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ANNUAL GENERAL MEETING

of the

BANK FOR INTERNATIONAL SETTLEMENTS

held at

Basle on 9th June 1958.

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-eighth financial year, which
began on ist April 1957 and ended on 31st March 1958. Details of the
results of the year's business operations are given in Chapter IX, together
with a review of the current activities of the Bank and an analysis of the
balance sheet as at 31st March 1958. The year was characterised by a
stabilisation of the resources at the disposal of the Bank at the high level
reached the previous year and by a further increase in the volume of its
operations.

The financial year closed with a surplus of 19,317,738 gold francs,
against 16,014,462 gold francs for the previous year. After deduction of
10,000,000 gold francs transferred to the provision for contingencies, the
net profit amounted to 9,317,738 gold francs, compared with 8,212,987 for
the preceding year.

The Board of Directors recommends that the present General Meeting
should declare a dividend of 6 per cent., equal to 37.50 gold francs per
share, payable in Swiss francs in the amount of 53.60 Swiss francs per
share, involving the distribution of 7,500,000 gold francs.

A general survey of monetary and economic developments in 1957 and
the early part of 1958 is given in Chapter I of this Report. Chapter II is
devoted to an analysis of the flow of savings and of capital-market trans-
actions in various western European countries and the United States. The
succeeding chapters review recent developments in the fields of money and
credit, world-market and domestic prices, foreign trade and payments, gold
production and monetary reserves, and foreign exchange rates and regulations.



Chapter VIII deals with the operations of the European Payments Union,
in connection with which the Bank acts as Agent for the Organisation for
European Economic Co-operation. Chapter IX, in addition to dealing with
the current activities of the Bank, contains also an account of the functions
performed by the Bank on behalf of the High Authority of the European
Coal and Steel Community and as Trustee and Fiscal Agent for international
loans.

The Bank has continued to co-operate on the technical plane with
other international institutions, in particular the International Bank for
Reconstruction and Development, the International Monetary Fund and,
recently, the newly-established European Investment Bank.
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I. Survey of Monetary and Economic Developments.

In the years 1954-56 western Europe, the United States and Canada
experienced an investment boom, which, however, began to slacken in 1956.
The tapering-off of the boom continued in the first part of 1957, so that a
smooth transition to a phase of adjustment seemed to be in progress.
But although the rate of investment slowed down, both the European and
the U.S. economies were still subject to strains, which became manifest
during the summer months and prompted fresh remedial action, sometimes
of an emergency nature. In the United States, the growth of investment and
of the wage bill had previously been partly financed by credit creation or the
activation of existing liquidity reserves (as was shown by an increase —
sustained for three years — in the income velocity of money). As a result
of a tight monetary policy, the expansion of the money supply stopped in
1957, and the tension existing in a system which had by then reached the
limit of its elasticity found expression in a feverish demand for credit and
in peak interest rates during the summer months. At about this time the
imbalance in European foreign payments was made acute by the expectation
of an appreciation of the German mark and a depreciation of certain
other currencies and by the capital movements which this induced. While
the French franc was in fact depreciated in August, the flight from the
pound, combined with the rapid utilisation of sterling balances by deficit
countries in the sterling area, caused a further depletion of the United
Kingdom's gold and dollar holdings.

The perverse capital movements resulting from the expectation of an
alteration in the exchange parities of important currencies were reversed
by the raising, in September, of the British discount rate to 7 per cent. ;
by the common determination of the major countries, expressed during
the meeting of the International Monetary Fund, to maintain the existing
structure of exchange rates; and also by the readiness which individual
governments and international agencies showed at this juncture to co-operate
in the fight against inflation and the defence of existing parities. However,
the new situation which emerged from the events of the summer months was
still in some ways unsatisfactory. While the pressure on the pound was
relieved, the fundamental imbalance in the foreign payments of France and
Germany persisted. And in the United States and Canada a recession developed
during the last quarter of 1957 and the first months of the current year.

No generalisation can be made about the state of production and
domestic inflation in Europe in the period under review. During the first
three quarters of 1957, monetary policy everywhere was aimed at containing
inflation, but towards the end of the year, when it became clear that the
boom had come to an end, the monetary authorities in a number of
countries loosened the reins. Although trends of production still differed from
country to country in the latter phase, the economic climate everywhere was
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certainly much more subdued early in 1958 than it had been a year before.
Redundancy of productive capacity is becoming apparent in certain branches
of industry, while the agricultural sector continues to be characterised by
insufficient adaptation of production to the changing pattern of demand and
the resultant coexistence of surpluses and scarcities of individual products.

In the eastern European countries, economic development, at least in
terms of industrial production, was more uniform than in the West. The
rate of growth from 1956 to 1957 in the more important eastern European
countries ranged, with a few exceptions, from 8 to 10 per cent., the latter
figure being reached by the U.S.S.R., whereas in the West there was
no increase at all in the United States and a rise of 9.7 per cent,
in France, the rates of expansion of the other major countries having
varied widely between these limits. Cereal crops, which underwent little
change in western Europe in 1957 but were much smaller in the United
States and Canada than they had been the previous year, declined in the
U.S.S.R. owing to a severe drought; in the other eastern countries they
were considerably greater than the 1956 crops. Some of the eastern European
countries, in spite of their different economic organisation, have been con-
fronted by problems similar to those of the West: inflation, balance-of-
payments difficulties and even unemployment. In most of these countries
the increase in money incomes in 1957 resulted in pressure on the market
for consumer goods; and although no official price increases of any importance
were introduced, except in Poland and Hungary, it is known that disguised
price rises have occurred in most eastern European countries. Poland, Hungary
and Roumania were faced with balance-of-payments difficulties, which, in the
case of Poland and Hungary, were overcome by means of foreign credits;
these were supplied mainly by the U.S.S.R., but funds were also made
available to Poland by the United States and to Hungary by other eastern
European countries. The unemployment problem caused growing concern,
particularly in Poland, but also in Hungary, Roumania and Bulgaria.

Of much greater importance, however, are the changes in economic
organisation which occurred in the East in the period under review. In the
U.S.S.R., the control of industrial production was — with some exceptions —
decentralised and transferred to 106 new regional economic councils. In the
agricultural sector, the machine and tractor stations are, in future, to sell
tractors and machines to collective farms and are themselves to be confined to
repair work. In other countries, such as eastern Germany and Czechoslovakia,
the position of these stations has actually been strengthened. Nor is there any
uniformity in agricultural policy in other respects. Whereas in most eastern
European countries farm collectivisation has been pushed ahead by the
authorities, in Poland the opposite has been the case. Another interesting
development in the East is the tendency in nearly all these countries —
most noticeably in Poland — to make more use of the price system than
hitherto.
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Among the countries of the West the United States shows the clearest
pattern of development in the period under review: it is the pattern of the
last stage of a boom and the declining phase of a business cycle. Since
economic conditions in that country are likely to affect what happens in the
rest of the world, it is necessary to look closely at the American scene.

In a growing economy the continuously expanding supply of com-
modities resulting from past investments and from the current increase in the
labour force can only be marketed smoothly if aggregate expenditure — made
up of the four components of consumption, domestic and foreign investment,
and government expenditure — expands pari passu. The most volatile among
these expenditure streams is, as a rule, investment. This may cease to grow
or may actually decline for a number of reasons, such as scarcity of funds,
a more pessimistic outlook on the part of entrepreneurs regarding future
developments, over-expansion in the past connected with a change in the
pattern of consumer expenditure (e.g. a relative decline in the demand of
consumers for products such as motor-cars, produced by very capital-
intensive methods, in favour of services or of goods whose production
is less capital-intensive), or as a result of a combination of these factors. In
any case, if there is little or no growth in total expenditure, the in-
vestments of the past are bound to create surplus capacity. The next
phase is then quite possibly an absolute decline in investment and a recession.

The gross national product statistics show that in 1957, as in previous
recession years, it was domestic investment that was responsible first for the
slowing-down of aggregate expenditure and then, in the last quarter of the
year, for its actual decline. Whereas, in the first three quarters, private
consumption, government expenditure and net foreign investment were still
rising, fixed investment practically ceased to grow and investment in
inventories, though still positive, was smaller than in the last quarter of 1956.
The deceleration in the growth of aggregate demand caused by this slackening
of investment activity led, in the last quarter of 1957, to an actual liquidation
of inventories and a decline in total expenditure, and in the first quarter of
1958 this process was greatly speeded up by a fall in fixed investment and
a further substantial unloading of inventories.

United States: Gross national product.

Year
or

quarter

Gross domestic
private investment

Fixed Inventories Total

Con-
sumption

Govern-
ment

expendi-
ture

Net
foreign
invest-
ment

Total

at annual rates (seasonally adjusted), in milliards of dollars

1956
1957

1956 4th qua
1957 1st

2nd
3rd
4th

1958 1st

ter.

61.3
63.6

63.4
63.6
63.3
63.5
64.0

60.8

4.6
0.8

5.1
0.0
2.9
3.0

— 2.7

- 9 . 0

65.9
64.4

68.5
63.6
66.2
66.5
61.3

51.8

267.2
280.4

272.3
276.7
278.9
283.6
282.4

281.2

80.2
86.4

82.8
85.6
86.9
86.7
87.0

87.5

1.4
3.2

2 .4
4.1
3.5
3.2
2 .0

1.5

414.7
434.4

426.0
429.9
435.5
440.0
432.6

422.0
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A more detailed analysis of i n v e s t m e n t i n i n v e n t o r i e s will throw
further light on the chain of events which finally led to the downturn. The
decline in additions to inventories by manufacturing industry and trade
was one of the first signs that the expansion of economic activity might
soon come to a halt. After some oscillations, inventory investment began
to fall, though still not uninterruptedly, in November 1956, i.e. a month
before the onset of the decline in the order books of manufacturing
industry and three months before the slackening of production of durable
goods.

The slowing-down of inventory accumulation took place in the face of
a continued growth in sales — the ratio of inventories to monthly sales

United States: Selected economic indicators.
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fell from 157.1 per cent, in October 1956 to 156.3 per cent, in December.
The decline in inventory accumulation was most likely attributable to the
rise in the cost of bank credit and the growing difficulty of obtaining such
credit. But the influence of these two factors must have been overshadowed,
from the beginning of 1957 onwards, by the effect of the absence of
any increase in sales. Between January and September 1957 (the month
in which the unloading of inventories actually began), sales were fairly
steady and there seemed to be no need for further additions to inventories
during the rest of the year. Moreover, the fall in the prices of important
raw materials was a further reason for going slow in accumulating these
materials.

Nevertheless, as already stated, inventories — to a large extent undoubt-
edly of the "involuntary" type, as in the motor-car industry — continued to
rise in the first eight months of 1957, although at a much reduced rate. As
a consequence, the value ratio of inventories to monthly sales rose from
156.3 per cent, in December 1956 to 162.2 per cent, in September 1957. It
was at this point that inventories actually began to be unloaded. But sales
then also began to fall; and as they fell proportionally more, the ratio
of inventories to sales rose further to 166.4 P e r cent, in December 1957,
and to 171.5 in March 1958.

The lack of growth in f ixed i n v e s t m e n t during 1957 was in some very
important lines undoubtedly caused by the over-expansion of investment in
previous years. This was true in the motor-car industry, where sales in 1957,
just as in 1956, were most unsatisfactory. Partly owing to repercussions of
developments in that industry, the iron and steel industry, too, was left with
a surplus of capacity (it was working at only 80 per cent, of capacity by the
middle of the year). In other lines scarcity of funds in relation to the
expanding demand for investment purposes also played a part in the slowing-
down of investment, For a while business was able to draw on its own
liquid assets, but this source was bound to dry up. And later, when
incoming orders slackened off and sales ceased to expand, the desire to
invest must have been adversely affected. A large number of company
reports for 1957 indicate that investment projects were in fact cut down.
Nevertheless, fixed investment did not actually decline before the first
quarter of 1958, largely owing to work on projects already in course of
execution.

Consumer expenditure continued to rise through the first three quarters
of 1957, thus exerting a stabilising influence on the level of economic activity.
The increase between the last quarter of 1956 and the third quarter of 1957
amounted to 4.1 per cent, in current dollars, but only to 1.7 per cent, in
real terms. Consumer expenditure on durable goods did not participate in the
rise at all. In real terms, such expenditure declined after the first quarter.
The growth of consumer expenditure was concentrated in the field of non-
durable goods and services. The seasonally adjusted index of production of
consumer durables accordingly remained practically unchanged during the
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first three quarters of 1957; it declined considerably in the fourth quarter of
that year and even more in the first four months of 1958. The index of
production of non-durable goods, on the other hand, did not fully reflect the
rise in expenditure on non-durables and services in the first three quarters of
1957. This discrepancy was perhaps partly the result of the decline in
inventory accumulation, but it was predominantly due to the increasing
importance of services in the expenditure of consumers.

Consumption and production of non-durable consumer goods as well as
total consumer expenditure (including expenditure on services) finally declined,
like investments, in the last quarter, thus adding to the depressing effect
caused by the unloading of inventories. The fall in consumer expenditure
was, of course, largely the result of the fall in the disposable income of
consumers, which, in turn, might be mainly attributable to the decline in
investments.

Government expenditure, which after a rise in the first quarter of 1957
remained fairly stable throughout the rest of the year, did nothing to
counteract these depressing tendencies; and a further decline in net foreign
investment aggravated them. As a result of all these forces total industrial
production (adjusted) had fallen by the end of 1957 to 8.2 per cent, below
the peak reached in December 1956. Surplus capacity had developed in many
sectors and the capacity of the steel industry was employed to the extent
of only 66 per cent, in December 1957. According to a survey by the
McGraw-Hill Publishing Company, the margin of unutilised capacity in all
manufacturing industries averaged about 18 per cent, as early as September
1957, and this margin appears to have widened to about 25 per cent, by
the end of 1957. Unemployment, which had been around 2.5 million at the
end of 1956, had risen to 3.4 million by the end of December 1957. The
first quarter of 1958 saw a further deterioration. By the end of March
industrial production was down by another 5.2 per cent., steel capacity was
employed to the extent of only 50 per cent, and unemployment had risen
to 5.2 million.

As indicated above, the shortage of savings in relation to demand
for investment purposes was in some, though not all, lines of production
one of the factors which prevented further expansion of investment in 1957.
This shortage of funds was not reflected in security issues, which provided
new money for investment purposes in 1957 to the extent of $11.8 milliard,
against only $9.7 milliard in 1956. But it was clearly revealed by three other
factors. First, the additions to commercial and industrial loans granted by
all weekly-reporting member banks amounted in the first three quarters of
1957 to only $1.4 milliard, as against $3.1 milliard in the first three quarters
of 1956. Secondly, corporations (as in 1956) drew down their own liquid
assets (cash and government securities) by $4 milliard in the first three
quarters of 1957. The third factor indicating a shortage of funds in relation
to demand was the rise in short and long-term interest rates. In pursuance of
its anti-inflationary policy, the Federal Reserve System had since April 1955
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raised t h e discount rate on several occasions; t h e last increase, to 3 % per

cent, (in making which t h e System followed the market ) , took place in A u g u s t

1957. Short and long- te rm rates rose sharply, and in O c t o b e r 1957 t h e rate on

long- te rm government securities stood at a h igher level t h a n it h a d done for

decades (3.73 per cent.)- I t was only in the last qua r t e r of 1957 tha t the rates

came down, as a resul t b o t h of slackening d e m a n d and of m o r e ample supply

in t h e credit marke t following a loosening of the reins by t h e Federa l Reserve

System, which lowered t h e d iscount rate in N o v e m b e r 1957, and again in

January, M a r c h and Apr i l 1958 (when it s tood at 1 % per cent . ) .

W h i l e the prices of fixed-interest-bearing securities fell w i th t h e rise in

long- te rm rates du r ing t h e first th ree quar te r s of 1957, stock prices rose

be tween F e b r u a r y and July 1957. By the end of tha t per iod they had

completely regained the g round lost be tween A u g u s t 1956 and F e b r u a r y 1957.

I n J u n e t h e d iv idend/pr ice ratio for c o m m o n stocks (4.04 per cent.) began to

fall be low t h e average yield on corpora te b o n d s (4.15 per cent .) . I t was at th is

j u n c t u r e tha t t h e rise in t h e long- t e rm rate began to affect stock prices

adversely. T h e Securi ty and Exchange Commiss ion ' s index of stock prices

(1939 = I O ° ) fell fr°m 362 in July 1957 to 298 in D e c e m b e r 1957, b u t rose

slightly again to 312 in Apr i l 1958. T h e fall in stock prices u n d o u b t e d l y h a d

an effect on the behaviour of consumers , w h o became m o r e re luctant to spend

and t h u s cont r ibuted to t h e recession in t h e last qua r t e r of 1957.

M o s t economic indicators behaved in 1957 as they usually do at t h e

top of a b o o m and at t h e beg inning of a recession: first, t he re was t h e

decline in inventory accumula t ion set t ing in almost s imul taneously wi th t h e

fall in new o rde r s ; then , a few m o n t h s later, t h e beg inning of t h e down-

w a r d m o v e m e n t in the p roduc t ion of durab le goods, followed, w i th a consider-

able t ime-lag, by t h e fall in p roduc t ion of n o n - d u r a b l e s ; t h e n came t h e rise

in interest rates u p to t h e date w h e n t h e overall recession set in, and t h e fall

in s tock prices once t h e long- te rm rate had risen above t h e yields on stocks.

T h i s whole sequence of events conforms reasonably well to t h e p a t t e r n of t h e

respective stages in a typical business cycle. T h e r e was, however , one

economic indicator which did not behave according to t h e usual pa t te rn .

Prices — bo th consumer and wholesale — were still r ising in M a r c h 1958.

U n i t e d S t a t e s : P r i c e i n d e x e s .

Period

1956 March
June
September
December

1957 March
June
September
December

1958 March

Basic
commodities

(Moody's Index)
Wholesale

prices
Consumer

prices

Index: 1955 = 100

101.0
102.4
105.2
108.7

101.7
105.0
100.9
97.0

98.5

101.9
103.2
104.3
105.1

105.6
106.1
106.6
107.0

108.1

100.2
101.5
102.3
103.1

103.8
105.0
105.8
106.2

107.7
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T h i s c o n t i n u o u s u p w a r d m o v e m e n t t o o k p l a c e a l t h o u g h t h e p r i c e s o f i m -

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

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

t h e c o n t i n u e d i n c r e a s e i n w a g e c o s t s i n 1957 . G r o s s h o u r l y e a r n i n g s , e x c l u d i n g

o v e r t i m e , i n m a n u f a c t u r i n g i n d u s t r y w e r e , o n a n a v e r a g e , 3 .5 p e r c e n t , h i g h e r

a t t h e e n d o f 1 9 5 7 t h a n a t t h e e n d o f 1956 a n d h o u r l y e a r n i n g s , i n c l u d i n g

o v e r t i m e , 2 .4 p e r c e n t , h i g h e r , w h i l e c o n s u m e r p r i c e s r o s e i n t h e s a m e p e r i o d

b y o v e r 3 p e r c e n t , ( o w i n g l a r g e l y t o t h e i n c r e a s e i n a g r i c u l t u r a l p r i c e s a n d

i n t h e p r i c e s of s e r v i c e s ) a n d w h o l e s a l e p r i c e s b y 1.9 p e r c e n t . T h e a v a i l a b l e

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

so t h a t t h i s f a c t o r d i d n o t c o m p e n s a t e fo r t h e r i s e i n m o n e y w a g e s . B u t t h i s

w a g e m o v e m e n t c a n n o t b e t h e w h o l e e x p l a n a t i o n . O n e w o u l d h a v e e x p e c t e d

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

t h e e x p e n s e o f p r o f i t s . T o t a l p r o f i t s a f t e r t a x e s w e r e , h o w e v e r , j u s t a s h i g h

i n t h e first t h r e e q u a r t e r s o f 1 9 5 7 a s t h e y h a d b e e n i n t h e c o r r e s p o n d i n g

p e r i o d o f 1 9 5 6 ( $ 2 0 . 8 m i l l i a r d a g a i n s t $ 2 0 . 6 m i l l i a r d , a t a n n u a l r a t e s ) a n d

s o w e r e p r o f i t s i n m a n u f a c t u r i n g i n d u s t r y a l o n e ( $ 1 1 . 9 m i l l i a r d i n b o t h

p e r i o d s ) . I n t h e l a s t q u a r t e r t o t a l p r o f i t s fell t o a b o u t $ 1 8 m i l l i a r d ; b u t t h i s

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

r e d u c t i o n i n t h e u n i t p r o f i t m a r g i n .

I t s e e m s , t h e n , t h a t b u s i n e s s p r e f e r r e d t o k e e p p r i c e s u n c h a n g e d , o r

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

b y l e t t i n g p r i c e s fal l , t h u s m a i n t a i n i n g o u t p u t a s f a r a s p o s s i b l e — w i t h t h e

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

r i s i n g p r i c e s . I n t h e e a r l y p a r t o f 1 9 5 8 , h o w e v e r , t h e p r e s s u r e o f t h e fall i n

d e m a n d b e g a n t o m a k e i t se l f fe l t , a n d i n M a r c h p r i c e d e c l i n e s t o o k p l a c e i n

a l m o s t all t h e m a j o r n o n - a g r i c u l t u r a l c o m m o d i t y g r o u p s .

W h a t h a p p e n e d i n t h e U n i t e d S t a t e s i n 1 9 5 7 c l e a r l y s h o w s t h e diff i -

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

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

u n i t o f a c c o u n t . T h e y c a n a t t a i n t h i s o b j e c t i v e o n l y b y p r e v e n t i n g a n e x c e s s i v e

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

s a v i n g s t h a t a r e i n s u f f i c i e n t t o sa t i s fy t h e d e m a n d fo r f u n d s . U n l e s s t h e

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

of c r e d i t , t h e t e n d e n c y o f w a g e - e a r n e r s t o a sk f o r m o n e y w a g e s i n e x c e s s of

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

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

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

sacr i f ice s o m e o f i t s p r o f i t s a n d l a b o u r t o m o d e r a t e i t s w a g e d e m a n d s .

M o r e o v e r , a n " e a s y - m o n e y p o l i c y " m i g h t — a t t h e e x p e n s e o f f u r t h e r

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

T h e p u r s u i t o f s u c h a p o l i c y i n 1957 c o u l d h a v e d o n e n o t h i n g t o offset t h e

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

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

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



I I —

United States: The recessions of 1948-49, 1953-54 and 1957-58.
INDUSTRIAL PRODUCTION AND PRICES
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t o i n v e s t w a s f o r a w h i l e s t i l l s t r o n g , w o u l d s o o n e r o r l a t e r h a v e f e l t t h e

r e p e r c u s s i o n s o f t h e d e c l i n e i n a c t i v i t y i n t h e first g r o u p . E a s y c r e d i t i s n o t

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

I n o r d e r t o s e e t h e r e c e s s i o n o f 1 9 5 7 - 5 8 i n i t s p r o p e r p e r s p e c t i v e i t i s

u s e f u l t o c o m p a r e i t w i t h t h e p r e v i o u s r e c e s s i o n s o f 1 9 4 8 - 4 9 a n d 1 9 5 3 - 5 4 .

I n t h e first o f t h e s e r e c e s s i o n s i n d u s t r i a l p r o d u c t i o n ( o n a s e a s o n a l l y

a d j u s t e d b a s i s ) f e l l , f r o m t h e p e a k i n O c t o b e r 1 9 4 8 t o t h e t r o u g h o n e y e a r

l a t e r , b y 1 0 p e r c e n t . ; t h e f a l l w a s e x a c t l y t h e s a m e i n t h e s e c o n d r e c e s s i o n :

1 0 p e r c e n t , b e t w e e n t h e p e a k i n M a y 1 9 5 3 a n d t h e t r o u g h i n A u g u s t 1 9 5 4 .

I n F e b r u a r y 1 9 5 8 i n d u s t r i a l p r o d u c t i o n w a s a l r e a d y 1 1 p e r c e n t , b e l o w t h e

p e a k o f D e c e m b e r 1 9 5 6 a n d b y A p r i l 1 9 5 8 t h e d e c l i n e a m o u n t e d t o 1 3 . 7 p e r

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

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

United States: Change in gross national product.

Period

4th quarter 1948 to 4th quarter 1949

2nd quarter 1953 to 2nd quarter 1954

1st quarter 1957 to 1st quarter 1958 .

Overall change
in current dollars

Change due
to price factor

Change due
to quantity factor

at annual rates, in milliards of dollars

— 8.5

- 8.7

— 7.9

— 5.7

+ 1.1

+ 10.7

- 2.8

— 9.8

— 18.6
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Prices behaved very differently in the three recessions. They fell in the
first one, remained roughly stable in the second and rose in the third
(see graph). There is probably no better testimony to the growing strength
of the inflationary forces in the modern world than these changes in the
behaviour of prices in the three successive downturns.

The preceding table shows the respective parts played by the price
and quantity factors in the overall change in the gross national product
in the three recessions.

In France, Germany, Italy and the United Kingdom, which between them
account for three-quarters of the combined national products of the O.E.E.C,
countries, the value of output still increased in 1957, even in terms of
constant prices: by 6.1 per cent, in France, 4.6 per cent, in Germany, 5.6 per
cent, in Italy and 1.7 per cent, in the United Kingdom; and only in Germany
was the rate of growth smaller than in the preceding year.

In the United Kingdom the share of domestic investment in the gross
national product increased owing to a growth in inventories and a rise
in fixed investment (in the latter category there was a decline in investment
in residential construction in favour of more productive types of fixed
investment), whereas the share of consumption, both public and private, fell.
Gross national savings grew from 17.8 to 19.0 per cent, of the gross national
product and exceeded domestic investment, the counterpart of this surplus
having consisted of additions to claims on other countries (including the
increase in gold reserves).

In France the share of domestic investment also increased in 1957,
though only slightly, at the expense of consumption. But, as in 1956, gross
national savings were again less than domestic investment (17.6 as against

C o n s u m p t i o n a n d i n v e s t m e n t as a p e r c e n t a g e of g r o s s n a t i o n a l p r o d u c t

in s e l e c t e d c o u n t r i e s .

Countries

United
Kingdom .

France . . .

Germany . .

Italy

Years

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

Consumption

Private

66.8
65.3
64.6

67.4
68.2
67.8

58.3
59.0
58.9

71.3
71.2
70.1

Public

16.8
16.9
16.4

13.9
14.8
14.6

13.6
13.3
13.4

7.8
8.0
7.9

Total

83.6
82.2
81.0

81.3
83.0
82.4

71.9
72.3
72.3

79.1
79.2
78.0

Investment

Fixed

14.9
15.1
15.6

17.5
18.1
18.9

22.7
23.0
22.1

21.2
21.8
22.7

Inventories

1.7
1.2
1.9

0.7
1.1
0.8

3.0
1.4
1.5

1.5
0.8
0.5

Total

16.6
16.3
17.5

16.2
19.2
19.7

25.7
24.4
23.6

22.7
22.6
23.2

Foreign
balance

— 0.2
1.5
1.5

0.5
- 2.2
- 2.1

2.4
3.4
4.1

— 1.8
— 1.8
— 1.2
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19-7 P e r cent, of the total); and domestic investment was partly "financed"
by a loss of gold and foreign exchange.

In Germany the ratio of domestic investment declined but at the same
time the ratio of net foreign investment (including accumulation of gold
reserves) increased. The ratio of the two together to the gross national
product was the same as in 1956. The strong foreign demand for German
goods made up for the slowing-down of domestic investment and thus helped
to maintain aggregate demand for German commodities.

In Italy gross national savings covered a larger part of domestic
investment than was the case in 1956 and the balance-of-payments deficit
on current account (financed by foreign aid and foreign government contracts)
was reduced.

Figures for the whole of 1957 are likely to conceal important develop-
ments that took place d u r i n g the year. In order to follow these develop-
ments it is necessary to refer to the monthly movements of industrial
production during 1957 and the first quarter of 1958, bearing in mind that
the value of industrial production (including mining) amounts to only
between roughly one-third and one-half of the total gross national product.

In all the countries shown in the table industrial output in 1957 as a
whole still showed an increase over 1956; and in most of them the level of
production in each of the first three quarters was above the level in the
corresponding quarter of 1956 (the exceptions being Belgium and Canada in
the third and Finland in the second and third quarters). But in the last
quarter of 1957 and the first quarter of 1958 the level of production in the
majority of the countries shown in the table was below that of the corre-
sponding quarters of the preceding year. This was true of the United States,

Industrial production.

Countries

Austria

Belgium

Denmark

Finland

France

Italy

Netherlands . . . .

Norway

Sweden

United Kingdom . .

United States . . .

Canada . . . . . .

1957

1st
quarter

2nd
quarter

3rd
quarter

4th
quarter

1958

1st
quarter

Increase over the same quarter of the preceding year, in percentages

4.3

5.6

9.1

32.3

10.9

8.1

11.0

5.6

4.6

5.1

0.7

1.9

4.4

6.4

0.4

8.4

— 3.4

7.2

6.0

8.5

2.7

3.9

6.1

1.2

1.4

1.5

5.5

— 4.6

2.1

— 3.9

5.5

3.5

8.3

2.7

4.2

3.7

2.4

2.4

— 1.2

6.4

— 3.2

— 1.2

— 7.0

9.4

5.5

4.4

— 2.1

— 0.2

0.7

1.4

— 4.8

— 4.8

6.9*

— 6.3*

— 1.5

- 8.4*

10.3

3.2

2.1

— 4.8

— 4.0

1.8*

0.2

— 10.3

- 4.5*

* January-February.
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Industrial production.
Indexes (seasonally adjusted): 1953 = 100.
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Canada, Denmark, Finland, the Netherlands and Norway. In the other countries
(Austria, France, Germany, Italy, Sweden and the United Kingdom) the level
was higher.

Changes in unemployment (as a percentage of the labour force) in the
various countries between the end of 1956 and the end of 1957 corresponded
on the whole to the movement of production. Thus in Austria, France and
Italy unemployment was non-existent (France) or fell (Austria and Italy). In
the United Kingdom unemployment was stationary, and in Belgium, Norway,
the Netherlands and the United States it rose. Germany is an exception to
the rule. Although, on the basis of its performance in industrial production,
the country should be classified with France, Italy and Austria, there was
actually a rise in unemployment. The increase in production did not quite
absorb the natural growth in the labour force plus the stream of refugees
from the east.

Unemployment.

Countries

Austria

Belgium

France

Germany

Italy

Netherlands

Norway

Sweden

United Kingdom

United States

1955
End of
1956 1957

March
1957

March
1958

as a percentage of the labour force '

6.9

5.6

0.2

5.7

10.4

1.6

2.4

4.6

1.0

3.6

7.0

4.4

0.1

5.7

9.9

1.4

2.1

5.0

1.4

4.1

6.7

4.8

0.1

6.3

9.3

3.0

2.6

5.3

1.5

5.0

6.8

4.2

0.1

3.7

9.4

1.0

2.3

3.9=

1.4

4.3

8.4

5.3

0.1

5.7

9.62

3.0

3.6 2

1.7

7.7

1 The figures in this table are not comparable as between countries. 2 February.

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

b e g i n n i n g o f 1 9 5 7 , s u c h c h a n g e a s t h e r e w a s i n t h e l a b o u r - m a r k e t s i t u a t i o n

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

f o r u n f i l l e d v a c a n c i e s . I n t h e U n i t e d K i n g d o m u n f i l l e d v a c a n c i e s d e c l i n e d

f r o m 2 7 9 , 0 0 0 i n D e c e m b e r 1 9 5 6 t o 2 3 6 , 0 0 0 i n D e c e m b e r 1 9 5 7 a n d 2 1 7 , 0 0 0

i n M a r c h 1 9 5 8 . I n t h e N e t h e r l a n d s t h e y f e l l f r o m 9 9 , 1 0 0 i n D e c e m b e r 1 9 5 6

t o 4 2 , 9 0 0 i n D e c e m b e r 1 9 5 7 . I n A u s t r i a , G e r m a n y a n d S w e d e n t h e r e w a s

h a r d l y a n y c h a n g e b e t w e e n t h e e n d o f 1 9 5 6 a n d t h e e n d o f 1 9 5 7 .

T h e d i f f e r e n t r a t e o f c h a n g e i n e c o n o m i c a c t i v i t y w a s i n s o m e o f t h e

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

G e r m a n y a n d I t a l y t h e c o n t i n u i n g h i g h r a t e o f e x p a n s i o n w a s a c c o m -

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

t h e l i q u i d i t y r e q u i r e d t o m a i n t a i n t h e e x p a n s i o n . I n G e r m a n y t h e i n c r e a s e i n

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

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

w h i c h t h e e x c e s s o f b a n k l i q u i d i t y m i g h t o t h e r w i s e h a v e h a d . I n b o t h
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countries the favourable balance-of-payments position enabled the authorities
to abstain from tightening credit conditions (in Germany it was even possible
to ease them), so that the expansion in economic activity was not hampered
by lack of credit.

In France, on the other hand, the drain on the liquidity of the banking
system resulting from a deficit in the balance of payments was more than
offset by internal credit expansion in favour both of the government and of
the private economy; and the boom was maintained at the cost of a heavy
loss of foreign exchange reserves. During the second half of 1957 recourse
had to be had to various credit restrictions, the deliberalisation of im-
ports and a de facto devaluation of the franc. By the end of the year
these measures had not yet slowed down economic activity nor had they
removed the inflationary pressure. Only if inflation is effectively stopped in
1958 will the breathing-space provided by the foreign credits which France
received at the beginning of the year allow it to undertake the necessary
internal readjustment and improve its balance-of-payments position without
this involving a drastic drop in total output.

In the United Kingdom the current balance-of-payments surplus for the
year as a whole was practically offset by the deficit on capital account, so
that there was little accumulation of gold and dollar reserves, the gain in
the last quarter having merely sufficed to cancel out four-fifths of the heavy
loss in the third quarter. The monetary authorities kept their foot on the
brake, and even applied it harder. Owing to the precariousness of the balance-
of-payments position, tight credit conditions were allowed to prevail in the
domestic market, maintenance of the current surplus and protection of the
reserves being given priority over domestic expansion as a policy objective.
This course of action brought good results, the British gold and dollar hold-
ings having increased rapidly in the first four months of 1958.

The Netherlands and, to a lesser degree, Belgium — in both of which
industrial production declined in the latter half of 1957 — can also be
included in the group of countries in which the restrictive action of the
monetary authorities was partly due to balance-of-payments difficulties,
whereas such countries as Sweden and Austria, with a satisfactory trend of
industrial production and no balance-of-payments difficulties, belong rather to
the same group as Germany and Italy.

The movements of interest rates in the various countries seem to have
exerted a strong influence on the prices of shares, although in some countries
events in the U.S. stock market also played a rôle. In three of the countries
shown in the following graph (France, the Netherlands and the United Kingdom)
the prices of shares rose during the first half of 1957, reaching their peak
in July or August and thereafter falling rather sharply, thus paralleling the
movement on the New York stock exchange. But this parallelism was not
simply due to the influence of U.S. stock exchange developments. It is more
than a mere coincidence that the price fall in France and the Netherlands
followed in the wake of the raising of the discount rate and the consequent



rise in the long-term interest rate. Only in the United Kingdom do develop-
ments on the U.S. stock exchange seem to have had a direct influence. Share
prices fell there from July to August (as in the United States), before the
discount rate was raised. Nevertheless, the sharpest decline took place between
September and October, after the discount rate had been put up to 7 per
cent. In Germany share prices remained stationary throughout the first half
of 1957 and rose steadily in the second half, when long and short-term
rates fell. In Switzerland, they declined between January and October 1957,
while at the same time the long-term rate rose steadily. From October
onwards, when the long-term rate began to fall, they rose again.

Indexes of share quotations.
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T h e m o v e m e n t o f i n t e r e s t r a t e s m a y h a v e e x e r t e d t h i s i n f l u e n c e j u s t

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

d e v e l o p m e n t o f t h e e c o n o m y , a s d i r e c t l y , b y m a k i n g fixed-interest-bearing

s e c u r i t i e s m o r e a t t r a c t i v e t h a n s h a r e s .

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

c a p i t a l m a r k e t i n 1 9 5 7 t h a n i n 1 9 5 6 . E x c e p t i o n s t o t h e r u l e a m o n g t h e

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

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

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

t h e p e t r o l e u m i n d u s t r y w e r e m a i n l y r e s p o n s i b l e f o r a 5 0 p e r c e n t , i n c r e a s e
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in security issues compared with 1956. In the United States the tight
liquidity position of companies (already referred to), the shortage of bank
credit and the decline in retained profits all seem to have played their part
in inducing companies to increase their security issues by 20 per cent, in spite
of the decline in industrial production. In the United Kingdom the credit
squeeze must have been partly responsible for the rise of 50 per cent, in
security issues. And in Germany the decline of D M 1 milliard in retained
profits compared with the previous year must have had a positive effect on
the security issues of private business.

Within the total of security issues by private industry a striking shift
took place between shares and bonds. In all countries except France
the issuing of bonds has greatly increased since 1955 compared with the
issuing of shares — and this in a period in which the yield on industrial
bonds has risen considerably in all the countries concerned. A number of
reasons seem to have been responsible for this development. In the two

C a p i t a l i s s u e s by i n d u s t r y . *

Countries
and years

Shares Bonds Total

amount

Shares Bonds

as percentage of total

France
1955
1956
1 9 5 7

Italy
1 9 5 5
1 9 5 6
1957

Germany
1 9 5 5
1 9 5 6
1 9 5 7

Netherlands
1955
1956
1 9 5 7

Sweden
1 9 5 5
1956
1957

United Kingdom
1955
1956
1957

United States
1955
1956
1957

Canada
1955
1956
1957

milliards of francs
122 84 206
133 74 207
246 60 306

milliards of lire
163 4 167
242 17 259
221 32 253

millions of Deutsche Mark
1,555
1,838
1,632

417
534
878

1,972
2,372
2,510

417
141
60

millions of florins
97

124
384

millions of kronor

514
265
444

364
406
199

—
10

100

364
416
299

174
149
157

2,820
2,937
2,905

462
688
500

millions of pounds
65
76

183

millions of dollars
6,193
7,638
9,787

millions of dollars
313
815
960

239
225
340

9,013
10,575
12,692

775
1,503
1,460

59.2
64.3
80.4

97.6
93.4
87.4

78.9
77.5
65.0

81.1
53.2
13.5

100.0
97.6
66.6

72.8
66.2
46.2

31.3
27.8
22.9

59.6
45.8
34.2

40.8
35.7
19.6

2.4
6.6
12.6

21.1
22.5
35.0

18.9
46.8
86.5

2.4
33.4

27.2
33.8
53.8

68.7
72.2
77.1

40.4
54.2
65.8

Excluding nationalised industries. The figures in the table are not comparable as between countries.
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years under consideration the capital requirements of public utilities and the
oil industry, which traditionally issue bonds, were particularly large in some
of the countries (the United States, the United Kingdom, Canada). In certain
others (Germany, the Netherlands and Italy) the government had reduced
the public debt, or at least slowed down its increase, and institutional
investors, eager to replace government by corporate bonds, were ready takers
of bond issues. It is an open question whether a growing awareness on the
part of companies of a possible long-run inflationary trend which would
progressively reduce the real burden of debt also contributed to the relative
rise in bond issues — in which case one would, however, have to assume
that the purchasers are less aware of such inflationary tendencies than the
companies; or whether the companies have for tax reasons preferred bonds;
or whether, finally, the purchasers, dissatisfied with the relatively low yield
obtainable on shares in the past two years, have shown a preference for
high-yielding fixed-interest-bearing securities, to which the companies have
had to adapt themselves.

While the industrialised countries of the West displayed remarkable dif-
ferences during 1957 and the early part of 1958 as regards the movement of their
industrial production, their balance-of-payments positions, the movements of
their interest rates, the use which private industry made of the capital
market and in many other respects, they had one thing in common: a
further rise in consumer prices. This is all the more remarkable because
there was no uniformity in the behaviour of wholesale prices. In 1957
the latter showed a slight tendency to fall in Italy, the Netherlands,
Sweden and Switzerland, owing largely to the sharp decline in the prices
of internationally traded raw materials and foodstuffs and in freight rates. In
the United States, the United Kingdom, Germany and France, on the other
hand, wholesale prices continued to go up. The sharpest rise occurred in
France.

Changes in price levels in selected countr ies.

Countries

France

Germany

Italy

Netherlands

Sweden

Switzerland

United Kingdom . . . .

United States

Wholesale prices

December
1955

to
December

1956

December
1956

to
December

1957

December
1957

to
March
1958

Consumer prices

December
1955

to
December

1956

December
1956

to
December

1957

December
1957

to
March
1958

in percentages

4.8

3.31

3.0

5.1

2.2

4.5

3.82

4.5

13.9

0.81

— 1.3

— 0.7

— 0.7

— 1.2

3.02

1.9

1.2

0.81

— 1.1

— 0.7

— 0.7

— 1.5

- 0 . 3 2

1.0

1.2

1.8

2.8

3.7

3.6

2.2

3.1

2.9

10.9

3.5

2.2

1 1.7

4.2

2.0

4.6

3.1

5.9

0.8

0.2

0.0

2.0

— 0.3

0.2

1.4

' Producer prices. 2 Manufactured goods.
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A s f o r c o n s u m e r p r i c e s , t h e e x t e n t o f t h e i r i n c r e a s e w a s g r e a t e s t i n t h e

N e t h e r l a n d s , w h e r e a d m i n i s t e r e d p r i c e s ( i n p a r t i c u l a r , r e n t s a n d a g r i c u l t u r a l

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

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

a n d i n F r a n c e , w h e r e t h e r i s e w a s d u e t o i n t e r n a l i n f l a t i o n . I n G e r m a n y ,

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

l e s s , t h o u g h s t i l l g r e a t e r t h a n d u r i n g 1 9 5 6 , w h i l e i n I t a l y a n d S w i t z e r l a n d

t h e r a t e o f i n c r e a s e d e c l i n e d i n 1 9 5 7 .

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

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

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

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

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

s i g n s o f f a l l i n g . A t t h e e n d o f 1 9 5 7 t h i s w a s n o t y e t t h e c a s e i n t h e

m o r e i m p o r t a n t i n d u s t r i a l c o u n t r i e s ; i n t h e first q u a r t e r o f 1 9 5 8 , h o w e v e r ,

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

I n l a s t y e a r ' s R e p o r t ( p a g e 3 ) i t w a s s a i d t h a t t h e " l a c k o f b a l a n c e i n

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

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

1 9 5 6 a n d a l s o a p p e a r l i k e l y t o d o m i n a t e e c o n o m i c a n d m o n e t a r y p o l i c y i n

t h e c o m i n g y e a r " .

U p to- t h e l a s t q u a r t e r o f 1 9 5 7 t h e p r o b l e m o f i n f l a t i o n w a s s t i l l , i n f a c t ,

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

i n f l a t i o n t o b e t h e i r m a i n t a s k . T h e d i s c u s s i o n ( p a r t i c u l a r l y i n t h e U n i t e d K i n g d o m ,

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

" c o s t - i n d u c e d " o r " d e m a n d - i n d u c e d " . O n e g r o u p m a i n t a i n e d t h a t - w a g e s i n m a n y

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

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

t h a t t h e i n f l a t i o n w a s w a g e - i n d u c e d . A n o t h e r g r o u p p o i n t e d t o t h e f a c t t h a t i n

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

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

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

m a r k e t h a d b e e n t r u l y c o m p e t i t i v e . A c c o r d i n g t o t h i s g r o u p e x c e s s i v e p r i v a t e

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

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

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

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

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

I f w a g e i n c r e a s e s e x c e e d i n c r e a s e s i n p r o d u c t i v i t y , a s t h e y h a v e d o n e i n a

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

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

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

e i t h e r p u b l i c o r p r i v a t e . T h e v o l u m e o f a d d i t i o n a l finance m a d e a v a i l a b l e
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by the banks and/or by the activation of previously idle funds may quite
possibly exceed the amount that is required to finance the increase in the
wage bill plus the percentage mark-up by business, so that a demand
inflation is superimposed on a cost inflation. In the United Kingdom, where
wage increases have, in the past, exceeded productivity increases, where
total profits have not suffered and at the same time job vacancies have
exceeded job applications, a combination of the two causes of inflation must
have been at work; and an anti-inflationary policy which aimed at preventing
both excessive wage demands and further increases in public investment was,
therefore, the appropriate one. It should also be clear that there are great
differences between countries as regards the sources of inflation. The inflation
in France was primarily caused by demand, whereas in the United Kingdom
the cost factor played the major part.

Towards the end of 1957 the fear of inflation receded into the back-
ground (although consumer prices continued to rise up to the end of the
year in all important countries and wholesale prices in many of them) and
was replaced by the fear of recession. In some countries the monetary
authorities reversed their policies. The Federal Reserve System lowered the
discount rates several times and also reduced the reserve requirements. The
Bank of England lowered the discount rate in March and May 1958 from 7 to
S % per cent. ; the Nederlandsche Bank also reduced its rate in two steps from
S to 4 per cent, in March 1958. Germany, owing to the increasing liquidity of
the banking system caused by the surplus of foreign exchange, started
reducing the discount rate from its highest level of 5 % per cent, as early
as September 1956, and the last reduction, in January 1958, brought it down
to 3/4 P e r cent.

The second problem, which dominated the international scene throughout
the year, was the imbalance in international payments; and the recession
in the United States gave rise to the fear that it might even be aggravated
in the near future, so that the so-called "dollar shortage" which gave signs
of reappearing in 1957 would be made more acute.

The deficit in the U.S. balance of payments in 1956 caused an increase
of $996 million in the gold and dollar holdings of the rest of the world; in
1957, however, the U.S. overall balance was positive, so that the United States
drew in $428 million from abroad. Nevertheless, owing to the additions to
the monetary gold stock from current production and Russian gold sales, the
gold and short-term dollar holdings of the rest of the world (excluding the gold
holdings of the U.S.S.R. and the eastern European countries and the gold
and dollar holdings of international institutions) continued to increase in 1957,
but only by $576 million, as against an increase of over $2 milliard in
1956 — a substantial decrease in the rate of growth. Moreover, the position
would have been worse by roughly $900 million, i.e. there would have been
a considerable decline in gold and dollar holdings, had not the International
Monetary Fund lent this amount during 1957 to a number of European
and other countries.



22 —

Changes in gold and short- term dollar
hold ings of countr ies other than

the United States.

Countries

Belgium*

France*

Germany

Italy

Netherlands*

Sweden

Switzerland

Rest of continental Europe* .

Total

United Kingdom

Rest of sterling area

Total sterling area

Rest of world

Grand total . . . .

International institutions . . .

1956 1957

in millions of
U.S. dollars

+ 26

— 452

+ 955

+ 131

— 29

+ 54

+ 158

+ 56

+ 899

+ 212

+ 20

+ 232

+ 945

+ 2,076

— 545

— 45

— 558

+ 770

+ 262

— 27

— 5

+ 171

+ 55

+ 623

63
1

+ 64

— 11 1

+ 576

— 447

Including dependencies.

T h i s d e c l i n e i n t h e a d d i t i o n s

t o t h e g o l d a n d d o l l a r h o l d i n g s

o f c o u n t r i e s o t h e r t h a n t h e U n i t e d

S t a t e s w o u l d n o t h a v e b e e n s e r i o u s

h a d i t n o t b e e n g r e a t l y a g g r a -

v a t e d b y t h e i r u n e v e n d i s t r i b u t i o n .

G e r m a n y a l o n e a d d e d t o i t s h o l d -

i n g s m o r e t h a n t h e t o t a l i n c r e a s e

t h a t a c c r u e d t o c o n t i n e n t a l E u r o p e

a s a w h o l e o r t o c o n t i n e n t a l

E u r o p e p l u s t h e s t e r l i n g a r e a .

T h e i n f l o w o f g o l d a n d d o l -

l a r s i n t o G e r m a n y t o o k p l a c e m a i n l y

i n t h e first t h r e e q u a r t e r s o f t h e

y e a r . T h e c h i e f r e a s o n s f o r t h i s

m o v e m e n t w e r e t h e e x t r a o r d i n a r y

G e r m a n s u r p l u s o n c u r r e n t a c -

c o u n t i n t h e first t h r e e q u a r t e r s

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

t h e D e u t s c h e M a r k i n t h e t h i r d

q u a r t e r , c a u s e d b y r u m o u r s o f a n

a p p r e c i a t i o n o f t h a t c u r r e n c y a n d

a d e p r e c i a t i o n o f s t e r l i n g . I n t h e

f o u r t h q u a r t e r , a f t e r p u b l i c s t a t e m e n t s f r o m b o t h t h e G e r m a n a n d B r i t i s h

s i d e s h a d m a d e i t c l e a r t h a t e x c h a n g e r a t e s w o u l d r e m a i n u n c h a n g e d , t h e s p e -

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

u p t h e o u t f l o w o f D e u t s c h e M a r k b y a v a r i e t y o f m e a s u r e s ( p r e p a y m e n t o n

a r m a m e n t s o r d e r s p l a c e d a b r o a d , l o a n s t o t h e I . B . R . D . , l o a n s b y c o m m e r c i a l

b a n k s t o B e l g i u m a n d t h e N e t h e r l a n d s , t h e s p e e d i n g - u p o f i n d e m n i f i c a t i o n

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

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

t h e l a s t t w o m o n t h s o f t h e y e a r . N e v e r t h e l e s s t h e s u r p l u s o n c u r r e n t a c c o u n t ,

a t D M 2 . 1 m i l l i a r d , w a s b i g g e r i n t h e f o u r t h q u a r t e r t h a n e v e r b e f o r e ; i t

w a s r e d u c e d , b u t s t i l l r e m a i n e d l a r g e , i n t h e first q u a r t e r o f 1 9 5 8 .

W h e r e a s G e r m a n y w a s t h e c o u n t r y w i t h t h e b i g g e s t f o r e i g n e x c h a n g e

g a i n i n 1 9 5 7 , F r a n c e , b e s i d e s d r a w i n g o n t h e I n t e r n a t i o n a l M o n e t a r y F u n d t o

t h e e x t e n t o f $ 2 6 3 m i l l i o n , s u f f e r e d a l o s s o f $ 5 5 8 m i l l i o n a n d w a s e v e n t u a l l y

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

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

n e g o t i a t e f o r f o r e i g n c r e d i t s , a n d e a r l y i n 1 9 5 8 a t o t a l o f $ 6 5 5 m i l l i o n , o f

w h i c h $ 5 3 2 m i l l i o n w a s a v a i l a b l e f o r 1 9 5 8 , h a d b e e n o b t a i n e d f r o m v a r i o u s

s o u r c e s ( E . P . U . , I . M . F . , U . S . G o v e r n m e n t a n d E x p o r t - I m p o r t B a n k ) . A f t e r a s h o r t -

l i v e d i m p r o v e m e n t , t h e l o s s o f f o r e i g n e x c h a n g e b e g a n a g a i n i n M a r c h 1 9 5 8 .

T h e U n i t e d K i n g d o m , w h o s e r e s e r v e s b e n e f i t e d f r o m t h e $ 2 0 0 m i l l i o n

d r a w n b y I n d i a f r o m t h e I n t e r n a t i o n a l M o n e t a r y F u n d a n d t h e $ 2 5 0 m i l l i o n
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l o a n f r o m t h e A m e r i c a n E x p o r t - I m p o r t B a n k , e m e r g e d a t t h e e n d o f t h e

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

$ 1 4 0 m i l l i o n ( t h e figure i n t h e t a b l e , t a k e n f r o m t h e F e d e r a l R e s e r v e

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

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

r e s e r v e s o n a l a r g e s ca l e — $ 5 3 1 m i l l i o n — a s a r e s u l t o f b e a r p o s i t i o n s

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

r u m o u r s t h a t s t e r l i n g w o u l d b e d e v a l u e d a n d t h e D e u t s c h e M a r k r e v a l u e d .

T h e flow w a s r e v e r s e d w h e n t h e r a i s i n g o f B a n k r a t e t o 7 p e r c e n t , m a d e

i t c l e a r t h a t t h e r e w o u l d b e n o d e v a l u a t i o n ; a n d b y t h e e n d o f M a y 1 9 5 8

t h e B r i t i s h g o l d a n d d o l l a r h o l d i n g s h a d r e c o v e r e d t o s u c h a n e x t e n t t h a t

t h e i r l eve l w a s h i g h e r t h a n a t a n y t i m e s i n c e t h e m i d d l e o f 1 9 5 4 .

O t h e r c o u n t r i e s , s u c h a s t h e N e t h e r l a n d s a n d , t o a m i n o r e x t e n t , B e l g i u m ,

a l so s u f f e r e d f r o m t h e w a v e o f s p e c u l a t i o n i n t h e t h i r d q u a r t e r o f 1 9 5 7 .

T h e d e c l i n e i n t h e g o l d a n d d o l l a r e a r n i n g s o f al l c o u n t r i e s o t h e r t h a n

t h e U n i t e d S t a t e s i n 1 9 5 7 a n d , i n a m u c h g r e a t e r m e a s u r e , t h e u n e v e n

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

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

as w e h a v e s e e n , t o t h e s l o w i n g - d o w n , o r e v e n d e c l i n e , i n e c o n o m i c

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

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

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

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

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

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

E c o n o m i c C o m m u n i t y a n d t h e a r r a n g e m e n t s w h i c h a r e b e i n g n e g o t i a t e d b e -

t w e e n i t s s ix m e m b e r s a n d t h e o t h e r e l e v e n m e m b e r s o f t h e O . E . E . C . ( F r e e

T r a d e A r e a ) a r e t o f u n c t i o n s a t i s f a c t o r i l y .

I n t h e p a s t f e w y e a r s d i f f e r e n c e s i n t h e d e g r e e o f i n f l a t i o n i n t h e

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

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

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

s o u r c e : t h e U . S . r e c e s s i o n a n d t h e v a r y i n g d e g r e e t o w h i c h t h e E u r o p e a n

e c o n o m i e s w i l l b e a f f ec t ed b y i t . T h e e x t e n t t o w h i c h b a l a n c e - o f - p a y m e n t s

d i f f i cu l t i e s wi l l a r i s e f r o m t h i s s o u r c e w i l l d e p e n d p a r t l y o n t h e v i g o u r

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

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

t h e U n i t e d S t a t e s a n d , o n t h e c o n t i n e n t o f E u r o p e , t h e G e r m a n F e d e r a l

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

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

m a r k e t , o n t h e s u c c e s s o f t h e i r a n t i - i n f l a t i o n a r y p o l i c i e s .

T h e r e w a s o n e f a c t o r a t w o r k i n 1 9 5 7 w h i c h , o n b a l a n c e , a f f ec t ed

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

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

t h e y e a r i n t h e p r i c e s o f i n t e r n a t i o n a l l y t r a d e d r a w m a t e r i a l s a n d f o o d s t u f f s .
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T h e decline led to an improvemen t in t h e t e rms of t rade of a n u m b e r of in-

dustr ial ised countr ies and t h u s to an increase in their real incomes. A t the same

t ime these countr ies saved foreign exchange. I t remains to be seen whe the r

in t h e future the fall in these prices will affect the impor t s of t h e suppl ier

countr ies — via a decline in their nat ional income — so adversely tha t wha t

t h e industr ial ised countr ies gain in foreign exchange by t h e improvemen t in

t h e t e rms of t rade will be lost by a relative decline in the i r exports . Some

of t h e suppl iers are m e m b e r s of t h e outer sterling area and as such are in

possession of sterling balances in L o n d o n on which they can d raw w h e n

their earnings from exports fall off, so tha t their impor t s need not suffer.

T h e expor ts of the U n i t e d K i n g d o m and o ther countr ies may in this case

be main ta ined (al though the Bri t ish balance of payment s may come u n d e r

pressure) . T h e figures for the first t h ree quar te r s of 1957 indicate tha t the

impor t s of the main raw-mater ia l -producing countr ies had not u p to t hen

experienced any serious decline.

Turnover of world trade.*
In milliards of U.S. dollars.

160

140

120

100

at 1929 p r i ces _ »

at current prices

J L _L I I I I I I 0

1913 1929 1930 1931 1932 1933 1934 1935 1936 193/ 19381946 194/ 1948 1949 1950 1951 1952 1953 1954 1955 1956 195/

* Excluding trade between the U.S.S.R., the eastern European countries and China.

W o r l d t r a d e a s a w h o l e d u r i n g 1 9 5 7 w a s n o t a d v e r s e l y a f f e c t e d b y t h e

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

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

8 p e r c e n t , i n c u r r e n t p r i c e s a n d 5 p e r c e n t , i n c o n s t a n t p r i c e s a n d t h u s

e x c e e d e d t h e g r o w t h i n o u t p u t i n t h e U n i t e d S t a t e s a n d m o s t E u r o p e a n

c o u n t r i e s . F o r e i g n t r a d e m u s t t h u s h a v e e x e r c i s e d a s t i m u l a t i n g i n f l u e n c e o n

e c o n o m i c a c t i v i t y i n t h e w e s t e r n w o r l d .

A t t h e t i m e o f w r i t i n g t h e e c o n o m i c s c e n e i s d o m i n a t e d b y t h e r e c e s s i o n

i n t h e U n i t e d S t a t e s a n d t h e f e a r i n E u r o p e a s t o t h e r e p e r c u s s i o n s w h i c h

t h i s r e c e s s i o n m a y h a v e o n t h e E u r o p e a n e c o n o m i e s . P a s t e x p e r i e n c e h a s
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shown that a U.S. recession may or may not drag down the European
economies with it. The U.S. slump of 1948-49 did have an adverse effect on
the European economies; the slump of 1953—54 did not do so. There were
two main reasons for this difference: in 1953-54 the European economies
had a pronounced investment boom of their own, which was not the case
in 1948-49; and this boom was not restrained by a shortage of gold and
dollars, since there was a large outflow of dollars from the United States
owing to government purchases abroad, foreign capital investments and other
factors. The gold and dollar holdings of western Europe increased in the
two years 1953 and 1954 by $4.1 milliard, whereas in the two years 1948
and 1949 they rose by only $184 million.

Viewed against the background of this past experience, the present situa-
tion can be assessed as follows. The surplus in the U.S. overall balance of
payments in 1957 was to a large extent due to a substantial increase in
exports in the first half of the year, which was caused by an abnormal
foreign demand, arising out of the Suez crisis, for American oil and some other
commodities. This demand declined to a more normal level in the second
half of 1957, and in the last quarter of the year the U.S. balance was once
more in deficit, so that there was again a gold and dollar outflow (on a
seasonally adjusted basis) of $440 million in that period alone. Unless the
U.S. recession becomes very severe, so that the decline in American imports
assumes major dimensions, and/or the European and other economies expand
rapidly — which at the time of writing appears unlikely — there does not
seem to be much reason to fear the emergence of a dollar shortage in 1958. It
is therefore up to the rest of the world to avoid any further accentuation of
the uneven distribution of reserves. The fear that the past maldistribution will
continue may prove more justified than the fear of a general dollar shortage.

The demands which are being made in a few countries that the govern-
ments, in co-operation with the central banks, should spend their way out
of stagnation or recession must be seen against this background. Not all
countries would be able, in view of their reserve positions, to resort to
such a policy if a serious recession should really develop. The world must
look to the countries with strong reserves to take effective action. Yet
even for those countries which must and can take the lead the problem
is by no means a simple one. They are caught between the necessity of
combating an actual or possible stagnation or recession and that of avoiding
further inflation; from among the possible measures they must choose those
which, while avoiding inflation, are capable of reviving economic activity. If
these measures are successful they will automatically benefit countries with
precarious balance-of-payments positions, provided the latter succeed in
avoiding any further inflation and in readjusting their economies to non-
inflationary conditions. The authorities should not let their understandable
desire to restore (or maintain) full employment blind them to the need for
readjustment — a readjustment which, after the distortion caused by a
perhaps excessive boom, is the essential prerequisite of further balanced
growth.
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II. Savings Flows and Capital Markets.

The forces working towards equilibrium or disequilibrium in the world
economy, as already broadly described in Chapter I, find expression not only
in the relationship between saving and investment within particular countries
but also in wide divergences in the rates of capital formation between different
countries (see graph on next page). These rates are, of course, governed in
part by such fundamental economic factors as the natural wealth of the
individual country, its stage of economic development and the rate of growth
of its population. But they are also, and sometimes to a considerable extent,
the result of official intervention.

So far as investment is concerned, many countries have adopted
extensive programmes in connection with housing, the development of certain
regions and the expansion of production in sectors considered as being of
basic importance to the economy. Government intervention in the field of
investment has, however, often been undertaken without sufficient regard for
the necessity of financing it in a non-inflationary manner. The authorities
have it in their power to increase total saving by reinforcing private saving
with public saving or, on the other hand, they can by their own excessive
current outlays absorb funds which might otherwise have contributed to a
soundly-based expansion of investment.

Moreover, even in those countries which are now confronted with a
temporary recession of investment activity, it is of paramount importance that,
whenever fiscal action is to be combined with a relaxation of monetary
restraints, those measures should be employed which are least likely, in the
longer run, to impair the saving potential of the economy.

From the international point of view, in particular, it is essential that
the authorities, in shaping their policies, should not lose sight of the fact
that it is t h e r e l a t i o n s h i p b e t w e e n n a t i o n a l s a v i n g a n d d o m e s t i c
i n v e s t m e n t which in effect determines the extent of f o r e i g n i n v e s t m e n t
(or disinvestment).* Unless both saving and investment are closely adapted
to the realities of the domestic and external situation, there inevitably
arise inflationary or deflationary tensions which prevent the full realisation
of specific policy aims and which are incompatible with a continuing and
stable expansion of economic activity.

* This relationship (which is to be understood in its dynamic — and not merely its definitional —
sense) was described, in the case of certain countries, in Chapter II of the Bank's Twenty-seventh
Annual Report. The terms employed here, and the meanings attributed to them, are as explained
in that Report (page 32).



The first observation prompted by a comparison of rates of saving and
investment is that a high rate of national saving (or, for that matter, a
continuous expansion of production) is in itself by no means sufficient to
ensure a satisfactory balance-of-payments position. For the rate of domestic
investment may in fact be still higher, as was the case, for instance, in the
Netherlands in 1957.

National saving and domestic investment in selected countries.*
As percentages of national product.
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* The data for all countries are for 1957, except those for Austria and Sweden (1956) and for Switzerland
(1955). The following adjustments have been made in order to improve the comparability of the data:
(i) saving through social insurance funds, where significant, has been included as part of public saving;
(ii) expenditure on repairs and maintenance has been deducted from the estimates for Sweden and Norway;
(iii) in the case of Sweden, military investment has been treated as an item of government current expenditure;
and (iv) in the estimates for the United States, public investment has been assumed to be equal to public
expenditure on new construction, while for Canada the data have been adjusted to include an estimate for
gross public investment expenditure of all kinds (public saving having been increased correspondingly).

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

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

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

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

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

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

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

f r o m o v e r 8 p e r c e n t , o f t h e n e t n a t i o n a l p r o d u c t i n t h e c a s e o f N o r w a y t o

l e s s t h a n i p e r c e n t , i n t h e c a s e o f F r a n c e .
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I n each of the countr ies included in t h e g raph private saving remains

the m o s t impor t an t form of saving, and t h e differences in pr iva te saving rates,

t h o u g h not always large, are nevertheless significant. I n t h e long run , the

p rob lem of sustaining — and of s t imulat ing — private saving, par t icular ly

t h r o u g h t h e main tenance of mone ta ry stability, will r emain a crucial one.

T h e g raph does suggest, however, t ha t increases in investment-f inancing

requ i rements , especially in those of t h e publ ic authori t ies , will not be fully

m a t c h e d by compensa t ing m o v e m e n t s in pr ivate saving, so t ha t a substant ial

con t r ibu t ion from t h e publ ic sector may be necessary for t h e a t ta inment of

a satisfactory rate of total saving.

Look ing at the longer - t e rm experience of t h e U n i t e d States, i t m a y be

seen tha t pr ivate saving — bo th personal and business — stood in about t h e

same relat ionship to disposable income in 1957 as in 1929, despi te the large

increase t ha t took place in t h e b u r d e n of taxat ion dur ing the in tervening years.

I n the personal sector, a l though the b u r d e n of taxat ion doubled over the per iod

in ques t ion — rising from 10 pe r cent, of the net nat ional p roduc t in 1929 to

over 20 per cent , in 1957 — personal saving as a percentage of pos t - tax dis-

posable income was actually h igher in 1957 (6.7 pe r cent .) t h a n in t h e earlier

year (5.0 pe r cent .) . I n t h e corporate sector, a l though the share of corporate

profits absorbed by direct taxat ion increased from 14 per cent, in 1929 to 53

per cent, in 1957, t h e p ropor t ion of post- tax profits re ta ined in the form of

und i s t r ibu ted profits remained approximately the same, i.e. one- th i rd . In

assessing t h e significance of these ra ther stable savings ratios, it mus t , of

course, be borne in m i n d first tha t t h e U n i t e d States has been more

successful t h a n mos t o ther countr ies in mainta in ing a stable cur rency ; secondly,

tha t the s t ruc tu re of taxat ion there , t h o u g h it has become m o r e "progress ive"

in the course of t ime, is still not exceptionally income-equal is ing in character ;

and, thirdly, t ha t special fiscal incentives to personal and business saving

have been relatively modes t in scope.

G i v e n a par t icular level of taxat ion wi th in a country , the vo lume of publ ic

saving depends u p o n t h e p ropor t ion of total government revenues not allocated

to cu r ren t expendi tu re on goods and services and to cu r ren t transfer payments ,

and this p ropor t ion can be large or small.

T h e causes of differences in rates of publ ic saving are m a n y and varied.

T h e s t rength of G e r m a n y ' s position, for instance, is a t t r ibu table no t merely

to its relatively low level of expendi ture for defence purposes b u t also to

its small subsidy outlays and debt-servic ing requ i rements . Moreover , while that

count ry ' s cu r ren t transfers to private individuals are unusual ly h igh (owing

largely to equal isa t ion-of-burdens claims resul t ing from t h e war) , these

are, m o r e t h a n in mos t o ther countr ies , offset b y cur ren t receipts f rom

compulsory insurance and special tax cont r ibut ions . Finally, in G e r m a n y

direct and indirect taxat ion are high, be ing equivalent to jus t over one-

quar te r of t h e net national p roduc t . O n the o ther hand , in the U n i t e d

K i n g d o m and in France , mil i tary expendi tu re as a percentage of t h e ne t

nat ional p r o d u c t is h igher t h a n in G e r m a n y , and bo th these countr ies
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have the added burden of comparatively large outlays on subsidies and
interest payments — the debt-servicing requirements of the United Kingdom,
in particular, being far heavier than those of any other country. France,
owing to its extensive social welfare programme, makes exceptionally large
current transfers to private individuals and, although compulsory social
insurance contributions are also large (amounting to the equivalent of about
two-thirds of these transfers), the net burden on the budget is markedly
greater than in the United Kingdom and is still more striking when com-
pared with the position in Germany and the United States.

In the United States, military expenditure is much higher in relation
to the net national product than in any of these other countries and, except
for the United Kingdom, the same is also true of its debt-servicing require-
ments. Subsidy payments are small, however, and current transfers of a social
welfare character are not only less than in most of the other countries shown
in the graph but are also largely offset by the receipt of compulsory social
security contributions. Canada, whose position is similar to that of the
United States as regards total revenue, has an appreciably smaller defence
burden and hence, even with a more extensive system of social transfer
payments to individuals, is better placed to achieve a higher rate of public
saving.

As far as the funds raised by direct and indirect taxation are
concerned, the differences between the five afore-mentioned countries are not
so striking as one might suppose. In 1957, total revenue from these sources
ranged from about 25 per cent, of the net national product in France
and Canada to just under 28 per cent, in the United Kingdom.

Account must also be taken, however, of differences in the structure
of the tax systems, as these differences would appear to have an important
bearing upon the volume of saving by the private sector. The fact, for
instance, that in 1957 private saving amounted to 8.5 per cent, of the net
national product in Canada but only to 6.8 per cent, in the United States
may be attributable in part to the greater reliance placed in Canada on
indirect taxation, which tends to be regressive in character and appears
not to impair saving to the same extent as does a progressive structure of
income taxation. The same — or even a sharper —• contrast seems to
exist between the United Kingdom and Germany. Not only is the propor-
tion of revenues derived from direct taxation much larger in the United
Kingdom than in Germany but the degree of progression in the struc-
ture of personal income taxation is much greater, giving less scope for
saving. Moreover, in Germany indirect taxation falls rather heavily even
upon items of general consumption, while in the United Kingdom such
taxation is more selective and the purchase tax, in particular, incorporates a
certain crude element of progression in the form of higher rates for less
essential goods.

In the northern countries (Sweden, Norway and Finland) and in Austria
— all of which have quite high rates of public saving — the common
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elements seem to be relatively heavy tax b u r d e n s and comparat ively low

mili tary expendi ture . Indi rec t taxes play an impor tan t rôle in all these

countr ies , t h o u g h to a markedly smaller extent in Sweden, where , however,

t h e average as well as t h e marginal rates of direct taxat ion on personal

income are exceptionally high. I t m a y be added tha t social insurance t ransfers

in Sweden are financed for t h e mos t par t out of general taxation, w i th t h e

result t ha t t h e b u r d e n of direct taxat ion is unusual ly heavy.

Since an increase in publ ic saving, par t icular ly w h e n b rough t about

by m e a n s of a curb ing of expendi ture , m a y occur w i thou t a commensura te

decline in pr ivate saving, a h igh level of publ ic saving is not necessarily a

sign t ha t the flow of capi ta l -market funds to pr ivate enterpr ise is cor respond-

ingly reduced . Indeed, publ ic saving is in some instances sufficiently h igh in

relat ion to pub l i c inves tment outlays actually to increase t h e flow of funds

to t h e capital marke t — as, for example , in t h e case of the purchases of

securit ies effected by t h e social insurance inst i tut ions in G e r m a n y and

Switzerland or, m o r e generally, in t h e case of an overall budge t surplus

used to r epurchase ou ts tand ing government securities. O n t h e o ther hand , if

the supply of publ ic savings is insufficient to coyer t h e pub l i c author i t ies ' own

inves tment outlays, they may make heavy d e m a n d s u p o n the funds flowing

into the capital market .

Agains t t h e background of the preceding remarks , recent deve lopments

in savings flows and capi ta l -market activity in certain selected countr ies will

be examined in the following pages. T h e statistical mater ia l available for

these countr ies includes not only est imates of saving and inves tment by sectors

b u t also fairly precise data on financial t ransact ions be tween the different

sectors (e.g. t h e central government , t h e local authori t ies , pub l ic corporat ions,

pr ivate companies and households) .

T h e mos t convenient po in t of depa r tu re (see t h e Bank ' s T w e n t y -

seventh A n n u a l Repor t , page 33) is t h e savings posi t ion of each sector, from

which it is possible to derive, by add ing ne t receipts f rom capital transfers,

an est imate of the a m o u n t of investible funds tha t has accrued to t h e

sector du r ing a given per iod. By t hen deduc t ing the sector 's own capital

expendi ture , a residual is obta ined which reflects the sector 's ne t lending or

bor rowing in relat ion to o ther sectors. T h i s "financial" surplus or deficit,

which is a measure of the sector 's ne t acquisi t ion of financial assets and

liabilities, can finally be t raced in detail to variat ions in t h e part icular classes

of assets and liabilities, bo th short and long- term, wh ich compose it.*

* In the U.S. flow-of-funds accounts, the Federal Reserve Board, in order to distinguish clearly
between the "sources" of investible funds and their "uses", refers to the excess of a sector's
current investible funds over its own expenditure on real capital goods as its "non-financial surplus",
and this has an exact counterpart, assuming both could be precisely and independently measured,
in the sector's "financial surplus", i.e. its actual net acquisition of financial assets and liabilities.
Although in the following text the term "financial surplus" is used to refer to both the sources and
the uses of the funds in question, the distinction is important and should be borne in mind.
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I n t h e U n i t e d K i n g d o m , a s t h e i n v e s t m e n t b o o m p r o g r e s s e d b e t w e e n

1954 a n d 1956 , t h e flow o f s a v i n g s b y s e c t o r s e v o l v e d i n a n e r r a t i c m a n n e r ,

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

B y 1 9 5 6 , h o w e v e r , a p e r s i s t i n g s c a r c i t y o f s a v i n g s i n r e l a t i o n t o n a t i o n a l c o m m i t -

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

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

o n t h e o n e h a n d , n e t s a v i n g i n r e l a t i o n t o i n v e s t m e n t h a d r i s e n t o a m o d e r a t e

e x t e n t i n 1955 - a n d t h e n s p e c t a c u l a r l y i n 1 9 5 6 , r a i s i n g t h e s e c t o r ' s f i n a n c i a l

s u r p l u s f r o m £ 9 0 m i l l i o n t o £ 6 9 5 m i l l i o n w i t h i n t h e t w o - y e a r p e r i o d . T h i s

w a s m o r e t h a n su f f i c i en t , b y 1 9 5 6 , t o c o m p e n s a t e f o r t h e d e c l i n e i n t h e

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

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

h a n d , t h e c e n t r a l g o v e r n m e n t ' s financial s u r p l u s i n 1 9 5 6 h a d f a l l e n b a c k ,

a f t e r a r i s e i n 1 9 5 5 , t o t h e l e v e l o f 1 9 5 4 , w h i l e t h e c o m b i n e d financial

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

t w o y e a r s f r o m £ 6 8 5 m i l l i o n t o £ 8 3 0 m i l l i o n . T h u s t h e p u b l i c s e c t o r

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

r e s o u r c e s o f t h e p r i v a t e s e c t o r ( s e e t a b l e o n n e x t p a g e ) .

I n 1 9 5 7 , n e t d o m e s t i c i n v e s t m e n t e x p a n d e d f u r t h e r , r i s i n g t o 10 .2 p e r

c e n t , o f t h e n e t n a t i o n a l p r o d u c t , c o m p a r e d w i t h 9 .1 p e r c e n t , i n 1 9 5 6 a n d

7.2 p e r c e n t , i n 1 9 5 4 . N e t d o m e s t i c fixed-capital f o r m a t i o n i n c r e a s e d f r o m

£ 1 , 4 6 5 m i l l i o n i n 1 9 5 6 t o £1,620 m i l l i o n i n 1 9 5 7 , w h i l e a t t h e s a m e t i m e

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

c o n s t r u c t i o n o f n e w d w e l l i n g s f a l l i ng t o o n l y 1 8 . 4 p e r c e n t , o f g r o s s fixed

i n v e s t m e n t , a g a i n s t 2 0 . 1 p e r c e n t , i n 1 9 5 6 a n d 2 5 . 2 p e r c e n t , i n 1 9 5 4 .

F i n a l l y , i n v e s t m e n t i n s t o c k s a n d w o r k i n p r o g r e s s i n c r e a s e d , i n t e r m s o f

v a l u e , b y £ 4 2 5 m i l l i o n ( a g a i n s t £ 2 5 0 m i l l i o n i n 1 9 5 6 ) .

A l t h o u g h n e t n a t i o n a l s a v i n g a l so g r e w c o n s i d e r a b l y i n 1957 , r i s i n g

f r o m 10.5 t o 11 .4 p e r c e n t , o f t h e n e t n a t i o n a l p r o d u c t , t h e i n c r e a s e

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

f o r e i g n i n v e s t m e n t d i m i n i s h e d c o r r e s p o n d i n g l y , f r o m £ 2 6 5 m i l l i o n i n 1 9 5 6 t o

£ 2 4 0 m i l l i o n i n 1 9 5 7 — p a r t l y , o f c o u r s e , o w i n g t o t h e i n c r e a s e i n s t o c k s

a n d w o r k i n p r o g r e s s .

T h e l a r g e s t p a r t o f t h e i n c r e a s e i n s a v i n g i n 1 9 5 7 w a s a c h i e v e d b y t h e

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

£ 2 1 0 m i l l i o n i n 1956 t o £ 4 0 0 m i l l i o n i n 1 9 5 7 , o r f r o m 1.1 t o 2 .0 p e r c e n t ,

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

i n d e f e n c e e x p e n d i t u r e f r o m £ 1 , 6 2 5 m i l l i o n t o £ 1 , 5 3 0 m i l l i o n , o r f r o m 9 .9 t o

8 .8 p e r c e n t , o f t h e n e t n a t i o n a l p r o d u c t . T o t a l t a x r e v e n u e s , o n t h e o t h e r

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

d i d a l s o t o t a l n o n - d e f e n c e o u t l a y s ( i n c l u d i n g t r a n s f e r p a y m e n t s ) . S i n c e t h e

c e n t r a l g o v e r n m e n t ' s o w n i n v e s t m e n t e x p e n d i t u r e i n c r e a s e d b u t l i t t l e b e t w e e n

1 9 5 6 a n d 1957 , t h e g r o w t h i n s a v i n g s w a s r e f l e c t e d a l m o s t e n t i r e l y i n t h e

s e c t o r ' s financial s u r p l u s , w h i c h r o s e f r o m £ 2 3 0 m i l l i o n t o £ 4 4 5 m i l l i o n .

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

g o v e r n m e n t a c q u i r e d s o m e £ 2 8 0 m i l l i o n o f c a p i t a l f u n d s f r o m o t h e r s o u r c e s



— 32 —

United K ingdom:
Saving, investment and changes in f inancia l assets and l iab i l i t i es , by sectors.

Sectors

Persons

Companies

Public corporations . .

Central government . .

Local authorities. . . .

Total4 . . . .

Years

1954
1955
1956
1957

1954
1955
1956
1957

1954
1955
1956
1957

1954
1955
1956
1957

1954
1955
1956
1957

1954
1955
1956
1957

Investitile funds

Gross
saving1

Funds
from

reserves2

Less:
depreci-

ation

Net
funds

available

Uses of investible funds

Net
domestic
capital

formation

Financial
surplus

deficit (-)3

in millions of £ sterling

580
875

1,315
1,450

1,320
1,460
1,465
1,580

210
170
190
170

300
510
430
655

145
125
145
170

2,625
3,060
3,410
3,885

45
10
10
20

170
20

200
140

— 10
5

15
5

205
40

225
165

340
360
375
390

500
565
615
670

290
310
335
360

145
150
150
160

150
165
175
190

1,420
1,550
1,650
1,770

280
525
950

1,080

995
915

1,050
1,050

- 85
- 130
— 130
— 180

155
360
280
495

— 5
— 35
— 30
— 20

1,415
1,545
1,980
2,280

« 190
270
255
330

475
770
740
905

165
270
275
360

— 75
— 70

50
55

425
380
395
395

1,185
1,615
1,715
2,045

90
255
695
750

520
145
310
140

— 255
— 400
— 405
— 540

230
430
230
445

— 430
— 415
— 425
— 415

230 5

- 70 5

265 5

235 s

1 Including net capital transfer receipts. 2 Temporary use of tax, dividend and interest reserves. 3 Net
acquisitions of financial assets plus net foreign investment. 4 Including residual error. s Net foreign
investment (i.e. balance of payments on current account).
Sources : National Income and Expenditure (Blue Book, 1957); Preliminary Estimates of National Income and
Expenditure, 1952-57 (Cmnd. 398).

— N a t i o n a l S a v i n g s ( £ 4 0 m i l l i o n ) , fiduciary c u r r e n c y i s s u e ( £ 1 2 5 m i l l i o n ) ,

n e t l o a n s a n d t r a n s f e r s f r o m o v e r s e a s g o v e r n m e n t s l e s s i n c r e a s e i n f o r e i g n

r e s e r v e s ( £ 4 0 m i l l i o n ) , e t c . — b r i n g i n g t h e t o t a l o f i t s l o a n a b l e f u n d s t o

o v e r £ 7 2 0 m i l l i o n . O f t h i s a m o u n t , £ 6 2 0 m i l l i o n w a s l e n t t o t h e p u b l i c

c o r p o r a t i o n s ( £ 2 7 0 m i l l i o n i n 1 9 5 6 ) a n d £60 m i l l i o n t o t h e l o c a l a u t h o r i t i e s

( £ 9 0 m i l l i o n i n 1 9 5 6 ) , w h i l e t h e r e m a i n d e r , £ 4 0 m i l l i o n , w a s r e f l e c t e d i n a

r e d u c t i o n o f d e b t i n t h e f o r m o f s e c u r i t i e s .

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

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

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

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

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

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

s a m e t i m e , t h e s e c t o r ' s n e t c a p i t a l f o r m a t i o n h a s g r o w n v e r y r a p i d l y , h a v i n g

m o r e t h a n d o u b l e d b e t w e e n 1 9 5 4 a n d 1 9 5 7 . I n c o n s e q u e n c e , t h e p u b l i c

c o r p o r a t i o n s ' n e t f i n a n c i a l d e f i c i t h a s c l i m b e d s t e a d i l y , r i s i n g f r o m
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£255 million in 1954 to £540 million in 1957. The funds needed to cover
this deficit have been obtained from the central government, which since
1956 has included its loans to the public corporations as a "below-the-line"
item in its budget. As one of several additional measures of restraint, the
government announced in September 1957 a curb on the investment outlays
of both the public corporations and the local authorities.

The financial deficit of the local authorities has remained steady at a
high level over recent years, varying only within the narrow limits of £415
and 430 million between 1954 and 1957. This relative stability of the net
deficit conceals, however, a diminution in the local authorities' investment
in housing — which dropped from £335 million in 1954 to £235 million in
1957 — and a smaller increase in other types of capital expenditure. The
raising of funds has been conditioned principally by the central government's
decision in October 1955 to compel the local authorities to rely thereafter less on
central-government finance and more on the private capital market. In 1957,
net lending by the central government to the local authorities totalled £62
million, compared with £89 million in 1956 and £414 million in 1955. On
the other hand, funds raised by means of new capital issues came to only
£25 million in 1957 (against £55 million in 1956), and bank advances
showed no perceptible change on the preceding year. This suggests that the
bulk of local-authority financing requirements must have been met by means
of direct loans obtained from institutional lenders.

In the company sector, net investible funds (gross saving plus additions
to dividend and tax reserves less depreciation allowances) were of the same
magnitude in 1957 as in 1956 (£1,050 million). Hence a further substantial
increase in net domestic investment by companies — from £740 million
in 1956 to £905 million in 1957 —• was reflected fully in a decline in
the sector's net financial surplus from £310 to 140 million. This change
was attributable entirely to a fall in the surplus of non-financial companies
from £200 million in 1956 to £35 million in 1957, since that of financial
companies rose slightly between the two years (from £105 to n o million).
It should also be noted that the sector's financial surplus includes net
foreign investment by companies, which is estimated to have amounted
in 1957 to as much as £250 million, some £200 million of which represented
the direct reinvestment of earnings abroad, mainly by non-financial com-
panies. The fact that some companies within the sector are net borrowers
while others are net lenders also helps to explain why, despite the sector's
overall financial surplus, companies have in practice had to rely to an
increasing extent on borrowed funds. This is evidenced in particular by the
rise in new capital issues by domestic companies from £210 million in 1956
to £295 million in 1957. Moreover, it would also appear that bank advances
to the company sector increased somewhat in 1957, since advances to manu-
facturing industry as a whole are known to have risen by £70 million.

In the personal sector (which includes farms and individually-owned
enterprises), investment — mainly in private dwellings — has risen in
recent years, but this outlay has been greatly exceeded by the growth in
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personal saving. In consequence, the sector's financial surplus has expanded
from the small figure of £90 million in 1954 to £695 million in 1956 and
£750 million in 1957. As in the case of the company sector, the com-
position of this increase in the surplus cannot be precisely ascertained.
By far the larger part, however, appears to have taken the form of a
further growth, considerably in excess of £500 million, in insurance and
pension funds. It is known, in addition, that personal bank deposits less
advances rose by over £150 million and that National Savings increased by
£70 million.

The trend of saving in the United Kingdom in 1957 was in several
respects salutary. Saving increased most in the central-government sector,
where in the preceding year the deficiency, in relation to that sector's
financial commitments to the other public authorities, had appeared especially
marked. This result was achieved by a curtailment of military expenditure,
the total of all other outlays having continued to increase. Net personal saving,
after having risen from 3.0 per cent, of personal disposable income in 1954
to 7.1 per cent, in 1956 (thus reaching a more or less normal level for the
first time in the post-war period), increased further to 7.7 per cent, of dis-
posable income in 1957. It is also worth observing that, being the result of a
decline in expenditure, the increase in central-government saving was not
achieved at the expense of personal (and business) saving. Indeed, the greater
economic stability imparted by the government's own surplus may have
helped to encourage private saving.

In F r a n c e , as in the United Kingdom, net domestic investment has
been steadily growing as a proportion of the net national product, having
risen from 8.4 per cent, in 1954 to 11.3 per cent, in 1956, and again to
12.1 per cent, in 1957. The country's savings position, however, deteriorated
sharply between 1955 and 1956, net national saving falling from 11.4 per cent,
to 9.0 per cent, of the net national product. Accordingly, there was a shift in
the external position on current account from a surplus of Fr.fcs 205 milliard
in 1955 to a deficit of Fr.fcs 405 milliard in 1956, which became even
larger in 1957 (Fr.fcs 535 milliard).

Owing largely to the accelerated pace of investment, the financial deficit
of the enterprise sector in France rose sharply from Fr.fcs 155 milliard in
1955 to Fr.fcs 545 milliard in 1956 and Fr.fcs 665 milliard in 1957. In this
context, however, account must be taken of the fact that these figures —
unlike those for the U.K. company sector (see page 32) — include the
financial deficit of France's nationalised industries, which, as in the United
Kingdom, constitute an important part of the economy and have persistently
shown a substantial net dissaving. The sector also includes, in the case
of individually owned enterprises, the part of new saving which is used
for investment purposes, but excludes entrepreneurial withdrawals of current
earnings.

As may be seen in the table, the growing financial deficit of the
business sector in France was closely associated with the rise in short and
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F r a n c e : S a v i n g , i n v e s t m e n t a nd c h a n g e s in f i n a n c i a l a s s e t s
a n d l i a b i l i t i e s , by s e c t o r s .

Items

Net saving

Net capital transfer receipts

Net investment (—)

F i n a n c i a l s u r p l u s (+)

Cor respond ing changes in
f inanc ia l assets (increase+)
and l i ab i l i t i es (increase —)

Money (cash and sight deposits). . .

Other short and medium-term claims
(including savings deposits) on the
Treasuryandthefinancial institutions

Securities

Bank credits (short and medium-term)
and Treasury advances .

Long-term loans (non-negotiable) . .

Net short-term transactions between
the Treasury and the financial insti-

Credit and loans from and to foreign
countries and the overseas territories

Gold and foreign exchange

Statistical adjustment4 . . . . .

Years House-
holds

Enter-
prises

Public
authori-

ties

Financial
insti-

tutions1

Rest
of

world

round figures, in milliards of French francs

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

790
715
770

165
155
160

— 385
- 395
— 475

565
475
455

375
315
235

440
340
300

80
280
240

— 185
— 155
- 115

— 10
— 10
— 65

—

— 20

— 115
— 295
— 145

485
380
535

215
245
220

— 855
— 1,170
— 1,420

— 155
— 545
- 665

320
275
355

240
255
275

— 1 15
— 40
— 210

— 380
— 680
— 700

- 200
— 330
— 345

— 5
— 20
— 70

— 10

35

170
80

130

— 185
— 270
— 330

— 325
— 360
— 380

— 340
— 550
— 585

— 110
— 155
— 80

— 310
— 195
— 270

— 15
— 330

55

80
145
205

35
40

- 10

— 55
— 170
- 480

100
85

— 10

— 60

30
5

130
210
260

—

-

130
210
260

— 600
— 435
— 510

- 425
— 400
— 390

60
105

- 65

490
700
615

285
365
515

55
170
480

40
— 65
— 215

245
— 225
— 140

— 20
— 10
— 25

195
130
45

205 2

- 405 2

- 535 2

— 10

— 55

— 85

01
 

01
 

01
10
15
10

110
70
95

1303

- 2953

1553

— 2203

— 1403

— 135
— 280
— 135

1 Including, in addition to the banks, the Bank of France, the public credit institutions and the insurance
companies. * Net investment in foreign countries and in the rest of the French franc area. A positive
figure signifies an increase in claims (or a decrease In liabilities) vis-à-vis the rest of the world. 3 See also
Chapter VI. " Including unidentified movements of funds, which consist mainly of capital repatriated from
French North Africa to the metropolitan area.
S o u r c e : Rapport sur les Comptes de la Nation, 1957.
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medium-term bank credit (plus Treasury advances) from Fr.fcs 380 mil-
liard in 195s to about Fr.fcs 700 milliard in 1956 and 1957. In addition,
net long-term loans (non-negotiable) — consisting principally of credits
for industrial equipment and construction from the Fund for Economic
and Social Development and from the various specialised public credit
institutions — rose from Fr.fcs 200 milliard to almost Fr.fcs 350 milliard
over the same period.

The most notable development in the financing of enterprises in 1957
was the marked increase in new capital issues (mainly share issues), which
provided the sector with net new funds totalling Fr.fcs 210 milliard in that
year, against only Fr.fcs 40 milliard in 1956. Together, the funds obtained
from the afore-mentioned sources came to over Fr.fcs 1,250 milliard, or
almost twice as much as the sector's financial deficit in 1957. T h i s c o n -
s i d e r a b l e d i f f e r e n c e is a c c o u n t e d for by a f u r t h e r l a r g e g r o w t h
in e n t e r p r i s e h o l d i n g s of l i q u i d a s s e t s , which continued in 1956 and
1957 despite the disinflationary impact of the balance-of-payments deficit.
More than one-half of the increase consisted of currency and sight deposits
and the remainder principally of short-term securities. While the explanation
of this development may lie in part in a growing diversity of economic
position and outlook among the various enterprise groups, it is also conceivable
that many firms were building up liquid assets in anticipation of further
measures of credit restraint.

The public sector, far from having been able by means of its own
saving to compensate to some extent for the growth in the borrowing
of the enterprise sector, has itself incurred an increasingly large financial
deficit. On the income side, tax revenues and social insurance contributions
have increased since 1955 in relation to the net national product, but this
change has been partly offset by a decline in net foreign aid receipts. Current
expenditure on goods and services has shown a rising trend, mainly because
of larger military outlays. In addition, certain categories of transfer payments
have expanded disproportionately, in particular production subsidies to
enterprises and social benefits to individuals. Finally, gross investment,
principally by the local authorities, has risen roughly in line with the
net national product.

The Treasury normally receives a rather large flow of funds as a
result of new deposits with the postal cheque system, increases in the
amount of coins in circulation, and, more important, net new issues of
short and medium-term securities. As may be seen in the first two items
in the lower half of the table, however, the total net volume of these
funds placed at the disposal of the public sector changed relatively little
between 1955 and 1957, and thus did not help to cover the increase in
the financial deficit. In 1956, when financing requirements rose sharply, the
principal additional source of funds was the successful issue of Fr.fcs 320 mil-
liard of National Loan bonds. In 1957, however, no net funds were obtained
by such means and the considerable marginal financial needs of the Treasury
were satisfied mainly by net new credits from the Bank of France, totalling
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about Fr.fcs 480 milliard. Attention should finally be drawn to the fact that,
in the table, the small figures shown for the public sector under the heading
"long-term loans (non-negotiable)" actually represent the net balance of two
large but mutually offsetting flows of funds. One stream consists of long-
term loans granted to the local authorities by the Caisse des Dépôts et
Consignations (which in the table is included under "Financial institutions"),
while the other comprises Treasury funds channelled to enterprises through
the Fund for Economic and Social Development.

The financial surplus of private households rose significantly between
1954 and 1955, but has since shown a tendency to fall. The decline was
in reality somewhat less than appears from the table: personal saving through
insurance channels is included not in the household sector but in the
financial sector, and it is estimated that the growth in the technical reserves
of life assurance companies amounted to Fr.fcs 100 milliard in 1955, rising
to Fr.fcs 125 milliard in 1957. Nevertheless, that a decline occurred is in
itself a significant fact, for it meant that the personal sector could make
no contribution to meeting the increased borrowing of the rest of the
economy. The reduced flow of financial funds appears to have been due not
so much to a decline in saving in relation to post-tax incomes as to a rise
in investment within the sector itself.

Between 1955 and 1957 the growth in the liquid assets of households
(principally money and savings deposits) varied closely in line with — but
always remained above — the sector's net financial surplus. In contrast, the
sector's net purchases of shares and bonds fluctuated more irregularly; but
they came to play an important part in 1956 and 1957, first through the
sector's acquisition of the main bulk of the National Loan of 1956 and
then, with a shift in direction, through its absorption of the greater part of
the substantially increased volume of new capital issues of enterprises in 1957.

An important source of funds for the household sector consists of bank
credits and (in 1957) long-term non-negotiable loans. These two categories
should be examined together, as they are composed mainly of housing
credits initially granted as medium-term credits but later consolidated as
long-term loans (this began to be done on a large scale in 1957).

The household sector's net acquisition of different kinds of financial
assets has in recent years exceeded the ascertainable increase in its net
financial liabilities by an amount considerably greater than its financial
surplus. This unidentified margin — shown in the table as the statistical
adjustment — reflects, among other things, a certain volume of capital
repatriated from French North Africa in 1956 and 1957 and re-employed
in various ways in metropolitan France.

The financial sector's transactions are to a large extent a counterpart
of the transactions of other sectors which have already been discussed. In
addition to banks, the sector includes mainly the central bank, the large
number of specialised public credit institutions, and insurance companies. The
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sector's net liabilities consist, of course, principally of money and sight and
savings deposits, the latter being placed largely with the ordinary savings
banks and the Caisse Nationale d'Epargne, which in turn redeposit virtually
all these funds with the Caisse des Dépôts et Consignations. In 1956, when
new funds received by the Caisse des Dépôts totalled Fr.fcs 375 milliard,
Fr.fcs 180 milliard was lent to the local authorities, Fr.fcs 90 milliard was
lent via the Treasury to the authorities responsible for the low-cost housing
scheme and the remainder was used mainly to subscribe to new security
issues by the central government, nationalised industries and public credit
institutions. The total flow of new funds to the Caisse des Dépôts has been
increasing in recent years.

The net bank credits granted by the financial sector include not only
ordinary commercial credits but also a large volume of rediscountable
medium-term credits for equipment and construction purposes. Medium-term
credits rediscounted at the central bank increased by Fr.fcs 115 milliard in
1955, Fr.fcs 415 milliard in 1956 and Fr.fcs 300 milliard in 1957.

The long-term (non-negotiable) loans extended by the financial sector
consist largely of the above-mentioned credits granted to local authorities by
the Caisse des Dépôts. Also important, however, are the investment loans
made by the Fund for Economic and Social Development through the agency
of certain of the specialised public credit institutions. In addition, these
institutions — in particular, the Crédit Foncier, the Crédit Agricole and the
Crédit National — extend long-term credits on their own account out of
resources derived from deposits, new issues, Treasury advances, etc.

In 1955, the financial surplus of the household sector (together with the
surplus of the financial institutions) had been more than sufficient to com-
pensate for the net borrowing of both the enterprise sector and the
public sector — with room to spare, as evidenced by a substantial external
surplus. This situation has since changed radically. One important reason has
been the rise in the rate of private fixed-capital formation, which appears to
have been facilitated and stimulated to a considerable extent by an increasing
flow of public funds of a medium and long-term character. As things turned
out, these funds could not be supplied from public saving, since at the
same time the central government's own income-expenditure position was
deteriorating as a result of growing military outlays, declining foreign aid,
rising social transfer payments and higher subsidies. Hence the deterioration
in the savings position of the central government, together with the increase
in the lending activity of both the government and the public credit institu-
tions, involved — directly or indirectly — a considerable degree of inflationary
credit expansion and led to a foreign deficit of disturbing proportions.

In G e r m a n y , net domestic capital formation increased substantially
during the early phases of the international investment boom, having risen
from 13.3 per cent, of the net national product in 1953 to 18.5 per cent,
in 1955. In the course of 1955, however, an important complicating factor
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supervened. Other countries, as they began to run up against the limits of
their own productive capacity, turned increasingly to Germany for supplies of
investment goods, thereby accentuating the pressure of demand in that
country. In these circumstances, the anti-inflationary measures employed in
Germany in 1955 and early 1956 led both to a levelling-off of net domestic
investment and, concurrently, to the shifting of a greater proportion of
output into export channels. After having gone up by one-third between 1954
and 1955, net fixed domestic investment increased by 10 per cent, in 1956,
this rise being offset by a slowing-down in the accumulation of stocks. Net
national saving, however, continued to rise — a development which was
reflected in an increase in net foreign investment from D M 2.2 milliard in
:955 to D M 4.2 milliard in 1956. Viewed from the savings angle, the most
important disinflationary force between 1953 and 1956 was the growth in
private saving, which increased from 8.3 per cent, of the net national product
in 1953 to 11.1 per cent in 1955, but dropped off somewhat to 10.1 per cent,
in 1956. Public saving showed an almost equally impressive increase, however,
having risen more steadily from 8.1 per cent, of the net national product
in 1953 to 9.3 per cent, in 1956.

From 1956 to 1957 net domestic investment fell from 16.8 to 15.5 per
cent, of the net national product, this being the result of an absolute
decline in fixed capital formation which was only partly offset by a greater
accumulation of stocks. On the other hand, net national saving, despite a
slight relative decrease from 19.4 to 18.7 per cent, of the net national product,
rose in absolute terms and thus contributed to a continued expansion in
net foreign investment from D M 4.2 milliard to D M 5.4 milliard (see table).
At the same time there was a striking change in the pattern of saving,
public saving declining from D M 16.3 milliard to D M 14.6 milliard, while
that of private households rose from D M 6.9 milliard to D M 10.9 milliard.

The fall in the rate of public saving in 1957 was attributable mainly
to an increase in civil expenditure and to a marked rise, due largely to a
reform of the pensions system, in income transfers to private households.
Total military expenditure (excluding prepayments for armaments imports)
was, at D M 6.0 milliard, only slightly higher than in 1956.

Owing largely to an increase in capital transfers to foreign countries,
the public authorities' financial surplus declined somewhat more sharply than
did their net saving, dropping from D M 10.7 milliard in 1956 to D M 7 . 9 mil-
liard in 1957. This diminution, however, resulted in only a slight curtailment
of the usual large flow of public funds to the enterprise sector for investment
purposes. Direct loans by the public authorities were actually higher in 1957,
having risen to D M 4.3 milliard from D M 3.6 milliard in the preceding
year. On the other hand, the public authorities' medium and long-term
deposits with the credit institutions (which must normally use these funds
for loans of a stipulated character) rose by only D M 3.1 milliard in 1957,
compared with D M 4.3 milliard in 1956. Moreover, the public sector's net
purchases of securities (mainly mortgage and communal bonds) declined from
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D M 1.7 mill iard in 1956 to D M 1.0 mill iard in 1957, largely because of a

reduc t ion in t h e financial surpluses of the social insurance inst i tut ions. T h e

greater pa r t of t h e publ ic funds m a d e available via t h e afore-ment ioned th ree

channels are used to finance new housing, b u t a fair a m o u n t — part icularly

of t h e resources lent by the Equal isat ion of Burdens Bank and the Recon-

s t ruct ion F inance Corpora t ion — also goes to finance inves tment in various

branches of indus t ry and agr icul ture .

G e r m a n y : S a v i n g , i n v e s t m e n t a n d c h a n g e s i n f i n a n c i a l a s s e t s
a n d l i a b i l i t i e s , b y s e c t o r s .

Items Years
Public

authorities
Enter-
prises '

House-
holds'

Rest of the
world 2

in milliards of Deutsche Mark

Net saving

Net capital transfer receipts

Net investment (—) . . . .

F i n a n c i a l s u r p l u s (+)

1956
1957

1956
1957

1956
1957

16.3
14.6

0.1
1.0

5.5
5.7

1956
1957

10.7
7.9

10.8
9.3

— 0.7

23.9
23.2

13.8
13.9

6.9
10.9

0.4
0.4

7.3
11.3

0.5
0.6

4.23

5.43

Cor respond ing changes in
f inanc ia l assets (increase + )

and l i ab i l i t i es (increase —)

Currency and sight deposits

Time deposits, savings deposits and other medium
and long-term funds

Bank credit

Short-term

Medium and long-term

Net purchases (+) or sales (—) of securities .

Net increase in claims on (+) or liabilities to-
wards (—)
Building societies

Insurance companies

Other domestic debtors (or lenders) . . . .

Foreign debtors (or lenders)

Gold and foreign exchange reserves

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1.3
2.2

4.5
4.3

0.1
0.4

1.3
1.2

1.7
1.0

0.1
0.1

3.6
4.3

1.1
2.2

1.2
1.6

1.9
3.2

1.4
2.2

7.4
6.0

1.0
1.7

1.9
2.1

0.6
0.4

3.6
4.3

1.2
1.9

0.9
1.3

2.7
4.8

0.2
0.1

0.6
1.4

2.0
2.6

1.0
1.3

0.5
0.2

— 0.1

0.1
0.1

0.2
0.2

0.1
0.3

4.7
5.2

1 In their rôle as savers, individuals are regarded as being part of the private-household sector, while, as
purchasers of capital goods (i.e. new housing), they are classed as enterprises. 2 Includes foreign countries,
West Berlin and eastern Germany. 3 Net foreign investment (i.e. balance of payments on current account).
Source: Preliminary estimates of the Deutsche Bundesbank; revised figures will be published in the
Bundesbank's Monthly Report for June 1958.
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T h e decline in t h e publ ic sector 's financial surp lus h a d its coun te rpar t

mainly in t h e fact that , whereas in 1956 t h e author i t ies h a d increased the i r

hold ings of cur rency and sight deposi ts b y D M 1.3 mill iard, they r educed

these hold ings by D M 2.2 mill iard in 1957. T h i s d rawing u p o n mone ta ry

assets took t h e form of a r educ t ion in t h e pub l i c author i t ies ' deposi ts he ld

wi th t h e central bank (which decreased by D M 2.6 mil l iard in 1957) and was

closely associated w i th a swing in t h e Fede ra l G o v e r n m e n t ' s cash budge t f rom

a surp lus of D M 870 mil l ion in t h e calendar year 1956 to a deficit of D M 2.4

mil l iard in 1957. T h e deter iora t ion in t h e cash budge t was, however , only

par t ly a t t r ibutable to increases in civil expend i tu re a n d transfers t o pr ivate

individuals — i.e. to a rise in paymen t s which m o r e or less direct ly affect

t h e flow of domest ic incomes . A large p ropor t ion of t h e rise in expendi -

t u r e was d u e to a n increase in foreign p a y m e n t s : capital t ransfers , d e b t

repayment , foreign loans and, mos t impor tan t , p r e p a y m e n t s for a r m a m e n t s

impor ts , t h e lat ter (which are inc luded in the table as a ne t increase in

claims o n foreigners) hav ing r isen sharply to D M 2.1 mil l iard in 1957.

I n t h e enterpr ise sector, und i s t r i bu ted profits decl ined from D M 11.1

mill iard in 1955 to D M 10.8 mill iard in 1956, and again to D M 9.3 mil l iard

in 1957. As , however , n e t inves tment decreased closely in line w i th re ta ined

earnings, t h e sector 's ne t financial deficit remained u n c h a n g e d at approx-

imately D M 14 mill iard. I n 1957 t h e greater pa r t of this deficit — t h o u g h

no t qu i te as m u c h as i n 1956 — was again covered b y funds m a d e available

by t h e publ ic authori t ies ou t of tax revenue. Shor t - t e rm bank credit rose

roughly in line wi th ne t inves tment in stocks, while m e d i u m and long- t e rm

bank credi t ( the lat ter be ing pr incipal ly for hous ing , w h i c h in t h e t ab le

is inc luded in the en terpr i se sector) increased less t h a n in 1956. N e t

sales of securities to o ther sectors increased markedly f rom 1956 to 1957,

as d id also t h e inflow of capital f rom abroad — and these t w o changes

were par t ly reflected, owing to t h e weakened d e m a n d for capital goods in

1957, in a p ronounced rise in l iquidi ty in t h e form of sight and t ime

deposi ts .

I n t h e household sector, d isposable income after taxes increased by

approximately 10.5 per cent, f rom 1956 to 1957, compared wi th a rise of

7.5 pe r cent, in t h e gross nat ional p roduc t . T h i s d i spropor t iona te g rowth in

disposable income was due par t ly to a rise in wage and salary incomes

b u t mainly to an increase of over 20 pe r cent, in t ransfer receipts . I t was

accompanied b y — b u t does li t t le t o explain — a remarkab le increase in

househo ld saving, which rose f rom 5.8 to 8.2 pe r cent , of t h e sector 's d is-

posable income and which wen t mainly into sight and savings deposi ts . T h e r e

was also, however , an impressive rise in ne t purchases of securities, wh ich —

after several years of slow increase — advanced sharply from D M 600 mill ion

in 1956 to D M 1.4 mill iard in 1957. I n addi t ion, ne t claims on bu i ld ing

societies and insurance companies showed a larger rise t h a n in t h e previous

years.

Gross placings of shares and fixed-interest-bearing securities amoun ted ,

in t e rms of nominal value, to D M 5.8 mil l iard in 1957, compared wi th
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D M 4.4 mill iard in 1956 and D M 5.2 mill iard in 1955. A large p ropor t ion

of these securities (consisting mainly of mor tgage and communa l bonds) ,

being bo th issued and taken u p by financial inst i tut ions, do not appear in the

table on page 40. Placings of mor tgage and communa l bonds ( together

wi th certain loans to publ ic author i t ies and b o n d s of special credit inst i tut ions)

rose from about D M 2 . 0 mill iard in 1956 to D M 3 . 2 mil l iard in 1957, while

t h e credit ins t i tu t ions ' inves tments in securities ( including syndicate part ic i-

pat ions) increased by D M 2 7 0 mil l ion in 1956 and D M 1.4 mill iard in 1957.

T h e rise in security purchases by the credit inst i tut ions in 1957, which was

m a d e possible by t h e large g rowth in personal savings deposi ts , m o r e t h a n

offset t h e decline in purchases by the social insurance inst i tut ions. Moreover ,

t h e pr ivate insurance companies and bui ld ing societies, which also benefited

from t h e increased flow of personal savings, appear to have bough t m o r e

securities t h a n before. Hence , t h e marked increase in personal savings con-

t r ibuted , directly and indirectly, to a considerable expansion in capi ta l -market

activity in 1957. Finally, ne t purchases of securities by foreigners against

liberalised capital marks rose to D M 600 mill ion in 1957.

I n t h e early m o n t h s of 1958, the format ion of pr ivate savings appears

to have con t inued at a v igorous rate . Capi ta l -marke t activity rose to still

h igher levels and was not, as in 1955, based on the s t imulus of special tax

incentives. N e t foreign inves tment , moreover , was main ta ined at abou t t h e

same rate as in 1957 and showed no clear signs of d iminishing.

I n 1955 t h e N e t h e r l a n d s appeared to be in a s t rong economic posi-

tion, as was evidenced by a cu r ren t -accoun t ba lance-of-payments surplus of

Fl . 840 mill ion, represent ing a ra te of ne t foreign inves tment of 3.1 pe r cent,

of the ne t national p roduc t . However , as a resul t of a rap id expansion of bo th

publ ic and pr ivate inves tment , t he domest ic economic s i tuat ion changed radically

be tween 1955 and 1956. N e t domest ic inves tment rose f rom 17.3 to 20.9 per

cent, of t h e net national p roduc t , whi le ne t nat ional saving decl ined from

20.4 to 18.7 per cent. , ne t foreign inves tment d ropp ing to a negat ive figure

of F l . 650 million, or 2.3 pe r cent, of t h e ne t nat ional p roduc t . Moreover , t h e

deter iorat ion o n external account was not a t t r ibu table to t h e same ex ten t as

in some preced ing years to an increase in domest ic stocks of impor t ed raw

materials . Between 1956 and 1957 net domest ic inves tment rose m o r e slowly (its

ratio to the ne t nat ional p r o d u c t remaining unchanged) and was ra ther m o r e

t h a n m a t c h e d by an increase in net nat ional saving, the foreign deficit (on a

transact ions basis) having fallen from Fl . 650 mil l ion to F l . 520 mill ion (see

table).

A l t h o u g h t h e data in the table suggest tha t the increase in inves tment

in 1957 was concent ra ted in t h e pr ivate sector, it m u s t be bo rne in m i n d tha t

the figures for th is sector also inc lude inves tments i n pub l i c utilities and

hous ing which are financed by means of large-scale capital t ransfers from the

publ ic authori t ies to the pr ivate sector. T h e s e transfers (which also inc lude

war -damage and flood compensat ion) increased from Fl . 1,640 mill ion in 1956

to Fl . 1,890 mill ion in 1957; and the i r growth , bo th in 1957 and in earlier
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years, must be regarded as having contributed significantly to the country's
investment boom.

The increase in investment outlays by the local authorities has been
particularly marked in recent years, both within their own sector (public
works, education, etc.) and in the form of the above-mentioned capital
transfers. In consequence, the local authorities' financial deficit rose from
Fl. 670 million in 1953 to Fl. 1,220 million in 1956, and then again to
Fl. 1,520 million in 1957. Over the same period, the financing difficulties
of the local authorities increased to an even greater extent. Most important,

Nether lands: Sav ing, investment and changes in f inanc ia l assets
and l iab i l i t i es , by sec to rs .

Items

Net saving

Net investment (—)

Financia l surp lus (+)

Transactions basis 3

Cash basis3

Corresponding changes in
financial assets (increase + )

and liabilities (increase — )

Primary liquid resources 6

Secondary liquid resources 7

Bank credit

Monetary credit by central government

Borrowing (—) or lending (+) abroad

Year

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

1956
1957

Central
govern-

ment

Local
authori-

ties

Insti-
tutional

investors1
Private
sector Totals

In millions of florins

880
800

- 7 9 0 2

- 8 1 0 2

— 160
— 150

— 70
— 160

110
320

330
— 140

— 90 '
—220'

530

—240
— 60

11010

21010

200
260

— 850
— 1,080

— 470
— 460

— 1,120
- 1 , 2 8 0

— 1,220
— 1,520

— 50

— 240
— 400

— 170
20

— 530

— 760
- 610

1,930
1,890

1,930
1,890

1,820
1,650

— 20
30

— 220
270

80
10

1,980
1,340

2,320
2,920

1,640
1,890

—5,350
—5,780

— 1,390
— 970

— 1,280*
— 790"

— 290
— 230

190
600

— 510
— 210

— 1,100
— 940

4 3 0 "
- 10"

• 
• 

I
I 

• 
•

— 6505

— 520s

— 570s

— 3405

— 990s

— 270s

— 120
— 270

540
200

1 This sector includes, Inter alia, the savings banks, life assurance companies, pension funds and social
insurance funds. 2 Excludes capital transfers to foreign countries and, in 1957, monetary credits to the
local authorities. 3 The differences between the transactions figures and the cash figures are attributable
mainly to differences between taxes due and taxes actually collected. 4 Includes retained profits and net
transactions in bonds and shares by the central bank and the commercial banks. 5 Net foreign investment
(i.e. balance of payments on current account). 6 Currency and sight deposits. 7 Time deposits,
Treasury bills, tax certificates, etc. 8 Total domestic liquidity surplus (+) or deficit (—) (equals net
increase or decrease in gold and foreign exchange holdings). 9 Includes short-term borrowing abroad.
10 Includes capital transfers to foreign countries. 1< Consists mainly of net direct investments abroad.
Sources: Central Plan Bureau, Central Economic Plan 1958; Nederlandsche Bank, Report for the year 1957.
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owing to the existence of a legal ceiling (4% per cent.) on the maximum
interest rate payable by the municipalities for long-term loans, the fact that
interest rates were kept at a high level in 1957 had the effect of barring
the local authorities from the capital market. Consequently, the municipalities
resorted increasingly to short-term financing, in the form both of floating
debt and of short-term credits at high interest rates from institutional and
private lenders. In the third quarter, however, restrictions were also placed
on this form of borrowing, and the financial gap therefore had to be filled
from then on largely by special means. Early in 1957 the Bank for Nether-
lands Municipalities had concluded an agreement with the institutional lenders
for direct loans totalling Fl. 560 million to be taken up in 1957 and 1958.
In addition, this bank (which was exempted from the regulation concerning
maximum long-term borrowing rates) was permitted in October 1957 to float
a 6 per cent. National Housing Loan, which placed an additional Fl. 390 mil-
lion at the disposal of the municipalities and made possible the repayment
of a large amount of short-term credit. Moreover, the central government
itself made a special cash advance of Fl. 530 million to the Bank for
Netherlands Municipalities for allocation to the local bodies for housing
purposes, these funds being disbursed mainly in the second half of the year
(see Chapter III).

Thanks largely to a programme for accelerating tax payments, the central
government was able in 1957 to record a modest improvement in its financial
surplus (on a cash basis), despite a decline in its net saving and an
increase in capital transfers. This improvement was, however, by no means
sufficient to meet the increased requirements resulting from the central
government's assumption of responsibility for meeting part of the growing
financing needs of the local authorities. Since, moreover, private demand for
long-term funds was increasing at the same time as the supply of such
funds was shrinking, the central government had less easy access to the
capital market in 1957, its net receipts from this source dropping to Fl. 60
million, compared with Fl. 240 million in 1956. Thus in 1957 the central
government, after having experienced a notable improvement in its liquidity
position in 1956, found it necessary, over the year as a whole, to increase its
short-term borrowing.

In the private sector, the financial deficit (on a cash basis) declined from
Fl. 1,280 million in 1956 to Fl. 790 million in 1957. This improvement was,
however, to some extent illusory: the greater part of private net saving
actually appears in the table as net saving by the institutional investors, and
in 1957 private saving passing through that sector declined, while the net
saving shown for the private sector proper recorded an increase. On the one
hand, deposits with the savings institutions (which are included in the
institutional-investors sector) showed a net increase of only Fl. 90 million in
l9Sl> against a rise of Fl. 400 million in 1956 and one of Fl. 560 million in
T955- On the other hand, in the private sector proper, holdings of secondary
liquid assets rose by Fl. 600 million in 1957, compared with an increase of
only Fl. 190 million in 1956. Although these changes do not appear to have
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involved any direct shift from savings deposits to secondary liquid resources,
they were both presumably influenced in part by the general tightness of
liquidity during most of the year, brought about by the continued decline —
under the combined impact of the foreign deficit and domestic credit restraint
•— in the sector's money holdings and in the availability of bank credit.
The decline in new savings deposits, which tend to be held mainly by
private individuals, occurred mostly in the second half of the year and was
probably associated with an increase in the purchase of securities (e.g. the
National Housing bonds), which had become a relatively attractive form of
investment. Again, the rise in the sector's holdings of secondary liquid
resources (primarily time deposits and Treasury bills) may have been largely
accounted for by business firms, which not only received the proceeds of a
substantially increased volume of new security issues in 1957 but also probably
benefited from the sudden large inflow of Fl. 440 million in gold and foreign
exchange during the last quarter of the year. Finally, these various changes
were also associated with a sharp reduction in the private sector's net
lending abroad in 1957.

The private sector's net long-term borrowing from other sectors fell
from Fl. 1,100 million in 1956 to Fl. 940 million in 1957. While this decline
may in part reflect an increase in private-sector purchases of public issues, it
was also due to a diminution in the flow of direct long-term loans (mainly to
finance private housing) from the institutional investors. The institutional
investors' net long-term lending totalled only Fl. 1,340 million in 1957 as
against Fl. 1,980 million in 1956, the principal reasons for the decline being
the already-explained drop in new deposits with the savings banks and also an
abrupt change from liquidation to accumulation of secondary liquid resources
(principally Treasury bills). For their part, industrial firms, which have in
recent years become increasingly dependent upon outside funds, were able in
some measure to satisfy their growing needs by means of new issues, a good
proportion of these issues (which consisted largely of bonds) having been
taken up within the private sector.

Towards the end of 1957, monetary and fiscal restraints, together with
the influence of the U.S. recession, combined to bring about a levelling-off
of business activity. In the first quarter of 1958, despite uncertainties regard-
ing the economic outlook abroad, the foreign exchange reserves of the
Netherlands continued to rise at an impressive rate.

The economy of I t a l y has in recent years been characterised by a
steady and relatively well-balanced expansion in which inflationary symptoms,
though not absent, have been limited in extent.

Although it is not possible to trace inter-sector financial relationships
in detail, the following table helps to show the broad trend of developments
since 1955. In the private sector, net saving declined from 1955 to 1956,
while net investment rose slightly, the financial surplus having consequently
diminished from Lit. 500 to 340 milliard. This fall was almost compensated,
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however, by a rise in the net saving of the central government, which helped
to reduce its financial deficit from Lit. 355 to 200 milliard. Subsequently,
from 1956 to 1957, net investment rose substantially in the private sector,
but net saving (plus capital transfer receipts) increased even more, thus
raising the sector's financial surplus to Lit. 380 milliard. This increase,
together with a further improvement in the financial position of the central
government, was accompanied by a noteworthy shift from a deficit to a
surplus in the balance of payments on current account.

I t a l y : S a v i n g , i n v e s t m e n t a n d f i n a n c i a l s u r p l u s o r d e f i c i t , b y s e c t o r s .

Items

Net saving

Net capital transfer receipts

Net investment (—)

F i n a n c i a l s u r p l u s (+) .

Years

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

Central
government

Local
authorities
and other

public bodies

Private
sector

Rest of
world

round figures, in milliards of lire

80
205
280

— 350
— 320
— 350

— 80
— 85
— 85

— 355
— 200
— 150

75
70
80

255
240
260

— 500
— 500
— 520

— 175
— 190
— 180

1,640
1,520
1,715

100
80
90

— 1,235
— 1,265
— 1,425

500
340
380

•

- 30*
- 50*

45*

* Net foreign investment, equal to balance of payments on current account (plus unilateral transfer receipts,
which are not included in the table on page 12 and the graph on page 27).

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

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

o f c a p i t a l t r a n s f e r s , w h i c h a m o u n t e d t o L i t . 3 5 0 m i l l i a r d i n 1 9 5 7 . A s i n

e a r l i e r y e a r s , t h e b u l k ( L i t . 1 9 0 m i l l i a r d ) o f t h e s e t r a n s f e r s w e n t t o s p e c i a l

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

t h e S o u t h ( C a s s a p e r i l M e z z o g i o r n o ) , w h i c h a l o n e r e c e i v e d L i t . 9 0 m i l l i a r d

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

r e g i o n s , p r o v i n c e s a n d m u n i c i p a l i t i e s ) r e c e i v e d s l i g h t l y o v e r L i t . 5 0 m i l l i a r d ,

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

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

m u n i c a t i o n s s y s t e m s , t h e s t a t e m o n o p o l i e s , e t c . ) w e r e g i v e n o v e r L i t . 1 5 m i l -

l i a r d . F i n a l l y , a l a r g e s h a r e o f t h e c a p i t a l t r a n s f e r s ( L i t . 9 0 m i l l i a r d ) w e n t ,

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

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

b y t h e g o v e r n m e n t t h r o u g h t h e I n s t i t u t e f o r I n d u s t r i a l R e c o n s t r u c t i o n ( I . R . I . )

a n d w h i c h f o r m a n i m p o r t a n t , a n d o f t e n a m a j o r , p a r t o f v a r i o u s k e y s e c t o r s

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

e l e c t r i c i t y a n d t e l e p h o n e c o m m u n i c a t i o n s ) . A l t o g e t h e r , t h e p u b l i c s e c t o r ' s o w n

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

i n 1 9 5 7 t o a l m o s t L i t . 7 0 0 m i l l i a r d , o r w e l l o v e r o n e - t h i r d o f n e t d o m e s t i c

i n v e s t m e n t .
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In 1955, when the central government's net saving was just equal to
its own net investment, its financial deficit (Lit. 355 milliard) was the same
as the total of its capital transfers to other sectors. The central government,
however, not only made substantial capital transfers but also supplied the rest
of the economy with net credits amounting altogether to Lit. 55 milliard,
with the result that its borrowing requirements totalled approximately
Lit. 410 milliard. Of this amount, Lit. 235 milliard was obtained in the form
of short and long-term credit from the banks, while Lit. 135 milliard was
raised in the capital market and almost Lit. 35 milliard consisted of long-
term credits from abroad.

In 1957 the total of the central government's net capital transfers and
of its own net investment was the same as in 1955. Consequently, the
marked rise in the sector's net saving from Lit. 80 milliard in 1955 to
Lit. 280 milliard in 1957 was fully reflected in a decline in the financial
deficit, which dropped from Lit. 355 milliard to Lit. 150 milliard. Since net
credits to other sectors also diminished slightly, the central government's
borrowing showed an impressive decrease. Short and long-term bank credit
amounted to Lit. 135 milliard, while net borrowing from the capital market
by means of security issues totalled only Lit. 65 milliard. Net credits from
abroad, at Lit. 15 milliard, were also less than in 1955.

In the sector comprising the local authorities and other public bodies,
net investment remained relatively stable from 1955 to 1957, as did also net
saving and net capital transfer receipts. In this connection, however, it is
noteworthy that the investment outlays of the Development Fund for the
South (which was established in 1950), after rising to a peak of
Lit. 150 milliard in 1955, thereafter tapered off to Lit. 145 milliard in 1957.
The financial deficit of the local-authority sector, which ranged between
Lit. 175 and 190 milliard from 1955 to 1957, has been covered in two
principal ways. First, the Central Post Office Savings Fund invests practically
all its new resources, which in 1957 amounted to over Lit. 105 milliard
(and were supplemented by the use of Lit. 30 milliard in funds held with
the Treasury), in loans to the local authorities and other public bodies.
Secondly, the bulk of the net credit provided by the central government to
the rest of the economy, of which mention has already been made, also
appears to have gone to this sector.

In the private sector, investment in stocks slowed down from Lit. 190
milliard in 1955 to Lit. 75 milliard in 1957, while net fixed capital formation
rose from Lit. 1,045 to 1,350 milliard. The increase in fixed investment was
the result of an expansion in the expenditure both of publicly controlled under-
takings (mainly the I.R.I, and E.N.I, industrial groups) and of privately owned
enterprises. During this period the growth of the money supply (a considerable
proportion of which is held by the business sector) tended to slow down,
while savings deposits with the commercial and savings banks continued to
rise — a development which suggests that private households were supplying
an increasing volume of finance to business.
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The funds passing through the capital market and the specialised credit
institutions (e.g. the Istituto Mobiliare Italiano, Mediocredito, etc.) totalled
approximately Lit. 430 milliard in both 1955 and 1956 and declined slightly
to Lit. 410 milliard in 1957. As a result, however, of the substantial rise in
the central government's net saving, the share of these funds absorbed by
Treasury borrowing dropped from over one-third in 1955 to only one-eighth
in 1957. The amount of long-term funds going to the private sector
showed a corresponding increase, which mainly took the form of a rise in
new share issues (including those of the I.R.I, and its financial affiliates)
from Lit. 165 milliard in 1955 to Lit. 240 milliard in 1957. The specialised
institutions' issues of bonds as a basis for lending to borrowers other than
the central government remained relatively stable at about Lit. 140 milliard
from 195s to 1957. There was, however, an appreciable increase in bond
issues by the I.R.I, (from Lit. 15 to 50 milliard) and the E.N.I, (the
state agency for natural gas and petroleum development, which raised
Lit. 20 milliard in 1956 and the same again in 1957), and also in those of
private enterprise (which rose from below Lit. 5 milliard to Lit. 30 milliard).

Although in Italy the central government has a far-reaching interest and
influence in the field of investment, the institutional arrangements are such
that in recent years there has been relatively little investment-financing by
means of an inflationary increase in bank credit. The special credit
institutions have had to rely upon funds borrowed in the capital market and
upon advances or grants from the Treasury. The latter, in turn, has limited
its investment-financing activity largely to funds derived from its own
saving, from the domestic capital market and from foreign loans.

In the U n i t e d S t a t e s , data on the flow of funds are published for
ten separate economic sectors and include information on intra-sector as well
as inter-sector money flows.* At the time of writing, such data are available
only for 1956, but they can be supplemented, in order to obtain a picture
of developments in 1957, by partial data from other sources. In the table,
net inter-sector borrowing or lending is shown as the difference between
the given sector's current surplus of investible funds and its use of such
funds for purchases of fixed capital and inventories. It should be noted, first,
that personal saving taking place through insurance channels appears in the
table as part of the loanable surplus of the insurance sector and, secondly,
that the financial surplus of each sector is often the resultant of large and
partly compensating changes in individual categories of financial assets and
liabilities. It may therefore be best to study the table in conjunction with the
graph on page 51, which shows sector trends in various categories of net
financial assets and liabilities (excluding corporate shares).

In the consumer sector, the outstanding feature of recent years has been
the volatility of demand for capital goods (including both housing and consumer
durable goods). The sector's current investible surplus increased steadily from

* See the Federal Reserve Board's basic study, Flow of Funds in the United States, 1939-1953
(December 1955).
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1954 onwards, while capital acquisitions rose sharply in 1955, declined in 1956
and levelled off in 1957. Therefore, net inter-sector lending, which had been
steadily positive between 1951 and 1954, fluctuated sharply between 1954 and
1956, rising to over $5 milliard in the latter year and to a figure somewhat
higher still in 1957. As may be seen in the graph, the financial counterpart
of this trend has been a large and rather steady growth in time deposits,
savings and loan shares, and bond holdings, partly offset by a more irregular
expansion in mortgage and consumer credit.

United States: Net inter-sector borrowing and lending, 1954-56.

Sectors Years

Current
investible
surplus '

Less:
capital

acquisitions 2

Equals:
net

inter-sector
lending or

borrowing 3

in milliards of dollars

Consumer .

Corporate enterprise

Non-corporate enterprise . . .

Farm enterprise.

Federal Government

State and local government . .

Banking

Insurance

Other financial institutions . .

Rest of the world

Totals.

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

1954
1955
1956

44.0
50.1
54.9

1 6 . 5
2 6 . 6
2 2 . 3

3.9
2.4
1.8

2.5
2.1
1.7

1.4
3.6

10.1

7.5
7.9
8.7

0.9
0.9
1.4

8.1
8.4
8.6

1.9
1.7
1.2

0.5
0.5

- 1.3

86.9
103.9
109.4

4 2 . 0
5 2 . 3
4 9 . 9

21.3
28.3
35.9

4.8
5.3
4.1

3.1
2.9
2.3

3.5
2.8
2.8

9.1
10.0
11.1

0.2
0.3
0.3

0.4
0.4
0.4

2 . 6
2 . 7
2 . 8

87.0
105.0
109.5

2.0
— 2.2

5.2

— 4.9
— 1.9
— 1 3 . 4

— 1.1
— 2.9
— 2.4

— 0.6
— 0.8
— 0.7

— 2 . 2
0 . 7
7 .1

— 1.6
— 2.0
— 2-5

0.6
0.7
1.1

7.8
7.9
8.3

— 0 . 9
— 1.0
— 1.5

0 . 5 "
0 . 5 "

— 1 . 3 '

0.1 =
1.0s

0.1s

1 Represents mainly the excess of current income receipts over current outlays (Including insuranc
premiums and benefits and tax payments and refunds, but excluding capital acquisitions). 2 Includes

insurance
t r a

small volume of inter-sector transactions in old capital assets. In the figures for the consumer sector,
purchases of durable goods are treated as acquisitions of capital goods. 3 Derived by difference and
hence, because of statistical errors and omissions, not always identical with direct estimates of overall
net changes in financial assets and liabilities (see graph on page 51). * A positive figure represents a
net inflow of foreign capital plus net foreign purchases of gold. 5 Statistical discrepancy.
S o u r c e : Federal Reserve Bulletin, October 1957.
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In the corporate sector, outlays on fixed capital and inventories increased
rapidly between 1954 and 1956. Higher profits and additions to tax reserves
led to a reduction in the net financial deficit from $4.9 milliard in 1954 to
$1.9 milliard in 1955; but borrowing outside the sector (principally by means
of security issues and bank and trade credit) rose from $10.5 milliard to $17.6
milliard, being associated with an increase in the net acquisition of financial
assets (mainly government securities and claims in respect of consumer and
trade credit) from $5.6 milliard to $15.8 milliard. In 1956, however, when the
net financial deficit rose sharply to $13.4 milliard, external borrowing actually
dropped below the level of the preceding year (to $14.9 milliard), this
decline being attributable to a drastic fall in the net acquisition of financial
assets (which increased by only $3^5 milliard). In 1957 the sector's current
investible surplus probably remained about the same as in 1956, while total
capital expenditure declined somewhat, a further expansion of fixed capital
outlays being more than offset by a marked fall in the rate of inventory
accumulation. On the financial side, these changes were reflected in a sharp
drop in inter-sector borrowing in the form of bank credit and mortgage loans
and an acceleration of borrowing by means of net new issues of stocks
and bonds, which rose from $7.2 milliard in 1956 to $9.8 milliard in 1957.

The Federal Government played an important anti-cyclical rôle between
1954 and 1956. Owing to a marked increase in receipts both from profit
taxes and individual income taxes, revenue outstripped expenditure, with the
result that by 1956 there was a large financial surplus. This surplus, which
was used mainly to repay publicly-held Federal debt, helped to compensate
for the growth in the financial needs of the business sector. In 1957 tax
revenues continued to rise, but an acceleration in expenditure led to a
substantial reduction in the cash surplus and thus also in the amount
of debt repaid.

The State and local governments tend to finance a large part of their
capital expenditure out of tax revenues. Between 1954 and 1956, however, the
amount of tax funds available increased less rapidly than did capital outlays —
a state of affairs which led to a growing, though still modest, financial
deficit. The deficits were financed primarily by net new issues of State and
local obligations, which were taken up mainly by insurance companies, the
banks being large purchasers only in 1954. Investment expenditure by State
and local authorities increased further in 1957, but net borrowing by means
of new security issues appears to have been about the same as in 1956.

The financial institutions comprise the many and various channels
through which the lending and borrowing operations of the private sector
are carried out. T h e growth in the deposit liabilities of the banking sector '

Note. In preparing the graph, it has been necessary for convenience of presentation to carry out three
kinds of netting operations which tend to detract from the significance and usefulness of the more detailed
basic data published by the Federal Reserve Board: (i) for each type of financial claim, the change in
assets held by the sector has been offset against the change in liabilities (e.g. consumer holdings of
mortgages are offset against consumer mortgage liabilities); (ii) certain categories of financial claims have
been combined (e.g. consumer credit, bank credit, trade credit, etc.); and (iil) certain sectors have been
combined (e.g. corporate business, non-corporate business and the farm sector). In addition, in the
government sector, a small amount of Treasury currency liabilities has been Included among Federal obliga-
tions, while, on the assets side, the Item "time deposits" also includes a small volume of mortgage hold-
ings. Finally, the "rest of the world" sector has been omitted from the graph.
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(consisting mainly of t h e Federa l Reserve System, the commercia l banks and the

mutua l savings banks) was accompanied by a large and con t inuous expansion

of credi t be tween 1949 and 1956. Between 1954 and 1956, moreover , t he

commercia l banks r educed their hold ings of Federa l obligat ions by almost

$10 mill iard, t h u s increasing still fur ther the i r capacity to lend in o ther

direct ions. F r o m the end of 1956 to the end of 1957, d e m a n d deposits at

t h e commercia l banks d r o p p e d by some $5 milliard, whi le t ime deposi ts

rose by abou t t h e same a m o u n t and holdings of U . S . G o v e r n m e n t securities

decl ined only slightly. Correspondingly , t h e lending operat ions of the

commercia l banks expanded m u c h less t han in the preceding year, particularly

as regards business loans and mor tgage credit . O n t h e o ther hand , inves tments

in corporate , State and local government securities, whose yields rose

appreciably, increased by $1.4 milliard, after a decline in 1956. M u t u a l

savings banks , t h e total of whose t ime-deposi t liabilities went u p by $1.7 mil-

liard (against $1.9 mill iard in 1956), increased their lending potential by

reduc ing the i r ho ld ings of U .S . G o v e r n m e n t securi t ies ; they, like t h e com-

mercial banks, m a d e fewer mor tgage loans t han in 1956 and invested more

in corporate and munic ipal securities.

I n t h e banking sector, holdings of U . S . G o v e r n m e n t b o n d s have con-

t inued to be the largest single portfolio asset, even allowing for the fact that

the holdings of the Federa l Reserve banks make u p well over one-quar te r of

the total. T h e relative impor tance of Federa l obligations has been diminishing,

however , as these have been giving way increasingly to business loans, con-

sumer credi t and mor tgage loans. T h e banks hold corporate bonds only in

small quant i t ies , b u t have at t imes been impor t an t buyers of State and local

bonds , having had in the i r possession in 1956 well over one -qua r t e r of the

total a m o u n t outs tanding .

In contrast , corpora te bonds are the mos t impor t an t portfolio asset of

the insurance sector, which held approximate ly th ree -quar te r s of t h e total

ou ts tand ing in 1956. I n decreasing order of impor tance , the o ther main

asset i tems are mortgages , U.S . G o v e r n m e n t obligations, and State and local

obligations. T h e insurance sector has, for a longer per iod of t ime t han the

banking sector, gradual ly been moving out of Federa l obligations into other

m o r e remunera t ive forms of lending, wi th mor tgages and munic ipa l security

holdings showing the mos t rapid expansion. W i t h i n the insurance sector, t he

sub -g roup showing the highest ra te of g rowth in recent years has been tha t

compris ing self-administered pens ion plans, t he funds collected u n d e r these

systems be ing largely invested in various types of corporate securities. Accord-

ing to est imates m a d e by the Securit ies and Exchange Commiss ion , these

pens ion sys tems ' total assets, at book value, c l imbed from $6.9 mill iard in

1951 to $16.6 mill iard in 1956. A t t h e same t ime, the share of their total

assets held in the form of U . S . G o v e r n m e n t securities d r o p p e d from 32 per

cent, t o 14 pe r cent. , while t h e share of corpora te b o n d s rose from 45 per

cent, to 52 per cent, and tha t of corporate shares from 12 per cent, to 23 per

cent. Finally, among the "o the r financial ins t i tu t ions" , special m e n t i o n mus t

be m a d e of personal savings depos i ted wi th t h e savings and loan ins t i tu t ions ;
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Note: According to the Survey of Current Business published by the U.S. Department of Commerce
(October, 1950, p. 13), from which the data for the above graph were obtained, "Net public and private
debt outstanding is a comprehensive aggregate of the indebtedness of borrowers after elimination of certain
types of duplicating governmental and corporate debt." Farm debt and commercial and financial debt are
omitted from the above graph but are shown in the graph on page 56.
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this type of saving has risen buoyantly since 1949 and has been channelled
primarily into mortgage lending.

Both in the consumer sector and the business sector net financial
liabilities have grown more rapidly than net financial assets over recent years,
and in the consumer sector there has been a distinct movement towards less
liquid forms of assets. In the financial sector, too, the pattern of financial
assets reflects a gradually diminishing degree of liquidity. These trends
suggest that the investment boom of recent years has been partly fed out of
excess liquidities still remaining as a legacy of war-time deficit-financing.

The graphs on pages 53 and 56 afford a comparison of the trends,
in relation to the gross national product, of net public and private debt
in the period since the second world war compared with the relationships
which existed in 1919-29.

Over long periods of time there is a high degree of constancy in the
relationship between the growth of t o t a l n e t d e b t (public and private) and
that of the gross national product. During the last two decades the line
showing the expansion of total net debt in relation to the gross national
product has, except for cyclical variations, moved more or less parallel to
that showing the extrapolated average relationship of the period 1919-29.
This is not altogether surprising, for the creation of debt is an integral part
of the saving-investment process. Since saving and investment decisions are
to a large extent made by different economic units, borrowing by prospective
spenders should always correspond to the flow of new loanable savings if an
equilibrium rate of growth is to be maintained.

In an inflation, net debt formation tends to exceed new financial saving,
while the opposite is the case in a recession. However, the rate at which debt
grows during an inflation may vary considerably, depending on the nature of
the particular inflationary process. For instance, if an inflation is caused by
a decline in financial saving, and if at the same time equity security issues
are also high, the formation of debt may be comparatively small.

As may be seen in the graph, the gross national product tends to
increase faster than debt during an inflation and to fall off in relation to debt
during a recession. Compared with the 1919-29 relationship, total net debt
was high in relation to the gross national product in the recession year 1938,
but rose proportionately less rapidly during the transition to a war economy.
Thereafter, largely because of the wartime system of suppressed inflation,
large-scale deficit-financing did not reduce the relative burden of debt as much
as might otherwise have been expected. After the war, in the periods of
more or less balanced expansion (1949-50, 1951-53, 1954-55), the relative
growth of total net debt was closely in line with the relationship extrapolated
on the basis of the 1919-29 average. On the other hand, in the years of
inflation (1946-48, 1950-51 and, to some extent, 1955-57), the gross
national product expanded more rapidly than did total net debt, while the
opposite was true in the years of recession (1948-49 and 1953-54).
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In the post-war period, the growth of debt associated with the progress
of economic expansion has been mainly confined to private debt and to the
indebtedness of the State and local authorities. Net Federal Government
debt in private hands has remained relatively unchanged, although — it is
important to add — its annual fluctuations have usually been counter-
cyclical in character, and the proportion of the total represented by short-
term debt has gradually increased.

Between 1948 and 1957, total net debt fluctuated within the narrow
limits of about 160 to 170 per cent, of the gross national product, reaching
an aggregate of over $700 milliard by the end of 1957. As may be seen
in the graph on page 56 (top left-hand corner), this fluctuation took
place at a level somewhat below that of the corresponding period after the
first world war — a fact which is probably attributable to gradual structural
modifications in the institutional flow of funds. More significant are the
changes in the composition of debt that have occurred between the two
periods. The most important of these changes is the large increase in the
proportion represented by Federal Government debt after the second world
war, for even though this debt dropped from n o per cent, of the gross
national product in 1946 to about 55 per cent, in 1956 it was still over
three times as great in relative terms as in 1929. The significance of this
is twofold. First, the large public debt — which for the holders is highly
liquid but, unlike private debt, does not tend in the same way to limit the
spending of the borrower — has most probably been an important liquidity factor
contributing to the maintenance of aggregate demand in the post-war period,
though sometimes at inflationary levels. Secondly, since total debt tends to
remain rather stable in relation to the gross national product, a disproportionate
expansion of public debt has the effect, through a variety of processes, of
"displacing" a roughly equivalent (hypothetical) amount of private debt.

The "displacement" of private debt by public debt has not affected all
categories of private debt in the same manner, as may be seen in the graph
on the next page. Three kinds of debt — i.e. non-farm mortgage debt,
consumer credit, and State and local debt — have been steadily growing in
relation to the gross national product throughout the whole post-war period,
and have followed a trend very close to that observable after the first world
war. On the other hand, corporate debt, farm debt, and commercial and
financial debt have, throughout most of the 1946-57 period, risen almost
exactly in proportion to the gross national product but have remained,
in relative terms, far lower than after the first world war. The strength
shown by these particular sectors probably resulted from such factors as:
(i) the large-scale acquisition of liquid assets during the second world war,
which made possible a reduction of existing debt and rendered new borrowing
less necessary; (ii) the long-sustained high level of post-war economic activity
(which facilitated self-financing); and (iii) generous depreciation allowances
(especially in the post-Korea period).

The change in the composition of total debt can thus be seen to
contain elements both of weakness and of strength at the present time.
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On the one hand, consumer-sector indebtedness — both mortgage loans and
consumer credit — has been growing at a relatively fast rate in recent years.
Thus, the corporate sector, which could be expected to be ready to assume
an appreciably greater debt burden in order to finance further investment,
might in future be deterred from doing so by a slowing-down of the
expansion of consumer demand. On the other hand, a factor of strength in
the consumer sector continues to be the large and growing amount of its
net financial assets (particularly time and savings deposits), as these, along
with the automatic income-stabilising effects of the government's budget, can
do much to sustain consumer demand in times of recession. That this has
hitherto been the case may be seen (in the graph on page 53) from the
counter-cyclical expansion of consumer credit and non-farm mortgage debt
in 1948-49 and 1953-54. Finally, the rate of growth of total debt and of
economic activity can always be regulated, within certain limits, by flexible
monetary and fiscal policy.

During the 1954-57 investment boom, there was considerable diversity
in the pattern of saving and investment trends in the countries analysed in
this chapter. From 1954 to 1956, private saving (business and personal)
showed varying degrees of increase in relation to the national product (though
in the United States the growth was roughly parallel and in the United
Kingdom the rise was partly due to the fact that personal saving was still
recovering from an abnormally low post-war level). Broadly speaking, it would
appear that the concurrent rise in interest rates helped not only to slow
down the tempo of expansion of investment but also, along with various
special monetary and fiscal measures, to stimulate private savings activity.
These measures alone, however, were not sufficient, and there was a need for
vigorous stabilising action in the form both of increased public saving and of
restraint on the part of the public authorities in extending their own
investment-financing commitments.

In the United States, Germany and Italy the growth of public saving
proved to be a strong counter-inflationary force from 1954 to 1956. In the
United Kingdom, France and the Netherlands, on the other hand, public
saving followed an irregular course, and in the last-named country it was on
an average less than in 1953. Moreover, in these three countries a rapid
expansion of investment by the public corporations and/or in publicly
financed housing accentuated the investment boom.

In considering developments in 1957, the changes in the level and
pattern of saving need to be viewed against the background of the cyclical
downturn which began in the United States in the second half of the year.
As regards public saving, the declines which took place in the United States
and Germany were of an essentially stabilising nature, from both the
domestic and the international points of view. The same may be said of the
increases in public saving in the United Kingdom and Italy. Moreover, the
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United Kingdom and the Netherlands — under conditions that were still
inflationary — took steps to curb the rate of public investment.

In all the countries examined, with the exception of France, personal saving
in financial form increased appreciably in 1957, at a time when the borrowing
needs of business firms were still growing. But it is a significant fact that
the change in most countries occurred primarily in the second half of the
year, when uncertainty as to the course of economic activity was already
spreading. The rise in personal saving led to a substantial increase in the
flow of funds — both directly and through the financial intermediaries —
into the security markets, the greater part of new borrowing having taken
the form of the issue of fixed-interest-bearing securities. In view of the
less favourable investment prospects, however, the increase in loanable funds
could no longer find its way directly into new investment, and much of
the new borrowing undertaken by business appears to have had as its result
the rebuilding of weakened liquidity positions. One of the most reassuring
facts in the spring of 1958 was the continued lively demand for corporate
and other securities, a demand which might provide, within a short space
of time, both the climate and the funds needed to facilitate the necessary
readjustments to a changed pattern of demand and to bring about a phase
of balanced expansion of investment.
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III. Money and Credit.

There was a considerable degree of uniformity in monetary and credit
developments during 1957 and the early part of 1958 in nearly all the
countries reviewed in this chapter. Up to the third quarter of 1957 the
money and capital markets became increasingly tight and market interest
rates moved upwards, followed — or, in rare cases, preceded — by parallel
changes in official rates. The other credit measures which were taken in the
majority of countries during the same period were also of a restrictive nature.
From the fourth quarter of 1957 onwards the trend was reversed, following
the slackening of the investment boom and of inflationary pressure. In
Europe two countries stand out against the general pattern: (i) France,
where, in view of the continued inflation, restrictive measures were applied
throughout the period and were even reinforced in the latter part of it;
and (ii) Germany, where a relaxation of restrictions began as early as January
1957 and has been in progress ever since, without, however, leading to any
reversal of the balance-of-payments situation.

In the period from January 1957 to May 1958 twenty countries altered
their official discount rates and there were forty changes in all (twenty-two
upward and eighteen downward), but at the end of the period only three
countries (Denmark, Germany and the United States) had lower rates than at the
beginning. In Europe seven countries altered their official discount rates between
October 1957 and May 1958 — downward in all cases. In the United States,
within the same time-span, the Federal Reserve banks cut their rate four
times, and after the last reduction (on 18th April 1958) the rate, at 1 % per
cent., was the lowest in the western world. Canada continued to apply a
Bank rate % per cent, above the latest average tender rate for Treasury
bills, thus offering a unique example of a country with flexible rates both for
exchange and for official discounts. At the beginning of 1957 the Canadian
discount rate was 3.90 per cent.; it reached a maximum of 4.33 per cent,
in the third week of August of that year and a minimum of 1.62 per cent,
in the fourth week of April 1958.

Changes in discount rates were combined in the period under review
with the use of other instruments of credit policy. Ceilings on total bank
lending were introduced or re-imposed (notably in France, Norway and the
United Kingdom); rediscounting facilities were reduced (Germany), and in some
instances this action was reinforced by the introduction or raising of penalty
rates (France and Finland); under new laws or gentleman's agreements
changes were made in the ratio of lending to resources or the proportion of
resources to be invested in government securities (Austria, Belgium, France) ;
open-market operations were given greater scope (Belgium) or were undertaken
on an unprecedented scale (Germany); and minimum-reserve requirements
were altered (the United States, Germany, the Netherlands, Switzerland).
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Changes

Country and
date of change

Argentina
1st October 1946 . . .
fs( December 1957 . .

Aus t r i a
26th March 1953 . . .
24th September 1953 .
3rd June 1954 . . . .
20th May 1955 . . . .
17th November 1955. .

Belg ium
18th December 1952 .
29th October 1953. . .
4th August 1955 . . .
6th December 1956 . .
25th July 1957
27th March 1958 . . .

Belgian Congo
1st July 1952
1st January 1954 . . .
1st August 1957. . . .

Brazi l
2nd February 1945 . .
14th October 1954. . .
16th May 1956 . . . .
. . . . April 1958 . . . .

Canada
17th October 1950. . .
15th February 1955 . .
6th August 1955 . . .
13th October 1955. . .
19th November 1955. .
5th April 1956 . . . .
10th August 1956 . . .
18th October 1956. . .
1st November 1956 . .

Ceylon
28th August 1950 . . .
23rd July 1953 . . . .
11th June 1954 . . . .

Chi le
12th June 1935 . . . .
23rd January 1957 . . .

Costa Rica
1st February 1950. . .
1st April 1954

Denmark
2nd November 1950. .
23rd September 1953 .
23rd June 1954 . . . .
19th April 1958 . . . .

Finland
16th December 1951 .
1st December 1954 . .
19th April 1956 . . . .

France
8th November 1951 . .
17th September 1953 .
4th February 1954. . .

in o f f i c i a l d i s c o u n t ra tes s

Official
discount

rate
in %

3.4
6

5
4
3'A
4'A
5

3
2'A
3
3'A
4'A
4'A

4
3'A
4

6
8
6
8

2
VA
2
2'A
2'Aco co co

2'A
3
2'A

4'A
6

4
5

5
4'A
5'A
5

5%
5
6%

4
3'A
3'A

Country and
date of change

France (contd)
2nd December 1954. .
12th Apr.l 1957 . . . .
13th August 1957 . . .

G u a t e m a l a
11th December 1947 . .
1st January 1954. . . .

G e r m a n y (Fed. Rep.)
11th June 1953 . . . .
20th May 1954 . . . .
4th A u g u s t 1955 . . .
8th March 1956 . . . .
19th May 1956 . . . .
6th September 1956. .
11th January 1957. . .
19th September 1957. .
17th January 1958 . . .

Greece
12th July 1948 . . . .
1st January 1954 . . .
1st January 1955 . . .
1st May 1956

India
15th November 1951. .
16th May 1957 . . . .

I r e l a n d
25 th M a r c h 1952 . . .
2 5 t h M a y 1954 . . . .
19 th D e c e m b e r 1955 .
2 6 t h M a y 1956 . . . .
30th September 1957. .
28th March 1958 . . .
31st May 1958 . . . .

Japan
1st October 1951 . . .
10th August 1955 . . .
20th March 1957 . . .
8th May 1957

Libya
1st April 1956
15th April 1957 . . . .
1st October 1957. . . .

Nether lands
7th April 1953 . . . .
7th February 1956. . .
25th August 1956 . . .
22nd October 1956 . .
17th July 1957
16th August 1957 . . .
24th January 1958 . . .
25th March 1958 . . .

New Zealand
26th July 1941 . . . .
13th April 1954 . . . .
26th November 1954. .
1st July 1955
5th September 1955. .
19th October 1955. . .

Nicaragua
31st December 1940 .
28st August 1953. . .
1st April 1954

Official
discount

rate
in %

3
4
5

4
6

3'A
3
3'A
4'A
5'A
5
4'A
4
3'A

12
10
9

10

3'A
4

3'A
3
4
5
6
5'A
5

5.84
7.30
7.665
8.395

4'A
4
5

2'A
3
3'A
3'A
4'A
5
4'A
4

VA
3'A
4
5
6
7

4
5
6

nee J u l y 1953.

Country and
date of change

Norway
9th January 1946 . . .
14th February 1955 . .

Phi l ippines
January 1949. . .

12th February 1954 . .
30th March 1957 . . .
2nd September 1957 . .

Salvador
22nd March 1950 . . .
12th April 1957 . . . .

South Af r ica
27th March 1952 . . .
29th September 1955 .

Spain
22nd March 1949 . . .
1st July 1954
10th September 1956 .
22nd July 1957 . . . .

Sweden
1st December 1950 . .
20th November 1953 .
19th April 1955 . . . .
23rd November 1956 .
11th July 1957 . . . .
3rd May 1953

Switzerland
26th November 1936. .
15th May 1957 . . . .

Turkey
26th February 1951 . .
28th June 1955 . . . .
6th June 1956 . . . .

United Kingdom
11th March 1952 . . .
17th September 1953 .
13th May 1954 . . . .
27th January 1955. . .
24th February 1955 . .
16th February 1956 . .
7th February 1957 . . .
19th September 1957. .
20th March 1958 . . .
22nd May 1958 . . . .

United States
16th January 1953. . .
5th February 1954. . .
16th April 1954 . . . .
15th April 1955 . . . .
5th August 1955 . . .
9th September 1955. .
18th November 1955. .
13th April 1956 . . . .
24th August 1956 . . .
23rd August 1957 . . .
15th November 1957. .
24th January 1958 . . .
7th March 1958 . . . .
18th April 1958 . . . .

Official
discount

rate
in %

2'A
3'A

2
VA
2
4'A

3
4

4
4'A

4
3'A
4'A
5

3
2%
3'A
4
5
4'A

VA
2'A

3
4'A
6

4
3'A
3
3'A
4'A
5'A
5
7
6
s'A

2
1 %
VA
VA
2
2'A
2'A
2'A
3
3'A
3
2 %
2'A
l'A

* Since 1st November 1956 the Canadian Bank rate has been fixed each Thursday at 'A per cent, above the latest
average tender rate for Treasury bills. On 22nd May 1958 it was 1.78 per cent.
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Some measures (e.g. the granting of privileged treatment to export credits,
changes in the rules governing housing or consumer credits, etc.) were
also adopted mainly with the object of influencing certain economic sectors
according to the specific requirements of the individual countries. Furthermore,
there has been an increasing tendency for the governments themselves
to act in support of credit measures.

Monetary developments and credit measures taken since the beginning
of 1957 m the United States and in twelve European countries are described
in the following pages, and a table at the end of the chapter shows the
yearly average of the money supply of these countries and its relationship
to the gross national product. In eleven countries out of the thirteen the
average money supply was greater in 1957 than in 1956, the two exceptions
being Finland and the Netherlands. The ratio of the money supply to the
gross national product was, however, lower in all the countries included in the
table, except Germany, where it was somewhat higher in 1957 than in 1956,
and Italy, where it remained unchanged. In some of the countries there has
in recent years been a certain reduction in the relative importance of sight
deposits in the total money supply, while the ratio of currency to the gross
national product has in most cases shown a higher degree of stability, the
currency circulation being closely linked with the income-consumption activities
of households. Sight deposits, on the other hand, reflect the position of
business and are much more sensitive to measures of credit policy and the
economic trend.

Ratio of s ight deposi ts to tota l deposits.*

Countries

Austria

Belgium

Denmark

Finland

France

Germany

Italy

Netherlands

Norway

Switzerland

United Kingdom

United States

1938 1951 1956 1957

end of year, in percentages

58

16

12

54

20

44

22

26

56

50

80

60

22

28

70

51

39

46

30

29

36

68

62

55

52

21

16

64

35

32

40

23

24

34

64

58

50

50

18

15

63

33

31

37

24

22

33

61

55

* Total deposits include, in addition to sight and time deposits, savings deposits, except in the case of
the United Kingdom.

I n r e c e n t y e a r s , p a r t l y i n r e s p o n s e t o c h a n g e s i n t h e i n t e r e s t - r a t e

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

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

f o r m e r ) , w i t h t h e r e s u l t t h a t t h e r a t i o o f s i g h t d e p o s i t s t o t o t a l d e p o s i t s

h a s d e c l i n e d .
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T h e relative stability of the cur rency circulation in relation to the

gross nat ional p r o d u c t in the U n i t e d Kingdom, the U n i t e d States, I taly and

G e r m a n y is shown in t h e following graph. T h e slight downward t r end in

t h e two first-mentioned countr ies represents a gradual process of readjustment .

I t was, in fact, only in 1955-56 tha t t h e p re -war rat io of cur rency to the

gross nat ional p roduc t was re-establ ished in the U n i t e d States, while in the

U n i t e d K i n g d o m this point has not yet been reached. A s for deposi ts and their

turnover , in the Un i t ed K i n g d o m and the U n i t e d States these show the t rends

Annual rate ol
turnover or percentages
50

Currency, deposits and velocity of circulation.

30

UNITED KINGDOM

Rate of turnover of demand deposits^

Demand deposits as percentage*
of Gross National Product

Currency as percentage of 6ross National Product

I I I I I I I I I

Annual rate ot
turnover or percentages

50

ITALY

.Demand deposits as percentage_
of Gross National Product

_Currency as percentage
of Grass National Product

30

20

UNITED STATES

Demand i g
as percentage of Gross National Product

Rate of turnover of demand1 deposits

Currency as percentage of Gross National Product

I I I I I I I I I

GERMANY*

-Deposits as percentage
of Gross National Product *

Rate of turnover of deposits

Currency as percentage of Gross National Product

_L_I I I L_J I L_J I
1947 48 49 50 51 ,52 53 54 55 56 1957 1947

UP/539
49 50 51 52 53 54 55 56 1957

* For Germany, demand and time deposits held outside the central bank and the rate of turnover of such
deposits.

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

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

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

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

s h o r t a g e r e s u l t i n g i n G e r m a n y f r o m t h e m o n e t a r y r e f o r m o f 1 9 4 8 a n d i n

I t a l y f r o m t h e f a c t t h a t t h e i n c r e a s e i n p r i c e s u p t o 1 9 4 7 h a d b e e n s o r a p i d

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

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

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

e x p a n d e d i n a n o n - i n f l a t i o n a r y m a n n e r .



— 6 3 —

These changes in the liquidity situation — and the related variations in
the turnover of deposits — cannot go on for ever. Once the situation becomes
more normal, policies of credit relaxation or restraint will have much
more chance of being effective.

Developments in the U n i t e d S t a t e s have been dealt with in detail —
with particular reference to the trend during 1957 and the first quarter of
1958 — in the first chapter of this Report. In this chapter attention will be
paid mainly — though not exclusively — to the changes from year to year.

To understand what happened in 1957 it is useful to go back a few
years. In 1955 retained corporate profits and depreciation allowances together
amounted to $24 milliard (i.e. $5.1 milliard more than in 1954) and external
funds were easy to obtain owing to the liquidity created during the 1953-54
recession. Corporate business borrowed rather heavily. External funds totalled $15.4
milliard (an amount which was six times as great as the previous year's figure and
which, together with internal funds, more than sufficed to finance the moderate
rise in fixed investments), and there was a substantial addition to inventories
($5 milliard), while at the same time liquid assets increased by $4.7 milliard.
The figures for 1956 show the first results of the investment boom: corporate

United States: Sources and uses of corporate funds.

Items

Sources of funds

Internal

Retained profits

Depreciation allowances

Total internal funds . . . .

External
Bank and mortgage loans . . . .
Capital-market issues (net) . . .
Tax reserves, etc. 2

Total external funds . . . .

Total sources of funds . .

Uses of funds
Gross fixed investment
Increase in inventories .
Net receivables
Other assets

Total uses of funds . . . .

Changes in l iqu id i ty pos i t ion
(cash and holdings of government
securities)

1954 1955 1956 1957 '

in milliards of dollars

5.4
13.5

18.9

- 0.6
5.9

— 2.7

2.6

21.5

22.4
— 2.0

2.3
— 0.2

22.5

- 1.0

8.8
15.2

24.0

4.7
7.0
3.7

15.4

39.4

24.2
5.0
4.9
0.6

34.7

+ 4.7

8.1
16.7

24.8

5.5
8.2
0.3

14.0

38.8

29.9
7.9
4.7
0.3

42.8

— 4.0

7.0
18.5

25.5

1.5
JI.O

1.0

13.5

39.0

32.5
1.5

' 4.0
2.5

40.5

— 1.5

Preliminary figures. 2 Including the item "Discrepancies (uses less sources)".
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fixed investment increased by nearly a quarter to $29.9 milliard and inven-
tories rose by $8 milliard, while net credit to customers (trade receivables)
went up by a further $4.7 milliard. The total amount of funds used was
$42.8 milliard — nearly twice as much as in 1954 and some $8 milliard
more than in 1955. As available internal funds rose very little (partly because
of an increase in distributed dividends) and available external funds declined
somewhat, corporate business had to utilise nearly all the liquid resources accu-
mulated in the previous year.

At the beginning of 1957 the situation was characterised by a lack of
liquidity in both the banking and corporate sectors. Short-term interest rates
had been rising since early 1955 and long-term rates were following the
same trend, showing that the d e m a n d for c r e d i t was g r e a t e r t h a n the
f low of n e w s a v i n g s . It is very difficult, however, to change corporate
fixed-investment programmes within a short period of time, and for the whole
of 1957 total fixed investment showed a rise of $2.6 milliard to $32.5
milliard. Internal funds having gone up just enough to compensate the fall
in external finance, the first effects were felt by inventories, which increased
by only $1.5 milliard (for the quarterly changes see page 5), and liquid
assets, which declined by a further $1.5 milliard. The tight liquidity position
of the corporations, together with the fact that more funds were going into
fixed investments and less into inventories, created a strong incentive to
borrowing in the capital market, which was able to meet the increased demand
for long-term funds, thanks, for the most part, to three factors which
augmented its supply of investible funds: (i) the more generous dividend
policy pursued in recent years by U.S. corporations; (ii) the substantial
reduction, in 1957, in the amount of capital funds absorbed by mortgage
borrowers; and (iii) the withdrawal from the market of large amounts of U.S.
Government securities which found their way into the portfolios of Federal
agencies and trust funds.

The amount of Federal securities held by the public has been declining
since the end of 1954. In the three-year period 1955-57 these holdings fell
by $9.4 milliard ($2.9 milliard in 1957), of which $5.6 milliard went to
swell the portfolios of U.S. Federal agencies.

The effects of the government's cash surplus may be seen from the
table showing the formation of the money supply. The total of currency and
demand deposits declined by $1.1 milliard in 1957 after seven years of uninter-
rupted expansion. This was the result of a combination of factors. Of these,
two — the decline in new bank credit granted to the economy and the
repayment of Federal debt — have already been mentioned, and a third was
the shift on the part of individuals from demand to time deposits (partly as
a result of the rise in interest rates) and from saving in physical form (the
purchase of durable goods and houses) to financial saving. This change in the
behaviour of private individuals and the release of funds by the Federal
Government helped to reduce the inflationary impact of investment-financing
in 1956 and most of 1957.



United States: Formation of the money supply.1

Items

Changes in the money supply
Currency
Demand deposits

Total

Changes in corresponding Items
Gold inflow ( + ) or outflow (—) . . .
Credit to U.S. Government (net)2 . .
Credit to business
Holdings of non-government securities3

Total

Time deposits and other items,
increase (—)

Total (net) . . .

1954 1955 1956
Outstanding

1957 at the end of
|| 1957

in milliards of dollars

— 0.2
+ 4.1

+ 3.9

— 0.3
+ 3.6
+ 5.2
+ 2.1

+ 10.6

— 6.7

+ 3.9

+ 0.4
+ 3.4

+ 3.8

— 0.0
— 7.4
+ 14.3
+ 0.2

+ 7.1

— 3.3

+ 3.8

+ 0.1
+ 1.5

+ 1.6

+ 0.3
— 3.6
+ 10.1
— 0.2

+ 6.6

— 5.0

+ 1.6

— 0.0
— 1.1

- 1.1

+ 0.8
— 2.0
+ 5.0
+ 2.5

+ 6.3

— 7.4

- 1.1

28.3
1 10.3

138.6

22.8
86.7

115.2
22.9

247.6

109.0

138.6

1 Transactions of the whole banking system, including Federal Reserve, commercial and savings banks.
2 The banking system's holdings of U.S. Government securities minus Treasury deposits. 3 Mostly
bonds of States and local authorities.

T h e c h a n g e s i n t h e c l i m a t e o f o p i n i o n i n t h e U n i t e d S t a t e s i n t h e p a s t

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

W i t h i n t h i s p e r i o d ( a c t u a l l y b e t w e e n m i d - A p r i l 1 9 5 5 a n d t h e e n d o f

A u g u s t 1 9 5 7 ) t h e o f f i c i a l d i s c o u n t r a t e o f t h e F e d e r a l R e s e r v e B a n k o f

N e w Y o r k w a s r a i s e d s e v e n t i m e s , i n a l l f r o m 1 y2 t o 3 % p e r c e n t .

— i t s h i g h e s t l e v e l s i n c e 1 9 3 3 . T h e F e d e r a l R e s e r v e B a n k f o l l o w e d t h e

m a r k e t i n m a k i n g t h e s e c h a n g e s ; t h i s w a s t r u e a l s o o f t h e l a s t i n c r e a s e i n

A u g u s t 1 9 5 7 , w h i c h w a s d e c i d e d u p o n a t a t i m e w h e n a l l o t h e r m a r k e t

r a t e s h a d b e e n r i s i n g f o r s o m e m o n t h s .

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

m e n t b o o m f o r n e a r l y t h r e e y e a r s b e c a m e w e a k e r o r , i n s o m e c a s e s , w e r e

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

a n d c o n s u m e r e x p e c t a t i o n s a n d t h e a d j u s t m e n t s i n i n v e n t o r y a n d i n v e s t m e n t

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

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

1 9 5 7 . T h e F e d e r a l R e s e r v e S y s t e m w a s q u i c k t o r e a c t , n o t w i t h s t a n d i n g c o n t i n u e d

u p w a r d p r e s s u r e o n d o m e s t i c p r i c e s . T o w a r d s t h e e n d o f O c t o b e r o p e n -

m a r k e t o p e r a t i o n s w e r e s o c o n d u c t e d a s t o p e r m i t t h e d i m i n i s h e d g r o w t h

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

p o s i t i o n s . I n m i d - N o v e m b e r 1 9 5 7 t h e first r e d u c t i o n i n t h e d i s c o u n t r a t e w a s

a n n o u n c e d , a n d t h i s w a s f o l l o w e d b y f u r t h e r r e d u c t i o n s i n J a n u a r y , M a r c h

a n d A p r i l 1 9 5 8 , a m o u n t i n g i n a l l t o a 5 0 p e r c e n t , c u t — f r o m 2V2 t o lZA

p e r c e n t . F u r t h e r m o r e , t h e F e d e r a l R e s e r v e S y s t e m m a d e o p e n - m a r k e t

p u r c h a s e s i n e x c e s s o f s e a s o n a l n e e d s f o r R e s e r v e B a n k c r e d i t ( i n t h e l a s t t h r e e

m o n t h s o f 1 9 5 7 i t s h o l d i n g s o f U . S . G o v e r n m e n t s e c u r i t i e s r o s e b y $ 1 m i l -

l i a r d ) , a n d i n F e b r u a r y , M a r c h a n d A p r i l 1 9 5 8 i t r e d u c e d t h e m i n i m u m
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United States: Short and long-term rates.
Weekly figures.

. |Long-term U.S. Go

I |—II
..-.Prime commercial f "

1953 1954 1955 1956 1957 1958

reserve requ i rements of m e m b e r banks (in four stages), t h u s releasing nearly

another $1.5 milliard of loanable funds. As , at t he same t ime, business

and consumers modera ted their d e m a n d s for credit, t h e l iquidi ty of the

banks and the economy has considerably increased, as is shown by the

fact tha t the T r e a s u r y bill ra te and t h e rate for p r i m e commercia l paper

fell in M a y 1958 to a little below 1 per cent, and less t h a n 1SU pe r cent. ,

respectively, f rom the high rates of 3 2/3 and 4 Vs per cent, reached in

O c t o b e r 1957.

F ree reserves (excess reserves m i n u s bor rowing a t t h e Federa l Reserve

banks) became positive early in 1958 and rose counter-seasonally owing to

t h e combined effect of t h e reduc t ion in requi red reserves and a decline

in t h e borrowing of the m e m b e r banks from the Federal Reserve banks .

A sensitive indicator of t h e banks ' l iquidi ty posi t ion is provided by the

fluctuations of t h e "Fede ra l funds r a t e " . T h e Federa l funds marke t is con-

cerned wi th in te rbank dealings in balances he ld w i th t h e Federa l Reserve

System. T h e supply comes mainly from m e m b e r banks wh ich have excess

reserves and t h e d e m a n d from m e m b e r banks which are temporar i ly short

of cash a n d which, by hav ing recourse to th i s market , avoid bor rowing from

the Federa l Reserve bank. T h e pr ice resul t ing from t h e prevail ing marke t

si tuat ion is t h e Federa l funds rate, w h i c h may fluctuate considerably b u t

cannot exceed t h e officiai d iscount rate, as otherwise the banks would bor row

from the Federa l Reserve bank. A t t imes of pressure on t h e money marke t
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United States: Free and borrowed reserves of member banks.*
Monthly averages of daily figures, in millions of dollars.
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t h e " f u n d s r a t e " o f t e n t o u c h e s t h e l i m i t s e t b y t h e o f f i c i a l d i s c o u n t r a t e ,

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

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

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

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

e s p e c i a l l y t h e l e v e l o f t h e e x c e s s r e s e r v e s o f t h e N e w Y o r k C i t y b a n k s — a n d

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

t h e a c t u a l s i t u a t i o n o n t h e m o n e y m a r k e t .
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The preceding graph shows the close connection between the size
of the excess reserves of the New York City banks and the spread between
the official discount rate and the funds rate. At times, however, the two
lines in the graph move in opposite directions; there are a number of reasons
for this movement, which is mainly of a seasonal nature, one of them being
the banks' desire to improve their liquidity at the end of each quarter and
prior to their half-yearly statements.

During most of 1954 the official discount rate was at the low level of
1Y2 per cent, and the funds rate remained well beneath it, indicating an easy
reserve position. Early in 1955 the tide turned and from the middle of that
year until nearly the end of 1957 sustained pressure on the money market
prevented the funds rate from diverging far from the discount rate. Towards
the end of 1957 the pressure on bank reserves began to lessen and in the
first quarter of 1958 it disappeared. Since the end of January 1958 the
Federal funds rate has been well below the discount rate (except for short
periods when it has risen in connection with Treasury refunding operations).

The graph on page 66 shows how long-term rates, though less flexible,
follow closely the trend of short-term rates (represented in the graph by the
Treasury bill rate), indicating that changes in the official discount rate and
in the liquidity position of the money market soon affect the whole interest-
rate structure.

The anti-recession measures increasing the availability and lowering
the cost of credit in the United States have been supplemented by govern-
ment action in various fields of public expenditure, such as housing, highways,
defence procurements, etc. All these measures, however, have been taken
with an eye on the still continuing rise in prices and on the danger, as the
Chairman of the Board of Governors of the Federal Reserve System
expressed it before a Senate sub-committee on 19th February 1958, "that
excessive stimulus during recession can sow seeds of inflation that can grow
to jeopardise our long-run stability and our economic strength . . . . "

In the U n i t e d K i n g d o m the budget results for the fiscal year 1957-58
showed an improvement over those for the preceding year; at £212 million,
the overall deficit was about £120 million below the figure for 1956-57. The
results were not greatly out of line with the original estimates for the year;
the surplus "above the line" was £39 million smaller and net outlay "below
the line" £48 million higher than expected. Had it not been for loans to the
"other nationalised industries", which in the last two years have been made
through the Exchequer instead of being issued directly in the capital market,
there would have been in 1957-58 an overall surplus of £70 million.

In addition to having to provide cover for the overall budget deficit of
over £200 million, the Exchequer also needed funds to finance the increase
in the gold and foreign exchange reserves which took place towards the end
of 1957 and in the first months of 1958. The Export-Import Bank loan
having partly relieved it of this necessity, the amount remaining to be found
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United Kingdom:

Items

" A b o v e the l i n e "
Revenue

Customs and excise
Other revenue

Total

Expenditure
Civil

Consolidated fund*

Total

"Above-the-line" surplus

" B e l o w the l i n e "
Net payments

Loans to local authorities
Loans to the Coal Board
Loans to other nationalised industries. . . .
Other payments

Total net "below-the-line" payments . . . .

Overal l de f ic i t

Government finances.

1955-56
F

1956-57

'inancial year

1957-58

Actual

1958-59

Original estimates

in millions of £ sterling

2,539
2,013

341

4,893

2,347
1,405

744

4,496

+ 397

297
78

163

5 3 8

— 141

2,705
2,101

352

5,158

2,519
1,525

824

4,868

+ 290

67
26

284
244

6 2 1

— 331

2,855
2,150

338

5,343

2,708
1,430

782

4,920

+ 423

45
81

282
227

6 3 5

- 212

2,811
2,117

361

5,289

2,650
1,420

757

4,827

+ 462

52
45

276
214

5 8 7

— 125

2,970
2,189

280

5,439

2,841
1,418

816

5,075

+ 364

13
76

341
170

6 0 0

— 236

* Including sinking-fund payments: £37 million in 1955-56, 1956-57, 1957-58 and £38 million In the estimates
for 1958-59.

f o r t h i s p u r p o s e m a y b e e s t i m a t e d a t n e a r l y £ 1 5 0 m i l l i o n , s o t h a t t h e o v e r a l l

financial r e q u i r e m e n t ( n o t i n c l u d i n g f u n d s n e e d e d f o r m a t u r i n g s t o c k ) m a y

b e p u t a t £ 3 5 0 m i l l i o n . I n t h e fiscal y e a r 1 9 5 7 - 5 8 n e t c a s h r e c e i p t s f r o m

N a t i o n a l S a v i n g s s u p p l i e d o n l y s o m e £ 2 0 m i l l i o n ( c o m p a r e d w i t h o v e r £ 1 0 0

m i l l i o n i n 1 9 5 6 - 5 7 ) a n d t h i s w a s o f f s e t b y a n a l m o s t i d e n t i c a l d e c l i n e i n t h e

a m o u n t o f T a x R e s e r v e C e r t i f i c a t e s o u t s t a n d i n g ( w h i c h h a d i n c r e a s e d b y o v e r

£ 2 0 m i l l i o n i n t h e y e a r 1 9 5 6 - 5 7 ) . T h e E x c h e q u e r t h u s h a d t o b o r r o w s o m e

£ 1 5 0 m i l l i o n i n t h e m a r k e t , t h e r e m a i n i n g a m o u n t b e i n g o b t a i n e d f r o m

e x t r a - b u d g e t a r y s o u r c e s , i n c l u d i n g t h e i n c r e a s e i n t h e fiduciary i s s u e a n d t h e

s u r p l u s o f t h e N a t i o n a l I n s u r a n c e F u n d s . I n o r d e r t o h a v e a c l e a r e r v i e w

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

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

E x c h a n g e E q u a l i s a t i o n A c c o u n t , t h e N a t i o n a l D e b t C o m m i s s i o n e r s a n d ,

e s p e c i a l l y , t h e I s s u e D e p a r t m e n t o f t h e B a n k o f E n g l a n d ) v a r i e d d u r i n g t h e

fiscal y e a r . T h e s e a m o u n t a l t o g e t h e r t o o v e r £ 6 , 0 0 0 m i l l i o n , o n e - t h i r d o f

w h i c h i s h e l d b y t h e I s s u e D e p a r t m e n t o f t h e B a n k o f E n g l a n d a n d i s

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

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

p u b l i c i n t h e o p e n m a r k e t i n d e p e n d e n t l y o f n e w i s s u e s , o f t e n — a s i n 1 9 5 7 —

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



— 70 —

Between Apr i l and D e c e m b e r 1957 over £ 9 0 0 mil l ion of m a t u r i n g

stock was repaid wi thou t any conversion offer be ing m a d e and only £ 1 0 0 mi l -

lion of new stock was issued. R e p a y m e n t s seem to have been m a d e p r e d o m i -

nant ly wi th t h e proceeds of marke t sales of longer - te rm securities held b y t h e

Issue D e p a r t m e n t , b u t it is likely tha t par t of t h e funds requi red for these

redempt ions was raised by t h e issue of T r e a s u r y bills to t h e market . D u r i n g

the late spr ing and t h e s u m m e r m o n t h s t h e marke t for fixed-interest-bearing

securit ies was depressed, initially owing to industr ia l d isputes and t h e size of

wage awards and later because of t h e pr ice t r end and t h e foreign exchange

crisis. T h e measures taken in Sep tember 1957 and the subsequen t reversal of

t h e exchange posi t ion greatly improved t h e gi l t -edged market , so tha t sales of

stock held by government depa r tmen t s could b e r e sumed and new issues were

announced . O n 14th January 1958 a cash issue of £ 5 0 0 mill ion of 5 % pe r

cent. Exchequer Stock 1966 was m a d e at an issue price of 99 %. T h i s issue

had t h e doub le a im of immedia te ly a t t ract ing funds from investors and of

replenishing the government d e p a r t m e n t s ' portfolios wi th m e d i u m - d a t e d

pape r which could be gradually sold to t h e marke t as the d e m a n d for it

cont inued . In m i d - F e b r u a r y 1958 a £ 3 0 0 mil l ion 5 % per cent . F u n d i n g Stock

was issued wi th r edempt ion dates ranging from 1982 to 1984 and at an issue

pr ice of 9 8 % . T h i s stock, too, was taken u p chiefly by government depar t -

men t s . I t has the special feature, however, of being tax-free w h e n he ld b y

residents abroad, which makes it an attractive inves tment for foreign funds which

have flowed to L o n d o n owing to the h igh interest ra tes prevail ing there .

I n t h e twe lve -month per iod ended m i d - M a r c h 1958, t h e publ ic-sector

assets of t h e L o n d o n clearing banks increased by £ 2 6 0 million, t h e largest

rise having been in holdings of T r e a s u r y bills (£167 mill ion), while inves tment

in gove rnmen t stock went u p by £101 million. I t seems likely tha t t he g rowth

in t h e banks ' holdings of T r e a s u r y bills was d u e not only to t h e increased

volume of such paper on the marke t b u t also to a decline in overseas

L o n d o n c l e a r i n g b a n k s :
C h a n g e s in s e l e c t e d i t e m s f r o m t h e m o n t h l y r e t u r n s .

12-month
period
from

mid-March

1954—55

1955—56

1956—57

1957—58

Outstanding
at mid-March
1958

Liabili-
ties

Net
deposits

Assets

Public sector

Money at
call and

short
notice

Treasury
bills

Invest-
ments Total

Private sector

Advances* Bills Total

in millions of £ sterling

+ 129
- 311
+ 68
+ 190

6,087

— 30

- 11

+ 19

— 8

4 3 8

— 146
+ 97
- 31
+ 167

1,082

+ 12
— 288

+ 0
+ 101

2,094

— 164

— 202

— 12

+ 260

3,614

+ 264

- 119

+ 71

— 59

1,917

+ 33
+ 7
+ 22
— 21

124

+ 297
— 112

+ 93
— 80

2,041

* Including advances to nationalised Industries.
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holdings of Treasury bills — as indicated by the fall in overseas sterling
balances. Advances declined by £59 million (those to the nationalised indus-
tries, however, increased by £11 million) and bills by £21 million.

The reduction in advances as a whole was relatively small but it
must be remembered that at mid-March 1958 the amount of outstand-
ing advances was about equal to that on the same date six years earlier,
whereas the gross national product in terms of current prices has increased
over the same period by as much as 50 per cent. Bank advances rose rather
more than seasonally early in 1957, but from April until July there was little
further change (apart from a temporary seasonal rise at 30th June). Between
July and September advances fell by £38 million, and from September
onwards, i.e. after the raising of Bank rate and the further tightening
of credit, the decline became still more marked until the close of the
year. From early in 1958 advances varied more closely in line with the
usual seasonal movement, which is generally upwards in the opening months
of the year. But between September 1957 and March 1958 advances fell
by £37 million, whereas in the same period one year earlier they had
risen by £116 million. The fall in world-market prices has certainly helped
to keep down the demand for bank credit, and furthermore the amount
of new funds raised in the capital market in 1957 by domestic companies
(excluding public corporations) was, according to the estimates of the
Midland Bank, over £290 million, i.e. more than £80 million above the 1956
figure. The liquidity of the clearing banks in the period under review remained
well above the conventional minimum of 30 per cent, of deposits and in
December 1957 it reached 38.4 per cent. — the highest figure since 1951.

Total deposits (excluding interbank balances) increased by £190 million,
this being the net result of a decline of £193 million in current-account
balances and an increase of £383 million in time deposits — a shift which
took place mostly from October onwards and is presumably attributable partly
to the very high interest rate (5 per cent.) paid on time deposits after the
increase in Bank rate in September 1957. The decline in current accounts
in 1957 more than offset the increase in currency in circulation with the
public, so that the total money supply (defined as currency in circulation
plus demand deposits) declined by £47 million to £5,710 million — i.e. to
a figure even lower than that of December 1954. If time deposits were
included in the money supply, this would be found to have increased in
!957 by £210 million; even so, its ratio to the gross national product
would show a decline from 41 to 40 per cent.

The fight against inflation, both by means of the check imposed on
domestic expenditure, public and private, and by the encouragement of
personal saving, continued to form the basis of monetary and budget policy
in the United Kingdom in the period under review. When, in February 1957,
Bank rate was lowered from the "crisis level" of 5V2 per cent, to 5 per cent.,
it was authoritatively stated that this decision implied no change in policy
and that it was "not a signal for bankers or others controlling sources of



finance to relax credit or to ease restrictions on lending". At the beginning
of the year the trend of interest rates was downwards in all sectors, and it
was considered that effective credit and funding policies could be pursued,
for the time being, at a lower level of interest rates. After the reduction in
Bank rate, there was an acceleration of the decline in money-market rates,
and, in particular, of the downward movement of the Treasury bill rate,
which reached its lowest level early in May 1957, afterwards settling down

United Kingdom: Short and long-term rates.
Monthly averages.

Bank rate

• Industrial debentures*—^.*—

I ! I I I ! I

Consols —

1953 1954 1955 1956 1957 1958

* Last Tuesday of the month.

a t a l i t t l e b e l o w 4 p e r c e n t , u n t i l , i n f l u e n c e d b y t h e f o r e i g n e x c h a n g e c r i s i s ,

i t b e g a n t o r i s e e a r l y i n A u g u s t . T h i s m o v e m e n t o f s h o r t - t e r m r a t e s w a s

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

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

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

r a t e , r o s e s t e a d i l y , a n d i n J u l y t h e y i e l d o f 2 ^ p e r c e n t . C o n s o l s r o s e

a b o v e t h e l e v e l o f B a n k r a t e .

O n 1 9 t h S e p t e m b e r 1 9 5 7 , u n d e r t h e p r e s s u r e o f t h e f o r e i g n e x c h a n g e

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

financial m e a s u r e s w e r e a d o p t e d :

( i ) B a n k r a t e w a s r a i s e d t o t h e e x c e p t i o n a l l e v e l o f 7 p e r c e n t . , t h e

h i g h e s t figure f o r t h i r t y - s i x y e a r s ;

( i i ) t h e b a n k s w e r e i n f o r m e d t h a t i n t h e g o v e r n m e n t ' s v i e w t h e s i t u a t i o n

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

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

a v e r a g e l e v e l o f t h e p r e c e d i n g t w e l v e - m o n t h p e r i o d ( i . e . a t a b o u t

£ 1 , 9 5 0 m i l l i o n ) , a n d t h e c l e a r i n g b a n k s s t a t e d t h a t t h e y w o u l d d o t h e i r

b e s t t o a c h i e v e t h i s r e s u l t ; a n d
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(iii) t h e C a p i t a l I s s u e s C o m m i t t e e was asked by the Chancellor of the
Exchequer to adopt a more restrictive and critical attitude regarding
new issues, particularly those involving large amounts.

Furthermore, the Chancellor of the Exchequer announced that total
government outlay on investments (including those of local authorities and
of nationalised industries) was to be held during the next two years at
£1,500 million, this representing a substantial reduction of previously planned
expenditure and possibly — owing to rising prices — even a cut in real terms.

In these ways the U.K. authorities endeavoured to create an economic
climate in which price inflation would come to an end, and they themselves
gave a lead, as regards expenditure, by deciding that in those sectors in
which the government was an employer any unavoidable increase in wages
and salaries should be offset by other economies.

As a first reaction to these measures, short-term rates immediately rose
sharply, while those on longer-term securities increased only slightly, the
action taken having restored confidence in fixed-interest-bearing securities
(movements in the share market are dealt with in Chapter I, page 16).
Towards the end of 1957 the whole interest-rate structure moved down-
wards again, and it continued to do so early in 1958, although the decline
in the Treasury bill rate was restrained by the need of the discount market
to obtain advances from the Bank of England, while new issues of govern-
ment stock had the same effect on longer-term interest rates.

On 20th March 1958, in view of the greatly improved position of the
pound sterling in foreign markets, the decline in interest rates in the United
States and other countries and the change in the climate of opinion in the
United Kingdom about inflation, Bank rate was reduced by 1 per cent., and
on 22nd May it was again lowered, this time by % per cent., bringing it
down to 5^4 P e r cent.; on both occasions, however, it was officially stated
that the reduction implied no reversal of the general trend of monetary policy.

In a speech given on 26th March, one week after the first cut in Bank
rate, the Governor of the Bank of England, Mr. C. F. Cobbold, declared :

" I said last month at Guildhall that the battle against inflation was only
half won and that the general lines of last September's policy must be
continued until that half was converted into a whole. I would still say
that inflationary pressures, though damped down rather more clearly
than was evident six weeks ago, are still lurking around. With patches
of recession round the world, the length and depth of which we cannot
yet judge but which look rather more threatening than they did in
February, the worst service we could do to our prospects of high
employment and living standards would be to allow inflation to continue
in the United Kingdom and so to price ourselves out of world markets.
Until we have killed inflation we are surely bound to hold back many
things which in themselves would be desirable."

The budget estimates for 1958-59 provide neither for any major tax
reduction nor for any general economic relaxation but only for a number of
small concessions, which will cost the Exchequer £50 million in 1958-59
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and £108 million in a full year of operation. A certain relaxation of the
credit squeeze has, however, been announced as regards bank advances in
areas of heavy unemployment, which will henceforth receive the privileged
treatment already enjoyed by medium-term export credits. The "above-the-
line" surplus for the year 1958-59 is estimated at £364 million — a smaller
amount than that estimated for (or realised in) the preceding budget.
Expenditure "below the line" is put at £600 million, giving an estimated
overall budget deficit of £236 million.

The overall budget deficit in F r a n c e amounted in 1957 to Fr.fcs 925
milliard, i.e. as much as in 1956. Revenue (including receipts to be used
for debt-redemption purposes), though greater than in the previous year,
still fell short of total expenditure, which rose in 1957 to nearly Fr.fcs 5,300
milliard as a result of an increase in civil and military expenditure and,
to a minor extent, in investments.

France: Government finances.

Items

1. Revenue
Ordinary revenue
Extra-budgetary revenue2

U.S. aid

Total

II. Expenditure
Civil expenditure
Military expenditure
War-damage reconstruction
Investments 3

Special Treasury accounts and others "

Total

III. Overal l de f ic i t (—)

Covered by increases (+) in
Public debt5

Correspondents' deposits6

Cash and miscellaneous

1954 1955 1956 1957 '

in milliards of French francs

3,118
188
109

3,415

1,939
1,221

355
345

35

3,895

— 480

+ 212
+ 184
+ 84

3,271
173
106

3,550

2,196
1,145

336
368

50

4,095

— 545

+ 186
+ 358
+ 1

3,584
133
49

3,766

2,592
1,406

317
391

— 16

4,690

— 924

+ 612
+ 309
+ 3

4,220
140

5

4,365

2,940
1,470

250
450
180

5,290

— 925

+ 621
+ 336
— 32

1 Preliminary figures. 2 Tax receipts of the Caisse Autonome d'Amortissement used for debt redemption.
3 Loans for the construction of "low-rent houses" and allocations to the Fund for Economic and Social
Development. " The large amount in 1957 is due, to a certain extent, to the revaluation of certain commit-
ments vis-à-vis foreign countries as a result of the "20 per cent, operation". 5 Including advances
from the Bank of France, which amounted to Fr.fcs 452 milliard in 1957. * Including changes in the balances
of the central banks of overseas territories.

T h e b u d g e t e s t i m a t e s f o r 1 9 5 8 w e r e p r e p a r e d w i t h t h e d o u b l e a i m o f

l i m i t i n g t o t a l e x p e n d i t u r e t o F r . f c s 5 , 3 0 0 m i l l i a r d a n d o f r e d u c i n g t h e o v e r a l l

d e f i c i t t o F r . f c s 6 0 0 m i l l i a r d .

I n 1 9 5 6 t h e p u b l i c d e b t i n c r e a s e d b y o v e r F r . f c s 6 0 0 m i l l i a r d , o f w h i c h

n e a r l y F r . f c s 5 0 0 m i l l i a r d w a s t a k e n u p b y t h e p u b l i c a n d s o m e F r . f c s 1 2 0

m i l l i a r d b y t h e " c o r r e s p o n d e n t s " . I n a d d i t i o n , t h e " c o r r e s p o n d e n t s " d e p o s i t e d
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directly with the Treasury over Fr.fcs 300 milliard of their resources (which
include savings collected by the postal and savings banks). Purchases of
government securities by the public together with the resources of the "corres-
pondents" covered practically the whole of the "impasse", the unusually large
amount of these items being at least partly explained by the influx of funds
from North Africa (see pages 47 and 79 of the Twenty-seventh Annual Report).
In 1957 there was a much smaller inflow of funds from this source and
the total amount received by the Treasury from security issues and from the
"correspondents" covered little more than one-half of the overall deficit, so
that the remaining gap had to be filled by borrowing from the Bank of
France.

France: Formation of the money supply.

Items

Changes in the money supply
Currency
Demand deposits

Total

Changes in cor respond ing i tems
Bank credit to public authorities1 . .

to the economy2 . . . .

Gold and foreign exchange (net) . .
Time deposits (increase —) and

other items (net)

1954 1955 1956
Outstanding

1957 at the end of
| 1957

in milliards of French francs

+ 245
+ 395

+ 640

+ 167
+ 341

+ 508

+ 176

— 44

+ 640

+ 327
+ 344

+ 671

+ 6
+ 439

+ 445

+ 300

— 74

+ 671

+ 271
+ 345

+ 616

+ 186
+ 725

+ 91 1

— 307

+ 12

+ 616

+ 162
+ 405

+ 567

+ 599
+ 553

+ 1,152

— 404

— 181

+ 567

3,343
3,809

7,152

3,013
4,577

7,590

— 31

— 407

7,152

1 Including changes in credit from the Bank of France of Fr.frcs —38 milliard, —130 milliard, +9 milliard and
+482 milliard respectively for the years 1954, 195S, 1956 and 1957. 2 Including the nationalised industries.

T o t a l b a n k c r e d i t ( i . e . c r e d i t f r o m t h e B a n k o f F r a n c e a n d t h e c o m m e r -

c i a l b a n k s ) t o t h e p u b l i c a u t h o r i t i e s a m o u n t e d i n 1 9 5 7 t o F r . f c s 6 0 0 m i l l i a r d

( c o m p a r e d w i t h F r . f c s 1 9 0 m i l l i a r d i n 1 9 5 6 a n d F r . f c s 5 m i l l i a r d i n 1 9 5 5 ) .

A t t h e s a m e t i m e t h e " e c o n o m y " , i . e . t h e n a t i o n a l i s e d i n d u s t r i e s a n d t h e

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

t h a n i n 1 9 5 6 . B a n k l e n d i n g t o t h e s e s e c t o r s i n c l u d e s a l a r g e p r o p o r -

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

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

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

t h e t w o y e a r s 1 9 5 6 - 5 7 a m o u n t e d t o a s m u c h a s F r . f c s 2 , 0 6 5 m i l l i a r d — i . e .

o v e r t w i c e t h e figure f o r t h e t w o y e a r s 1 9 5 4 - 5 5 .

T h e c o n s i d e r a b l e c r e d i t e x p a n s i o n i n 1 9 5 7 l e d t o a n i n c r e a s e i n t h e m o n e y

s u p p l y o f n o m o r e t h a n F r . f c s 5 7 0 m i l l i a r d , b e c a u s e t h e h e a v y l o s s i n t h e

o f f i c i a l g o l d a n d f o r e i g n e x c h a n g e r e s e r v e s c a n c e l l e d o u t F r . f c s 4 0 0 m i l l i a r d

o f t h e n e w m o n e y .



France:

Items

Medium-term

Total .

Refinanced at the Bank of France

Short-term

New bank

1954

202
139

3 4 1

— 25
149

credit to the

1955

in milliards

273
166

4 3 9

26
1 14

economy.

1956 1957

of French francs

453
272

7 2 5

158
417

243
310

5 5 3

— 180
302

Outstanding
at the end of

1957

3,156
1,421

4,577

621
1,338

M e d i u m - t e r m c r e d i t p l a y e d a l a r g e r p a r t i n t h e o v e r a l l c r e d i t e x p a n s i o n

t h a n i n a n y p r e v i o u s y e a r . N e a r l y 6 o p e r c e n t , o f t h e n e w c r e d i t g r a n t e d

i n 1 9 5 7 t o o k t h i s f o r m a n d p r a c t i c a l l y t h e w h o l e a m o u n t w a s r e f i n a n c e d b y

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

a t t h e B a n k o f F r a n c e t o o k p l a c e i n t h e s e c o n d h a l f o f 1 9 5 7 a n d w a s d u e

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

a u t u m n .

M o n e t a r y s a v i n g , a t F r . f c s 1 , 0 7 1 m i l l i a r d , w a s m a i n t a i n e d a t t h e h i g h

l e v e l r e a c h e d i n 1 9 5 6 , b u t i n 1 9 5 7 m o r e o f i t c o n s i s t e d o f l i q u i d s a v i n g s a n d

France: New monetary savings.

Items

Liquid savings
Increase In time and savings deposits . . . .
Increase in reserves of life assurance companies
Short-term Treasury paper bought by the public

Total liquid savings

Capital-market issues by
Public authorities
Nationalised industries
Private business*

Total capital-market issues (gross). . .
Less: repayments and double entries

Net capital subscriptions

Total new monetary savings

1954 1955 1956 1957

in milliards of French francs

244
76

173

4 9 3

120
70

209

399
85

3 1 4

8 0 7

316
100
158

5 7 4

99
49

274

422
147

2 7 5

8 4 9

245
113
99

4 5 7

425
90

273

788
166

6 2 2

1,079

324
126
116

5 6 6

1 10
145
437

692
187

5 0 5

1,071

* Including Issues of specialised credit institutions and, in 1957, the "oil certificates" issued by the state,
the proceeds of which are, however, reinvested in the oil sector.

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

i m p o r t a n t s h i f t s , n a m e l y :

( i ) a n i n c r e a s e i n t i m e d e p o s i t s — d u e , a t l e a s t i n p a r t , t o t h e i n t r o d u c t i o n

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

b y t h e c o m m e r c i a l b a n k s ; a n d



(ii) a sharp fall in capital-market issues by the public authorities (or rather,
a return to a more normal figure from the high level reached in 1956
as a result of the issue of a government loan indexed on stock exchange
quotations) and at the same time an increase of over Fr.fcs 160 milliard,
to Fr.fcs 437 milliard, in the market issues of private business.

In 1956 the action taken in the field of credit was confined to a
raising of the minimum requirements for the banks' holdings of Treasury bills
(a measure intended chiefly to direct more funds to the Treasury), the
issuing of instructions to the banks to exercise restraint in credit-granting
and a tightening of the conditions governing instalment sales; in 1957, however,
a number of measures were adopted to reduce the banks' liquidity and to make
borrowing more expensive, and in the early months of 1958 narrow limits
were fixed for credit-granting by the banks. The most important of these
measures are summarised below.

(i) R a t e s of i n t e r e s t : The official discount rate was raised twice,
from 3 to 4 per cent, ( n t h April 1957) and then to s per cent.
(12th August). The lombard rate was raised in all by 2 % per cent.,
to 7 per cent. The penalty rate of 2 per cent, above the discount rate
applying to rediscounts above the ceiling fixed for each bank was made
applicable to only the first 10 per cent, of rediscounts above the ceiling,
rediscounts beyond this being made subject to a super-penalty rate
fixed by the Governor of the Bank of France. This super-penalty rate
was fixed at 5 per cent, above the official discount rate, making a total
charge — since August 1957 — of 10 per cent. In the middle of
April 1958 total penalty charges were raised to 8 and 12 per cent,
respectively. Export credits were excluded from these increases in rates
and continued to be rediscounted at 3 per cent.

(ii) R e d i s c o u n t c e i l i n g s : The maximum amount of short-term paper
that each bank is allowed to rediscount was reduced three times between
July and November 1957 (from Fr.fcs 620 to 447 milliard for all banks
together). This measure has also strengthened the effect of the rise in
penalty rates. (Export bills are, however, not subject to the ceiling and
can thus be rediscounted without limitation.)

(iii) R e d i s c o u n t i n g of T r e a s u r y b i l l s : The statutory obligation of the
Bank of France to rediscount the banks' holdings of Treasury bills
(with less than three months to run) in excess of the minimum require-
ments was abolished at the end of June 1957.

(iv) L i m i t s on c r e d i t - g r a n t i n g : In February 1958 the National Credit
Council decided to stabilise the volume of bank credit at a level equal
to the average of credit outstanding at the end of September and the
end of December 1957, plus a 3 per cent, increase (about Fr.fcs 100 mil-
liard), the latter amount, which raised the overall credit ceiling to the
level of credit outstanding at the end of December 1957, being reserved
entirely for export credit. When penalty rates were increased in April
1958, the banks were informed that if any of them exceeded the credit
limit their rediscount ceiling might be lowered.

(v) O t h e r m e a s u r e s i n c l u d e d : (a) a further reduction of the credit
element in instalment sales; (b) a limitation of credit lines to nationalised
industries to 20 per cent. (25 per cent, in 1957) of their annual investment
programmes ; (c) a tightening of the conditions governing housing loans ; and
(d) the reintroduction, in July 1957 and January 1958 respectively, of the
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regulations requiring that prior authorisation be obtained from the Finance
Ministry for bond and share issues of Fr.fcs ioo million and above.

(vi) M e d i u m - t e r m h o u s i n g c r e d i t s : Under the finance law for 1958
a "Caisse de consolidation et de mobilisation des crédits à moyen
terme" was created with the main object of preventing such credits from
having to be refinanced almost entirely by the central bank and of
gradually reducing the large volume of such paper at present held by
the Bank of France. This measure was thus designed to eliminate one
of the more direct causes of inflation which has been at work in recent
years. The Governor of the Bank of France participates in the management
of the Caisse. In 1958 its resources will consist mainly of Fr.fcs 54 mil-
liard from the government budget and of the counterpart in francs of
France's drawing on the I.M.F.

The lowering of the rediscount ceilings and the raising of the penalty
charges have increased the scope for interbank lending, as is shown by the
considerable expansion in the clearing turnover and the occasional sharp

France: Short and long-term rates.
End-of-month figures.*

• • » » ^ Industrial bonds

—^ .̂

r"^

i ! Day-to-day moneyy
(private bills)

«Rentes perpétuelles» 3 and 5%

,* r> ,.„y"*""%»%Day-to-day money (average) /*•—V*

Official discount rate

1953 1954
LLU±

., /V/Ï'
-*v^=i'~ Day-to-day money

(Treasury bills)

1955 1956 1957 1958

* For day-to-day money, monthly averages.

v a r i a t i o n s i n t h e s p e c i a l m o n e y - m a r k e t r a t e a p p l i e d t o s u c h t r a n s a c t i o n s . T h e

w h o l e s t r u c t u r e o f i n t e r e s t r a t e s i n F r a n c e w a s h i g h e r a t t h e e n d o f 1 9 5 7

t h a n i t h a d b e e n a y e a r b e f o r e , a n d e a r l y i n 1 9 5 8 t h e y i e l d o n i n d u s t r i a l

b o n d s r o s e t o o v e r 8 p e r c e n t .

D e v e l o p m e n t s i n t h e field o f m o n e y a n d c r e d i t i n t h e F e d e r a l

R e p u b l i c o f G e r m a n y d u r i n g 1 9 5 7 w e r e p r e d o m i n a n t l y i n f l u e n c e d — e v e n

m o r e t h a n i n 1 9 5 6 — b y t h e l a r g e i n f l o w o f g o l d a n d f o r e i g n e x c h a n g e

a n d t h e s t a t e o f l i q u i d i t y c a u s e d b y t h i s i n f l o w .
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G e r m a n y : * F o r m a t i o n of t h e m o n e y s u p p l y .

Items

Changes in the money supply

Currency
Sight deposits (private)

Total

Changes in co r respond ing i tems
Credit to public authorities (net) . .

to the private economy . . .

Total credit. . .

Gold and foreign exchange . . . .
Other items

Total

Increase (—) in savings deposits
and other longer-term funds . . .

Grand total . . .

1954 1955 1956 1957
Outstanding
at the end of

1957

in milliards of Deutsche Mark

+ 0.8
+ 2.2

+ 3.0

— 3.8
+ 11.3

+ 7.5

+ 2.9
+ 0.9

+ 1 1.3

— 8.3

+ 3.0

+ 1.3
+ 1.4

+ 2.7

— 3.6
+ 12.4

+ 8.8

+ 1.9
+ 0.5

+ 1 1.2

— 8.5

+ 2.7

+ 0.8
+ 1.3

+ 2.1

— 4.6
+ 8.6

+ 4.0

+ 4.7
+ 1.9

+ 10.6

— 8.5

+ 2.1

+ 1.6
+ 2.2

+ 3.8

+ 0.7
+ 8.2

+ 8.9

+ 5.4
+ 0.9

+ 15.2

— 1 1.4

+ 3.8

16.5
18.5

35.0

- 5.9
82.4

76.5

22.6
7.2

106.3

71.3

35.0

* Excluding West Berlin.

T h e m o n e y s u p p l y i n G e r m a n y r o s e d u r i n g 1 9 5 7 b y D M 3 . 8 m i l l i a r d ,

o r 1 2 p e r c e n t . , a r a t e s u b s t a n t i a l l y h i g h e r t h a n t h e 7 . 5 p e r c e n t , i n c r e a s e i n

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

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

f u n d s i n t h e b a n k s , i n 1 9 5 7 t h e y h a d t o d r a w o n t h e i r b a l a n c e s . T h i s

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

G o v e r n m e n t i n r e s p e c t o f d o m e s t i c p a y m e n t s a n d i n p a r t t o a l a r g e i n c r e a s e

i n t h e g o v e r n m e n t ' s p a y m e n t s t o f o r e i g n c o u n t r i e s — c h i e f l y o n a c c o u n t o f

a r m a m e n t o r d e r s p l a c e d a b r o a d .

N e w b a n k c r e d i t t o t h e p r i v a t e e c o n o m y , a t D M 8 . 2 m i l l i a r d , w a s

s o m e w h a t l e s s t h a n i n 1 9 5 6 a n d m u c h l e s s t h a n i n 1 9 5 5 . F u r t h e r m o r e , w h i l e

i n 1 9 5 5 i t h a d g r e a t l y e x c e e d e d a n d i n 1 9 5 6 m o r e o r l e s s e q u a l l e d t h e

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

s a v i n g s a n d t i m e d e p o s i t s a n d i n o t h e r s i m i l a r f o r m s , i n 1 9 5 7 n e w b o r r o w i n g

f r o m t h e b a n k s w a s D M 3 . 2 m i l l i a r d l e s s t h a n t h e f u n d s s u p p l i e d i n t h i s

w a y t o t h e b a n k s b y t h e p r i v a t e s e c t o r , w h i c h r o s e b y a b o u t D M 3 m i l l i a r d

t o D M 1 r . 4 m i l l i a r d .

F o r s o m e y e a r s p a s t t h e s u r p l u s i n t h e F e d e r a l G o v e r n m e n t ' s c a s h

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

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

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

a s h a v i n g i n c r e a s e d i n 1 9 5 7 b y D M 5 . 4 m i l l i a r d , t h i s a m o u n t b e i n g w h a t

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

F e d e r a l G o v e r n m e n t o u t o f i t s d e p o s i t s w i t h t h e c e n t r a l b a n k . T h e c e n t r a l
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Germany : Fac to rs i n c r e a s i n g (+) or r e d u c i n g (—)
the l i q u i d i t y of t he c r e d i t i n s t i t u t i o n s .

Factors

Operating t ransact ions

Notes and coin in circulation (increase —)

Central-bank deposits of non-banks

(mainly public authorities) (increase —)

Net foreign exchange purchases (+) of

central bank

Other transactions (net)

T o t a l . . . . . .

Transact ions with the central bank

Open-market sales (— ) of central bank . .

Recourse to central-bank credit

(decrease —)

Increase (—) in required reserves

Total

1954 1955 1956 1957

In milliards of Deutsche Mark

— 0.9

- 1.7

+ 3.2
+ 0.2

+ 0.8

- 0.1

— 0.0
— 0.4

— 0.5

— 1.3

— 2.0

+ 2.1
+ 0.4

— 0.8

— 0.0

+ 1.3
— 0.8

+ 0.5

— 0.9

- 1.8

+ 5.6
— 0.1

+ 2.7

— 0.5

— 1.5
— 0.4

— 2.5

— 1.7

— 0.4

+ 7.9
+ 0.2

+ 5.9

— 2.6

— 1.4
— 1.8

— 5.8

b a n k ' s n e t p u r c h a s e s o f f o r e i g n e x c h a n g e f r o m t h e p r i v a t e e c o n o m y i n 1 9 5 7

a c t u a l l y t o t a l l e d D M 7 . 9 m i l l i a r d , a n d t h i s ( t o g e t h e r w i t h s o m e D M 0 . 2 m i l l i a r d

r e t a i n e d b y t h e c o m m e r c i a l b a n k s ) r e p r e s e n t s t h e r e a l a d d i t i o n t o d o m e s t i c

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

T h e G e r m a n c r e d i t i n s t i t u t i o n s e x p e r i e n c e d i n 1 9 5 7 a n i n c r e a s e i n t h e i r

l i q u i d i t y o f D M 5 . 9 m i l l i a r d a s a r e s u l t o f t h e i r n o r m a l t r a n s a c t i o n s . A s h a s

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

flow o f s a v i n g s a n d o t h e r l o n g e r - t e r m f u n d s . P a r t o f t h e a d d i t i o n a l l i q u i d i t y

( D M 1 . 8 m i l l i a r d ) w a s n e e d e d t o c o v e r m i n i m u m - r e s e r v e r e q u i r e m e n t s ( o w i n g

t o b o t h t h e i n c r e a s e i n d e p o s i t s a n d t h e r a i s i n g o f t h e r e q u i r e m e n t s ) , b u t

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

t i e s f r o m t h e c e n t r a l b a n k . T h e c r e d i t i n s t i t u t i o n s ' i n d e b t e d n e s s t o t h e

c e n t r a l b a n k , w h i c h h a d a m o u n t e d t o D M 4 . 4 m i l l i a r d a t t h e e n d o f 1 9 5 5 ,

h a d f a l l e n t o D M 2 . 9 m i l l i a r d o n e y e a r l a t e r a n d t o D M 1 . 7 m i l l i a r d a t

t h e e n d o f 1 9 5 7 . I n a d d i t i o n , t h e c r e d i t i n s t i t u t i o n s v o l u n t a r i l y t o o k u p

D M 2 . 6 m i l l i a r d o f o p e n - m a r k e t p a p e r i n 1 9 5 7 ( f i v e t i m e s m o r e t h a n

i n 1 9 5 6 ) .

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

b e n e f i t e d t h e c a p i t a l m a r k e t . N e w i s s u e s t o t a l l e d D M 5 . 8 m i l l i a r d — i . e . o n e -

t h i r d m o r e t h a n i n 1 9 5 6 . T h e i n c r e a s e w a s a c c o u n t e d f o r w h o l l y b y i s s u e s o f

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

y e a r ' s f i g u r e . I n t h e first q u a r t e r o f 1 9 5 8 n e w i s s u e s w e r e n e a r l y d o u b l e

t h o s e i n t h e c o r r e s p o n d i n g p e r i o d o f 1 9 5 7 , a n d i n M a r c h 1 9 5 8 i m p o r t a n t

i s s u e s o f i n d u s t r i a l b o n d s b e a r i n g i n t e r e s t a t 7 p e r c e n t , w e r e m a d e a t

9 7 t o 9 8 p e r c e n t , o f t h e i r n o m i n a l v a l u e .

B e t w e e n S e p t e m b e r 1 9 5 6 a n d J a n u a r y 1 9 5 8 t h e o f f i c i a l d i s c o u n t r a t e o f

t h e B u n d e s b a n k w a s r e d u c e d f o u r t i m e s — b y % p e r c e n t , e a c h t i m e —
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Germany: Short-term rates.

Treasury bills of the Federation
and Federal Railways (60 to so days)

1.953 1954 1955 1956 1957 1958

* Highest rate of the month.

t o 3 % P e r c e n t . O t h e r s h o r t - t e r m r a t e s h a v e m o v e d i n s t e p w i t h t h e o f f i c i a l

r a t e , w h i l e t h e g a p b e t w e e n t h e r a t e s i n t h e m o n e y m a r k e t a n d t h o s e i n t h e

c a p i t a l m a r k e t h a s w i d e n e d . I n a d d i t i o n t o l o w e r i n g t h e d i s c o u n t r a t e a n d

m a k i n g o p e n - m a r k e t s a l e s , t h e B u n d e s b a n k r a i s e d t h e m i n i m u m - r e s e r v e r e q u i r e -

m e n t o n i s t M a y 1 9 5 7 b y 1 p e r c e n t . — a m e a s u r e w h i c h r e s u l t e d i n

t h e s t e r i l i s a t i o n o f o v e r D M 5 0 0 m i l l i o n o f t h e b a n k s ' r e s o u r c e s . F u r t h e r m o r e ,

t h e r a t e s a p p l i e d u n d e r t h e m i n i m u m - r e s e r v e r e g u l a t i o n s t o t h e D M d e p o s i t s

o f n o n - r e s i d e n t s w e r e r a i s e d i n t w o s t e p s ( i s t M a y a n d i s t S e p t e m b e r 1 9 5 7 )

t ò t h e h i g h e s t l e v e l s p e r m i s s i b l e , i . e . 3 0 , 2 0 a n d 1 0 p e r c e n t , r e s p e c t i v e l y

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

c h e c k t h e i n f l o w o f f o r e i g n s h o r t - t e r m c a p i t a l ) s t e r i l i s e d o v e r D M 3 0 0 m i l -

l i o n o f t h e b a n k s ' f u n d s .

T h e p r e s e n t l i q u i d i t y p o s i t i o n o f t h e G e r m a n b a n k s a n d t h e w e a k n e s s o f

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

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

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

o v e r d r a f t s . I n t h e e v e n t o f a s h a r p r e v i v a l o f d e m a n d f o r c r e d i t t h e b a n k s

w o u l d b e i n a v e r y e a s y p o s i t i o n ; if, h o w e v e r , t h e d a n g e r o f i n f l a t i o n s h o u l d

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

r a t e s , w o u l d h a v e s u f f i c i e n t r o o m f o r m a n o e u v r e — a n d t h e m i n i m u m -

r e s e r v e r e q u i r e m e n t s c o u l d a l s o b e s u b s t a n t i a l l y r a i s e d a n d o p e n - m a r k e t s a l e s

r e s u m e d .

E c o n o m i c a c t i v i t y i n A u s t r i a c o n t i n u e d t o e x p a n d r a p i d l y i n 1 9 5 7 , a n d

n e a r l y a l l e c o n o m i c s e c t o r s t o o k p a r t i n t h e u p s w i n g . T h e g r o s s n a t i o n a l

p r o d u c t r o s e b y 1 0 p e r c e n t , i n t e r m s o f c u r r e n t p r i c e s a n d b y a b o u t 6 p e r

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

t o $ 3 1 m i l l i o n , a n d o v e r $ 7 0 m i l l i o n o f f o r e i g n c a p i t a l e n t e r e d t h e c o u n t r y .
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Aus t r i a : New deposi ts and credit granted by all credit ins t i tu t ions .

Year

1954

1955

1956
1957

Outstanding at the end of 1957

Deposits

Current-
account Savings Total

Credit
granted

(commercial)

Excess (+)
of deposits
over credit

granted

round figures, In millions of schillings

3,790

— 600

90

1,200

16,570

2,530

2,460

2,520*

4,080*

16,600*

6,320

1,860

2,610

5,280

33,170

4,270

3,990

2,940

3,810

28,640

+ 2,050
— 2,130
- 330
+ 1,470

+ 4,530

* Not Including capitalised interest.

N e w s a v i n g s d e p o s i t s t o t a l l e d S c h . 4 . 1 m i l l i a r d — a n i n c r e a s e o f

S c h . 1 .6 m i l l i a r d o v e r t h e figure f o r 1 9 5 6 a n d o n e o f m o r e t h a n 3 0 p e r

c e n t , o v e r t h e a m o u n t o u t s t a n d i n g a t t h e e n d o f t h a t y e a r . N e w s a v i n g s

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

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

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

i s s h o w n b y t h e f a c t t h a t t h e y w e r e a b l e t o c h a n n e l s o m e S c h . 1.5 m i l l i a r d

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

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

I n 1 9 5 7 , t h e c r e d i t i n s t i t u t i o n s c a n b e s a i d t o h a v e financed m o r e t h a n

o n e - h a l f o f t h e i n c r e a s e — o f S c h . 2 . 8 m i l l i a r d — i n t h e g o l d a n d f o r e i g n

e x c h a n g e h o l d i n g s , s o t h a t t h e n o t e c i r c u l a t i o n r o s e b y o n l y S c h . 1.1 m i l l i a r d

a n d w a s c o v e r e d b y m o n e t a r y r e s e r v e s t o t h e e x t e n t o f 8 5 p e r c e n t .

I n A p r i l 1 9 5 7 t h e a g r e e m e n t s b e t w e e n t h e m o n e t a r y a u t h o r i t i e s a n d t h e

c r e d i t i n s t i t u t i o n s c o n c e r n i n g c r e d i t c o n t r o l s w e r e r e v i s e d a n d p u t o n a n e w

b a s i s . T h e c r e d i t c e i l i n g s a r e n o w c a l c u l a t e d o n t h e b a s i s o f t h e i n s t i t u t i o n s '

o w n f r e e f u n d s ( i . e . c a p i t a l a n d r e s e r v e s , m i n u s t h e a m o u n t t i e d i n fixed

i n v e s t m e n t s ) p l u s e x t e r n a l n o n - b a n k r e s o u r c e s . C r e d i t r a t i o s a r e n o t fixed

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

Austrian

End of

1 9 5 4 . .

1 9 5 5

1 9 5 6

1 9 5 7

C h a n g e s in 1956 . . . .
1957 . . . .

National Bank: Main assets and l iab i l i t ies .

Liabilities

Note
circulation

Deposits
of

banks

Deposits
of public

authorities
and others

Assets

Gold
and

foreign
exchange

Trade bills
and

advances

Treasury
bills and

certificates

round figures, in millions of schillings

12,250

13,030

14,260

15,400

+ 1,230
+ 1,140

2,620

2,150

2,100

2,650

— 50
+ 550

2,280

1,940

2,070

1,990

+ 130
— 80

9,670

9,270

10,470

13,240

+ 1,200
+ 2,770

280

1,790

2,180

1,270

+ 390
- 910

100

410

400

190

- 10
— 210
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they can be adjusted as requi red wi thou t any change be ing m a d e in t h e

agreement itself. T h e interes t rates allowed by t h e banks on deposi ts have

remained unchanged since July 1955 and those charged by t h e Aus t r i an

Nat ional Bank have not been altered since N o v e m b e r of t h e same year.

T h e change in the l iquidi ty posi t ion of the capital and money marke ts

in S w i t z e r l a n d which began in t h e second half of 1956 con t inued u p to

the th i rd quar te r of 1957, w h e n t h e si tuat ion s tar ted to ease — a process

which is still going on at t h e t ime of wri t ing.

T h e rate of mone ta ry saving has shown a t endency to fall off in recent

years, b u t t h e level of savings remains h i g h and t h e shortage of funds has

been mainly d u e to an exceptionally s t rong d e m a n d for credit for inves tment

purposes . O n 15th M a y 1957 the Swiss Nat ional Bank, for t h e first t ime since

N o v e m b e r 1936, m a d e a change in its d i scount and lombard rates, increasing

t h e m by 1 per cent, to 2 % and 3 % per cent , respectively.

Interes t rates in t h e capital market , which had been moving u p w a r d s

since 195 5, did not react sharply to the new official rate, bu t rose gently unt i l

September , w h e n the i r t r e n d was reversed. T h e yield on Federa l bonds ,

which was 2.70 pe r cent, in J anua ry 1955, was u p to 3.64 per cent, on

10th M a y 1957 and reached its highest point — 3.93 per cent . — in t h e

course of Sep tember . I t t h e n decl ined slowly b u t steadily, and by m i d -

Apr i l 1958 was d o w n to 3.20 per cent. Rates on mor tgage loans already

in existence have been only part ial ly adjusted to the new s i tuat ion; they

increased, on an average, by less t han % p e r cent, be tween Apr i l 1957 and

Apr i l 1958. T h e rate charged on new first mor tgages taken ou t after this date

is someth ing over 4 pe r cent .

T i m e and savings deposi ts and o the r longer - te rm funds he ld by t h e

Swiss banks increased du r ing 1957 by nearly Sw.fcs 2 mill iard, i.e. Sw.fcs 800 mi l -

lion more t h a n in the preceding year, mos t of t h e increase having been

accounted for by t ime deposi ts . Bank lending du r ing t h e year as a whole r emained

below t h e a m o u n t of the banks ' new loanable funds, and the i r cash hold ings

t h u s rose by over Sw.fcs 400 mill ion (compared wi th only Sw.fcs 25 mil l ion

the previous year).

Switzerland: Changes in the balance sheets of a group of sixty-two banks.

Change during

1955 . . . .
1956
1957

Outstanding
at the end of 1957 . .

Liabi l i t ies

Sight
liabilities

Time and
savings

deposits,
savings

bonds, etc.

Assets

Cash Bills Advances Mortgage
loans

Secu-
rities

round figures, In millions of Swiss francs

+ 275
+ 400
+ 250

6,900

+ 1,445
+ 1,155
+ 1,975

21,425

+ 235
+ 25
+ 410

2,095

+ 50
+ 35
+ 155

2,435

+ 810
+ 880
+ 445

8,690

+ 785
+ 820
+ 790

13,775

— 95
— 160

+ 55

2,560
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Swi tzer land: Capi ta l -market i ssues .

Items

Domest ic issues (net)
Bonds
Shares

Total

Foreign issues (gross)

Grand tota! . . . . . . .

1953 1954 1955 1956 1957

in millions of Swiss francs

12.3
21.3

33.6
224.5

258.1

— 59.8
49.6

— 10.2
395.4

385.2

332.7
173.0

505.7
427.3

933.0

550.8
152.0

702.8
284.8

987.6

944.8
174.0

1,118.8
4.9

1,123.7

I n t h e c a p i t a l m a r k e t , n e w i s s u e s f o r t h e first t i m e t o t a l l e d o v e r S w . f c s i m i l -

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

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

p r o p o r t i o n o f t h e n e w i s s u e s ( a b o u t S w . f c s 3 6 5 m i l l i o n ) w e r e f o r t h e p u r p o s e

o f financing h y d r o - e l e c t r i c d e v e l o p m e n t p l a n s , w h i l e t h e t o t a l o f t h e b a n k s '

i s s u e s w a s e v e n l a r g e r ( S w . f c s 4 5 0 m i l l i o n ) .

I n t h e s e c o n d h a l f o f 1 9 5 7 a n d t h e first q u a r t e r o f 1 9 5 8 m o s t i s s u e s

w e r e m a d e a t 4 % p e r c e n t . ; s i n c e A p r i l , h o w e v e r , a r a t e o f 4 % p e r c e n t ,

h a s p r e v a i l e d . T h e i n c r e a s e i n t i m e a n d s a v i n g s d e p o s i t s a n d c a p i t a l - m a r k e t

i s s u e s i n 1 9 5 7 w a s m a d e p o s s i b l e b y a s u b s t a n t i a l n e t r e p a t r i a t i o n o f f u n d s .

E c o n o m i c a n d m o n e t a r y d e v e l o p m e n t s i n I t a l y i n 1 9 5 7 r e f l e c t e d t h e

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

p r a c t i c a l l y a l l s e c t o r s s i n c e 1 9 4 7 - 4 8 . F o r e i g n t r a d e a n d p a y m e n t s a r e b e i n g

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

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

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

V a n o n i s c h e m e ; w h o l e s a l e p r i c e s a r e s t i l l s o m e w h a t l o w e r t h a n t h e y w e r e

i n 1 9 4 8 ; a n d , l a s t b u t n o t l e a s t , t h e g r a d u a l i m p r o v e m e n t i n t h e b u d g e t

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

I ta ly: New f inancia l resources.

Items

Domestic funds
Funds supplied by the banks

by the capital market . . .

Total
Counterpart funds

Grand total

Used by
Central government
Economy

1954 1955 1956 1957

in milliards of lire

854
542

1,396
20

1,416

455
961

973
580

1,553
20

1,573

438
1,135

895
631

1,526
21

1,547

190
1,357

661
726

1,387
15

1,402

210
1,192
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greater part of the government's capital outlay, so that the Treasury is in
a position to let the rest of the economy have the benefit of nearly all
newly-formed monetary savings.

In 1957 new financial resources totalled Lit. 1,402 milliard, i.e. somewhat
less than in previous years, but, while the proportion of these funds used
by the central government and the private economy remained practically
unchanged (the government absorbing 15 per cent, of the total), there was
a considerable increase in the amount channelled through the capital market,
which, at Lit. 726 milliard, exceeded, for the first time, the declining amount
supplied by the banks.

Credit granted by the banks in 1957 amounted to Lit. 66r milliard, or
Lit. 234 milliard less than in 1956. This unusual decrease was mainly the
result of a fall in the amount of bills discounted for the wheat pools
(which were repaid with funds contributed by the Treasury to make good the
losses incurred by the pools) and a reduction in other loans to agriculture
following the disposal of surplus stocks. All but Lit. 60 milliard of the
new credit was covered by an increase in the time and savings deposits held
with the banks, so that it was the additional Lit. 187 milliard arising from
the inflow of gold and foreign exchange that accounted for the greater part
(fully two-thirds) of the expansion in the money supply. The expansion over the
end-of-year figure for 1956 amounted to Lit. 282 milliard, or 6 per cent. —
an increase somewhat smaller than that in the gross national product.

The first quarter of 1958 was marked by a counter-seasonal rise of
nearly $100 million in the foreign exchange reserves, and the economy thus

Italy: Formation of

Items

Changes in the money supply
Currency
Demand deposits

Total

Changes in cor respond ing i tems
Bank credit to the economy . . . .

to the central g overnment

Total bank credit

Gold and foreign exchange . . . .
Other items

Total

Increase (—) in time and savings
deposits

Grand total . . .

1954

+ 96
+ 46

+ 142

+ 605
+ 249

+ 854

+ 4
— 86

+ 772

— 630

+ 142

the money supply.

1955

in

+ 142
+ 256

+ 398

+ 698
+ 275

+ 973

+ 59
— 114

+ 918

— 520

+ 398

1956 1957

milliards of lire

+ 169
+ 175

+ 344

+ 809
+ 86

+ 895

+ 81
— 53

+ 923

— 579

+ 344

+ 92
+ 190

+ 282

+ 547
+ 114

+ 661

+ 187
+ 31

+ 879

— 597

+ 282

Outstanding
at the end of

1957

2,157
2,624

4,781

6,401
3,506

9,907

1,034
— 726

10,215

— 5,434

4,781
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received an injection of liquidity which has helped to bring down the still
rather high level of interest rates. The yield on government securities, which
averaged 6.94 per cent, in January 1957 and rose to 7.37 per cent, in
October, was down to 6.16 per cent, by April 1958.

In B e l g i u m an increase in the gross national product was accompanied
in 1957 by a decline in the volume of money. Between January and June
1957, however, the money supply expanded at the same rate as in 1956
because of heavy borrowing by the government, which more than offset the
contractive effects of the overall deficit in the balance of payments.

Belgium: Formation of the money supply.*

Items

Changes in the money supply
Currency
Demand deposits

Total

Changes in corresponding items
Bank credit to the private economy

to the public sector. .

Total bank credit . . .

Gold and foreign exchange (net). .
Other items

Total

Increase (—) in time and savings
deposits, etc

Grand total . . .

1954 1955 1956 1957
Outstanding
at the end of

1957

in milliards of Belgian francs

+ 0.8
+ 2.5

+ 3.3

+ 3.0
+ 1.0

+ 4.0

- 2.0
+ 4.1

+ 6.1

— 2.8

+ 3.3

+ 4.0
+ 5.1

+ 9.1

+ 2.7
+ 3.0

+ 5.7

+ 6.4
+ 0.4

+ 12.5

— 3.4

+ 9.1

+ 3.7
+ 2.5

+ 6.2

+ 4.6
+ 3.5

+ 8.1

— 0.7
— 0.4

+ 7.0

- 0.8

+ 6.2

+ 1.1
— 1.6

— 0.5

+ 3.7
— 0.9

+ 2.8

+ 1.9
— 2.5

+ 2.2

— 2.7

— 0.5

115.5
82.9

198.4

52.7
128.6

181.3

55.9
0.4

237.6

— 39.2

198.4

* Data from the consolidated balance sheet of the monetary institutions.

F o r t h e y e a r a s a w h o l e , b a n k c r e d i t t o t h e p u b l i c s e c t o r s h o w e d a

d e c l i n e o f B . f c s 0 . 9 m i l l i a r d , c o m p a r e d w i t h a n i n c r e a s e o f B . f c s 3 . 5 m i l l i a r d

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

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

r o s e b y B . f c s 1.9 m i l l i a r d . I n 1 9 5 6 t h e s e r e s e r v e s h a d f a l l e n a n d t h e y c o n -

t i n u e d t o d o s o d u r i n g t h e f i r s t t h r e e q u a r t e r s o f 1 9 5 7 , b u t t h e t r e n d w a s

r e v e r s e d i n t h e a u t u m n , w h e n t h e y r o s e b y a s m u c h a s B . f c s 6 . 6 m i l l i a r d .

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

1 9 5 7 m u c h m o r e t h a n i n 1 9 5 6 , p a r t l y i n u n u s u a l l y q u i c k r e s p o n s e t o t h e

i n c r e a s e , i n m i d - N o v e m b e r 1 9 5 7 , i n t h e i n t e r e s t r a t e s a l l o w e d b y b a n k s o n

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

1 . 1 0 t o 2 . 3 0 p e r c e n t , a n d t h a t o n s i x - m o n t h d e p o s i t s f r o m 1 . 7 5 t o 3 . 1 5 p e r c e n t .

I m p o r t a n t c h a n g e s w e r e m a d e i n 1 9 5 7 i n t h e m o n e t a r y a n d c r e d i t

s y s t e m i n B e l g i u m . F i r s t , b y a l a w o f 1 2 t h A p r i l , t h e B e l g i a n f r a n c w a s
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defined as a unit of 0.019748... grammes of coin bar gold (900/1000) and
the obligation of the central bank to maintain a minimum gold cover of
one-third of its sight liabilities was established. Secondly, three decrees
were published in the first half of November, the aim of which was to permit
the banks to increase the rates of interest paid on longer-term deposits and
to change these rates in response to variations in the official discount rate,
to increase the opportunities for the "Fonds des Rentes" to operate in the
open market, to do away with rigid money-market rates and to put an end
to the state of affairs in which a large proportion of new deposits accruing
to the banks automatically flowed into the Treasury.

As far back as January 1946 it had been ruled, with a view to fore-
stalling the possible monétisation of the public-debt paper held in the banks'
portfolios, that each bank's holdings of cash and government paper should
represent a given percentage of its liabilities. In the case of the large and
medium-sized banks (together possessing over 80 per cent, of the total of
banking assets), the main item in the cover in respect of liabilities at sight
and up to one month's notice was to consist of special Treasury certificates
bearing interest at 1 15/16 per cent, and maturing within one year.

Until recently, owing to the growth in bank deposits, this system
assured the Belgian Treasury of a steady flow of funds, and in periods of
easy liquidity the banks even made investments in this type of Treasury
paper well in excess of the legal requirements. In the course of 1957,
however, the situation changed. An adverse development in the balance of
payments, due to outflows of capital, had the effect of reducing market
liquidity. Deposits stopped rising and then began to decline, with the result
that the Treasury not only lost a source of funds but actually had to provide for
some reimbursement. At the same time the Belgian Congo was withdrawing
some of its balances invested in Treasury certificates, and the Treasury was conse-
quently compelled to have recourse to an overdraft of some B.fcs 2.5 milliard
on its line of credit of B.fcs 10 milliard at the National Bank of Belgium.

In November 1957 measures were introduced to protect the Treasury
from sudden losses of funds (and at the same time to prevent it from being
fed automatically through an increase in deposits) and steps were also taken
to provide the National Bank with more flexible instruments of monetary
policy. The Belgian Treasury decided to discontinue — as from 12th November
1957 — the issue of special certificates for use in covering banking require-
ments. Those outstanding at the end of October, amounting to B.fcs 28.9 mil-
liard, were exchanged for certificates of a new issue of a special type, consisting
of two "tranches", viz.:

Tranche A, comprising B.fcs 20 milliard of twelve-month certificates,
bearing interest at 1 15/16 per cent., paid in advance; and

Tranche B, comprising B.fcs 8.9 milliard of four-month certificates,
bearing interest at 3 % per cent., paid in advance. On
renewal the rate will be fixed at % per cent, below the
main official discount rate in force at the time, subject to
a minimum of 2 per cent.



The cover for the banks' liabilities mentioned above can now consist of:
(i) certificates of Tranches A and B, (ii) certificates issued by the "Fonds
des Rentes" (Government Stock Equalisation Account) and (iii) balances at
the central bank. Thus, when deposits increase, the meeting of this require-
ment by the banks will result in a flow of funds not to the Treasury but
to the Fonds or the bank, and the reverse will happen when there is a fall
in deposits. In this case, if the Fonds is in need of resources it must first
of all seek to obtain them in the call-money market, and only if the supply
from this source proves inadequate will it be allowed to borrow temporarily
from the central bank.

Also in November 1957 the Belgian Treasury decided, with a view to
the creation of an active short-term money market, to issue, in addition to
the two "tranches" mentioned above, two types of certificate (transferable
only among money-market institutions and eligible as cover for the banking
coefficients), the interest rate on which will vary according to the supply/demand
position. One type of certificate — with currency periods of fifteen days to
four months — will be issued through the intermediary of the National Bank
of Belgium in such amounts as the latter considers necessary. The other
type of certificate — with currency periods of six to twelve months — will
be tendered on the market.

Both the money and capital markets remained very tight until
almost the end of 1957. In July the National Bank raised its discount rate
by 1 per cent, to 4 % per cent, and in September the yield on government
securities rose to almost 7 per cent. The various measures adopted in
November led to an easing of the situation and so did the large balance-of-
payments surplus in the last quarter. When, on 27th March 1958, the
National Bank decided to reduce its official discount rate by % per cent,
to 4 % per cent,, the whole structure of interest rates had already been
moving downward for some time.

The inflationary pressure from which t h e N e t h e r l a n d s suffered in
1956 and which caused a deterioration of nearly Fl. 1 milliard in the country's
gold and foreign exchange position in that year continued up to the summer
of 1957, when it culminated in foreign exchange disturbances which, although
they were caused mainly by developments abroad, marked a turning point
in the domestic situation too.

For 1957 as a whole the main developments brought out by the
monetary balance sheet of the Netherlands are as follows:

(i) Bank credit to the public authorities, as well as to the private economy,
was less than in 1956. For the two groups together the decline
amounted to over Fl. 250 million, of which four-fifths was accounted
for by the private sector. This decline is largely attributable to action
taken by the central government and by the Nederlandsche Bank,
which will be summarised later on.

(ii) Gold and foreign exchange holdings fell by Fl. 274 million. During the
first three quarters of 1957 the loss of reserves exceeded Fl. 700 mil-
lion, but in the last quarter there was an inflow of Fl. 440 million.
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N e t h e r l a n d s : F o r m a t i o n of t h e m o n e y s u p p l y . *

Items

Changes in the money supply

Currency

Demand deposits

Total

Changes in cor respond ing i tems

Bank credit to public authorities

to the private economy . . . .

Total bank credit . . . .

Gold and foreign exchange holdings . . .
Other items (net)

Total

Increase (—) in time deposits

Grand total

1954 1955 1956 1957

in millions of florins

+ 289
+ 270

+ 559

+ 160
+ 435

+ 595

+ 248
— 19

+ 824

— 265

+ 559

+ 373
+ 382

+ 755

+ 249
+ 423

+ 672

+ 208
+ 84

+ 964

- 209

+ 755

+ 111
— 468

— 357

+ 262
+ 395

+ 657

- 989
+ 7

— 325

— 32

- 357

+ 136
— 337

— 201

+ 209
+ 191

+ 400

— 274
- 38

+ 88

— 289

— 201

* Including postal giro accounts.

( i i i ) T i m e d e p o s i t s i n c r e a s e d b y F l . 2 8 9 m i l l i o n ( c o m p a r e d w i t h a rise o f

o n l y F l . 3 2 m i l l i o n t h e y e a r b e f o r e ) .

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

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

s o t h a t t h e m o n e y s u p p l y f e l l b y a b o u t F l . 2 0 0 m i l l i o n . I n t h e

t w o y e a r s 1 9 5 6 - 5 7 , t a k e n t o g e t h e r , t h e m o n e y s u p p l y d e c l i n e d b y 6 p e r

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

1 5 p e r c e n t .

A s e a r l y a s 1 9 5 6 t h e N e d e r l a n d s c h e B a n k r a i s e d t h e o f f i c i a l d i s c o u n t

r a t e b y 1 % p e r c e n t , t o 3 % p e r c e n t , i n t h r e e s t a g e s , a n d t h e l o s s e s o f

m o n e t a r y r e s e r v e s i n t h a t y e a r c o n s i d e r a b l y r e d u c e d m a r k e t l i q u i d i t y . T h e

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

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

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

i n v e s t m e n t s a n d i n c r e a s i n g t h e c o r p o r a t i o n t a x . I n t h e c o u r s e o f 1 9 5 7 t h e

g o v e r n m e n t t o o k a c t i o n i n a field i n w h i c h i n c r e a s i n g e x p e n d i t u r e t h r e a t e n e d

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

a u t h o r i t i e s ' i n v e s t m e n t - f i n a n c i n g — m a i n l y i n r e l a t i o n t o h o u s e - b u i l d i n g . I n

J u l y 1 9 5 7 t h e l o c a l a u t h o r i t i e s w e r e a s k e d t o u n d e r t a k e f r e s h i n v e s t m e n t s o n l y

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

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

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

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

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

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

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

a c e s s a t i o n o f p a y m e n t s . I n 1 9 5 7 s u c h c r e d i t s t o t a l l e d F l . 5 3 0 m i l l i o n .
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Netherlands: Short and long-term rates.
Monthly averages.

1955 1956 1957 1958

I n t h e s u m m e r o f 1957 t h e N e d e r l a n d s c h e B a n k , i n v i e w of t h e i n c r e a s e d

a p p l i c a t i o n s f o r c e n t r a l - b a n k c r e d i t a n d a f r e s h fall i n f o r e i g n e x c h a n g e

r e s e r v e s , r a i s e d i t s official d i s c o u n t r a t e b y % P e r c e n t , t o 4 % p e r c e n t .

( 1 7 t h J u l y ) a n d a g a i n b y % p e r c e n t , t o 5 p e r c e n t . ( 1 6 t h A u g u s t ) — t h e

l a t t e r b e i n g t h e h i g h e s t l e v e l s i n c e t h e a u t u m n of 1 9 3 5 .

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

t h e i r u p w a r d m o v e m e n t w e l l i n a d v a n c e of t h e N e d e r l a n d s c h e B a n k ' s d e c i s i o n .

A t t h e b e g i n n i n g o f S e p t e m b e r t h e c o m m e r c i a l b a n k s w e r e a d v i s e d b y

t h e c e n t r a l b a n k t o m o d e r a t e t h e i r l e n d i n g , t h e N e d e r l a n d s c h e B a n k s t a t i n g

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

n o t f o l l o w e d . E a r l y i n t h e f o u r t h q u a r t e r o f 1 9 5 7 , h o w e v e r , t h e s i t u a t i o n b e g a n

t o c h a n g e . T h e g o v e r n m e n t m e a s u r e s w e r e b e g i n n i n g t o m a k e t h e m s e l v e s fe l t

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

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

t r e n d . I n v i e w of al l t h e s e e l e m e n t s a n d o f t h e d i s a p p e a r a n c e o f e x c e s s i v e

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

official d i s c o u n t r a t e s i n v a r i o u s c o u n t r i e s ) , t h e N e d e r l a n d s c h e B a n k r e d u c e d

i t s off ic ia l d i s c o u n t r a t e i n t w o s t a g e s ( o n 2 4 t h J a n u a r y 1 9 5 8 a n d a g a i n o n

2 5 t h M a r c h ) f r o m 5 t o 4 p e r c e n t .

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

1954 h a s l e d t o a c o n s i d e r a b l e i m p r o v e m e n t i n v a r i o u s fields — a n i m -

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

1957 a n d t h e e n d o f t h e first q u a r t e r o f 1 9 5 8 . I n 1 9 5 7 t h e n a t i o n a l p r o d u c t

i n c r e a s e d b y s o m e 6 p e r c e n t , i n t e r m s o f c u r r e n t v a l u e s a n d b y n e a r l y

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

1 p e r c e n t .



D a n m a r k s N a t i o n a l b a n k : Ma in a s s e t s and l i a b i l i t i e s .

Items

Liab i l i t ies
Notes in circulation
Sight deposits

Total

Asse ts
Gold and foreign exchange (net) . .
Credit to the economy.
Credit to the Treasury (net)
Other items (net)

Total

1954

Change

1955

during

1956 1957

Outstanding
at the end of

1957

in millions of Danish kroner

+ 26
— 78

- 52

— 498
+ 198
+ 263
— 15

— 52

+ 72
+ 47

+ 1 19

— 67
— 149
+ 197
+ 138

+ 1 19

+ 155
— 64

+ 91

+ 7
— 59
+ 39
+ 104

+ 91

+ 59
— 9

+ 50

+ 339
+ 63
— 373
+ 21

+ 50

2,432
369

2,801

176
252

2,132
241

2,801

T h e c h a n g e s i n t h e m a i n i t e m s i n t h e b a l a n c e s h e e t o f t h e N a t i o n a l

B a n k s h o w c l e a r l y t h e i m p r o v e m e n t i n t h e s i t u a t i o n . F i r s t o f a l l , n e t g o l d

a n d f o r e i g n e x c h a n g e h o l d i n g s r o s e i n 1 9 5 7 b y D . K r . 3 3 9 m i l l i o n ( m o r e o v e r ,

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

i n c r e a s e d , b y D . K r . 1 6 5 m i l l i o n ) . O f t h e i m p r o v e m e n t i n t h e T r e a s u r y a n d

f o r e i g n e x c h a n g e p o s i t i o n , $ 3 4 m i l l i o n ( D . K r . 2 3 5 m i l l i o n ) w a s t h e r e s u l t o f

a d r a w i n g o n t h e I . M . F . i n J u n e 1 9 5 7 ; e v e n s o , h o w e v e r , t h e r e w a s a

v e r y w e l c o m e c h a n g e i n t h e p o s i t i o n o f t h e T r e a s u r y v i s - à - v i s t h e c e n t r a l

b a n k , t h e f o r m e r h a v i n g b e e n a b l e t o r e p a y D . K r . 3 7 3 m i l l i o n o f i t s d e b t .

A l t h o u g h t h e c e n t r a l b a n k r e l a x e d i t s c r e d i t p o l i c y s o m e w h a t , l e n d i n g D . K r . 6 3

m i l l i o n t o t h e e c o n o m y i n 1 9 5 7 , t h e d i s i n f l a t i o n a r y e f f e c t o f t h e T r e a s u r y

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

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

l i a b i l i t i e s o f t h e N a t i o n a l B a n k i n c r e a s e d b y o n l y D . K r . 5 0 m i l l i o n , i . e . b y

l e s s t h a n 2 p e r c e n t .

T h e o f f i c i a l d i s c o u n t r a t e o f t h e c e n t r a l b a n k , w h i c h w a s r a i s e d t o 5 %

p e r c e n t , i n J u n e 1 9 5 4 , w a s k e p t a t t h i s h i g h l e v e l u n t i l m i d - A p r i l 1 9 5 8 .

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

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

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

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

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

o f t h e c o u n t r y . B e f o r e p a r l i a m e n t a d j o u r n e d f o r t h e s u m m e r r e c e s s i n 1 9 5 7

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

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

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

( 1 5 0 , 0 0 0 o u t o f o v e r 2 m i l l i o n ) , t h e y i e l d o n t h e l o a n i n t h e t w o y e a r s

b e i n g e s t i m a t e d a t D . K r . 4 0 0 m i l l i o n ;

( i i ) t h e c r e a t i o n o f a t a x - f r e e i n v e s t m e n t f u n d t o b e u s e d l a t e r t o finance

i n v e s t m e n t i n p l a n t a n d e q u i p m e n t ;

( i i i ) t h e l i m i t a t i o n o f d i v i d e n d s t o a r a t e 1 0 p e r c e n t , b e l o w t h a t o f 1 9 5 6 ;
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(iv) t h e raising of employers ' cont r ibut ions to social insurance schemes and
of the taxes on motor -ca rs , cigarettes, wines and beer.

T o w a r d s the end of t h e year interest rates began to move slowly

downwards , and this t r e n d cont inued in the early m o n t h s of 1958. Between

t h e end of Oc tobe r 1957 and t h e end of M a r c h 1958 the yield on government

loans fell f rom 7 to 6 per cent. T h i s was due b o t h to the increased l iquid-

ity resul t ing from t h e improvemen t in the count ry ' s external balance (reserves

increased by near ly D . K r . 200 mil l ion in the first quar te r of 1958, in spite

of r epayment s t o t h e I .M.F . ) and to the fact tha t t h e T r e a s u r y ceased to

sell bonds , t h e b u d g e t surp lus hav ing become large enough to p rov ide t h e

finance necessary for the T rea su ry ' s hous ing loans.

In Apr i l 1958 t h e Nat iona l Bank reduced its officiai d i scount ra te from

5 % to 5 per cent, and t h e commercia l and savings banks followed suit,

lowering their charges by % per cent . T h e y d id not , however , reduce the

rates allowed on deposi ts , a n d t h e rate for n i n e - m o n t h deposi ts —- 5 per

cent. — is now level wi th Bank rate .

I n t h e pas t years t he r e seems to have been a certain correlat ion in

N o r w a y be tween changes in government deposi ts at t h e central b a n k and

t h e la t ter ' s ne t gold and foreign exchange holdings . I n 1957 variat ions in the

m a i n i tems of t h e balance sheet of N o r g e s Bank were very small, b o t h in

absolute a m o u n t and in relative t e rms , b u t while t h e increase in deposits

by banks was more t h a n offset by a reduc t ion in t h e cur rency circulation,

ne t gold and foreign exchange reserves rose b y N . K r . 80 million. F o r the

th i rd year in succession t h e government added to its deposi t account wi th

Norges Bank, th is being to some extent the reflection of an improvement

in t h e overall budge t posit ion, which, in tu rn , was par t ly due to a reduct ion

in government lending to the state banks (from N . K r . 735 mill ion in 1955

to N . K r . 546 mill ion in 1956 and pe rhaps a little less t han N . K r . 500 mil-

lion in 1957).

T h e combined balance sheets of t h e commercia l and savings banks show

that the i r cash holdings, too, have steadily increased since 1955. Loans and

Norges Bank: Changes in main assets and l iab i l i t ies .

Change during

1954

1955

1956

1957

Outstanding
at the end of 1957 . . . .

Assets

Net gold
and foreign
exchange
reserves

Liabilities

Note
circulation

Deposits

Banks Government

round figures, in millions of Norwegian kroner

— 275
+ 125
+ 300
+ 80

4 4 0

+ 195
— 15

+ 200
— 35

3,465

— 165

+ 85
— 30

+ 30

6 4 0

— 350
+ 130
+ 55
+ 55

1,165
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N o r w a y : C h a n g e s i n t h e m a i n i t e m s o f t h e b a l a n c e s h e e t s o f t h e
c o m m e r c i a l a n d s a v i n g s b a n k s .

Change during

1954 .
1955
1956
1957

Outstanding
at the end of 1957 . . .

Assets

Cash and
deposits

with
Norges
Bank

Treasury
bills

Bearer
bonds
and

shares

Loans
and

discounts

Liabilities

Demand
and
fixed

deposits

Time
deposits

Total
deposits

round figures, in millions of Norwegian kroner

— 135
+ 55
+ 20
+ 85

1,055

— 115
— 85
+ 30
- 30

145

+ 140
- 95
+ 80
+ 80

2,675

+ 665
+ 365
+ 125
+ 400

9,055

+ 25

+ 170

— 35

3,070

+ 430
+ 315
+ 470
+ 515

8,990

+ 455
+ 485
+ 470
+ 480

12,060

d i s c o u n t s h a v e risen b y N . K r . 4 0 0 m i l l i o n , b u t t i m e d e p o s i t s h a v e i n c r e a s e d

a t t h e s a m e t i m e b y o v e r N . K r . 5 0 0 m i l l i o n .

T h e a r r a n g e m e n t s m a d e i n t h e a u t u m n o f 1 9 5 5 t o c h e c k t h e b a n k s '

l e n d i n g a c t i v i t y d u r i n g 1 9 5 6 - 5 7 h a v e b e e n i n c o r p o r a t e d i n a n e w a g r e e m e n t f o r

1 9 5 8 , w h i c h s t i p u l a t e s t h a t t h e c o m m e r c i a l b a n k s ' l o a n s a n d a d v a n c e s a r e t o

b e k e p t a t t h e s a m e l e v e l t h i s y e a r a s i n 1 9 5 7 ( w h i l e c r e d i t l i n e s a r e t o b e

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

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

c o m p a n i e s a r e t o i n c r e a s e t h e i r h o l d i n g s o f g o v e r n m e n t p a p e r b y N . K r . 2 0 0

m i l l i o n .

I n 1 9 5 8 t h e N o r w e g i a n G o v e r n m e n t i s t o i s s u e t w o n e w l o a n s :

( i ) a fifteen-year l o a n w i t h a n i n t e r e s t r a t e 1 p e r c e n t , a b o v e t h e o f f i c i a l

d i s c o u n t r a t e ( b u t n o t l e s s t h a n 4 % p e r c e n t . ) ; a n d

( i i ) a t h i r t y - f i v e - y e a r l o a n w i t h a n i n t e r e s t r a t e o f 5 p e r c e n t .

T h e first l o a n i s m a i n l y i n t e n d e d f o r s a v i n g s b a n k s , t h e s e c o n d f o r

i n s u r a n c e c o m p a n i e s . T h e r a t e s o f f e r e d , t h o u g h t h e y s e e m h i g h f o r N o r w a y ,

a r e i n l i n e w i t h m a r k e t r a t e s . T h e y i e l d o n t h e 4 p e r c e n t , s t a t e l o a n o f

I 9 5 5 » w h i c h a t t h e e n d o f 1 9 5 5 a n d 1 9 5 6 w a s 4 . 0 6 a n d 4 . 2 7 p e r c e n t ,

r e s p e c t i v e l y , h a d r i s e n t o 4 , 9 8 p e r c e n t , b y A u g u s t 1 9 5 7 a n d s t o o d a t 4 . 7 9

p e r c e n t , a t t h e e n d o f t h e y e a r .

I n 1 9 5 7 p r o d u c t i o n a n d t r a d e i n S w e d e n c o n t i n u e d t o e x p a n d , a l t h o u g h

t h e r e w e r e c l e a r s i g n s i n t h e l a s t q u a r t e r o f t h e y e a r t h a t a c t i v i t y w a s l e v e l l i n g

o f f . T h e n a t i o n a l i n c o m e r o s e b y 6 p e r c e n t , i n c u r r e n t v a l u e s a n d a r o u n d

2 p e r c e n t , i n v o l u m e . I n t h e m o n e t a r y a n d c r e d i t field t h e m o s t n o t a b l e

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

t h e b a n k i n g s y s t e m .

B a n k c r e d i t t o t h e p u b l i c a u t h o r i t i e s i n 1 9 5 7 i s s h o w n a s S . K r . 1 , 3 3 1 m i l -

l i o n — m o r e t h a n d o u b l e t h e figure f o r t h e p r e v i o u s y e a r . A s b a n k s w e r e
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Sweden: Formation of the money supply.*

Items

Changes in the money supply
Currency
Demand deposits

Total

Changes in corresponding items

Gold and foreign exchange . . . .

Credit to public authorities (net) .
to the private economy . .

Total credit. . . . .

Increase in time and
savings deposits (—)

Other items

Grand total

1954 1955 1956 1957
Outstanding

at the end of
1957

in millions of Swedish kronor

+ 252
— 82

+ 170

— 111

+ 259
+ 878

+ 1,137

— 970
+ 114

+ 170

+ 231
- 184

+ 47

+ 38

+ 523
- 579

- 56

— 66
+ 131

+ 47

+ 280
+ 101

+ 381

+ 214

+ 519
+ 104

+ 623

— 380
— 76

+ 381

+ 242
- 83

+ 159

+ 73

+ 1,331
+ 178

+ 1,509

— 1,256
— 167

+ 159

5,840
2,049

7,889

2,838

8,400
10,890

19,290

— 12,214
— 2,025

7,889

* The table relates to movements of funds at the Riksbank and the commercial banks and does not take into account
those of the savings banks and the postal-cheque system.

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

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

d o w n p r i v a t e d e m a n d f o r n e w c r e d i t , t h e l i q u i d i t y i n j e c t e d i n t o t h e m a r k e t

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

t h e b a n k s . T h e s e w e n t u p b y S . K r . 1 , 2 5 6 m i l l i o n , c o m p a r e d w i t h o n l y

S . K r . 3 8 0 m i l l i o n i n 1 9 5 6 . C h a n g e s i n g o l d a n d f o r e i g n e x c h a n g e r e s e r v e s

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

b y S . K r . 1 5 9 m i l l i o n , o r a b o u t 2 p e r c e n t .

T o w a r d s t h e m i d d l e o f 1 9 5 7 t h e S w e d i s h m o n e t a r y a u t h o r i t i e s f o u n d

t h e m s e l v e s c o n f r o n t e d w i t h a d i s q u i e t i n g s i t u a t i o n r e s u l t i n g f r o m a d e t e r i o r a -

t i o n i n t h e s t a t e ' s financial p o s i t i o n . I s s u e s o f b o n d s w e r e m e e t i n g w i t h a

r a t h e r p o o r r e c e p t i o n , s o t h a t t h e R i k s b a n k h a d t o t a k e s u p p o r t i n g a c t i o n ,

a n d t h e r i s e i n s h a r e p r i c e s p o i n t e d t o g r o w i n g f e a r s o f i n f l a t i o n . F u r t h e r -

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

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

o f a f f a i r s t h e R i k s b a n k r a i s e d t h e o f f i c i a l d i s c o u n t r a t e , a s f r o m n t h J u l y ,

b y a f u l l 1 p e r c e n t . , f r o m 4 t o 5 p e r c e n t . — i . e . t o t h e h i g h e s t l e v e l

s i n c e t h e c r i s i s y e a r s 1 9 3 1 - 3 2 . T h e c o m m e r c i a l b a n k s i m m e d i a t e l y f o l l o w e d

s u i t b y r a i s i n g t h e i r c h a r g e s o n a d v a n c e s b y 1 - 1 % p e r c e n t , a n d t h e r a t e s

a l l o w e d o n t i m e d e p o s i t s b y % p e r c e n t .

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

m e n t i n t h e b o n d m a r k e t a n d t w o h o u s i n g - m o r t g a g e b a n k s w e r e a b l e t o

o b t a i n ( t o g e t h e r ) s o m e S . K r . 4 5 0 m i l l i o n i n s u b s c r i p t i o n s f o r t w o i s s u e s — a

t w e n t y - y e a r 5 % p e r c e n t , l o a n a n d a five-year 5 % p e r c e n t . l o a n . A t t h e

s a m e t i m e a s i t r a i s e d t h e d i s c o u n t r a t e t h e R i k s b a n k a b o l i s h e d t h e r e g u l a t i o n s
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S w e d e n : C h a n g e s in t h e m a i n a s s e t s and l i a b i l i t i e s of t h e c o m m e r c i a l b a n k s .

Change during

Liquid assets

Cash
Govern-

ment
securities

Total

Loans and discounts

Building All
others Total

Deposits

round figures, in millions of Swedish kronor

1954

1955

1956

1957

+ O

+ 310

— 170

— 60

— 300

— 90

+ 340

+ 1,140

- 300

+ 220

+ 170

+ 1,080

+ 450

+ 0

+ 440

+ 70

+ 710

— 560

— 330

+ 120

+ 1,160

— 560

+ 110

+ 190

+ 890
— 120

+ 480

+ 1,170

Outstanding
at the end of 1957 720 4,440 5,160 1,790 9,040 10,830 14,260

i m p o s i n g a c e i l i n g o n t h e c o m m e r c i a l b a n k s ' a d v a n c e s , w a r n i n g t h e m , h o w -

e v e r , t h a t i t w a s s t i l l n e c e s s a r y t o e x e r c i s e g r e a t r e s t r a i n t i n t h e i r l e n d i n g .

O v e r t h e y e a r 1 9 5 7 a s a w h o l e , t h e l o a n s a n d d i s c o u n t s o f t h e c o m -

m e r c i a l b a n k s i n c r e a s e d b y o n l y S . K r . 1 9 0 m i l l i o n , o r l e s s t h a n 2 p e r c e n t . ,

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

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

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

e n d o f 1 9 5 7 t h e i r l i q u i d a s s e t s a m o u n t e d t o S . K r . 5 , 1 6 0 m i l l i o n , o r 3 6 p e r

c e n t , o f t o t a l d e p o s i t s , c o m p a r e d w i t h o n l y 3 1 p e r c e n t , t w e l v e m o n t h s b e f o r e .

E a r l y i n 1 9 5 8 t h e s i t u a t i o n — f o l l o w i n g t h e g e n e r a l w o r l d t r e n d —

e a s e d c o n s i d e r a b l y a n d i n t e r e s t r a t e s d e c l i n e d s o m e w h a t ; o n 3 r d M a y t h e

R i k s b a n k r e d u c e d i t s o f f i c i a l d i s c o u n t r a t e b y % P e r c e n t , t o 4 % P e * " c e n t .

I n 1 9 5 7 F i n l a n d d e v a l u e d i t s c u r r e n c y a n d u n d e r t o o k a c o n s i d e r a b l e

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

a c c o m p a n i e d t h e d e v a l u a t i o n o f t h e m a r k k a i n m i d - S e p t e m b e r 1 9 5 7 . A t

t h e b e g i n n i n g o f t h e y e a r t h e m o n e y m a r k e t w a s v e r y t i g h t . I n 1 9 5 6 , a s a

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

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

r e d i s c o u n t e d b i l l s h a d a m o u n t e d t o a s m u c h a s F M 3 3 . 7 m i l l i a r d .

I n A p r i l 1 9 5 7 t h e B a n k o f F i n l a n d a n n o u n c e d t h a t i t i n t e n d e d t o

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

p r o p o s e d c e i l i n g w a s s o r e s t r i c t i v e t h a t t h e b a n k s h a d t o b e g i n a t o n c e t o

r e d u c e t h e i r o u t s t a n d i n g c r e d i t . T h i s p l a n , h o w e v e r , w a s a b a n d o n e d i n J u n e

1 9 5 7 a n d a n e w s y s t e m o f p e n a l t y r a t e s w a s i n t r o d u c e d i n i t s p l a c e . U p t o

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

p l u s a 3 p e r c e n t , p e n a l t y c h a r g e o n t h e i r b o r r o w i n g f r o m t h e c e n t r a l b a n k .

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

n i l t o 5 p e r c e n t , a c c o r d i n g t o t h e r a t i o o f t h e b a n k s ' r e d i s c o u n t s to t h e i r

c a p i t a l a n d r e s e r v e s . .

T h e d e v a l u a t i o n o f S e p t e m b e r 1 9 5 7 w a s a c c o m p a n i e d b y t h e i n t r o d u c t i o n

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



proportion of the proceeds of their sales abroad to the central bank. This
proportion ranged from 3 to 21 per cent., the highest rate applying to paper
exports, and the funds paid in were to be credited to special non-interest-
bearing accounts. The first F M 10.6 milliard of these accounts is being used
to reduce — by one-half — the 1953 Treasury loan held by the central
bank (see the Twenty-fourth Annual Report of the B.I.S., page 193); further
sums accruing are to be utilised — not before ist July 1958 and only if the
central bank considers it desirable — to grant special low-interest loans for
creation-of-work purposes and the exploitation of natural resources.

Finland: New deposits and credit granted.*

Items

New deposits received (demand, time and savings)

Credit granted (bills, loans and advances). . . .

Excess of credits over deposits ( — ) . . .

1954 1955 1956 1957

Out-
standing

at the
end of
1957

in milliards of markkas

46.6
49.4

— 2.8

46.8
52.2

- 5.4

8.8
20.0

— 11.2

16.2
3.1

+ 13.1

385.1
386.3

— 1.2

* All credit institutions, excluding the central bank and the postal giro accounts.

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

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

e x c h a n g e h o l d i n g s a f t e r t h e d e v a l u a t i o n — l e d t o a n i n c r e a s e i n t h e b a n k s '

l i q u i d i t y . I n d e x - t i e d d e p o s i t s r o s e i n t h e c o u r s e o f t h e y e a r f r o m F M 2 2 . 5 t o

8 2 . 4 m i l l i a r d a n d b y D e c e m b e r 1 9 5 7 t h e y a c c o u n t e d f o r o n e - q u a r t e r o f t h e

t o t a l o f t i m e a n d s a v i n g s d e p o s i t s .

D u r i n g 1 9 5 7 t h e a m o u n t o f b a n k - n o t e s i n c i r c u l a t i o n r e m a i n e d p r a c t i -

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

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

t o t h e c e n t r a l b a n k ' s n e t h o l d i n g s o f g o l d a n d f o r e i g n e x c h a n g e .

V e r y h i g h r a t e s o f i n t e r e s t p r e v a i l e d i n F i n l a n d t h r o u g h o u t t h e p e r i o d

u n d e r r e v i e w , a n d w h e n , i n J a n u a r y 1 9 5 8 , t h e g o v e r n m e n t h a d t o b o r r o w

F M 4 m i l l i a r d f r o m t h e c o m m e r c i a l b a n k s , i t h a d t o p a y i n t e r e s t a t 1 3 p e r

c e n t . — i . e . t h e m a x i m u m r a t e a p p l i e d b y t h e B a n k o f F i n l a n d t o r e d i s c o u n t s

— w h e r e a s t h e c h a r g e s m a d e b y t h e s t a t e i t s e l f o n i t s e v e r - i n c r e a s i n g l e n d i n g

a r e 1 p e r c e n t , o n h o u s i n g l o a n s , 3 p e r c e n t , o n c o l o n i s a t i o n l o a n s a n d 8 p e r

c e n t , ( s i n c e N o v e m b e r 1 9 5 7 ) o n c r e a t i o n - o f - w o r k l o a n s , t h e r a t e s p a y a b l e b e i n g

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

I n F e b r u a r y a n d A p r i l 1 9 5 8 t h e r a t e s o f t h e e x p o r t l e v y w e r e r e d u c e d

t o b e t w e e n 1.1 a n d 1 4 p e r c e n t . ; a n d a s f r o m i s t M a y t h e r e d i s c o u n t i n g

r e g u l a t i o n s w e r e s o m e w h a t r e l a x e d a n d t h e b a n k s l o w e r e d t h e i n t e r e s t r a t e

o n t h e i r F M 4 m i l l i a r d l o a n t o t h e g o v e r n m e n t f r o m 1 3 t o 8 p e r c e n t .
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Now, towards the end of the spring of 1958, the monetary authorities
in more than one country are faced with the problem of preventing a
slight recession from lasting too long while at the same time avoiding policies
and methods that would make future inflationary pressures unavoidable.
Even in countries where little has been done in the past six months to
increase the liquidity of the banks and of business, liquidity has been
growing as a result either of an improvement in the external position or of
a reduction of commodity stocks or, again, of a decline in investment in fixed
assets, while monetary savings have continued to flow to the banks and the
capital markets.

In the short run the availability of ample credit at low rates can be the
basis for a relatively quick revival of business. From a somewhat longer-term
point of view, however, there is a danger that the liquidity which is being
built up may be mobilised in such a way as to bring about a fresh spell of
inflation — especially if, in the meantime, governments have embarked on
large-scale anti-recession programmes of a type that cannot be immediately
halted or reduced.

The monetary authorities can always influence — to a varying extent —
the lending capacity of the banks, but they have not much power to affect
directly the propensity of the public at large and of business in particular to
finance part of their expenditure out of their own reserves of liquid resources.
It therefore behoves them to keep the most careful watch on developments in
the near future, and in any action that they have to take they will need the
full understanding and co-operation of the government, the banks and all
economic organisations.



M o n e y s u p p l y a n d g r o s s n a t i o n a l p r o d u c t .

Year

Money

Total

in millions

Austria (schillings)

1949
1953
1955
1956
1957

11,950
20,270
29,480
29,200
31,490

Belgium (francs)

1938'
1949
1953
1955
1956
1957

41,200
150,540
175,120
186,700
193,390
196,640

Denmark (kroner)

1938
1945
1949
1953
1955
1956
1957

2,410
7,780
6,430
7,080
7,260
7,570
7,970

Finland (markkas)2 in milliards

1938
1945
1949
1953
1955
1956
1957

5
2 7
5 2
7 8
9 0
9 6
9 6

France (francs) in milliards

1938
1946
1949
1953
1955
1956
1957

2 0 0
1,210
2,440
4,370
5,540
6,240
6,730

Germany (D.Mark)3

1950
1953
1955
1956
1957

16,410
23,620
28,540
31,140
34,270

Italy (lire) In milliards

1938
1947
1949
1953
1955
1956
1957

4 0
1,230
2,010
3,280
3,730
4,060
4,340

supply

of which
currency

Gross national
product (at

market prices)

round figures,
of national currency units

5,680
9,110

12,120
13,070
14,300

23,600
89,120

103,340
108,610
111,480
114,030

4 1 0
1,400
1,500
1,890
2,010
2,150
2,220

2
17

2 8
4 5
5 2
5 9
5 9

120
6 7 0

1,180
2,200
2,700
3,010
3,250

7,770
11,350
13,300
14,510
15,850

2 0
7 2 0

1,070
1,470
1,670
1,790
1,900

40,300
77,600

100,400
110,600
121,800

80,000
347,400
432,800
476,400
503,500*
525,000*

7,860
14,480
20,210
28,650
31,150
33,360
35,250

3 6
118

4 2 5
8 1 5
9 8 6

1,118
1,200*

4 4 0
3,020
8,600

14,930
17,020
18,590
20,520

97,200
143,800
175,600
192,500
207,000

150
6,020
7,610

11,090
12,950
13,940
14,910

Ratios to ;

Currency

jross national product of

Sight
deposits

Total
money supply

in percentages

14.1
11.7
12.1
11.B
77.7

29.5
25-6
23.9
22.8
22.1
27.7

5 . 2
9.6
7.4
6.6
6.4
6.4
6.3

6.3
14.4

6.7
5.5
5.3
5.3
4.9

26.7
22.1
13.7
14.7
15.8
16.2
15.9

8.0
7.9
7.6
7.5
7.7

14.6
11.9
14.0
13.3
12.9
12.8
72.7

75.5
14.4
17.3
14.6
14.1

22.0
17.7
16.6
16.4
16.3
75.7

25.5
44.1
24.4
18.1
16.9
16.3
16.3

8.0
8.6
5.5
4.1
3.9
3.3
3.0

18.4
18.0
14.7
14.5
16.7
17.3
16.9

8.9
8.5
8.7
8.7
8.9

70.7
8.5

12.3
16.3
15.9
16.3
16.4

29.6
26.1
29.4
26.4
25.8

51.5
43.3
40.5
39.2
38.4
37.4

30.7
53.7
31.8
24.7
23.3
22.7
22.6

14.3
23.0
12.2

9.6
9.2
8.6
7.9

45.1
40.1
28.4
29.3
32.5
33.5
32.8

7<5.9
16.4
16.3
16.2
16.6

25.3
20.4
26.3
29.6
28.8
29.1
29.1

See notes on next page.
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M o n e y s u p p l y a n d g r o s s n a t i o n a l p r o d u c t ( c o n t d ) .

Year

Netherlands (fio

1938
1946
1949
1953
1955
1956
1957

Norway (kroner)

1938*
19461

1949
1953
1955
1956
1957

Sweden (kroner

1938
1945
1949
1953
1955
1956
1957

Switzerland (fra

1938
1945
1949
1953
1955
1956
1957

United Kingdom

1938
1946
1949
1953
1955
19S6
1957

United States (

1938
1946
1949
1953
1955
1956
1957

Money

Total

In millions

r ns)

2,480
5,500
7,280
8,280
9,400
9,560
9,330

6 2 0
4,320
5,060
5,980
6,020
5,980
6,200

2,780
6,060
7,500

10,100
10,550
10,910
11,410

ncs)

4,570
8,240

10,340
12,340
13,120
13,780
14,430

1 (pounds)

1,630
4,550
4,990
5,230
5,500
5,480
5,520

dollars)

30,750
105,960
108,520
125,960
132,230
133,890
134,550

supply

of which
currency

Gross national
product (at

market prices)

round figures,
of national currency units

9 9 0
2,400
3,070
3,250
3,850
4,170
4,260

4 6 0
1,870
2,060
2,770
3,050
3,070
3,150

9 6 0
2,500
3,090
4,470
4,960
5,220
5,490

1,780
3,820
4,590
5,250
5,580
5,740
6,010

4 4 0
1,340
1,250
1,460
1,660
1,770
1,840

5,600
26,400
25,070
27,280
27,190
27,540
27,770

5,900
10,700
17,500
24,040
28,990
31,030
33,200

5,860
11,030
15,020
22,820
26,180
29,210
31,660

12,000
20,500
29,240
43,240
49,110
53,040
56,410

9,800
15,200
19,300
24,300
27,700
29,400
31,000*

5,760
9,950

12,510
16,870
19,110
20,580
21,730

85,230
209,250
257,300
363,220
391,690
414,690
434,400

Ratios to gross national

Currency Sight
deposits

oroduct of

Total
money supply

in percentages

76.8
22.4
17.5
13.5
13.2
13.4
12.8

7.7
17.0
13.7
12.1
11.7
10.5
10.0

8.0
12.2
10.6
10.3
10.1

9.9
9.7

18.2
25.1
23.8
21.6
20.2
19.5
19.4

7.7
»3.5
10.0

8.7
8.7
8.6
8.5

6.6
12.6
9.8
7.5
6.9
6.6
6.4

25.2
29.0
24.1
20.9
19.2
17.4
15.3

2.9
22.2
20.0
14.1
11.3

9.9
9.6

15.2
17.4
15.1
13.0
11.4
10.7
10.5

28.4
29.1
29.8
29.2
27.2
27.4
27.2

20.5
32.3
29.9
22.3
20.1
18.1
16.9

29.5
38.0
32.4
27.2
26.8
25.7
24.6

42.0
51.4
41.6
34.4
32.4
30.8
28.1

10.6
39.2
33.7
26.2
23.0
20.4
19.6

23.2
29.6
25.7
23.3
21.5
20.6
20.2

46.6
54.2
53.6
50.8
47.4
46.9
46.6

28.2
45.8
39.9
31.0
28.8
26.7
25.4

36.1
50.6
42.2
34.7
33.7
32.3
31.0

* Unofficial estimate. ' End of period. 2 Money supply gross. " Including sight deposits of public authorities.
Note : The figures for currency circulation and total money supply are annual averages of end-of-month data.
The total money supply consists of the currency circulation (notes and coins) and demand deposits.
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IV. Prices and Production.

The outstanding event of 1957 in the field of prices was the pronounced
fall in t h e w o r l d - m a r k e t p r i c e s of raw m a t e r i a l s a n d food-
s tu f f s . On the other hand, wholesale prices continued to rise in some important
industrialised countries in the West and consumer prices went on increasing
in all countries throughout the year; not until the first quarter of 1958 was
there a more general decline in wholesale prices, accompanied in a few
cases by a slight fall in consumer prices.

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

90

Reuter*1

i i I i i I I i I I I i i I i i I I I

Schulze

Reuter
- ^

I I I I I

130

120

110

100

90

1956 1957 1958

F r o m t h e e n d o f 1 9 5 6 t o t h e e n d o f 1 9 5 7 w o r l d - m a r k e t c o m m o d i t y

p r i c e s fell b y n e a r l y 9 p e r c e n t , (as m e a s u r e d b y S c h u l z e ' s I n d e x , w h i c h is

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

p a r t i c i p a t e d i n t h e d e c l i n e : p r i c e s o f f o o d s t u f f s w e n t d o w n b y n e a r l y 8 p e r

c e n t , a n d t h o s e o f i n d u s t r i a l r a w m a t e r i a l s b y o v e r 9 p e r c e n t . T h e s e c h a n g e s

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

i n d e x , i n f l u e n c e d b y t h e S u e z c r i s i s , r o s e b y 5 p e r c e n t .

A c o m p a r i s o n o f t h e m o s t i m p o r t a n t i n d e x e s s h o w s t h a t S c h u l z e ' s I n d e x

fell l e s s t h a n t h e o t h e r s . M o o d y ' s I n d e x d e c l i n e d i n 1 9 5 7 b y 11 .5 p e r c e n t . ,

w h i l e t h e " F i n a n c i a l T i m e s " i n d e x o f s e n s i t i v e w o r l d c o m m o d i t y p r i c e s w e n t

d o w n b y o n l y 9 .1 p e r c e n t , a n d R e u t e r ' s I n d e x b y n o l e s s t h a n 15 .8 p e r
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cent. These discrepancies are attributable to the different coverage and
construction of the indexes in question. Moody's Index reflects domestic price
trends in the United States and was influenced by the relative stability of
the U.S. agricultural markets for, inter alia, cereals, cotton and pigs. O n the
other hand, the British Reuter's Index, quoting c.i.f. prices, was particularly
affected by the sharp fall in freight rates, which tended to cheapen British
imports, while U.S. quotations were less influenced by such developments.

World-market commodity prices.

Indexes

Schulze

Beverages
Meat
Fats
Oilseeds
Hides and shins
Textiles
Coal . . .

Iron and steel
Non-ferrous metals
Rubber

Foodstuffs

Industrial raw materials . . .

Total

Financial Times

1955

- 9.4
- 25.9
— 3.6
+ 7.2
— 3.0
+ 12.0
— 4.7
+ 2.7
+ 8.4
+ 22.7
+ 41.8

— 8.2
+ 4.4

+ 0.5

— 2.3
- 2.8
— 1.2

Perce

1956

+ 4.8
+ 21.4
+ 5.9
— 12.9
+ 18.4
— 9.8
+ 17.4
+ 3.0
+ 7.1
— 13.t
— 15.0

+ 7.5
+ 4.1

+ 5.1

+ 8.7
+ 3.0
— 2.8

ntage changes <

1957

— 8.1
— 9.5
- 6.3
— 2.1
- 9.0
— 3.5
— 8.3
— 1.3
- 6.3
— 18.5
— 22.8

— 7.9
— 9.1

— 8.7

- 11.5
— 15.8
- 9.1

luring

1955-57

- 12.8
— 18.6
— 4.3
— 8.6
+ 4.5
— 2.4
+ 2.6
+ 4.4
+ 8.7
— 13.1
— 7.0

- 9.1
— 1.2

— 3.6

— 6.0
— 15.8
— 12.8

1958
1st

quarter

+ 0.3
— 0.2
+ 3.7
— 7.0
— 2.1
— 0.7
— 3.6
— 0.4
— 0.5
— 0.9
— 7.4

— 0.4
— 2.3

— 1.6

+ 1.1
— 2.4
— 0.2

D u r i n g t h e e a r l y m o n t h s o f 1 9 5 8 t h e o v e r a l l l e v e l o f r a w - m a t e r i a l

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

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

p r o d u c t s , e . g . c e r e a l s a n d m e a t , w a s t h e r e a s l i g h t rise i n p r i c e s .

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

p r i c e s o f c e r t a i n s e l e c t e d i n d u s t r i a l r a w m a t e r i a l s a n d f o o d s t u f f s s i n c e 1 9 5 0 . I f

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

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

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

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

k e e p u p w i t h s u p p l y o w i n g t o t h e s l o w r a t e o f e x p a n s i o n i n t h e t e x t i l e

i n d u s t r i e s .

I n t h e c a s e o f U . S . c o t t o n a k i n d o f d u a l - p r i c e s y s t e m w a s i n o p e r a t i o n

i n 1 9 5 7 , o w i n g t o t h e d i s p o s a l o f U . S . G o v e r n m e n t s t o c k s f o r e x p o r t a t

c o m p e t i t i v e p r i c e s . A f t e r f a l l i n g s h a r p l y i n t h e m i d d l e o f 1 9 5 6 , t h e L i v e r p o o l

p r i c e f o r A m e r i c a n c o t t o n r e c o v e r e d s o m e w h a t i n t h e s e c o n d h a l f o f 1 9 5 6 a n d

r o s e a g a i n t o w a r d s t h e e n d o f 1 9 5 7 .
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Although production of natural r u b b e r ceased to grow after 1955, the
price of this commodity began to decline early in 1956, mainly owing to the
fall in the demand from the U.S. motor-car industry and the increasing
substitution of synthetic rubber for natural rubber (which was in turn partly
due to the sharp price rise in 1955).

World production and prices of selected commodities.

In millions of metric tons
6.0

5.0

4.0

3.0

2.0

9.5

1
COPPER

Price

/

Prodi

n

ction

i .

50 2.0

40 1.9

30 1.8

20 1.7

1 Ç
COTTON N

1950 1951 1952 1953 1954 1955 1956 1957

26 1.8

8 145

6 135

4 125

2 115

>

1
\

I., 1A
/ \

\
\

Prodi.

/

Price

WHEAT*
1

ction ^

\

1950 1951 1952 1953 1954 1955 1956 1957

205

185

165

* The figures for wheat production do not include that of the U.S.S.R. and China.
Note: The prices shown are, for copper: domestic, f.o.b. U.S. refinery; for rubber: No.1 R.S.S., New
York; for cotton: Texas M 15/16 inch, c.i.f. Liverpool; for wool: greasy, Sydney auctions; for sugar: b. 96°
f.a.s. Cuba (world); for wheat: Canadian, No.1 Northern, export price, Class I I , Winnipeg.
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The production and the price of c o p p e r both rose from 1950 until
1955. In March 1956 the price in the U.K. market reached the exceptionally
high level of £437 per long ton. From then on, owing to the slackening of
the boom in the western countries and the slowness of the U.S. Government
in resuming its stockpile purchases, a surplus of copper developed. The price
fell until, at the end of February 1958, it reached £160% per long ton
(63 per cent, below its peak). As a result, production, which in 1956 still
showed an increase over 1955, ceased to grow in 1957.

Among the other non-ferrous metals, the l e a d and z i n c markets
developed along almost identical lines as regards both production and prices.
Production increased steadily, while prices reached a first post-war peak in
1951 and a first low in 1953, recovered in 1956 and then began a steady
decline which has continued up to the present — this last development being
partly due to the impending withdrawal of the U.S. Government as a buyer
from the lead and zinc markets, which was officially announced in March
1958 for the end of the fiscal year in June but had been anticipated since
early in 1957. The price of lead fell from an average of 16.4 cents per lb.
in January 1956 (its last peak) to 11.5 cents in mid-May 1958; the price of
zinc fell from 13.5 cents at the beginning of May to 10 cents in July 1957
and has since remained at that level.

The production and the price of a l u m i n i u m , both of which are con-
trolled by a few major producers, have been rising slowly but steadily during
the past few years. At the end of March 1958, however, for the first time
since 1947, reductions in aluminium prices were announced on both sides of
the Atlantic: the U.S. price was lowered to 24 cents per Ib., compared with
26 cents previously, and the U.K. price from £197 to £180 per long ton. The
cut was necessitated by a decline in demand, resulting from the fall in the
price of copper (a substitute for aluminium), the U.S. recession and the dis-
continuance of strategic stockpiling in the United States. On top of these
developments, the U.S.S.R. began to export some aluminium to western
Europe at prices lower than those charged by the leading western producers.

As for n i c k e l , its price — which, like that of aluminium, is
"administered" — has not so far been reduced. In March 1958, however,
the International Nickel Company of Canada, which controls about two-thirds
of the world's nickel production, announced that it intended immediately
to reduce its nickel output by roughly 10 per cent. Here, too, over-
production has developed, owing to the cessation of U.S. stockpile purchases
and the contraction in current consumption due to the slackening of the
rate of economic activity, especially in the United States (by far the most
important nickel-using country). At the end of April 1958 unsold nickel
stocks in Canada and the United States alone amounted to no less than
65,300 metric tons, i.e. nearly one-fourth of world production or more than
half of total North American consumption of nickel in 1957.

The price of t i n fell from November 1956 onwards, declining from
£862 i2s. per long ton in that month to £730 in October 1957. The latter
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price is the minimum support price under the International Tin Agreement
and was only maintained by means of large purchases on the part of the
pool. Production of tin fell in 1957; nevertheless, the necessity for intervention
by the pool is a clear indication that in the case of this metal, too, the
market is faced with over-production.

The international oi l market also underwent changes in 1957 and the
early part of 1958. During the Suez crisis production in the United States
and Venezuela had been greatly stepped up and towards the end of 1957
oil stocks in the United States had reached a very high level, in spite of

World production of crude petroleum.

Areas

Amer ican con t inen t

United States

Venezuela

Others

Total

Europe, western

Arab ian countr ies . . . .

Other western coun t r ies

Total for western countries

Eastern count r ies . . . .

1938 1951 1955 1956 1957

In millions of metric tons

164

28

17

209

1

16

10

236

39

2 8 2

304

91

32

427

5

97

14

543

50

6 0 8

335

112

48

495

9

162

19

685

85

7 8 8

353

129

55

537

10

173

20

740

98

8 5 6

352

146

59

557

12

177

22

768

1 13

8 9 9

* Including shale oil and natural gasoline.

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

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

w i n t e r o f 1 9 5 7 - 5 8 b e l o w n o r m a l a n d U . S . i m p o r t s o f o i l d e c l i n i n g , t h e

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

M i d d l e E a s t r e c o v e r e d a f t e r t h e S u e z c r i s i s . I n s p i t e o f t h e d e v e l o p m e n t o f

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

l e a d i n g p r o d u c i n g c o m p a n i e s . U . S . c r u d e - o i l p r i c e s , w h i c h h a d b e e n r a i s e d i n

J a n u a r y 1 9 5 7 b y b e t w e e n 2 5 a n d 3 5 c e n t s p e r b a r r e l , w e r e k e p t a t t h i s l e v e l ,

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

1 9 5 8 b y b e t w e e n 5 a n d 1 5 c e n t s p e r b a r r e l . I n r e s p o n s e t o t h e r i s e i n t h e

U . S . p r i c e i n J a n u a r y 1 9 5 7 , t h e o i l - p r o d u c e r s i n t h e M i d d l e E a s t a l s o i n c r e a s e d

t h e i r p r i c e s , t h o u g h l e s s t h a n t h e A m e r i c a n s d i d . O w i n g , h o w e v e r , t o t h e

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

r i s e i n o i l p r i c e s a t E u r o p e a n p o r t s .

S i n c e t h e s e c o n d h a l f o f 1 9 5 7 t h e s i t u a t i o n i n t h e c o a l i n d u s t r y i n

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

t h e p r o s p e c t o f a n e m b a r r a s s i n g s u r p l u s i n s t e a d o f a n a c u t e s c a r c i t y .
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A t t h e e n d of M a r c h 1958 p i thead coal stocks in t h e E u r o p e a n Coal and

Steel C o m m u n i t y countr ies a m o u n t e d to 12.4 mil l ion tons — which is m o r e

t h a n double the figure twelve m o n t h s earlier. A s a result , coal prices in

Belgium were reduced early in Apr i l 1958. In G e r m a n y indust r ia l coal stocks

totalled 15.3 mill ion tons at t h e end of Apr i l 1958. Never theless , domest ic

coal prices have no t yet b e e n lowered after t h e rise i n O c t o b e r 1957; and

owing to t h e sharp fall in freight rates U . S . coal is now cheaper t h a n

domest ic coal. Stocks are at present larger t h a n at any t ime since t h e war.

Ou t s ide the C o m m u n i t y , Po land reduced expor t coal pr ices — to $14.2 p e r

ton, compared wi th $21 a year before. T h e s i tuat ion in t h e U n i t e d K i n g d o m

is typical of t h e deve lopment of an increasing coal surp lus . W h e r e a s in

1956 p roduc t ion of coal in t ha t coun t ry fell shor t of r equ i remen t s by 0.3 mil-

lion tons, it is es t imated t ha t in 1957, despi te an increase in p roduc t ion of

only 1.6 mil l ion tons, t h e surp lus of p roduc t ion over consumpt ion was

5.4 mil l ion tons . Brit ish coal stocks, which a m o u n t e d at the end of 1956

to 2 i mill ion tons, had risen by t h e end of 1957 to 27.4 mil l ion tons —

the largest vo lume since before t h e war .

World production of hard coal and crude steel.

Countries and groups of countries

Coal and Steel Community

Other western European countries .

Total for western Europe . .

U.S.S.R

United States

All other countries*

World total

Coal

1955 1956 1957

Steel

1955 1956 1957

in millions of metric tons

246

225

18

489

123

276

442

270

1,600

249

226

19

494

125

304

478

279

1,680

248

227

20

495

125

325

465

300

1,710

52.6

20.1

7.0

79.7

13.9

45.3

106.2

24.9

2 7 0

56.8

21.0

7.5

85.3

15.2

48.6

104.5

29.4

2 8 3

59.8

22.1

8.1

90.0

16.2

51.0

102.5

32.3

2 9 2

* The main countries included under this heading are Australia, Canada, China, India, Japan and South
Africa.

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

a n d o f s t e e l p r i c e s . S t e e l o u t p u t i n t h e U n i t e d S t a t e s i s a t p r e s e n t b e l o w 5 0

p e r c e n t , o f r a t e d c a p a c i t y . S t e e l p r o d u c t i o n i n w e s t e r n E u r o p e i s s t i l l b e i n g

m a i n t a i n e d a t a r e l a t i v e l y h i g h l e v e l . H o w e v e r , i n t h e U n i t e d K i n g d o m a n d

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

a n a v e r a g e t h e c u t s i n t h e U n i t e d K i n g d o m h a v e u p t o n o w a m o u n t e d t o

o n l y a b o u t iY2 p e r c e n t . , t h e y a r e s i g n i f i c a n t i n t h a t t h e y r e p r e s e n t t h e first

o f f i c i a l r e d u c t i o n i n B r i t i s h s t e e l p r i c e s s i n c e J a n u a r y 1 9 3 9 . I n w e s t e r n

G e r m a n y i t i s e s t i m a t e d t h a t a b o u t 1 5 t o 2 0 p e r c e n t , o f G e r m a n s t e e l

c a p a c i t y i s i d l e .
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The Export Convention for Steel in Brussels has adapted its policy to
the new situation by announcing, in April 1958, large cuts in the export
prices of steel products to non-Convention countries. The extent of the cuts
varied according to the different types and qualities of steel. The heaviest
cut, typically enough, was in the price for ships' steel-plating, which was
reduced by more than 10 per cent., i.e. from $155 to $135 per ton, f.o.b.
Antwerp. It is interesting that some of these prices are now below those
prevailing on the domestic markets. On the other hand, the French steel
industry is still going strong. As recently as April 1958 a new record
level of steel production was reached, that month's production having been
no less than 14.8 per cent, higher than that of April 1957. For the first
four months of 1958, compared with the corresponding period of the
preceding year, the rate of increase of steel production in France works out
at 10 per cent, and that of pig-iron production at 7 per cent.

Summarising the situation in the raw-material markets, it can be said
that in most cases over-production in relation to demand, resulting in a
decline in prices, has been the characteristic feature in the last year or two
and that in a number of markets (such as those for cotton, wool, tin and
zinc) supply has tended to outstrip demand ever since 1950.

Among f o o d s t u f f s , the production of w h e a t has shown a rising trend
over the last decade, with some deviations from this trend, however, in certain
years (owing to weather conditions). On the other hand, the Canadian
export price of wheat (which may be taken as the nearest approximation

Wheat prices.
Monthly, in U.S. cents per bushel.*
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* Cash prices at Kansas City (U.S.A.) for No. 2 Hard Winter and export prices at Winnipeg (Canada) for
Class II No. 1 Northern.



to a world-market price), after declining sharply from the end of 1951 to the
middle of 1954, remained relatively stable up to the beginning of 1957, when
a new downward movement set in. Between January 1957 and January 1958
the Canadian export price for wheat fell by nearly 5 per cent. The U.S. wheat
price, which, owing to the U.S. support policy, cannot fall below a certain
(changing) level, did not move in line with the Canadian export price.
Nevertheless it, too, was lower at the end of 1957 and the beginning of
1958 than it had been a year before.

The price of s u g a r had kept more or less steady from 1953 until
the end of 1956, while production had continued to increase at a rapid
rate. Between November 1956 and April 1957, however, the price doubled
(rising from 3.2 to 6.7 cents per Ib.). The sharpness of the increase and
the subsequent quick relapse to the November 1956 level is clear proof
that this rise and fall in the sugar price was merely a temporary speculative
movement.

By the end of February 1957 the price of cocoa was down to a level
no less than 70 per cent, below its peak in August 1954 (21.05 cents per lb.
as against 72.90 cents). By mid-November 1957, however, it had recovered
to 43.98 cents per lb. and in February 1958, just one year after the
preceding year's low, a new record of 46.04 cents per lb. was quoted. This
doubling of the price of cocoa within the short span of one year was the
only case in 1957 of a sharp rise in the price of an internationally traded
commodity. The cause of this rise was the initiation, in May 1957, of the
Brazilian valorisation plan and the restrictive policy pursued by the West
African Cocoa Boards in the autumn of 1957. These measures were, however,
made possible by the supply position on the market. The current year's
harvest is estimated at 747,000 tons, which represents a fall of 155,000 tons,
or 17 per cent., compared with the previous year's figure, and the firmness
of present prices is clearly due to a decrease in supplies and not to any
increase in demand.

The price of cof fee , which was 60.6 cents per lb. in New York in
January 1957, had fallen to 54 cents by the end of March 1958, whereas the
price of t e a fluctuated within rather narrow limits.

F r e i g h t r a t e s , also of great importance to the consumers of
industrial raw materials and foodstuffs, fell sharply in 1957 after the rise
caused by the Suez crisis. It should not be overlooked, however, that some
of the very high rates quoted during the Suez episode were much above
the average rates charged on the great majority of the maritime traffic
carried during that period. Transport costs are more accurately expressed,
at least in the case of oil, by a new index which has recently been com-
piled, the so-called Average Freight Rate Assessment (A.F.R.A.). (This is the
weighted average of all current international charter rates — long and short-
term time-charter rates as well as spot-charter voyage rates. Tankers owned
by oil companies are included in the long-term charter rate.) This index
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Ocean freight rates.
Monthly indexes: 1953 = 100.

1950 1951 1952 1954 1955 1956 1957 1958

* Voyage-charter rates. ** Weighted average of time and voyage-charter rates.
Note: U.K. Chamber of Shipping indexes, except for time charter 1950-51 and tanker freights from the
beginning of 1956, which are from the Norwegian Shipping News. The A.F.R.A. (Average Freight Rate
Assessment) index is calculated by the United Nations on the basis of data compiled by the London
Tanker Brokers' Panel.

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

i t d i d o f c o u r s e i n c r e a s e d u r i n g t h e S u e z c r i s i s , r o s e m u c h l e s s t h a n w a s

t h o u g h t a t f i r s t , h a v i n g i n f a c t g o n e u p b y a b o u t 2 5 t o 3 0 p e r c e n t . T h i s

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

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

s m a l l e r i n e x t e n t w h e n c o n s i d e r e d i n t e r m s o f A . F . R . A . T h e s e r a t e s a r e

n o w b a c k a t a l e v e l a f e w p o i n t s b e l o w t h e p r e - S u e z f i g u r e s . T h e f o r e g o i n g

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

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

e n c o u r a g i n g .

T h e s l o w i n g - d o w n o f t h e r a t e o f i n c r e a s e o f i n d u s t r i a l p r o d u c t i o n ,

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

i n t h e s e c o n d h a l f o f 1 9 5 7 w i t h t h e c o m p l e t i o n o f n e w s h i p p i n g t o n n a g e a n d

c r e a t e d a r e d u n d a n c y o n t h e m a r k e t , b o t h f o r t a n k e r s a n d f o r d r y c a r g o ,

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

I n m i d - 1 9 5 7 t h e w o r l d m e r c h a n t fleet a m o u n t e d t o 1 1 0 . 2 m i l l i o n g r o s s t o n s ,

h a v i n g i n c r e a s e d b y n e a r l y 5 p e r c e n t , s i n c e m i d - 1 9 5 6 — t h e l a r g e s t r i s e

i n a n y p e a c e y e a r s i n c e 1 9 2 0 . T h e t o t a l t o n n a g e l a u n c h e d i n 1 9 5 7 a m o u n t e d

t o 8 . 5 m i l l i o n g r o s s t o n s , a g a i n s t 6 . 7 m i l l i o n d u r i n g t h e p r e v i o u s y e a r , a n d

t h e t o n n a g e u n d e r c o n s t r u c t i o n i n c r e a s e d f r o m q u a r t e r t o q u a r t e r t o r e a c h
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9-8 mill ion gross tons at t h e end of D e c e m b e r 1957, against 7.9 mil l ion a

year earlier. I t is es t imated t ha t at t h e beginning of 1958 la id -up tonnage

represented 3 pe r cent, of t h e m a i n E u r o p e a n fleets a n d 4 p e r cent, of t h e

fleets u n d e r flags of convenience. T h e lat ter inc lude ships regis tered in

Panama, H o n d u r a s , Costa Rica and Liber ia in o rder e i ther to avoid taxat ion

in t h e owner ' s count ry or to take advantage of lower opera t ing costs. T h e

fleets u n d e r flags of convenience cons t i tu ted 15 pe r cent , of t h e wor ld ' s

active tonnage in mid-1957, having g rown very quickly since t h e end of t h e

war. A s these fleets are m o r e d e p e n d e n t o n t r a m p sh ipp ing t h a n those of

the t radi t ional seafaring nat ions, they are m o r e sensitive to fluctuations in t h e

d e m a n d for sh ipping space. By m i d - M a y 1958 total l a id -up tonnage was

est imated at 7 mill ion gross tons , near ly half of w h i c h consis ted of tankers .

I n connect ion wi th t h e fall in t h e prices of raw mater ia ls and foodstuffs

dur ing 1957, t h e ques t ion has often been raised as to h o w it has affected

t h e gross receipts of t h e countr ies p roduc ing these commodi t ies . T h e r e is no

way of calculating these effects accurately, b u t t h e following figures m a y

Estimates 0

Commodities

Aluminium2 . . .
Natural gas . . .
Man-made fibres.
Hydro-electricity .
Crude oils. . . .
Cement . . . .
Rubber, natural .
Rubber, synthetic
Nickel3 . . . . . .
Brown coal . . .
Sisal
Steel
Tungsten (60%W03)
Soya beans . . .
Zinc2

Manganese ore .
Copper5

Sugar
Mercury
Lead 2

Wool, greasy . .
Maize
Coal
Oilseed crops6 .
Animal fa ts ' . .
Rice, rough . . .
Jute
Wheat
Cocoa
Coffee, green . .
Cotton
T i n 2

Unit1

1 000 tons
milliard m3

1000 tons
milliard kWh
million tons
million tons
1 000 tons
1000 tons
1 000 tons
million tons
1000 tons
million tons
1000 tons
million tons
1 000 tons
million tons
1 000 tons
million tons
tons
1 000 tons
1000 tons
million tons
million tons
million tons
million tons
million tons
1 000 tons
million tons
1 000 tonsI \J\J\J IUIIO

1000 tons
1000 tons
1000 tons

F world

1937

4 9 3
7 8

8 3 5
162
2 8 7

8 2
1,229

6 3
119
2 5 2
230*
136

3 9
13

1,636
6

2,534
3 0

4,590
1,692
1,719

126
1,282

1 2 7

9 7

150
1,581

172
7 2 4

2,460
8,318

2 0 5

production

1946

7 7 4
136
8 0 6
2 5 2
3 9 8

75
8 5 1
9 4 0
118
2 7 6
2 0 8
1 12

19
15

1,405
5

2,089
2 6

5,260
1,154
1,716

134
1,220

11»
8 "

142
1,045

155
6 4 0

2,090
4,683

107

1950

1,507
2 0 9

1,676
3 6 8
5 3 7
135

1,890
7 8 5
148
3 8 2
3 1 0
189

3 9
18

2,060
8

3,175
3 6

4,937
1,836
1,842

131
1,450

13
9

154

1,735
175
7 6 5

2,290
6,531

187

of basic commodities.

1954

2,808
2 7 4

2,228
4 3 8
7 0 3
194

1,836
1,111

2 2 1
4 9 6
4 2 0
2 2 3

7 0
2 0

2,512
11

3,488
41

6,015
2,149
2,089

143
1,475

14
11

182

1,546
196
7 7 1

2,531
8,697

2 0 0

1955

3,104
2 9 4

2,539
4 6 6
7 8 8
2 1 9

1,948
1,525

2 4 9
5 3 8
4 7 3
2 7 0

7 4
21

2,776
11

3,843
4 0

6,163
2,161
2,180

161
1,600

14

1 1
194

2,034
2 0 7
8 0 1

3,025
9,268

194

1956

3,337
3 0 9

2,689
5 0 0
8 5 6
2 3 5

1,918
1,702

2 6 5
5 6 8
5 0 7
2 8 3

7 4
2 3

2,923
11

4,103
4 4

6,521
2,304
2,281

165
1,680

15
11

1 9 9

2,072
2 2 0
8 3 7

2,726
8,952

195

1957
(pre-
limi-
nary)

3,408
3 3 0

2,820
5 4 0
8 9 9
2 4 4

1,920
1,800

2 8 6
6 0 0
5 1 0
2 9 2

75
2 4

3,007
11

4,1 15
4 7

6,600
2,390
2,318

168
1,710

16
12

197
2,049

215
902

3,079
8,515

188

Per-
centage
change
1957
over
1937

+ 591
+ 323
+ 238
+ 233
+ 213
+ 198

1 « 00

> i- I 00

+ 740
+ J38
+ 122
+ 115
+ 92
+ 85
+ 84
+ 83
+ 62
+ 57
+ 44
+ 41
+ 35
+ 33
+ 33

1 , , ,

r 31
+ 31
+ 30
+ 25
+ 25
+ 25
+ 2
— 8

1 Tons are metric tons.
5 Refinery production.

2 Smelter production. 3 Metal content of mine production.
4 Oil equivalent. 7 1938-39 or 1939. » 1945-49 average.

* 1934-38 average.
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serve to give a rough idea of their order of magnitude. The total value of
world production of the commodities shown in the above list (excluding
vegetable and animal fats), calculated at current prices, was, very roughly,
$150 milliard in 1955, $160 milliard in 1956, and $170 milliard in 1957.
Thus the value of the output of these commodities increased by about $10 mil-
liard, or 7 and 6 per cent, respectively, during the last two years. If nine
commodities which are mainly produced in industrialised countries are
excluded — namely, hard and brown coal, hydro-electricity, steel, man-made
fibres, cement, synthetic rubber, natural gas and aluminium — then the value
of the output of the remaining twenty-one commodities is found to have
increased from $89 milliard in 1955 to $91 and 94 milliard respec-
tively in 1956 and 1957, whereas the value of the output of the nine
commodities excluded in the same three years was $61, 69 and 76 milliard
respectively. Thus, while the value of the commodities mainly produced by
under-developed countries has undergone little change, the value of the output
of the nine raw materials produced by industrialised countries has risen by no
less than one-quarter. Since 1937, the value, in terms of current prices, of
the output of all the commodities under consideration has nearly quadrupled.
Over the same period the volume of output, calculated on the basis of
constant (1952) prices, has grown by about 65 per cent. This overall increase
is the result of a growth in volume of 45 per cent, (there was in fact hardly
any increase in 1957) in the output of the twenty-one commodities mainly
produced by under-developed countries and of a much larger rise (of 115
per cent.) in the output of the nine commodities from industrialised countries.

Value of product ion of basic commodi t ies in 1957.

Items

21 commodities mainly produced
by under-developed countries .

9 commodities produced
by industrialised countries . .

30 commodities: world total

On the basis
of prices in

December
1956

December
1957

Gain
or loss

in milliards of U.S. dollars

94

74

168

91

168

— 3

+ 3

+ 0

T h e v a l u e figures

g i v e n so fa r a r e b a s e d

o n y e a r l y p r i c e a v e r a g e s

a n d i t is d u e t o t h i s

f a c t t h a t t h e v a l u e o f

t h e o u t p u t o f t h e first

g r o u p o f c o m m o d i t i e s

s t i l l s h o w e d a s m a l l r i s e

i n 1 9 5 7 c o m p a r e d w i t h

1 9 5 6 . T h e fall i n t h e

p r i c e s of t h e s e c o m m o d i -

t i e s t o o k p l a c e p r e d o m i n a n t l y i n t h e s e c o n d h a l f o f 1 9 5 7 . I n o r d e r t o

s h o w t h e effects o f t h e p r i c e fall o n t h e v a l u e o f o u t p u t , t h e r e f o r e , t h e

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

t h i s c a l c u l a t i o n is s h o w n i n t h e a b o v e t a b l e .

I n t e r m s o f e n d - o f - 1 9 5 7 p r i c e s , t h e v a l u e o f o u t p u t i n 1957 s h o w s a n

i n c r e a s e o f $ 3 m i l l i a r d c o m p a r e d w i t h t h e figure i n t e r m s o f e n d - o f - 1 9 5 6

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

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

m a i n l y p r o d u c e d i n u n d e r - d e v e l o p e d c o u n t r i e s .
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In contrast to the downward trend of the world-market prices of
important raw materials and foodstuffs, domestic consumer prices continued to
rise during 1957 in all industrial countries. Four stages can be distinguished
in the price structure of internationally traded commodities. The basis of the
structure is formed by the world-market price itself; then comes, at a
higher level, what may be called the customs price, i.e. the c.i.f. import
price. The third stage is the domestic wholesale price, which is again higher
than the customs price; the fourth, the retail price, is the highest of them
all. These four stages may be illustrated by the following figures showing
the average prices of sugar and coffee in Switzerland in 1957 (in U.S. cents
per Ib.).

Price stages Sugar Coffee

World-market prices 5.13 56.9
Swiss customs prices 6.20 57.4
Swiss wholesale prices 9.99 67.8
Swiss retail prices 11.05 103.8

In the case of these two commodities, the ratio between the world-
market price and the retail price was about 1 :2, but it varies greatly between
different dates — owing to the "stickiness" of retail prices — and between
different products. The speed at which and the extent to which the prices at
the higher levels follow the movement of the world-market prices are shown

Prices at
U.S.

different stages,
cents per Ib.

U.S. tents per Ib.
130 1

120

110'

100

COFFEE

a
Swiss retail price

130 12

120 11

110 10

100 9

SUGAR

Swiss wholesale price

1954 1955 1956 1957 1954 1955 1956 1957
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f o r t h e s a m e t w o c o m m o d i t i e s i n t h e p r e c e d i n g g r a p h . T h e w h o l e s a l e p r i c e s

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

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

b e t w e e n t h e t w o p r i c e s t a g e s j u s t m e n t i o n e d — : f o l l o w t h e w o r l d - m a r k e t

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

a n d o t h e r c o m m o d i t i e s t h e t i m e - l a g a p p e a r s t o b e t w o m o n t h s ) . T h e r e t a i l

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

e x t e n t . T h e f a l l i n t h e w o r l d - m a r k e t p r i c e o f c o f f e e i n 1 9 5 7 h a d b y t h e e n d

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

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

p r i c e s e t i n . B u t t h e f a l l i n t h e r e t a i l p r i c e , c o m p a r e d w i t h i t s p e a k , a m o u n t e d

t o l e s s t h a n 1 U . S . c e n t , o r 7 % p e r c e n t . , w h e r e a s t h e w o r l d - m a r k e t p r i c e

h a d f a l l e n b y a l m o s t 2 % U . S . c e n t s , o r 3 9 p e r c e n t .

I n v i e w o f t h e q u i c k r e a c t i o n o f t h e w h o l e s a l e p r i c e t o c h a n g e s i n

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

f e l l i n 1 9 5 7 i n a n u m b e r o f c o u n t r i e s w h e r e i t i s p a r t i c u l a r l y s t r o n g l y a f f e c t e d

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

o f A u s t r i a , D e n m a r k , I t a l y , t h e N e t h e r l a n d s , S w e d e n a n d S w i t z e r l a n d a n d o f

s o m e n o n - E u r o p e a n c o u n t r i e s s u c h a s C a n a d a , J a p a n a n d A u s t r a l i a . A n d i n

t h e f i r s t q u a r t e r o f 1 9 5 8 a n u m b e r o f o t h e r c o u n t r i e s , n o t a b l y t h e U n i t e d

K i n g d o m a n d B e l g i u m , j o i n e d t h i s g r o u p .

T h e p r i c e s o f d o m e s t i c r a w m a t e r i a l s , o n t h e o t h e r h a n d , r o s e i n 1 9 5 7 ,

s o t h a t i n c o u n t r i e s s u c h a s t h e U n i t e d K i n g d o m , F r a n c e a n d G e r m a n y ,

w h e r e t h e s e p r i c e s a r e i m p o r t a n t i t e m s i n t h e w h o l e s a l e - p r i c e i n d e x , t h e y

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

m a t e r i a l s i n c r e a s e d b y 1.5 p e r c e n t . T h i s c h a n g e w a s i n f a c t t h e n e t r e s u l t

o f a r i s e o f 2 . 9 p e r c e n t , i n t h e p r i c e s o f b a s i c m a t e r i a l s o f d o m e s t i c o r i g i n

a n d a f a l l o f n o l e s s t h a n 5 . 5 p e r c e n t , i n t h e p r i c e s o f i m p o r t e d m a t e r i a l s .

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

6 . 8 p e r c e n t .

I n t h e U n i t e d S t a t e s w h o l e s a l e p r i c e s r o s e b y 1.9 p e r c e n t , b e t w e e n

D e c e m b e r 1 9 5 6 a n d D e c e m b e r 1 9 5 7 a n d b y a n o t h e r 1 p e r c e n t , i n t h e

f i r s t q u a r t e r o f 1 9 5 8 . T h e i n c r e a s e w a s m a i n l y a t t r i b u t a b l e t o t h e r i s e i n

t h e p r i c e s o f f a r m p r o d u c t s , w h i c h w e n t u p d u r i n g 1 9 5 7 b y 4 . 2 p e r c e n t . ,

a n d o f s o m e m a n u f a c t u r e d p r o d u c t s , s u c h a s m a c h i n e r y , w h i c h r o s e b y 4 p e r

c e n t . T h e r e w a s a f a l l , o n t h e o t h e r h a n d , i n t h e w h o l e s a l e p r i c e s o f t e x t i l e s ,

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

b y 1.5 p e r c e n t . , w h i l e t h o s e f o r c r u d e r u b b e r f e l l b y a s m u c h a s 1 0 . 2 p e r

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

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

1 2 . 7 p e r c e n t . W i t h r e g a r d t o f a r m p r o d u c t s a n d p r o c e s s e d f o o d s t u f f s , i t i s

n o t e w o r t h y t h a t p r i c e s f o r l i v e s t o c k r o s e b y 1 5 . 3 p e r c e n t . , t h o s e f o r m e a t

b y 1 7 . 2 p e r c e n t , a n d e g g p r i c e s b y n e a r l y 2 6 p e r c e n t . I n M a r c h 1 9 5 8 —

f o r t h e first t i m e d u r i n g t h e c u r r e n t r e c e s s i o n — d e c l i n e s t o o k p l a c e i n

a l m o s t a l l t h e m a j o r n o n - a g r i c u l t u r a l c o m m o d i t y g r o u p s .



Consumer and wholesale prices.

Countries

Consumer prices

1955

2.7

1.6

7.0

3.1

1.0

1.8

5.9

8.8

4 . 0

1.9

- 0.0

- 0.7

2.5

4 . 2

6.2

0.4

5.8

0.3

0.3

Wholesale prices

Percentage increases during

1956

2.9

3.2

4 . 3

16.8

1.2

1.8

1.2

6 .9

2 .3

2.8

3.7

4 .9

1.6

8 .4

3.6

2 .2

3.1

3.0

2 .9

1957

2.3

2 .9

1.2

8.5

10.9

3 .5

3.0

2.7

6 .0

2 .2

11.7

2 .0

1.4

13.2

4.2

2 .0

4 .6

2 .2

3.1

1958
1st

quarter

2.9

— 0.5

0.2

1.6

5 .9

0 .8

— 0.1

0 .0

1.4

0 .2

0.0

1.3

0.7

0.8 2

2.0

- 0.3

0.2

1.0

1.4

1955

— 2.4

2.7

4 . 0

1.0

1.8

2.6 '

8.1

4 . 7

1.0

0.7

2 .9

2 .8

5 .0

7.4

— 0.5

4.9 3

2 .8

1.6

1956

7.2

3.8

4 . 0

9.1

4 .8

3.3 1

4 . 7

0.6

3.0

5.1

5.7

4 .5

14.9

2.2

4 .5

3.83

2.9

4 .5

1957

— 1.8

0.5

— 2.9

13.8

13.9

0.8 1

— 1.4

7.9

— 1.3

— 0.7

0.0

— 2.6

13.6

— 0.7

— 1.2

3.03

- 0.9

1.9

1958
1st

quarter

0.1

— 2.9

0 .0

0.8

1.2

0.8 '

— 2.6

— 1.1

- 0.7

- 0.9

0 .0 s

0.3 a

— 0.7

— 1.5

- 0.3 3

1.0

1.0

Austria

Belgium

Denmark . . . .

Finland

France

Germany . . . .

Greece

Iceland

Ireland

Italy

Netherlands . . .

Norway

Portugal . . . .

Spain

Sweden

Switzerland . . .

United Kingdom

Canada

United States . .

1 Producer prices. 2 February 1958. 3 Manufactured goods.

P r i c e d e v e l o p m e n t s i n t h e U n i t e d K i n g d o m a r e o f p a r t i c u l a r i n t e r e s t .

T h e B r i t i s h p r i c e i n d e x e s a r e s u b d i v i d e d i n s u c h a w a y t h a t a c o m p a r i s o n

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

B r i t i s h p r i c e s f o r b a s i c m a t e r i a l s f e l l d u r i n g 1 9 5 7 b y 1 0 . 8 p e r c e n t . I n

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

g o o d s , i . e . o u t p u t p r i c e s , r o s e b y 3 p e r c e n t .

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

o u t p u t p r i c e s d u r i n g 1 9 5 7 i s o b s e r v a b l e i n i n d i v i d u a l i n d u s t r i e s . T h e p r i c e o f t h e

m a t e r i a l s e m p l o y e d i n t h e m e c h a n i c a l e n g i n e e r i n g i n d u s t r y r o s e b y 3 . 1 p e r c e n t .

O n t h e o t h e r h a n d , t h e p r i c e s o f finished p r o d u c t s i n t h e i r o n a n d s t e e l s e c t o r

s h o w e d a n i n c r e a s e o f a s m u c h a s 1 1 . 3 p e r c e n t . P r i c e s f o r c l o t h i n g a n d

s h o e s i n c r e a s e d b y 2 . 7 p e r c e n t . ; t h i s c o m p a r e s w i t h s u b s t a n t i a l d e c r e a s e s

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

o f 1.1 p e r c e n t . — i n t h e p r i c e o f h i d e s . I t a p p e a r s , t h e r e f o r e , t h a t a s a

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

i n c r e a s e i n m a n u f a c t u r i n g o r p r o c e s s i n g c o s t s — a p h e n o m e n o n w h i c h w a s

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

C o n s u m e r p r i c e s c o n t i n u e d t o r i s e d u r i n g 1 9 5 7 i n a l l t h e c o u n t r i e s

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

o f 1 9 5 8 , a n d i n s o m e c o u n t r i e s t h e i n d e x e v e n d e c l i n e d . I n 1 9 5 7 c o n s u m e r

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

i n t h e t w o p r e c e d i n g y e a r s . P o r t u g a l , N o r w a y , S w i t z e r l a n d a n d I t a l y f o l l o w ,
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with modest rises in the index. At the other end of the scale are four
countries, namely Finland, France, the Netherlands and Spain — in that
order — in which the price increases ranged from 8.5 to 13.2 per cent.

The sharp rise in the cost-of- living index in France and the Netherlands
was due to entirely different reasons in the two countries. In the Netherlands
4V2 per cent, of the rise was purely nominal, having been caused by the
introduction of old age insurance (contributions to which are included in
the Dutch cost-of-living index) and another 4 % per cent, was due to
the increase in publicly controlled prices such as rents and certain agri-
cultural prices. In France, on the other hand, the price rise — which
occurred at both the consumer and wholesale levels • — was caused by
persistent inflationary pressure, the effect of which had previously been
disguised by subsidies and administrative measures which had made the price
structure increasingly artificial. This price rise can be attributed neither tó
the consequences of the Suez crisis •— which were only temporary — nor
to the effect of the de facto devaluation; in 1957, which has been cancelled
out by the fall in world-market prices, so that in March 1958 the index of
imported raw^material prices stood at practically the same level as in March
1957, in spite of a difference of 20 pef cent, in the exchange rate. What
happened in 1957-58 is in fact to a certain extent a repetition of the events
which followed the Korea crisis, but on a much larger scale. After that
crisis, in 1951, French prices came down together with thè prices of imported
raw materials, but the prices of industrial products stayed at a higher level
in relation to those of raw materials than had been the case before the
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Rise in t h e c o m p o n e n t s of t h e c o n s u m e r - p r i c e i ndex .

Countries

France 1956 . . .
1957 . . .

Germany 1956 . . .
1957 . . .

Italy 1956 . . .
1957 . . .

Netherlands 1956 . . .
1957 . . .

Sweden 1956 . . .
1957 . . .

Switzerland 1956 . . .
1957 . . .

United Kingdom 1956 . . .
1957 . . .

Canada 1956 . . .
1957 . . .

United States 1956 . . .
1957 . . .

Total
index Food Rent Light

and fuel Clothing

in percentages '

1.2
10.9

1.8
3.5

2.8
2.2

3.7 2

11.7*

3.6
4 .2

2.2
2.0

3.1
4 . 6

3.0
2.2

2.9
3.1

0.2
11.1

1.7
4 .2

2 .8
1.8

6.5
6.1

1.3
3.2

2.8
1.0

0.9
3 .6

4 .5
1.1

3.1
2.8

10.1
8.2

1.7
0.8

9.9

11.3

0.0
22.0

0.7
7.4

2.5
2 .4

5.9

1 1.5

1.7
2.0

2 .4
1.9

— 4.3
19.7

3.1
3.0

1.0
0 .0

7.3
S.3

18.7
1.9

5.9
0.4

6.0
9 .2

2.8 3

1.83

6.3 3

1.6 \

1.1
6.3

1.0
5.1

1.0
2 .0

2 .4
1.2

0.0
2.5

- 0.4
4 . 0

1.6
1.8

0.1
1.2

2.2
0.6

1 From December to December. a Excluding taxes. 3 Fuel.

K o r e a b o o m . I n 1 9 5 7 , a f t e r t h e S u e z c r i s i s , a n d e a r l y i n 1 9 5 8 t h e F r e n c h

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

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

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

w h e r e a s a f t e r 1 9 5 1 a t l e a s t t h e d i r e c t i o n o f t h e p r i c e m o v e m e n t o f a l l t h r e e

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

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

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

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

a u t o n o m o u s r i s e i n F r e n c h p r i c e s .

I n s o m e c o u n t r i e s — i n c l u d i n g G e r m a n y , S w e d e n a n d t h e U n i t e d

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

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

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

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

m a n y c o u n t r i e s w i t h t h e o b j e c t n o t o n l y o f r e d u c i n g t h e e x c e s s i v e b u r -

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

f o r e x a m p l e , t h e p r i c e o f b r e a d h a s b e e n r a i s e d s i n c e t h e b e g i n n i n g o f 1 9 5 8

b y P f . 6 p e r k i l o , i . e . b y 7 . 5 p e r c e n t . T h i s i n c r e a s e w a s d u e t o t h e v i r t u a l

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

f r e i g h t s ) . F a r m s u b s i d i e s h a v e a l s o b e e n r e d u c e d i n N o r w a y a n d t h e U n i t e d

K i n g d o m . T h e p r o g r e s s i v e d e c o n t r o l o f r e n t s — a n o t h e r i m p o r t a n t i t e m i n t h e

c o n s u m e r - p r i c e i n d e x — a l s o c o n t r i b u t e d i n m a n y c o u n t r i e s t o t h e i n c r e a s e ;
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in the cost of living in 1957. Rents rose by about 8 per cent, in France,
by about 11 per cent, in Italy and the United Kingdom and by over 20 per cent,
in the Netherlands. In Sweden they went up by 7.4 per cent., compared with
an aggregate rise in the consumer-price index of 4.2 per cent. Mainly owing
to the Suez crisis, the cost of lighting and fuel increased considerably in some
countries. Both in Germany and in Switzerland clothing prices rose more than
the average price level, and in France, too, they increased appreciably.

Generally speaking, it may be said that wholesale prices have begun
to fall in many countries, while in others the rate of increase has slowed
down, the most important exception being France. Consumer prices, however,
continued to rise everywhere throughout 1957. But the reductions in whole-
sale prices began to affect the consumer-price indexes in a number of
countries in the first quarter of 1958, and it may therefore be expected that
they will soon stop rising or even come down in other countries as well.

The slowing-down of the rise in economic activity, or in some cases
the actual decline in activity, which took place in 1957 was accompanied
by — and was very likely the main cause of — a slowing-down of wage
increases which was observable in all the countries listed in the table, with
the exception of France, Germany and the Netherlands, where wages rose
faster than in the previous year. Nevertheless, according to all available
evidence, the rise in money wages has in most countries exceeded
the increase in productivity per man-hour and has thus prevented the prices
of manufactured goods from falling in response to the decline in the prices
of basic materials.

As the cost of living rose during 1957, real wages did not increase as
much as nominal wages; and even in those countries where nominal wages

Hourly wage rates.

Countries

Nominal wages Real wages

1955 1956

Percentage changes during

1957 1955-57 1957 1 9 5 5 - 5 7

Austria
Belgium . . . .
Denmark . . . .
Finland
France
Germany . . . .
Italy
Netherlands . .
Norway
Sweden . . . .
Switzerland. . .
United Kingdom

Canada
United States . .

+ 4.5
+ 3.3
+ 4.9
+ 5.3
+ 9.2
+ 7.6
+ 1.8
+ 0.7
+ 3.9
+ 8.6
+ 1.5
+ 6.9

+ 3.5

+ 5.5

+ 4.9
+ 11.1
+ 8.8
+ 13.3
+ 6.4
+ 8.0
+ 7.4
+ 5.3
+ 11.5
+ 9.2
+ 3.7
+ 7.1

+ 6.4
+ 6.2

+ 0.6
+ 8.0
+ 3.4
+ 3.1
+ 1 1.6
+ 9.0
+ 2.5
+ 11.3
+ 2.8
+ 5.2
+ 2.7
+ 5.7

+ 5.1
+ 2.4

+ 10.2
+ 23.8
+ 17.9
+ 23.4
+ 29.7
+ 26.7
+ 12.1
+ 17.9
+ 19.1
+ 24.8
+ 8.0
+ 21.5

+ 15.8
+ 14.8

— 1.7

+ 5.0

+ 2.2

- 5 . 0

+ 0.6

+ 5.3

— 1.2

— 0.4

+ 0.8
+ 1.0
+ 0.7
+ 1.1

+ 2.8
— 0.7

+ 1.9
+ 14.7
+ 4.4
— 5.6
+ 15.2
+ 18.1
+ 5.1
+ 1.7
+ 12.0
+ 8.8
+ 3.2
+ 6.5

+ 9.7
+ 7.9



— 117 —

i n c r e a s e d f a s t e r t h a n i n 1956 r e a l w a g e s r o s e l ess t h a n i n t h a t y e a r . F u r t h e r -

m o r e , t h e r e w e r e n o f e w e r t h a n five c o u n t r i e s — A u s t r i a , F i n l a n d , I t a l y ,

t h e N e t h e r l a n d s a n d t h e U n i t e d S t a t e s — i n w h i c h r e a l w a g e s a c t u a l l y

d e c l i n e d s o m e w h a t d u r i n g 1 9 5 7 . A m o r e b a l a n c e d p i c t u r e i s o b t a i n e d b y

e x a m i n i n g d e v e l o p m e n t s d u r i n g t h e p e r i o d s i n c e 1 9 5 5 . D u r i n g t h e s e t h r e e

y e a r s b o t h n o m i n a l a n d r e a l w a g e s i n c r e a s e d e v e r y w h e r e ( e x c e p t fo r r e a l w a g e s

i n F i n l a n d ) . T h e i n c r e a s e i n n o m i n a l w a g e s i n t h e t h r e e - y e a r p e r i o d v a r i e d

b e t w e e n 8 p e r c e n t . ( S w i t z e r l a n d ) a n d 3 0 p e r c e n t . ( F r a n c e ) a n d t h a t i n r e a l

w a g e s b e t w e e n 1.7 p e r c e n t . ( N e t h e r l a n d s ) a n d 18 .1 p e r c e n t . ( G e r m a n y ) . T h e

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

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

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

t e m p o r a r i l y u p s e t b y s p e c i a l c i r c u m s t a n c e s . T h u s i n t h e N e t h e r l a n d s t h e

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

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

t o o k p l a c e i n t h e p r e c e d i n g y e a r ( 1 9 5 4 ) . I n S w i t z e r l a n d , o n t h e o t h e r h a n d ,

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

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

E l s e w h e r e i n t h i s R e p o r t ( C h a p t e r I ) i t h a s b e e n s h o w n t h a t i n a f a i r l y

l a r g e n u m b e r o f c o u n t r i e s i n d u s t r i a l p r o d u c t i o n i n t h e l a s t q u a r t e r o f 1 9 5 7

a n d t h e first q u a r t e r o f 1958 w a s b e l o w t h e l e v e l w h i c h i t h a d r e a c h e d a

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

c o n s i d e r a b l y ( see t a b l e o n p a g e 13 a n d g r a p h o n p a g e 14) .

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

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

g o o d s . T h i s e x p e r i e n c e w a s r e p e a t e d i n t h e U n i t e d S t a t e s a n d C a n a d a , w h e r e

p r o d u c t i o n o f d u r a b l e g o o d s s t a r t e d t o fall a t t h e b e g i n n i n g o f 1 9 5 7 , w h e r e a s

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

q u a r t e r o f t h e y e a r ; a n d i n t h e first q u a r t e r o f 1 9 5 8 t h e o u t p u t o f d u r a b l e

g o o d s i n t h e U n i t e d S t a t e s w a s 15 .7 p e r c e n t , l o w e r t h a n i t h a d b e e n a

y e a r b e f o r e , w h e r e a s t h e o u t p u t o f c o n s u m e r g o o d s h a d f a l l e n b y o n l y 3 .6 p e r

c e n t . T h e c o r r e s p o n d i n g figures fo r C a n a d a ( fo r t h e first t w o m o n t h s o f 1 9 5 8

c o m p a r e d w i t h t h e s a m e m o n t h s o f 1957 ) a r e 10 .5 p e r c e n t , a n d 5 .8 p e r

c e n t , r e s p e c t i v e l y .

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

of c a p i t a l g o o d s a n d c o n s u m e r g o o d s . I n t h e c o u n t r i e s w h e r e t h e r e w a s a n

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

e a r l i e r a n d t o a g r e a t e r e x t e n t t h a n t h a t o f c o n s u m e r g o o d s ( B e l g i u m ,

D e n m a r k ) . I n t h o s e c o u n t r i e s , h o w e v e r , i n w h i c h i n d u s t r i a l p r o d u c t i o n

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

t h e p r o d u c t i o n o f c a p i t a l g o o d s i n t h e l a s t q u a r t e r o f 1 9 5 7 a n d t h e first

q u a r t e r o f 1 9 5 8 h a v i n g b e e n g r e a t e r t h a n t h a t i n t h e p r o d u c t i o n o f c o n s u m e r

g o o d s . T h u s , i n t h e first q u a r t e r o f 1 9 5 8 , t h e o u t p u t o f c a p i t a l g o o d s i n

G e r m a n y w a s 5.7 p e r c e n t , a b o v e t h e l eve l r e a c h e d a y e a r b e f o r e , w h i l e

t h e r i s e a m o u n t e d t o o n l y 0 . 4 p e r c e n t , i n t h e c a s e o f c o n s u m e r g o o d s .



The relatively high level of activity was obviously still Strongly supported by
the high rate of investment and lively foreign demand for capital goods.

In 1957 and the early part of 1958 the inflationary pressure abated
considerably in most of the industrialised countries of the West (the main
exception being France). But this slowing-down, or even halting, of the rate
of price inflation — satisfactory though it may seem — is by no means
sufficient. If, in times of recession, the best that can be achieved is a halting
of the rise in the price level, the long-term prospects for price stability are
poor indeed. It is therefore imperative that prices should actually fall in periods
of recession. And if such price falls are not to be accompanied by a large
volume of unemployment, labour must be willing temporarily to do without any
substantial wage increases and business must be prepared to reduce profits
per unit of output. Only under such conditions can anti-recession measures,
designed to increase aggregate demand, be adopted without there being a
danger of their causing a new inflationary spurt. As Herr Blessing, President
of the Deutsche Bundesbank, put it in a speech in Berlin on 30th April:

"It looks as if the business situation has now reached a point at
which fairly widespread price cuts are becoming a possibility. Business
men would be well advised to accelerate the reversal in the price trend
by reducing prices, and not production, when demand is declining, in
order to stimulate sales, and workers should support the change in the
price trend by keeping their wage demands within reasonable limits.
Such a course, if persevered in, would lead to a boom based on quan-
titative expansion, which is exactly what we need. If, on the other
hand, prices are kept up and wages further increased, we run the risk
of aggravating and accelerating the recession. This is not the time for
keeping prices high and indulging in further rounds of wage increases;
it is the time for discipline in the field of wages and prices. We are
faced with a choice between the road leading to a quantity boom and
the road leading to a further decline in economic activity. I hope we
shall make the right choice."

A rapid downward adjustment of prices is the best way to correct the
disequilibrium resulting from the prolongation of a boom and creates a solid
starting-point for fresh expansion. If the price rise is only halted in a recession
and starts again in the next period of expansion, the resultant continual
depreciation of the monetary unit will necessarily slow down the growth of
savings and will thus be incompatible with a high rate of economic progress.
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V . W o r l d T r a d e a n d P a y m e n t s .

W o r l d t rade cont inued to increase in 1957, t h o u g h at , a somewhat

slower pace t h a n in the two prev ious years. W h e r e a s ; in b o t h 1955 and 1956

t h e t rade tu rnover ( imports c.i.f. p lus exports f.o.b.) h a d risen by over

10 pe r cent. , in 1957 it increased by 8 per cent . — a ra te of expansion

roughly in line wi th tha t prevai l ing over a longer span of years, which

works ou t at 8.6 per cent, since 1950 and at 7.2 per cent, since 1937Ì

O v e r t h e last twen ty years, t he expans ion in t h e t r ade of cont inenta l wes te rn

E u r o p e has only slightly exceeded tha t in t h e t r ade of t h e rest of t h e world,

the fast advance of t h e last decade having done little more t h a n make good

t h e g round lost du r ing the war years.

I n 1957, despi te t h e fall in t h e prices of r aw mater ia ls a n d foodstuffs,

t h e un i t value of exports rose by 3 pe r cent , owing to an increase in t h e

prices of manufac tured goods. I n real t e rms , wor ld t r ade (as measu red by

t h e vo lume of wor ld exports) rose b y 5 pe r cent , in 1957, against 9 pe r cent ,

in t h e two preceding years. I n 1956 and 1957 t h e rate of increase of t h e

vo lume of wor ld t rade was twice as h igh as t ha t of industr ia l ou tpu t .

Turnover of world trade.

Areas

United Kingdom
Rest of the sterling area . .

Total for the sterling area

Continental O.E.E.C.
countries

United States and Canada .
Latin America
Other countries

World trade turnover . .

World trade turnover

1937 1950 1956 1957

in milliards of U.S. dollars

8.0
7.4

15.4

15.9
9.0
4.0
7.1

51.4

13.6
18.3

31.9

29.7
26.2
12.4
15.8

1 16.0

20.2
25.9

46.1

58.1
44.4
16.6
26.5

191.7

21.1
27.5

48.6

64.4
46.8
17.6
29.7

207.1

Annual rates of increase

1937-57 1950-57 1956-57

in percentages

5.0
6.8

5.9

7.3
8.6
7.7
7.4

7.2

6.5
6.0

6.2

11.7
8.7
5.1
9.4

8.6

4.5
6.2

5.4

10.8
5.4
6.0

12.1

8.0

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

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

s h i p w a s 6 0 : 4 0 p e r c e n t . I n t e r m s o f v o l u m e , t h e s h i f t t o w a r d s t r a d e i n

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

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

a n d f o o d s t u f f s s i n c e 1 9 3 7 - 3 8 , y e a r s i n w h i c h t h e y w e r e p a r t i c u l a r l y l o w . ^

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

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

p a g e 1 2 0 ) .
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Volume of exports of different areas.

Year

1938

1950

1954

1955

1956

1957

1957

European
sterling

area

Overseas
sterling

area

Continental
western
Europe

United
States

and
Canada

Latin
America World

Index: 1953 = 100

71

104

105

1 11

118

121

77

89

103

113

119

122*

65

79

114

129

138

148

43

75

97

100

116

121

85

95

98

107

116

115*

70

85

105

114

124

130

Index: 1938 = 100

170 158* 2 2 8 2 8 1 135* 186

* January to September.

I n i g S 7 , w h e n e x p o r t s f r o m E u r o p e e x p a n d e d , i n t e r m s o f v o l u m e ,

b y 7 p e r c e n t . , t h o s e o f N o r t h A m e r i c a a n d o f t h e s t e r l i n g a r e a r o s e b y

o n l y 4 a n d 3 p e r c e n t , r e s p e c t i v e l y a n d t h o s e o f L a t i n A m e r i c a d i d n o t

i n c r e a s e a t a l l . I n r e l a t i o n t o 1 9 3 8 , t h e v o l u m e o f t h e f o r e i g n t r a d e o f t h e

U n i t e d S t a t e s a n d C a n a d a h a s i n c r e a s e d b y 1 8 1 p e r c e n t , a n d t h a t o f

c o n t i n e n t a l E u r o p e b y 1 2 8 p e r c e n t . T h e c o r r e s p o n d i n g i n c r e a s e s i n t h e c a s e

o f t h e o v e r s e a s s t e r l i n g a r e a a n d L a t i n A m e r i c a a r e 5 8 p e r c e n t , a n d 3 5 p e r

c e n t . T h e h i g h e r l e v e l o f t h e v o l u m e i n d e x f o r t h e o v e r s e a s s t e r l i n g a r e a i s

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

M i d d l e E a s t .

T h e f l o w o f t r a d e i s g r e a t e s t b e t w e e n i n d u s t r i a l a r e a s , a n d t h e p r o p o r -

t i o n o f s u c h t r a d e t o w o r l d e x p o r t s i n c r e a s e d f r o m 3 6 p e r c e n t , i n 1 9 3 8 t o

4 0 p e r c e n t , i n 1 9 5 7 . I n t e r m s o f c u r r e n t v a l u e s , t r a d e a m o n g i n d u s t r i a l

a r e a s h a s i n c r e a s e d fivefold s i n c e b e f o r e t h e w a r , b u t t h e r a t e o f i n c r e a s e

h a s n o t b e e n t h e s a m e o v e r t h e w h o l e p e r i o d a n d f o r a l l a r e a s . F r o m 1 9 3 8

t o 1 9 5 0 t r a d e b e t w e e n t h e U n i t e d S t a t e s a n d C a n a d a e x p a n d e d a t a m u c h

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

P r i n c i p a l c u r r e n t s o f w o r l d t r a d e .

Exports (f.o.b.)

From industrial areas to
industrial areas

From industrial areas to
non-industrial areas. . . .

From non-industrial areas to
industrial areas

From non-industrial areas to
non-industrial areas. . . .

: Total world exports . .

1938 1950 1956 1957*

in milliards of U.S. dollars

8.1

5.8

6.3

2.2

22.4

19.5

13.7

16.5

7.2

56.9

37.3

23.4

22.2

9.8

92.7

40.9

28.2

23.0

10.5

102.6

1938 1950 1956 1957*

as percentages of total

36

26

28

10

100

34

24

29

13

100

40.5

25

24

10.5

100

40

27.5

22.5

10

100

* First half-year at annual rate.
Note : The industrial areas comprise Canada and the United States, the O.E.E.C, countries and Japan.
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C u r r e n t s of t r a d e b e t w e e n i n d u s t r i a l a reas .

Exports (f.o.b.)

Within western Europe . . .
Within North America. . . .
Between western Europe and

North America
Remainder of trade between

industrial areas

Total for industrial areas

1938 1950 1956 1957*

in milliards of U.S. dollars

4.6

0.7

2.2

0.6

8.1

9.8

3.9

5.0

0.8

19.5

18.8

6.9

9.5

2.1

37.3

20.3

7.1

10.6

2.9

40.9

1938 1950 1956 1957*

as percentages of total

57

9

27

7

100

50

20

26

4

100

50

19

25

6

100

50

77

26

7

100

* First half-year at annual rate.

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

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

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

t r a d e f r o m 5 7 p e r c e n t , o f t o t a l t r a d e b e t w e e n i n d u s t r i a l a r e a s i n 1 9 3 8 t o

5 0 p e r c e n t , i n 1 9 5 0 . S i n c e t h e n t h e s h a r e o f i n t r a - E u r o p e a n t r a d e i n t h e

t o t a l h a s r e m a i n e d u n c h a n g e d , w h i l e t r a d e w i t h i n N o r t h A m e r i c a h a s l o s t

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

b e t w e e n t h e U n i t e d S t a t e s a n d J a p a n .

T h e l a r g e s h a r e o f i n t r a - E u r o p e a n t r a d e i n w o r l d t r a d e i s , o f c o u r s e ,

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

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

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

l a r g e r c o u n t r i e s . T h i s p o i n t i s c l e a r l y b r o u g h t o u t b y t h e p a r t i c u l a r l y h i g h

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

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

N e t h e r l a n d s a n d i n s i d e S c a n d i n a v i a ) . T h i s p a t t e r n o f t r a d e i s i l l u s t r a t e d

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

s h a r e o f t r a d e w i t h t h e O . E . E . C . c o u n t r i e s ( n o t i n c l u d i n g t h e a s s o c i a t e d

o v e r s e a s t e r r i t o r i e s ) , w h i c h i n t h e c a s e o f a l l c o u n t r i e s e x c e p t t h e U n i t e d

K i n g d o m , F r a n c e a n d I t a l y r e p r e s e n t s m o r e t h a n 5 0 p e r c e n t , o f t o t a l t r a d e ,

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

E u r o p e a n E c o n o m i c C o m m u n i t y , s u c h a s A u s t r i a a n d t h e S c a n d i n a v i a n

c o u n t r i e s .

T h e flow o f t r a d e f r o m n o n - i n d u s t r i a l t o i n d u s t r i a l a r e a s h a s d i m i n i s h e d

f r o m 2 8 p e r c e n t , o f w o r l d e x p o r t s i n 1 9 3 8 t o 2 2 . 5 p e r c e n t , i n 1 9 5 7 . W i t h i n

t h i s f l o w , h o w e v e r , t h e s h a r e o f e x p o r t s f r o m L a t i n A m e r i c a t o N o r t h A m e r i c a

h a s i n c r e a s e d f r o m 8 t o 1 7 p e r c e n t , d u r i n g t h i s p e r i o d .

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

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

G . A . T . T . S e c r e t a r i a t , i t w a s a t t r i b u t e d m a i n l y " t o a d r a s t i c f a l l i n t h e r e q u i r e -

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

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

i n t h e p r i m a r y - p r o d u c i n g a r e a s " ( s e e a l s o t h e B a n k ' s T w e n t y - t h i r d A n n u a l
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Selected O.E.E.C. countries: Total and per capita foreign trade in 1956.

a

Note: Total exports and imports are each represented by a semi-circle bounded by a continuous line.
Exports are on the left and imports on the right. The respective areas are proportional to total exports or
imports, the scale being 1 mm2 = $100 million. The area of the semi-circles bounded by a broken line
represents per capita exports and imports on the scale of 1 mm2 = $6.66. Thus two different scales are
used, the relationship between them being 1:15 million.

R e p o r t , p a g e 9 2 ) . F u r t h e r a n a l y s i s r e v e a l e d , i n a d d i t i o n , t h e i m p o r t a n c e

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

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

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

t h e m o r e i m p o r t a n t s e m i - i n d u s t r i a l c o u n t r i e s i n c l u d e d i n t h e " n o n - i n d u s t r i a l "

c a t e g o r y ( t h e A r g e n t i n e , B r a z i l , M e x i c o , I n d i a , A u s t r a l i a , t h e U n i o n o f

S o u t h A f r i c a , F i n l a n d a n d Y u g o s l a v i a , w h i c h t o g e t h e r a c c o u n t f o r r o u g h l y

8 0 p e r c e n t , o f m a n u f a c t u r i n g a c t i v i t y o u t s i d e t h e i n d u s t r i a l a r e a p r o p e r ,

e x c l u d i n g t h e U . S . S . R . , e a s t e r n E u r o p e a n d C h i n a ) i n c r e a s e d m u c h l e s s b e t w e e n

1 9 3 8 a n d t h e p o s t - w a r p e r i o d t h a n d i d t h o s e o f t h e o t h e r n o n - i n d u s t r i a l

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

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

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

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

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

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

h a v e i n c r e a s e d t w e l v e f o l d s i n c e b e f o r e t h e w a r .
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Because of their high degree of regional integration, the U.S.S.R.,
eastern Europe and China, which were included in the previous tables among
the non-industrial areas, must be considered as a separate group. The total
trade turnover of these countries — referred to, for simplicity's sake, as
the eastern countries — is estimated to have increased, in round figures,
from $10 milliard in 1950 to $20 milliard in 1956. It thus doubled in
value, while world trade turnover — excluding the trade of the eastern
countries among themselves — increased during the same period by 65 per
cent. The proportion of the world total represented by the trade of the
eastern countries, including that among themselves, rose from 8 per cent, in
1950 to 9V2 per cent, in 1956.

T h e U . S . S . R . , e a s t e r n E u r o p e a n d C h i n a : D i r e c t i o n o f f o r e i g n t r a d e .

Trade turnover wi th

Eastern countr ies . . . .
Other countr ies

Total . . .

1950 1955 1956

in millions of U.S. dollars

6,390
3,430

9,820

13,300
4,810

18,1 10

14,100
5,890

19,990

1950 1955 1956

as percentages of total

65
35

100

73
27

7 00

77
29

100

F o l l o w i n g t h e K o r e a n c o n f l i c t t h e r e w a s a s h a r p d e c l i n e i n e a s t - w e s t

t r a d e , a c c o m p a n i e d b y a n i n t e n s e c o n c e n t r a t i o n , i n t h e U . S . S . R . a n d e a s t e r n

E u r o p e , o n t h e d e v e l o p m e n t o f h e a v y i n d u s t r y . S i n c e 1 9 5 4 a c h a n g e i n

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

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

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

w i t h c o u n t r i e s o u t s i d e i t h a s n o t y e t r i s e n a g a i n t o t h e p r e - K o r e a p e r c e n t a g e .

A l t h o u g h t h e U . S . S . R . i s t h e l a r g e s t s i n g l e t r a d i n g p a r t n e r w i t h i n t h e

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

B u l g a r i a , C z e c h o s l o v a k i a , e a s t e r n G e r m a n y , H u n g a r y , P o l a n d a n d R o u m a n i a ,

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

w o r l d . I n 1 9 5 6 t h e U . S . S . R . p r o v i d e d 3 8 p e r c e n t , o f a l l e x p o r t s w i t h i n t h e

e a s t e r n g r o u p a n d 3 1 p e r c e n t , o f e x p o r t s t o t h e o u t s i d e w o r l d . T h e c o m b i n e d

s i x e a s t e r n E u r o p e a n c o u n t r i e s c o n t r i b u t e d 4 7 a n d 5 2 p e r c e n t , r e s p e c t i v e l y ,

t h e r e s t b e i n g a c c o u n t e d f o r b y C h i n a , w i t h 1 5 a n d 1 7 p e r c e n t . T h e s h i f t

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

t o o k p l a c e i n 1 9 5 1 .

A m o n g t h e m o s t r e c e n t d e v e l o p m e n t s i n e a s t - w e s t t r a d e h a s b e e n a

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

t h e e a s t e r n g r o u p f r o m 1 9 5 6 t o 1 9 5 7 , w h i l e t h e t r a d e o f t h e e a s t e r n c o u n t r i e s

w i t h e x t r a - E u r o p e a n c o u n t r i e s h a s g r o w n m u c h f a s t e r . T h i s s h i f t i s n o

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

o f n u m e r o u s t r a d e a g r e e m e n t s w i t h c o u n t r i e s i n t h e N e a r E a s t , A f r i c a ,

S o u t h a n d S o u t h - E a s t A s i a a n d t h e g r a n t i n g o f s u b s t a n t i a l c r e d i t s t o s e v e r a l

o f t h e s e c o u n t r i e s . T h e s e c r e d i t s , a n d t h e r e a d i n e s s o f e a s t e r n c o u n t r i e s t o

b u y p r i m a r y c o m m o d i t i e s a n d f o o d s t u f f s f r o m c o u n t r i e s , s u c h a s E g y p t a n d
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Foreign trade with the U.S.S.R., eastern Europe and China.

Countries '

Imports
from eastern countries

1938 1952 1956 1957 2

as percentages of total

Countries '

Exports
to eastern countries

1938 1952 1956 19572

as percentages of total

Iceland. . .

Finland. . .

Egypt . . .

Hong Kong.

Yugoslavia .

Turkey . . .

Iran . . . .

Austria . .

Burma . . .

Syria. . . .

Greece. . .

Ceylon . . .

Ghana . . .

2

9

10

38

18

12

36
3

n. a.

n. a.

18

1

2

7

19

7

22

0

4

17

11

n. a.

n. a.

0.2

2

1

26

25

14

23

23

15

10

10

19

4

5

9

2

34

32

27

22

19

16

12

10

7

7

6

4

3

Egypt . . .

Iceland. . .

Finland. . .

Yugoslavia .

Iran . . . .

Syria. . . .

Turkey . . .

Greece. . .

Austria . .

Ghana . . .

Ceylon . . .

Burma . . .

Hong Kong.

10

1

3

15

10

n. a.

12

10
3

1

1

n. a.

45

18

7

26

0

16

n. a.

6

0.5

13

5
9

n. a.

18

34

30

27

24

17

8

20

10

14

2

1 1

14

4

48

35

28

26

25

22

21

16

14

1 1

11

10

5

1 The countries listed are those for which imports from or exports to the U.S.S.R., eastern Europe and
China represented at least 10 per cent, of total imports or exports in either 1956 or 1957. 2 For the number
of months for which information is available. 3 Included in Germany.

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

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

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

W e l l o v e r a q u a r t e r o f t h e i n c r e a s e i n t h e t o t a l v a l u e o f w o r l d e x p o r t s

i n 1 9 5 7 w a s a c c o u n t e d f o r b y a r i s e i n t h e e x p o r t s o f t h e U n i t e d S t a t e s .

U . S . n o n - m i l i t a r y e x p o r t s w e n t u p f r o m $ 1 7 . 2 m i l l i a r d i n 1 9 5 6 t o $ 1 9 . 3 m i l -

l i a r d i n 1 9 5 7 , i . e . b y 1 2 p e r c e n t . S h i p m e n t s t o t h e F a r E a s t r o s e b y o n e -

q u a r t e r , t h o s e t o L a t i n A m e r i c a b y o n e - f i f t h a n d t h o s e t o w e s t e r n E u r o p e

b y o n e - e i g h t h . O n t h e o t h e r h a n d , e x p o r t s t o C a n a d a f e l l b y 3 p e r c e n t ,

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

i n e a r l i e r t h e r e t h a n i n t h e U n i t e d S t a t e s . T h e l e v e l o f e x p o r t s w a s p a r t i c u -

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

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

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

$ 3 0 0 m i l l i o n , w h i l e n o n - a g r i c u l t u r a l e x p o r t s i n c r e a s e d b y $ 1 . 4 m i l l i a r d , o f

w h i c h $ 1 . 1 m i l l i a r d w a s a c c o u n t e d f o r b y finished i n d u s t r i a l g o o d s , w h i c h

m a d e u p m o r e t h a n h a l f t h e t o t a l o f U . S . e x p o r t s i n 1 9 5 7 .

I m p o r t s w e n t u p b y o n l y 3 p e r c e n t . , a m o u n t i n g t o $ 1 3 m i l l i a r d i n
I 9 S 7 > a g a i n s t $ 1 2 . 6 m i l l i a r d i n t h e p r e v i o u s y e a r . T h e e n t i r e i n c r e a s e o f

$ 4 0 0 m i l l i o n w a s d u e t o a g r o w t h i n i m p o r t s o f finished i n d u s t r i a l g o o d s

( p r i m a r i l y m a c h i n e r y a n d v e h i c l e s , p u r c h a s e s o f w h i c h — m a i n l y f r o m

w e s t e r n E u r o p e a n d J a p a n — r o s e a l t o g e t h e r b y o v e r $ 2 0 0 m i l l i o n ) .

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

$ 4 . 5 m i l l i a r d i n 1 9 5 6 t o $ 6 m i l l i a r d i n 1 9 5 7 . A s t h e d e f i c i t i n r e s p e c t o f
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i n v i s i b l e i t e m s w a s r e d u c e d b y $ 3 5 0 m i l l i o n i n 1 9 5 7 c o m p a r e d w i t h t h e

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

i n v e s t m e n t s , t h e s u r p l u s o n c u r r e n t a c c o u n t r o s e f r o m $ 3 , 0 7 0 m i l l i o n t o

$ 4 , 9 4 0 m i l l i o n .

T h e d e f i c i t o n c u r r e n t a c c o u n t o f $ 1 8 0 m i l l i o n i n r e l a t i o n t o w e s t e r n

E u r o p e a n d i t s d e p e n d e n c i e s i n 1 9 5 6 w a s t u r n e d i n t o a s u r p l u s o f $ 4 3 0 m i l l i o n

i n 1 9 5 7 . T h e c h a n g e w a s a l m o s t e n t i r e l y a t t r i b u t a b l e t o a n i n c r e a s e i n U . S . c o m -

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

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

V i s - à - v i s o t h e r a r e a s , t h e e x p o r t s u r p l u s r o s e b y $ 9 9 0 m i l l i o n a n d n e t r e t u r n s

United States: Balance of payments.

Items

Net military transfers under
grants balanced by corresponding
exports of goods and services (ex-
cluded from the following data) . .

Commercial exports
Commercial imports

Balance of trade

Invisible items (net)
Transport
Travel
Investment income
Military expenditure
Private remittances, pensions and

other invisible items

Total invisible items . . . .

Balance on current account . .

Government grants

U.S. capital movements (net)
(outflow —)
On government account
On private account

Total U.S. capital movements

Foreign capital movements (net)
(inflow +)

Total net grants and capital
movements (outflow—)

Increase in gold and decline in short-
term liabilities to foreigners ( + ) . .

Unrecorded payments, errors and
omissions

Total

All areas

1955 1956 1957

Western Europe
and dependencies

1955 1956 1957

in millions of dollars

2 130

14,260
1 1,510

+ 2,750

+ 130
— 510
+ 2,000
— 2,600

— 380

— 1,360

+ 1,390

— 1,860

— 300
— 1,150

— 1,450

+ 870

— 2,440

+ 600

+ 450

— 1,390

2,610

17,320
12,790

+ 4,530

+ 190
— 570
+ 2,040
— 2,750

— 370

— 1,460

+ 3,070

- 1,690

— 630
— 2,980

— 3,610

+ 410

— 4,890

+ 1,130

+ 690

- 3 , 0 7 0

2,510

19,300
13,260

+ 6,040

+ 410
— 590
+ 2,210
— 2,750

— 380

— 1,100

+ 4,940

— 1,610

— 960
- 3,040

— 4,000

+ 310

— 5,300

— 400

+ 760

— 4,940

1,590

4,810
3,340

+ 1,470

+ 10
— 420
+ 330
— 1,750

— 240

— 2,070

— 600

— 800

— 40
— 180

— 220

+ 450

— 570

+ 590

+ 580

+ 600

1,890

5,970
3,930

+ 2,040

+ 50
— 480
+ 220
- 1,740

— 270

— 2,220

— 180

— 470

— 60
— 780

— 840

+ 280

— 1,030

+ 780

+ 430

+ 180

1,570

6,600
4,040

+ 2,560

+ 110
— 500
+ 240
— 1,710

— 270

— 2,130

+ 430

— 320

— 380
— 400

— 780

+ 410

- 690

+ 310

— 50

— 430
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from invisible items — which always yield a surplus because of the very large
investment income from Canada and Latin America — went up by $270 million.

The main counterpart of the surplus on current account was a net
capital outflow of $4 milliard. One-quarter of this was made up of govern-
ment lending and three-quarters of private lending. In contrast to what
happened in 1956, when there was a considerable increase in net private
investments, these remained fairly stable in 1957 at about $3 milliard,
while net government lending increased from $630 to 960 million. If non-
military grants, which fell off somewhat in 1957, are added, the net outflow
on government account comes to $2,320 million in 1956 and 82,570 million
in 1957. The net inflow of long-term foreign capital declined to $310 mil-
lion in 1957, against $410 million in the previous year, so that net U.S.
capital exports (including grants) amounted to $5,300 million in 1957, against
$4,890 million in 1956. If unrecorded payments to the United States
($690 million in 1956 and $760 million in 1957) are considered as capital
inflows, the net outflow of U.S. capital works out at $4,200 million in
1956 and $4,540 million in 1957, including profits reinvested by American
firms operating abroad. As the surplus on current account came to $4,940 mil-
lion in the latter year, the increase in gold holdings exceeded by
$400 million the increase in short-term liabilities to foreigners.

Developments in the current-account positions of the four most important
western European countries were widely divergent, but the main problem of
imbalance was again centred on the same two countries as in 1956. While
the surplus position of the United Kingdom remained fairly stable and
Italy moved from deficit to surplus, the French deficit deteriorated further
and Germany continued to increase its already very large surplus. Among
the smaller countries, Finland and the Netherlands succeeded in reducing
their deficits, Austria and Sweden were able to keep their current payments
practically in equilibrium, Belgium, Denmark and Norway had surpluses
and Switzerland very likely had a small deficit owing to the extremely high
level of its imports.

The U n i t e d K i n g d o m has been in surplus on current account
every year since 1948, with two exceptions, namely 1951 and 1955, when it
replenished its stocks of imported materials and at the same time suffered a
deterioration in its terms of trade. During these two years the outflow of
capital was only a contributory factor to the strain on the country's foreign-
payments position, whereas at other times (in 1947, 1949 and 1957) it
was the main cause of strain, a speculative outflow of short-term capital
being superimposed on the constant drain resulting from long-term invest-
ment abroad. It should be noted, however, that foreign aid received during
the ten-year period 1948-57 (1948 being the first year since the war in
which the current-account balance showed a surplus) was more or less of
the same magnitude as the net outflow of capital (including the use of sterling
balances and short-term movements).
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The United Kingdom's imports rose from £3,890 million in 1956 to
£4,080 million in 1957, or by 3 % per cent, in value and 2 per cent, in
volume. The volume of exports also increased by 2 per cent, in 1957 and the
terms of trade improved by 3 per cent, over the year. While in the first
half of 1957 they were the same as in the corresponding period of 1956,
in the last quarter of 1957 they were 9 per cent, more favourable than
in the fourth quarter of 1956 and they continued to improve in the early
part of 1958.

The very rapid rise in exports to the dollar area which had taken
place in 1956 (an increase of 24 per cent, on the previous year) was not
repeated in 1957, and, as imports from the dollar area rose sharply during
the first half of the year, the balance of trade deteriorated by £82 million
for the year as a whole. This adverse movement was partly offset by a
decline in the deficits vis-à-vis other areas, so that the total import surplus
increased by about £50 million.

The decline in the United Kingdom's share of world exports of manu-
factured products has received considerable attention in recent times. In 1957,
while world exports of manufactured products increased by 11 per cent.,
those from the United Kingdom rose by only 6 per cent. Over the last
twenty years, the share of the United Kingdom in the total of manufactured

Exports of manufactured products by main exporting countries.

C o u n t r i e s 1

U n i t e d S t a t e s 3 .

O t h e r E u r o p e a n c o u n t r i e s 5 . . . .
C a n a d a
J a p a n . .

T o t a l l i s t e d c o u n t r i e s . . . .

1937 1953 1956 1957 '

as percentages of total

19.9
21.9
22.8 4

23.2
4.9
7.3

100.0

26.0
21.2
13.2
29.0

6.8
3.8

100.0

25.2
19.0
16.4
27.9

5.8
5.7

100.0

25.8
18.2
17.1
27.4

5.6
5.9

100.0

1 The countries included in the table together account for about nine-tenths of exports of manufactured goods
from countries other than the U.S.S.R., the eastern European countries and China. 2 January to September.
3 Excluding special-category exports. 4 Whole of Germany for 1937. Since the present area of the German
Federal Republic is estimated to have accounted for approximately two-thirds of pre-war Germany's total
exports, the post-war figures above may be roughly compared with a pre-war share of rather more than
15 per cent. 5 Belgium-Luxemburg, France, Italy, the Netherlands, Sweden arid Switzerland.
Source : Board of Trade Journal, 28th February 1958.

g o o d s e x p o r t e d b y t h e m a i n i n d u s t r i a l c o u n t r i e s h a s d e c r e a s e d f r o m 2 1 . 9 t o

1 8 . 2 p e r c e n t . , t h e p r i n c i p a l g a i n e r s h a v i n g b e e n t h e U n i t e d S t a t e s a n d t h e

s m a l l e r E u r o p e a n e x p o r t i n g c o u n t r i e s .

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

t h e g e o g r a p h i c a l d i s t r i b u t i o n a n d t h e c o m p o s i t i o n o f t h e c o u n t r y ' s e x p o r t t r a d e —

i n p a r t i c u l a r , t h e f a c t t h a t o v e r o n e - h a l f o f i t s e x p o r t s g o t o t h e s t e r l i n g

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

r e l a t i v e l y h i g h p r o p o r t i o n o f t e x t i l e p r o d u c t s i n i t s f o r e i g n s a l e s . O t h e r

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

l e v e l o f d o m e s t i c d e m a n d a n d t h e i n c r e a s i n g c o m p e t i t i o n f o r e x p o r t m a r k e t s
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on the part of more recently industrialised countries, as well as the develop-
ment of domestic manufacturing industries in overseas territories, including
the older Dominions, which were formerly among the largest importers from
the United Kingdom.

The United Kingdom had a surplus on current account of £237 million
in I9S7» compared with one of £266 million in 1956. As usual, the deficit
in respect of visible trade was more than covered by net returns from
invisibles. These were slightly higher than in 1956, mainly because of a reduc-
tion in government expenditure abroad and a rise in earnings from shipping.

United Kingdom:

Items

Merchandise t rade (f.o.b.)

Exports (including re-exports)

Balance of trade

Inv is ib le i tems (net)

Government transactions '

Total invisible items

Balance on current account

Long- term capi ta l account (net)
(outflow —)
Inter-governmental lending and repayments
Other long-term capital

Total

Balance on current and
long- te rm capi ta l account

Balanced by

Overseas sterling holdings (decrease — )

of non-territorial organisations 3

Unidentified capital movements and

Gold and dollar reserves (increase — ) . .

Other official holdings of foreign exchange5

Total

Balance of payments.

1955 1956 1957 I 1st hai/9
57

2nd half
in millions of £ sterling

3,442
3,076

— 366

+ 123
+ 77
— 136
+ 233

+ 297

— 69

— 53
— 150

— 203

- 272

— 127
— 7

+ 176
+ 229
+ 1

+ 272

3,475
3,414

- 61

+ 107
+ 111
— 167
+ 276

+ 327

+ 266

— 51
— 180

— 231

+ 35

— 155
+ 200

— 41

- 5

— 34

— 35

3,605
3,508

— 97

+ 115
+ 100
— 143
+ 262

+ 334

+ 237 2

+ 71
— 260

— 189

+ 48

— 154
— 24

+ 1542

— 50

+ 26

— 48

1,814
1,776

— 38

+ 54
+ 48
— 55
+ 106

+ 153

+ 115

— 18
— 150

— 168

— 53

+ 73
— 9

+ 50
— 88
+ 27

+ 53

1,791
1,732

— 59

+ 61
+ 52
- 88
+ 156

+ 181

+ 122

+ 89
— 110

— 21

+ 101

— 227
— 15

+ 104

+ 38
— 1

— 101

1 Including net defence aid, the amount of which has fallen from £46 million in 1955 to £26 million in 1956
and £21 million in 1957. 2 According to a statement made by the Chancellor of the Exchequer in his
budget speech, the current surplus will most likely be larger than the provisional figure of £237 million, as
a substantial proportion of the balancing item representing unidentified transactions is almost certainly
attributable to current transactions. 3 Including drawings on the I.M.F. in the second half of 1956
amounting to £201 million. 4 Including errors and omissions. 5 Including balance with the E.P.U.
and special waiver account. The interest due on 31st December 1956 on the U.S. and Canadian credits and
the lend-lease settlement loan amounting to £37 million was paid into this account pending a decision on
the United Kingdom's request for a waiver. Following an agreement with the U.S. and Canadian Govern-
ments the £37 million was returned to the gold and dollar reserves in April 1957.



— 129 —

The current surplus in relation to the rest of the sterling area increased
from £307 million in 1956 to £343 million in 1957, chiefly owing to a rise
in receipts from U.K. oil companies, which recovered very quickly in the
second half of the year after their fall during the Middle East crisis. On
the other hand, the deficit in relation to the non-sterling world rose from
£41 million in 1956 to £106 million in 1957.

The overall balance on current and long-term capital account showed
in 1957 a small surplus of £48 million (against one of £35 million in the
previous year). This surplus was the net result of the current surplus of
£237 million and an outflow of long-term capital of £189 million. But
while the surplus on current account was of practically the same size in the
first and second halves of the year, the net outflow of capital amounted to
£168 million in the first half and only £21 million in the second. The
resultant changes on current and capital account were a deficit of £53 million
and a surplus of £101 million in the respective half-years.

The fact that the changes in reserves were in the opposite direction to
the changes in the current and capital account (there having been an increase
in reserves in the first half and a decline in the second half of the year) was
chiefly due to movements in the sterling balances of countries of the over-
seas sterling area. While these rose in the first half by £69 million owing
to the drawing by India on the International Monetary Fund, they were
reduced in the second half by £226 million as a result of a deterioration
in the terms of trade of the overseas sterling countries coinciding with a
rise in their imports.

The main result of the diverse capital movements described above was
a reduction in the United Kingdom's short-term liabilities vis-à-vis the sterling
area at the expense of an increase in medium and long-term indebtedness
vis-à-vis the dollar area and the non-territorial organisations.

During the first four months of 1958, owing to the continued fall in
import prices, the import surplus was reduced to £106 million (against £252 million
in the corresponding period of 1957) and, except for a deterioration in the external
position of the overseas sterling area, most other elements in the balance of
payments also developed favourably. Consequently, the United Kingdom increased
its gold and foreign exchange reserves by £229 million (or $641 million).

In F r a n c e , the adverse movement of the balance of payments which
had developed in 1956 was further accentuated in 1957. The causes of this
development are clearly summarised by the National Credit Council in the
introduction to its report for that year. They were attributable essentially to
"an excessive expansion of domestic demand which the country's resources,
though steadily increasing, were no longer able to satisfy. These requirements,
generated by a combination of rising consumption, an increasing volume of
investment and ever-mounting public expenditure, could no longer be met
other than by imports which were too far in excess of France's sales abroad
and which, nevertheless, were incapable of checking the rise in prices."
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According to the French foreign trade statistics, the overall commercial
deficit rose from Fr.fcs 355 milliard in 1956 to Fr.fcs 377 milliard in
1957. When trade with the franc area is excluded, it appears that the deficit
vis-à-vis foreign countries — which is more relevant to the foreign exchange
position —- increased from Fr.fcs 415 milliard in 1956 to Fr.fcs 493 milliard
in 1957, most of the deterioration having taken place during the first half of
the year, when imports climbed to Fr.fcs 928 milliard and the import surplus
reached Fr.fcs 321 milliard.

The growth in the deficit vis-à-vis foreign countries was concentrated
in the industrial sector and was mainly accounted for by imports from the
dollar area. Fuel imports from the United States alone rose from Fr.fcs 47
milliard in 1956 to Fr.fcs 94 milliard in 1957. The changes observable in
the commodity pattern of French foreign trade during recent years show
that, in contrast to other highly developed western European countries,
France continues to rely on exports of foodstuffs, raw materials and semi-
processed goods for a large proportion (about two-thirds in 1957) of its total
export proceeds. They also show that in the case of manufactured goods
imports are expanding faster than exports.

France: Composi t ion of foreign t rade.*

Items

Foodstuffs, beverages and tobacco
Energy, fuels, raw materials and

semi-manufactured goods . . . .

Manufactured goods

Total

Imports

1955 1956 1957

Exports

1955 1956 1957

in milliards of French francs

121

912

226

1,259

194

1,044

278

1,516

153

1,233

341

1,727

181

667

329

1,177

136

635

330

1,101

173

661

400

1,234

* Excluding overseas territories.

D u r i n g t h e p e r i o d u n d e r r e v i e w , i n f l a t i o n a r y p r e s s u r e s h a v e u n q u e s t i o n -

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

w e a k e n t h e s t r u c t u r e o f F r e n c h f o r e i g n t r a d e . T h e c o n t i n u a t i o n o f t h i s

t r e n d ( o r i t s r e v e r s a l t h r o u g h a c o m p u l s o r y l i m i t a t i o n o f t h e flow o f t r a d e )

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

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

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

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

b a s i s , t h e i m p o r t s u r p l u s o f m e t r o p o l i t a n F r a n c e a m o u n t e d t o $ 6 7 2 m i l l i o n

i n t h e first h a l f o f t h e y e a r , a g a i n s t $ 8 0 8 m i l l i o n f o r t h e w h o l e o f 1 9 5 6

( a n d $ 2 7 6 m i l l i o n f o r t h e first h a l f o f 1 9 5 6 ) . T h e d e t e r i o r a t i o n w a s d u e , a s

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

o f p a y m e n t . I m p o r t e r s , w h o f e a r e d b o t h a r e i n t r o d u c t i o n o f q u o t a s a n d a

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

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



the repatriation of their foreign exchange earnings as long as the exchange
control regulations permitted.

The deficit on trade account was aggravated by a deficit in respect of
invisible items, which normally yield a surplus. The rise in freight rates more
than doubled the net expenditure on transportation account as compared with
the first half of 1956; net government receipts fell off, mainly because of a
curtailment of U.S. off-shore procurement contracts; and net receipts from
tourist trade deteriorated further. Whereas in the first half of 1956 France
had a surplus on invisible account of $131 million, in the corresponding
period of 1957 there was a deficit of $140 million.

French franc area: Balance of

Items

Metropolitan France

Merchandise trade (f.o.b.)

Imports

Exports

Balance of trade

Invisible Items (net)
Transport
Investment income
Tourist trade
Government receipts
Other invisible items

Total invisible items

Balance on current account .

Overseas territories1

Balance on current account with

foreign countries

Whole of French franc area

Balance on current account . . . .

Balance on capital account2. . . .

Total balance on current and
capital account

Balanced by

E.P.U. credits received ( + ) . . . .
Drawings on I.M.F. (+ )
Changes in gold and foreign ex-

change reserves (increase —) . .
Errors and omissions

Total

1955 1956

payments.

19

1st half

56

2nd half

1957

1st half

in millions of U.S. dollars

3,064
3,150

+ 86

— 119
+ 71
+ 34
+ 513
+ 17

+ 516

+ 602

— 196

+ 406

— 72

+ 334

+ 538
— 155
— 60

— 673
+ 16

— 334

4,087
3,279

— 808

— 236
+ 103
— 66
+ 391
— 68

+ 124

— 684

— 151

— 835

— 1 1

— 846

+ 99
+ 121
— 45

+ 698
- 27

+ 846

1,936
1,660

— 276

— 101
+ 48

+ 207
— 23

+ 131

— 145

— 1 13

— 258

— 18

— 276

+ 123
— 12
— 45

+ 234
— 24

+ 276

2,151
1,619

— 532

- 135
+ 55
— 66
+ 184
— 45

— 7

— 539

— 38

— 577

+ 7

— 570

— 24
+ 133

+ 464
— 3

+ 570

2,374
1,702

— 672

— 249
+ 42
— 27
+ 140
— 46

— 140

— 812

— 107

— 919

+ 103

— 816

+ 22
+ 123
+ 262

+ 392
+ 17

+ 816

1 French overseas departments (I.e. Algeria, Guadeloupe, Martinique, Guiana, Réunion), French West Africa,
French Equatorial Africa, the French Cameroons, Togo, Madagascar and its dependencies, the Comoro
Archipelago, Saint Pierre and Miquelon, the French territories In Oceania, New Caledonia and its depend-
encies, the New Hebrides, Morocco, Tunisia, and, as regards the share of their transactions taking place
via the Paris foreign exchange market, Cambodia, Laos and Viet-Nam. 2 Excluding drawings on or
repayments to the I.M.F.
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F r a n c e ' s de f i c i t o n c u r r e n t a c c o u n t r o s e b e t w e e n t h e s e t w o h a l f - y e a r s

f r o m $ 1 4 5 t o 8 1 2 m i l l i o n . I n a d d i t i o n , t h e o v e r s e a s t e r r i t o r i e s h a d , a s u s u a l ,

a de f i c i t v i s - à - v i s t h e r e s t o f t h e w o r l d , s o t h a t t h e t o t a l de f i c i t t o b e c o v e r e d

a m o u n t e d t o $ 9 1 9 m i l l i o n . A s t h e r e w a s a n e t i n f l o w o f c a p i t a l o f $ 1 0 3 m i l -

l i o n , t h e r e s u l t a n t de f i c i t o n c u r r e n t a n d c a p i t a l a c c o u n t a m o u n t e d t o $ 8 1 6

m i l l i o n . T h i s w a s financed b y u s i n g u p t h e w h o l e o f t h e c r e d i t o f $ 2 6 2 . 5 m i l -

l i o n g r a n t e d b y t h e I n t e r n a t i o n a l M o n e t a r y F u n d i n t h e a u t u m n o f 1 9 5 6 ,

b y i n c r e a s i n g t h e c o u n t r y ' s i n d e b t e d n e s s t o t h e E . P . U . a n d b y d r a w i n g o n

t h e f o r e i g n e x c h a n g e r e s e r v e s t o t h e e x t e n t o f n e a r l y $ 4 0 0 m i l l i o n .

I n o r d e r t o c h e c k t h e d r a i n o n t h e r e s e r v e s , t h e F r e n c h G o v e r n m e n t t o o k a

s e r i e s o f m e a s u r e s i n t h e c o u r s e o f t h e y e a r . O f t h e s e t h e o n e w h i c h w a s i n t e n d e d

t o affect i m p o r t s m o s t d i r e c t l y w a s t h e s u s p e n s i o n o f l i b e r a l i s a t i o n o n 1 8 t h J u n e . *

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

t h i s m e a s u r e w a s s o m e w h a t d e l a y e d . T h e p a r t i a l d e v a l u a t i o n b y 16 .7 p e r c e n t ,

o n 1 2 t h A u g u s t , w h i c h d i d n o t a p p l y t o f u e l s a n d s o m e r a w m a t e r i a l s

( r e p r e s e n t i n g i n al l a b o u t 4 0 p e r c e n t , o f t o t a l i m p o r t s ) , h a d t h e i m m e d i a t e

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

s u b j e c t e d t o q u a n t i t a t i v e r e s t r i c t i o n s ) . A c c o r d i n g t o t h e c u s t o m s s t a t i s t i c s ,

t h e v a l u e o f i m p o r t s f r o m f o r e i g n c o u n t r i e s fell f r o m F r . f c s 9 2 8 m i l l i a r d i n

t h e first h a l f o f 1 9 5 7 t o F r . f c s 8 0 0 m i l l i a r d i n t h e s e c o n d half, w h i l e t h e r e

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

f r o m F r . f c s 3 2 1 t o 172 m i l l i a r d . D e s p i t e t h i s c o n t r a c t i o n o f t h e i m p o r t

s u r p l u s , t h e o v e r a l l de f i c i t of t h e F r e n c h f r a n c a r e a f o r t h e y e a r as a w h o l e

( d e t a i l e d figures f o r t h e s e c o n d h a l f a r e n o t a v a i l a b l e a t t h e t i m e o f w r i t i n g )

is e s t i m a t e d t o h a v e b e e n as m u c h a s $ 1 , 4 5 0 m i l l i o n i n 1 9 5 7 , a g a i n s t $ 8 4 6

m i l l i o n i n t h e p r e v i o u s y e a r .

F o r 1 9 5 8 t h e F r e n c h E c o n o m i c B u d g e t a i m s a t r e d u c i n g t h i s de f i c i t t o

b e t w e e n $ 4 0 0 a n d 4 5 0 m i l l i o n b y c u t t i n g d o w n i m p o r t s a n d i m p r o v i n g t h e

b a l a n c e o n i n v i s i b l e a c c o u n t . D u r i n g t h e first f o u r m o n t h s o f 1 9 5 8 , w h i l e t h e

p o s i t i o n i n r e l a t i o n t o t h e d o l l a r a r e a d e v e l o p e d s a t i s f a c t o r i l y , de f i c i t s v i s - à - v i s

t h e E . P . U . t o t a l l e d $ 1 6 8 m i l l i o n .

S i n c e 1 9 5 1 , G e r m a n y h a s r e g u l a r l y b e e n i n s u r p l u s o n c u r r e n t

a c c o u n t . B u t , w h e r e a s t h e s u r p l u s d e c l i n e d b e t w e e n 1 9 5 3 a n d 1 9 5 5 , t h e

t r e n d w a s r e v e r s e d i n 1 9 5 6 , a n d i n 1 9 5 7 t h e s u r p l u s r e a c h e d t h e u n p r e -

c e d e n t e d l e v e l o f D M 7.7 m i l l i a r d . N o t o n l y d i d G e r m a n y i n c r e a s e b o t h i t s

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

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

t o t h e r i s e i n i t s f o r e i g n e x c h a n g e r e s e r v e s .

B o t h e x p o r t s a n d i m p o r t s i n c r e a s e d l e s s r a p i d l y i n 1957 t h a n i n t h e

p r e v i o u s y e a r b u t t h e e x p o r t s u r p l u s r o s e f r o m D M 2 .9 t o 4 .3 m i l l i a r d , a

* To comply with the Code of Liberalisation, France should reintroduce 60 per cent, liberalisation
not later than 18th June 1958 and return to at least 75 per cent, by 18th December 1958.
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development which was due mainly to changes in volume and only fraction-
ally to an improvement (of I per cent.) in the terms of trade.

The total increase in imports (from D M 28.0 to 31.7 milliard) was
fairly evenly distributed among all classes of goods, though the expansion
was somewhat more marked in the case of consumer goods, purchases of
which increased by 22 per cent., owing to a rise in personal incomes, the
higher rate of dollar liberalisation introduced in June 1956 and the reduction
in customs duties which took place in the course of 1957. The increase in
exports (from D M 30.9 to 36.0 milliard) was due to larger sales of nearly
all categories of goods, including motor-cars, exports of which rose by 22 per
cent, in value. It is worth noting that there was a particularly sharp increase
in car exports to the United States in the second half of the year, when
economic activity was declining there.

As in the previous year, the bulk of Germany's export surplus was in
relation to continental O.E.E.C, countries, but for the first time since the
end of the war there was also a surplus vis-à-vis the sterling area, owing to
a considerable increase in exports to India and the Union of South Africa.
The surplus in relation to payments-agreement countries outside the E.P.U.
area was much larger than in the preceding years, partly because of a
substantial increase in the positive balance vis-à-vis Japan and partly because
the previous large deficit with Brazil was turned into a surplus.

In relation to the dollar area, imports soared by over D M 2 milliard, while
exports increased by D M 1 milliard. Apart from the exceptional purchases
of fuel in the winter of 1957, one reason for the very sharp rise in
imports must have been the more competitive prices and delivery terms
offered by the dollar countries. In addition, certain raw materials and semi-
manufactured products, such as scrap, were obtainable only on dollar markets.

In order to reduce the current surplus, Germany extended the O.E.E.C,
free list to imports from most non-dollar countries and raised the rate of
dollar-trade liberalisation to 93.4 per cent. Duties on industrial products were
lowered from 20th August until the end of the year by 25 per cent. This
measure was extended for an indefinite period at the beginning of 1958.

The total surplus on current account in 1957 (DM 7.7 milliard)
showed an increase of D M 2.2 milliard over the previous year, of which
two-thirds is attributable to trade and one-third to invisible items. Among
the latter, receipts from services rendered to foreign armed forces — mainly
the exchange of dollars into local currency — rose from D M 1.6 milliard
in 1956 to nearly D M 2.7 milliard in 1957.

Indemnification payments to residents abroad and deliveries to Israel,
which are shown under the heading "indemnities and reparations", increased
by over D M 0.5 milliard to D M 1.6 milliard, thus reducing the surplus
on current account in 1957 to D M 6.0 milliard. Against this there was a
net outflow of capital of D M 2.5 milliard, the result of wide and conflicting
movements.
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Germany: Balance of payments.

Items

Merchandise trade

Exports (f.o.b.)

Imports (c.i.f.)

Balance of trade

Invisible Items (net)

Balance on current account

Indemnities and reparations .

Balance on current account,
including indemnities and reparations. . . •

B a l a n c e d by
Capital movements (outflow + )
Change in terms of payment (in favour of

Germany —) *
Change in gold and foreign exchange reserves

(increase + )

1955 1956 1957
1957

1st half 2nd half

in millions of Deutsche Mark

25,716
24,472

+ 1,244

+ 1,701

+ 2,945

- 814

+ 2,131

+ 435

— 225

+ 1,921

30,861
27,964

+ 2,897

+ 2,602

+ 5,499

— 1,104

+ 4,395

+ 358

— 633

+ 4,670

35,968
31,697

+ 4,271

+ 3,421

+ 7,692

— 1,650

+ 6,042

+ 2,544

— 1,693

+ 5,191

17,245
15,324

+ 1,921

+ 1,699

+ 3,620

— 767

+ 2,853

+ 1,545

- 1,075

+ 2,383

18,722
16,372

+ 2,350

+ 1,722

+ 4,072

— 883

+ 3,189

+ 999

— 618

+ 2,808

* Including miscellaneous capital, errors and omissions.

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

p r e p a y m e n t s f o r a r m a m e n t s d e l i v e r i e s , w h i c h t o t a l l e d D M 2 . 1 m i l l i a r d i n

1 9 5 7 , a g a i n s t o n l y D M 2 4 0 m i l l i o n t h e p r e v i o u s y e a r . A s d o c u m e n t a r y a n d c a s h

c r e d i t s u t i l i s e d a m o u n t e d t o D M 1 4 0 m i l l i o n , t h e n e t o u t f l o w o n s h o r t - t e r m c a p i t a l

a c c o u n t c a m e t o D M 1 , 9 6 0 m i l l i o n . O n l o n g - t e r m a c c o u n t , p r i v a t e n e t i n v e s t m e n t

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

f o r m e r a m o u n t e d t o n o t q u i t e D M 7 0 0 m i l l i o n ( a r i s e o f a b o u t D M 3 0 0 m i l -

l i o n o n t h e p r e v i o u s y e a r ) a n d t h e l a t t e r t o D M 7 8 0 m i l l i o n ( a r i s e o f

D M 3 8 0 m i l l i o n ) , b y f a r t h e g r e a t e r p a r t o f w h i c h w a s a c c o u n t e d f o r b y

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

D M 8 0 m i l l i o n . I n a d d i t i o n , g o v e r n m e n t t r a n s a c t i o n s g a v e r i s e d u r i n g t h e

y e a r t o a n o u t f l o w o f D M 4 5 0 m i l l i o n .

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

( a m o u n t i n g i n 1 9 5 7 t o D M 3 . 5 m i l l i a r d ) a n d t h e c h a n g e i n t h e g o l d a n d

f o r e i g n e x c h a n g e r e s e r v e s ( o f D M 5 . 2 m i l l i a r d ) i s e x p l a i n e d b y s h i f t s i n t h e

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

f a v o u r o f t h e D e u t s c h e M a r k a n d c o r r e s p o n d e d t o a n i n f l o w o f c a p i t a l o f s o m e

D M 1 . 7 m i l l i a r d . A s e c o n d f o r m o f s p e c u l a t i o n , w h i c h t o o k p l a c e e a r l i e r i n

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

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

d e l a y i n g o f G e r m a n y ' s i m p o r t s f r o m a b r o a d .

I n t h e first q u a r t e r o f 1 9 5 8 t h e r e w a s a c u r r e n t - a c c o u n t s u r p l u s o f

D M 1 . 8 m i l l i a r d , a g a i n s t o n e o f D M 1 . 6 m i l l i a r d i n t h e c o r r e s p o n d i n g p e r i o d

o f 1 9 5 7 , a l m o s t t h e w h o l e o f t h e i n c r e a s e h a v i n g b e e n d u e t o a n i m p r o v e m e n t
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in the terms of trade, which rose from 99 to 107 (basis 1954) between the
two quarters.

The external position of I t a l y showed a satisfactory improvement in
1957. Although the trade deficit was $63 million greater than in the previous
year, it was more than offset by net invisible receipts, which increased by
$198 million, with the result that the country had a surplus on current
account for the first time since the war.

Italy: Balance of payments.

Items

Merchandise t rade
Imports (c.i.f.)
Exports (f.o.b.)

Balance of trade .

Inv is ib le i tems (net)
Freights
Tourist trade
Workers' and emigrants' remittances . . .
Other invisible items*

Foreign aid (receipts —)
Capital movements (inflow —)
Changes in gold and foreign exchange

reserves (increase + )

1955 1956 1957

in millions of U.S. dollars

2,518
1,857

— 661

+ 157
+ 190
+ 125
+ 68

+ 540

- 121

— 74
— 155

+ 108

2,908
2,160

— 748

+ 190
+ 213
+ 154
+ 101

+ 658

— 90

— 77
- 122

+ 109

3,332
2,521

— 811

+ 225
+ 316
+ 187
+ 128

+ 856

+ 45

— 137
— 104

+ 286

* Including adjustments.

W h i l e i m p o r t s i n c r e a s e d b y 1 4 p e r c e n t , i n v a l u e c o m p a r e d w i t h 1 9 5 6 ,

e x p o r t s r o s e b y 1 8 p e r c e n t . S a l e s o f m a n u f a c t u r e d p r o d u c t s a c t u a l l y i n c r e a s e d

b y a s m u c h a s 2 3 p e r c e n t . , a n d a c c o u n t e d f o r 5 0 p e r c e n t , o f t o t a l e x p o r t s

i n 1 9 5 7 . T h e e x p a n s i o n w a s e s p e c i a l l y m a r k e d i n t h e c a s e o f e x p o r t s o f

e n g i n e e r i n g g o o d s a n d c h e m i c a l s , t h e f o r m e r h a v i n g t a k e n o v e r t h e l e a d f r o m

f o o d s t u f f s f o r t h e first t i m e a s t h e m a i n c l a s s o f I t a l i a n e x p o r t s . T h e r e w a s

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

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

A l l i n v i s i b l e i t e m s y i e l d e d h i g h e r r e t u r n s t h a n i n 1 9 5 6 ; i n p a r t i c u l a r ,

r e c e i p t s f r o m t h e t o u r i s t t r a d e r o s e b y o v e r $ 1 0 0 m i l l i o n . T h i s w a s d u e n o t

o n l y t o a n i n c r e a s e i n t h e n u m b e r o f t o u r i s t s ( e s t i m a t e d a t 1 4 . 5 m i l l i o n ,

c o m p a r e d w i t h 1 3 m i l l i o n i n t h e p r e v i o u s y e a r ) b u t a l s o t o t h e f a c t t h a t

t h e p r o p o r t i o n o f r e c e i p t s flowing i n t o o f f i c i a l c h a n n e l s w a s l a r g e r t h a n i n

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

w h i c h r o s e f r o m $ 7 7 m i l l i o n i n 1 9 5 6 t o $ 1 3 7 m i l l i o n i n 1 9 5 7 — o w i n g t o

c o n s i d e r a b l e U . S . d e l i v e r i e s o f a g r i c u l t u r a l s u r p l u s e s ( c h i e f l y o f c o t t o n ) ,
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totalling $94 million in 1957, compared with $32 million in the previous
year — and by a net capital inflow of $104 million, so that there was an
overall increase in reserves of $286 million.

The overall improvement in the external position of the N e t h e r l a n d s
in 1957 was primarily due to a substantial inflow of capital, as no major change
took place on current account. The very large import surplus (nearly Fl. 1.5
milliard) in the first half of the year was reduced to less than Fl. 900 million
in the second half as the result both of a quite considerable rise in exports
and of a drawing-down of the rather excessive stocks which had previously
been built up. Thus the import surplus for the year as a whole was some-
what smaller than in 1956. As net receipts from invisible items were greater
than in the previous year, the deficit on current account was reduced from
Fl. 550 million in 1956 to Fl. 340 million in 1957.

The total net inflow of capital amounted to Fl. 460 million, against an
outflow of Fl. 350 million in the previous year, the change having been due to the
combined effect of three major shifts in the private sector. Firstly, the net
outflow of Dutch capital was reduced from Fl. 380 to 180 million, chiefly
because of a reduction in net lending abroad, at long and short term, from
Fl. 250 to 30 million, while other movements offset each other. Secondly,
there was a considerable inflow of foreign capital resulting from the
sale of Dutch securities to non-residents, receipts from this source having
increased from Fl. n o million in 1956 to Fl. 430 million in 1957. Finally,
there was a change in other movements of foreign capital from a net outflow
of Fl. 60 million to a net inflow of Fl. 200 million. The resultant total

Netherlands: Balance of payments.

Items

Merchandise trade (f.o.b.)

Imports
Exports

Balance of trade

Invisible items (net)
Investment income
Emigrants' remittances and private

donations
Other invisible items

Total invisible items . . .

Balance on current account . .

Capital movements (outflow + ) . . .
Changes in gold and foreign exchange

reserves (increase + ) *

1955 1956 1957
1957

1st half 2nd half

in millions of florins

11,298
9,524

— 1,774

+ 318

+ 35
+ 1,755

+ 2,108

+ 334

+ 322

+ 12

12,994
10,527

-2,467

+ 246

+ 15
+ 1,653

+ 1,914

— 553

+ 348

— 901

13,729
1 1,360

—2,369

+ 242

+ 6
+ 1,785

+ 2,033

— 336

— 462

+ 126

6,932
5,452

— 1,480

+ 189

+ 844

+ 1,033

— 447

— 166

— 281

6,797
5,908

— 889

+ 53

+ 6
+ 941

+ 1,000

+ 111

— 296

+ 407

Including consolidated claims originating from payments agreements.
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surplus on capital account m o r e t h a n balanced the deficit of F l . 340 mill ion

o n cu r ren t account , so t h a t t h e r e was a rise i n gold a n d foreign exchange

reserves of F l . 130 mill ion.

T h e B e l g i u m - L u x e m b u r g E c o n o m i c U n i o n h a d a surp lus o n

cur ren t account in the first half of 1957, as in t h e cor responding per iods of

the two previous years, having h a d a posit ive balance in respect bo th of

commercia l t ransact ions and of invisible i tems. W h i l e in 1956 t h e surp lus on

cur ren t account was B.fcs 12.7 milliard, it is es t imated to have a m o u n t e d in

1957 to B.fcs 10 mill iard. T h e 1956 surp lus on cu r ren t account was wholly

balanced by a ne t outflow of capital, a t t r ibu tab le as t o B.fcs 9.2 mil l iard t o

pr ivate capital movemen t s and as to B.fcs 3.5 mil l iard to ne t t ransact ions by

publ ic authori t ies . Pr ivate capital m o v e m e n t s inc luded subscr ipt ions total l ing

B.fcs 2.1 mill iard to a loan issued by the G o v e r n m e n t of t h e Belgian Congo .

T h e ne t outflow of pr ivate capital con t inued du r ing t h e first half of 1957,

w h e n it amoun ted to B.fcs 5.9 milliard, and t h e ne t t ransact ions of t h e publ ic

authori t ies caused an addit ional net outflow of B.fcs 1.1 mill iard. T h e total net

outflow (B.fcs 7 milliard) was m u c h larger t h a n t h e surp lus on cur ren t account

(B.fcs 4.6 mill iard) and was financed by drawing d o w n foreign balances — a

state of affairs which was reversed in t h e four th qua r t e r of t h e year.

Countries
and

years

A u s t r i a (millions

1955
1956 . . . . .
1957 . . . .

Balance of payments of selected countries.

Merchandise trade

Imports <

of U.S. dollars)

887
9 7 4

1 1?H

Belgium-Luxemburg (milliards of
195S
1956
1957 1st half .

118.5
136.5
74.7

Switzerland (millions of francs)
1955
1956
1957

6,401
7,597
8,447

Exports

7 1 0
9 0 1

1 021

francs)

126.6
143.8
75.3

5,622
6,203
6,714

Balance

— 177
— 73
— 107

+ 8.1
+ 7.3
+ 0.6

— 779
— 1,394
— 1,733

Net income
from

invisible
items

+ 472

+ 332

+ 952

+ 2.3
+ 5.4
+ 4.0

+ 1,441
+ 1,519

Balance on
current
account

— 130
— 40
— 12

+ 10.4
+ 12.7
+ 4.6

+ 662
+ 125

1 In the case of Austria and Belgium imports are f.o.b., In that of Switzerland c.l.f. 2 Including unrequited
deliveries made in compliance with the State Treaty. These amounted to $14 million in 1955, $51 million
in 1956 and $43 million in 1957.

A c c o r d i n g t o e s t i m a t e s m a d e b y t h e N a t i o n a l B a n k , S w i t z e r l a n d h a d

a s m a l l c u r r e n t - a c c o u n t d e f i c i t o f b e t w e e n S w . f c s 1 5 0 a n d 2 0 0 m i l l i o n i n 1 9 5 7 .

T h e fluctuations i n t h e c o u n t r y ' s c u r r e n t - a c c o u n t p o s i t i o n a r e d e t e r m i n e d b y

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

a m u c h m o r e s t a b l e f a c t o r . I n 1 9 5 7 i m p o r t s r o s e b y S w . f c s 8 5 0 m i l l i o n o v e r

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

t h e first s i x m o n t h s , a n d e x p o r t s w e n t u p b y S w . f c s 5 0 0 m i l l i o n . C o n s e q u e n t l y

t h e t r a d e d e f i c i t i n c r e a s e d f r o m S w . f c s 1 .4 t o 1 .7 m i l l i a r d . N e t r e c e i p t s f r o m

i n v i s i b l e s w e r e p r o b a b l y n o t f a r s h o r t o f S w . f c s 1 .6 m i l l i a r d . S w i t z e r l a n d i s
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a net creditor in respect of all invisible items with the exception of some
minor items such as electricity and postal charges. In 1956, for the first time,
receipts from the tourist trade exceeded Sw.fcs 1 milliard, while the expend-
iture of Swiss tourists abroad is estimated at Sw.fcs 435 million, leaving a
surplus of Sw.fcs 635 million. This, together with the country's net investment
income of Sw.fcs 580 million, covered over 85 per cent, of its deficit
in respect of merchandise trade in that year. No official estimates of the
capital account of the balance of payments are published by the Swiss authorities.
The difference between the current surplus and the change in the reserves
only indicates whether there was, on balance, an inflow or an outflow of capital.
From 1952 to 1955 the current surplus was larger every year than the increase
in the gold and foreign exchange reserves of the National Bank; in 1956 and
1957 the position was reversed and there was a net inflow of foreign capital.

In A u s t r i a the level of economic activity was again very high in
1957, and there was consequently a substantial rise in imports. Since exports
did not increase to quite the same extent, the import surplus rose from
$73 million in 1956 to $107 million; this change was more than compen-
sated, however, by a considerable growth in net receipts from invisible
items, which rose from $85 to 138 million. The rise of $53 million
was mainly attributable to an increase of $27 million in net receipts
from the tourist trade and a reduction in net expenditure on transpor-
tation. There was thus, in both 1956 and 1957, a small surplus in respect
of trade and services. If, however, as is done in the table on page 137,
unrequited deliveries made in compliance with the State Treaty with the
U.S.S.R. are included among the invisible items, there is found to have been
a deficit of $40 million in 1956 and one of $12 million in 1957. In both
years the net inflow of capital was larger than the deficit on current
account and this, together with a net gain in respect of unrecorded capital
movements, enabled Austria to increase its foreign exchange reserves.

In 1957 all four n o r t h e r n E u r o p e a n c o u n t r i e s improved their positions
on current account. Finland and Sweden approached equilibrium, while
Denmark and Norway achieved a surplus. This improvement was essentially
due to an increase in net earnings from shipping, since, except in the case of
Finland, the deficit on merchandise account was about the same as in 1956.
The shipping receipts of all four countries together rose by over 15 per

N o r t h e r n c o u n t r i e s : N e t f r e i g h t e a r n i n g s .

Countries

Denmark . . .
Finland
Norway .
Sweden

Total

1952 1953 1954 1955 1956 1957

in millions of U.S. dollars

39
43

294
208

5 8 4

38
40

239
166

4 8 3

29
43

235
169

4 7 6

36
60

297
198

5 9 1

53
70

406
235

7 6 4

80
73

462
271

8 8 6
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cent, in 1957 notwithstanding the fact that freight rates, after having reached
very high levels in the first half of the year, fell back in the second half to
below the pre-Suez level. As quite a number of time charters were still
running under contracts concluded at higher rates, receipts did not in fact
decline to the same extent.

The ratio of shipping receipts to imports is much higher in the case
of Norway than in that of the three other countries. In Norway 36 per cent,
of imports were covered by net shipping receipts in 1957, while in Sweden
the proportion was 12 per cent, and in Finland and Denmark 8 and 6 per
cent, respectively.

D e n m a r k , which is very sensitive to influences from abroad, benefited
in 1957 from the fall in the prices of raw materials (which, together with
fuels, account for over 70 per cent, of its total imports). As, in addition,
the volume of imports was affected by the decline in domestic economic
activity in the second half of the year, the deficit on merchandise account
was reduced, having amounted, for the year as a whole, to D.Kr. 485 million,
or D.Kr. 90 million less than in 1956. A little over one-half of Danish
exports consists of farm products and the remainder of industrial goods,
including canned meat and milk. While exports of industrial products rose
by 12 per cent, in 1957, those of farm products actually fell slightly — a
sharp drop in sales of butter having been offset by an increase in exports
of cattle and meat. Net income from invisible items rose in 1957 to
D.Kr. 700 million — of which D.Kr. 550 million was on account of shipping
— and was thus much larger than the import surplus, so that there was an
appreciable rise in foreign exchange reserves.

In F i n l a n d the decline in the deficit on current account was mainly
due to a reduction of the deficit in respect of merchandise trade, which was
brought about partly by a number of governmental measures. In connection
with the stabilisation programme introduced in March 1957 a temporary
quota system was adopted in respect of imports from the main O.E.E.C,
countries. This system was applied from April until the end of September
1957. After the devaluation of the markka in September it was replaced by
automatic licensing, and at the end of the year free lists were introduced
which towards the end of January 1958 were applied to most O.E.E.C.
countries, the dollar area and a number of countries with which bilateral
agreements are in force. In relation to O.E.E.C. countries, the rate of liberal-
isation in March 1958 attained about 82 per cent, of private imports (on the
basis of 1954). The fall in imports during the second half of 1957 was primarily
due to the restrictive measures adopted in March, other causes having been
the decline in economic activity, the strict monetary policy and, after the
devaluation, the higher cost of foreign goods. For the year as a whole the
volume of imports fell by 2 per cent, in relation to 1956, while exports in-
creased by 8 per cent., so that the import surplus was reduced from F M 26.1
to 15.9 milliard. The eastern countries' share in Finland's total imports increased
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Northern countries: Balance of payments.

Countries
and

years

Merchandise trade

Imports ' Exports Balance

Net income
from

Invisible
items

Balance on
current
account

Denmark (millions of kroner)

1955.
1956.
1957 .

7,518
8,371
8,725

Finland (milliards of markkas)
1955 177.5
1956 204.3
1957 227 .4

Norway (millions of kroner)
1955 7,896
1956 8,750
1957 . . . . . . . 9,189

Sweden (millions of kronor)
1955.
1956 .
1957 .

10,337
11,434
12,533

7,408
7,797
8,240

181.5
178.2
211.5

4,729
5,736
5,937

8,933
10,067
11,104

— 110
— 574
— 485

+ 4.0
— 26.1
— 15.9

— 3,167
— 3,014
— 3,252

— 1,404
— 1,367
— 1,429

+ 277
+ 458
+ 700

10.6
13.1
13.5

+ 2,254
+ 2,949
+ 3,377

+ 990
+ 1,240
+ 1,400

167
116
215

14.6
13.0
2.4

— 913
— 65
+ 125

— 414
— 127
— 29

1 For Denmark imports are f.o.b., for the other three countries c.i.f.

i n 1 9 5 7 a n d , f o r t h e first t i m e , i m p o r t s f r o m t h e U . S . S . R . o u t s t r i p p e d t h o s e

f r o m t h e U n i t e d K i n g d o m , t r a d i t i o n a l l y F i n l a n d ' s c h i e f s u p p l i e r . T h e t r a d e

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

t o t a l d e f i c i t o n c u r r e n t a c c o u n t i s e s t i m a t e d a t F M 2 . 4 m i l l i a r d , a g a i n s t

F M 1 3 . 0 m i l l i a r d i n t h e p r e v i o u s y e a r . T h i s w a s financed p a r t l y b y l o n g - t e r m

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

i n t h e l e n d e r ' s c o u n t r y , a n d p a r t l y b y d r a w i n g d o w n s h o r t - t e r m a s s e t s .

I n N o r w a y , l a r g e r e c e i p t s f r o m f r e i g h t s m o r e t h a n o f f s e t t h e g r o w i n g

d e f i c i t o n m e r c h a n d i s e a c c o u n t . T h e r i s e o f s o m e N . K r . 4 5 0 m i l l i o n i n

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

e q u i p m e n t , w h i l e i m p o r t s o f s h i p s , w h i c h r e p r e s e n t n e a r l y a fifth o f t h e

c o u n t r y ' s p u r c h a s e s a b r o a d , r e m a i n e d p r a c t i c a l l y t h e s a m e a s i n 1 9 5 6 . S a l e s

o f s h i p s , w h i c h c o n s t i t u t e n e a r l y o n e - t e n t h o f t o t a l e x p o r t s , f e l l s l i g h t l y

b e l o w t h e 1 9 5 6 l e v e l , w h i l e o t h e r e x p o r t s r o s e b y o v e r N . K r . 2 0 0 m i l l i o n .

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

g a i n , t h e r e w a s a n o v e r a l l s u r p l u s o n c u r r e n t a c c o u n t o f N . K r . 1 2 5 m i l l i o n .

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

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

7 8 t o 8 1 i n r e s p e c t o f O . E . E . C , c o u n t r i e s a n d f r o m 8 4 t o 8 7 i n r e s p e c t o f

t h e d o l l a r a r e a .

I n S w e d e n t h e v a l u e o f b o t h i m p o r t s a n d e x p o r t s r o s e b y s o m e 1 0 p e r

c e n t , i n 1 9 5 7 a n d , a t S . K r . 1 .4 m i l l i a r d , t h e d e f i c i t o n m e r c h a n d i s e a c c o u n t

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

i m p o r t s i n c r e a s e d b y 7 p e r c e n t , o v e r 1 9 5 6 a n d t h a t o f e x p o r t s b y 8 p e r

c e n t . , w h i l e t h e r e w a s a s l i g h t d e t e r i o r a t i o n i n t h e t e r m s o f t r a d e o w i n g



to a greater rise in the prices of imports than in those of exports. The
total value of exports increased by S.Kr. i milliard. Nearly two-thirds of
this rise was accounted for by exports of machinery, vehicles and instruments,
while those of forestry products were only very little higher than in 1956,
an increase in shipments of timber and newsprint having been largely offset
by a decline in sales of pulp. Consequently, the share of forestry products in
total exports, which in 1951 — owing to very high prices — was more than
half and in later years above 40 per cent., fell to 38 per cent, in 1957, while
the share of machinery, etc., which had been about 20 per cent, in previous
years, leapt to 27 per cent. Among imports, those of durable consumer
goods expanded most, but purchases of semi-manufactures required for the
production of capital goods also increased considerably. Net income from
shipping rose by about S.Kr. 200 million, or 15 per cent., as compared with
1956, and the net income from invisible items practically covered the trade
deficit.

The description of balance-of-payments developments given above shows
that c a p i t a l m o v e m e n t s have now become once more, for good or evil,
an important factor in international economic relations.

The disruption of these relations during the 1930s and the war years
affected movements of capital and labour as much . as it did trade. Similarly,
when the economic integration of the western countries was resumed after
the war, this resulted in greater freedom of movement for both these factors
of production. According to the estimates of the Economic Commission for
Europe, the outflow of capital from creditor countries in recent years has
been, in real terms, twice as great as in 1928. Capital movements to primary-
producing countries have shown a particularly marked increase. This has
been due both to the growth in private capital movements and to the greater
importance of official lending.

Private capital movements, though still (in general) severely restricted,
have been relatively unimpeded in some particularly important cases, namely
movements from the metropolitan countries (the United Kingdom, France and
Belgium) to associated countries overseas, and movements in all directions
from other traditional capital exporters, such as the United States and
Switzerland. Of the main forms of longer-term investment, direct investment
by business is more permanent, more likely to promote exports and less
subject to perverse movements; funds for this type of investment have
therefore been allowed to flow more freely by most countries and have also
been given priority in the O.E.E.C.'s programme for the liberalisation of
capital movements. Portfolio investment differs from direct investment in
several respects. In recent years portfolio investment has been prompted, in
considerable measure, by motives of tax evasion and the funds in question
have passed through the meshes of exchange control; some of these funds
have flowed from deficit countries to surplus countries, thus contributing to
the imbalance of international payments.
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Short-term capital movements are also apt to exert a destabilising
influence during critical periods, since they are affected by expectations of
currency appreciation or depreciation. The experience of recent years has
provided further evidence of this; but it has also shown that official agencies
in charge of foreign exchange holdings, as well as commercial banks and
other authorised foreign exchange dealers, react promptly to interest-rate
differences between the main markets, such as have existed recently between
New York and London, and that then the movements are of a stabilising
nature.

International capital movements as a whole are difficult to trace
statistically and some of their components (such as commercial credits and
the reinvestment of profits from direct foreign investment) are especially so;
the fact that these are treated differently in the various national balance-of-
payments documents creates an additional problem. It is nevertheless possible,
thanks to the standard presentation of national balance-of-payments accounts
in the yearbooks of the International Monetary Fund, to gain a fairly clear
picture of the volume and direction of the main capital flows over a period
of years.

The following figures for capital movements in the ten years 1947-56,
despite their apparent precision, should, however, be regarded as a mere
indication of orders of magnitude. Private non-bank capital exports from
the United States amounted to $8.3 milliard and those from the United
Kingdom to $5.2 milliard. The industrially developed countries of continental
western Europe (i.e. the continental O.E.E.C, member countries, excluding
Portugal, Greece and Turkey) were net importers of some $2.1 milliard of
private non-bank capital. The three potential capital-exporting areas in the
West, taken together, thus supplied about $11.4 milliard to the rest of the
world in the form of net private non-bank capital exports.

In order to obtain a more complete picture of the international flow
of investment capital, the movements of long-term official and bank capital
should be added to the figures for private non-bank capital. Long-term capital
exports from official and banking sources during the ten years under con-
sideration amounted to $9.2 milliard from the United States and $1,2 milliard
from developed countries in continental western Europe. Under the same
heading the United Kingdom was a net importer to the extent of $1.2 milliard.

In the overall position, the United States is found to be by far the
largest net exporter of investment capital, with $17.5 milliard in the ten-
year period, followed by the United Kingdom, with $4.0 milliard, while the
industrially developed countries on the European continent were net importers
of capital to the extent of nearly $1 milliard.

The relative position of the three areas changes radically, however,
when short-term flows of funds from banks and official sources (excluding
movements of monetary gold) are taken into account. The United States and
the United Kingdom were both importers from this point of view, being
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t h e m a i n reposi tories of t h e foreign exchange hold ings of o ther coun t r i e s ;

cont inenta l wes te rn E u r o p e was a large exporter , t h r o u g h t h e accumula t ion

of dollar holdings . T h e ne t inflows in to t h e U n i t e d States and t h e U n i t e d

K i n g d o m a m o u n t e d to $6.7 and 1.1 mill iard respect ively; t h e ne t outflow

from cont inenta l wes te rn E u r o p e a n countr ies was $1.2 mil l iard. W h e n account

is taken of these sho r t - t e rm flows, t h e developed countr ies of cont inenta l

wes te rn E u r o p e are also seen to have expor ted a cer ta in a m o u n t of capital

($0.3 milliard, compared wi th $10.8 mil l iard in t h e case of t h e U n i t e d States

and $2.9 mil l iard in t h a t of t h e U n i t e d K ingdom) .

T h e pr incipal beneficiaries of t h e outflow of inves tment capital (i.e. of

pr iva te inves tment and long - t e rm official and bank lending) were t h e th ree

Bri t ish C o m m o n w e a l t h countr ies , Canada , Aust ra l ia and Sou th Africa. T h i s

conclusion, wh ich applies to t h e total vo lume of t h e flows, still ho lds good

on t h e basis of pe r capita figures for the receiving countr ies , except t ha t a

few small countr ies (Ireland, Israel, N e w Zealand, Panama) also emerge as major

beneficiaries. Bri t ish colonies a n d F r e n c h terr i tor ies in Africa also received

substant ia l amoun t s pe r h e a d of t h e popula t ion . I n contras t t o th is , t h e vast

and densely popu la ted areas of t h e Ind ian sub-con t inen t and Indones ia received

what , in relat ion to the size of the i r popula t ions and even in absolute t e rms ,

appears to have been only a small tr ickle of foreign capital . Some countr ies in

these areas were in fact ne t capital expor ters . I n t h e wes te rn hemisphere , U .S .

capital expor ts were largely monopol i sed b y Canada and the dollar countr ies of

L a t i n Amer ica , so tha t t h e non-dol la r countr ies of La t in A m e r i c a were left

in rough ly the same posi t ion as t h e As ian countr ies men t ioned above. By

a n d large, p r iva te capital appears t o h a v e b e e n d i rec ted to t h e count r ies

p roduc ing pe t ro l eum and o ther minerals , and official capital has no t res tored

t h e balance at all by favouring p roduce r s of agr icul tural raw mater ia ls and

foodstuffs. W i t h i n the lat ter g roup , p roduce r s of semi- luxury foodstuffs (such

as coffee and cocoa) and r u b b e r - p r o d u c i n g count r ies can rely on t h e deve lop-

m e n t of the i r h ighly income-elast ic expor ts to p rov ide pa r t of t h e finance

necessary for deve lopment , while p roduce r s of basic foodstuffs and mater ia ls

(such as na tura l textile fibres) are m o r e d e p e n d e n t on capital impor t s , which

so far they have been unab le t o obtain .

T h e l i b e r a l i s a t i o n o f i n t r a - E u r o p e a n t r a d e suffered a serious

setback w h e n France , in J u n e 1957, rever ted to quant i ta t ive restr ict ions on

all impor t s . T h e r e have, it is t rue , been o ther similar setbacks in the course

of t h e last t en years, par t icular ly in 1951 and 1952, when , following t h e

Korea crisis, several countr ies , inc lud ing France , G e r m a n y and t h e U n i t e d

Kingdom, found themselves faced wi th ba lance-of -payments difficulties and

w e n t back on the i r p rev ious measures of l iberalisation. F r a n c e suspended

liberalisation in M a r c h 1952 b u t gradual ly res tored it f rom O c t o b e r 1953

onwards , unt i l in 1956 it reached 86 per cent . Desp i t e these p receden t s

the restrictive measures now appl ied b y F r a n c e represen t an unden iab le
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re t rogression. T h e y are especially un fo r tuna te in view of t h e fact tha t mos t

o ther count r ies have in recent years succeeded in main ta in ing and increasing

the i r l iberalisation of t r ade and paymen t s and tha t F r ance m u s t p repare to

lower its tariff next year wi th in t h e European Economic C o m m u n i t y and

to par t ic ipate in the sys tem of closer economic co-opera t ion wh ich will have

to be establ ished w i th t h e o ther O . E . E . C , countr ies .

A t t h e e n d of 1957 t h e overall percentage of i n t r a -Eu ropean liberalisation

was 83, against 89 at t he e n d of 1956, the whole of the decl ine being due to

the F r e n c h measures . A p a r t f rom slight increases in the case of G e r m a n y

(from 92 to 93 per cent.) and of N o r w a y (from 78 to 81 per cent .) , no

count ry had raised its percentage, and t h e objective set b y t h e O . E . E . C .

Counci l — the raising of the l iberalisation percentage in each coun t ry to an

overall figure of 90 and to a m i n i m u m of 75 in each of t h e th ree broad

categories by t h e end of 1957 — had no t everywhere b e e n achieved. I t is

clear t ha t every new step is m o r e difficult t h a n t h e last, especially as mos t of

t h e restr ict ions still in force apply to t h e agricultural sector.

I n relat ion to t h e dollar area, t he overall l iberalisation percentage of

O . E . E . C , countr ies rose from 61 in M a y 1957 to 64 in Janua ry 1958, thanks

mainly to the great progress achieved by Italy, which was able du r ing tha t

per iod to increase its percentage f rom 39 to 68. A s in m a n y countr ies

impor t s of some impor t an t agr icul tural p roduc t s are still subject to state

t rading , and as such p roduc t s account for a large p ropor t i on of European

impor t s f rom the dollar area, t h e actual level of dollar l iberalisation is

p robab ly not as h igh as is suggested by the above figures. O n the o ther

hand , a wide range of goods which are, on paper , subject to quant i ta t ive

restr ict ions are in fact impor t ed freely.

Since N o v e m b e r 1955, invisible t ransact ions be tween O . E . E . C , m e m b e r

countr ies , which const i tu te nearly a quar te r of the i r cu r ren t payments , have

been almost entirely freed from restr ict ions except in the case of payment s

relat ing to film dues , cer ta in types of insurance and t ranspor ta t ion . Fo r o ther

categories of t ransact ions m i n i m u m allowances have been fixed, the touris t

al lowance having b e e n raised, as from i s t N o v e m b e r 1957, f rom $200 to

$275 pe r pe r son per year.

F o r m a l obligations in respect of capital t ransact ions were en te red into

for t h e first t ime in 1957, t h o u g h several k inds of t ransact ions had already

been freed ei ther unilaterally or in compl iance wi th t h e Organisa t ion ' s

r ecommenda t ions . A s from D e c e m b e r 1957 t h e m e m b e r countr ies have been

obliged to free t ransact ions connec ted wi th direct l ong- t e rm investments , to

author ise t h e transfer of sums resul t ing from the l iquidat ion of direct invest-

m e n t s m a d e from tha t t ime onwards and to pe rmi t the use of blocked funds

belonging to non- res idents for cer ta in types of inves tment as well as for

cu r ren t expendi tu re .

T h e liberalisation of impor t s has also been one of t h e pr incipal aims

p u r s u e d wi th in t h e wide framework of G . A . T . T . In 1957, for the first t ime

since 1951, t he r e was a full-scale discussion of t h e na tu re and effect of impor t
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restrictions. Two series of consultations, with twenty-one countries in all,
took place in connection with the twelfth session, held in October-November
1957, regarding the quantitative restrictions which they maintain in order to
safeguard their foreign exchange reserves. It was noted, in particular, that
Germany, in view of its strong foreign exchange position, was no longer
justified in maintaining restrictions and that the import liberalisation
programme submitted by the German delegation at the twelfth session
was insufficient to meet the country's obligations under the Agreement. The
question was taken up again at the meeting of the Intersessional Committee
in April 1958 (attended by representatives of all the contracting parties),
which expressed its regret that the German Government had not so far
found it possible to abolish its remaining import restrictions and urged it to
reconsider its position on this matter. The Intersessional Committee also
requested the German Government to report to the thirteenth session (to be
held in the autumn of 1958) on what had been done to remove the
remaining restrictions and stated that the Contracting Parties might consider
at this session the question of possible further action in this case.

Two countries which achieved independence in 1957, Ghana and
Malaya, joined G.A.T.T. in the course of the year, bringing its total
membership up to thirty-seven. It was decided in the case of Laos and
Cambodia, on the one hand, and of Tunisia, on the other, that the Agree-
ment, to which they were parties when members of the French Union,
should continue to apply to them for one and two more years respectively.
Arrangements were made for Switzerland to conduct tariff negotiations in
May 1958 with a view to becoming a contracting party.

The problem of Japan's trade relations with the countries which, under
Article XXXV, refuse to grant it the benefit of the most-favoured-nation
clause was further considered at the twelfth session. Brazil has now with-
drawn its reservation, and a trade agreement concluded in July 1957 between
Australia and Japan has in fact removed all licensing and tariff discrimination
against Japanese goods, even though Australia is one of the countries which
invoked that Article.

In the unfolding of economic events in western Europe since the war,
1957 may come to be regarded as a turning-point after a decade during which
economic integration chiefly took the form of increasing trade liberalisation
and currency transferability within a group of seventeen countries linked
together in the O.E.E.C. Notwithstanding unfortunate setbacks in certain
countries, the process has now reached a stage at which its organic develop-
ment would seem to necessitate, together with the abolition of the remaining
import quotas, an attack on tariffs applying to trade within the group. The
E u r o p e a n E c o n o m i c C o m m u n i t y (E.E.C.), which was established at
the beginning of 1958 by the coming into force of the Rome Treaty, and the
proposals for a Free Trade Area represent moves in this direction.
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The first set of tariff reductions under the Treaty establishing the
European Economic Community will take place on ist January 1959. Mean-
while, the negotiations between the O.E.E.C, countries for the establishment
of a Free Trade Area have continued in Paris. The proponents of the Free
Trade Area aimed at reaching an agreement early enough to enable the
process of tariff reduction in the Area to start at the same time as and
develop in step with that which is to take place in the European Economic
Community; but the progress of the negotiations has been slow.

Following the discussion at the February 1957 session of the O.E.E.C.
Ministerial Council, three working parties were set up, and at its October
meeting the Council took up the matter but did not directly discuss the
fundamental issues, on which the differences of opinion were too wide to be
bridged by the experts. It declared its determination, however, to set up a
Free Trade Area including all O.E.E.C, countries, which would come into
being simultaneously with the Economic Community ; to improve co-operation
and expand trade in the agricultural sector; and to take the interests of the
under-developed countries fully into account in establishing the Area. An
Intergovernmental Commitee (the Maudling Committee) was asked to imple-
ment the Council's resolution.

In the course of the Committee's work, the conception of the Free
Trade Area has moved nearer to that of the Economic Community in
several respects. Differences still persist on some points; however, they
sometimes appear to be less important in terms of actual policies than when
stated as principles. The disputed points include questions relating to
(i) agriculture, (ii) the association of overseas countries, (iii) conditions of com-
petition, and (iv) external tariffs and preferential arrangements.

(i) In the Rome Treaty the proposals for the liberalisation of trade in
manufactured goods are coupled with provisions for a common agricul-
tural policy and a common market for agricultural products. The
member countries are free to establish support prices (and accordingly
to restrict imports) during the first two stages of the transitional
period; thereafter, their continuation will be subject to the approval (by
a special majority vote) of the Council. The transition envisaged
is one from national to international management of the markets for
foodstuffs, rather than from managed to free markets; but the Treaty
includes among its policy objectives the raising of agricultural
productivity through the optimum use of the factors of production.
In the Free Trade Area negotiations, the United Kingdom, in view
of its commitments under the Commonwealth preference system, has
asked for a waiver should an agreement be reached for the removal
of tariffs on foodstuffs within the Area. The United Kingdom is, in fact,
the largest importer of food in Europe and from Europe. British imports
of foodstuffs from O.E.E.C, countries are liberalised to over 90 per
cent, and are partly exempt from duty or subject to moderate rates.
In 1956, out of $4.1 milliard of foodstuffs imported by the United
Kingdom, $1.0 milliard was supplied by western Europe. For Germany the
respective figures were $1.9 and 0.8 milliard. The value of the total
food imports of the Six (inclusive of trade within the group) was $4.8
milliard, of which $1.6 milliard came from western Europe.
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Countr ies

Denmark . . . .

Ireland

Belgium

Netherlands. . .

Austria

Germany . . . .

France

Norway
Italy

United Kingdom

Sweden

Switzerland . . .

1952-53 1956-57

Netherlands = 100

9 3

111

114

100

117

113

128

113

135

131

120

175

9 2

9 3

9 9

100

103

110

110

116

1 17

118

137

143

* For standard basket comprising wheat, potatoes, sugar-
beet, cattle, pigs, eggs and milk.
Sources: For 1952-53, E.C.E./F.A.O.: Output and ex-
penses of agriculture in some European countries, second
report, 1950-53, Geneva, 1955. For 1956-57, the compara-
tive levels have been calculated from price data included
in the E.C.E./F.A.O. publication: Prices of agricultural
products and fertilizers, 1956-57, Geneva, 1957.

R e l a t i v e l e v e l s o f a g r i c u l t u r a l p r i c e s T h e e x t e n t o f p u r e l y

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

a s g o v e r n m e n t p o l i c i e s a n d

c l i m a t i c a n d g e o g r a p h i c a l

d i f f e r e n c e s , i n t h e m a r k e t

f o r f o o d s t u f f s i n w e s t e r n

E u r o p e i s s h o w n b y t h e w i d e

r a n g e o f t h e a v e r a g e p r i c e s

( i n c l u d i n g g o v e r n m e n t s u b s i -

d i e s ) p a i d t o f a r m e r s i n t h e

v a r i o u s c o u n t r i e s .

I n t h e c a s e o f t h e U n i t e d

K i n g d o m , t h e h i g h p r i c e s

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

r e c o n c i l e d w i t h r e l a t i v e l y l o w

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

b y m e a n s o f a n e x t e n s i v e

s y s t e m o f g o v e r n m e n t s u b s i -

d i e s . A c c o r d i n g t o t h e N a t i o n a l

I n c o m e B l u e B o o k , t h e g r o s s

p r o d u c t o f B r i t i s h a g r i c u l t u r e

a t f a c t o r c o s t i n 1 9 5 6 w a s

£ 7 9 5 m i l l i o n , i n c l u d i n g £ 2 5 4

m i l l i o n o f s u b s i d i e s , w h i c h

t h e r e f o r e r e p r e s e n t e d n e a r l y 5 0 p e r c e n t , o f m a r k e t p r i c e s . T h e l i k e l y

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

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

( i i ) T h e R o m e T r e a t y c o n t a i n s d e t a i l e d p r o v i s i o n s r e g a r d i n g t h e D e v e l o p m e n t

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

a n d t e r r i t o r i e s ; i t l a y s d o w n t h e t o t a l a m o u n t o f t h e F u n d , t h e s i z e

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

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

p e r i o d o f five y e a r s . I t a l s o p r o v i d e s , o n t h e o t h e r h a n d , f o r t h e

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

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

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

n a t i o n a l s o f t h e S i x . I n t h e F r e e T r a d e A r e a n e g o t i a t i o n s , n o c o n s e n s u s

o f o p i n i o n a p p e a r s t o h a v e b e e n a r r i v e d a t s o f a r r e g a r d i n g t h e p o s i t i o n

o f a s s o c i a t e d o v e r s e a s c o u n t r i e s a n d t e r r i t o r i e s .

( i i i ) T h e R o m e T r e a t y m a k e s e l a b o r a t e p r o v i s i o n s f o r t h e h a r m o n i s a t i o n

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

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

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

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

d e v e l o p m e n t , t h r o u g h a R e a d a p t a t i o n F u n d , a n I n v e s t m e n t B a n k a n d

t h e D e v e l o p m e n t F u n d w h i c h h a s b e e n m e n t i o n e d a b o v e ; ( b ) e n s u r e

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

o u t s i d e t h e C o m m u n i t y , i s n o t a f f e c t e d b y t h e a d m i n i s t r a t i o n o f

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

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

f o r e i g n g o o d s . W i t h r e g a r d t o t h e c o n d u c t o f b u s i n e s s firms, t h e T r e a t y

p r o v i s i o n s a i m a t ( c ) p r e v e n t i n g p r i c e d i s c r i m i n a t i o n a n d o t h e r m o n o p o -

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

w h i l e r a i s i n g s o c i a l s t a n d a r d s .
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The main obstacle to the adoption by a wider association of
countries of arrangements similar to those listed under (b) and (c)
would seem to lie not so much in their actual content, which is largely
a matter of interpretation and will define itself through experience
and adaptation to a changing environment, as in the rule which makes
their implementation in the Community dependent on a special majority
vote. The provisions under (d) concerning certain conditions of labour
are more definite. The Six have agreed to introduce a system of equal
pay for equal work as between men and women as well as equal
paid holidays in all countries. They have agreed to adopt the basis of
assessment and rates of pay for overtime obtaining in France in 1956,
failing which France will be free to take protective measures in the
industries affected. The rule of equal pay for men and women will
have a more differential effect on competitive strength than the other
two, since the proportion of women employed varies from industry to
industry.

(iv) Disparities in the external tariffs of the participants in the Free Trade
Area may distort trade and, when applying to basic materials, may
alter the conditions of competition of processing industries inside the
Area. Two approaches to the problem have been adopted in the
negotiations. At the ministerial level, proposals have been put forward
for a partial harmonisation of external tariffs; products included in a
"tariff belt" would be exempt from import duties within the Area
irrespective of their origin. Such proposals strike at the root of the
problem by reducing the opportunities for commodity switching; they
cannot, however, put an end to it entirely without changing the nature of
the association. The approach adopted by the working parties of trade
experts has been to compromise by laying down definitions of origin
that would prevent the more serious distortions without depriving the
Area of its meaning by imposing severe restrictions on the internal
movement of goods. In the case of a number of important materials
(included in "List G" in the Rome Treaty) the external duties to be
applied by the Six are still to be agreed upon. Should the Six decide
on relatively low rates, the danger of distortions would be correspond-
ingly reduced and the verification of origin facilitated.

Whatever may be the level of the external tariffs decided upon, the
division of labour within the Area will be accentuated as a result of
differences in comparative costs, since several potential members of the
Area, such as the Scandinavian countries and Austria, are structural exporters
of basic materials and find their main markets within it.

The percentage of the total exports of Denmark, Norway, Sweden,
Austria and Switzerland directed to the Area is higher than that for any
other of the prospective members; it therefore appears that these five small
industrialised countries on the fringe of the Area are commercially integrated
with it more closely than the countries belonging to the European Economic
Community (see table on the opposite page).

More limited groupings of countries, either intended to exist side by side
with the Free Trade Area or to be alternative to it, have been suggested or
made the subject of actual negotiations — among them, the inclusion of
additional countries in the European Economic Community and the formation
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Countries

European Economic
Communi ty

Netherlands . . . .

Belgium-Luxemburg

Germany

Italy

France

Free Trade Area

Denmark

Norway

Sweden

Austria

Switzerland

United Kingdom . .

Trade with
O.E.E.C, countries
as a percentage of

total trade

61
60
54
46
38

76
68
68
63
62
27

gross
national
product

50

36

16

11

7

36

32

27

27

29

9

S e l e c t e d O . E . E . C . c o u n t r i e s : P r o p o r t i o n o f a N o r d i c U n i o n c o m p r i s i n g
o f t r a d e w i t h i n O . E . E . C . in 1 9 5 6 . , , , , c , . . <. •

t h e t h r e e S c a n d i n a v i a n c o u n t r i e s

a n d F i n l a n d . I n v i e w o f t h i s , i t

i s o f i n t e r e s t t o s t u d y w h e r e t h e

s t r o n g e s t c o m m e r c i a l t i e s i n i n t r a -

E u r o p e a n t r a d e a r e t o b e f o u n d .

I f t h e a n a l y s i s i s m a d e s i m p l y

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

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

t o b e t h o s e b e t w e e n t h e b i g

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

m a d e f o r t h e s i z e o f t h e m a r k e t s ,

w h e t h e r t h i s b e a s s e s s e d i n t e r m s

o f p o p u l a t i o n o r o f i n c o m e .

T h i s h a s b e e n d o n e i n t h e t a b l e

o n t h e f o l l o w i n g p a g e , w h e r e

e l e v e n d e v e l o p e d w e s t e r n E u r o p e a n

c o u n t r i e s a r e g r o u p e d i n f o u r

t r a d i n g a r e a s a s f o l l o w s : ( i ) t h e

E u r o p e a n E c o n o m i c C o m m u n i t y ,

( i i ) S c a n d i n a v i a , ( i i i ) t h e U n i t e d

K i n g d o m , ( i v ) A u s t r i a a n d S w i t z e r l a n d . E a c h c o u n t r y ' s t o t a l t r a d e t u r n o v e r

w i t h t h e r e m a i n i n g t e n i s s h o w n i n t h e first c o l u m n . I n t h e c a s e o f p a r t i c u -

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

a r e l a r g e r t h a n t h e figures i n c o l u m n s B a n d C ( s e e f o o t n o t e t o t h e t a b l e ) .

T h e h i g h e s t t r a d e i n t e n s i t i e s a r e f o u n d : ( a ) i n s i d e S c a n d i n a v i a ; ( b ) i n v a r i o u s

flows o f S c a n d i n a v i a n t r a d e , n a m e l y w i t h G e r m a n y , t h e U n i t e d K i n g d o m

a n d t h e B e n e l u x c o u n t r i e s ; ( c ) i n t h e t r a d e o f t h e B e l g i u m - L u x e m b u r g E c o -

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

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

B e n e l u x ) ; ( d ) i n t h e t r a d e o f S w i t z e r l a n d w i t h t h e C o m m u n i t y c o u n t r i e s a n d

w i t h A u s t r i a ; a n d ( e ) i n t h e t r a d e o f A u s t r i a w i t h G e r m a n y . I t t h u s a p p e a r s

t h a t s o m e o f t h e m o s t i n t e n s i v e t r a d e c u r r e n t s i n w e s t e r n E u r o p e flow a c r o s s

t h e o u t e r b o u n d a r y o f t h e C o m m u n i t y .

T h e i n t e n s i t y o f t h e t r a d e o f t h e U n i t e d K i n g d o m a n d F r a n c e w i t h i n

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

p r o p o r t i o n o f t h e i r t r a d e w i t h

o v e r s e a s c o u n t r i e s p o l i t i c a l l y a s s o -

c i a t e d w i t h t h e m . I n t h e c a s e

o f t h e U n i t e d K i n g d o m , 4 6 p e r

c e n t , o f t o t a l e x p o r t s ( a n d 4 9 p e r

c e n t , o f e x p o r t s o f m a n u f a c t u r e d

g o o d s ) w e r e d i r e c t e d i n 1 9 5 6 t o

C o m m o n w e a l t h c o u n t r i e s . T h e p r o -

p o r t i o n o f t h e l a t t e r ' s t r a d e c o n -

d u c t e d w i t h t h e U n i t e d K i n g d o m

S e l e c t e d C o m m o n w e a l t h c o u n t r i e s :
T r a d e w i t h t h e U n i t e d K i n g d o m

a s a p e r c e n t a g e o f t o t a l t r a d e i n 1 9 5 6 .

Countries

New Zealand . .

Austral ia . . . .

Rhodesia . . . .

South Afr ica . .

India

Canada

Imports

54

43

41

32

26

8

Exports

65

31

56

31

30

17
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was also very high, except in the case of Canada. Imperial preference is one
of the factors influencing the development of Commonwealth trade. It is
specially important in certain lines (including textile and engineering products) and
in the trade of the United Kingdom with the older Dominions. Its overall effect
has, however, declined since 1938 and the share of non-preferential trade (including
trade with Europe) in total British trade has been expanding in recent years.

It appears that the recent change in the economic climate has not yet
had any particularly adverse effect on the development of international trade.
For several years the economies of the western European countries have
been expanding faster than that of the United States and have been subject
to stronger inflationary pressures. When, at the end of 1956 and the beginning
of 1957, the strains of the Suez crisis were superimposed upon those resulting
from the rapid expansion, a dollar shortage seemed to be reappearing. In
the latter part of 1957, while the pressure of imports on European foreign
payments was relieved owing to the decline in world-market prices and the
slackening of the boom, it might have been feared that the development
of a recession in the United States would revive the dollar problem owing to its
depressing influence on American imports of raw materials and manufactured
goods. Contrary to such expectations, the rest of the world again developed
a dollar surplus in the last quarter of 1957 and the first months of 1958.

Should a reduction in the flow of dollars occur in the coming months,
some of the trade partners of the United States would be faced with important
policy decisions. While for several, mainly European, countries a favourable
foreign exchange position would make such decisions less urgent, others
might be tempted to fall back on the restriction of imports and payments,
even if the real root of the trouble were known still to lie, as it has done
in the recent past, in the inflationary policies pursued at home.

In such cases, neither a reduction in the flow of dollars nor the main-
tenance of certain import restrictions even on the part of countries amply
supplied with foreign exchange reserves, regrettable though this is, would
constitute a valid justification for the introduction of a general system of
trade and exchange restrictions as the main method of attacking the problem
of external imbalance. The recent experience of France shows that import
restrictions offer, at the most, only a breathing-space allowing time for the
adoption of re-equilibrating policies of a more basic nature. While in exist-
ence they tend, like other kinds of rationing, to aggravate the shortage
that led to their imposition.

It is to be hoped that the coming into force of the European Economic
Community and the arrangements that will have to be made to link the
system of the Six with the other eleven O.E.E.C, countries will provide the
institutional framework needed for the abolition of practices which past
experience has shown to be ultimately destructive and dangerous, especially
for countries that adhere to them too long.
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VI. Gold Production and Monetary Reserves.

World gold production (excluding that of the U.S.S.R.) went up again
in 1957 for the fourth consecutive year. The increase, of 4 % per cent., was
mostly due to the larger output of South Africa. As there were also
substantially greater gold sales by the U.S.S.R., the total amount of new gold
that came onto the markets increased by 13% per cent, to $1,300 million.
Of this amount, $740 million's worth is estimated to have been added to
official gold stocks outside the U.S.S.R. and the other eastern European
countries, including those of international institutions. Taken by themselves,
these figures show a substantial addition to the world supply of international
liquidity. However, the U.S. gold stock alone rose by $799 million, mainly
as a result of substantial purchases from the International Monetary Fund.

Other countries and international institutions together therefore lost a
little gold in 1957 and their gold and short-term dollar holdings rose by only
$129 million, compared with $1,531 million in 1956, the reserves of individual
countries having increased by $576 million while those of the international
institutions fell by $447 million. Moreover, the increase which occurred in
gold and dollar reserves outside the United States was very unevenly distri-
buted, since five countries alone — Germany, Venezuela, Canada, Italy and
Switzerland — gained $1.9 milliard, so that in the rest of the world taken
as a whole there was a substantial loss of reserves, despite the fact that over
$900 million was drawn from the International Monetary Fund. As the five
countries mentioned above already possessed adequate reserves in 1956, the
effect of developments in 1957 was that the maldistribution of international
liquidity became more marked.

In the first four months of 1958, the U.S. gold stock declined by
$815 million, the chief gainers being Belgium, the Netherlands and the
United Kingdom, the latter country's central gold and dollar reserves having
increased by $641 million during this period.

O n the London market, the price of bar gold was mostly below $35
per ounce in 1957. During the first months of the year in particular, prices
were depressed by substantial sales both by the U.S.S.R. and by certain western
European countries. Early in 1958, however, the price rose above par and
since the middle of February 1958 has been almost continuously above the
Federar Reserve selling price of $35.08%. This was the result mainly of the
rise in the British reserves, though the virtual absence of Russian sales acted
as a force in the same direction. Prices of gold coins on European markets,
reversing the trend of 1956, ceased to rise during the period under review
and were in some cases lower in dollar terms at the end of 1957 and early
in 1958 than they had been a year before.
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World g o l d p r o d u c t i o n outside the U.S.S.R. in 1957 is estimated
to have amounted to 29.7 million ounces, compared with 28.4 million ounces
in 1956. This was the fourth successive year in which total output rose
and the 1957 figure was 20 per cent, above that for 1953. Once again the
South African mines, whose production went up by 1.1 million ounces, were
chiefly responsible for the further rise in world output. Production in the
rest of the world increased from 12.5 to 12.7 million ounces, the most notable
changes as compared with 1956 being an increase of about 24 per cent, to
790,000 ounces in Ghana's output and a decline of nearly 26 per cent, to
325,000 ounces in that of Colombia. Elsewhere, there were slight increases
in production in Canada and Australia and a fractional decrease in the
United States.

In South Africa the increase in gold production was split almost equally
between the Transvaal mines and those of the Orange Free State, whereas in
1956 the increase of 1.3 million ounces had come mostly from the latter

World gold production.

Countries
1929 1940 1946 1950 1954 1955 1956

weight, in thousands of fine ounces

1957

Union of South Africa

Canada

United States

Australia

Ghana

Southern Rhodesia . .

Philippines

Belgian Congo . . . .

Mexico

Colombia

Japan

Nicaragua1

India

Peru

Brazil2 . .

Chile

Sweden

Fiji

New Guinea

New Zealand

Total listed

Other countries3 . . .

Estimated world total3

10,412

1,928

2,045

427

208

561

163

158

655

137

335

12

364

120

112

33

35

36

120

17,861

639

18,500

14,046

5,333

4,799

1,644

886

826

1,121

562

883

632

867

163

289

281

150

335

218

111

295

186

33,627

3,373

37,000

11,927

2,849

1,625

824

586

545

1

332

421

437

40

204

132

158

140

231

91

82

1

1 19

20,745

955

21,700

11,664

4,441

2,375

870

689

511

334

339

408

379

156

230

197

148

131

192

79

103

80

77

23,403

1,297

24,700

13,237

4,366

1,867

1,118

787

536

416

365

387

377

301

233

239

147

120

125

110

72

86

42

24,931

1,169

26,100

14,601

4,542

1,891

1,049

688

525

419

370

383

381

289

229

21 1

171

110

123

99

75

74

27

26,257

1,243

27,500

15,897

4,384

1,838

1,030

638

536

406

374

350

438

295

216

209

157

122

94

96

67

79

26

27,252

1,148

28,400

17,032

4,419

1,817

1,084

790

537

400

371

343

325

303

199

180

150

120*

100*

96

75

70*

25

28,436

1,264

29,700*

Value of
estimated world total,
at $35 per fine ounce .

in millions of U.S. dollars

650 1,295 760 865 915 960 995 1,040

Exports, representing about 90 per cent, of total.
Excluding the U.S.S.R.

' Estimated or provisional figure.

a Excluding alluvial gold production, which is small.
4 At the official price of $20.67 per fine ounce then

in effect, $382 million.
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group. The extra production in 1957 was achieved despite a fall in the
quantity of ore milled from 67.5 to 66.1 million tons. This was because the
yield of gold per ton of ore milled was almost 10 per cent, higher than it
had been in 1956. As working costs went up by less than 6 per cent., the
result was that average profits per ton of ore milled rose by 22 per cent,
and slightly exceeded their previous post-war peak, attained in 1950. Total
profits also reached a new post-war peak of SA^57.8 million, which was
SAj£9.3 million more than in the previous year and SA£6.3 million more
than in 1950. The increase in profits was reflected in an almost equal rise
in dividends paid out by the mining companies. These totalled SA^36.7 mil-
lion and were 92 per cent, higher than in 1954, when the present period
of increased output began. That dividends have risen by 92 per cent, over
this period while total profits have gone up by only 51 per cent, has been
made possible by the decline in the proportion of profits absorbed by
taxation from about 37.5 per cent, in 1954 to about 30 per cent, last year.

S o u t h A f r i c a n g o l d m i n e s : O p e r a t i n g s t a t i s t i c s .

Year

1938

1940

1945

1950

1954

1955

1956

1957

Yield per ton milled

in dwt '

4.349

4.196

3.997

3.759

4.068

4.274

4.553

5.000

in value

31s. Od.

35s. 5d.

34S. 7d.

46s. 11d.

50s. 11d.

53S. 10d.

57s. 3d.

62s. 10d.

Working
costs

Working
profits

per ton milled

19S. 3d.

20s. 8d.

23s. 9d.

29s. 7d.

38s. 8d.

40s. 5d.

42s. l id.

45s. 4d.

11s. 9d.

14s. 9d.

10s. 10d.

17s. 4d.

12s. 3d.

13s. 5d.

14s. 4d.

17s. 6d.

Ore

milled

in millions
of tons

53.8

64.5

58.9

59.5

62.4

66.0

67.5

66.1

Total
working
profits

Taxes Dividends

in millions of SA£

31.9

47.5

31.9

51.5

38.22

44.32

48.52

57.82

13.7

24.0

16.5

22.5

14.3

16.9

16.4

17.5

17.2

20.4

12.5

24.7

19.1

22.4

28.2

36.7

1 One dwt (pennyweight) is one-twentieth of an ounce, equal to 1.555 grammes. At $35 per ounce, one dwt
of gold is worth $1.75. 3 Excluding estimated profits from uranium production, which amounted to
SA£8.1 million in 1954, SA£17.6 million in 1955, SA£24.7 million in 1956 and SA£33.3 million in 1957.

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

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

firstly, t h e o p e n i n g o f n e w m i n e s , e s p e c i a l l y i n t h e O r a n g e F r e e S t a t e ,

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

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

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

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

o u t p u t d u r i n g t h e p o s t - w a r y e a r s .

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

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

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

1 9 5 7 . T h u s t h e n u m b e r o f m i n e s p r o d u c i n g g o l d a t a l o s s w a s s e v e n ,

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

w h e r e a v e r a g e p r o f i t s p e r t o n o f o r e m i l l e d w e r e l e s s t h a n 4 s . , t h e n t h e

m a r g i n a l p r o d u c e r s , s o d e f i n e d , w e r e t w e n t y - o n e i n n u m b e r l a s t y e a r c o m p a r e d
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with twenty-four in 1956 and they accounted for 22.4 per cent, of the
Union's total gold output compared with 27.2 per cent, the year before.

Although six of the seven mines producing gold at a loss in 1957 were
joint producers of gold and uranium, all but one of the mines with average
profits of up to 4s. per ton of ore milled were gold producers only, and
many of the gold and uranium-producing mines showed large average profits
on gold production. As a result, the average profits of all the mines producing
gold only were 12s.3d. per ton of ore milled, while those of the joint gold
and uranium producers were 25s.5d. per ton of ore milled.

The decline in the total quantity of ore milled last year was associated
with a decrease in the industry's labour force. The average number of
native employees at work in the mines during 1957 was, in round figures,
327,700 compared with 329,600 in 1956. European employees averaged
40,900 compared with 42,500.

Total production of uranium oxide in South Africa amounted to 11.4
million lbs in 1957, compared with 8.7 million lbs the year before. Estimated
profits earned from uranium production by members of the Transvaal and
Orange Free State Chamber of Mines — to which all but a very few small
producers belong — increased by 35 per cent, to SA/J33.3 million. As
already mentioned, many of the joint gold and uranium producers showed
quite substantial profits on their gold production alone, and the six mines in
this group which produced gold at a loss in 1957 accounted for only 5 per
cent, of gold output from all mines and 10.6 per cent, of gold output from
uranium-producing mines that are members of the Transvaal and Orange
Free State Chamber of Mines.

The t o t a l a m o u n t of f r e s h s u p p l i e s of go ld which came onto the
markets during 1957 is estimated to have been worth, at $35 per fine ounce,
some $1,300 million. Of this, $1,040 million came from gold production
outside the U.S.S.R. and the remaining $260 million from Russian sales of
gold in European markets. This latter figure is necessarily a little conjectural
but it is known for certain that Russian sales to the United Kingdom alone
amounted in 1957 to $200 million.* Official gold stocks other than those of
the U.S.S.R. and other eastern European countries are estimated to have
increased by $740 million. Both in absolute terms and relative to the volume
of fresh supplies this was more than the year before and it was in fact
the largest addition to official gold stocks in any one year since the war.

* The figure for Russian gold sales to the United Kingdom was given in the House of Commons
in March 1958 by the Chancellor of the Exchequer. At the same time he also stated that total
British gold imports during 1957 amounted to $840 million. On the assumption that all gold sold
by the U.S.S.R. to the United Kingdom was physically imported into the country, that leaves a
total of $640 million for all other gold imports. This figure should be compared with the output of
the Union of South Africa, which was worth $556 million in 1956 and $596 million in 1957.
Arrivals of South African gold in the United Kingdom in 1957 were therefore probably somewhere
around $550 million. Gold imports from other sources may thus be tentatively put at about
$100 million.
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Estimates of "disappeared go ld" .

Items «

Gold production
Sales by the U.S.S.R. . . .
Less: Increase in official

gold reserves

" D i s a p p e a r e d g o l d " . .

Accoun ted for by
Industrial uses
Private hoarding2 . . . .

1950 1951 1952 1953 1954 1955 1956 1957

in millions of U.S. dollars

865

—430

435

180
255

840

— 150

690

140
550

870

—310

560

180
380

865
75

—420

520

170
350

915
75

—670

320

190
130

960
75

—660

375

210
165

995
150

—490

655

240
415

1,040
260

—740

560

250
310

1 The figures for gold production and for changes in official gold reserves exclude the U.S.S.R. and after
1951 other eastern European countries also. 2 Residual figure.

" D i s a p p e a r e d g o l d " i s t h e r e f o r e e s t i m a t e d a t $ 5 6 0 m i l l i o n ; a l l o w i n g f o r a

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

a s t h e y e a r b e f o r e , t h e r e s i d u a l figure f o r g o l d h o a r d i n g i s s u b s t a n t i a l l y l e s s

t h a n i n 1 9 5 6 .

T h e m o s t s t r i k i n g t h i n g i n t h e a b o v e t a b l e i s c e r t a i n l y t h e f u r t h e r

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

f o r e i g n e x c h a n g e r e q u i r e m e n t s o f t h e U . S . S . R . a n d , t o a g r e a t e r e x t e n t , o f o t h e r

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

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

a r e v e r y t e n t a t i v e o n e s . B u t e v e n i f t h e y a r e t r e a t e d w i t h a l l d u e r e s e r v e , i t

i s c l e a r t h a t t h e r e m u s t h a v e b e e n a d e c r e a s e d u r i n g 1 9 5 7 i n t h e v o l u m e

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

m a i n l y t o a f a l l i n g - o f f o f E u r o p e a n d e m a n d ; a t a l l e v e n t s , t h e r e w a s a

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

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

w h e r e a s d u r i n g 1 9 5 6 g o l d - c o i n p r i c e s h a d r i s e n s u b s t a n t i a l l y .

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

f r o m a r o u n d t h e F e d e r a l R e s e r v e b u y i n g p r i c e o f $ 3 4 . 9 1 % t o a b o v e i t s

s e l l i n g p r i c e o f $ 3 5 . 0 8 % . I n t h e e a r l y m o n t h s o f 1 9 5 7 p r i c e s h a d b e e n

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

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

I n t h e first q u a r t e r o f t h e y e a r , q u o t a t i o n s v a r i e d b y o n e o r t w o c e n t s o n

e i t h e r s i d e o f $ 3 4 . 9 0 . I n A p r i l t h e y b e g a n t o r i s e a n d h a d r e a c h e d a l e v e l o f

j u s t a b o u t $ 3 4 . 9 4 b y t h e e n d o f M a y . T h e r e f o l l o w e d a s h a r p i n c r e a s e t o

$ 3 5 . 0 2 o n 6 t h J u n e a n d f r o m t h e n u n t i l t h e b e g i n n i n g o f A u g u s t p r i c e s m o v e d

n a r r o w l y a r o u n d , a n d m o s t l y b e l o w , $ 3 5 p e r fine o u n c e . I n A u g u s t q u o t a t i o n s

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

$ 3 4 . 9 4 % . B y t h e m i d d l e o f O c t o b e r t h e r a t e h a d m o v e d u p a g a i n t o p a r ;

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

o f t h e y e a r t h a t t h e p r i c e r e a c h e d $ 3 5 a g a i n .

D u r i n g m o s t o f J a n u a r y 1 9 5 8 q u o t a t i o n s w e r e a l i t t l e a b o v e p a r a n d

t h e n i n t h e l a s t w e e k o f t h a t m o n t h t h e r e b e g a n a n e w r i s e w h i c h c a r r i e d
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Dollar price of gold in London.*
Weekly averages.

Dollars per fine ounce
35.15

35.10

35.05

35.00

34.95

34.3125

3 4 . 9 0

34.85

Ì

1 1

Aï\

i i

w
1 1 1 1 1 1 1 1 1 1 1

»—J^\
— \ V

1 1 1 1 1 1 1 1 1 1 1

nd
r

i i 1 [ i 1 r i 1 M

Î

i i

-

—

-

1 i r

'ercentage above or below par

0.4

+ 0.3

0.2

0.1

0

-0.1

-0.2

0.3

-HA

1954 1955 1956 1957 1958

* Ster l ing price of gold divided by the middle ster l ing/dol lar rate at the t ime of the daily gold " f i x i n g " .

t h e r a t e t o o v e r $ 3 5 . 0 8 b y 3 r d F e b r u a r y . A b r i e f r e a c t i o n f o l l o w e d , b u t

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

a b o v e t h e F e d e r a l R e s e r v e s e l l i n g p r i c e , a n d s i n c e t h e e n d o f M a r c h p r i c e s

a b o v e $ 3 5 . 1 0 h a v e o f t e n b e e n q u o t e d .

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

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

B e t w e e n t h e e n d o f S e p t e m b e r 1 9 5 7 a n d t h e e n d o f A p r i l 1 9 5 8 t h e B r i t i s h

g o l d a n d d o l l a r r e s e r v e s r o s e f r o m $ 1 , 8 5 0 m i l l i o n t o $ 2 , 9 1 4 m i l l i o n . I n t h e s e

c i r c u m s t a n c e s t h e U n i t e d K i n g d o m h a s b e e n a b s o r b i n g f r e s h l y - m i n e d g o l d ,

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

t h e m a r k e t . I n a d d i t i o n , s a l e s o f g o l d b y t h e U . S . S . R . d u r i n g t h i s p e r i o d

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

t h e w i n t e r o f 1 9 5 6 - 5 7 . F u r t h e r m o r e , t h e l o w r a t e s o f i n t e r e s t p r e v a i l i n g i n

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

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

r e s e r v e s .

T h e g o l d r e s e r v e s o f c e n t r a l b a n k s , g o v e r n m e n t s a n d i n t e r n a t i o n a l

i n s t i t u t i o n s , e x c l u d i n g t h e U . S . S . R . a n d o t h e r e a s t e r n E u r o p e a n c o u n t r i e s , *

a r e e s t i m a t e d t o h a v e i n c r e a s e d d u r i n g 1 9 5 7 b y $ 7 4 0 m i l l i o n , c o m p a r e d w i t h

$ 4 9 0 m i l l i o n i n 1 9 5 6 , a n d t o h a v e a m o u n t e d a t t h e e n d o f t h e y e a r t o $ 3 9

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

s t o c k s d u r i n g 1 9 5 7 w a s t h a t t h e t o t a l a m o u n t o f g o l d c o m i n g o n t o t h e

* T h e table of gold reserves on page 159 is a little different from the previous years. T h i s is because
the Federal Reserve estimates, on which it is to a considerable extent based, have now been revised,
from December 1951 onwards , to exclude, in addit ion to the U.S.S.R., o ther eastern European
countries as well. T h e two bot tom lines of the table for the years 1938, 1945 and 1950 are therefore
not absolutely comparable wi th those for later years.
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markets last year (both from new production outside the U.S.S.R. and from
Russian sales) went up to $1,300 million from $1,145 million the year
before. In addition the amount of gold which went into private hoards
was less than in 1956.

The following table gives some details of movements in gold holdings
between different parts of the world during each of the past four years.
In one important respect, the events of last year were a repetition of those
of 1956. There was a further, and larger, rise ($799 million) in the gold
stock of the United States and another, more substantial, fall ($540 million)
in the holdings of international institutions. These two movements were
closely connected, since the total of gold sales by the International Monetary
Fund to the U.S. Treasury during 1957 was $600 million, three times as
much as in the previous year. Net purchases of gold by the United States
from foreign countries amounted to $172 million, compared with $80 million
in 1956; the principal sellers were the Argentine ($75 million), Spain
($32 million) and the Netherlands ($25 million).

Changes in of f ic ia l gold stocks.

Year

1954

1955

1956

1957

Total United States
International
institutions <

Europe
(including

United Kingdom)

Rest
of the
world s

in millions of U.S. dollars

+ 670

+ 660

+ 490

+ 740

— 298

- 40

+ 305

+ 799

+ 41

+ 180

— 130

— 540

+ 851

+ 412

+ 380

+ 573

+ 76

+ 108

— 65

- 92

1 International Monetary Fund, European Payments Union and Bank for International Settlements.
2 Excluding the U.S.S.R. and other eastern European countries.

G o l d h o l d i n g s o f E u r o p e a n c o u n t r i e s , i n c l u d i n g t h e U n i t e d K i n g d o m ,

r o s e b y $ 5 7 3 m i l l i o n i n 1 9 5 7 a s a g a i n s t $ 3 8 0 m i l l i o n i n 1 9 5 6 . M o r e t h a n

e v e r , t h e i n c r e a s e i n G e r m a n y ' s g o l d r e s e r v e s w a s t h e d o m i n a t i n g f a c t o r .

P a r t l y o w i n g t o a s h i f t f r o m d o l l a r s i n t o g o l d , i t a m o u n t e d t o $ 1 , 0 4 8 m i l l i o n ,

w h i c h w a s n o t f a r s h o r t o f d o u b l e t h e f i g u r e f o r 1 9 5 6 ( $ 5 7 4 m i l l i o n ) a n d

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

g o l d r e s e r v e s b u t a c t u a l l y e x c e e d e d v e r y s l i g h t l y t h e e s t i m a t e d t o t a l ( $ 1 , 0 4 0

m i l l i o n ) o f w o r l d g o l d p r o d u c t i o n i n 1 9 5 7 o u t s i d e t h e U . S . S . R .

A p a r t f r o m G e r m a n y , I t a l y ( $ 1 1 4 m i l l i o n ) w a s t h e o n l y E u r o p e a n

c o u n t r y w h o s e g o l d h o l d i n g s i n c r e a s e d s u b s t a n t i a l l y . T h e r i s e o f $ 3 2 m i l l i o n

i n A u s t r i a ' s h o l d i n g s , h o w e v e r , t h o u g h s m a l l i n a b s o l u t e a m o u n t , r e p r e s e n t e d a n

i n c r e a s e o f 5 0 p e r c e n t , o n t h e e n d - 1 9 5 6 f i g u r e . O n t h e o t h e r h a n d , t h e

p r i n c i p a l l o s e r o f g o l d i n E u r o p e w a s F r a n c e ; t h e f a l l o f $ 2 8 6 m i l l i o n i n i t s

g o l d s t o c k r e p r e s e n t e d e x a c t l y t h e a m o u n t o f t h e g o l d l o a n m a d e i n J u n e
J 9 S 7 b y t h e B a n k o f F r a n c e t o t h e E x c h a n g e S t a b i l i s a t i o n F u n d f o r a

p e r i o d o f t h r e e y e a r s . S w e d e n , t h e N e t h e r l a n d s a n d t h e U n i t e d K i n g d o m

r e d u c e d t h e i r g o l d h o l d i n g s i n 1 9 5 7 , b u t i n e a c h c a s e t h e r i s e i n t h e i r d o l l a r

a s s e t s n e a r l y o r e n t i r e l y o f f s e t t h i s .
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Gold reserves of central banks and governments
(including international institutions),

Countries or institutions 1938 1945

End of

1950 I 1955 1956 1957

Change
during
1957

In millions of U.S. dollars

European countr ies
Germany
Italy
Switzerland
Austria
Portugal
Greece
Denmark
Finland
Iceland
Ireland
Turkey
Norway
Belgium
Spain
Sweden
Netherlands
United Kingdom5

France

Other countr ies
United States
Venezuela
Australia
Lebanon
Mexico
El Salvador
Canada
Bolivia
Brazil
Cuba
Ecuador
Egypt
Guatemala
India
Iran
Japan
New Zealand
Pakistan
Thailand
Chile
Indonesia
Uruguay
Peru
Union of South Africa
Belgian Congo
Argentina

International inst i tut ions
European Payments Union
Bank for International Settlements .
International Monetary Fund . . . .

Total listed above
Other (excl. U.S.S.R. and other

eastern European countries) . . . .

Estimated world total (excl. U.S.S.R. and
other eastern European countries) "

29 '
193
701
88 2

86
27
53
26
1

10
29
84

780
525*
321
998

2,877
2,757

14,592
54

29
7

192
3

32
1
3

55
7

274
26

230
23

30
80
73
20

220
6

431

14

25,993

427'

26,420'

0
24

1,342
0

433 3

28
38
3
1

17
241
80

733
1 10
482
270

1,930
1,550

20,083
202
53
2

294
13

361
22

354
191
21
53
29

274
131
125
23

86
82

201 7

195
28

914
16 '

1,197

39

32,321

1,449 '

33,770'

0
256

1,470
50
192

2
31
12
1

17
150
50

587
1 10
90

311
2,900
523'

22,820
373
88
20

208
23

590
23

317
271
19
97
27

247
140
128
29

, 27
118
40

209
236
31
197
23

216

167
1,494

34,930

880'

35,810'

920
352

1,597
65

428
11
31
35
1

18
144
45

929
116
276
865

2,050
861 6

21,753
403
144
74
142
28

1,141
0

323
136
23
174
27

247
138
128
33
48
112
44
81

216
35

212
116
371

244
217

1,808

37,162

558

37,720

1,494
338

1,676
65

448
9

31
35
1

18
144
50

928
116
266
844

1,800
861'

22,058
603
107
77
167
28

1,113
1

324
136
22
188
27

247
138
128
33
49
1 12
46
45
186
35

224
122
214

268
179

1,692

37,693

517

38,210

2,542
452

1,718
97

461
13
31
35
1

18
144
45

913
89

219
744

1,600
575 6

22,857
719
126
91
180
31

1,115
1

324
136
22
188
27

247
138
128
33
49
112
40
39
180
28

217
81
126

254
165

1,180

38,531

419

38,950

+ 1,048
+ 114

42
32
13

0
0
0
0
0
5
15
27
47
100
200

— 286

+ 799
+ 116

19
14
13

— 6
— 7
— 7
— 41
— 88

— 14
— 14
— 512

+ 838

— 98

+ 740
1 Pre-war Germany. 2 Beginning of March 1938. 3 End of 1946. * April 1938. 5 Beginning with 1945, estimates
of the U.S. Treasury and the Board of Governors of the Federal Reserve System. » Reported holdings of the
Bank of France only. 7 March 1946. 8 I.M.F. estimate for 1938, and Federal Reserve estimates for later years.
Includes reported gold holdings, unpublished holdings of various central banks and governments, and estimated
official holdings of countries from which no reports are received. 9 Including eastern European countries Other
than the U.S.S.R.
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I n t h e rest of t h e wor ld (excluding t h e U.S.S.R. and o ther eastern

E u r o p e a n countr ies) , gold reserves are es t imated t o have fallen b y $92

million, compared wi th a decline of $65 mil l ion the year before. A m o n g s t

those countr ies of th is g roup which are shown individual ly in the table on

page 159, t h e pr incipal changes were a fur ther rise of $116 mil l ion in

Venezuela ' s gold holdings and falls of $41 mill ion and $88 million respectively

in t h e gold reserves of t h e Belgian Congo and t h e Argen t ine .

T h e fall of $98 mil l ion in " o t h e r " gold holdings , shown in t h e b o t t o m

line b u t one of the table on page 159, is t h e difference be tween t h e overall

change in gold stocks and t h e m o v e m e n t s in those countr ies l isted individually

in t h e table . A s explained in a footnote to t h e table , t h e es t imated wor ld

total of official gold stocks includes, besides t h e repor ted hold ings of all t h e

countr ies listed, certain unpub l i shed hold ings as well as es t imates of official

holdings for countr ies which do no t repor t the i r gold reserves to t h e

Federa l Reserve System. I t is t h e changes in t h e lat ter two i tems dur ing

1957 w h i c h are reflected in t h e fall of $98 mil l ion in " o t h e r " official

holdings of gold.

D u r i n g t h e early m o n t h s of 1958 t h e m o v e m e n t of gold in to t h e reserves

of t h e U n i t e d States was reversed. T h e total U . S . gold stock decreased dur ing

the first qua r t e r of t h e year by $370 mil l ion; concomitant ly , gold he ld at t h e

Federa l Reserve banks u n d e r earmark for foreign and internat ional account

wen t u p by $457 million. I n Apr i l th is deve lopment became m o r e p r o n o u n c e d ;

the U .S . gold stock decl ined by a fur ther $445 mil l ion and gold unde r

earmark rose by $472 mil l ion to a total of $6,951 mil l ion at the end of tha t

m o n t h . D u r i n g the first quar te r of 1958, the gold holdings of t h e U n i t e d

K i n g d o m rose b y $497 mil l ion and those of Belg ium and the Ne the r l ands

by $85 mil l ion and $103 mil l ion respectively.

T h e g o l d a n d s h o r t - t e r m d o l l a r a s s e t s of countr ies o ther t han the

U n i t e d States and of internat ional ins t i tu t ions are es t imated to have r isen by $129

mill ion dur ing 1957 to a total of $31.2 mill iard at t h e end of the year. T h i s

was m a d e u p of a decline of $447 mil l ion for internat ional inst i tut ions and

a rise of $576 mill ion for countr ies o the r t h a n t h e U n i t e d States. Simply to

give t h e overall movemen t for t h e year is, however, mis leading: in fact,

reserves fell by $425 mil l ion in t h e first quar ter , and rose in each of the

other th ree quar ters , t he increases being $175 million, $47 mill ion and $332

mill ion respectively.

Hold ings of U.S . G o v e r n m e n t bonds and notes wi th original cur rency

per iods of more t h a n one year, wh ich had decl ined overall by $135 million

in 1956, fell last year by a fur ther $42 mil l ion to $1,452 million. If these

holdings are taken into account , gold and dollar reserves increased by $87

mill ion and a m o u n t e d at the end of 1957 to $32.7 mill iard. T h e pr incipal

changes in b o n d and note holdings were a decrease of $169 mill ion in

those of in ternat ional inst i tut ions and a rise of $89 mil l ion in those of

Canada . Cont inenta l western E u r o p e ' s portfolio increased by $32 mill ion and



Gold and shor t - te rm dol lar ho ld ings
of countr ies other than the United States

(including international institutions).

Areas and countries

Gold and short-term dollar
holdings at end of

1955 1956 1957

Changes during

1956 1957

in millions of U.S. dollars

C o n t i n e n t a l w e s t e r n Europe

Austria

Belgium-Luxemburg 2

Denmark

Finland

France 2

Germany

Greece

Italy

Netherlands2

Norway

Portugal2

Spain2

Sweden

Switzerland

Turkey

Other holdings *

Total

Ster l ing area

United Kingdom5

U.K. dependencies

Australia

India

South Africa

Rest of sterling area

Total

Canada
Latin America
Asia

All other countries '

Total for all countries

International institutions7. .

Grand total

326

1,201

91

84

1,957 3

2,374

187

1,137

1,100

127

601

221

429

2,354

153

872

13,214

2,600

84

219

320

265

214

3,702

2,173

3,789

2,616

381

25,875

3,689

29,564

361

1,227

96

88

1,505 3

3,329

187

1,268

1,071

117

628

160

483

2,512

164

917

14,1 13

2,812

103

191

323

277

228

3,934

2,629

4,1 13

2,795

367

27,951

3,144

31,095

446

1,182

143

100

947 J

4,099

167

1.531

1,044

138

651

1 15

478

2,683

162

850

14,736

2,875

104

21 1

329

255

224

3,998

2,738

4,347

2,318

390

28,527

2,697

31,224

35

26

5

4

452

955

0

131

29

10

27

61

54

158

1 1

45

899

212

19

28

3

12

14

+ 232

+ 456

+ 324

+ 179

— 14

+ 2,076

— 545

+ 1,531

+ 85

— 45

+ 47

+ 12

— 558

+ 770

— 20

+ 263

— 27

+ 21

+ 23

— 45

— 5

+ 171

— 2

— 67

+ 623

+ 63

+ 1

+ 20

+ 6

— 22

— 4

+ 64

+ 109

+ 234

— 477

+ 23

+ 576

- 447

+ 129

1 Short-term dollar holdings consist of deposits, U. S. Government obligations with original maturities of up
to one year and some other short-term paper. They cover both official and private holdings, as reported
by selected banks in the United States.

2 Including dependencies.
3 Including gold reserves of the Bank of France and French dependencies only.
4 Includes holdings of Yugoslavia, the Bank for International Settlements and the European Payments Union,

gold to be distributed by the Tripartite Commission for Restitution of Monetary Gold and unpublished
gold reserves of certain western European countries.

5 Holdings of gold and U.S. dollars based on figures as reported by the British Government.
6 Excludes gold reserves of the U.S.S.R. and other eastern European countries.
7 Includes the International Bank for Reconstruction and Development, the International Monetary Fund, the

United Nations and other international organisations. Excludes the Bank for International Settlements and
the European Payments Union, which are included under "Other holdings".
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that of the sterling area by $21 million; Latin America's holdings declined
by $14 million.

For the international institutions - the most important of which in this
connection is the International Monetary Fund - 1957 was the second year
running in which their gold and dollar assets declined, and in fact the
fall (including holdings of U.S. Government bonds and notes) amounted to
$616 million, compared with $475 million in 1956.

For countries outside the United States last year's reserve developments
were different in many respects from those of 1956. Firstly, the overall
increase in reserves was both small in itself and very much smaller than
the year before. Secondly, outside Europe very few countries indeed increased
their gold and dollar reserves; moreover, inside Europe the principal increases
accrued to the same countries as in the previous year, countries whose
reserves might already have been considered adequate in 1956, Thirdly, the
increase of $576 million in the gold and short-term dollar holdings of
countries other than the Unites States was substantially less than the total
of $913 million which these countries drew from the International Monetary
Fund.

In continental western Europe, the increase in gold and short-term
dollar holdings was $623 million. Germany's reserves alone, however, went
up by $770 million. Although the Federal Republic gained somewhat
fewer gold and dollars than in 1956, it again increased its reserves by more
than did western Europe as a whole. The other principal gainers of reserves
in western Europe were, as in 1956, Italy ($263 million) and Switzerland
($171 million). Together, these three countries increased their gold and
dollar holdings by $1,204 million.

On the other hand, the principal loss of reserves in Europe was again
sustained by France ($558 million). Practically the whole of this fall took
place during the first half of the year, the loss in the second six months
being only $49 million. Other countries which sustained losses included Spain
($45 million), Belgium-Luxemburg ($45 million), the Netherlands ($27 million)
and Greece ($20 million).

The gold and dollar holdings of sterling-area countries rose by only $64
million, compared with $232 million in 1956, despite the fact that special
additions to the reserves in 1957 were greater than the year before. In 1956
$561 million had been drawn by the United Kingdom on the International
Monetary Fund; last year the United Kingdom borrowed $250 million from
the Export-Import Bank and bought from India the $200 million which
that country drew from the International Monetary Fund. In addition, the
central reserves were credited with $104 million, the amount of the interest
payments due in 1956 on the principal post-war U.S. and Canadian loans,
which had been temporarily set aside in a suspense account at the end of
1956 while permission to postpone repayment was sought from the two
governments. Finally, both the interest and capital payments due on these
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loans for 1957, totalling $176 million, were also postponed. But for all these
factors, therefore, U.K. gold and short-term dollar holdings would have
decreased by $667 million during 1957. In fact, in the third quarter alone,
during the period of acute tension on the exchange markets, they fell by
$387 million ($471 million, taking into account holdings of U.S. Government
bonds and notes with original maturities of more than one year). During the
last three months of the year, however, with the aid of the debt postponement
already mentioned, almost all of the third quarter's loss was regained.

The increase of $234 million in Latin America included a rise of no
less than $490 million in the reserves of Venezuela alone. This occurred
principally in the second quarter of the year and was the result of an excep-
tionally large inflow of capital from the United States connected with invest-
ment in the oil industry. Elsewhere in Latin America, reserves fell in the
Argentine ($97 million), Brazil ($93 million), Chile ($22 million), Mexico
($45 million), Peru ($31 million) and Uruguay ($24 million).

The fall of $477 million in the gold and dollar holdings of Asiatic
countries was due mainly to a decline of $437 million in Japan's reserves;
this was concentrated in the first half of the year and there was even a
slight increase ($10 million) in the last quarter. Elsewhere in Asia, losses
were sustained by the Philippines ($113 million) and Indonesia ($41 million).

Complete details of changes in gold and foreign exchange holdings
during the first quarter of 1958 are not yet available. Such data as have
been published, however, show that many primary-producing countries have
suffered further losses of reserves while corresponding gains have been made
by industrial countries. In western Europe the countries which added to their
reserves during this period were mostly those whose external positions had
come under pressure in the course of 1957. In particular, the United Kingdom's
official gold and dollar reserves, which had risen by $423 million in the last
quarter of 1957, increased during the first four months of 1958 by a further
$641 million. The reversal of last summer's abnormal movements in reserves,
which had begun in the last quarter of 1957, showed some signs of coming
to an end from March 1958 onwards as Germany moved into substantial
surplus and France into substantial deficit again. In Germany the central
gold and foreign exchange reserves, which had declined in the last three
months of 1957 by $157 million, fell during January and February 1958 by
a further $70 million. In March, however, they rose by $57 million and
again in April by a further $86 million. In France somewhat the opposite
development has occurred; according to figures published by the Conseil
National du Crédit, the central reserve position improved during the first
quarter of 1958 by $24 million. But this rise was less than half of the
$65 million drawn from the International Monetary Fund and, moreover, the
country's monthly external deficits have been increasing since the beginning of
the year. In the European Payments Union, for example, France's deficit rose
from under $20 million in December 1957 to over $50 million in March
and April 1958.
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C h a n g e s i n g o l d a n d d o l l a r r e s e r v e s . *

Items 1952 1953 1955 1956 1957 Total

in mil l ions of U.S. dollars

Germany .

Venezuela .

Canada . .

Italy . . . .

Switzerland

+ 257

+ 75

+ 370

+ 22

+ 83

Total of above . . . .

Rest of the world . . . .

Total for all countr ies*

+ 807

+ 685

+ 1,492

+ 534

+ 76

— 108

+ 156

+ 75

+ 733

+ 1,878

+ 2,61 1

+ 774

+ 3

+ 190

+ 114

+ 49

+ 1,130

+ 1,086

+ 2,216

+ 383

+ 71

- 99

+ 204

+ 175

+ 734

+ 1,168

+ 1,902

+ 961

+ 390

+ 386

+ 131

+ 245

+ 2,1 13

— 717

+ 1,396

+ 770

+ 489

+ 198

+ 263

+ 168

+ 1,888

— 1,801

87

+ 3,679

+ 1,104

+ 937

+ 890

+ 795

+ 7,405

+ 2,299

+ 9,704

* Including international institutions but excluding gold held by the United States, the U.S.S.R. and other
eastern European countries. Dollar reserves include, as well as the short-term assets contained in the table
on page 161, holdings of longer-term U.S. Government bonds and notes.

A n i d e a o f s o m e o f t h e s a l i e n t f e a t u r e s o f t h e d i s t r i b u t i o n o f t h e

i n c r e a s e t h a t h a s t a k e n p l a c e i n g o l d a n d d o l l a r r e s e r v e s o v e r t h e p a s t s i x

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

t h i s p e r i o d o f $ 9 . 7 m i l l i a r d i n r e s e r v e s o f c o u n t r i e s o t h e r t h a n t h e U n i t e d

S t a t e s a n d o f i n t e r n a t i o n a l i n s t i t u t i o n s , n o l e s s t h a n $ 7 . 4 m i l l i a r d , o r s o m e

7 6 p e r c e n t . , a c c r u e d t o t h e c o u n t r i e s s h o w n i n d i v i d u a l l y . G e r m a n y ' s s h a r e

a l o n e a m o u n t e d t o 3 8 p e r c e n t , o f t h e t o t a l i n c r e a s e . M o r e o v e r , w h e r e a s

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

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

o n e i n d i v i d u a l l y , e x c e p t C a n a d a ) , d u r i n g t h e y e a r s 1 9 5 2 — 5 5 t h e r e s t o f t h e

w o r l d ' s r e s e r v e s w e r e g o i n g u p t o o , a n d i n 1 9 5 3 a n d 1 9 5 5 t h e y i n c r e a s e d

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

c o m p l e t e l y i n 1 9 5 6 a n d , m o r e p a r t i c u l a r l y , 1 9 5 7 . T h e r e s e r v e s o f t h e five

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

t h e w o r l d s u s t a i n e d c o n s i d e r a b l e l o s s e s . I n d e e d , i n 1 9 5 7 t h e g a i n s a n d

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

s l o w i n g - d o w n i n r e s e r v e a c c u m u l a t i o n b y c o u n t r i e s o t h e r t h a n t h e U n i t e d

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

g r o u p o f c o u n t r i e s .

T h e s t e r l i n g l i a b i l i t i e s o f t h e U n i t e d K i n g d o m t o o t h e r c o u n t r i e s ( e x -

c l u d i n g l i a b i l i t i e s t o i n t e r n a t i o n a l o r g a n i s a t i o n s ) d e c l i n e d i n 1 9 5 7 b y £ 1 5 4

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

b e f o r e . I n c o n t r a s t t o 1 9 5 6 , h o w e v e r , l a s t y e a r i t w a s m a i n l y c o u n t r i e s i n s i d e

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

S t e r l i n g h e l d o u t s i d e t h e s t e r l i n g a r e a i n c r e a s e d b y £ 3 m i l l i o n i n 1 9 5 7 ,

c o m p a r e d w i t h a d e c l i n e o f £ 1 3 2 m i l l i o n i n 1 9 5 6 . T h i s s t a b i l i t y w a s t h e

r e s u l t o f a f u r t h e r d e c l i n e o f £ 5 9 m i l l i o n i n b a l a n c e s h e l d b y " o t h e r " n o n -

s t e r l i n g - a r e a c o u n t r i e s , b a l a n c e d b y a n i n c r e a s e o f £ 6 5 m i l l i o n i n s t e r l i n g h e l d

b y O . E . E . C . c o u n t r i e s . A m o n g t h e " o t h e r " n o n - s t e r l i n g - a r e a c o u n t r i e s , E g y p t ' s

c e n t r a l s t e r l i n g r e s e r v e s d e c l i n e d b y £ 2 0 m i l l i o n . T h e i n c r e a s e i n O . E . E . C .

c o u n t r i e s ' b a l a n c e s t o o k p l a c e m o s t l y i n t h e s e c o n d h a l f o f t h e y e a r , w h e n a



United Kingdom: Sterling balances.1

End of

1945

1951

1952

1953

1954

1955

1956

1957

Non-sterling-area countries

Dollar
area

Other
western

hemi-
sphere

countries

O.E.E.C.
coun-
tries

Others Total

Sterling-area countries2

British
colonies Others Total

Grand
total

in millions of £ sterling

34

38

34

62

97

58

37

35

163

57

6

40

8

9

32

31

412

409

239

223

244

213

193

258

623

514

398

370

430

417

303

244

1,232

1,018

677

695

779

697

565

568

840

844

870

882

2,084

2,035

1,986

1,817

2,462

2,791

2,542

2,798

2,924

2,879

2,856

2,699

3,694

3,809

3,219

3,493

3,703

3,576

3,421

3,267

1 Excluding the sterling balances held by non-territorial organisations (mainly the International Monetary
Fund), which amounted to £645 million at the end of 1957. 2 Figures showing the division of sterling
balances between the two groups of sterling-area countries, as at present constituted, are only available
from the end of 1954 onwards. This is because Ghana and Malaya ceased to be colonies in 1957.

s p e c i a l d e p o s i t o f £ 7 5 m i l l i o n w a s m a d e , m a i n l y d u r i n g t h e t h i r d q u a r t e r , b y

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

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

a g a i n h a v e d e c l i n e d l a s t y e a r .

T u r n i n g t o t h e s t e r l i n g - a r e a c o u n t r i e s , t h e i r b a l a n c e s w e n t u p b y

£ 6 9 m i l l i o n i n t h e f i r s t h a l f o f 1 9 5 7 a n d d e c l i n e d b y £ 2 2 6 m i l l i o n i n t h e

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

d r a w i n g o f $ 2 0 0 m i l l i o n f r o m t h e I n t e r n a t i o n a l M o n e t a r y F u n d b y I n d i a

d u r i n g t h e e a r l y m o n t h s o f t h e y e a r ; t h i s s u m w a s s o l d t o t h e U . K . E x c h a n g e

E q u a l i s a t i o n A c c o u n t a n d t h e c o u n t e r p a r t ( £ 7 1 m i l l i o n ) w e n t t o i n c r e a s e

I n d i a ' s s t e r l i n g b a l a n c e s . R e s e r v e figures p u b l i s h e d b y i n d i v i d u a l s t e r l i n g - a r e a

c o u n t r i e s s h o w t h a t t h e b i g g e s t c h a n g e s d u r i n g t h e first h a l f o f 1 9 5 7 w e r e i n

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

B a n k a n d t h e c o m m e r c i a l b a n k s i n c r e a s e d b y £ 1 1 0 m i l l i o n , a n d i n I n d i a ,

w h e r e t h e R e s e r v e B a n k ' s s t e r l i n g b a l a n c e s d e c l i n e d b y £ 5 7 m i l l i o n .

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

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

R e s e r v e B a n k ' s s t e r l i n g b a l a n c e s i n f a c t d e c l i n e d b y a f u r t h e r £ 1 1 7 m i l l i o n

to a t o t a l o f £ 2 2 3 m i l l i o n a t t h e e n d o f t h e y e a r . O v e r t h e t w o y e a r s 1 9 5 6 — 5 7

t h e f a l l w a s £ 3 2 8 m i l l i o n , a f t e r t a k i n g c r e d i t f o r t h e s t e r l i n g c o u n t e r p a r t o f t h e

d r a w i n g o n t h e F u n d .

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

O n t h e o t h e r h a n d , t h e R e s e r v e B a n k o f N e w Z e a l a n d ' s s t e r l i n g a s s e t s ,

w h i c h h a d r i s e n f r o m £ 5 7 m i l l i o n t o £ 8 3 m i l l i o n i n t h e first h a l f o f t h e

y e a r , d e c l i n e d s h a r p l y t o £ 3 7 m i l l i o n a t t h e e n d o f t h e y e a r a n d f u r t h e r t o

£ 2 6 m i l l i o n a t t h e e n d o f F e b r u a r y 1 9 5 8 . I n S o u t h A f r i c a , t h e f o r e i g n a s s e t s

o f t h e R e s e r v e B a n k f e l l b y £ 1 7 m i l l i o n i n t h e s e c o n d h a l f o f t h e y e a r .
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International Monetary Fund:
Exchange transactions and stand-by arrangements.

Year
or period

1947-49. . .

1950-52. . .

1953-55. . .

1956 . . . .

1957 . . . .

Total . . .

Drawings Repayments ' Net
drawings 2

Agreed

Stand-bys

Drawn
or expired

Outstanding
at end of

period
or year

in millions of U.S. dollars

777.2

1 19.7

319.5

692.6

977.0

2,886.0

19.7

199.6

762.8

113.3

63.9

1,159.3

757.5

— 79.9

- 443.3

579.3

913.1

1,726.7

55.0

62.5

1,077.2

183.1

1,377.8

55.0

22.4

430.1

507.5

55.0

62.5

1,1 17.3

870.3

870.3

1 Repurchases and other countries' drawings. 2 Drawings less repayments.

F o r t h e s e c o n d y e a r i n s u c c e s s i o n , t h e I n t e r n a t i o n a l M o n e t a r y

F u n d h a d a r e c o r d y e a r o f a c t i v i t y . T w e n t y m e m b e r c o u n t r i e s m a d e

d r a w i n g s t o t a l l i n g $ 9 7 7 m i l l i o n a n d t e n c o u n t r i e s r e p u r c h a s e d t h e i r c u r r e n c i e s

t o t h e e x t e n t o f $ 6 4 m i l l i o n i n a l l . N e t d r a w i n g s t h u s a m o u n t e d t o $ 9 1 3

m i l l i o n , c o m p a r e d w i t h $ 5 7 9 m i l l i o n i n 1 9 5 6 .

O u t o f t h e t o t a l o f $ 9 1 3 m i l l i o n , $ 4 1 2 m i l l i o n w a s d r a w n b y E u r o p e ,

$ 3 2 5 m i l l i o n b y A s i a , $ 1 5 7 m i l l i o n b y L a t i n A m e r i c a a n d $ 1 9 m i l l i o n b y

t h e r e s t o f t h e w o r l d . T h e l a r g e s t d r a w i n g s w e r e t h o s e o f F r a n c e ( $ 2 6 3 m i l l i o n )

a n d I n d i a ( $ 2 0 0 m i l l i o n ) . O t h e r s u b s t a n t i a l d r a w i n g s w e r e m a d e b y J a p a n

( $ 1 2 5 m i l l i o n ) , t h e A r g e n t i n e ( $ 7 5 m i l l i o n ) , t h e N e t h e r l a n d s ( $ 6 9 m i l l i o n ) ,

B e l g i u m ( $ 5 0 m i l l i o n ) , B r a z i l ( $ 3 8 m i l l i o n ) a n d D e n m a r k ( $ 3 4 m i l l i o n ) . W i t h

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

b a l a n c e o f p a y m e n t s ) , t h e N e t h e r l a n d s a n d D e n m a r k , a l l t h e m a i n u s e r s o f

F u n d r e s o u r c e s m e n t i o n e d a b o v e s u f f e r e d s e v e r e l o s s e s o f r e s e r v e s i n 1 9 5 7 ,

d e s p i t e t h e i r r e c o u r s e t o t h e F u n d .

A t t h e e n d o f 1 9 5 7 t h e F u n d ' s h o l d i n g s o f g o l d a n d c o n v e r t i b l e c u r -

r e n c i e s a m o u n t e d t o $ 2 , 5 2 8 m i l l i o n , c o m p a r e d w i t h $ 3 , 3 8 1 m i l l i o n a y e a r

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

$ 1 , 1 1 7 m i l l i o n t o $ 8 7 0 m i l l i o n . T h e p r i n c i p a l s t a n d - b y c o m m i t m e n t o f t h e

F u n d c o n t i n u e d t o b e t h e a m o u n t o f $ 7 3 9 m i l l i o n p l a c e d a t t h e d i s p o s a l o f

t h e U n i t e d K i n g d o m i n D e c e m b e r 1 9 5 6 . I n J a n u a r y 1 9 5 8 t h e F u n d c o n c l u d e d

a s t a n d - b y a r r a n g e m e n t f o r $ 1 3 1 m i l l i o n w i t h F r a n c e , w h i c h b y t h e e n d

o f M a r c h h a d b e e n d r a w n o n t o t h e e x t e n t o f $ 6 5 m i l l i o n .

I n r e c e n t m o n t h s t h e i n t e r n a t i o n a l l i q u i d i t y s i t u a t i o n h a s b e e n t h e

s u b j e c t o f i n c r e a s i n g a t t e n t i o n a n d c o m m e n t . O n 1 5 t h A p r i l 1 9 5 8 t h e

B r i t i s h C h a n c e l l o r o f t h e E x c h e q u e r s a i d d u r i n g h i s b u d g e t s p e e c h : " I b e l i e v e

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

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

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

s t e a d y e x p a n s i o n o f i n s t i t u t i o n s s u c h a s t h e I n t e r n a t i o n a l M o n e t a r y F u n d



Gold, dollar and sterling reserves and world trade turnover.

Items

Gold and dollar holdings of coun-
tries other than the United States
and of international Institutions .

U S aold stock

Total sterling balances, including
those of international institutions

Reserves as a percentage of trade

Total reserves minus U.S.gold stock
World trade turnover, excluding the

United States

Reserves as a percentage of trade,
excluding the United States. . .

1938

13.4

14.5

2.8

30.7

44.4

69.1

16.2

38.8

47.8

1948

17.9

24.4

15.4

57.7

114.1

50.6

33.3

93.4

35.7

1951 1954

in milliards of U.S

22.1

22.9

12.3

57.3

157.9

36.3

34.4

131.0

26.3

29.3

21.8

1 1.7

62.8

157.3

39.9

41.0

131.1

37.3

1955

. dollars

31.2

21.8

11.3

64.3

173.3

37.7

42.5

145.3

29.2

1956

32.6

22.1

11.5

66.2

191.7

34.5

44.1

158.8

27.8

1957*

32.7

22.9

11.0

66.6

207.1

32.2

43.7

172.1

25.4

* Provisional. Note : All reserve figures are for ends of years.

a n d t h e I n t e r n a t i o n a l B a n k . S u c h a s o l u t i o n w o u l d , o f c o u r s e , r e q u i r e t h e a c t i v e

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

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

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

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

g o i n g b a c k t o 1 9 3 8 , t h e t o t a l a m o u n t o f g o l d , U . S . d o l l a r s a n d s t e r l i n g h e l d

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

t h e U . S . S . R . ) a n d b y i n t e r n a t i o n a l financial i n s t i t u t i o n s w i t h t h e v a l u e o f w o r l d

t r a d e t u r n o v e r .

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

t r a d e t u r n o v e r . T h e d r o p i n t h e p e r c e n t a g e b e t w e e n 1 9 3 8 a n d 1 9 4 8 w o u l d h a v e

b e e n m u c h l a r g e r b u t f o r t h e w a r t i m e i n c r e a s e i n s t e r l i n g b a l a n c e s . ( I n

1 9 4 8 t h e v o l u m e o f w o r l d t r a d e h a d j u s t r e c o v e r e d t o t h e r a t h e r l o w l e v e l o f

1 9 3 8 . ) T h i s a d d i t i o n t o w o r l d l i q u i d i t y w a s f o r t u i t o u s a n d w o u l d n o t h a v e

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

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

o u t s i d e t h e s t e r l i n g a r e a w a s r a t h e r l i m i t e d i n 1 9 4 8 ( a n d f o r a n u m b e r o f

y e a r s a f t e r ) , $ 9 . 5 m i l l i a r d o f t h e s t e r l i n g b a l a n c e s w a s h e l d a t t h e e n d o f t h a t

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

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

r e s t r i c t i o n s .

I n 1 9 5 1 t h e r a t i o o f r e s e r v e s t o t r a d e d r o p p e d s h a r p l y , o w i n g i n t h e

m a i n t o t h e s u b s t a n t i a l r i s e i n p r i c e s w h i c h t h e n o c c u r r e d . D u r i n g 1 9 5 2 - 5 4

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

t h e p r e s e n t figure, w h i c h i s t h e l o w e s t s i n c e t h e w a r . T h e b o t t o m l i n e o f t h e

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

U n i t e d S t a t e s e x c l u d e d f r o m c o n s i d e r a t i o n . S o m e o f t h e a b o v e r e m a r k s a p p l y
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here too, but developments in recent years have been more favourable than
for the world as a whole, since the figure for 1957 is very little lower than
that for 1951.

Adding together gold, dollar and sterling reserves certainly involves some
double counting, since the net reserve positions of the United States and the
United Kingdom need to be considered. On the other hand, non-resident
holdings of some widely usable European currencies (notably the International
Monetary Fund's holdings of these currencies) have been omitted in order
partially to offset this double counting and also to simplify the table. So far
as the net reserve position of the United States is concerned, at the end
of 1957 its gold stock amounted to $22.9 milliard and the short-term liabili-
ties of U.S. banks to foreigners were $15.1 milliard. Clearly, therefore, the
American position, internationally, is at present adequately liquid.

A more detailed picture of the central reserve positions of western
European countries at the end of each of the last three years is shown in
the table on the following page. The table gives a breakdown of the net
reserve positions (including positions in the European Payments Union and
in the International Monetary Fund) and of the total reserves and credit
facilities available, either actually or potentially,* for use (including all
unused resources in the Union or with the Fund). The latter figures
omit debtor positions in E.P.U. and negative net positions in the I.M.F.
(i.e. where a country has drawn more from the Fund than its gold sub-
scription), since these do not reduce the reserves a country actually has at
its disposal.

The countries whose reserves have increased considerably over the period
covered by the table are Austria, Denmark, Germany, Italy, Norway and
Switzerland. In Denmark and Norway the level of reserves is still quite
inadequate, while in the other countries the position is comfortable, and
in Germany and Switzerland more than comfortable. In Belgium and the
Netherlands reserves were lower at the end of 1957 than they had been
two years earlier; in both countries, however, the level of reserves is still
satisfactory and has increased during the early months of 1958.

By far the sharpest fall has been in the French reserves, and at the
end of 1957 the net reserve position, taking into account debts to the Euro-
pean Payments Union and the International Monetary Fund, was negative.
Ignoring liabilities, however, there still remained at France's disposal at that
time $841 million, made up essentially of the Bank of France's gold stock
and of France's unused facilities at the Fund. Since then, further credit
facilities totalling $250 million have been obtained from the O.E.E.C.

The United Kingdom's position also deteriorated over the period
covered by the table, although it was a little better at the end of 1957 than

* Unused facilities in E.P.U. are available automatically as and when a country runs into deficit,
provided it makes the necessary 75 per cent, payments in gold or dollars. Drawings on the I.M.F.
are always subject to a decision of the Fund's Board of Executive Directors.
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E u r o p e a n c o u n t r i e s : Rese rve p o s i t i o n s .

Countries

Austria. . .

Belgium-
Luxemburg

Denmark . .

Finland. . .

France . . .

Germany . .

Greece. . .

Italy . . . .

Netherlands

Norway. . .

Portugal . .

Sweden . .

Switzerland.

Turkey . . .

United
Kingdom .

End of year

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

1955
1956
1957

Net
reserves

3 3 7
3 9 2
4 8 9

9 4 9
9 5 2

1,003

104
9 0

136

9 9
5 4
6 3

2,082
1,275

4 4 7

2,518
3,473
4,363

187
193
188

1,178
1,264
1,496

1,048
9 0 4
9 5 3

136
157
155

6 7 0
6 9 3
6 8 5

4 5 6
4 6 3
4 4 5

1,706
1,804
1,905

— 99
— 60
— 83

2,120
2,133
2,273

Credit
granted
to (+)

or received
from (—)

E.P.U.

+ 2
+ 3
+ 11

+ 173
+ 187
+ 137

— 108
— 92
— 89

—
—

-

— 139
— 209
— 385

+ 547
+ 688
+ 1,010

_
—

— 2

— 174
— 154
— 111

+ 178
+ 113
+ 82

— 1 12
— 91
— 77

—
—

-

+ 14
+ 10
+ 11

+ 109
+ 76
+ 18

— 30
— 30
- 30

— 339
— 350
— 382

Net
I.M.F.

position

Net re-
serves plus
or minus
positions
in E.P.U.

and I.M.F.

in millions of U.S.

13
13
13

57
5 7

7

7
7

— 26

1
6

10

6 3
131

— 131

8 3
8 3
8 3

—

-

—
—

-

6 9
6 9

-

13
13
13

—
—

-

25
25
25

_

—

—

— 4
— 4
— 1 1

2 3 6
— 329
— 334

3 5 2
4 0 8
5 1 3

1,179
1,196
1,147

3
5

21

100
6 0
7 3

2,006
1,197

.— 69

3,148
4,244
5,456

187
193
186

1,004
1,1 10
1,385

1,295
1,086
1,035

3 7
79
91

6 7 0
6 9 3
6 8 5

4 9 5
4 9 8
4 8 1

1,815
1,880
1,923

— 133
— 94
— 124

2,017
1,454
1,557

Cre
facil

ir

E.P.U.

dit
ties

1

I.M.F.

dollars

4 4
4 5
5 3

3 8 9
4 0 3
3 5 3

18
3 4
3 7

—
—

-

196
126

-

8 4 7
9 8 8

1,310

_

—

25

31
5 1
94

3 9 1
3 2 6
2 9 5

15
3 6
5 0

4 2
4 2
4 2

170
166
167

2 5 9
2 2 6
168

_
_

3 3 6
3 2 5
2 9 3

6 3
6 3
6 3

2 9 2
2 9 2
2 4 2

75
75
4 3

3 9
4 4
4 8

5 8 8
6 5 6
3 9 4

4 1 3
4 1 3
4 1 3

—

—

—
—

—

3 4 4
3 4 4
2 7 5

6 3
6 3
6 3

—

—

125
125
125

_

_

-

3 9
3 9
3 2

1,536
9 7 1
9 6 6

Net
reserves

plus
credit

facilities

4 4 4
5 0 0
6 0 5

1,630
1,647
1,598

197
199
2 1 6

138
9 8

11 1

2,866
2,057

8 4 1

3,778
4,874
6,086

187
193
2 1 3

1,209
1,315
1,590

1,783
1,574
1,523

2 1 4
2 5 6
2 6 8

7 1 2
7 3 5
7 2 7

7 5 1
7 5 4
7 3 7

1,965
2,030
2,073

— 60
— 21
— 51

3,992
3,429
3,532

Note: 1. Net reserves consist of central-bank or other official holdings, excluding I.M.F. and E.P.U. posi-
tions and net of any other foreign exchange liabilities shown in the central bank or other official returns.
Figures have been taken from national sources. 2. Net I.M.F. position is gold subscription minus net drawings.
3. Credit facilities in E.P.U. consist of (a) for creditor countries, the total amount of credit granted to the
Union plus one-quarter of their quotas as debtors; (b) for debtor countries, one-quarter of whatever remains
of their quotas as debtors and/or of any debtor rallonge granted to them. 4. Credit facilities in I.M.F. are
calculated by taking the difference between the Fund's actual holding of a country's currency and 200 per
cent, of that country's quota, which is the maximum amount of a member's currency that the Fund, in
normal circumstances, will hold.
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i t h a d b e e n a y e a r e a r l i e r . I n 1956 t h e n e t r e s e r v e s , t a k i n g i n t o a c c o u n t t h e

E . P . U . a n d I . M . F . p o s i t i o n s , h a d d e c l i n e d b y $ 5 6 3 m i l l i o n , d e s p i t e a d r a w i n g

o f $ 5 6 1 m i l l i o n o n t h e F u n d ; i n 1957 , w i t h t h e a i d o f s p e c i a l r e c e i p t s a n d

p o s t p o n e m e n t s o f p a y m e n t s t o t a l l i n g $ 7 3 0 m i l l i o n ( s ee p a g e s 1 6 2 - 3 ) , t h e y

r o s e b y $ 1 0 3 m i l l i o n . T h e s u b s t a n t i a l i m p r o v e m e n t i n t h e r e s e r v e p o s i t i o n

d u r i n g t h e e a r l y m o n t h s o f 1 9 5 8 h a s t o s o m e e x t e n t m a d e u p f o r t h e l o s s e s

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

F i n l a n d ' s r e s e r v e s d e c l i n e d f r o m t h e e n d o f 1955 u n t i l t h e d e v a l u a t i o n

of t h e c u r r e n c y i n S e p t e m b e r 1957 , s i n c e w h e n t h e r e h a s b e e n s o m e i m -

p r o v e m e n t . I n G r e e c e , P o r t u g a l a n d S w e d e n t h e l e v e l o f r e s e r v e s w a s s t a b l e

o v e r t h e p e r i o d 1 9 5 6 - 5 7 ; t h i s is a l so t r u e o f T u r k e y , w h o s e r e s e r v e s w e r e

c o n s i s t e n t l y n e g a t i v e .

T h e p r e s e n t r e c e s s i o n i n t h e U n i t e d S t a t e s h a s g i v e n r i s e t o s o m e

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

o n t h e i r r e s e r v e s . C l e a r l y , t o t h e e x t e n t t h a t d e v e l o p m e n t s i n t h e U n i t e d

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

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

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

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

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

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

w i t h e v e n t s i n N o r t h A m e r i c a .

W h i l e s o m e o f t h e f e a r s e x p r e s s e d a b o u t t h e i n f l u e n c e o f t h e U . S .

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

i n t e r n a t i o n a l l i q u i d i t y s i t u a t i o n is s a t i s f a c t o r y . T h e r e h a v e b e e n m a n y o c c a s i o n s

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

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

i n f r e q u e n t l y t h i s h a s b e e n t h e r e s u l t o f d o m e s t i c i n f l a t i o n ; s o m e t i m e s , h o w e v e r ,

s u c h a c t i o n h a s b e e n t a k e n b e c a u s e o f a de f i c i t o n e x t e r n a l c a p i t a l a c c o u n t

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

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

o t h e r s t h e e x i s t e n c e o f l a r g e e x t e r n a l l i ab i l i t i e s h a v e g i v e n r i s e t o c a p i t a l

m o v e m e n t s w h i c h h a v e c a u s e d t h e a u t h o r i t i e s i n t h e c o u n t r i e s c o n c e r n e d t o

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

t h e y h a d h a d l a r g e r e x t e r n a l r e s e r v e s a t t h e i r d i s p o s a l .

O n t h e o t h e r h a n d , t h e e x i s t e n c e of a c o m f o r t a b l e l eve l o f r e s e r v e s ,

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

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

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

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

o f t h e r e s t o f t h e w o r l d . T h e r e s e e m s l i t t l e d o u b t , h o w e v e r , t h a t a l a r g e r

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

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

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

flexibility i n t h e i r p o l i c i e s .



VII. Foreign Exchange.

The most important developments in the field of foreign exchange
during the period under review took place in western Europe and they
included alterations in exchange rates in two countries. On 12th August 1957
the effective official rate of exchange for the French franc was changed from
Fr.fcs 350 to Fr.fcs 420 per U.S. dollar in respect of a wide range of
transactions and on 28th October this rate was applied to all transactions
on the official market. In Finland the currency was officially devalued on
15th September 1957 from F M 230 to F M 320 per U.S. dollar. The exchange
rate adjustment in France was preceded by a suspension of import liberalisa-
tion; in Finland it was accompanied by a considerable relaxation of import
restrictions.

The de facto devaluation of the French franc took place in the middle of,
and indeed brought to a climax, a period of tension on the European exchange
markets, the other currencies principally affected being the Deutsche Mark,
sterling and the florin. For a short period after the French measures were
taken there were some expectations of a further adjustment of exchange
rates in Europe. The pressures on their currencies arising from the flow of
funds into Germany led the authorities in the United Kingdom and the
Netherlands to take decisive measures against speculation, and these were
reinforced by the clear statements of the British and German representatives
at the annual meeting of the International Monetary Fund towards the end
of September that no change would be made in the external value of the
pound or the Deutsche Mark. Since then the reserve positions of the Nether-
lands and, even more, the United Kingdom have improved substantially; the
German central-bank reserves declined a little during the last quarter of 1957
and the first two months of 1958 but since then have been increasing again.

Elsewhere in western Europe there has been a certain tightening of the
exchange controls in Belgium and an enlargement of the area of transfera-
bility of the Dutch florin, the French franc, the Swedish krona, the Danish
krone and the Italian lira. In Germany further measures in the direction of
exchange freedom, particularly for outward capital movements, have been taken.

In eastern Europe there have been a number of alterations in the rates
of exchange applied to non-commercial transactions. In this field, the value of
some eastern European currencies has been raised vis-à-vis the rouble and
lowered in relation to western currencies.

In Latin America, the external positions of a number of countries were
unfavourably affected in 1957, owing partly to domestic conditions and
partly to the fall that took place in the prices of many commodities which
are exported from that part of the world. In two countries — Colombia and
Paraguay — exchange reforms were effected, while in a number of others
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downward changes were made in controlled rates of exchange. The free-
market rates for some Latin American currencies also declined during the
period under review.

Elsewhere, the exchange rate system of Indonesia has been modified
and a new currency — the Sudanese pound — has been introduced to
replace the Egyptian pound in the Sudan.

In the U n i t e d K i n g d o m , foreign exchange developments since the
beginning of 1957 have been marked by wide fluctuations in the monetary
reserves and these movements have been reflected in the course of quotations
for the pound sterling on the exchange markets. In addition, a number of
changes have been made in the exchange control regulations, some in the
direction of greater freedom and others of a restrictive nature.

During the first six months of 1957 the rates for American account
sterling did not fluctuate greatly. In January and February quotations moved
between $2.79 and $2.80, while in the following four months they were
mostly nearer the former figure. In the second week of July the rate declined
below $2.79 and by 2nd August it was down to $2.78%. From then until
20th September the pound was under heavy and continuous pressure and mas-
sive support had to be given by the authorities, the official gold and dollar
reserves falling by $517 million during August and September. This weakness

Sterling quotations in New York.
Fortnightly averages.

US dollars

2.8

1956 1957 1958
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may be a t t r ibu ted in pa r t to the usual seasonal t rend , b u t this was over-

shadowed by o ther factors. T h e speculat ive m o v e m e n t of funds in to G e r m a n y

was the most impor tan t of these, b u t apar t f rom the posit ive pul l of

the Deu t sche M a r k there was a re luctance in some quar te r s to hold

sterl ing because of wha t seemed to be t h e prospect of fur ther inflationary

deve lopments in the U n i t e d Kingdom. A n o t h e r factor, connected only in

pa r t wi th the previous two, was the reduc t ion in the sterl ing balances of

sterl ing-area countr ies , wh ich a m o u n t e d to £ 1 3 6 mil l ion in t h e t h i rd qua r t e r

of 1957.

O n 19th Sep tember Bank rate was raised sharply and it was a n n o u n c e d

tha t t h e government ' s capital expend i tu re was to be l imited in m o n e y t e rms .

Soon afterwards the Chancel lor of t h e Excheque r stated in W a s h i n g t o n his

de te rmina t ion to main ta in t h e existing rate of exchange. T h e recovery in the

marke ts was rapid and b y 7 th O c t o b e r t h e ra te for A m e r i c a n account

sterl ing reached par . A t t h e very end of t h e year quota t ions reached $2.81

and by t h e beginning of F e b r u a r y 1958 t h e rate was as h igh as $ 2 . 8 1 % .

Between t h e n and t h e beg inning of M a y it r emained almost cont inuously at

or above $ 2 . 8 1 % .

Rates for t ransferable account sterl ing have moved to a considerable

extent in sympa thy wi th those on the official dollar market . F r o m a low

poin t a round $2.75 at the beg inning of the year they rose almost to $2.78

early in July. A sharp fall began in the second week of A u g u s t and t h e

lowest quota t ion dur ing the per iod of speculative pressure was a little below

$2.75 on 12th September . Ra tes rose again rapidly following the measures

taken in September , and since early in O c t o b e r 1957 transferable sterl ing has

been cont inuous ly quo ted above $2.78.

T h e graph also shows quota t ions in N e w York for sterling bank-no tes .

I n F e b r u a r y 1958 the previous l imit of £ 1 0 on t h e impor t of notes into t h e

U n i t e d K i n g d o m was removed and quota t ions rose immedia te ly above par i ty .

T o complete wha t has a m o u n t e d to a vir tual unification of t h e rates for n o n -

resident sterling, quota t ions for securi ty sterl ing also have been practically

cont inuously above $2.78 since F e b r u a r y 1958.

Several o ther measures were taken in t h e field of exchange control

dur ing t h e per iod u n d e r review. Pe rhaps the mos t significant of these was

t h e a nnouncemen t in July 1957 tha t U . K . res idents could no longer b u y

foreign securities from residents in o ther s ter l ing-area countr ies except wi th

the permiss ion of the exchange control authori t ies . A l t h o u g h th is measure

const i tu ted a breach of the general pr inciple of f reedom of paymen t s wi th in

t h e sterling area, there were good reasons for taking it. T h e existence of free

exchange markets in some par t s of the sterl ing area on which dollars could

be bough t wi th resident sterl ing was enabl ing U . K . res idents to increase the i r

overall holdings of dollar securit ies. T h e s e t ransact ions, in so far as they

took place on the free marke ts already ment ioned , were an involuntary dra in

on the U n i t e d K i n g d o m ' s reserves, since the non- res iden ts who b o u g h t

sterling in this way would otherwise have h a d to use the markets for security,
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t ransferable or Amer i can account sterling, on which t h e d e m a n d for the

p o u n d against the dollar wou ld t h e n have been correspondingly greater . T h e

immedia te effects of this measure were to increase t h e p r e m i u m at which

dollar securit ies were quo t ed in L o n d o n f rom 6 % to 1 0 % per cent, and to

raise quota t ions for securi ty sterl ing from $2.63 to $2 .71 .

O t h e r exchange control measures taken in 1957 inc luded :

(i) t h e extension of t h e £100 travel allowance for U . K . res idents to the
countr ies of t h e dollar area;

(ii) t h e wi thdrawal in A u g u s t and Sep tember 1957 of certain bo r rowing
facilities in L o n d o n for non-res idents . Sterling credi ts for merchand ise
t ransact ions be tween non-res idents were no longer al lowed to provide
for usance drafts and t h e grant ing of refinance facilities to non- res idents
was s topped ; bo th these m e t h o d s had been used to bor row m o n e y in
L o n d o n for speculative purposes du r ing t h e exchange crisis;

(iii) t h e readmission of Egypt to the transferable account area in M a y
1957. Exist ing Egypt ian sterling balances remained blocked, b u t a new
transferable account , called N o . 1 Special Account , was opened at the
Bank of Eng land into wh ich U . K . res idents may pay moneys owing in
respect of Suez Canal dues .

Fore ign exchange policy in F r a n c e du r ing t h e per iod u n d e r review was

domina ted by t h e cont inuing loss and subsequen t vir tual exhaust ion of the

coun t ry ' s central mone ta ry reserves. I n t h e first half of 1957 recourse was

had to restr ict ions on the use of foreign exchange ; w h e n these proved

inadequa te to control the situation, a de facto devaluat ion of the franc was

p u t in to effect and this was followed by the negotiat ion of substant ial foreign

credi ts .

In F e b r u a r y 1957 t h e foreign travel allowance for F r e n c h residents was

reduced f rom Fr.fcs 70,000 to Fr.fcs 35,000 and in M a r c h certain measures

were taken to restrain impor t s . T h e validity of impor t licences was reduced

from six m o n t h s to t h r ee ; impor te rs were obliged to make 25 per cent, cash

deposi ts at the i r banks in respect of all i m p o r t s ; and t h e special compensa tory

impor t tax was applied to a wider range of goods t h a n before and its rate

s tandardised at t h e previous m a x i m u m of 15 per cent. A t the beginning of

J u n e cash-deposi t r equ i rements for impor t s were raised from 25 to 50 per

cent, and half of the sums so paid in were t ransferred to a special account

at t h e Bank of F rance . O n 18th J u n e t h e liberalisation of impor t s was

entirely suspended .

T h e s e measures came too late to p reven t the exhaust ion of the mone ta ry

reserves (except for t h e gold stock of t h e Bank of France) , inc luding t h e

s tand-by credit of $262 mill ion ar ranged wi th the In ternat ional M o n e t a r y

F u n d in O c t o b e r 1956 and all of t h e coun t ry ' s credit facilities in t h e E u r o p e a n

Paymen t s U n i o n . T h i s point was reached early in Augus t , by wh ich t ime

speculative forces had come powerfully in to operat ion and on 12th A u g u s t a

part ial r educ t ion was m a d e in the external value of the franc. T h e official

rates of exchange were no t a l tered b u t a 20 pe r cent, surcharge , calculated at
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official rates of exchange, was imposed on all external payments (except those
for a specified list of imports) and a 20 per cent, premium was paid on all
foreign exchange earnings (except for receipts from a specified list of exports).
The commodities to which the official rates of exchange continued to apply
had accounted in 1956 for about 40 per cent, of total imports to and total
exports from countries of the French monetary area.

Simultaneously with the adjustment of the exchange rate, the special
temporary tax of 15 per cent, on imports was abolished, together with most
of the arrangements whereby exports had benefited from tax rebates and the
refunding of social charges. Such arrangements were, however, retained for
certain of the commodities, notably textiles, which did not benefit from the
new export premiums. The maximum duration of import licences was
re-extended to six months and the system of requiring cash deposits from
importers was abolished.

The effect of these measures was favourable, but it proved impossible to
maintain for long a preferential rate of exchange for selected imports, since
this gave rise to speculative purchases of these commodities. Wi th effect from
28th October 1957, therefore, the 20 per cent, surcharges and premiums were
applied to all external payments and receipts and at the same time what
was still left of the system of tax rebates and refunds of social charges for
exporters was done away with. In this way, France reinstituted a single
effective rate of exchange for all official-market transactions for the first time
since 1951, when the export-inducement system was introduced.

The loss of monetary reserves had been so complete, however, that
a de facto devaluation of the currency, even combined with the measures
of internal policy adopted during the second half of 1957, could not suffice
to safeguard the external position. A breathing-space was needed and this
was provided by the negotiation in January 1958 of foreign credits and other
aid totalling $655 million. Of this amount $250 million was furnished by the
O.E.E.C, (see Chapter VIII) and $131 million by the International Monetary
Fund. The remaining $274 million has been provided by the U.S. Government,
$186 million of it by postponing the repayment of post-war debt and the other
$88 million in the form of American military equipment and cotton which
will be paid for in francs. Out of the total assistance granted, $532 million
will be available in 1958, a further $93 million in 1959 and the last $30 million
in i960.

Early in 1958, some further changes were made in the French exchange
control regulations. In March, the percentage of export proceeds which may
be credited to E.F.A.C. (Exportation-Frais Accessoires) accounts was increased,
for all French firms which either do or promise to export at least 20 per
cent, of their output, from 15 to 20 per cent, in respect of sales to the
dollar area and from 10 to 15 per cent, for other exports. These accounts are
used to finance the cost of business trips outside France, advertising, com-
missions and the import of certain commodities that cannot be imported in
the normal way.
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In the same month, the system of franc accounts for non-residents was
changed a little. There are now three kinds of current non-resident account.
Firstly, free franc accounts for residents in the dollar area. Secondly, franc
accounts for residents in countries with which France has bilateral payments
agreements. These countries are Chile, Ecuador, Egypt, Finland, Israel,
Lebanon, Saudi Arabia, Spain, Syria, Tangier, Uruguay, Yugoslavia, the
U.S.S.R. and other eastern European countries. Thirdly, transferable
franc accounts for residents of all countries not specifically included in either
the dollar area or the bilateral group. Simultaneously, a market in foreign
bank-notes was established in France.

In April 1958 two measures favouring foreign tourists in France were
introduced. Firstly, foreigners who purchase goods in shops with either
dollars or E.P.U. currencies were exempted from paying turnover tax, which
varies from 15 to 27 per cent.; later in the month, it was announced that
foreigners making payments to travel agencies or hotels in those currencies
would benefit from a 10 per cent, reduction in prices.

On 21st May, the allowance of Fr.fcs 35,000 in foreign currency for
French tourists going abroad was suppressed. They may still take with them
Fr.fcs 20,000 in French bank-notes.

As in 1956, foreign exchange developments in the G e r m a n F e d e r a l
R e p u b l i c last year were the exact opposite of those in France. The country's
reserves again increased by more than D M 5 milliard and at the end of 1957
they stood at D M 23 milliard. Again, as in 1956 but on a greater scale than
in that year, the second and third quarters of the year saw an increase in the
reserves much larger than the current balance-of-payments surplus, which in
itself was considerable, while in the last quarter of the year a contrary
movement took place.

A clear indication of the abnormal conditions that obtained at various times
last year on the exchange markets, but particularly during the third quarter, is
given by the size of the discounts at which some other currencies stood in rela-
tion to the Deutsche Mark on the three-months forward exchange market. The
French franc went from a discount of a little more than 2 per cent, per annum at
the beginning of February 1957 to one of over 16 per cent, at the end of
May; after a slight recovery in June, the franc weakened again until, just
before the exchange rate was altered, the discount early in August was as
high as 26% per cent, and, although it had dropped to about half that
figure by the end of September, as late as February 1958 it was still over
9 per cent. Abnormal forward quotations for other currencies against the
Deutsche Mark did not start to appear until August 1957. The pound, three
months forward, went to a discount of nearly 12 per cent, late in August and
the Dutch florin to one of 9 % per cent, at the same time, while even the
U.S. dollar stood at a discount of over 4 per cent, per annum in the second
week of September. This state of affairs did not last for long, but it was
some time into the autumn before the exchange markets returned to more
normal conditions.
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DM per US dallai

4.06

Germany: Exchange rates.
Weekly averages.

ralised capital account (New York)

1954 1955 1956 1957 1958

Note: Liberalised capital marks were introduced on 16th September 1954. Previously these marks were known
as Sperrmarks.

B y c o n t r a s t , m o v e m e n t s i n t h e s p o t r a t e s o f e x c h a n g e w e r e v e r y l i m i t e d ,

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

B e k o m a r k s a n d l i b e r a l i s e d c a p i t a l ( L i b k a ) m a r k s . T h e o f f i c i a l d o l l a r r a t e i n

F r a n k f u r t h a s b e e n h e l d r i g i d l y a t o r v e r y n e a r t o p a r i t y t h r o u g h o u t t h e

p e r i o d u n d e r r e v i e w , a n d r a t e s q u o t e d f o r t h e B e k o m a r k h a v e c o n t i n u e d t o

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

t o w h i c h t h e y a r e l i n k e d b y t h e E u r o p e a n a r b i t r a g e a r r a n g e m e n t s . T h e L i b k a -

m a r k t e n d s t o m o v e w i t h t h e B e k o m a r k , b u t i t i s m o r e v o l a t i l e . T h i s i s b e c a u s e

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

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

a c c o u n t . W h e n , t h e r e f o r e , a s i t u a t i o n s u c h a s t h a t o f l a s t s u m m e r a r i s e s ,

s p e c u l a t i v e p r e s s u r e c a n m o v e t h e r a t e f o r c a p i t a l m a r k s u p w a r d w h e n q u o -

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

t h e m a r k e t s f o r t r a n s f e r a b l e s t e r l i n g . I n f a c t , t h e r i s e i n t h e v a l u e o f t h e

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

t h e c o r r e s p o n d i n g m o v e m e n t i n 1 9 5 6 .

T h e r e m a i n i n g e x c h a n g e c o n t r o l r e g u l a t i o n s i n t h e F e d e r a l R e p u b l i c

h a v e f o r s o m e t i m e b e e n v e r y l i b e r a l . H o w e v e r , a n u m b e r o f f u r t h e r

m e a s u r e s o f r e l a x a t i o n w e r e t a k e n d u r i n g t h e p e r i o d u n d e r r e v i e w . T h e

m o s t i m p o r t a n t o f t h e s e h a d t o d o w i t h e x p o r t s o f c a p i t a l f r o m G e r m a n y .

T h u s , i n S e p t e m b e r 1 9 5 7 t h e p r e v i o u s l i m i t o f D M 3 m i l l i o n f o r d i r e c t

i n v e s t m e n t a b r o a d i n f o r e i g n b u s i n e s s e s a n d i n s u b s i d i a r i e s o f G e r m a n

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

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

b u s i n e s s e s o n l y .
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T u r n i n g to o ther kinds of investment , in O c t o b e r 1957 it was announced

t h a t t ransact ions b y res idents of t h e Fede ra l R e p u b l i c in foreign securities

need n o longer be carried out t h r o u g h G e r m a n banks and tha t res idents need

no longer deposi t the i r foreign securities wi th banks . In D e c e m b e r 1957, residents

were given permiss ion to b u y abroad G e r m a n foreign b o n d s not quo ted on

foreign stock exchanges and D M b o n d s quo t ed abroad. Finally, residents

have since N o v e m b e r 1957 been freely allowed to b u y and sell real estate in

o ther countr ies .

F o r non-res idents , cer ta in changes have been m a d e in t h e rules govern-

ing L ibka accounts . I n A u g u s t 1957 permiss ion was given for t h e inves tment

of such balances in n o n - q u o t e d G e r m a n securit ies and at t h e same t ime the

previous l imit of 4 % per cent, chargeable on loans m a d e to residents wi th

capital marks was abolished. F u r t h e r m o r e , t he l imit of D M 500,000 per a n n u m

which had been fixed for t h e acquisi t ion wi th L ibkamarks of interests in

G e r m a n enterpr ises and for set t ing u p branches of foreign firms was also

done away wi th . O n t h e other hand , in D e c e m b e r 1957 it was ruled tha t

cer ta in paymen t s f rom residents to non- res idents (loans t o relatives, ma in te -

nance payments , dowries, lot tery and o ther pr ize-winnings) could no longer be

credi ted to capital accounts and m u s t be m a d e directly to t h e beneficiaries.

I n N o v e m b e r 1957 non- res iden t s were given comple te f reedom to

repatr ia te via the official exchange marke ts all sums received by t h e m inside

the Federa l Repub l i c as legacies or inheri tances . A t t h e same t ime as this

measure , t h e previous m a x i m u m currency per iod of 180 days for loans by

G e r m a n banks to non- res idents (ei ther in D e u t s c h e M a r k or in o ther

currencies) was abolished.

T h e following table gives details of the amoun t s he ld o n the different

k inds of non- res iden t D M accounts . D u r i n g 1954 and 1955 t h e overall total

scarcely changed, a l though t h e balances he ld o n cur ren t accounts increased.

D u r i n g 1956, however, all t h e m a i n k inds of account increased, and the

overall rise in foreign D M balances was some 41 pe r cent . Someth ing of the

same kind h a p p e n e d in 1957, too, w h e n t h e overall rise was roughly 22 per

cent. Las t year, however, t he re was virtually no overall increase in Bekomark

DM liabilities of German commercial banks to non-residents.

Type of account

DM agreement accounts
Freely convertible DM

accounts '
Bekomark accounts ' . .
Liberalised capital

accounts
Sperrmark accounts2 . .

Total . . . .

1953 1954 1955 1956 1957 1958
(1st quarter)

end-of-period figures, in millions of Deutsche Mark

252

3
52

774

1,081

361

22
219

480
65

1,147

376

50
294

402
5

1,127

531

74
506

479
2

1,592

649

180
518

591
2

1,940

389

576
117

578
1

1,661

1 Until March 1954 these accounts were called "Agents' and representatives' DM accounts". 2 Since the
end of September 1954, these have consisted solely of time and notice deposits, which, on expiring,
are transferred to liberalised capital accounts.
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balances. It should be added that it was during the periods of speculation —
the third quarter of 1956 and the second and third quarters of 1957 — that
the increases in balances occurred. Indeed, during the third quarter of 1957
total non-resident D M balances rose by more than one-half, from D M 1,463
million to D M 2,249 million.

Judging from the figures for 1956 and 1957, it might appear that the
Deutsche Mark is beginning to be used as a reserve currency. Since the turn
of the year, however, the total of non-resident balances has fallen sharply, so
that last year's overall gains have been mostly wiped out. At the same time,
however, balances on freely convertible D M accounts have risen considerably,
while the Bekomark accounts are at their lowest level since 1954, the year
when they were created.

The other country principally involved in last year's exchange crisis was
the N e t h e r l a n d s . Between 5th August and 2nd September the central-bank
reserves fell by 18 per cent, from $953 million to $805 million. On 12th Sep-
tember a drawing of $69 million was made on the International Monetary
Fund and from then onwards the reserves began to go up again, reaching
$1,035 million at the end of the year and $1,190 million by the end of
March 1958.

Before having recourse to the Fund, the Netherlands authorities had
taken certain measures designed to stop exchange speculation. On 15th
August the general permission for residents to buy and hold E.P.U. currencies
was withdrawn and the issue of licences for the purchase of liberalised
capital Deutsche Mark with E.P.U. currencies was stopped. On 20th and
22nd August further controls were imposed. The granting of bank credits,
either in florins or other currencies, to finance international commercial
transactions was subjected to the scrutiny of the authorities in each case.
Forward sales of Deutsche Mark to non-residents were prohibited and the
general licences permitting banks to discount bills of exchange drawn by
non-residents on residents and to open acceptance credits for the account of
a non-resident in favour of a resident were withdrawn.

These restrictions were not maintained for long. In October forward
sales of Deutsche Mark were allowed again and in November the general
licences mentioned above for granting credits to non-residents were restored.
In February 1958 banks were again allowed to give credit to non-residents for
the financing of international trade transactions; such credits, however, may
no longer be granted freely in convertible currencies, as had been the case
until August 1957, but only in florins and other E.P.U. currencies.

The transferable florin area (described on page 186 of the Bank's
Twenty-seventh Annual Report) was enlarged during the period under review
to include Paraguay, Israel, Japan and the Argentine. In addition, Yugoslavia
has been able since April 1957 to use freely within the E.P.U. group of
countries up to 10 per cent, of its florin earnings from trade with the
Netherlands.
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I n F i n l a n d t h e ne t foreign assets of t h e central bank declined du r ing

1956 f rom F M 22.8 mil l iard to F M 12.4 mil l iard and b y t h e end of t h e first

six m o n t h s of 1957 they were reduced to F M 1.8 mill iard. A s F in land ' s pr ice

level had for some years been out of line wi th those of o the r countr ies , it

became apparen t tha t t h e existing rate of exchange could no longer be

main ta ined and the cur rency was devalued on 15th Sep tember 1957. T h e pa r

value declared to the In ternat ional M o n e t a r y F u n d was changed from F M 230

to F M 320 = U . S . $ i . T h e new gold content of t h e F inn i sh markka is

0.002 777 10 g rammes . T h e previous official exchange ra te of F M 230 =

U . S . $ i had been in force since Sep tember 1949. A s t he re had, however ,

been a system of p r e m i u m s for certain mino r exports and of impor t sur-

charges in force since early 1953, mul t ip le rates had in effect existed for

merchandise t ransac t ions ; moreover , t he re was also a tour is t rate, which since

D e c e m b e r 1955 had been F M 330 = U . S . $ i . A t t h e t ime of the devaluat ion

last Sep tember all these special a r rangements were abol ished a n d there is now

only one rate of exchange.

A t t h e same t ime impor t s f rom all E . P . U . countr ies except France ,

Greece , Iceland, Por tugal and T u r k e y were liberalised to t h e extent of 78 per

cent, calculated on the basis of 1954, and this percentage was subsequent ly

increased in M a r c h 1958 to abou t 82. T h e s e countr ies had already in

July 1957 signed a mult i la teral protocol wi th F in land u n d e r which they

agreed to grant F inn ish expor ts " t h e mos t liberal t r ea tmen t poss ib le" , t ha t is,

t h e same t r ea tmen t as they apply to one another . I n addi t ion, p a y m e n t s

be tween t h e m and F in land were pu t (in so far as they were not already)

on a mult i la teral basis, w i th F inn i sh res idents having t h e r ight to t ransfer

earnings in the cur rency of any one of these countr ies to any other of t h e m .

W i t h effect f rom 14th M a r c h 1958, Por tuga l became a par ty to these

ar rangements .

I n D e c e m b e r 1957 t h e liberalisation of impor t s was ex tended to mos t of

t h e countr ies wi th which F in land has bilateral payment s agreements (Bulgaria,

Czechoslovakia, France , eas tern Ge rmany , Greece , H u n g a r y , Iceland, Poland,

Turkey , the U.S.S.R. and Yugoslavia) and to t h e dollar area. In b o t h cases

t h e list of goods tha t may be freely impor t ed is ra ther smaller t h a n vis-à-vis

t h e countr ies of wes tern E u r o p e men t ioned above, and t h e dollar-area free

list is itself ra ther m o r e restr ic ted t h a n t h e one which applies to t h e bilateral-

account countr ies .

A n o t h e r measure taken at t h e same t ime as t h e devaluation, in o rder

to t ry and ensure tha t its advantages were not forfeited b y fur ther unhea l thy

internal developments , was to oblige expor ters , for a per iod of one year from

tha t date , to pay into special accounts at t he Bank of F in l and a p ropor t ion

of the increase in their earnings resul t ing from t h e devaluat ion (see pages 95-96).

A s well as t h e en largement , already descr ibed, of t h e transferabil i ty

be tween non- res idents of t h e F r e n c h franc and t h e florin, t h e usefulness of

t h e Swedish krona, t h e Dan i sh krone and t h e I tal ian lira t o non- res iden t

holders has been increased dur ing t h e per iod u n d e r review.



In S w e d e n , with effect from ist January 1958, the classification of
the current krona accounts (called "regular" accounts) of non-residents was
modified. Until then regular krona accounts had since March 1957 been
divided into three groups, those of dollar-area residents, those of residents in
countries belonging to the transferable krona area (nearly all E.P.U. countries,
plus the Argentine, Japan and Uruguay) and those of residents in all other
countries. Balances on regular accounts of dollar-area residents were inter-
transferable and could also be transferred to any other regular account;
regular accounts of residents in the transferable krona area were also inter-
transferable and transfers from them were permitted to any other non-dollar
regular account. The new regulations redefine the transferable krona area as
consisting of all countries not included in either the dollar area or in the
group of countries with which Sweden has bilateral payments agreements.
The latter comprises Brazil, Bulgaria, Czechoslovakia, eastern Germany, Greece,
Hungary, Poland, Portugal, Roumania, Spain, Turkey and the U.S.S.R., and
the regular accounts of residents in these countries are only usable bilaterally.

Wi th effect from 9th May 1958, the system of current non-resident
accounts in D e n m a r k was changed. There had previously been three such
kinds of account, one for banks (Krone Accounts I), one primarily for
commercial firms (Krone Accounts II) and one for insurance companies
(Krone Accounts III). The only transfers allowed between accounts of resi-
dents in different countries were those between banks in countries which
participated in the European arbitrage arrangements, transfers either way
between Krone Accounts I and Krone Accounts III of different nationality
and transfers from one Krone Account III to another.

The new categories of current accounts in kroner for non-residents are
convertible accounts, transferable accounts and bilateral accounts. The first
group are for residents in the dollar area, the third group are for residents
in Brazil, Bulgaria, Colombia, Czechoslovakia, eastern Germany, Hungary,
Israel, Roumania, Spain and the U.S.S.R., while the accounts of residents in
all other countries are now transferable accounts. All three types of account
may be opened freely in the name of foreign banks and insurance companies;
the opening of such accounts for other non-residents is subject to certain
conditions and, in the case of a bilateral account, requires special permission.
Transfers may be made freely between convertible accounts and from them
to transferable or bilateral accounts; there is also complete freedom of
transfer from one transferable account to another and from these accounts
to bilateral accounts.

In I t a l y all current non-resident lira accounts, except those of residents
in the dollar area, were made intertransferable in February 1957. As a result
of measures taken in February and May 1958, freedom of transfer between
all capital lira accounts of non-residents, without exception, has now been
introduced. Previously the capital accounts of non-residents, known as "conti
ordinari", were divided into three groups — those of dollar-area residents,
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those of residents in E.P.U. countries and those of residents in all other
countries. Within each of the first two groups transfers between different
countries were freely permitted, while the accounts in the third group were only
usable bilaterally. The "conti ordinari" could be credited with the proceeds
of the realisation of investments in Italy and they were usable for investment
and, within limits, for living expenses in Italy.

The "conti ordinari" have now been replaced by "conti capitali",
transfers between which are completely free. In other ways, too, the possible
uses of the new accounts are more extensive than were those of the "conti
ordinari". In addition to the uses for which the latter were available, the
"conti capitali" may be credited with the proceeds of the sale of foreign
bank-notes in Italy and they may be debited for the purchase of foreign
bank-notes. They may also be used without limit to pay for living expenses
in Italy.

In B e l g i u m there were two developments of note during the period
under review. One was the fixing by statute of the gold content of the franc
in April 1957 and the other was a certain tightening of the exchange control
regulations in October 1957.

Since the war the Belgian franc had had no legal gold content. Under
a law of 12th April 1957 the existing de facto gold content of 0.017 773 4
grammes was adopted as the legally defined value of the franc. Any future
change would therefore require parliamentary sanction.

The changes in the exchange control regulations in October 1957 were
made because of the deterioration of the Belgian position in the European
Payments Union. In the years 1955 and 1956 Belgium had surpluses in the
Union of $152 million and $203 million respectively; in the first ten months
of 1957 there was a deficit of $95 million. The main points of the changes
made in the regulations are:

(i) Belgian export proceeds in E.P.U. currencies may no longer optionally
be sold on the free market but must, within eight days of receipt,
either be disposed of on the official market or credited to a "commer-
cial" account, that is to say, a resident's foreign exchange account
available only for making authorised commercial payments abroad.
Furthermore, E.P.U. currencies may no longer be bought on the official
market and sold on the free market.

(ii) Certain restrictions were placed on the uses of non-resident accounts in
francs. Transferable accounts and bilateral accounts — that is to say,
the current accounts of residents outside the dollar area —• may no
longer be credited with the value of Belgian bank-notes or the counter-
value of foreign bank-notes paid in. Only financial accounts — the non-
current accounts of all non-residents — may now be credited in this
way. In addition, balances on financial accounts cannot be used to buy
E.P.U. currencies or Czechoslovak korunas on the official market, but
may be used for currency purchases only on the free market. Finally,
transfers between different categories of non-resident accounts are no
longer allowed, except for transfers from convertible accounts, which
may be made freely to any other kind of non-resident account.
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T h e essential pu rpose of these changes was to s top m o v e m e n t s of

E .P .U . currencies f rom t h e official marke t to t h e free market . T h e pr incip le

is now applied tha t all E . P . U . currencies earned in cu r r en t t ransact ions m u s t

be sold on t h e officiai marke t ; so far as capital impor t s are concerned, they

may take place on ei ther market , whi le capital expor ts m u s t go over t h e

free marke t . T h u s the rules appl ied to E . P . U . currencies have been m a d e

the same as those apply ing to convert ible currencies .

I n e a s t e r n E u r o p e changes have been m a d e in a n u m b e r of countr ies

in t h e rates of exchange appl ied to non-commerc ia l t ransact ions .

I n Hunga ry , wi th effect f rom i s t Apr i l 1957, a p r e m i u m of 100 per

cent, on t h e official ra te was appl ied to all non-commerc ia l remi t tances from

wes te rn countr ies . T h e ra te for such t ransact ions has therefore since t h e n

been F r t 23.40 = U . S . $ i a n d t h e equivalent i n o the r currencies . Previously,

since July 1956, p r e m i u m s varying f rom 60 to 100 pe r cent, o n t h e official

rate had been in force for foreign tour is ts mak ing p a y m e n t s in a cer ta in

n u m b e r of wes te rn currencies . O n 22nd M a y 1957 t h e value of t h e cur rency

in t e rms of roubles was raised for non-commerc ia l p a y m e n t s f rom F r t 296

to F r t 140 = Roubles 100.

O n i s t J u n e t h e value of t h e R o u m a n i a n leu vis-à-vis t h e rouble was

increased for non-commerc ia l p a y m e n t s from Lei 150 to Le i 97 = Roub les 100.

A m o n t h later, at t h e beg inn ing of July 1957, t h e value of t h e leu in

relat ion to wes te rn currencies was lowered b y 50 pe r cent , in respect of

expend i tu re b y foreign tour is ts and delegations, pens ions , l icence fees, royalties,

al imonies, inher i tances and t h e sale of personal effects. T h e n e w rates are

Le i 12 = U . S . $ i and t h e equivalent for o the r currencies .

Also on i s t July, t h e value of t h e Czechoslovak koruna was lowered

vis-à-vis certain wes tern currencies and raised in relat ion to t h e rouble . F o r

some non-commerc ia l t ransact ions in dollars, s terl ing and seventeen o the r

wes te rn currencies , t h e rate was changed from Kcs 7.20 to Kcs 14.36 =

U . S . $ i and t h e equivalent in o the r currencies . Pr ior to th is , since A u g u s t

1956 foreign visitors to Czechoslovakia h a d been able t o ob ta in l imited

amoun t s of korunas at one- th i rd of t h e official ra te of Kos 7.20 = U . S . $ i .

T h e ra te for non-commerc ia l t ransact ions wi th t h e U.S.S.R. was changed from

Kcs 179.46 to Kcs 115.46 = Roubles 100.

I n Bulgaria, wi th effect f rom 29th July 1957, t h e value of t h e lev in

relat ion to wes te rn currencies was lowered b y 40 p e r cent , for non-commerc ia l

t ransact ions . T h e new ra te for t h e U .S . dollar is Leva 9.52 = U . S . $ i ,

compared wi th t h e official ra te of Leva 6.80 = U . S . $ i .

I n eas tern G e r m a n y a tour is t rate, wh ich applies also to vir tual ly all

o ther non-commerc ia l t ransact ions , was in t roduced in D e c e m b e r 1957 for

wes te rn currencies . F o r these t ransact ions t h e value of t h e east G e r m a n mark

has been almost halved, t h e dollar ra te , for example , be ing eas tern D M 4 . 2 0 =

U . S . $ i , compared wi th t h e commercia l ra te of eas tern D M 2.22 = U . S . $ i . A t



various times between April and November 1957 the rates for non-commercial
transactions between eastern Germany and some other eastern European
countries were altered. Vis-à-vis the U.S.S.R. and Poland, the east German
mark is now worth more for non-commercial than for commercial transactions,
while in relation to the currencies of Bulgaria, Czechoslovakia and Hungary
its value has been lowered by varying amounts.

In Latin America many countries suffered substantial losses of reserves
during 1957. To a considerable extent, these were the result of the fall
in the prices obtainable on world markets for many of the commodities
which are the principal exports of these countries. In some cases, however,
where foreign exchange difficulties already existed owing to internal inflation
or other weaknesses, recent trends in commodity prices have merely aggravated
an already existing disequilibrium. In two countries, Colombia and Paraguay,
there have been exchange reforms during the period under review; in others,
some relatively minor adjustments in the exchange systems have been made.
On the free exchange markets, the value of many Latin American currencies
has declined.

In C o l o m b i a the exchange rate structure was changed in June 1957.
The new system, which was introduced with the approval of the International
Monetary Fund, formed part of a comprehensive economic programme
designed to put an end to the balance-of-payments difficulties from which the
country had been suffering, the most acute of which was the backlog of
commercial indebtedness to the United States and a number of other
countries, which had been growing continuously since 1954.

Under the previous system there had been two export and four import
rates of exchange, while most non-trade transactions took place on the free
exchange market. In June 1957 a single fluctuating certificate rate was applied
to all trade transactions* and to certain invisible and capital transfers, while all
other transactions took place on the free market. All exports, except petroleum,
were made subject to a 15 per cent, tax and all imports (except those of
machinery and materials for the petroleum and metal-extracting industries) to a
10 per cent. tax. From 25th September 1957 onwards the export tax was
reduced to 2 per cent, for all exports, except coffee, bananas and precious
metals. The export and import taxes were payable in U.S. dollars or any
other currency acceptable to the central bank and were used to pay off the
arrears of external debt. At the same time as this new system was introduced,
all quantitative import restrictions and stamp taxes on imports (which had
ranged from 10 to 90 per cent.) were abolished. A list of prohibited imports
was, however, retained. Moreover, importers were required to make peso
deposits at the central bank equal to 20 per cent, of their value for certain
essential imports and 100 per cent, for all other imports. In connection with
the exchange reform, Colombia entered into a one-year stand-by agreement

* This system did not apply fully to coffee exports, any earnings from which in excess of U.S.$ioo
per 70-kilogramme sack were eligible for sale on the free market.
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with the International Monetary Fund for an amount of $25 million, to be
used to iron out fluctuations in the certificate market.

Following the exchange reform, the first quotations for certificates were
Pesos 4.83-4.85 = U.S.$i, while rates on the free market were Pesos 5.84-5.87
= U.S.$i. Before long the peso began to weaken and by the middle of
December 1957 the certificate rate was Pesos 5.32 = U.S.$i and the free rate
Pesos 6.17 = U.S.$i. The downward movement continued during the early
months of 1958 and on 30th April 1958 the free rate stood at Pesos 7.55 = U.S.$i.

With effect from 27th March 1958 some further modifications were
made in the system. The central bank now buys all export proceeds at a
fixed rate of Pesos 6.10 = U.S.$i. Coffee exporters must surrender at least
U.S. $85 per 70-kilogramme sack and they also have to deliver free to the
National Federation of Coffee Growers an amount of coffee equal to 10 per
cent, of the volume of their exports. The previous exchange-certificate market
has disappeared and certificates are obtainable only at auctions conducted by
the central bank. They are valid for six days, after which they may be resold
to the central bank at 10 per cent, below the average price for certificates at
the last auction before the day on which they expire. The export and import
taxes are unchanged. The free-market rate applies to the same transactions as
before, but in addition imports may now optionally be made in this way.
At the first auctions on 7th April 1958 the average price paid for exchange
certificates was Pesos 6.85 = U.S.$i .

In P a r a g u a y a further simplification of the exchange rate system took
place on 12th August 1957. Between March 1956 and that date there had
been, in place of the previous complex exchange system, only three rates.
The principal one — Guaranies 60 = U.S.$i — had applied to all exports,
essential imports, some invisible transfers and all government transactions; a
rate of Guaranies 85 = U.S.$i applied to non-essential imports, and all
other transactions took place on the free market. Since last August all
exchange transactions have taken place on the free market. There are,
however, still two rates of exchange, as all exports are subject to a 15 per
cent, tax, which is due to be abolished gradually during 1959. Imports are
divided into five categories and prior cash deposits, ranging from 10 to
400 per cent, of the value of the goods, are required from importers. The
cash-deposit system does not apply to official or to certain essential
private imports. At the end of April 1958 the free rate stood at Guaranies

= U . S J I .

In B r a z i l there have been certain modifications in the existing exchange
system. On the export side, since ist July 1957 coffee exporters have received
a premium of 1 per cent, on the usual exchange rate (Cruz. 37.06 = U.S.fi
for convertible and Hague Club currencies and the equivalent of Cruz.
35-55 = U.S.I 1 for other currencies) for coffee produced in the 1957-58
season and sold abroad at U.S. $43 per sack, plus a further 1 per cent, for
each dollar obtained above that price. In the same month, a special export
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bonus of Cruz. 36 per dollar was introduced for textile exports; this was
counterbalanced by a surcharge of equal amount applied to imports of textile
machinery. A similar bonus has been granted to exports of jute and other
fibre sacking since October 1957.

On the import side, a new customs tariff was introduced in August 1957
and ad valorem duties were substituted for specific duties. Following this, in
September 1957 the system of auctioning foreign exchange for most imports
was modified by reducing the number of import categories from five to two.
The new "general" category comprises some 90 to 95 per cent, of all goods
imported through the auction system. The other, minor, import category at
the auctions is the "special" one. A preferential import rate, initially fixed
at Cruz. 50.82 = U.S.$i, was retained for government payments and certain
other specific items.

Following the reduction of the number of import categories, effective
exchange rates for U.S. dollars were first of all Cruz. 92.8 = U.S.$i for
"general" and Cruz. 177.7 = U.S.$i for "special" imports. In the "general"
category there followed an appreciation to Cruz. 82.6 = U.S.$i by the middle
of December 1957; since then, however, the rate has sagged considerably
and it stood at Cruz. 150.7 = U.S.$i by the end of March 1958. In the

U.S. dollar quotations in Argentina, Brazil, Chile and Peru.
Monthly averages in national currency units per U.S. dollar.
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"special" import category there has been a steady decline in the value of the
cruzeiro since it was introduced, from Cruz. 177.7 = U.S.$i on 20th September
1957 to Cruz. 353.8 = U.S.$i at the end of March 1958. The same developments
have occurred in quotations for Hague Club currencies, although these do not
command so high a price as the U.S. dollar. On the free market, quotations
at the beginning of 1957 had been around Cruz. 65 = U .S . f i ; by the end
of the year they had reached Cruz. 90.80 = U.S.$i, while at the beginning of
May 1958 the rate was about Cruz. 122.0 = U . S J i .

For the A r g e n t i n e 1957 was another difficult year, with a continuing
deficit on external account and a further substantial decline in monetary
reserves despite borrowing from abroad. In April 1957 $75 million was
drawn from the International Monetary Fund and in May a loan of $56 mil-
lion was obtained from the U.S. Export-Import Bank for the purchase of
vehicles and transport equipment; in September 1957 the amount of this
loan was increased to $85 million.

In these circumstances, recent measures taken by the Argentine in the
exchange field have all been designed to save foreign exchange. In April 1957
it was announced that importers would have to make prior deposits at the
central bank in respect of all goods imported via the free exchange market
(except electricity-generating and industrial machinery). At the beginning of
1958, this system was extended to cover most imports, the rates being 20
per cent, of the value for official-market imports and 100 per cent, for goods
imported at the free-market rate of exchange. In the case of goods to which
"mixed" rates of exchange apply the rates applicable for the deposits are
"mixed" correspondingly. The deposits must be made before the goods are
cleared through the customs and are retained for at least 120 days at the
central bank. Goods exempt from the deposit system include all official and
certain other imports.

In May 1957 permission was given for the import of many kinds of
industrial machinery at the free-market rate, provided that credit terms were
arranged with the foreign supplier. T h e minimum credit terms fixed by the
Argentine authorities for such imports are four years for goods from neigh-
bouring South American countries and from western or eastern European
countries, or Japan, and eight years from countries with freely convertible
currencies.

Free-market quotations for the peso, which had started to decline in
August 1956 from a high point of Pesos 28.25 = U.S.$i, deteriorated steadily
until a rate of Pesos 40.70 was reached in mid-April 1957. Thereafter a
slight recovery took place, but beginning in June the peso declined in value
again and the free dollar rose to Pesos 42.65 by the middle of September.
The central bank then intervened in the market and by the end of October
quotations had recovered to Pesos 39.35 = U.S.$i and in mid-December the
rate was Pesos 36.55. In the early months of 1958 quotations, though a little
lower, were well-maintained, but in March a further decline began and on
2nd May 1958 the free rate stood at Pesos 41.15 = U . S J r .
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O n 25th N o v e m b e r 1957 t h e Par is C l u b agreements , wh ich had been

in provis ional opera t ion since Ju ly 1956, were finally ratified in Buenos Ai res

and in M a r c h 1958 G e r m a n y became t h e t e n t h E u r o p e a n coun t ry to jo in the

c lub .

C h i l e ' s external posi t ion was adversely affected b y t h e cont inued

decl ine in copper prices du r ing 1957, in addi t ion to wh ich t h e count ry ' s

in ternal pr ice level has con t inued to rise —- t h e increase in 1957 was 18 pe r

cent. , compared wi th 38 per cent, t h e year before. A s a resul t of these two

factors, b o t h t h e fluctuating rates of exchange have con t inued to register a

fall in t h e external value of the currency. O n 26th D e c e m b e r 1957 the central

bank ' s selling rate was Pesos 695 = U . S . $ i ; a year earlier it had been

Pesos 548 = U . S . $ i . O v e r t h e same per iod t h e rate for mos t non- t rade

t ransact ions moved from Pesos 593 to Pesos 766 = U . S . $ i . A t t h e beginning

of 1958, t h e central bank ' s selling rate was lowered again to Pesos 717 =

U . S J i , and by 29th Apr i l 1958 it h a d reached Pesos 761 = U . S J i ; on

13th M a y t h e " n o n - t r a d e " rate stood at Pesos 1,015 = U . S J i .

I n A u g u s t 1957 an external loan o f ' $ 4 0 mil l ion was obta ined. O f this

s u m $15 mil l ion was p rov ided by t h e Federa l Reserve System and $12.5 mi l -

lion each by t h e In ternat ional M o n e t a r y F u n d and t h e E x p o r t - I m p o r t Bank.

T h e stabilisation loan of $75 mill ion which Chi le obta ined in Apr i l 1956, at

the t ime w h e n it simplified its exchange system, was r enewed in Apr i l 1958

for a fur ther year.

I n N o v e m b e r 1957 t h e system of pr ior deposi ts at t h e central bank for

impor t s was s t rengthened yet again. T h e m a x i m u m rate of deposit is n o w

1,500 pe r cent, of t h e value of t h e goods, compared w i th 600 per cent,

previously.

I n P e r u 1957 saw t h e vir tual exhaus t ion of t h e mone ta ry reserves

and th is led to t h e central bank ' s ceasing to suppor t t h e currency

in t h e exchange marke t . Between t h e end of J u n e a n d t h e end of

O c t o b e r 1957 t h e central bank ' s gold and dollar holdings decl ined from

U.S.$35.9 mil l ion to U . S J 8 million. A slight recovery took place in the

following two m o n t h s and at t h e end of t h e year the reserves stood at

U . S . $ i o . 6 mill ion. By 21st J anua ry 1958 the i r level had been reduced to a

mere U.S.$5.2 mil l ion and two days later t h e central bank s topped in tervening

in t h e exchange certificate market , as it h a d been doing o n and off since

O c t o b e r 1954. T h e certificate rate, which since tha t date had s tood continual ly

at Soles 19 = U . S J i , was allowed to find its own level and b y t h e first week

in M a r c h 1958 it had d r o p p e d to Soles 23.70 = U . S . $ i . T h e free-market ra te

h a d already b e g u n to deter iorate a little f rom Sep tember 1957 onwards and

h a d reached Soles 19.07-19.18 = U . S J i by t h e end of t h e year. Fol lowing

t h e freeing of t h e certificate rate, t h e free rate decl ined to Soles 23.10 = U . S J i .

T h e only direct measures taken by t h e Peruv ian author i t ies to c u r b

impor t s were a reduc t ion of t h e life of exchange certificates from ten to



five days and the raising of customs duties on non-essential imports by
amounts varying from 50 to 100 per cent. The stabilisation loan of $30 mil-
lion provided early in 1954 by the International Monetary Fund, the U.S.
Treasury and a group of American commercial banks and which had been
renewed in every subsequent year was replaced by a similar loan of $60
million in January 1958, provided by the same lenders in the amounts of
$25 million, $17.5 million and $17.5 million respectively.

In I n d o n e s i a the economic situation continued to be very difficult
during the period under review. The foreign exchange reserves had, by
April 1957, fallen to such a low level that the government was obliged to
put a temporary stop on all imports. In June it became necessary, in order
to avoid a slowing-down of economic activity, to lift the ban on imports,
and in the same month the exchange rate system was modified in an attempt
to ensure that foreign exchange outlays should not exceed the country's
external earnings.

Under the previous exchange rate system, which had been in force
since September 1956, exporters had received, in addition to the basic buying
rate of Rupiahs 11.36 = U.S.$i, negotiable certificates varying in face value
from 2 to 20 per cent, of their earnings. Imports were divided into nine
categories and importers had to pay, in addition to the basic selling rate
of Rupiahs 11.48 = U.S.$i, surcharges of up to 400 per cent, in order to
obtain foreign exchange. The export certificates were available for purchase by
importers of a special extra category of non-essential goods, on which, in
addition to the cost of the certificate, a surcharge amounting to 300 per
cent, of the basic selling rate of exchange was levied.

The system introduced in June 1957 reduced the number of exchange
rates. Its basic principle is that all foreign exchange transactions take place
on the certificate market. All export proceeds and receipts from invisible and
capital transactions are converted, after deduction of a 20 per cent, exchange
tax calculated at the certificate rate, into exchange certificates; these certifi-
cates are then available for purchase by anyone desiring to make payment
abroad for any permitted transaction, whether commercial, invisible or capital.
Imports are divided into six categories. Goods in the first category may be
imported at the certificate rate; the other categories of imports are subject to
surcharges ranging from 25 to 175 per cent. There are no surcharges on
invisible or capital imports, to which the certificate rate therefore applies.

The effect of these measures has been a further devaluation of the
currency. Under the previous system the range of exchange rates was, in the
second quarter of 1957, from Rupiahs 11.36 to Rupiahs 57.38 = U.S.$i .
In March 1958 the range of quotations was from Rupiahs 29.3 to Rupiahs
100.6 = U . S J i .

With effect from 8th April 1957, the Egyptian currency which had
been in circulation in the S u d a n was withdrawn and replaced by a new
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currency called the Sudanese pound. Its gold content is 2.551 87 grammes,
the same as that of the Egyptian pound, and the rate against the dollar is
therefore S£ i = U.S.$2.87.

In C a n a d a the external deficit on current account for the year 1957
as a whole was of the same size as it had been the year before. During the
year, however, the rate of deficit decreased very greatly — in the first half it
was Can. $941 million and in the second half only Can. $442 million. The net
inflow of foreign capital into Canada, however, fell away even more, from
Can. $950 million to Can. $328 million, so that during the period of lower
current deficit the country's monetary reserves fell by Can. $114 million and
the Canadian dollar weakened on the exchange markets.
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A t t h e b e g i n n i n g a n d d u r i n g t h e e a r l y m o n t h s o f 1 9 5 7 t h e C a n a d i a n

d o l l a r w a s a t a p r e m i u m of a b o u t 4 p e r c e n t , i n N e w Y o r k . T h e c u r r e n t

p a y m e n t s de f i c i t w a s i n c r e a s i n g , b u t n o t s o f a s t a s f o r e i g n i n v e s t m e n t . T h e

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

o f j u s t o v e r 6 p e r c e n t , o n t h e U . S . d o l l a r w a s r e a c h e d o n 2 0 t h A u g u s t .

B y t h a t t i m e t h e e x t e r n a l de f i c i t o n c u r r e n t a c c o u n t w a s d e c l i n i n g , b u t t h e

flow o f m o n e y i n t o C a n a d a d w i n d l e d e v e n m o r e , s o t h a t t h e p r e m i u m

o n t h e U . S . d o l l a r d r o p p e d b e l o w 5 p e r c e n t , e a r l y i n S e p t e m b e r a n d b y

4 t h O c t o b e r w a s o n l y 3 p e r c e n t . T h e r a t e t h e n s t r e n g t h e n e d a g a i n u n t i l t h e

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

d o w n t o 1 p e r c e n t , a t t h e b e g i n n i n g o f 1 9 5 8 .

T h e s h a r p fall i n t h e c a p i t a l i n f l o w w h i c h l e d t o a w e a k e n i n g o f t h e

d o l l a r h a d t w o c a u s e s . O n e w a s t h e d r o p i n p u r c h a s e s o f C a n a d i a n s e c u r i t i e s

b y f o r e i g n e r s f r o m C a n . $ 5 4 9 m i l l i o n i n t h e first h a l f o f 1 9 5 7 t o o n l y C a n . $ i 6 5

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

C a n a d i a n s e c u r i t i e s i n N e w Y o r k h a d b e e n v e r y h e a v y p r e v i o u s l y , so t h a t a



pause was needed. But it also reflected the slowing-down of activity in
Canada, the fall of prices on Canadian stock exchanges and the narrowing of
the interest-rate gap between Canada and the United States. The other cause
was a reversal of short-term capital movements (an approximate measure of
which is given by the residual item in the Canadian balance of payments)
from an inflow of Can. $217 million in the first half to an outflow of
Can.$i55 million in the second half of the year. While the Canadian dollar
had been going up, short-term funds had come in, speculating on a further
rise; this movement reversed itself in the third quarter, aided by the rise
which took place in interest rates in New York.

In the early months of 1958 the Canadian dollar has gradually been
rising in value again and by the second week of April the premium in
New York was a little over 3 per cent.

The coming into force of the Rome Treaty for the creation of a
European Economic Community consisting of Belgium, France, Germany,
Italy, Luxemburg and the Netherlands means that the flow of goods, services
and capital between these countries will gradually be freed from almost all
the restrictions that are still in force today. This requires the abolition not
only of import quotas and tariffs between the six countries, but of controls
over payments between them too. Moreover, just as they will have to have
common import and tariff policies vis-à-vis the rest of the world, so they will
have to bring into line also their at present different regulations governing
payments with the rest of the world.

In particular, the treatment of non-resident accounts in the different
currencies will have to be standardised. So far as the current accounts of
non-residents are concerned, in each of the six countries there is a distinction
made between the dollar area and other countries. When it comes to the
non-dollar countries, however, there are differences of treatment. In Germany
and Italy all these countries are treated as one group and transfers between
them are freely permitted. In France, Belgium-Luxemburg and the
Netherlands, however, the non-dollar world is divided into two parts, an
area of transferability and a group of countries with which payments are
on a bilateral basis. These areas of transferability are similar to, but by no
means identical with, one another.

So far as non-resident capital accounts are concerned, in Belgium-
Luxemburg, Germany and Italy these are all freely inter-transferable between
residents of different countries. In France and the Netherlands they
are divided into three groups — those of dollar-area residents, those
of residents in E.P.U. countries and their monetary areas and those
of residents in other countries. Within the first two of these three
groups there is freedom of transfer between different countries, while in the
third group accounts are on a bilateral basis. In Germany and Belgium-
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Luxemburg transfers are freely allowed from capital to current non-resident
accounts, except in the case of convertible current accounts; in the other
countries, no such transfers are permitted.

Short of the introduction of non-resident convertibility there is therefore
still considerable scope for further liberalisation of the regulations governing
non-resident accounts in some of the E.E.C, countries. Within the Community
itself, current accounts of non-residents are already freely transferable, as are
also capital accounts; the distinction between these two kinds of account,
however, will have to be done away with if a genuine common market is to
be established. In Germany this distinction has already been blurred by
allowing transfers from capital to current non-resident accounts, which makes
the export (but not the import) of capital by non-residents free. In the
other countries, however, where the import of capital is not restricted, non-
residents cannot always repatriate their capital at official rates of exchange but
sometimes only on the free market by finding another non-resident willing
to take it. So far as the regulations governing non-resident accounts in the
currencies of members of the Community held by residents of countries
outside the Community are concerned, the other four countries will have to
realign their policies on those of Germany and Italy, which are the most
liberal. This means the abolition of all bilateral accounts and the free transfer-
ability of their currencies throughout the non-dollar world, since a country
that is part of an area within which payments are absolutely free cannot
easily maintain bilateral payments with any part of the outside world if the
other members of the area do not do so as well.

One main trend of foreign exchange policy in w e s t e r n E u r o p e as a
w h o l e continues to be in the direction of reducing the number of different
kinds of non-resident accounts and so the number of different rates at which
currencies are quoted. Moreover, these rates are not only fewer in number
now but also closer to one another than they used to be; to a large extent
this is the natural result of more liberal regulations, assisted, in some cases,
by official intervention in the exchange markets.

Considerable progress has therefore been made towards the completely
unified exchange rate system which would obtain under conditions of full
convertibility for current and capital transactions, although where access to the
foreign exchange market is still limited to an extent that materially distorts
the real supply/demand situation of a currency the rates cannot be said to
reflect a true state of equilibrium. In general, the multilateralisation of
payments has been taken further than the liberalisation of the underlying
transactions and the remaining restrictions on foreign payments are not
reflected to any considerable extent in multiple rates of exchange.

The distorting effect which bilateral credit margins exerted on the
flows of trade under clearing and other bilateral credit arrangements has also
been removed to a large extent by the E.P.U. system. So long as foreign
trade was to a substantial extent in the hands of governments (as it was in
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the early post-war years) or regulated by licences (as it still was when the
system of drawing rights was introduced), purchases could be, and to some
extent were, directed according to the availability of credit. The multilateral
inter-governmental credit facilities which exist today (as in the E.P.U.),
however, do not lead to artificial and uneconomic patterns of trade, since the
possible sources of supply are thereby greatly enlarged and the choice of
suppliers is left to private importers, who do not directly benefit from such
arrangements.

The payments arrangements which exist in Europe today, therefore,
although they do not permit of the free convertibility of one currency into
all other currencies at official rates of exchange, are not the main barrier to
a more liberal flow of goods, services and capital between countries. It is
rather in a further reduction of the controls still maintained over the trans-
actions that give rise to payments between different countries that the main
line of advance towards convertibility in Europe must now be sought.
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Official currency values — Middle of May 1958. '

Countries Currency
Grammes

of
fine gold

1 U.S.
dollar

1 pound
sterling

equals

Remarks

Europe
Albania
Austria
Belgium
Bulgaria
Czechoslovakia . .
Denmark
Finland
F r a n c e . . . . . . .
Germany (eastern) .
Germany (Fed. Rep.)
Greece
Hungary
Iceland
Ireland
Italy
Luxemburg
Netherlands . . . .
Norway
Poland
Portugal
Roumania
Spain
Sweden
Switzerland . . . .
Turkey
United Kingdom . .
Yugoslavia
U.S.S.R

North America
Canada
Mexico
United States . . .

Central America
Costa Rica . . . .
Cuba
Dominican Republic
El Salvador . . . .
Guatemala
Haiti
Honduras
Nicaragua
Panama

South America
Argentina
Bolivia
Brazil
Chile
Colombia

Lek
Schilling

Franc
Lev
Koruna
Krone
Markka
Franc
D.Mark
D.Mark
Drachma
Forint
Króna
Pound
Lira

Franc
Guilder

Krone
Zloty
Escudo
Leu
Peseta
Krona
Franc
Lira
Pound
Dinar
Rouble

Dollar
Peso
Dollar

Colon

Colon
Quetzal
Gourde
Lempira
Córdoba
Balboa

Boliviano
Cruzeiro
Peso
Peso

.0341796

.0177734

.130687

.123426

.128660

.00277710

.399902

.211588

.0757002

.0545676
2.48828

.0177734

.233661

.124414

.222168

.148112

.171783

.203226

.317382
2.48828
.00296224
.222168

.0710937

.888671

.158267

.688671

.888671

.355468

.888671

.177734

.444335

.126953

.888671

.0493706

.00467722

.0480363

.00807883

.455733

50 —
2 6 — 2

50.- 2

6.80
7.20

6.90714 2

320—
350.— 3

2.222
4.20 2

30.- 2

11.74
16.2857 2

.357143
624.91
5 0 — 2

3.80 2

7.14286 2

4—
28.75 2

6 —
42.135
5.17321 2

4.37282 2

2.80 2

.357143 2

300 —
4 —

12.50
1 —

5.615
1 —
1 —
2.50
1 —
5 —
2 —
7 —
1 —

18—
190 —
18.50

110—
1.94998

140—
72.80
140 —
19.04
20.16
19.34

896 —
980.— 3

6.22
1 1.76
84—
32.87
45.60
1 —

1,749.75
140—
10.64
20—
11.20
80.50
16.80

1 18.10
14.485

12.2439
7.84
1 —

840—
1 1.20

4

35 —
2.80

15.722
2.80
2.80
7 —
2.80
14 —
5.60
19.60
2.80

50.40
532.—
51.80

308 —
5.459944

Rates fixed on 11th July 1947.
IMF parity since 4th May 1953.
IMF parity since 22nd Sept. 1949.
Rates fixed since 12th May 1952.
Rates fixed on 1st June 1953.
IMF parity since 18th Sept. 1949.
IMF parity since 15th Sept. 1957.
No IMF parity fixed.
Rates fixed on 29th October 1953.
IMF parity since 30th Jan. 1953.
Official rates since 1st May 1954.
Official rates since 1st Aug. 1946.
IMF parity since 20th March 1950.
Rates fixed on 18th Sept. 1949.
No IMF parity fixed.
IMF parity since 22nd Sept. 1949.
IMF parity since 21st Sept. 1949.
IMF parity since 18th Sept. 1949.
Rates fixed on 30th Oct. 1950.
Rates fixed on 21st Sept. 1949.
Rates fixed on 1st February 1954.
Basic rates since 12th April 1957.
IMF parity since 5th Nov. 1951.
Official parity.

IMF parity since 19th June 1947.
IMF parity since 18th Sept. 1949.
IMF parity since 1st January 1952.
Rates fixed on 1st March 1950.

No IMF parity fixed.
IMF parity since 19th April 1954.
IMF parity since 18th Dec. 1946.

IMF parity
IMF parity
IMF parity
IMF parity
IMF parity
IMF parity
IMF parity
IMF parity
IMF parity

since
since
since
since
since
since
since
since
since

18th Dec
18th Dec
23rd Apr
18th Dec
18th Dec
9th Apr

18th Dec,
1st July

18th Dec

. 1946.

. 1946.

. 1948.
, 1946.
, 1946.
, 1954.

1946.
1955.

1946.

IMF parity since 9th Jan. 1957.
IMF parity since 14th May 1953.
IMF parity since 14th July 1948.
IMF parity since 5th Oct. 1953.
IMF parity since 17th Dec. 1948.

1 The International Monetary Fund gives only parities in grammes of fine gold and in U.S. dollars. The
rates in £ sterling were generally calculated via the official parity of $2.80 f o r £ 1 .

2 Rate used in EPU operations. For countries which have an IMF parity the rates used in EPU operations
conform with that parity (except Iceland $1 = I. Kr. 16.29).

3 Plus 20 per cent.
« Market rates in the middle of May 1958 were U.S.$1 = Can.$ 0.9671 and £1 = Can.$ 2.7244.
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Official currency values - Middle of May 1958 (continued).

Countries Currency
Grammes

of
fine gold

1 U.S.
dollar

1 pound
sterling

equals

Remarks

South America (continued)
Ecuador
Paraguay . . . .
Peru
Uruguay

Venezuela

Africa
Egypt
Ethiopia
Federation of Rhodesia

and Nyasaland . . .

Liberia.

Libya
Morocco
Sudan
Tunisia
Union of South Africa

Asia
Afghanistan
Burma
Cambodia
Ceylon
China .
India3

Indonesia
Iran
Iraq
Israel
Japan
Jordan
Korea (North) . . . .

Korea (South) . . . .
Laos
Lebanon
Malaya

Pakistan
Philippines
Syria
Taiwan

Thailand
Vietnam (North) . . .

Vietnam (South) . . .

Australasia
Austra l ia
New Zealand

Sucre
Guarani
Sol
Peso

Bolivar

Pound
Dollar

Pound

Dollar

Pound
Franc
Pound
Frano
Pound

Afghani
Kyat
Real
Rupee
Yen Min Piao
Rupee
Rupiah
Rial
Dinar
Pound
Yen
Dinar
Won

Hwan
Kip
Pound
Dollar

Rupee
Peso
Pound
Dollar

Bant
Dong

Piastre

Pound
Pound

.0592447

.0148112

.265275

2.55187
.357690

2.48828

.888671

2.55187

2.48828

.186621

.0253905

.186621

.186621

.0117316
2.48828
.493706
.00246853

2.48828

.405512

.290299

.186621

.444335

.405512

.0444335

1.99062
2.48828

15.—
60.-

1.519-2.10

3.35

.348242
2.48447

.357143

1.—

2.80
350.—

.348242
350.—

.357143

20.—
4.7619
35.—
4.7619

2.46
4.7619
11.40
75.75

.357143
1.80

360.-
.357143
120.—

500.—
35.-

2.19148
3.061

4.7619
2.—

2.19148
24.68

20.-
2,941.176

35.-

.446429

.357143

42.—
168. -

4.25-5.88

9.38

.975078
6.956516

1.—

2.80

1.—
980.— 2

.975078
980.— 2

1.—

56.—
13%
98.—
13%
6.893

13/3
31.92

212.10
1.—
5.04

1,008.—
1.—

336.—

1,400.-
9 8 . -

6.136144
8.571

1 3 / ,
5 .60

6.136144
69.10

56.—
8,235.293

1.25
1.—

IMF parity since 1st Dec. 1950.
IMF parity since 1st March 1956.
No IMF parity fixed.
Official basic buying and selling
rates since 15th Sept. 1955.
IMF parity since 18th April 1947.

IMF parity since 18th Sept. 1949.
IMF parity since 18th Dec. 1946.

Official parity since 19th Septem-
ber 1949.
Parity with the U.S. dollar since
1st January 1944.
Official ratessince24thMarch1952.
No IMF parity fixed.
Official parity since 8th April 1957.
No IMF parity fixed.
IMF parity since 18th Sept. 1949.

Official basic rates.
IMF parity since 7th August 1953.
Official parity since 26th March 1956.
IMF parity since 16th January 1952.
Official rates since 1st March 1955.
IMF parity since 22nd Sept. 1949.
Basic rates since 4th Feb. 1952.
IMF parity since 22nd May 1957.
IMF parity since 20th Sept. 1949.
IMF parity since 13th March 1957.
IMF parity since 11th May 1953.
IMF parity since 2nd Oct. 1953.
Calculated over parity with Rouble
(Won 100= Roubles 3.33).
Official rates since 15th Aug. 1955.
Official parity since 10th May 1953.
IMF parity since 29th July 1947.
Official parity since 19th Septem-
ber 1949.

IMF parity since 31st July 1955.
IMF parity since 18th Dec. 1946.
IMF parity since 29th July 1947.
Basic middle rates since 12th April
1958.
Official parity since 18thMarch 1955
Calculated over parity with Rouble
(Dong 1,000= Roubles 1.36).
Official rates since 10th May 1953.

IMF parity since 18th Sept. 1949.
Official parity since 18th Sept. 1949

1 Rates in the certificate market on 9th April 1958 were Soles 22.90 = U.S.$1 and Soles 64.00
2 Plus 20 per cent. 3 Includes Portuguese possessions in India.

£1.
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VIII. E u r o p e a n P a y m e n t s U n i o n .

Previous A n n u a l Repor t s have reviewed the deve lopment and practical

working of t h e European Payment s U n i o n from its incept ion to M a r c h 1957;

the narrat ive is con t inued in t h e present chapter , wh ich deals wi th the

prolongat ion of the U n i o n after June 1957, t h e operat ions u p to M a r c h 1958

and t h e financial posi t ion of t h e U n i o n in t h e spr ing of th is year.

1. Prolongation of the U n i o n after June 1957.

By a Decis ion of t h e Counci l of t h e Organisa t ion for European

Economic Co-operat ion, t aken on 28th J u n e 1957, t h e life of t h e U n i o n was

extended for a fur ther year f rom i s t July 1957; the provisions whe reby t h e

U n i o n may b e t e rmina ted on condi t ion tha t t h e European M o n e t a r y

Agreemen t t h e n comes into force were mainta ined .

T h e mechan i sm of the U n i o n did not unde rgo any impor tan t change

as a result of t h e renewal ; a n u m b e r of addi t ional bi lateral amort i sa t ion and

repayment agreements were concluded, some new credi t facilities were opened,

and the availability of a special credit , on which no drawings h a d been

made , was te rminated , bu t generally t h e U n i o n cont inued to function in the

same m a n n e r as in the previous year. Set t lements were m a d e as before on

the basis of 75 per cent, gold and 25 per cent, credit .

Bilateral r epayment and amort isa t ion agreements , addit ional to those

previously concluded, were negotiated be tween two deb tor countr ies and

two credi tor count r ies ; three new agreements which came in to force wi th effect

from i s t Ju ly 1957 cover the bilateral r epayment of claims and debts

amoun t ing to $125 mill ion.* T h e s e agreements , like those of 1956, are

basically t h e same as those concluded in 1954 w h e n such agreements were

m a d e for t h e first t i m e ; in each relat ionship provision is m a d e for an initial

cash paymen t and for t h e amort isat ion of t h e balance over a per iod of

years. A s regards their detailed provisions, however , t h e example was set

ra ther by the agreements of 1956 t h a n by those of 1954: in 1954 t h e initial

cash repayments were at least 25 per cent, of t h e total amoun t s dealt w i th ;

in 1956 t h e p ropor t ion varied f rom 10 to 25 per cent . ; unde r t h e latest

agreements only 10 pe r cent, of t h e total a m o u n t s were repaid in cash. T h e

per iod of amort isa t ion is short , as u n d e r the 1956 ag reemen t s ; it is six

years in t h e relationships I ta ly-Belgium and I t a ly -Germany , and four for

U n i t e d Kingdom-Belg ium. Payment s of amort isa t ion ins ta lments u n d e r the

new agreements are m a d e by Italy quar te r ly and b y t h e U n i t e d K ingdom

month ly .

* For convenience, the dollar sign ($) is used throughout the text in this chapter, •whether the amount
referred to is in U.S. dollars (or gold) or, as in this case, in E.P.U. units of account.
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E.P.U.: B i l a t e r a l a g r e e m e n t s c o n c l u d e d on t h e r e n e w a l of t h e U n i o n ,
d u l y 1957.

Member

Debtors

Italy

Italy

United Kingdom . .

countries

Creditors

Belgium

Germany

Belgium

Total

Amounts

Cash
payments

subject to bilateral a

Amortisation
instalments

greements

Totals

in millions of units of account

4

7.5

1

12.5

36

67.5

9

112.5

40

75

10

125

Note: In addition to those shown in the table, a further agreement between the United Kingdom and
Germany, covering $105 million, was negotiated in July 1957 (see text).

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

r e l a t i o n s h i p s I t a l y - B e l g i u m a n d I t a l y - G e r m a n y i n c l u d e a m o u n t s o f $ 8 a n d

3 6 m i l l i o n , r e s p e c t i v e l y , s t i l l t o b e p a i d u n d e r t h e a g r e e m e n t s p r e v i o u s l y i n f o r c e .

T h e n e w a g r e e m e n t b e t w e e n t h e U n i t e d K i n g d o m a n d G e r m a n y

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

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

o f $ 1 0 5 m i l l i o n f r o m i s t A u g u s t 1 9 5 9 ; t h i s w i l l c o m p r i s e five a n n u a l

i n s t a l m e n t s o f $ 2 1 m i l l i o n e a c h t o b e p a i d b y t h e U n i t e d K i n g d o m . T h e

a g r e e m e n t s u p p l e m e n t s t h a t o f 1 9 5 4 , u n d e r w h i c h a n i n s t a l m e n t o f $ 2 1 m i l l i o n

w a s p a i d o n i s t A u g u s t 1 9 5 7 a n d a n o t h e r i n s t a l m e n t , o f t h e s a m e a m o u n t ,

i s t o b e p a i d o n i s t A u g u s t 1 9 5 8 .

T h e " r a l l o n g e s " ( f a c i l i t i e s f o r t h e s e t t l e m e n t o f s u r p l u s e s a n d d e f i c i t s

b e y o n d t h e q u o t a s ) o f t w o c r e d i t o r c o u n t r i e s , B e l g i u m a n d S w i t z e r l a n d

( $ 1 0 0 a n d 2 5 0 m i l l i o n r e s p e c t i v e l y ) , w h i c h h a d b e e n d e t e r m i n e d i n J u l y 1 9 5 6 ,

w e r e r e n e w e d f o r a f u r t h e r y e a r t o 3 0 t h J u n e 1 9 5 8 ; f o r G e r m a n y a n " o p e n -

e n d " r a l l o n g e ( w i t h o u t l i m i t a s t o a m o u n t ) h a d b e e n e s t a b l i s h e d i n N o v e m b e r

1 9 5 6 a n d t h i s w a s a l s o r e n e w e d w i t h o u t c h a n g e .

T h e r a l l o n g e s o f d e b t o r c o u n t r i e s w e r e c o n t i n u e d a n d f o r F r a n c e a d d i -

t i o n a l s e t t l e m e n t f a c i l i t i e s o f $ 2 0 0 m i l l i o n , m a d e a v a i l a b l e r e t r o s p e c t i v e l y f o r t h e

o p e r a t i o n s f o r J u n e 1 9 5 7 , w e r e e s t a b l i s h e d f o r t h e y e a r t o 3 0 t h J u n e 1 9 5 8 ; t h e

c r e d i t o f $ 5 0 m i l l i o n t h u s p r o v i d e d , b e a r i n g i n t e r e s t a t 3 % p e r c e n t , p e r a n n u m ,

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

o f b i l a t e r a l r e p a y m e n t s ) w i t h t h e c o m p l e t i o n o f t h e o p e r a t i o n s f o r J u l y 1 9 5 7 .

G r e e c e ' s d e b t o r q u o t a h a d h i t h e r t o b e e n b l o c k e d a n d G r e e c e h a d

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

i s t J u l y 1 9 5 7 , t h i s q u o t a ( $ 1 0 8 m i l l i o n ) w o u l d b e f u l l y a v a i l a b l e f o r t h e

s e t t l e m e n t o f G r e e c e ' s m o n t h l y p o s i t i o n s .

A t t h e r e q u e s t o f t h e I t a l i a n G o v e r n m e n t t h e s p e c i a l c r e d i t f a c i l i t i e s o f

$ 5 0 m i l l i o n e s t a b l i s h e d i n f a v o u r o f I t a l y s i n c e i s t A u g u s t 1 9 5 5 a n d a v a i l a b l e

u n t i l i s t J u l y 1 9 5 8 w e r e t e r m i n a t e d f r o m i s t J u l y 1 9 5 7 ; n o d r a w i n g s h a d

b e e n m a d e ,
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2. The operations up to March 1958.

The following paragraphs give the main facts concerning the compen-
sations, the settlement mechanism and the current affairs of the Union.

A. T H E COMPENSATIONS.

The statistics in the table are on a monthly basis and the net figures
do not include interest on credits granted and received, which is paid by
adjustment of the net positions each June and December.

During the ninety-three months' life of the Union up to March 1958,
the gross bilateral surpluses (equal, of course, to the gross bilateral deficits)
totalled the equivalent of $21.3 milliard in the national currencies of member
countries; of this amount $15.8 milliard, i.e. 74 per cent., had been
compensated in the operations of the Union, leaving $5.5 milliard, being the
cumulative net surpluses (and deficits) to be dealt with by the settlement
mechanism of the Union.

E.P.U.: Compensation mechanism —

Month

Totals to
December 1956 . .

1957 January . . .
February . . .
March . . . .

April
May
June

July
A u g u s t . . . .
September . .

October . . .
November . .
December . .

1958 January. . . .
February . . .
March . . . .

Totals to
March 1958 . . . .

Gross bilateral
surpluses

(and deficits)

- January 1957 to March 1958.*

Compensations

Bilateral
offsetting

Cumulative
working

Total
compensations

Net surpluses
(and deficits)

excluding
interest

in millions of units of account

17,165

249
217
263

293
251
232

330
492
455

256
313
210

144
251
190

21,309

7,593

80
57

112

120
95
74

81
125
180

157
197
81

70
68
80

9,170

5,321

71
56
40

76
26
44

95
189
54

91
88

119

56
269
68

6,663

12,914

151
112
152

196
121
1 18

177
314
234

248
286
200

126
337
148

15,833

4,251

98
104
1 11

97
130
114

153
178
221

8
27
1 1

18
(-86)

41

5,476

• Earlier figures are given in the Twenty-seventh and previous Annual Reports, which contain detailed
footnotes to this and other tables.

T h e y e a r 1 9 5 7 b e g a n w i t h a l e v e l o f g r o s s b i l a t e r a l s u r p l u s e s ( a n d

d e f i c i t s ) c o n s i d e r a b l y h i g h e r t h a n t h e m o n t h l y a v e r a g e f o r 1 9 5 6 ( $ 1 9 4 m i l l i o n ) ;

a f t e r r e a c h i n g $ 2 9 3 m i l l i o n i n A p r i l a n d t h e n f a l l i n g s l i g h t l y , t h e m o n t h l y

figures r o s e a f t e r J u n e t o t h e h i g h p e a k o f $ 4 9 2 m i l l i o n i n A u g u s t ; s i n c e t h e n

t h e r e h a s b e e n a d e c l i n e b u t t h e y r e m a i n e d h i g h u n t i l D e c e m b e r 1 9 5 7 . O w i n g

t o t h e r e d u c t i o n s i n s o m e c o u n t r i e s ' p o s i t i o n s i n F e b r u a r y 1 9 5 8 ( n o t a b l y t h o s e o f
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the United Kingdom, the Netherlands and Switzerland), the net monthly
position remaining for settlement is shown in the table as a minus amount.

B. T H E SETTLEMENT M E C H A N I S M .

All settlements within the quotas and rallonges continue on a 75 : 25
gold and credit basis, debtors in excess of both quota and rallonge settling
one hundred per cent, in gold. The tables on the following page illustrate
the operation of the settlement mechanism over the past fifteen months on a
cumulative basis (including interest in the net positions).

In the year ended March 1958, the cumulative net surpluses and
deficits increased by nearly $950 million; the cumulative accounting surpluses
rose, however, by less than half this amount and the cumulative accounting
deficits by little more than a quarter. The main reason for these differences
was the bilateral repayment of credit amounting to $152 million during the
year; credit in the Union on both sides is reduced by this amount and the
accounting positions by four times, i.e. $608 million, the adjustment being
made in order that the accounting positions shall remain at four times
the amount of ordinary credit in the Union. The chief cause of the smaller
increase of the accounting deficits is the fact that from July to December
1957 France paid one hundred per cent, gold (above the quota and rallonge
at that time), amounting to $136 million; this being a pre-quota settlement
under Article 10 bis did not increase the cumulative accounting deficit.

When the special credit was granted to France (see page 201) this $136
million was made irrevocable and transferred in the Union's books to the
general total of "ante-quota settlements and adjustments" (as reflected in the
table). There remained $196 million previously paid by France and over
$5 million paid by Greece, which make up the total of $202 million paid by
debtors under Article 10 bis up to January 1958. The movement of this item
(both for creditors and debtors) in February and March 1958 reflects drawings
on the special credits granted by and to the Union, which also affect the items
"actual payments" in gold (but not the cumulative accounting positions).

E.P.U.-Total credit granted to the Union by Germany and by other creditors.
Monthly, in millions of units of account. .,

1000 | - 1 1 :—: 1 1 /=>-•«"* 11000

600

400

200

-Other creditor

1 1 I I 1 I 1 | | 1 1 1

* . — • - _

1 1 ! M Mil l 1 I I 1 M I , 1 1 1 M M

/

1 1 1

^Germany

«.^Other cred

1 1 1 M 1 M

tors

1 |

-

-

_

1 1 1

800

600 -

400

200

1953 1954 1955 1956 1957 1958
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E.P.U. : S e t t l e m e n t m e c h a n i s m — c u m u l a t i v e s u r p l u s e s and d e f i c i t s ,

J a n u a r y 1957 to March 1958.

CREDITORS — cumulative surpluses.

Month

1957
January . .
February. .
March . . .

April . . .
May. . . .
June . . .

July. . . .
August . .
September

October. .
November .
December.

1958
January . .
February. .
March . . .

Cumulative
not

surpluses
(including
interest)

4,481
4,585
4,696

4,793
4,923
5,053

5,207
5,384
5,606

5,614
5,641
5,669

5,667
5,601
5,643

Net reduction (—) or
increase (+ ) due to

Ante-quota
settlements

and
adjust-
ments

— 201
— 211
— 212

— 218
- 2 1 6
- 192

— 175
— 163
— 168

— 157
— 163
— 170

— 178
- 183
— 190

General
adjust-
ments

in

+ 127
+ 98
+ 45

+ 16
— 13
— 89

— 233
— 277
— 335

— 365
— 395
— 453

- 4 8 3
— 474
— 485

Settle-
ments
under

Art.10 bis

Cumulative
accounting
surpluses.

Settlement of cumulative
accounting surpluses

Credit
within
and

outside
quotas

millions of units of account

—
—
—

_
—
—

—
—
—

_
—
—

—
— 14
— 29

4,407
4,473
4,529

4,591
4,693
4,773

4,799
4,945
5,103

5,092
5,082
5,046

5,026
4,931
4,939

1,102
1,118
1,132

1,148
1,173
1,193

1,200
1,236
1,276

1,273
1,271
1,262

1,257
1,233
1,235

Gold

Actual
payments

2,617
2,688
2,770

2,838
2,937
3,053

3,181
3,323
3,485

3,499
3,515
3,531

3,539
3,474
3,503

Adjust-
ments

+ 689
+ 667
+ 627

+ 605
+ 583
+ 527

+ 419
+ 386
+ 342

+ 319
+ 297
+ 254

+ 231
+ 224
+ 202

DEBTORS - cumulative deficits.

Month

1 9 5 7

January . .
February. .
March. . .

April . . .
May. . . .
June . . .

July. . . .
August . .
September

October . .
November.
December.

1958
January . .
February. .
March. . .

Cumulative
natnoi

deficits'
(includinginterest)

Net reduction (—) or
increase (+ ) due to

Ante-quota
settlements

and
adjust-
ments

General
adjust-
ments

Settle-
ments
under

Art.10 bis

Cumulative
accounting

deficits

Settlement of cumulative
accounting deficits

Credit
within
and

outside
quotas

Go

Actual
payments

d

Adjust-
ments

in millions of units of account

4,477
4,581
4,692

4,789
4,918
5,048

5,202
5,379
5,600

5,609
5,636
5,663

5,681
5,595
5,636

— 407
- 417
- 418

— 424
- 422
- 407

— 391
— 379
- 384

— 373
— 379
— 386

— 530
— 535
- 542

+ 354
+ 325
+ 271

+ 242
+ 213
+ 138

- 6
— 50
— 108

— 138
— 169
— 226

— 256
- 243
— 250

- 196
- 196
— 196

— 196
— 201
— 202

— 215
— 254
— 276

— 306
— 328
— 338

— 202
— 220
- 239

4,227
4,293
4,349

4,411
4,509
4,577

4,590
4,696
4,833

4,791
4,760
4,713

4,693
4,598
4,606

9 7 3
9 8 7
9 9 8

1,011
1,031
1,045

1,047
1,071
1,103

1,090
1,081
1,067

1,058
1,026
1,019

2,339
2,413
2,498

2,569
2,668
2,779

2,898
3,013
3,161

3,155
3,156
3,166

3,177
3,117
3,150

+ 915
+ 893
+ 853

+ 831
+ 810
+ 753

+ 645
+ 612
+ 569

+ 546
+ 523
+ 480

+ 458
+ 455
+ 437
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E.P.U.: Movement of ordinary credit, June 1954 to The relative stability
March 1958. r i- •,-,

or o r d i n a r y c r e d i t o u t -

s t a n d i n g , w h i c h h a d l a s t -

e d f r o m J u l y 1 9 5 4 , h a d

c o m e t o a n e n d b y t h e

a u t u m n o f 1 9 5 6 a n d t h e

t o t a l v o l u m e o f c r e d i t

i n c r e a s e d s t e a d i l y t h e r e -

a f t e r t o a p e a k i n S e p -

t e m b e r 1 9 5 7 ; s i n c e t h e n ,

h o w e v e r , p r e s s u r e o n t h e

s e t t l e m e n t m e c h a n i s m

h a s e a s e d s o m e w h a t .

I n J u n e 1 9 5 4 , b e f o r e

s p e c i a l r e p a y m e n t m e a s -

u r e s w e r e i n t r o d u c e d ,

f o u r c r e d i t o r s ( A u s t r i a ,

B e l g i u m , G e r m a n y a n d

S w i t z e r l a n d ) w e r e o u t s i d e

t h e i r q u o t a s a n d 2 7 p e r

c e n t , o f t h e t o t a l c r e d i t

g r a n t e d t o t h e U n i o n w a s

b y w a y o f r a l l o n g e ; a t

t h e e n d o f M a r c h 1 9 5 8 , G e r m a n y w a s t h e o n l y c r e d i t o r b e y o n d i t s q u o t a ,

t h e o t h e r c r e d i t p o s i t i o n s h a v i n g d e c l i n e d . O v e r t h e t w e l v e m o n t h s t o M a r c h

1 9 5 8 , n e w c r e d i t g r a n t e d b y G e r m a n y a m o u n t e d t o $ 2 2 5 m i l l i o n , a n d t h e

t o t a l c r e d i t g r a n t e d b y G e r m a n y r e a c h e d $ 1 , 0 1 3 m i l l i o n ( i n c l u d i n g $ 2 7

m i l l i o n o f s p e c i a l c r e d i t ) .

A s r e g a r d s t h e c u m u l a t i v e d e b t o r s , o n l y F r a n c e a n d T u r k e y w e r e

o u t s i d e t h e i r q u o t a s a t t h e e n d o f M a r c h 1 9 5 8 .

Credit granted and received

Outstanding June 1954
Within quotas
Outside quotas

Total credit

Repayments
Initial repayments
Monthly amortisations
By Union
By France and Italy

Total repayments

New credit granted and re-
ceived (net)

Outstanding March 1958
Within quotas

Total credit

Cumulative
creditors

Cumulative
debtors

in millions of
units of account

1,034
382

1,416

284
458
130
142

1,014

8 3 3

549
686

1,235

1,142

1,142

284
458

142

8 8 4

76J

925
94

1,019

T h e a d d i t i o n a l r a l l o n g e o f $ 2 0 0 m i l l i o n g r a n t e d t o F r a n c e ( m e n t i o n e d

o n p a g e 1 9 7 ) w a s s u p p l e m e n t e d b y n e w f a c i l i t i e s u n d e r t w o D e c i s i o n s o f t h e

C o u n c i l o f O . E . E . C . , t a k e n o n n t h F e b r u a r y 1 9 5 8 .

F r a n c e w a s g r a n t e d a n e w s t r e t c h o f r a l l o n g e o f $ 4 0 0 m i l l i o n t o s e t t l e

d e f i c i t s i n c u r r e d i n t h e c a l e n d a r y e a r 1 9 5 8 ; t h e $ 1 0 0 m i l l i o n o f c r e d i t t h u s

m a d e a v a i l a b l e b e a r s i n t e r e s t a t 3 % p e r c e n t , p e r a n n u m . T h e n e w r a l l o n g e

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

$ 6 0 0 m i l l i o n .

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

u p t o a n a g g r e g a t e o f $ 1 5 0 m i l l i o n w a s m a d e a v a i l a b l e f o r u t i l i s a t i o n , a t

F r a n c e ' s r e q u e s t , i n o r d e r t o d i s c h a r g e ( w h o l l y o r i n p a r t ) F r a n c e ' s o b l i -

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

t o t h e r a l l o n g e . T h i s s p e c i a l c r e d i t , a l s o f o r t h e c a l e n d a r y e a r 1 9 5 8 , m a y b e

u t i l i s e d o n l y t o t h e e x t e n t o f $ 8 0 m i l l i o n b e t w e e n J a n u a r y a n d J u n e 1 9 5 8
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a n d b e a r s i n t e r e s t a t 4 % p e r c e n t , p e r a n n u m , p a y a b l e f u l l y i n g o l d ( a n d

n o t b y h a l f - y e a r l y a d j u s t m e n t o f t h e n e t p o s i t i o n l i k e i n t e r e s t o n o r d i n a r y

c r e d i t i n t h e U n i o n ) .

T h e s e c o n d D e c i s i o n o f t h e C o u n c i l l a i d d o w n t h e c o n d i t i o n s u n d e r

w h i c h five m e m b e r s o f t h e U n i o n ( A u s t r i a , B e l g i u m , G e r m a n y , I t a l y a n d

S w i t z e r l a n d ) m a d e a v a i l a b l e s p e c i a l c r e d i t s t o a t o t a l o f $ 1 1 8 m i l l i o n , t o b e

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

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

a l s o b e a r s i n t e r e s t a t 4 % p e r c e n t , p e r a n n u m , p a y a b l e i n g o l d .

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

s u r p l u s e s a n d d e f i c i t s l i k e o r d i n a r y c r e d i t s i n t h e U n i o n b u t a r e s u b j e c t t o

s p e c i f i c t e r m s : r e p a y m e n t , b o t h b y F r a n c e t o t h e U n i o n a n d b y t h e U n i o n t o

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

$ 5 m i l l i o n f r o m J a n u a r y i 9 6 0 o n w a r d s , w i t h t h e p o s s i b i l i t y l e f t o p e n o f

a d v a n c e r e p a y m e n t s , a t F r a n c e ' s o p t i o n . F u r t h e r m o r e , a s r e g a r d s t h e b o o k -

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

f r o m , o r d i n a r y c r e d i t ; t h e y a r e t r e a t e d a s " p r e - q u o t a " s e t t l e m e n t s u n d e r

A r t i c l e 1 0 b i s o f t h e A g r e e m e n t a n d a d j u s t m e n t s a r e m a d e t o e n s u r e t h a t

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

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

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

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

E . P . U . : S p e c i a l c r e d i t s b y a n d t o t h e U n i o n ; p o s i t i o n a t e n d
M a r c h 1958 .

Member countries

Credit from Union to:

France

Credit to Union from:

Austria

Belgium

Germany

Italy

Switzerland

Total

Total
amount
available

February
1958

Amounts drawn

March
1958 Total

in millions of units of account

150.0

1.5

5.5

100.0

5.0

6.0

1 18.0

19.5

0.2

0.7

13.0

0.7

0.8

15.3

a 1.0

0.2

0.8

14.0

0.7

0.8

16.5

40.5

0.4

1.5

37.0

1.4

1.6

31.9

T h e $ 3 2 m i l l i o n d i f f e r e n c e b e t w e e n t h e s p e c i a l c r e d i t t o F r a n c e a n d

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

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

U n i o n a n d m a y b e t a k e n t o r e p r e s e n t t h e U n i o n ' s o w n c o n t r i b u t i o n t o t h e

o p e r a t i o n .

I n F e b r u a r y a n d M a r c h 1 9 5 8 , F r a n c e d r e w a t o t a l o f $ 4 0 . 5 m i l l i o n

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

i n t h e t a b l e .
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G . C U R R E N T A F F A I R S O F T H E U N I O N .

D u r i n g t h e U n i o n ' s e i g h t h y e a r , D r v o n M a n g o l d t h a s c o n t i n u e d i n t h e

c a p a c i t y o f C h a i r m a n o f t h e M a n a g i n g B o a r d , w h i c h h e l d i t s n i n e t y - f o u r t h

s e s s i o n i n M a r c h 1 9 5 8 .

T h e B o a r d h a s m e t , a s i n p r e v i o u s y e a r s , a p p r o x i m a t e l y o n c e a

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

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

of t h e A g e n t ' s R e p o r t s o n t h e o p e r a t i o n s , w h i c h a r e t h e n f o r w a r d e d

t o t h e C o u n c i l o f O . E . E . C , t o b e finally a p p r o v e d . T h e B o a r d is r e s p o n s i b l e

fo r t h e m a n a g e m e n t a n d i n v e s t m e n t o f t h e U n i o n ' s l i q u i d r e s o u r c e s a n d

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

b y t h e U n i o n . T h e r a t e s o n o r d i n a r y c r e d i t h a v e r e m a i n e d u n c h a n g e d

s i n c e J u l y 1 9 5 4 ; F r a n c e p a y s 3 % p e r c e n t , o n c r e d i t d r a w n w i t h i n t h e

r a l l o n g e o f $ 6 0 0 m i l l i o n , a n d t h e s p e c i a l c r e d i t s b e a r i n t e r e s t a t 4 %

c e n t , o n e i t h e r s i d e .

E.P.U. : I n t e r e s t ra tes on c r e d i t g r a n t e d t o and by t h e U n i o n .

Financial years
of the Union

(July to June)

First year (1950-51) . .

Second year (1951-52) . .

Third year (1952-53) . .

Fourth year (1953-54) . .

Fifth year (1954-55) . .

Sixth year (1955-56) . .

Seventh year (1956-57) . .

Eighth year (1957-58) . .

Interest
by debtors

payable
to Union

within quotas
and rallonges

m
1-12

3 nth s outstand
13-24

ng
over 24

special
arrange-

ments
outside
quotas

Interest payable
to creditors by Union

within
quotas

outside
quotas1

percentages

2

2 / 4

2%

2 / 2

2 / 4

2%

2 / 4

2 / 4

2 / 4

2%

2 / 4

3

3

3

3

3

2 / 2

2 / 4

3

3 / 4

3 %

3/a

3 / B

3 /e

2 %

2 / 4

2 %

—

—

3 %

3 / 4

1 3/2
s

t 4/4
3

2

2

2 / 4

2 / 4

2%

2%

2 / 4

2%

2

2

2 / ,

3

3

3

3

1 3

\ 4/4 »

1 In addition to the rates given above relating to creditors, 2% per cent, was paid by the Union on the
B.L.E.U. special credit.

2 The rate applicable to credit within the rallonge of $600 million granted to France.
3 The rate applicable to special credit granted to France by the Union and to the Union by the five lending

countries.

U p t o D e c e m b e r 1 9 5 7 g r o s s i n t e r e s t p a i d b y t h e U n i o n t o t a l l e d

$ 1 9 1 . 6 m i l l i o n , w h i l e t h e a m o u n t r e c e i v e d w a s $ 1 8 5 . 4 m i l l i o n ; t h e e x c e s s o f

i n t e r e s t p a i d b y t h e U n i o n w a s t h e r e f o r e $ 6 . 2 m i l l i o n . I n t e r e s t i s c a l c u l a t e d

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

i n J u n e a n d D e c e m b e r . T h e i n t e r e s t d e f i c i t h a s b e e n c o v e r e d b y t h e y i e l d

f r o m t h e i n v e s t m e n t s o f t h e U n i o n .

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

c r e d i t g r a n t e d ( $ 7 8 . 9 m i l l i o n ) , f o l l o w e d b y B e l g i u m ( $ 3 7 . 8 m i l l i o n ) , t h e

N e t h e r l a n d s ( $ 2 1 . 6 m i l l i o n ) a n d S w i t z e r l a n d ( $ 1 8 . 7 m i l l i o n ) . T h e U n i t e d

K i n g d o m h a s p a i d a n e t a m o u n t o f $ 7 2 . 7 m i l l i o n a n d F r a n c e $ 3 9 . 6 m i l l i o n .
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A s t h e U n i o n is on a uni form 75 per cent, gold basis for bo th deb tors

and creditors , it migh t be expected tha t t he U n i o n ' s gold and dollar hold ing

would remain stable. Changes do, however, take place, owing largely t o

payment s on a h u n d r e d pe r cent, basis by deb tors above t h e quotas (and

rallonges) and, voluntarily, wi th in the quotas . T h e fall at t h e end of 1956

was d u e chiefly to t h e wi thdrawal by F rance of gold previously paid volun-

tarily to t h e U n i o n . T h e increase of $62 mill ion in t h e year ended M a r c h

1958 is a ne t a m o u n t due to in -payments (above the 75 pe r cent.) of $51 mi l -

lion (by France , Greece and Turkey) and voluntary payment s of $28

mill ion (by Por tugal and Switzerland), while $9 mill ion of F r e n c h draw-

ings on t h e special credit and $8 million of t h e final r epayment of the

Belgian special crédit of 1952 fell on the gold and dollar assets of the Un ion .

E.P.U.: Liquid resources.

After value date
for operations

Opening (July 1950) . . . . .

1950 December

1951 June
October
December

1952 June (adjusted) . . . .
December

1953 June
December

1954 June
June (adjusted) . . . .
December

1955 June
December

1956 June
December

1957 March
June
September . . . . . . .

1958 March

U.S.
Treasury
account

Gold U.S.
dollars Total

in millions of U.S. dollars

350

307

286
141
112

123
123

124
124

124
124
124

124
124

124
124

124
124
124
124

124

36
100

150
153

153
153

153
153
153

153
248

291
264

201
209
237
240

126

97

66
2
5

78
97

160
198

267
137
146

123
4

24
2

58
53
51
70

196

350

404

352
179 '
217

351
373

436
475

544 2

414
423

399
376

438
390

383
386
411
433

445

1 Lowest point reached. 2 Highest point reached.

F r o m t h e a u t u m n o f 1 9 5 5 u n t i l t h e e n d o f 1 9 5 7 , w h e n t h e p r i c e o f

g o l d i n t h e L o n d o n m a r k e t w a s b e l o w t h e e q u i v a l e n t o f $ 3 5 p e r fine o u n c e ,

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

t h e i r o b l i g a t i o n s t o t h e U n i o n i n g o l d b a r s r a t h e r t h a n U . S . d o l l a r s . T h i s

h a d a n i n f l u e n c e o n t h e c o m p o s i t i o n o f t h e l i q u i d a s s e t s o f t h e U n i o n , t h e

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

d o l l a r p r i c e o f g o l d i n L o n d o n t o a b o v e $ 3 5 h a s h a d t h e r e v e r s e e f f e c t a n d ,

i n 1 9 5 8 , t h e g o l d h o l d i n g h a s f a l l e n , w h i l e i t h a s a g a i n b e c o m e p o s s i b l e f o r

t h e U n i o n t o i n v e s t t h e c o n s i d e r a b l e d o l l a r i n - p a y m e n t s i n U . S . T r e a s u r y

b i l l s .
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In addition to the forty-eight bilateral repayment and amortisation
agreements already concluded, four further agreements have been negotiated
in the period under review. The following table shows the total of claims
and debts covered by repayment and amortisation agreements, the amounts
already amortised (being the credit repaid) and the amounts outstanding at
the end of March 1958.

E.P.U.: Bi lateral amort isat ion agreements — posi t ion as at March 1958.

Creditors

Austria

Belgium . . . .

Germany . . . .

Netherlands. . .

Portugal . . . .

Sweden

Switzerland . . .

Totals . . .

Total
covered

Amount
received

Amount
out-

standing

in millions of units of account

33

281

552

194

24

88

142

1,314

17

165

298

112

8

58

84

7 4 2

16

116

254

81

16

30

58

571

Debtors

Denmark . . . .

France

Iceland

Italy .

Norway

United Kingdom

Totals . . .

Total
covered

Amount
repaid

Amount
out-

standing

in millions of units of account

130

232

5

268

109

570

1,314

78

149

4

142

60

310

7 4 2

52

83

2

126

49

260

5 7 1

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

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

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

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

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

f o u r t i m e s t h e a m o u n t o f c r e d i t r e p a i d . C r e d i t r e p a i d u n d e r t h e s e a g r e e m e n t s

u p t o M a r c h 1 9 5 8 t o t a l l e d $ 7 4 2 m i l l i o n , b e i n g 5 7 p e r c e n t , o f t h e t o t a l

a m o u n t c o v e r e d . 7

3 . T h e financial p o s i t i o n o f t h e U n i o n i n t h e s p r i n g o f 1 9 5 8 .

T h e n e x t t a b l e s h o w s t h e f i n a n c i a l p o s i t i o n o f t h e U n i o n , g i v i n g a c r o s s -

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

1 9 5 8 ; t h e e f f e c t o f t h e a n t e - q u o t a s e t t l e m e n t s a n d a d j u s t m e n t s , i n c l u d i n g t h e

g r a n t i n g o f s p e c i a l c r e d i t s ( a s s e t t l e m e n t s u n d e r A r t i c l e 1 0 b i s ) , a n d t h e

s e t t l e m e n t ( w i t h i n a n d o u t s i d e t h e q u o t a s ) o f t h e r e s u l t i n g a c c o u n t i n g p o s i -

t i o n s a r e a l s o i l l u s t r a t e d . T h e figures s h o w n i n t h e c o l u m n " s e t t l e m e n t s u n d e r

A r t . 1 0 b i s " d e n o t e s p e c i a l c r e d i t s , e x c e p t f o r $ 1 9 6 m i l l i o n r e l a t i n g t o

F r a n c e a n d s o m e $ 5 m i l l i o n t o G r e e c e : t h e s e figures r e p r e s e n t g o l d f o r m e r l y

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

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

b r a c k e t s s h o w n i n t h e c o l u m n " c r e d i t r e c e i v e d o r g r a n t e d " , $ 4 1 m i l l i o n f o r

P o r t u g a l a n d $ 1 2 m i l l i o n f o r S w i t z e r l a n d , d e n o t e t h e c r e d i t p o s i t i o n s t h a t

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

p a y m e n t s o f s i m i l a r a m o u n t s u n d e r A r t i c l e n ( d ) ; t h e r e f o r e t h e s a m e figures

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

b a l a n c e s o f g o l d p a i d i n t h e u s u a l w a y b y t h e c o u n t r i e s i n q u e s t i o n .
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E.P.U.: Cumulative

Member
countries

Austria . . .

Belgium. . .

Denmark . .

France . . .

Germany . .

Greece . . .

Iceland . . .

Italy . . . .

Netherlands .

Norway . . .

Portugal . .

Sweden . . .

Switzerland .

Turkey . . .

United
Kingdom .

Cumulative
creditors .

debtors . .

Net totals . .

Net
positions

cumulative
surplus (+)

or
deficit ( - )
of country

— 76

+ 1,096
— 271

—2,447

+ 4,015
— 283

— 34

— 539

+ 364
— 300

— 123

+ 129

+ 37

— 458

— 1,106

+ 5,643
—5,636

+ 6

positions of member countries,
Effect of ante-quota settlements

and adjustments

Ante-quota
settlements

and
adjust-
ments

+ 125

- 286
5

+ 238

+ 12
+ 269
+ 15
+ 43
+ 30
+ 60

— 3

+ 6

-

+ 92

— 243

— 190

+ 542

+ 352

General
adjust-
ments

in

- 37

— 201

— 35

+ 347

— 57
—

— 2

+ 154
— 37

— 84

— 40

— 117

— 84

— 70

+ 27

— 485

+ 250

— 235

Settle-
ments
under

Art. 10 bis

July 1950 to March 1958.

Covered within the Union

Credit
received(+)

or
granted(—)

Gold
actually
paid (+)

or
received(—)

by Union

Gold
settlement

adjust-
ments

millions of units of account

— 0

— 1

-

\+ 196/
— 27

+ 5
-

- 1
—

-

-

-

— 2

_

—

— 29

+ 239

+ 210

+ 3
+ 152
— 78

— 406

+ 986
— 2

— 5

- 86

+ 89
— 81

( - 41)

+ 4

( - 12)

— 30

— 331

+ 1,235
— 1,019

+ 216

+ 29
+ 492
— 121

— 1,417

+ 2,716

- 6

— 10

— 270

+ 193
— 99

f - 41 \
\- 93I

+ 72

\ - 36 /
- 336

— 709

+ 3,503
—3,150

+ 353

— 20

- 36

- 113

+ 198

+ 241
—

— 6

+ 12
+ 76
- 144

- 31

— 59

— o

— 70

— 283

+ 202
— 437

— 235

Total
equal to

accounting
surplus (+)

or
deficit (—)
of country

+ 12

+ 608

— 311

— 1,625

+ 3,944
— 9

— 21

— 344

+ 358
— 324

— 165

+ 18

— 49

— 436

— 1,322

+ 4,939
—4,606

+ 333

The table on the next page gives, in a simplified form, annual and
quarterly figures of the Statement of Account. Grants by way of initial
balances disappeared after the first year of the Union and since then the
assets side of the statement has contained only the liquid resources (gold
and U.S. dollars) and the credits granted by the Union, while the liabilities
comprise the capital of the Union and the credits received.

The totals of the statement, of liquid resources and of credits received
had all attained record figures in June 1954 before the special repayments
arranged at that time; the downward trend of these figures from that date
until the beginning of 1956 and their subsequent increase can be clearly
seen in the table.

In July, August and September 1957 the turnover of the Union was
very considerable and, by the latter month, credit granted and received and
the total of the statement attained the highest levels for over three years.
In the meantime, up to March 1958, these figures have fallen somewhat as
a consequence of the easing of the exchange position in Europe. The Union's
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E.P.U.: Summary of Statement of Account,
from opening (July 1950) to March 1958.

After operations
for

accounting period

Assets

Liquid
resources

Grants
not yet
received

Credit
granted

Total
of

State-
ment

Liabilities

Capital
Grants
not yet
given

Credit
received

in millions of units of account

Opening (July 1950)

1950 December . .

1951 December . .

1952 December . .

1953 December . .

1954 March . . . .
June
June (adj.) . .
September . .
December . .

1955 March . . . .
June
September . .
December . .

1956 March . . . .
June
September . .
December . .

1957 March . . . .
June
September . .
December . .

1958 March . . . .

350

404

217

373

475

500
544
414
433
423

409
399
377
376

409
438
426
390

383
386
41 1
433

445

215

43

-

-

-

_
—

—

_

—

_
_

-

—
—

—

-

—

362

843

1,020

1,166

1,181
1,177
959
952
967

902
907
933
901

894
832
882
978

1,033
1,080
1,138
1,102

1,094

565

810

1,060

1,393

1,641

1,681
1,721
1,372
1,385
1,390

1,311
1,307
1,310
1,276

1,303
1,270
1,308
1,367

1,415
1,466
1,549
1,534

1,539

286

286

272

272

272

272
272
272
272
272

272
272
272
272

272
272
272
272

272
272
272
272

272

279

87

-

-

-

_
—
—
—

—

_
—
—

—

_
_
_

—

—
—

—

-

436

788

1,120

1,366

,406
,446
,098
,110
,1 16

,036
,032

1,035
1,002

1,029
996

1,034
1,094

1,142
1,193
1,276
1,262

1,267

l i q u i d r e s o u r c e s h a v e , h o w e v e r , c o n t i n u e d t o i n c r e a s e ( o n a c c o u n t o f o n e

h u n d r e d p e r c e n t , i n - p a y m e n t s b y d e b t o r s ) .

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

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

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

s i n c e J u n e 1 9 5 4 . T h e t a b l e a p p l i e s t o o r d i n a r y c r e d i t o n l y ( t o w h i c h t h e

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

1 9 5 8 a n d , o n t h e d e b t o r s i d e , t h e l o n g e r - t e r m l o a n s t o N o r w a y a n d T u r k e y .

( T h e g r a p h , h o w e v e r , a p p l i e s t o a l l c r e d i t g r a n t e d a n d r e c e i v e d . )

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

s c h e m e i n J u n e 1 9 5 4 , o n l y F r a n c e h a s r e c e i v e d m o r e n e w c r e d i t i n t h e

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

n o n e w c r e d i t w a s r e c e i v e d b y F r a n c e i n t h e o p e r a t i o n s b e t w e e n J u l y 1 9 5 7

a n d J a n u a r y 1 9 5 8 , w h e n o n e h u n d r e d p e r c e n t , g o l d p a y m e n t s w e r e m a d e

t o t h e U n i o n ) . I t a l y ' s p o s i t i o n h a s i m p r o v e d s i n c e l a s t y e a r ; c o n s i d e r a b l e

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

t h e c u r r e n t o p e r a t i o n s . T h e U n i t e d K i n g d o m h a s c o n t i n u e d t o m a k e r e p a y -

m e n t s i n e x c e s s o f n e w c r e d i t t a k e n . G r e e c e , a f t e r a s h o r t p e r i o d a s c r e d i t o r ,
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E. P.U.-Total credit outstanding
(showing effect of special amortisations and repayments).

Monthly, in millions of units of account.
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E.P.U.: Ordinary credit amortised and new credit received and granted by
countries, June 1954 to March 1958.

1. DEBTORS.

Cumulative debtor

Denmark

France

Greece

Iceland

Italy

Norway

Turkey

United Kingdom

Totals . . .

Total credit
received

June 1954
(before

adjustments)

Repayments
made

bilaterally
and to Union

New credit
received

for current
operations

Total credit
received

March 1958

In millions of units of account

98

312

6

122

89

30

485

1,142

78

279

4

154

60

310

8 8 4

58

373

2

4

118

51

155

7 6 1

78

406

2

5

86

81

30

331

1,019

2. CREDITORS.

Cumulative creditor

Austria

Belgium

Germany

Netherlands

Portugal

Sweden

Switzerland

Totals . . .

Total credit
granted

June 1954
(before

adjustments)

Repayments
received

bilaterally
and

from Union

New credit
granted

for current
operations

Total credit
granted

March 1958

in millions of units of account

73

217

604

207

30

105

181

1,416

26

202

438

150

12

71

115

1,014

( - 44)

137

820

33

( - 18)

( - 29)

( - 67)

8 3 3

3

152

986

89

4

1,235
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from December 1956 to April 1957, has reverted to a moderate debtor
position (but like Turkey does not participate in the bilateral repayment
scheme).

As regards the creditors, Germany still stands alone in having granted
more new credit than has been repaid to it. Indeed, Austria, Portugal,
Sweden and Switzerland have also had credit repaid to them on account
of deficits in the course of the current operations, in addition to the
repayments received bilaterally and from the Union. Portugal has continued
to be a debtor during the year and the bilateral arrangements remain
suspended. The same applied to Austria until September 1957 when bilateral
repayments were resumed. Switzerland became a cumulative debtor of the
Union in February 1958 and, in view of the resulting suspension of bilateral
agreements, received no repayments for March 1958.

E.P.U.: Ordinary credit granted and received — time outstanding.

On value date in
respect of operations

for month
for one
year and

less

for one
to two
years

Outstanding
for two
to three
years

for over
three
years

in millions of units of account

Totals

Granted by Union to debtors

1951 September

1952 September

1953 September

1954 September

1955 September
December

1956 September
December

1957 March
June
September
December

1958 March

470

936

163

138

184
184

62
190

255
305
340
263

149

40

822

131

137
100

120
80

59
47
32
135

215

40

607

113
160 •

129
79

88
76
80
54

48

40

446
410

506
580

583
601
618
628

612

470

976

1,024

917

880
855

817
929

985
1,029
1,069
1,080

1,024

Received by Union from creditors

1951 September

1952 September

1953 September

1954 September

1955 September .
December ,

1956 September ,
December

1957 March . .
June . . .
September
December ,

1958 March . .

563

784

272

136

135
100

134
193

234
295
382
370

249

379

658

213

93
46

84
97

95
65
94

163

232

295

550
129
186

80
25

54
100
57
69

80 669

—

—

—

206

665
661

721
769

743
722
702
669

563

1,163

1,226

1,105

1,023
992

1,019
1,084

1,126
1,181
1,235
1,270

1,231
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E.P.U.: Utilisation of the quotas
as at March 1958.

I n M a r c h 1958, 60 pe r cent, of t h e ord inary credi t g ran ted to the

deb to r s of t h e U n i o n had been ou ts tand ing for more t han three years ;

for the credi tors the propor t ion , at 54 p e r cent., was, in contrast wi th t h e

posi t ion t h e year before, somewhat lower. T h e table o n the previous page

shows t ha t since M a r c h 1957, whereas t h e p ropor t ion of credit granted b y

t h e credi tors and outs tanding for over th ree years has decl ined in t h e face

of a considerable increase in the total vo lume of credi t granted, t he p r o -

por t ion of credit received by

the debtors and outs tanding over

th ree years has unde rgone little

change. F o r the credi tors there

has been a slight increase in

credit of one year and less,

while for t h e debtors there has

been a considerable decrease

(in b o t h cases there has been

a fall f rom t h e h igh posit ions

of D e c e m b e r 1957). F o r bo th

credi tors a n d debtors , however,

there has been a large expansion

in credit ou ts tanding for over

one and u n d e r two years.

Cred i t ou ts tanding for be tween

two and th ree years has re-

mained relatively small. I t

should be r e m e m b e r e d that , in

accordance wi th the cumulat ive

principle , r epayments of credit

arising f rom bilateral amort isa t ion

instalments , special r epayments

and reversals of posi t ion always

apply to t h e mos t recently

created deb t .

T h e above table shows that t he debtors were util ising, on t h e average,

74 pe r cent, of their quotas in M a r c h 1958 and tha t those of the credi tors

were d r a w n u p o n to the extent of 135 per cent. However , if Ge rmany ,

whose quota was exceeded by 229 pe r cent. , is excluded, t h e average for

the o ther credi tors works out at only 41 per cent .

Member countries

Austria

Belgium

Denmark

France . . . . . .

Germany

Greece

Iceland

Italy

Netherlands . . .

Norway

Portugal

Sweden

S w i t z e r l a n d . . . .

Turkey

United Kingdom .

Totals

Creditors . . .

Debtors . . .

Quotas

Utilised as at
March 1958

Amounts \"^SSST
as creditor (+) or

as debtor (—)

u i ^ A o ï n t | Percentages

168

805

468

1,248

1,200

108

36

492

852

480

168

624

600

120

2,544

3,649

6,264

+ 12

+ 608

— 311

-1,625

+ 3,944

— 9

- 21

— 344

+ 358

- 324

— 165

+ 18
— 49

— 436

-1,322

+ 4,939

—4,606

+ 7
— 75

— 67

— 130

+ 329

— 8

— 58

- 70

+ 42

— 67

— 98

+ 3
— 8

— 363

— 52

overall
averages

+ 735
— 74
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IX. Current Activities of the Bank.

i . O p e r a t i o n s of t h e B a n k i n g D e p a r t m e n t .

The activities of the Bank progressed satisfactorily and in line with tend-
encies described in the preceding Report, which summarised their development
during the last ten years (Twenty-seventh Annual Report, pages 223-231).

The balance sheet of the Bank as at 31st March 1958, examined and
certified by the auditors, is reproduced at the end of the present Report.
There has been no change in the presentation of the various items.

The method of conversion into gold francs (units of 0 . 2 9 0 3 2 2 5 8 . . .
grammes fine gold - Article 5 of the Statutes) of the various currencies included
in the balance sheet is the same as that adopted in the preceding years;
the conversion is based on the exchange rates quoted for the various curren-
cies against dollars and on the U.S. Treasury's selling price for gold at the
end of the financial year.

The total of the first section of the balance sheet as at 31st March 1958
amounts to 2,232,349,461 gold francs, against 2,181,003,300 gold francs on
31st March 1957.

The total volume of business handled by the Bank during the financial
year under review was about one-third more than the figure for the previous
year, which was itself almost double that for the year 1955-56. The following
table shows the development of this figure, and also of the balance-sheet
total, during the past five financial years.

B.I .S. : B a l a n c e - s h e e t t o t a l s
a n d v o l u m e o f o p e r a t i o n s .

A s stated in N o t e 1 at t h e

foot of t h e mon th ly s ta tements of

account , t he following i tems are not

inc luded in the s t a t emen t s : gold

u n d e r earmark, bills and o the r

securities he ld in cus tody for t h e

account of central banks and o the r

depos i to r s ; gold u n d e r earmark ,

bank balances, bills and o ther secu-

rities he ld by t h e Bank as Agen t

for the Organisa t ion for E u ro p ean

Economic Co-opera t ion (in connect ion wi th t h e E u ro p ean Paymen t s Un ion ) ,

as Depos i ta ry u n d e r t h e A c t of P ledge concluded wi th t h e H i g h A u t h o r i t y of

the E u r o p e a n Coal and Steel C o m m u n i t y , and as T r u s t e e or Fiscal A g e n t for

internat ional loans.

A s was done in the case of the balance sheet as at 31st M a r c h 1957, the

a m o u n t s in ques t ion are shown at the foot of the assets co lumn u n d e r the head-

ing " M e m o r a n d u m accounts (b ) " . T h e figures are given in t h e following table.

Financial
year

1953-54
1954-55
1955-56
1956-57
1957-58

Balance-sheet total
(first part) at end

of year
Volume of
operations

in millions of gold francs

1,512
1,718
1,757
2,181
2,232

15,946
23,385
24,856
45,448
59,170
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B.I.S.: Memorandum accounts.

Items

Earmarked gold
Bank balances
Bills and other securities

Total of items not included in the
balance sheet

31st March 1957 31st March 1958

in millions of gold francs

738.2
35.3

513.4

1,286.9

538.5
47.2

1,088.7

1,674.4

T h e t o t a l o f t h e first p a r t o f t h e B a n k ' s s t a t e m e n t o f a c c o u n t , w h i c h

s t o o d a t 2 , I 8 I m i l l i o n g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 7 , fluctuated w i t h i n

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

l e v e l f o r t h e f i n a n c i a l y e a r , a t 2 , 2 9 9 . 4 m i l l i o n , o n 3 0 t h J u n e . I t d e c l i n e d t o

2 , 0 3 6 m i l l i o n o n 3 0 t h S e p t e m b e r , t h e n r o s e t o r e a c h 2 , 1 4 6 . 1 m i l l i o n o n 3 1 s t

O c t o b e r , t h e r e a f t e r d e c r e a s i n g a g a i n t o 1 , 8 8 9 . 1 m i l l i o n — t h e l o w e s t l e v e l

f o r t h e y e a r — o n 3 1 s t D e c e m b e r . I t s u b s e q u e n t l y r o s e p r o g r e s s i v e l y u p

t o 3 1 s t M a r c h 1 9 5 8 , w h e n i t s t o o d a t 2 , 2 3 2 . 3 m i l l i o n , a figure c l o s e t o t h e

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

a t t h e e n d o f a n y - f i n a n c i a l y e a r s i n c e t h e f o u n d a t i o n o f t h e B a n k .

# #
#

A S S E T S .

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

5 1 3 m i l l i o n g o l d f r a n c s i n t h e s t a t e m e n t o f a c c o u n t a s a t 3 1 s t M a r c h 1 9 5 7 .

I t r e a c h e d i t s h i g h e s t l e v e l f o r t h e financial y e a r — 6 2 6 . 6 m i l l i o n — o n

3 0 t h J u n e ; i t s u b s e q u e n t l y r e g i s t e r e d v a r i o u s fluctuations a n d w a s d o w n t o

3 9 8 . 7 m i l l i o n — t h e l o w e s t figure f o r t h e financial y e a r —• o n 3 1 s t O c t o b e r ,

w h e r e a f t e r i t r o s e a g a i n t o 5 5 8 . 3 m i l l i o n o n 3 1 s t M a r c h 1 9 5 8 .

V a r i a t i o n s i n t h i s i t e m o f t h e a s s e t s d e p e n d , h o w e v e r , n o t o n l y o n

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

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

o p e r a t i o n s . I t w a s m e n t i o n e d i n t h e p r e c e d i n g A n n u a l R e p o r t t h a t t h e

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

s a m e w a s t r u e o f t h e financial y e a r j u s t e n d e d . O n 3 1 s t M a r c h 1 9 5 7 t h e

t o t a l o f c u r r e n t f o r w a r d e x c h a n g e o p e r a t i o n s s t o o d a t 3 8 4 m i l l i o n g o l d f r a n c s ,

a n d o n 3 1 s t M a r c h 1 9 5 8 i t a m o u n t e d t o 3 1 8 m i l l i o n ; f o r w a r d p u r c h a s e s o f

g o l d , w h i c h t o t a l l e d 3 8 8 m i l l i o n o n 3 1 s t M a r c h 1 9 5 7 , s t o o d a t t h e s a m e figure

— 3 8 8 m i l l i o n — o n 3 1 s t M a r c h 1 9 5 8 , w h i l e f o r w a r d s a l e s o f g o l d d e c l i n e d

f r o m 2 3 3 m i l l i o n o n 3 1 s t M a r c h 1 9 5 7 t o 2 1 4 m i l l i o n o n 3 1 s t M a r c h 1 9 5 8 .

T h e f o r w a r d g o l d o p e r a t i o n s u n d e r t a k e n h a d r e s u l t e d o n 3 1 s t M a r c h 1 9 5 7

i n a n e t b a l a n c e o f g o l d t o b e r e c e i v e d ( a n d c u r r e n c i e s t o b e d e l i v e r e d ) o f

1 5 5 m i l l i o n g o l d f r a n c s . T h e c o r r e s p o n d i n g figure o n 3 1 s t M a r c h 1 9 5 8 w a s

1 7 4 m i l l i o n .

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

b a r s a n d c o i n s a s s h o w n i n t h e s t a t e m e n t o f a c c o u n t w a s f r e q u e n t l y l o w e r
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B.I .S.- Assets.
End of month, in millions of gold francs.*

i==sÖ(her Bills and Securities
S a n d Miscellaneous

Time Deposits

; \Sundry Bills

cashable on demand

ills and Acceptances"

Cash and Sight Funds

in bars and coins

2400

2200

2000

180.0

1600

1400

1200

1000

800

600

400

200

1947/48 1948/49 1949/50 1950/51 1951/52 1952/53 1953/54 1954/55 1955/56 1956/57 1957/58 1958/59 1959/60

* First part of statement of account.

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

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

B a n k ' s n e t s t o c k o f g o l d r e m a i n e d a t a h i g h l e v e l a n d w a s i n g e n e r a l g r e a t e r

t h a n t h e t o t a l o f i t s n e t a v a i l a b l e f u n d s .

I n t h e f o l l o w i n g t a b l e t h e i t e m s w h i c h h a v e t o b e t a k e n i n t o a c c o u n t

i n c o n s i d e r i n g t h e B a n k ' s g o l d p o s i t i o n a r e c o m p a r e d a s t h e y s t o o d o n

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

m i n i m u m f i g u r e s f o r t h e y e a r .

B.I.S.: Gold pos i t i on .

End of month

1957 March
June
July
August
September . . . .
October

1958 January
March

Spot position

Gold
in bars

Credits
and other

assets
in gold

Deposits
in a

weight
of gold

Net
gold

assets

Forward
operations

(net balance)

Final
net gold
position

in millions of gold francs

513
626 (max.)
504
564
424
399 (min.)

525
558

204 (max.)
160
190
184
139
133

92
77 (min.)

—627
—703
—780 (max.)
—656
-527
—492 (min.)

—509
—554

90
83

— 86 (min.)
92
36
40

108 (max.)
81

+ 155
+ 161
+ 329 (max.)
+ 185
+ 203
+ 207

+ 147 (min.)
+ 174

245
244
243
277 (max.)
239 (min.)
247

255
255
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The item C a s h on h a n d a n d o n s i g h t a c c o u n t w i t h b a n k s
fluctuated within relatively narrow limits and only rarely fell below 50 million
gold francs. On 31st March 1957 it amounted to 56.9 million gold francs;
it reached its lowest level — 42 million — on 28th February 1958 and was
at its highest — 76.9 million — at the end of the financial year.

The average balance shown under this heading during the financial
year 1957-58 amounted to approximately 56 million gold francs, compared
with 57 million in the preceding financial year.

On 31st March 1958 cash held in dollars accounted for 85 per cent,
of the Bank's total cash holdings in currencies and holdings of Swiss francs
for i r per cent. The corresponding figures on 31st March 1957 were 81 per
cent, and 15 per cent, respectively.

Gold and cash holdings in currencies, taken together, represented
28.4 per cent, of the total of the first part of the statement of account on
31st March 1958, against 26.1 per cent, on 31st March 1957.

There were considerable fluctuations in the total of the rediscountable
portfolio, and on 31st March 1958 it was a little lower than it had been
a year earlier. The following table gives the maximum and minimum figures
for the items C o m m e r c i a l b i l l s a n d b a n k e r s ' a c c e p t a n c e s and
T r e a s u r y b i l l s .

B.I.S.: Rediscountable portfolio.

End of month

1957 March
April
August

1958 March

Commercial
bills and bankers'

acceptances
Treasury bills Total

in millions of gold francs

60.8 (min.)
66.0
95.9

167.6 (max.)

635.3
769.1 (max.)
303.4 (min.)

392.1

696.1
835.1 (max.)
399.3 (min.)

559.7

T h e B a n k ' s h o l d i n g s o f b a n k e r s ' a c c e p t a n c e s — a l l o f t h e m d o l l a r

a c c e p t a n c e s — i n c r e a s e d , p a r t i c u l a r l y a t t h e e n d o f t h e financial y e a r . A s f a r

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

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

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

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

m a i n e d m o r e o r l e s s u n c h a n g e d t h r o u g h o u t t h e financial y e a r . O n 3 1 s t M a r c h

1 9 5 7 i t s t o o d a t 2 3 . 7 m i l l i o n g o l d f r a n c s ; i t r e a c h e d i t s l o w e s t p o i n t —

2 2 . 9 m i l l i o n — o n 3 1 s t J u l y a n d i t s h i g h e s t p o i n t — 3 0 . 4 m i l l i o n — a t t h e

e n d o f t h e financial y e a r .

T h e t o t a l o f t h e B a n k ' s s i g h t i n v e s t m e n t s , c o m p r i s i n g t h e v a r i o u s

i t e m s m e n t i o n e d a b o v e , w a s 1 , 2 8 9 . 6 m i l l i o n g o l d f r a n c s a t t h e b e g i n n i n g o f

t h e financial y e a r . I t r o s e t o i t s h i g h e s t l e v e l o n e m o n t h l a t e r , s t a n d i n g a t

1 , 4 0 2 . 9 m i l l i o n o n 3 0 t h A p r i l , b u t t h e n d e c l i n e d t o i t s l o w e s t p o i n t —
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1,031.9 million — on 31st August. It subsequently remained quite substan-
tially above this level and stood at 1,225.4 million on 31st March 1958. This
figure represented 54.9 per cent, of the total of the first part of the balance
sheet, against 59.1 per cent, a year earlier. During this period the percentage
of sight deposits declined from 5.6 per cent, to 4.2 per cent.; the Bank's
liquidity thus remained very high.

There were considerable fluctuations during the
total of the item T i m e d e p o s i t s a n d a d v a n c e s .
146.5 million gold francs on 31st March 1957, it
— its highest point in the financial year — on
quently fell very rapidly, touching its lowest point -
30th September. From then onwards this total grew
by 31st March 1958 it had risen to 303.2 million —
previous year's figure. During the financial year the
large amount of short-term facilities.

financial year in the
After having stood at
rose to 409.6 million
31st July, but subse-
— 113.6 million — o n
steadily larger, so that
more than double the
Bank granted a fairly

The fluctuations in the total of the item O t h e r b i l l s a n d s e c u r i -
t i e s were, relatively speaking, smaller in extent. This figure had stood at
673,8 million gold francs on 31st March 1957. After various ups and downs
it reached its highest level for the financial year — 835.4 million — on
31st August and then fell again, touching its lowest point — 526.1 million —
on 31st January 1958. At the end of the financial year the total was 634.2
million, i.e. slightly less than the previous end-of-year figure.

The following table affords a comparison of the gold and currency
investments contained in the two above-mentioned groups of investments.

B.I.S.: Time deposi ts and advances and other bills and securi t ies .

Items

Gold
Currencies

Total

31st March 1957 31st March 1958 Difference

in millions of gold francs

204.2
616.1

620.3

76.6
860.8

937.4

— 127.6
+ 244.7

+ 117.1

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

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

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

i n c r e a s e .

T h e f o l l o w i n g t a b l e s h o w s t h e d i s t r i b u t i o n o f t h e a b o v e - m e n t i o n e d

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

a t t h e b e g i n n i n g a n d e n d o f t h e financial y e a r .

W h e r e a s i n v e s t m e n t s a t n o t e x c e e d i n g s i x m o n t h s r o s e o n l y s l i g h t l y , i n -

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

t i o n o f t h e t o t a l a c c o u n t e d f o r b y i n v e s t m e n t s a t o v e r s i x m o n t h s w a s i 8 p e r

c e n t , o n 3 1 s t M a r c h 1 9 5 8 , c o m p a r e d w i t h 8 p e r c e n t , o n 3 1 s t M a r c h 1 9 5 7 .
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B.I .S. : T i m e d e p o s i t s and a d v a n c e s a n d o t h e r b i l l s a n d s e c u r i t i e s .

Period

Not exceeding 3 months
Between 3 and 6 months
Between 6 and 9 months
Between 9 and 12 months
Over 1 year

Total

31st March 1957 31st March 1958 Difference

In millions of gold francs

561.1
192.0
28.3

38.9

820.3

642.8
128.3
38.2
81.2
46.9

937.4

+ 81.7
— 63.7
+ 9.9
+ 81.2
+ 8.0

+ 117.1

T h e r e a s o n s f o r t h e c h a n g e s i n t h e g e n e r a l s t r u c t u r e o f t h e B a n k ' s

a s s e t s i n t h e s e c o n d h a l f o f t h e financial y e a r w e r e t w o f o l d , t h e s e h a v i n g

b e e n d u e t o t h e d e s i r a b i l i t y , o n t h e o n e h a n d , o f k e e p i n g t h e B a n k ' s

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

s h a r p a r e d u c t i o n i n t h e B a n k ' s t o t a l i n v e s t m e n t i n c o m e i n v i e w o f t h e r a p i d

f a l l i n i n t e r e s t r a t e s , p r i n c i p a l l y o n t h e A m e r i c a n m a r k e t . O w i n g t o t h e n a t u r e

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

l i q u i d i n v e s t m e n t s o r i n v e s t m e n t s r e a l i s a b l e a t v e r y s h o r t n o t i c e . C o n s e -

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

m e n t s i s a u t o m a t i c a l l y — a n d s o m e t i m e s s u b s t a n t i a l l y — r e d u c e d .

L I A B I L I T I E S .

T h e B a n k ' s r e s e r v e s i n t h e f o r m o f t h e L e g a l R e s e r v e F u n d a n d t h e

G e n e r a l R e s e r v e F u n d r o s e f r o m 2 1 . 3 m i l l i o n g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 7

t o 2 1 . 7 m i l l i o n o n 3 1 s t M a r c h 1 9 5 8 . A s a r e s u l t o f t h e o p e r a t i o n s o f

t h e y e a r ( s e e b e l o w , s e c t i o n 5 , " F i n a n c i a l r e s u l t s " ) t h e b a l a n c e o f t h e

P r o f i t a n d L o s s A c c o u n t , w h i c h c o m p r i s e s t h e p r o f i t f o r t h e financial y e a r

e n d e d 3 1 s t M a r c h 1 9 5 8 a n d t h e b a l a n c e b r o u g h t f o r w a r d f r o m t h e p r e -

c e d i n g y e a r , a m o u n t e d t o 1 5 . 7 m i l l i o n g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 8 ,

a g a i n s t 1 3 . 1 m i l l i o n a y e a r e a r l i e r . T h e a m o u n t o f t h e i t e m " P r o v i s i o n

f o r c o n t i n g e n c i e s " r o s e f r o m 1 3 3 . 5 m i l l i o n g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 7

to 1 4 3 . 5 m i l l i o n o n 3 1 s t M a r c h 1 9 5 8 . F o r t h e i t e m " M i s c e l l a n e o u s " t h e

figure w a s 1 2 m i l l i o n g o l d f r a n c s a t t h e b e g i n n i n g o f t h e financial y e a r

a n d 1 7 m i l l i o n a t t h e e n d .

B.I.S.: Deposits in gold and currencies.

End of month

1957 March . . . . . . :
April
June
July
October
December

1958 March

Deposits
in gold

Deposits
in currencies

Total

in millions of gold francs

626.8
593.2
703.4
780.0 (max.)
492.1 (min.)
553.3

554.0

1,249.4
1,368.8 (max.)
1,286.2
1,099.4
1,342.0
1,018.4 (min.)

1,355.5

1,876.2
1,962.0
1,989.6 (max.)
1,879.4
1,834.1
1,571.7 (min.)

1,909.5
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B.I.S.
End of month, In

-Liabilities.
millions of gold francs.*

eposits (currencies)

Deposits (gold)

ijorfontingençies and Miscellaneous
' ' ^ " ' " S S S J Reserves

2 ! 5 » Spital

2400

2200

2000

1800

1600

1400

1200

1000

800

600

400

200

Ja1947/48 1948/49 1949/50 1950/51 1951/52 1952/53 1953/54 1954/55 1955/56 1956/57 1957/58 1958/59 1959/60

* Not including liabilities connected with the execution of the Hague Agreements.

T h e m o v e m e n t s o f d e p o s i t s d u r i n g t h e financial y e a r a r e s u m m a r i s e d i n

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

m o v e m e n t o f t h e a g g r e g a t e o f t h e first p a r t o f t h e s t a t e m e n t o f a c c o u n t ,

w h i c h h a s a l r e a d y b e e n d e s c r i b e d .

T h e f o l l o w i n g t a b l e e n a b l e s t h e t r e n d o f d e p o s i t s t o b e f o l l o w e d o v e r

t h e p a s t t w o financial y e a r s .

B.I.S.: Short-term and sight deposits.

Items

Gold
Central banks
Other depositors

Total in gold

Currencies
Central banks
Other depositors

Total in currencies

Total in gold and currencies

Comprising
Sight funds
Short-term funds

Total

31st March 1956 31st March 1957 31st March 1958

in millions of gold francs

457.3
94.8

552.1

869.0
42.0

91 1.0

1,463.1

341.8
1,121.3

1,463.1

470.4
156.4

626.8

1,071.5
177.9

1,249.4

1,876.2

118.7
1,757.5

1,876.2

418.6
135.4

554.0

993.3
362.2

1,355.5

1,909.5

92.9
1,816.6

1,909.5
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Deposits in a weight of gold decreased during the financial year
by 72.8 million gold francs, while currency deposits rose by 106.1 mil-
lion, the resultant increase in the total of these deposits amounting to
33.3 million.

If, however, account is taken of the fact that certain fixed deposits in a
weight of gold made by central banks take the form of a swap of gold
against currencies and figure in the balance sheet as currency deposits — to
the extent of 131 million gold francs on 31st March 1957 and 89 million on
31st March 1958 — deposits in a weight of gold are found to have declined
during the financial year by 114.8 million gold francs, while currency deposits
increased by 148.1 million gold francs.

The distribution of the deposits expressed in a weight of gold and in
currencies is shown, according to term, in the following table.

B . I . S . : D e p o s i t s i n g o l d a n d c u r r e n c i e s
(central banks and other depositors).

Period

At sight
At not exceeding 3 months
Between 3 and 6 months
Between 6 and 9 months
Between 9 and 12 months
Over 1 year

Total . . . .

Deposits in gold

31st March
1957

31st March
1958 Difference

Deposits in currencies

31st March
1957

31st March
1958 Difference

in millions of gold francs

83.3
442.5
101.0

626.8

21.3
406.1
126.6

554.0

— 62.0
— 36.4
+ 25.6

— 72.8

35.5
929.1
209.5

16.4
1.4

57.5

1,249.4

71.6
947.3
204.2

95.0
1.4

36.0

1,355.5

+ 36.1
+ 18.2
— 5.3
+ 78̂ 6

— 21.5

+ 106.1

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

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

m o n t h s , w h i l e d e p o s i t s a t b e t w e e n t h r e e a n d s i x m o n t h s i n c r e a s e d s o m e w h a t .

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

s m a l l . D e p o s i t s a t n o t e x c e e d i n g t h r e e m o n t h s a n d a t b e t w e e n t h r e e a n d s i x

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

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

d e c l i n e d .

T h e r e w a s t h u s a c e r t a i n s t a b i l i t y — ' i n d e e d , a s l i g h t i n c r e a s e — i n

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

f o r i t s o p e r a t i o n s o n b e h a l f o f i t s c o r r e s p o n d e n t s . T h e B a n k h a s i n f a c t

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

t i m e d e p o s i t s a n d a l l o w i n g i n t e r e s t o n t h e m a t m a r k e t r a t e s . T h i s p o l i c y

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

r a p i d l y d e c l i n i n g r a t e s , a s h a s b e e n m e n t i o n e d a b o v e . N e v e r t h e l e s s , t h e B a n k

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

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

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



Financial
year

1955-56
1956-57
1957-58

in millions of
gold francs

4,650
7,004

10,848
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B . I . S . : T h e v o l u m e o f t h e B a n k ' s g o l d o p e r a -
V o l u m e of g o l d o p e r a t i o n s . . • • 1 T , , . 1 T ra r _ _ i t i o n s a g a i n i n c r e a s e d . I t w a s m o r e t h a n h a l t

a s l a r g e a g a i n a s t h e figure f o r t h e p r e v i o u s

financial y e a r , w h i c h , i n t u r n , w a s v e r y m u c h

h i g h e r t h a n t h a t f o r 1 9 5 5 - 5 6 , a s i s s h o w n

b y t h e a c c o m p a n y i n g t a b l e . T h e s e t r a n s -

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

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

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

b o t h t h e B a n k a n d i t s c o r r e s p o n d e n t s t o e n j o y t h e b e n e f i t o f f o r w a r d o p t i o n s

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

o f t h e i r g o l d h o l d i n g s .

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

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

t h i s o c c a s i o n a l l y c o m p l i c a t e d t h e B a n k ' s p o s i t i o n ; a s u s u a l , h o w e v e r , i t e n -

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

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

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

c o n s i d e r a b l e fluctuations. T h e B a n k ' s a c t i v i t i e s i n t h i s s p h e r e y i e l d v e r y

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

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

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

A s i n t h e p a s t , t h e B a n k h a s c o n t i n u e d t o k e e p i n t o u c h w i t h t h e

m a j o r i n t e r n a t i o n a l financial i n s t i t u t i o n s , s u c h a s t h e I n t e r n a t i o n a l B a n k f o r

R e c o n s t r u c t i o n a n d D e v e l o p m e n t , t h e I n t e r n a t i o n a l M o n e t a r y F u n d a n d , m o r e

r e c e n t l y , t h e E u r o p e a n I n v e s t m e n t B a n k . F u r t h e r m o r e , t h e B a n k r e n d e r s

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

h a v i n g i n c r e a s i n g r e c o u r s e t o i t s s e r v i c e s .

S E C O N D S E C T I O N O F T H E B A L A N C E S H E E T .

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

s o l e l y o f t h e a s s e t s a n d l i a b i l i t i e 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 H a g u e

A g r e e m e n t s o f 1 9 3 0 . T h e t o t a l f o r t h i s s e c t i o n r e m a i n s u n c h a n g e d a t

2 9 7 , 2 0 0 , 5 9 8 g o l d f r a n c s .

2 . T h e B a n k a s T r u s t e e a n d F i s c a l A g e n t f o r i n t e r n a t i o n a l

g o v e r n m e n t l o a n s .

T h e a m o u n t s o f n e w b o n d s o f t h e G e r m a n E x t e r n a l L o a n 1 9 2 4 ( D a w e s

L o a n ) a n d o f t h e G e r m a n G o v e r n m e n t I n t e r n a t i o n a l L o a n 1 9 3 0 ( Y o u n g

L o a n ) w h i c h h a v e b e e n i s s u e d b y t h e G o v e r n m e n t o f t h e F e d e r a l R e p u b l i c

o f G e r m a n y i n a c c o r d a n c e w i t h t h e L o n d o n A g r e e m e n t o n G e r m a n E x t e r n a l

D e b t s o f 2 7 t h F e b r u a r y 1 9 5 3 a r e a p p r o x i m a t e l y a s f o l l o w s .
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G e r m a n E x t e r n a l L o a n 1924
(Dawes Loan).

Issue

American

Belgian

British

Dutch

French

Swedish

Swiss

Swiss

Currency

$

£

£

£

£

S.Kr.

£

Sw.fcs

Conversion bonds

40,268,100

456,700

7,333,500

271,000

1,673,600

10,209,000

1,080,800

8,167,000

Funding bonds

7,822,200

123,500

1,977,700

58,300

430,900

106,200

407,400

German

Issue

American

Belgian

British

Dutch

French

German

Swedish

Swiss

G o v e r n m e n t I n t e r n a t i o n a l L o a n 1 9 3 0
(Young Loan).

Currency

$

B.fcs

£

FI.

Fr.fcs

DM

S.Kr.

Sw.fcs

Conversion bonds

53,319,600

190,982,000

16,528,500

12,573,000

37,396,700,000

9,610,900

91,030,000

58,013,700

Funding bonds

8,641,300

43,985,000

3,927,500

322,200

8,226,100,000

334,300

5,891,000

1,393,000

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

Y o u n g L o a n s h a v i n g b e e n p u b l i s h e d o n i 6 t h D e c e m b e r 1 9 5 7 , t h e v a l i d a t i o n

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

b o n d s o f t h e s e i s s u e s .

D u r i n g t h e y e a r u n d e r r e v i e w , t h e B a n k i n i t s c a p a c i t y a s F i s c a l A g e n t

o f t h e T r u s t e e s f o r t h e C o n v e r s i o n a n d F u n d i n g B o n d s o f t h e D a w e s L o a n

a n d a s T r u s t e e f o r t h e C o n v e r s i o n a n d F u n d i n g B o n d s o f t h e Y o u n g L o a n

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

A g r e e m e n t , e q u i v a l e n t a l t o g e t h e r t o a b o u t 1 5 . 4 m i l l i o n g o l d f r a n c s f o r t h e

D a w e s L o a n a n d a b o u t 4 0 . 3 m i l l i o n g o l d f r a n c s f o r t h e Y o u n g L o a n . T h e s e

a m o u n t s a r e d i s t r i b u t e d a m o n g s t t h e P a y i n g A g e n t s f o r t h e d i f f e r e n t i s s u e s o f

t h e l o a n s . T h e s i n k i n g - f u n d p a y m e n t s w i l l b e g i n i n t h e c o u r s e o f 1 9 5 8 .

T h e a m o u n t s o f t h e b o n d s o f t h e A u s t r i a n G o v e r n m e n t I n t e r n a t i o n a l L o a n

1 9 3 0 w h i c h h a v e b e e n a s s e n t e d a n d a r e i n c i r c u l a t i o n a r e a p p r o x i m a t e l y a s f o l l o w s .

A m e r i c a n i s s u e $ 1 . 5 3 5 . 9 ° °

A n g l o - D u t c h i s s u e £ 9 6 6 , 9 0 0

S w i s s i s s u e S w . f c s 7 , 0 8 2 , 0 0 0

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

1 6 t h S e p t e m b e r 1 9 5 7 , t h e a r r a n g e m e n t s m a d e t o t h i s e n d b e t w e e n t h e G o v e r n -

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

e n t e r e d i n t o f o r c e .
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During the year under review, the Bank in its capacity as Trustee
received altogether from the Government of the Republic of Austria for
distribution to the Paying Agents the equivalent of about 2.0 million gold
francs in respect of the interest service on the assented bonds. The sinking-
fund payments in respect of this loan are to begin in 1959.

The sums due in respect of the coupons which the Federal Republic of
Germany has undertaken to pay to the extent of 75 per cent, of their nomi-
nal value continued to be furnished through the intermediary of the Bank in
its capacity as Trustee. These sums also included, for the first time, payments
in respect of the coupons of the American issue, the service of which began in
September 1957, and they amounted altogether, during the year under review,
to the equivalent of about 1.5 million gold francs (3.7 million since the beginning
of the payments in 1954). The last coupon is to be paid on ist July 1962.
The coupon-holders can, however, obtain advance payment of the coupons
representing arrears of interest, subject to the deduction of a discount.

3. T h e Bank as D e p o s i t a r y u n d e r t h e t e r m s of t h e A c t of
P l e d g e c o n c l u d e d w i t h t h e H i g h A u t h o r i t y of t h e E u r o p e a n
Coal a n d S tee l C o m m u n i t y .

In 1957 the High Authority of the European Coal and Steel Community
contracted in Luxemburg a further loan for an amount of 100 million
Luxemburg francs, which was granted by the Etablissement d'Assurance
contre la Vieillesse et l'Invalidité, Luxemburg. The loans contracted by the
High Authority up to the present, amounting altogether to the equivalent
of about 506.6 million gold francs, are listed below.

Series of
Secured
Notes of
the High
Authority

1st

2nd

3rd

4th

5th

6th

7th j
8th \
9th j
10th-

Date
of

issue

1954

1955

1955

1955

1955

1956

1956

1957

1957

Country
of

issue

United States

Belgium

Germany

Germany

Luxemburg

Saar

Switzerland

I
United States '

ILuxemburg

Lender

U.S. Government

Caisse Générale d'Epargne
et de Retraite, Brussels

Rheinische Girozentrale und
Provinzialbank,
Düsseldorf

Landesbank für Westfalen,
(Girozentrale), Münster

Caisse d'Epargne de l'Etat,
Luxemburg

Landesbank und
Girozentrale Saar,
Saarbrücken

Public issue

Public issue
1, i,

Bank loans

Etablissement
d'Assurance contre la
Vieillesse et l'Invalidité,
Luxemburg

Amount of loan

$ 100,000,000

B.fcs 200,000,000

DM 25,000,000

DM 25,000,000

B.fcs 20,000,000
Lux.fcs 5,000,000

Fr.fcs 350,000,000

Sw.fcs 50,000,000

$ 25,000,000
$ 7,000,000
$ 3,000,000

Lux.fcs 100,000,000

Rate
rtiOT

interest

37.
3'/,

3%

3%

I

/

4'/4

4 / 4

sy,
5
5

Period
of

loan
(years)

2 5

2 7

2 6

2 6

OT
£. I

21

18

18
5
5

2 5
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T h e p r o c e e d s o f t h e s e l o a n s a r e u s e d b y t h e H i g h A u t h o r i t y t o g r a n t

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

b e e n i n v e s t e d a t s h o r t t e r m .

A s s t a t e d i n t h e p r e c e d i n g A n n u a l R e p o r t s , t h e B a n k f o r I n t e r n a t i o n a l

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

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

H i g h A u t h o r i t y o n 2 8 t h N o v e m b e r 1 9 5 4 . U n d e r t h i s A c t o f P l e d g e t h e B a n k

for I n t e r n a t i o n a l S e t t l e m e n t s h a s a g r e e d t o t a k e i n t o c u s t o d y t h e s e c u r i t i e s

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

f u t u r e l e n d e r s t o t h e H i g h A u t h o r i t y .

D u r i n g t h e financial y e a r 1 9 5 7 - 5 8 t h e B a n k f o r I n t e r n a t i o n a l S e t t l e m e n t s

r e c e i v e d a n d p a i d o u t t h e e q u i v a l e n t o f a b o u t 2 0 m i l l i o n g o l d f r a n c s i n

r e s p e c t o f i n t e r e s t a n d c o m m i s s i o n . T h e first r e d e m p t i o n p a y m e n t s i n r e s p e c t

o f t h e a d v a n c e s m a d e a n d t h e l o a n s c o n t r a c t e d b y t h e H i g h A u t h o r i t y fel l

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

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

4 . T h e B a n k 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 ( E u r o p e a n P a y m e n t s U n i o n ) .

T h e f o r m a t i o n a n d w o r k i n g 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 h a v e b e e n

d e s c r i b e d i n p r e v i o u s A n n u a l R e p o r t s o f t h e B a n k a n d t h e d e s c r i p t i o n is

b r o u g h t u p t o d a t e i n C h a p t e r V I I I o f t h e p r e s e n t R e p o r t .

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 fo 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 u n d e r t h e a r r a n g e m e n t s p r e v i o u s l y m a d e . T h e e x p e n s e s

of t h e B a n k as A g e n t fo r O . E . E . C . a m o u n t e d t o 5 6 8 , 6 7 2 g o l d f r a n c s i n t h e

t w e l v e m o n t h s to M a r c h 1 9 5 8 ; t h i s a m o u n t h a s b e e n d u l y r e i m b u r s e d b y

t h e O r g a n i s a t i o n (as s h o w n i n t h e P r o f i t a n d L o s s A c c o u n t fo r t h e financial

y e a r e n d e d 3 1 s t M a r c h 1 9 5 8 ) .

5. F i n a n c i a l r e s u l t s .

T h e a c c o u n t s fo r t h e t w e n t y - e i g h t h financial y e a r e n d e d 3 1 s t M a r c h 1958

s h o w a s u r p l u s , b e f o r e p r o v i d i n g fo r c o n t i n g e n c i e s , o f 1 9 , 3 1 7 , 7 3 8 g o l d f r a n c s ,

t h e g o l d f r a n c b e i n g a s d e f i n e d i n A r t i c l e 5 o f t h e B a n k ' s S t a t u t e s , i .e . t h e

e q u i v a l e n t o f 0 . 2 9 0 3 2 2 5 8 . . . g r a m m e s o f fine g o l d . T h e c o m p a r a b l e figure

fo r t h e p r e c e d i n g financial y e a r w a s 1 6 , 0 1 4 , 4 6 2 g o l d f r a n c s .

T h e n e t a m o u n t o f i n t e r e s t , d i s c o u n t a n d c o m m i s s i o n e a r n e d w a s a g a i n

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

of t h e A r r a n g e m e n t d a t e d 9 t h J a n u a r y 1 9 5 3 w i t h t h e F e d e r a l R e p u b l i c o f

G e r m a n y r e m a i n e d u n c h a n g e d a t a p p r o x i m a t e l y 4 m i l l i o n g o l d f r a n c s .

I n c o m p a r i s o n w i t h t h e p r e v i o u s y e a r , C o s t s o f A d m i n i s t r a t i o n s h o w e d

a m o d e s t i n c r e a s e .
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F o r t h e p u r p o s e o f t h e B a l a n c e S h e e t a s a t 3 1 s t M a r c h 1 9 5 8 , t h e

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

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

c ies a g a i n s t d o l l a r s a n d o f t h e U . S . T r e a s u r y ' s s e l l i n g p r i c e f o r g o l d a t t h e

e n d o f t h e financial y e a r . T h i s c o n v e r s i o n is c a r r i e d o u t a t t h e q u o t e d o r

off icial r a t e s o f e x c h a n g e o r i n a c c o r d a n c e w i t h s p e c i a l a g r e e m e n t s a p p l i c a b l e

t o t h e r e s p e c t i v e c u r r e n c i e s . A l l a s s e t s h a v e b e e n v a l u e d a t o r b e l o w m a r k e t

q u o t a t i o n s , i f a n y , o r a t o r b e l o w c o s t .

F r o m t h e s u r p l u s f o r t h e financial y e a r e n d e d 3 1 s t M a r c h 1 9 5 8 , t h e

B o a r d o f D i r e c t o r s h a s d e c i d e d t h a t i t is n e c e s s a r y t o t r a n s f e r 10 m i l l i o n

g o l d f r a n c s t o t h e p r o v i s i o n fo r c o n t i n g e n c i e s . T h i s p r o v i s i o n is t h e r e b y

r a i s e d t o 1 4 3 , 5 0 0 , 0 0 0 g o l d f r a n c s .

T h e N e t P r o f i t fo r t h e y e a r , a f t e r d e d u c t i n g t h e a b o v e t r a n s f e r , t h u s

a m o u n t s t o 9 , 3 1 7 , 7 3 8 g o l d f r a n c s . A f t e r p r o v i d i n g 5 p e r c e n t , fo r t h e L e g a l

R e s e r v e F u n d as r e q u i r e d b y t h e S t a t u t e s , i .e . 4 6 5 , 8 8 7 g o l d f r a n c s , a n d

a f t e r a d d i n g t h e b a l a n c e o f 6 , 3 5 4 , 7 2 8 g o l d f r a n c s b r o u g h t f o r w a r d f r o m t h e

p r e v i o u s y e a r , t h e r e i s a s u m of 1 5 , 2 0 6 , 5 7 9 g o l d f r a n c s a v a i l a b l e .

T h e B o a r d o f D i r e c t o r s r e c o m m e n d s t h a t t h e p r e s e n t G e n e r a l M e e t i n g

s h o u l d d e c l a r e a d i v i d e n d o f 3 7 . 5 0 g o l d f r a n c s p e r s h a r e p a y a b l e i n S w i s s

f r a n c s i n t h e a m o u n t o f 5 3 . 6 0 S w i s s f r a n c s p e r s h a r e , i n v o l v i n g a d i s t r i b u t i o n

of 7 , 5 0 0 , 0 0 0 g o l d f r a n c s , a n d s h o u l d d e c i d e t o c a r r y f o r w a r d t h e b a l a n c e o f

7 , 7 0 6 , 5 7 9 g o l d f r a n c s . T h e p r o p o s e d d i v i d e n d o f 3 7 . 5 0 g o l d f r a n c s p e r s h a r e

c o r r e s p o n d s t o 6 p e r c e n t , o n t h e p a i d - u p c a p i t a l . T h e d i v i d e n d d e c l a r e d a t

t h e l a s t A n n u a l G e n e r a l M e e t i n g w a s 3 1 . 5 0 g o l d f r a n c s p e r s h a r e p a y a b l e i n

t h e a m o u n t o f 4 5 S w i s s f r a n c s p e r s h a r e .

T h e a c c o u n t s o f t h e B a n k a n d i t s t w e n t y - e i g h t h A n n u a l B a l a n c e S h e e t

h a v e b e e n d u l y a u d i t e d b y M e s s r s P r i c e W a t e r h o u s e & C o . , Z u r i c h . A

c o p y o f t h e B a l a n c e S h e e t , t h e R e p o r t o f t h e A u d i t o r s a n d t h e P r o f i t a n d

L o s s A c c o u n t w i l l b e f o u n d a t t h e e n d o f t h i s R e p o r t .

6. C h a n g e s i n t h e B o a r d o f D i r e c t o r s a n d i n E x e c u t i v e

O f f i c e r s .

M o n s i e u r H u b e r t A n s i a u x j o i n e d t h e B o a r d as a n e x off icio D i r e c t o r

o n 8 t h A u g u s t 1 9 5 7 u p o n h i s a p p o i n t m e n t a s G o v e r n o r o f t h e N a t i o n a l B a n k

o f B e l g i u m i n s u c c e s s i o n t o M o n s i e u r M a u r i c e F r è r e , w h o h a d r e s i g n e d t h a t

off ice o n r e a c h i n g t h e a g e - l i m i t .

M o n s i e u r J . V a n N i e u w e n h u y s e a t t h e s a m e t i m e t e n d e r e d h i s r e s i g n a t i o n

as a D i r e c t o r o f t h e B a n k f o r I n t e r n a t i o n a l S e t t l e m e n t s a n d w a s t h a n k e d b y

t h e B o a r d a t i t s M e e t i n g o n 1 4 t h O c t o b e r 1 9 5 7 f o r h i s v a l u a b l e s e r v i c e s t o

t h e B a n k . M o n s i e u r A n s i a u x a p p o i n t e d M o n s i e u r F r è r e i n t h e p l a c e o f

M o n s i e u r V a n N i e u w e n h u y s e a s a D i r e c t o r u n d e r A r t i c l e 2 8 ( 2 ) o f t h e S t a t u t e s .

H e a l s o n o m i n a t e d M o n s i e u r C . d e S t r y c k e r a s h i s A l t e r n a t e .
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P r o f e s s o r P . S t o p p a r l i , w h o h a d b e e n a p p o i n t e d b y t h e G o v e r n o r of t h e

B a n k o f I t a l y a s a D i r e c t o r u n d e r A r t i c l e 2 8 ( 2 ) o f t h e S t a t u t e s a n d w h o s e

m a n d a t e w a s d u e t o e x p i r e o n 7 t h N o v e m b e r 1 9 5 7 , w a s r e - a p p o i n t e d i n

O c t o b e r 1 9 5 7 fo r a f u r t h e r p e r i o d o f t h r e e y e a r s .

M o n s i e u r M a u r i c e F r è r e a n n o u n c e d a t t h e m e e t i n g o f t h e B o a r d o n

1 4 t h O c t o b e r 1 9 5 7 t h a t h e h a d d e c i d e d t o offer h i s r e s i g n a t i o n a s C h a i r m a n

o f t h e B o a r d o f D i r e c t o r s a n d P r e s i d e n t o f t h e B a n k . T h i s w a s a c c e p t e d b y

t h e B o a r d w i t h t h e g r e a t e s t r e g r e t a n d t h e D i r e c t o r s w e r e u n a n i m o u s i n a s k i n g

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

M e e t i n g t o b e h e l d o n 9 t h J u n e 1 9 5 8 o f t h e b a l a n c e s h e e t fo r t h e c u r r e n t

financial y e a r . M o n s i e u r F r è r e a g r e e d t o t h i s p r o p o s a l a n d w a s t h a n k e d f o r

t h e m a n y s e r v i c e s h e h a d r e n d e r e d t o t h e B a n k o v e r a l o n g p e r i o d s i n c e

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

B a d e n - B a d e n i n O c t o b e r 1 9 2 9 . H a v i n g a c c e p t e d t h e C h a i r m a n s h i p o f t h e

B o a r d o f D i r e c t o r s i n 1 9 4 6 a t a p a r t i c u l a r l y d i f f i cu l t p e r i o d f o r t h e B a n k ,

h e p l a y e d a d e c i s i v e p a r t i n t h e n e g o t i a t i o n s w h i c h e n a b l e d t h e B a n k t o

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

i t h a d m a d e d u r i n g h i s t e r m of off ice.

A t t h e s a m e m e e t i n g t h e B o a r d o f D i r e c t o r s e x p r e s s e d t h e i r i n t e n t i o n

to i n v i t e D r M . W . H o l t r o p , P r e s i d e n t o f t h e N e d e r l a n d s c h e B a n k , t o

a s s u m e t h e off ices o f C h a i r m a n o f t h e B o a r d o f D i r e c t o r s a n d P r e s i d e n t o f

t h e B a n k i n s u c c e s s i o n t o M o n s i e u r F r è r e . D r H o l t r o p e x p r e s s e d h i s w i l l i n g -

n e s s t o a s s u m e t h e s e off ices a n d h e w a s f o r m a l l y a p p o i n t e d a s f r o m i s t J u l y

1 9 5 8 a t t h e m e e t i n g o f 1 2 t h M a y 1 9 5 8 , h a v i n g b e e n r e - e l e c t e d a s a m e m b e r

o f t h e B o a r d o n 1 0 t h M a r c h .

D r W . V o c k e , w h o h a d b e e n a p p o i n t e d t o t h e B o a r d b y t h e e x officio

D i r e c t o r s u n d e r A r t i c l e 2 8 ( 2 ) , p a r a g r a p h 3 , o f t h e S t a t u t e s , w a s s u c c e e d e d b y

H e r r K . B l e s s i n g o n i s t J a n u a r y 1 9 5 8 a s P r e s i d e n t o f t h e D e u t s c h e B u n d e s -

b a n k a n d a t t h e s a m e t i m e r e s i g n e d h i s s e a t o n t h e B o a r d . H e r r B l e s s i n g

w a s e l e c t e d b y t h e e x officio D i r e c t o r s , o n t h e s a m e t e r m s , a s a D i r e c t o r o f

t h e B a n k f o r I n t e r n a t i o n a l S e t t l e m e n t s , a t a m e e t i n g h e l d o n 1 3 t h J a n u a r y

1 9 5 8 . A w a r m t r i b u t e t o t h e e m i n e n t s e r v i c e s w h i c h D r V o c k e h a d r e n d e r e d

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

a t t h e s a m e m e e t i n g .

I n A u g u s t 1 9 5 7 M r . J a n K n a p , f o r m e r l y o f N o r g e s B a n k , w a s a p p o i n t e d

a S u b - M a n a g e r .
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Conclusion.

The year 1957 was marked by important changes in the world economy:
it witnessed the paradox of a recession coinciding with a continued rise in
national price levels at the very time when there had been a substantial
decline in the world-market quotations for many raw materials.

In such a situation the monetary authorities are faced with a difficult
task. For, indeed, the technique of continuous expansion and of full employ-
ment of all available resources, the mastery of which has become the primary
aim of modern economies, is as yet far from being securely based on exact
knowledge.

But considerable progress has been made. Methods of economic analysis
have since the war become increasingly precise and comprehensive. And
at the same time — more important still — valuable experience has been
gained.

Since the stabilisation of the Italian lira in 1947 monetary policy has
everywhere undergone many vicissitudes; its failures have, however, been no
less instructive than its successes and, broadly speaking, it can now be said
that the prejudices and purely theoretical predilections which were current at
the end of the war have been replaced by a technique which, empirical
though it is, is based on the lessons of reality and is capable of being
effectively adapted to circumstances.

The essential thing is that economic analysis and the sound judgement
born of experience should reinforce each other and be combined in a
coherent policy.

Experience has proved that an active and flexible monetary policy which
does not hesitate to make decisive use of changes in interest rates and other
methods of credit control is a vital weapon, but that this weapon cannot be
fully effective unless it is supported by a financial and commercial policy
resolutely aimed at the same objectives.

Experience has also proved that a stepping-up of production achieved at
the cost of upsetting overall equilibrium provides no assurance of durable
expansion. For, owing to the inevitable inflationary tensions, it will be brought
to a stop either by distortions in the price structure or by external insolvency
or — frequently — by both of these together. On the other hand, it has
become abundantly clear that a firm monetary policy, far from being incom-
patible with a rapid, or often even spectacular, economic expansion, is in fact
the indispensable condition of sustained development.

Experience has proved, too, that a gradual but resolute freeing of
domestic and foreign trade is the best guarantee of balanced expansion and
that prices and exchange rates are ultimately controlled by the markets and
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not by regulations, which, since they attack the symptoms instead of the
disease, are inevitably ineffectual in the long run.

The degree of success achieved by individual countries in recent years
in their fight against inflation and in their efforts to render their economies
capable of withstanding unavoidable fluctuations in business activity has been
largely determined by two factors : the relationship between saving and invest-
ment and the relationship between the rise in incomes and the increase in
productivity.

The maintenance of balance between domestic investment and the
supply of savings is the basic requirement for the avoidance both of foreign-
payments crises and of demand inflation. In view of its importance and of
the policy problems connected with it, a chapter of the present Report has
been devoted to a special study — completing that begun last year — of the
relationship between saving and investment in the various sectors of the
economies of the United States and a certain number of European countries.

With regard to labour productivity, the avoidance of cost inflation has
naturally been easier in countries possessing an initial margin of unutilised
resources than in those which had already reached a state of full employment.
Particularly in the latter, wage increases based on technical progress achieved
in the most advanced branches of activity have tended to spread to other
branches, such as agriculture and commerce, in which the rate of increase of
productivity is slower. As a result the cost of living is apt to rise more than
wholesale prices, thus creating in the economy as a whole a tendency towards
a continual rise in prices and costs.

The stepping-up of productivity demands not only the adoption of
technical measures such as the development of scientific research or the
training of unskilled labour but also the pursuit of a general policy which,
rather than protecting vested interests, will promote the prompt adaptation
of production to changing requirements. In this respect, in particular, the
rigidity of the agricultural policies of many countries is only too often an
obstacle to progress.

Since, if a wage-price spiral is to be avoided, increases in nominal
incomes must be kept in line with the actual rise in productivity in the
economy as a whole, it is essential that in the most favourably placed
branches of activity part of the margin created by technical progress should
be utilised to bring about a reduction in the prices of mass consumption
goods, thus benefiting the whole of the population. This, it should be
repeated, "is, in addition to being a social necessity, a fundamental condition
for any firmly-based economic development".

It is obvious, however, that the wealth of practical knowledge acquired
in recent years cannot afford any protection against short-term fluctuations
which, even when the teachings of experience are not wilfully disregarded,
may come about owing to the difficulty of closely co-ordinating all aspects
of economic policy. Public expenditure, in particular, is partly related to
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aims — of social progress or nat ional defence, for ins tance — which are

ha rd ly influenced by t h e need to i ron out business fluctuations. Especially in

t h e r icher countr ies , changes in t h e tastes and t h e propens i ty to spend of t h e

mass of consumers necessitate difficult ad jus tments in a p roduc t ive appara tus

whose very size adds to its r igidity. Variat ions in t h e ra te of technological

advance may also play, and appear t o have played in the U n i t e d States, a

fairly impor tan t rôle.

Cer ta in useful lessons are, however , being learnt even about these m o r e

unpred ic tab le factors. I t has been found tha t a large-scale expans ion of

consumer credit u n d o u b t e d l y accentuates fluctuations, since it subsequent ly

leads consumers to ho ld back at t h e very t ime w h e n p roduce r s a re cu t t ing

d o w n the i r inves tment . A n d a t t empts to comba t inflationary tendencies by

keeping certain prices (publ ic ut i l i ty rates, rents , etc.) at an artificially low

level only succeed, it is realised, in pos tpon ing t h e inevitable adjus tments ,

wi th t h e resul t t ha t these have t h e effect of ma in ta in ing t h e increase in t h e

cost of living in t imes of recession, t h u s delaying t h e relaxation of mone ta ry

policy which could has ten recovery. O n the o ther h an d , t h e con ta inmen t of

publ ic-sector inves tment du r ing a b o o m and its expans ion in a recession are

seen to provide a useful offset to t h e inverse m o v e m e n t of pr ivate inves tment .

W h i l e realising t h e seriousness of t h e p rob lems p resen ted by t h e cu r ren t

si tuation, we should also recognise tha t it is not w i thou t its favourable aspects.

T h e s t ruc tu re of exchange rates is now m u c h firmer and m o r e realistic

t h a n it has been for a long t ime . Except in a few special cases, t h e present

exchange rates const i tute , on t h e whole, a sound basis for m o v e m e n t s of

goods and capital .

I n those cases where t h e vo lume of savings has recent ly appeared

inadequa te th is has been pr imar i ly d u e to t h e excessive deve lopment of t h e

b o o m in its final phase . I n all countr ies whose finances a n d currencies have

been managed on sound lines the re has been a vigorous expans ion of saving

which resul ted in t h e a t t a inment of record levels in 1957. I t is u p to t h e

authori t ies to encourage this deve lopment b o t h by the i r general policies and

by t h e adopt ion of special measures appropr ia te to t h e par t icular c i rcum-

stances of the i r own countr ies .

If t h e recession gives r ise t o increasing consumer resis tance a n d obliges

producers be t te r to adapt t h e goods they supply to t h e existing p a t t e r n of

d e m a n d , this development , unwe lcome t h o u g h it may be for t h e t ime being,

will const i tu te , f rom a l ong - t e rm poin t of view, a posit ive factor, since i t will

force p roducers t o make ad jus tments which , had they been longer delayed,

would have been even m o r e painful.

A n ad jus tment of prices and p roduc t ion and t h e creat ion of easy capital-

marke t condi t ions — b o t h these factors are equally essential if t h e p resen t

recession is to b e p reven ted from spread ing ; and it is t h e combina t ion of

these factors tha t , in t h e past , has been found to be the mos t effective

means of reduc ing to a m i n i m u m t h e dura t ion of per iods of readapta t ion .
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I t is p robable tha t , at least in some countr ies , special efforts will have

to b e m a d e t o get economic activity in to full swing again. I t is very impor-

tan t for t h e future tha t t h e author i t ies should take t h e greatest care to

choose such measures as are least likely to t ouch off a fresh inflation, delay

inevitable adjus tments and h a m p e r t h e growth of saving. T h e deve lopment

of a wide marke t for l ong- t e rm capital susta ined by modera te b u t r emunera -

tive rates of interest would in any case seem to be an essential condi t ion of

recovery. T h e reduc t ion in t h e vo lume of inves tment and in t h e d e m a n d for

bank credi t in fact establishes easier and more balanced condi t ions in the

capital marke ts .

A factor wh ich should no t b e unde res t ima ted is t h e remarkable expan-

sion of wor ld t rade, not only in value b u t also in vo lume, du r ing the

last t e n years. T h e r e are still too m a n y h indrances to t rade , and some

countr ies are for t h e t ime be ing faced wi th difficult ba lance-of-payments

prob lems . Bu t t h e t endency towards t rade expansion is undeniable . T h e

recession in t h e Un i t ed States has no t as yet given rise to any "dol lar

sho r t age" in t h e rest of t h e world , and it has in any case been amply

demons t ra t ed tha t the imposi t ion of prohibi t ions and restr ict ions on t rade can

never be a lasting r emedy for external deficits.

T h e decl ine in t h e prices of m a n y wor ld -marke t commodi t ies has, it is

t rue , created fresh p rob lems for t h e p roduc ing countr ies . T h e best way of

alleviating these difficulties is, firstly, t ha t th is decline should be allowed to

be p r o m p t l y reflected in t h e domes t ic prices of t h e impor t ing countr ies and,

secondly, t ha t t h e p resen t recession in certain industr ia l count r ies should be

regarded by t h e m not as a pre text for reducing the i r inves tments in less

developed regions bu t , on t h e contrary, as a reason for increasing t h e vo lume

of such inves tment .

Prov ided tha t t h e countr ies whose reserves are s t rongest take, in good

t ime, t h e act ion which t h e s i tuat ion d e m a n d s and provided tha t those which

are faced wi th t h e mos t serious difficulties take resolute steps to el iminate

t h e domest ic causes of the i r disequil ibria, it may be h o p e d t ha t t h e notable

m o v e m e n t in progress towards an expansion of wor ld t rade and towards ever

closer economic co-operat ion in E u r o p e will not be hal ted b y shor t -s ighted

measures of restriction, which would represent a serious retrogression. T h e

expansion of t rade , combined w i th t h e vigorous g rowth of saving, const i tutes ,

in the m o d e r n world, b o t h t h e condi t ion and t h e guarantee of economic

progress .

Respectful ly submi t t ed ,

R O G E R A U B O I N

Genera l Manager .



BALANCE SHEET AND PROFIT AND LOSS ACCOUNT

AS AT 31st MARCH 1958



ASSETS

BALANCE SHEET
IN GOLD FRANCS (UNITS OF 0.290 322 5 8 . . .

Gold in bars and coins 558,297,790 25.0

Cash on hand and on sight account with banks 76,925,327 3.4

Rediscountable bills and acceptances
Commercial bills and bankers'acceptances 167,616,666 7.5
Treasury bills 392,127,830 17.6

559 ,744 ,496

Sundry bills cashable on demand 30,396,275 1.4

T i m e d e p o s i t s and a d v a n c e s
Gold

Between 3 and 6 months 6,907,475 0.3
Currencies

Not exceeding 3 months 233,173,143 10.4
Between 3 and 6 months 32,214,700 1.4
Between 6 and 9 months 30,858,198 1.4

' ~~ 303,153,516

Other bills and securities
Gold

Not exceeding 3 months 33,184,018 1.5
Between 3 and 6 months . . . 36,546,504 1.6

Currencies
Not exceeding 3 months 376,431,591 16.9
Between 3 and 6 months 52,635,006 2.4
Between 6 and 9 months 7,313,445 0.3
Between 9 and 12 months 81,165,102 3.6
Over 1 year 46,948.062 2.1

634,223,728

Miscellaneous assets 1,317,105 0.1

Buildings and equipment 1 0.0

Own funds employed in execution of the Hague Agreements of 1930
for investment in Germany (see below) 68,291,223 3.7

2,232,349,461 700

Funds invested in Germany (see Note 2)
Claims on Reichsbank and Golddiskontbank; bills of Golddiskontbank and

Railway Administration and bonds of Postal Administration (matured)

German Treasury bills and bonds (matured).

Execution of Hague

221,019,558

76,181,040

297,200,598

MEMORANDUM ACCOUNTS

a. Forward gold operations —•
Net balance: gold receivable (currencies to be delivered) 173,648,817

b. Funds, bills and other securities administered OP held by the Bank for account of third parties :
Earmarked gold 538,490,742
Bank balances 47,190,262
Bills and other securities 1,088,738,227

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE.
In conformity with Article 52 of the Bank's Statutes, we have examined the books and accounts of the

and explanations we have required. Subject to the value of the funds invested in Germany, we report that in
drawn up so as to exhibit a true and correct view of the state of the Bank's affairs according to the best of
above-described gold franc equivalents of the currencies concerned.

ZURICH, 6th May 1958.



AS AT 31st MARCH 1958
GRAMMES FINE GOLD - ART. 5 OF THE STATUTES) LIABILITIES

C a p i t a l

Authorised and issued 200,000 shares, each of 2,500 gold francs 500,000,000

of which 25% paid up . . . ~ ~ TT 125,000,000

Reserves
Legal Reserve Fund 8,320,213
General Reserve Fund 13,342,650

Deposits (gold) 21,662,863
Central Banks:

Between 3 and 6 months 117,918,355
Not exceeding 3 months . . . 283,175,278
Sight 17,530,429

Other depositors:
Between 3 and 6 months 8,693,208
Not exceeding 3 months . . . . . . 122,900,376
Sight 3,769,661

Deposits (currencies) ~ 553,987,307

Central Banks:
Over 1 year . . . 36,020,414
Between 9 and 12 months . . . 1,428,010
Between 6 and 9 months 3,098,032
Between 3 and 6 months 35,267,315
Not exceeding 3 months . . . 866,547,357
Sight . . . 50,936,996

Other depositors:
Between 6 and 9 months 91,890,848
Between 3 and 6 months 168,936,542
Not exceeding 3 months . . . . . . 80,698,136
Sight 20,710,839

: '" 1,355,534,489
Miscellaneous 16,992,336

Profit and Loss Account
Balance brought forward from the financial year ended

31st March 1957 6,354,728
Profit for the financial year ended 31st March 1958 9,317,738

15,672 ,466
Provision for contingencies ... 143,500,000

2,232,349,461

Agreements of 1930

Long-term deposits
Annuity Trust Account Deposits of Creditor Governments (see Note 3)
German Government Deposit . . . . . .

Own funds employed in execution of the Agreements (see above)

152,606,250
76,303,125

228,909,375
68,291,223

297,200,598

5.6

1.0

5.3
72.7
0.8

0.4
5.5
0.2

1.6
0.0
0.1
1.6

38.8
2.3

4.1
7.6
3.6
0.9

0.8

0.7
6.4

100

NOTE 1 — For Balance Sheet purposes, the currency amounts of the assets and liabilities have been converted
into gold francs on the basis of quoted or official rates of exchange or in accordance with special agree-
ments applicable to the respective currencies.

NOTE 2 — Under an Arrangement dated 9th Janu
._ _i j t n _ 1 i 1 1 ^ 1 F

1952.

Bank for the financial year ended 31st March 1958, and we report that we have obtained all the Information
our opinion the above Balance Sheet and Memorandum accounts, together with the Notes thereon, are properly
our information and the explanations given to us and as shown by the books of the Bank, as expressed in the

PRICEWATERHOUSE & CO.



PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1958

Net income from the use of the Bank's capital and the deposits entrusted to it
Commission earned as Trustee, etc

Costs of administration:

Board of Directors — fees and travelling expenses . . . 235,332
Executives and staff — salaries, pension contributions

and travelling expenses 3,932,344
Rent, insurance, heating, electricity 37,791
Renewals and repairs of buildings and equipment . . . 104,209
Consumable office supplies, books, publications, printing 326,645
Telephone, telegraph and postage 141,569
Experts fees (auditors, interpreters, economists, etc.) 65,613
Cantonal taxation 35,632
Miscellaneous 149,775

5,028,910

Less: Amounts recoverable for expenses as Agent of
the Organisation for European Economic Co-operation
(European Payments Union) 568,672

The Board of Directors has decided that it is necessary to transfer to the
provision for contingencies

NET PROFIT for the financial year ended 31st March 1958

Transfer to the Legal Reserve Fund — 5% of 9,317,738

Balance brought forward from the preceding year

Dividend of gold francs 37.50 per share, as recommended by the
Board of Directors to the Annual General Meeting called for
9th June 1958

Balance carried forward

Gold francs

23,185,449

5 9 2 , 5 2 7

2 3 , 7 7 7 , 9 7 6

4,460,238

19,317,738

10,000,000

9,317,738

465,887

8,851,851

6,354,728

15,206,579

7 , 5 0 0 , 0 0 0

7 , 7 0 6 , 5 7 9



BOARD OF DIRECTORS

Maurice Frère, Brussels Chairman of the Board of Directors,
President of the Bank

Sir Otto Niemeyer, London Vice-Chairman
Hubert Ansiaux, Brussels
Wilfrid Baumgartner, Paris
Karl Blessing, Frankfurt a/M.
Dr Rudolf Brinckmann, Hamburg
Cameron F. Cobbold, London
Henri Deroy, Paris
Dr M. W. Holtrop, Amsterdam
Dr Donato Menichella, Rome
Dr W. Schwegler, Zurich
Prof. P. Stopparli, Rome
Per Asbrink, Stockholm

Alternates
Pierre Calvet, Paris, or
Jean Bolgert, Paris
Dr Paride Formentini, Rome
J. M. Stevens, London, or
J. St. J. Rootham, London
Cecil de Strycker, Brussels

EXECUTIVE OFFICERS

Roger Auboin General Manager,
Alternate of the President

Baron van Zeeland First Manager,
Head of Banking Department

Frederick G. Conolly Manager
Dr Alberto Ferrari Secretary General,

Head of Department
Dr H. H. Mandel Manager

Dr Sjoerd G. Binnerts Assistant Manager
D. H. Macdonald Assistant Manager
Georges Royot Assistant Manager
Henri Guisan Legal Adviser
Malcolm Parker Administrative Sub-Manager
Dr Antonio Rainoni Research Sub-Manager
Jan Knap Sub-Manager


