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TWENTY-SIXTH ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
o held at
Basie 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 1st April 1955 and ended on 31st March 1956. 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 and an analysis of
the balance sheet as at 3ist 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 4,000,000 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.
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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 gth January 1953 with the Federal
Repubhc of Gennany 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 vyears.

B.1.S.: Active resources and their_ utilisation.

Resources Utllisation
Dato The Altd:tl.lald Credgts
a ' gold an an
Deposits Bg:l:‘ s Totat Investments | investments Total
funds * in in
gold currencies
in millions of gold francs
1952 31st March . . . . 741 201 842 513 429 042
1953 ,, " 1,056 206 1,262 721 541 1,262
1954 " 1,230 213 1,443 851 792 1,443
1955 " PP 1,432 218 1,650 680 870 1,650
1956 ,, " e 1,463 225 1,689 TIT 211 1,688

* Including reserve for minar 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 been carried out, as in previous years, in conformity
with the monetary policy of the central banks concerned.

The Bank has continued to act as Agent for the Organisation for
Furopean Economic Co-operation in respect of the European Payments Union
and has furthermore agreed to act as Agent for the same Organisation in
connection with the European Monetary Agreement when this Agreement
comes into force upon the termination of the European Payments Union,
as is more fully explained in Chapter VIII,

In relation to the High Authority of the European Coal and Steel
Community, the Bank, as already mentioned in last year’s Annual Report,
has assumed certain technical functions connected with the execution of the
agreement for a loan of $100 million which the High Authority has concluded
with the U.S. Government, and similar functions have also been assumed
in connection with certain further loans of the High Authority, as is more
fully explained in Chapter IX, section 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 year of remarkable
achievement, 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 § 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 comstant 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 industrial output, which
shows greater fluctuations in the course of the. business cycle than does the
gross mnational product, has expanded more steadily in western Europe than

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

Areas 1952 1953 1954 1985
Percentage change over preceding year
Gross national product
{at constant prices)

Wastern Europe . . . . ... ., . + 2 + 5 + 5 + &
United States . . o v v« 4 o s “+ 3% + 4% -2 + 6
Other countrjea® . .. ... ... + 34 + 4 + 4 + 5
Total'. ... ... + 3 + 4% + 1 + &

Industrial production?
Western Europe . . . . . . .+ . . + 1 + 5 + 1o + @
"Unlted States . . .. ....... + 3 + 8 -7 + 11
Other countries? . . .. ... . + 0 + 13 + + 5
Total'. . . ... + 2 + 7% + 0 + 10

1 Excluding Albania, Bulgaria, China, Czechoslovakla enstarn Germany, Hungary, North Korsa. Poland,
Roumania and the .sg.s. tnctuding mining but not construction,



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 a2 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 patural 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 freedom of movement for workers. Arrangements have been
made, for instance, between the northern countries — Denrmark, Finland,
Neorway and Sweden — mnot 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 all-round, well-balanced expansion the non-indusirial
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 cemt. — which gives an indication of the
improvement in output per head. The rise in industrial production over the
same period was approximately 7o per cent. This figure does not include
bulldmg, which is estimated to have risen by 80 per cent.; if house-bmldmg
alone is considered, the increase is nearer 100 per cent.

In eleven western European countries taken as a group, the total
number of dwellings completed 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
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House-building in eleven European countries and the United States.

Number of dwellings completed In
1946=-50
Countries aavr;?: ale 1981 1952 1953 1964 1;-:-5
esgmglgd) limirary
In thousands
Austiia . . . ... ... .. 28 31 a9 38 41 4B
Belgium . . . . . .. ... 27 358 23 a9 a5 45
Denmark . . .. .. ... .. 17 22 19 21 23 24
France . . . .+ « . . o v e s 41 77 84 118 162 208
Germany {westem) ., . . . . . 186 410 443 518 543 541
aly . . 0 e e 43 03 116 149 177 220
Netherlands . . . . . . . .. a3z 65 57 63 71 &1 .
MNorway .« « « & o v v v v 18 21 a3 35. 35 az
Sweden . ... .,...... 50 40 45 52 28 56
Switzertand . . . ..., ., .. 22 29 28 29 as 40
- United Kingdom . . . . ... 168 202 248 327 354 324
Total for eleven ¢ountries . . 829 1,025 1,145 1,388 1,845 1,887
Intdex: 1951 = 100 . . . . . . &t 100 iz 735 15 56
United States:

non-farm dwellings started . 975 1,000 1,125 1,105 1,220 1,330
Index: 1951 = 100 . . . . . . a9 oo 1032 1o} 112 122

in most of the others. The high rate at which building had quite often been
carried on in the immediately preceding years had, of course, reduced the
housing shortage (though it is only too frequently artificially prolonged by
rent control), so that the authorities felt able in many cases — but not
in all — to extend the restrictive credit policy to the building sector, which
makes such heavy demands on manpower and other resources. Given the
high levels already reached in house-building, the checking of further
expansion in this sector will, in several countries, help to make for a more
balanced growth of the economy. In Denmark, the Netherlands, Norway,
Sweden, Switzerland and the United Kingdom there are mow more rooms
available per person than ever before in these countries’ history.

In the United States, where housing did not suffer any war damage,
the number of ‘houses completed was 9 per cent. higher in 1955 than it
had been in the previous year, but over the post-war period as -a whole
the expansion has been less marked than in western Europe; and early in
1956 there was a certain slackening in building starts for residential purposes,
partly because of a tightening of the terms for mortgage credit and partly
because there is no longer any exceptionally wide gap in that country
between the number of dwellings needed and the available supply.

Another important element 1n satisfying consumer demand is an adequate
supply of agricultural products. '
In North America, 1.e. mainly Canada and the United States, the

volume of agricultural output has remained more or less stable during
the post-war years at a level about 40 per cent. above the pre-war 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 agricultural production.

Total

. Crop years percontage

Areas increase
1951-52 1062-53 1953-54 1954-55 in relation to

. pre-war

Percentage change over preceding year ] level

Woestern Europe . , , . ... ; + 4% o + 6 + 1Y + 24

North America , . . . .. .. + 3 .+ 8 o — 4% + 41
Other countries * . . . . .. + 2 + 4% + 2 ] + 19

® .
Total*. . . ... + 2% + 5 + 2% . - ¥ + 27

* Excluding Albania, Bulqaria. China, Czechoslovakia, fern Germany, Hungary, North Korea, Poland,
Roumania and the U.S.8.R.

Thanks to modern methods, it has been possible to reduce the element
of uncertainty in harvest results and thus to achieve a more even trend of
agricultural output.

In Canada, however, there occurred in 1954 one of the nowadays
rather rare cases of crop failure due to unfavourable weather. But in spite
of this setback North America’s stocks of wheat and some other agrlcultura,l
commodities continued to grow in 1955.

In western Furope and North America more calories, and especially
more foodstuffs with a high protein content, are now available per head of
the population than ever before. In western Europe the increase in population
has been more than matched by an expansion in output of agricultural
produce — which is a more favourable development than had been expected.

In some Latin American countries, too, an expansion in food production
has made it possible to improve the feeding standards of the population, and
the same is true of Australia, New Zealand and South Africa. In a number
of other countries statistically included in the western world (e.g. India,
Burma, Indonesia, Egypt, the Philippines and Japan} agricultural output has
also risen, in some cases to a remarkable extent, but as a rule the increase
has been barely sufficient to. prevent a decline in the amount available per
head to below the pre-war level.*

* The difficulty with which the industrially under-developed countries are faced in the matter of
food production is not that the agricultural output per unit of cultivated area is seriously low.
On the contrary, in many cases it is alrteady very high — for instance, the Egyptian peasant
manages t0 extract from an acre of agricultural land the equivalent of twice the output per acre
in Denmark (as is brought out by Professor N. Koestnet in the FEconomic Bulletin of the National
Bank of Fgypt, Vol. VI, No. 3, 1953). Compared with Egypt and China, however, the technically
well-developed Danish agricultural sector is not really hampered by shortage of productive land, and
the same obviously applies — with very much greater force — to MNorth America. At the same time
the surplus food produced in, say, North America or the Argentine is difficult to sell, because the
poorer countries have not the effective purchasing power needed to buy it at the prevailing prices,
or, in other words, are not yet in a position to produce sufficient goods at competitive prices which
they could offer in exchange for the food they would like to obtain.
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_ Agricultural products are still an important item in foreign trade,
though the considerable post-war increase in western Europe’s own production
© of foodstuffs has led to a reduction in the volume of its agricultural imports
as compared with the pre-1939 period. The international exchange of other
commodities, and also of services, has undergone a quite remarkable expansion
1n the post-war- period. A most important development has been the rapid
growth in shipments of oil, but trade in many other kinds of goods has
also been expanding, with the result that in 1955 the volume of the western
world’s foreign trade was some 60 per cent. greater than it had been before

the war,

Annual increase in world frade,
- Volume of exporls.

1
Areas 1953 1954 . 1955

Percenlage change In relation to preceding year

74 + 12

Conﬁnental {westem Europe . .. ...... + 12 +

Sterling area. . . . . v v i i e e + 4 + 32 + 9

North Amerlca. . . .+ v v o v v v v a s v s + 3 — 3 + 3
Total world frade 2 + 6 + 5 + 8

1 Pratiminary. '
2 Excluding the trade of Albanla, Bulgarla, China, Czechoslovakia, eastern Germany, Hungary, North Korea,
. Poland, Roumania and the .S.S R.

It might be added that the expansion mn the volume of world trade
is also borne out by the figures for world shipping tonnage actually employed.

Invisible trade has also been growing. Tourist traffic is everywhere on
the increase: as a result of the rise in earnings and the extension of paid
holidays, the tourist trade is becoming an important service item 1in national
economies as well as in the balance of payments. In 1955 the expenditure
of American visitors in other countries amounted to more than $1 milhard,
which is equivalent to about one-tenth of the total value of U.S. imports.
Generally speaking, services of all kinds. (except domestic service) are
gaining in importance now that standards of living are rising; and in most
countries of the western world the supply of services has on the whole been
as well catered for over the last ten years as production in other branches.

It is thus possible to conclude that in the- economies of the western
world an all-round expansion has taken place in conjunction with the increas-
ing liberation of market forces. .
* * *

Such a violent disturbance of economic life as that caused
by a world war does, of course, interrupt for a time any resump-
tion of a regular business cycle of the kind which was characteristic of
the relatively peaceful pre-1914 period. Looking back over the years which
have passed since the end of the war in 1945, one finds that in the first

half of that' period the business trend in most countries of the western world
was conditioned not so much by the usual cyclical influences as by the
extraordinary task of recomstruction, comsisting mainly in the replacement of
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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 indexas: June 1950=100, ‘
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Indeed, the upswing in business which got under way in western Europe
in the course of 1953 and about a year later in the United States seems
to have conformed very much to the classical pattern of a business
boom, having been characterised, in particular, by more intensive financing
activity and a cumulative increase in fixed-capital investment and the pro-
duction of other durable goods.

One of the main objects of the -extensive examination undertaken by
economists in a number of countries of the statistical data for the pre-1914
and inter-war periods has been to discover what are the recurrent features
of the business cycle. In the study '‘Prosperity and Depression” (first
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published in 1937) made for the League of Nations by Professor Gottfried
Haberler the conclusion is reached that there are — probably without
exception — two features that can be observed in every cycle. These are:

(1) in the first place, a high degree of parallelism between production and
monetary demand — which is almost self-evident, since in the upswing
all the goods produced are sold without difficulty, while in the
downswing production begins to lag as .demand declines;

(i} in the second place, wide fluctuations in the rate of production of
capital goods, especially fixed capital equipment.' This is a feature
which was emphasised by Gustav Cassel and Arthur Spiethoff well
before 1914 and has been confirmed by later experience. In the upswing
of the business cycle there is not only an increase in production of
capital goods but generally also an increase in the output of consumer
goods, although this is proportionately less great.’

It is consistent with these observations that in the United States
the year 1955 and the early months of 1956 witnessed an increasingly rapid
expansion in the volume of gross private domestic investment. An increase
in residential (non-farm) construction had already begun in the spring of
1954 and it continued well into the following year. The total of fixed business
mvestment — which is obtamed by adding the amount of new construction
for other than residential {non-farm) purposes, Le. the amount spent on
building factories, commercial premises, etc., to the value of the output of
producers’ durable equipment (machinery, etc.) — rose by no less than 15
per cent. from the fourth quarter of 1954 to the corresponding quarter of
the following year, while in the same period the total of personal consumption,
although considerable m absolute figures, increased by 7 per cent. Thus there
gradually developed the typical situation in which a rise in demand for
mvestment goods creates the need for larger supplies of steel, cement, etc.
and thus for further investment in fixed capital, mainly for the extension of
production’ of these basic materials.

Though a comparison of the figures for the two full years 1954 and
1955 (see the table on the next page) does not reveal such a striking contrast
in the trend of capital investment as does that of the figures for the fourth
quarters of the two years, it is illuminating in other ways, showing, in
particular, the net reduction which has occurred in the last two vears in
government purchases of goods and services.

The recovery in the U.S. gross national product in 1955 after its decline
in 1954 appears to have been a cyclical upswing brought about in part by
the rising demand of a growing population and the very profitable utilisation

1 The production of certain other kinds of capital goods, particulatly 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.






