000 gold francs, and the balance carried forward was 3,987,260
gold francs.

The surplus for the financial year just closed is thus nearly 2,300,000 gold
francs more than that for the previous year. As last year, the amount paid
to the Bank under the Arrangement dated 9th 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 about
4 million gold francs.

The following table shows the development of the Bank's active resources
during the last four years.

B.I.S.: Ac t ive resources and their u t i l i sa t ion .

Date

1952 31st M a r c h . . . .

1953

1954 ,

1955 ,

1956

Resources

Deposits
The

Bank's
own

funds *
Total

Utilisation

Actual
gold and

investments
in

gold

Credits
and

investments
in

currencies

Total

in millions of gold francs

741

1,056

1,230

1,432

1,463

201

206

213

218

225

942

1,262

1,443

1,650

1,688

513

721

651

680

777

429

541

792

970

911

942

1,262

1,443

1,650

1,688

* 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 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 , 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 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 h a s c o n t i n u e d t o a c t a s 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 r e s p e c t 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

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

c o n n e c t i o n w i t h t h e E u r o p e a n M o n e t a r y A g r e e m e n t w h e n t h i s A g r e e m e n t

c o m e s i n t o f o r c e u p o n t h e t e r m i n a t i o n 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 ,

a s i s m o r e f u l l y e x p l a i n e d i n C h a p t e r V I I I .

I n r e l a t i o n t o t h e H i g h A u t h o r i t y o f t h e E u r o p e a n C o a l a n d S t e e l

C o m m u n i t y , t h e B a n k , a s a l r e a d y m e n t i o n e d i n l a s t y e a r ' s A n n u a l R e p o r t ,

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

a g r e e m e n t f o r a l o a n o f $ 1 0 0 m i l l i o n w h i c h t h e H i g h A u t h o r i t y h a s c o n c l u d e d

w i t h t h e U . S . G o v e r n m e n t , a n d s i m i l a r f u n c t i o n s h a v e a l s o b e e n a s s u m e d

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

f u l l y e x p l a i n e d i n C h a p t e r I X , s e c t i o n 3 .
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Moreover, the Bank has again this year been able to co-operate, in
the financial field, with other international institutions in addition to those
mentioned above, in particular the International Bank for Reconstruction and
Development and the International Monetary Fund.

For most countries of the world 1955 was a y e a r of r e m a r k a b l e
a c h i e v e m e n t , as is shown by the new record levels attained in production
and trade, in employment and standards of living. But in the cir-
cumstances the very speed at which progress took place was a source of
difficulty. Several countries have been faced with sizable deficits in the balance
of payments and nearly everywhere efforts have had to be made to moderate
the boom. Action has usually been taken with great promptitude —• a fact
which in itself should be considered as one of the achievements of the year.

In western Europe the increase in the total output of goods and services
(as measured by the rise in the gross national product at constant prices)
amounted to 5 per cent, both in 1953 and 1954, and in 1955 the rate of
expansion rose to approximately 6 per cent. In the United States the recession
that had begun towards the middle of 1953 was overcome by the end of the
following year, with the result that, calculated at constant prices, the gross
national product, which had declined by about 2 per cent, from 1953 to
1954, rose again in 1955 by over 6 per cent. The outstanding element
influencing the world economy in 1955 was the quickening of the already
lively tempo of economic activity in western Europe as a result of strong
impulses emanating from the United States.

It is a notable fact that in recent years i n d u s t r i a l o u t p u t , which
shows greater fluctuations in the course of the business cycle than does the
gross national product, has expanded more steadily in western Europe than

Estimated annual change in gross national product
and in industrial production.

Areas

Gross national product
(at constant prices)
Western Europe
United States

Total ' . . . . . .

Industrial production2

Western Europe
United States .
Other countries 1 .

Total '

1952 1953 1954 1955

Percentage change over preceding year

+ 2
+ 3%
+ 3%

+ 3

+ 1
+ 3
+ 0

+ 2

+ 5
+ 4%
+ 4

+ 4%

+ 5
+ a
+ 13

+ 7%

+ 5
— 2
+ 4

+ 1

+ 10
— 7

+ 7

+ 0

+ 6
+ 6
+ S

+ 6

+ 9
+ 11
+ 5

+ 10

1 Excluding Albania, Bulgaria, China, Czechoslovakia, eastern Germany, Hungary, North Korea, Poland,
Roumania and the U.S.S.R. 2 Including mining but not construction.



— 4 —

in the United States. In 1955, in a boom of unusual intensity and range,
several western European countries increased their industrial output by
10 per cent, or more. Such high rates of growth are exceptional and are
unlikely to be sustained over a protracted period. Indeed, at the end of 1955
and the beginning of 1956 there were certain signs of a slowing-down of
the expansion to a more normal rate. For one thing, more and more countries
are coming to the end of their resources, especially of manpower, and they
will therefore be dependent in future, except in so far as they succeed in
raising productivity, on the natural increase in the working population and
on such limited immigration as may still occur now that only a very few
countries on either side of the Atlantic have any surplus labour.

It is worth noting that in this new labour situation public opinion in
a number of countries has already become more amenable to the idea of
increased f r e e d o m of m o v e m e n t for w o r k e r s . Arrangements have been
made, for instance, between the northern countries — Denmark, Finland,
Norway and Sweden — not only to abolish all passport requirements for
their citizens travelling from one country to another but also to admit
workers from any of these countries to most kinds of occupations without a
special permit. In other parts of Europe, too, the use of foreign labour is
increasing, this being most conspicuous in Belgium, western Germany and
Switzerland; in the last-mentioned country foreign workers represented by the
beginning of 1956 more than 10 per cent, of the total labour force.

The growth of industrial capacity is, of course, of fundamental im-
portance for a further expansion of output — it has indeed been the leading
factor in the economic transformation of the world for almost two hundred
years. But in any a l l - r o u n d , w e l l - b a l a n c e d e x p a n s i o n the non-industrial
branches of activity (e.g. housing, transportation and agriculture) must, ob-
viously, also be brought into line and full advantage must be taken, too, of
the opportunities for foreign trade. It has been a significant characteristic of
the post-war economic development in quite a large number of countries
that, in spite of the impressive industrial expansion, other spheres of activity
have not been neglected.

In 1955 the real gross national product of the western European coun-
tries was about 45 per cent, above the pre-war level, as compared with an
increase in population of 15 per cent. — which gives an indication of the
improvement in output per head. The rise in industrial production over the
same period was approximately 70 per cent. This figure does not include
building, which is estimated to have risen by 80 per cent.; if house-building
alone is considered, the increase is nearer 100 per cent.

In eleven western European countries taken as a group, the total
n u m b e r of d w e l l i n g s c o m p l e t e d in 1955 was about 50 per cent,
greater than in 1951 but only 3 per cent, greater than in 1954, as may be
seen from the following table. While a substantial increase was achieved in
some countries (notably France and Italy) in which the figures had previously
been relatively low, there was a distinct slowing-down in building activity



5 —

House-bu i ld ing in eleven European countr ies and the United States.

Countries

Number of dwellings completed in

1946-50
annual
average
(partly

estimated)

1951 1952 1953 1954
1955
pre-

liminary

in thousands

Austria

Belgium

Denmark

France .

Germany (western)

Italy

Netherlands

Norway

Sweden

Switzerland

United Kingdom

Total for eleven countries . .

Index: 1951 = 100

United States :
non-farm dwellings started .

Index: 1951 = 100

28

27

17

41

185

43

32

16

50

22

168

629

61

31

35

22

77

410

93

65

21

40

29

202

1,025

100

39

33

19

84

443

116

57

33

45

28

248

1,145

112

38

39

21

115

518

149

63

3 5 •
52

29

327

1,386

135

41

45

23

162

543

177

71

35

58

36

354

1,545

151

46

45

24

208

541

220

6.1

32

56

40

324

1,597

156

975

89

1,090

100

1,125

103

1,105

101

1,220

112

1,330

122

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

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

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

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

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

m a k e s s u c h h e a v y d e m a n d s o n m a n p o w e r a n d o t h e r r e s o u r c e s . G i v e n t h e

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

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

b a l a n c e d g r o w t h o f t h e e c o n o m y . I n D e n m a r k , t h e N e t h e r l a n d s , N o r w a y ,

S w e d e n , S w i t z e r l a n d a n d t h e U n i t e d K i n g d o m t h e r e a r e n o w m o r e r o o m s

a v a i l a b l e p e r p e r s o n t h a n e v e r b e f o r e i n t h e s e c o u n t r i e s ' h i s t o r y .

I n t h e U n i t e d S t a t e s , w h e r e h o u s i n g d i d n o t s u f f e r a n y w a r d a m a g e ,

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

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

t h e e x p a n s i o n h a s b e e n l e s s m a r k e d t h a n i n w e s t e r n E u r o p e ; a n d e a r l y i n

1 9 5 6 t h e r e w a s a c e r t a i n s l a c k e n i n g i n b u i l d i n g s t a r t s f o r r e s i d e n t i a l p u r p o s e s ,

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

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

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

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

s u p p l y o f a g r i c u l t u r a l p r o d u c t s .

I n N o r t h A m e r i c a , i . e . m a i n l y C a n a d a a n d t h e U n i t e d S t a t e s , t h e

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

t h e p o s t - w a r y e a r s a t a l e v e l a b o u t 4 0 p e r c e n t , a b o v e t h e p r e - w a r figure.
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In western Europe, the performance of the agricultural community has in
some respects been even more remarkable: agricultural output, which at the
end of the war stood at rather less than three-quarters of the pre-war level,
is now about one-quarter above that level.

Estimated annual increase in agr icu l tura l product ion.

Areas

Western Europe

North America

Other countries *

•

Total *

1951-52

Crop

1952-53

years

1953-54 1954-55

Percentage change over preceding year

+ 4<A
+ 3
+ 2

+ 2%

0
, +• s

+ 4'A

+ 5

+ 6
0

+ 2%

+ 2<A

+ VA
- 4%

0

— 1

Total
percentage

increase
in relation to

pre-war
level

+ 24

+ 41

+ 19

+ 21

* Excluding Albania, Bulgaria, China, Czechoslovakia, eastern Germany, Hungary, North Korea, Poland,
Roumania and the U.S.S.R.

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

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

a g r i c u l t u r a l o u t p u t .

I n C a n a d a , h o w e v e r , t h e r e o c c u r r e d i n 1 9 5 4 o n e o f t h e n o w a d a y s

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

o f t h i s s e t b a c k N o r t h A m e r i c a ' s s t o c k s o f w h e a t a n d s o m e o t h e r a g r i c u l t u r a l

c o m m o d i t i e s c o n t i n u e d t o g r o w i n 1 9 5 5 .

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

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

t h e p o p u l a t i o n t h a n e v e r b e f o r e . I n w e s t e r n E u r o p e t h e i n c r e a s e i n p o p u l a t i o n

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

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

I n s o m e L a t i n A m e r i c a n c o u n t r i e s , t o o , a n e x p a n s i o n i n f o o d p r o d u c t i o n

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

t h e s a m e i s t r u e o f A u s t r a l i a , N e w Z e a l a n d a n d S o u t h A f r i c a . I n a n u m b e r

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

B u r m a , I n d o n e s i a , E g y p t , t h e P h i l i p p i n e s a n d J a p a n ) a g r i c u l t u r a l o u t p u t h a s

a l s o r i s e n , i n s o m e c a s e s t o a r e m a r k a b l e e x t e n t , b u t a s a r u l e t h e i n c r e a s e

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

h e a d t o b e l o w t h e p r e - w a r l e v e l . *

* T h e difficulty wi th which the industrially under-developed countr ies are faced in t h e mat te r of
food p roduc t ion is no t that t h e agricultural ou tpu t per uni t of cultivated area is seriously low.
O n t h e contrary, in many cases it is already very h igh — for instance, t h e Egypt ian peasant
manages t o extract from an acre of agricultural land t h e equivalent of twice t h e ou tpu t per acre
in D e n m a r k (as is b rought ou t by Professor N . Koestner in the Economic Bullet in of t h e Nat ional
Bank of Egypt , Vol. VI , N o . 3, 1953). Compared wi th Egyp t and China , however , t h e technically
well-developed Dan i sh agricultural sector is no t really hampered by shortage of product ive land, and
the same obviously applies — with very m u c h greater force — to N o r t h America . At t h e same t ime
the surplus food produced in, say, N o r t h America or t h e Argent ine is difficult to sell, because the
poorer countr ies have not t h e effective purchas ing power needed t o b u y it at t h e prevail ing prices,
or, in o ther words , are no t yet in a posi t ion to p r o d u c e sufficient goods at competi t ive prices which
they could offer in exchange for the food they would like to obta in .
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Agricul tura l p roduc t s are still an impor t an t i t em in f o r e i g n t r a d e ,

t h o u g h t h e considerable pos t -war increase in wes te rn E u r o p e ' s o w n produc t ion

of foodstuffs has led to a reduc t ion in t h e vo lume of its agr icul tural impor t s

as compared wi th t h e pre-1939 period. T h e in ternat ional exchange of o the r

commodi t ies , and also of services, has unde rgone a qu i te remarkable expans ion

in t h e pos t -war per iod. A mos t impor t an t deve lopment has b e e n t h e rap id

growth in sh ipmen t s of oil, b u t t r ade in m a n y o the r k inds of goods has

also been expanding, wi th t h e resul t t ha t in 1955 t h e vo lume of t h e wes tern

wor ld ' s foreign t rade was some 60 per cent, greater t h a n it h a d been before

t h e war.
Annual increase in world trade.

Volume of exports.

Areas

Continental western Europe

Sterling area

North America

Total world trade2 . . .

1953 1954 1955 '

Percentage change in relation to preceding year

+ 12

+ *
+ 3

+ 6

+ 14
+ 3
— 3

+ 5

+ 12

+ ?
+ 3

+ a

' Preliminary.
2 Excluding the trade of Albania, Bulgaria, China, Czechoslovakia, eastern Germany, Hungary, North Korea,

Poland, Roumania and the U.S.S.R.

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

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

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

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

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

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

o f A m e r i c a n v i s i t o r s i n o t h e r c o u n t r i e s a m o u n t e d t o m o r e t h a n $ 1 m i l l i a r d ,

w h i c h i s e q u i v a l e n t t o a b o u t o n e - t e n t h o f t h e t o t a l v a l u e o f U . S . i m p o r t s .

G e n e r a l l y s p e a k i n g , s e r v i c e s o f a l l k i n d s ( e x c e p t d o m e s t i c s e r v i c e ) a r e

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

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

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

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

w o r l d a n a l l - r o u n d e x p a n s i o n h a s t a k e n p l a c e i n c o n j u n c t i o n w i t h t h e i n c r e a s -

i n g l i b e r a t i o n o f m a r k e t f o r c e s .

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

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

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

t h e r e l a t i v e l y p e a c e f u l p r e - 1 9 1 4 p e r i o d . L o o k i n g b a c k o v e r t h e y e a r s w h i c h

h a v e p a s s e d s i n c e t h e e n d o f t h e w a r i n 1 9 4 5 , o n e finds t h a t i n t h e first

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

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

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



dwellings, plant and equipment destroyed or damaged during the war years,
and, in general, by the intense demand for goods and services which had
been more or less unobtainable during the war itself. The strength of this
demand was partly due to the fact that the methods adopted for financing
the war had left the private economy in many countries in a state of excessive
liquidity in relation to the existing level of prices. But these forces gradually
spent themselves and by the first half of 1950 a new equilibrium was in
sight. This process of normalisation was, however, brusquely interrupted by
the outbreak of the Korean conflict in the summer of 1950. Again the
business trend came to be mainly determined by extraneous forces, the
most important of which was the increase in government expenditure for
armament purposes. After it had been found possible, partly thanks to the
adoption of flexible monetary policies, to arrest — and even to reverse —
the upward movement of prices, there followed a period of four years in
which the general level of wholesale prices on the world markets remained
remarkably stable and in which as a result the more normal forces of eco-
nomic life were able to come into their own again.

International commodity prices.
Semi-monthly indexes: June 1950=100.

160

World-market
| commodity prices

Moody's Index

I I 1 I I I M I I I I I I I 1 I I I I I I I I I I I I t i 1 I I I I I I I I I I 1 1 I t I I I I I 1 I I I I I I I I I I I I I I I I I I I I Ì I I I I I I I I

Reuter's Index

160

150

140

130

120

110

100

90

1950 1951 1952 1953 1954 1955 1956

I n d e e d , t h e u p s w i n g i n b u s i n e s s w h i c h g o t u n d e r w a y i n w e s t e r n E u r o p e

i n t h e c o u r s e o f 1953 a n d a b o u t a y e a r l a t e r i n t h e U n i t e d S t a t e s s e e m s

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

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

a c t i v i t y a n d a c u m u l a t i v e i n c r e a s e i n fixed-capital i n v e s t m e n t a n d t h e p r o -

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

O n e o f t h e m a i n o b j e c t s o f t h e e x t e n s i v e e x a m i n a t i o n u n d e r t a k e n b y

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

a n d i n t e r - w a r p e r i o d s h a s b e e n t o d i s c o v e r w h a t a r e t h e r e c u r r e n t f e a t u r e s

o f t h e b u s i n e s s c y c l e . I n t h e s t u d y " P r o s p e r i t y a n d D e p r e s s i o n " (f i rs t
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publ i shed in 1937) m a d e for t h e League of Na t ions by Professor Gottf r ied

Haber le r t h e conclusion is reached tha t t he r e are — probably wi thou t

exception — two features tha t can be observed in every cycle. T h e s e a re :

(i) in t h e first place, a h igh degree of paral lel ism be tween p roduc t ion and

mone ta ry d e m a n d — which is a lmost self-evident, since in t h e upswing

all t h e goods p roduced are sold wi thou t difficulty, while in t h e

downswing p roduc t ion begins to lag as d e m a n d decl ines ;

(ii) in t h e second place, wide fluctuations in t h e rate of p roduc t ion of

capital goods, especially fixed capital equ ipmen t . 1 T h i s is a feature

which was emphas ised by G u s t a v Cassel and A r t h u r Spiethoff well

before 1914 and has been confirmed b y later exper ience. I n t h e upswing

of t h e business cycle t he r e is no t only an increase in p roduc t ion of

capital goods b u t generally also an increase in t h e o u t p u t of consumer

goods, a l though th is is propor t ionate ly less great.2

I t is consistent wi th these observat ions t ha t in t h e U n i t e d S t a t e s

t h e year 1955 and t h e early m o n t h s of 1956 wi tnessed an increasingly rapid

expansion in t h e vo lume of gross pr ivate domest ic inves tment . A n increase

in residential (non-farm) cons t ruc t ion had already b e g u n in t h e spr ing of

1954 and it con t inued well in to t h e following year. T h e total of fixed business

inves tment — which is obta ined by add ing t h e a m o u n t of n e w cons t ruc t ion

for o ther t h a n residential (non-farm) purposes , i.e. t h e a m o u n t spent on

bui ld ing factories, commercia l premises , etc., to t h e value of t h e o u t p u t of

p roducers ' durab le e q u i p m e n t (machinery, etc.) — rose by no less t h a n 15

per cent, from t h e four th quar te r of 1954 to the cor responding quar te r of

t h e following year, while in the same period the total of personal consumpt ion ,

a l though considerable in absolute figures, increased by 7 pe r cent. T h u s there

gradually developed the typical s i tuat ion in which a rise in d e m a n d for

inves tment goods creates t h e need for larger supplies of steel, cement , etc .

and t h u s for fur ther inves tment in fixed capital, mainly for t h e extension of

p roduc t ion of these basic mater ia ls .

T h o u g h a compar ison of t h e figures for the two full years 1954 and

1955 (see t h e table on the next page) does no t reveal such a str iking contras t

in t h e t r end of capital inves tment as does t ha t of t h e figures for t h e four th

quar te rs of t h e two years, it is i l luminat ing in o the r ways, showing, in

part icular , t he ne t reduct ion wh ich has occurred in t h e last two years in

governmen t purchases of goods and services.

T h e recovery in t h e U.S . gross nat ional p r o d u c t in 1955 after its decline

in 1954 appears to have been a cyclical upswing b r o u g h t about in pa r t by

t h e rising d e m a n d of a growing popula t ion and t h e very profitable util isation

1 The production of certain other kinds of capital goods, particularly dwelling-houses, is subject
to fluctuations which do not always correspond to those of the ordinary business cycle.
2 To draw attention to the recurrent features of the business cycle does not, of course, imply
unawareness of the many individual traits which such cycles have been observed to display in the past.




