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FOURTEENTH ANNUAL REPORT

. OF-THE PRESIDENT OF THE
BANK FOR INTERNATIONAL SETTLEMENTS
announced at the o
ANNUAL GENERAL MEETING
held at
Basle, 22nd May 1944,

_ The President has the honour to submit herewith the Annual Report of the -
- Bank for ‘International Settlements for the fourteenth financial year, beginning -
st April 1943 and ending 31st March 1944. The results of the year's business

" operations are set out in detail in Chapter VII. Net profits, after provision for -

contingencies, amount to 5,253,903.12 Swiss gold francs. After the allocation

to the Legal Reserve that is required by Article 53 of the Statutes, to an

amount equal. to 5 per cent. of the net profits, i.e. 262,695.16 Swiss’ gold

-francs, there' remain 4,091, 20796 Swiss -gold francs available towards the
payment of a dividend. This sum together with the balance of 446.53 Swiss

gold francs brought forward from the thirteenth financial year — in . all

4,991,65449 Swiss gold francs — permits the distribution of a dividend of
T 2495 Swiss gold francs per share. The-amount required for this divideénd

would be 4,990,000 Swiss gold francs leaving 1,654.49 Swiss-gold francs to be

carried forward to the fifteenth financial year. At the ‘end of the year the

balance-sheet total was 467.3 million Swiss gold francs, as.compared. with

_ .4834 mllhon Smss gold francs on 313t March 1943.

The lntensmcatlon of the war, wuth mcreased concentratlon of commercia[

. "and financial interchange in government hands, has further narrowed the field
-of ope_ratlon_s which might come within the scope of the Bank for International

Seftlements. Apart from a few transactions for the International Red Cross and

with certain neutral markets, the main task. of the Bank has been to manage -
its own investments and as far as possible ‘fo give these Investments the

~ form. most likely. to safeguard their capital value in the disturbed conditions .
‘prevailing. The understanding “with which it has met in_ carrying out this -

task and, one might add, the continued exlstence of an international institution -

during a conflict of such-immense proportions, can only be explained by the
Bank's. adherence in all its activities to the principle of .scrupulous neutrality

~ adopted in the autumn of 1939, which has meant the avoldance of all trans- .

actions whereby any question could possibly arlse of conferring advantages

-upon one  belligerent nation to the detriment of'another or of allowing the
use of its facilities to circumvent or evade in any way the restrictions and s

regulations in force :

[



~ With the fourth and fifth years of the war, it has become possiblé fo speak
.of a normal form of war -economy. in.the sense that ‘expedient — but
certainly not ideal — methods have been worked out for -the direction of
production, the handling of . domestic and forelgn trade, and the supervision
‘of exchange, moéney and capital markets with ‘a view to financing the militaiy
effort at low interest rates. The same degree of success has. not, of course,
_been - achieved in all countries — violent inflation, with rapidly mounting com- -
modity prices, bears witness tha’t in 'some areas, as in the Balkans and the
Far East, a fundamental balance-has not yet been reached and may, indeed,

never be reached so long as the war lasts. ‘An outward sign of finality
_attain'ed in the sphere of war economy may_be found .in the budget speech
on 25th April 1944 by the British Chancellor of the Exchequer, announcing
hardly any changes in faxation or in the typés of borrowing; likewise in
“Germany no tax increases were introduced either in 1943 or in 1944, In fact,
almost the only consolation which could be offered to. taxpayers in a number
of countries has been that the rates of war taxation have reached their peak. -
As a result, the yield of individual taxes has tended to remain almost constant
since 1943, a typical ‘instance  being the yield of turnover taxes .in those
countries where ‘it has been possible to arrest the rise in commodity prices.
Year's.of_pr'actic;e- hav'e_,' as a rule, perfected the methods evolved for controlling -
prices and especially for holding down the cost of living; the degree of stability -
- attained may be seen from the following table, in which a price rise .of less
than ten per cent. is shown by the majority of countries after the end of 1942,

Per'__centage'.c_hé'nge in Wholesale P;ice.é and Cost of Llving.

. Wholesale prices S — - Cost of living
_ Countries . Percen.tt_aaa ch_ange Countries . . Percantage channe B
. . from the end | from January- C . from the and | from January— ’
T of 1942 June 1939 ) - of 1942 .1 June 1939
to June 1944 | to Juns 1944 |- o fo June 1944 | to June 1944
Argentina ., . . ... + 10 T+ 106 Argentina . . .. .- - 2 + 10
Australia. .. . .-. . [ + 1 T+, 39 Australia. . . .. .. o] + 22
Canada . ... . + 6 +. 40 | Capada ....... 0 + 18
“Chile, . ....... 4+ 2 + 102 Colombia . . ... . + 36 +- 44
China {Shanghai) . . + 411 (3 S+ 10,205 (D Denmark. . . . . .. + .1 + &7
Denmark. . . . . . . + .1 -+ 98 Eire . .%o, + 7 b 69
Finland .......| + 17 + 168 | Finland . .. .. .. AR + 101 -
France . . .. . ... + 24 + 153¢) | France. . . . . ... + 44 + 16509
Germany. . ... .. + 2 + 10° | Germany . . . .. L 4+ 8 4+ 13
Great Britain . . . . 4+ 3 - - 70 - | Great Britain + 1 + 31
india {Calcutta} . . . -+ 26 + 203 Hungary . . . . . s |+ 300 + 98 (%
Japan ... ... | + 18 + T | dapam . . ...l k15 4+ 48
Manchukuo . . . .. + 26 4+ 112 ‘Manchukuo . . . . . 429 . .+ 156
Mexlco. . ... ... . + B4 + 93 Norway . ...... +.2 + 53
New Zealand . . . . + 6 A+ . 49 Peru. L. + 23. +-. BT
Notway . ....... + 1 + 82 Portugal . . . . ... ) + 19 + 73
Peru. .. ... .. .. +. o+ 106 Roumania . . . ., . . + 60 + 465
“Portugal . ., . ... + 34 4+ 153 | Spaim .. ...... + 4 + 73
‘Spaln . ......,. + T + a1’ "Sweden .. ... ., 0 . + 42
Sweden .. ..... + 1 + - BO Switzerland . _ . . . + 4 +. 53
] Switzerland . . ... . + 4 + 11 Turkey . . . .. . — 20 +.230)
| Turkey . — 8 "4 B383@® | Union of South Africa +° 7 4. 29
Union of South Mrica + 5 +. .86 Uruguay . « « .« « v . o T o A7
United States . . . . + 3 + 36' Unlted Sta.tes e + 4 + 27
(‘) Up to April 1844, @ l"t'.‘“r.-m):pared with August 1939, ' Up to Anril 1944 {9 Up 1o January 1944,

&' Up to March 1944 (5) arch 1944 compared with the average of
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In the first phase of the war a certain rise in the price level, representing' .
the response of prices to the new conditions of supply and demand, may be - -

said to have facilltated the change-over to war production as well as bringing
a Iarger yleld from taxation; but, in order to avoid inflation, definite limits had

' to be set to the price increase. In most countries a close connection was

gradually established between movements. of wage rates .and of living costs,

. and it then became most important to secure a high degree of stability in the
“cost-of-living Index even if this meant heavy subsidies to. producers. and
consumers, it being felt that an increase in wage rates would have a more '
" inflationary effect than subsldy payments. Accordingly, once the index of living
costs approached the ‘*‘danger zone', the watchword became' ‘--'hold the fing'
. {as the Untted Statee put 1t).. :

© Such a policy no doubt enta:ls many difficult problems for the future. on
account of the artificialities which it introduces; but in their decisions the

“authorities have been. pnmanly concerned with thé immediate dangers of the day :

The reaction of the public has always been a factor of importance; and in that
connection mindfulness of past experience seems to have played a greater réle =
than is generally realised. When, in the ‘twentles, ‘monetary order was restored-

after the derangements of the last war, the countries with their currencies at the

1914 gold value were the foliowing: the United States, the United Kingdom,

Canada, Austraha, New Zealand and South Africa; Norway, Denmark, Sweden,

‘Switzerland, Holland and the Dutch !ndies the Argentine, Colombia, Uruguay,
:Venezuela,_Japan and Thalland "For thirteen out of this list of eighteen
countries cost-of-living index numbers have been available; and it is interesting -

to note that every one of these countries has been In a position to avoid

" extreme price rises in the present war: the increase in the cost of living up
“to the middle of 1944 varied from 10 per cent. for the Argentine to 57 per cent.
. for Denmark. This group of thirteen countries included six non-European countries
be!hgerent in the tast war: the -United States, Japan, ~Canada, Australla,

South Africa and Uruguay; six which were neutral: Norway, Denmark, Sweden,

_Switzerland, the Argentine and. Colombia; and only one European belligerent:

Great Britain. That these countries were able, after the war, to sustain their
currency. values was partly due to good fortune, in that neutrality or distance

had kept them aloof from the battlefields but they can mostly claim to have -

had a tradition of orderly. financing.

Effectwe stabilisation of prlces and earnings, restrictlons on dlvldends,

prohibitions against: strikes and Iock-outs, compulsory use of. official em-
ployment agencies — these and other measures have all involved some en-
_¢croachment on economic. freedom, including the right -of labour to press for

better conditions, especially through its trade unions. Naturally, restrictions of

- this kind are apt to produce a certain psychologlcal strain, and dissatis-
- faction- might become 'serlous If certain groups were able to reap large profits

while the broad strata of the population- suffered a reduction in their standard

~ of living. To avoid glarmg inequalities, the schemes which have been Intro- -
duced in various countries for a stabllisation of costs and prices have usually
included a who!e_senes of provisions concerning excess profit taxe_s,_llmitations
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. on wage and salary increases, etc. In so far as such measures have been
successful, however, a brake has been put on the natural drive’ of individuals
Cand groups for an improvement In their standard. Only in cases where it was
felt that pre-war earnings were unduly low or that’ domestic pl‘OdUCthn needed
- a special stimulus — both these conditions being fulfilled as regards -agri-

_culture — has there been a general wulhngnoss to allow higher, prices to. the

‘producers;. but even here a point may soon be reached beyond which further
increases will be regardecl as unjustlflable. : :

Any attempt to present a general picture would however. be misleadmg,
since conditions have varied considerably from country to country, especially
"as regards the rate at which civilian goods have been s_uppliec_l. The best
course is, therefore, to glve some typical examples of production. and
consumption as far as available data permit, it being understood that, as a
result of military events, economic conditions in most countrles deterlorated
in 1944 as compared with- the prevnous year

R P Where warfare has long been in progress, as in large arcas of
the U.S.S.R,, several Balkan countrles and certain parts of ltaly, material
destruction, accompamed by an.interruption in civilian production, has fed to
acute scarcities, so that the barest ‘necessities of life. have been procurabie .
only with the greatest difficulty. But the resilience of human nature has .again
been demonstrated by the low level of consumption at which life could be main-
tained, often for protracted periods. 1t is not possible to give any statistical.
" measure of the dearth -of commodities in the areas concerned, - especially
“since it can never be known what relief may have been obtained from stocks
' hidden ln ‘advance.. :

2, In'a fow countries which as far as the:r main productwe areas -are .
concerned, have escaped actual. warfare, the mobilisation of man-
power has been pushed so fat that domestic productlon' has
_been very greatly reduced. In Finland, for Instance, mob:hsation was
‘at the rate of 16 per cent. of the total population and the situation was more-
‘over ‘aggravated by- a very conmderab[e decline in forelgn trade. What is -
- shown in the graph_ on page 11 as the Index .of production refers. only to

export industries, which experienced a fall to barely 45 per cent. of the pre-war =

level (part of the output of these industries being required, of course, for
_' domaestic consumptlon) For 1943, the total volume of output of all industries
_has been estimated at approximately 70 per cent. of thé level attained in’ 1935,

or about 65 per cent. of the level in 1938-39. "Since the harvest in Finland was

 exceptionally poor in the years 1940 to 1942 (ma'mly on account of'very" cold

-winters), consumers have, for a number of years, had to be satlstled with'.

- very scanty supplles

3. France furnlshes an example of an occupled country whlch
suffered from a fack of labour (about two and a half million of its able-
bodied men being either in Germany — as ‘prisoners -of war, civilian prisoners
" i.e. those deported for political reasons, or specially recruited workers — or else
gerving in the ‘“‘maquis’) and from the purchases and requisitions of



‘the océupying power, which in 1943 had at Its  disposal a- total of
 -Fr.fcs 285 milliard (made up of Fr.fcs 63 milliard on the clearing account
-and Frfcs 196 milliard derived from the. payment of - “occupation costs’ at
Fr.fcs 500 million per day, the remainder being charges for billeting, requisitions,

railway transport etc.). With the progressive depletion of raw-material and other

_stocks, with machinery worn out and the population affected by dwindling food

supplles, curreit production during the war-fell from year to year. It has been

. estimated® that In 1943 the total current output, of which over one-third went
to the occupying power,” amounted to barely 70 per cent. of the pre-war volume, .
_ Less than 50 per cent. of this volume remained for the French- populatlon itself. -

4. For Germany no production figures are available- but it is known that,
as “part of *'total warfar_e ; all men and women who could possrbly be

“spared from other tasks were finally mobilised for service in the-armed forces
or in production. As a result, there was. wrtually no manufacture of articles
“'which, for the time being, the population could possibly do without, the sup--

pression extendmg far beyond the amenities ot life. Consumers. received only

'absolute necessities, but they were able to count on the avallablllty of supplies

in" the quantities announced and at fixed prices, distribution general!y ‘working
satisfactorily even under difficult condrtions caused by bombing, etc. In March

- 1943 the total working population outside agriculture amounted to 30 million,

of which 25 per cent. were women, It is probable that the increased employ-

-ment of women, together “with the prisoners of war and - other foreigners
at work .in Germany, provided full replacement for the German men serving

i_r_t__:the_forces_ In' addition, the |mposition of occupation costs, together with
the clearing system, .enabled Germany, during 1943, to obtain supplies to an

~ estimated value of .RM 37 milliard from occupied countries. By these various
. ‘measures the necessary minimum of civilian supplies was- procured in addition
to the output of armaments.

. 5 Sweden and Swrtzeriand are two neutral countries which have

experrenced a consrderable .decline 1n their foreign trade and have had io pay -
roughly double the pre-war prices for articles and. materials stili received from
abroad. In both countries the most active part of the manpower has to a great
extent been withdrawn from its ordinary occupations for military service or

emergency production. Notwithstanding these difficulties, the supply of com-

- modities has been less reduced than might have been expected — evidence,
on the one hand, of the advantages of not being at war and, on the other,
of the goods available in -a country where prosperity has been widespread for
yea_rs past, - there being all kinds of articles and materials which, in a
.'period'_ of diff.iculty, can’ be put to direct use or turned_ intO'Scrap."’

() See “'Sitvation Economique de la France vers Ie 15 Mars 10437 by the "lnstltut de Cenjoncture" of the

- “'Service: Nalional des Siatistiques"”, Parig. -

(2) Developments in Switzerland and Sweden have been astnnishinglg similar during thls war, as was, in fact
the case durlng the last war. This similarity extends even to the birth and death rates, which for many years
‘and particutarly since 1839, have been well-nigh identical in the two countries (the birth rate in Sweden rlsinq
from 14.9 in 1939 to 19.3 in 1843 and in Switzegand from 15.2 to 19.2). For Sweéden more complete statisti
" data-bave been -published and' may be used to. lllustrate the trends in the two countries. For
. Bweden's import volume was about- 46 per cent. of normal {l.e. of the average for 1936~38) and the expurt
"+ voluine 36 per cent, Imports from the continent of Europe were about 70 per cent.. but from other countries
not more than 22 per cent. of normal. Exports to the continent of Eurgpe reached 75 per cent. of normal and

to other countries only 4. per cent. Thefe was fhus a one- -sided orientation of trads; but even in. relaﬂon to the
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_ 6. The gfeét changes which have occurred in the United Kin'gdbm through
the concentration of all efforts on the war are reflected in the following table.

_ While government
-_expehditure in 1938 took
- roughly one-sixth of the

net national income,’
such expenditure ab-

‘Private and Public’ Expenditure
and income -in the United Kingdom -
' 1938 and 1943.© :

1943

sorbed over one-half in

c.| i e 1988 | : . 1943. A comparison be«
- Calendar years. n current | fo 1838 : ] . y

pounds | pounds 9] tween the -figures for

- 1938 and those for 1943,
the latter reduced to
.pounds of 1938 purchas-
ing power, shows that
the increase in expendi-
“ture has been covere‘d by

in milllons of £ slerling

Private outlay R
1. on consumption. . . .. ..
2. involved In the acquisition
and transier of property and ) . )
. lifo insurance , . . . .. .. 66 .68 46
3. on malntenance, replacermnant . :
and increase in domestic

4072 4991 | 322¢

capital . » . . ... 5L L 645 - 244 - 160 . .
“Government expenditure® . . ... 837 5187 | 3,840 (a) an expans_ion
Total expenditure . . 5620 - | 10,450 . 7,270 - of 22 per _cent. n the_
covered . : national- income as a
overed by . . - . ) - .
Net national income . ... ... . |. 5225 '| 9486 [ es30 | result of longer hours
Dopreciation ete. allowance . . | . 340 Casd 259 of work, disappearance
Gress natlonal product, . ., : 6,565. 9,795 §,785 of unemploym’ent. more
Drafts on foreign investments . ., 55 6585 485 )
: : . - employment of women
Total of gross natianal income ) .
and draf‘_ts on foreign invest- R and also more thorough-
moMs ......---.-- | 5820 | 10480 | 7270 | rationalisation of the pro-

" duction and distribution .

.'(;) Taken {rbm the British White Paper p.r.esanted to'P.arl.Iam'ent an 25tﬁ Aprll ) b
of goods and services;

1944 in connection with the new budget and from an articke in “The
Economlst™ of 6th May 1944, - :

(% Excluding expenditure covered by lend-lease (of. page 181).

- % Pounds of 1938 purchasing power, - (b) acutin consump-

_ _ _ . tion by about 20 per cent;
_ ) .r_é_d'u_t':e'd_ outlay for maintenance and replacement. (since in 1943 such
outlay did not reach the-sum allowed for ‘‘depreciation, etc.'”, there was in
that year a draft on domestic capital which has been estimated. at £126 million);

" (d) drafts on foreign investments. In" order to carry on the war; the
United .Kingdom has unstintingly utilised its resources from past investments
and has also entered into debt.” During the war years to. the end of 1943
“total overseas disinvestments” came to- £3,000 million; this figure does not
include amounts received under lend-lease but comprises, for -instance, the
-repayment of Indian indebtedness in London and liabilities incurred to. the
Government of India (in all some £1,200 million. by the autumn of 1944), the -
funds thus obtained being used, however, for very much the same purpose as_

lend-lease aid. -

continent of Europe there was a cut in the ‘export volume by some 25 per cent. Swedan's main export industries
{especially imber, pulp and paper) experienced -a- marke

trense, effoits of rearmament and production of many substitutes for
investigations show that, in volume, the consumption of food, drink and tobacco in. 1 fel
er cent. Measured in calories-the decline was, however, some-

. leval by 21 per cent,, but In" 1943 by only 17 :
- - what smaller, amounting to 13 per cent, in 1942 and 10 per cent. in 1943, Mea__t- and cheese showed_t_he gteatei_t:

decline, but this was large!
oods previou

cut in consumption, while more milk and potatoes’ were consumed. .

counterbalanced b
impotted, Detall
below the 1839 -
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As regards the cut in prwate consumpt:on, it shouId be noted that.
within the' limits set by rationing, 'basic needs can usually be ‘satisfied at
relatively low prices, thanks partly to the provision of utility goods (often

-exempt even from the purchase tax, for which the standard rate is 14 per cent.};

other goods are also avallable but, if [uxuries, are subject to purchase tax

~ at the rate of 100 per cent.

. 7. The volume of armaments in the United States havmg risen at an
almost unbelievable rate once a state of war had been declared, government

expenditure in . 1943 was" already absorbmg “one-half of the gross national

income; from under $9 milliard in 1938-39, total Federal expenditure increased

to nearly $100 mul_lla_rd in 1943-44.- Provisional estimates place the gross
national income in 1944 at $159 milliard, as compared with $89 milliard

~in 1939, Allowance. being made for the rise in commodity prices, the
'_gros_s natlonal inc’ome in 1944 seems to correspond to $126 milllard in

"dollars of 1939 purchasing

* Indexes of Industrial. Productlon ' ~ power"; the increase in real

on base 1936 = 100. | ~income in the five years from

50,1336 1937 1936 1939140 .!941 1942 1943 1944 1;45 x | 1939 to 1944 would thus be
B+ O PSR U e B R __:250' . about 50 per cent. — a rate

L A o AT | i the even more- spectacular
o e e B S e o A e Haw | rise shown for ‘the . same
T AT T " period by the index of "in-

~ dustrial production.

R e to ‘meet all war requirements,

N including the whole of the lend-

S SV N IO R supply of goods and services

. m-':'-'-'-‘-::::---:----'- sumption. The Federal Reserve

‘annual report for 1943 ‘that
“'despite the fact that there
“has been much dwersmn of
| manpower and resources from
LR SRt ~ civillan to military use, and

o} mduaties oty . A - )
N, sumers’ durable goods,  the
fact seems to be that American
_consumption In 1943 was in the

in any prevlous war year and

o -z | - of improvement which, though.
. . - very high, finds -confirmation

A " This increase in real

N income has made it possible

| lease shipments, . without any
S AR DR I8 diminution in the aggregate

available = for. civillan con-

AR Bort Y Bank of New York says in.its

I AU | a virtual elimination - of con-

s, 1936 1937 638 1930 1980 1961 1943 1943 1944 945 ° ‘aggregate about as high as’ -

A —m—— e w— e
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substantially - above 1939''.* But the average clttzen_ had a much higher income
- .even in real terms and, without any cut in his consumption, was able to
increase his savings. both absolutely and relatively. [t has been calculated
that, for every $1 of income received by the average cltizen In 1939, 87 cents
were spent on goods and services, 415 cents went in taxes and. 8% cents to
savings, while by the middle of 1943 each dollar of income had increased to
'$1.99, of which $1.26 was spent on. goods and services and 21 cents went in

taxes, 62 cents being left for various forms of saving. The rate of saving rose,. -

indeed, from 8% per cent. of individual income in 1939 to about 26 per cent.

in 1943, a rate of 27 per cent. being given for the first quarter of 1944, This
is one of the highest rates of voluntary. sawng ever known in history; it helps .
to explain how It has been possible to avoid a steep rise In prices, although
the total of all incomes recowed by individuals was, even allowing for mcreased
tax payments, substantially in- excess of the supply of goods and services on
sale to consumers, As a rule the surplus spending power has not been used
in an active bid for the available supply of goods but has, in a large measure, .
been added to the ‘public’s holdings of liguid assets, which by the end of 1943
- amounted. to $80 milillard in the form of notes and demand deposits, with an
additional $30 milliard in time deposits, and many milliards - in government
securities (compare page-241).

8. Latin American countries show some common features resultmg

~from the fact that the commodities which they export have generally been in

good demand, while their imports have been less than they would have. liked,
~ their main suppliers of finished artic!es, the United States and- the United
Kingdom, concentrating on the war, In the situation thus arising, almost every

Latin American country sou'ght to set up new domestic industries for the -

manufacture of goods previously Imported; but difficulties - in obtaining the:
-necessary machinery have often proved insurmountable and industrialisatlon
has thus been delayed. Lucrative- exports together with contraction of imports,.
tantamount to a kind of. “forced saving'’, have brought additions to the monetary;
reserves of the Latin American countries: their combined holdings of gold and:
foreign exchange, which were about $900 million in 1938, were expected to reach
$4,000 mllhon by the end of 1944 o

: In the Far East, Chungklng ‘China has been praotlcally cut off from
the outside world except :for lend-lease and similar deliveries obtalnocl from
A[Iled countries. Exports have been almost nil. '

10 Japan, on the other hand, sought to strengthen commerclal re-
lations between the .different territories in the area It dominated, but results
have to some extent been prejudiced- by the long [ourneys which must be
_made by sea. In the spring of 1944 measures were adopted within Japan
proper to attain a higher degree of ‘‘total warfare", com_pulsory service for

* Althou?h fron'l 1940 to 1943 ihe armed forces of the United States increased by ahout 10 milllon, the number
< of civilians in employment went up from 45 o 50 million thanks to absorption of unemployed men and an
increase from 11 1o about 16'4 rmillion in the number of women emploved. Morgover, working hours in
industry rose from 37.% at the be dginning of 1940 to 45.4 in 1944, In 1he laiter year, the armed forces, the staffs
overnment war agencies and the workers empleyed in war industriea together constituled 36 per cent.
of the total numbers in civilian employment and tn the armed forces &s against 13 pet cent. in-January 1840.
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women being - introduced whlle the government at the same time obtained.
authority for a more definite direction of the nation’s manpower. As regards
.price policy, the aim has not been to enforce an. inflexible “price stop" but

rather to allow a certain response to market conditions, higher prices thus

.' _aiding in-the unavo_ida_ble process-of cutting'down cons’umption_._

" The above examples indicate the great difference in certam basic condltlons'

which must be taken as a starting-point in dealing with post-war probiems
There are, however, some common features also: one is. that ‘averywhere the
volume of money ‘is larger than the supply of commodities (not for every
individual or group of Individuals but for the market as a whole); another is

“ the high proportion of the national product taken by governments for the
conduct of the war or to protect a state of neutrality. When it is possible to

réduce_ expenditure under these headings, the task of balancing the national
accounts can be undertaken. For quite a number of countries this should not

prove too difficult, especially in view of the prevailing high rates of taxation
- which, if care is taken, should make it possible to discontinue most of the
'present volummous borrowing. Other ~favourable features of the present

situation, such as the Iarge stocks of wheat, cotton

Wheat Stoc‘:ks arid wool available: in the main producmg areas, must ;

in ‘United States, be taken mto account.

- Canada, - The ‘decline in wheat stocks from 1943 to 1944,
as shown In the tabls, was due in part to harvest

- Australia, ‘results  below the average but more especially to
" on " mittion. 1ncreased use of wheat — partlcuiarly in the United B
1st August | bushels | . States — as a feeding stuff for cattle, pigs and poultry
1pas . aco ] and as a raw material for the production of alcohol, etc. -
: :gﬁ : % At over 900 million bushels -the visible stocks seem,
1941 1,100 however, amply sufficient to meet whatever requirements
- 1942 1,400
1943 1700 | may arise in the form of relief and other shipments to
S1eas |7 1000 Y Eyrgpe; at that figure the stocks would still be more
. 1945° 950
than twice the average size for the five-year perlod
* Esiimated

‘before the present war.
There was an [ncrease in the world's stocks of cotton from 21 .6 million

‘bales at the outbreak of the war to about. 25 million bales -in the  course of

1944, It is, however, the stocks held outside the United States which are
responsible for the increase. Those in the United States actually fell from
some 18 million bales in 1938 to less than 11 million bales in 1944, But even

at this figure the stocks correspond o one year's consumption in the United .
States; and redundance of supplies continues to weigh upoh the markets.
Wool has been accumulating at a still greater rate, the stocks in 1944 being
about ‘six times as large as those held before 1939. By the end of 1944 it was
‘estimated that the world's stock was 10 million 300-lb. bales, of which 8 miilion
were: held in the British Empire, with 6 million in Australia alone. Normally,

Europe consumes between 40 and 50 per cent of the world output of wool,

, while contnbuting only 15 per cent.




—- M —

There will also be surplus stocks of other commodities in existence when
“hostilities cease, and much attention is already being given to the question
of the best form of marketing such stocks. Whatever problems have to be.
* faced in that connection, it is an important fact that, as regards the basic
needs of food and clothing, the requisite raw materials are available with, so
far as one can see, sufficient shipping to deliver them, once it is possible to
cut down war fransport. To ensure that the existing stocks are. put to a
satisfactory use will then-be primarily a question of organisation and credit.

in other flalds also the question” of ﬁost-war arrangéments often hinges
on - suitable organisation rather than on a lack of productive resources. As

the war economy reached its final form in many countries, members of the

government and officlals. were able to give more specific consideration to
the numerous problems which will have to be faced when the war is over,.

\ The war has revealed great capacities of production and has, in particular,
shown how readily the productive powers of a nation can be diverted from one
kind of activity to another. To what extent will mankind succeed in turning
these activities to the satisfaction of peacetime needs, once hostilities have
ceased? During the war many areas have been seriously affected by material
destruction and in private industry much capital equipment has worn out or-
otherwise become unserviceable; but, notwithstanding the physical deterioration
varying in degree from country to country, it will probably- be found that, i
~ other conditions essential to reconstruction were . fulfilled, technical: equipment
could be ‘installed fairly quickly for a resumptlon of peacetime output. But
these '‘other conditions’ are of importance: how soon will it -be  possible to
establish the general framework of political stablhty, balance and confldence
* required to ensure dévelopment of peacetime activities ? in a great number
of countries, the volume of pre-war production could comparatively soon be
attained, or even far surpassed; but such a result presupposes the restoration -
of a settled order as 'regards budgets, monetary systems, commercial
exchange and general economic policy. War experience can be of some
gmdance, but it should be realised that for a variety of reasons a war
economy, ‘with its multiplicity of, restrictions, is in several. respects:. '
less difficult to handle, at least for a limited number of years, than a
‘more flexible and fluid peacetime order capable of producing real prosperity.

Thus in wartime (i} accumulated wealth is drawn upon; (i) huge amounts are
‘borrowed; (iii} full cost-plus prices are paid; (iv) people submit more readily
to sac'rlfnces. (v) one . particular set of products is mainly required; “and-
(vi) governments aré granted exceptional powers. - Here Some comments are
made in regard to each of these pomts B ' C

(l) ‘When a nation's: whole future is. mvolved the war effort has to be_:
sustained at all costs and this means, among other things, that govern-.
ment spending is allowed to eat into the: accumulated
substance of national wealth. The United Kingdom has, for instarice,

drawn on its foreign investments almost to exhaustion. When war ex-
penditure Is compared with the gross product instead of the net national
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income, the reason is that the gross product inciudes the flow of goods

and services devoted to the maintenance and replacement of existing capital -
and that these resources may be available during a limited period for.
~private consumption or for government purposes. In ordinary times to
draw on_them would be rightly condemned as unpardonable extravagance; -

but in a national emergency *“‘disinvestment’ — do’mestic_ as -well as
foreig'n — may be one of the real sources of contribution to the war costs.

(h) War ecanomy is reckless also in other ways, ‘as Is shown by the whole-

sale borrowing to which governments have had recourse. Not that the '
dangers and difficulties inherent in heavy national indebtedness escape
recognition; but they have to be disregarded for the time being.” (The -

volume of borrowing in this war has beaten all previous rtecords; in the

" United.- Sfates, ' for instance, -each .of the six-month periods from the

i

beginning of 1942 to the end of 1944 has added more to the Federal debt
than the whole:increase in this debt during the First World War.).

In war there is no lack of balance in the cost and price structure:

governments pay the full cost-plus price for the products they ‘order
and, under the price contro!, farmers, manufacturers and others must be
allowed to charge prices which cover :the costs of production. But the

working ‘of the system Is dependent partly- upon the abundance of money

- .put into circulation through large government borrowing from the banking

(W)

system and partly upon such measures as the ‘‘wage stop”, which is

not iikely fo be maintained for fong when peace is restored.

Whan the natlon Itself and, perhaps, more is at stake, cut:zens show
ther_nselves_ rea_dy to submit to very ‘high taxation and to accept
other sacrifices. In several countries restrictive trade-union practices

" have been voluntarily abandoned for the duration of the war, the flexibility

- thus obtained being an mdispensable condition for the rapid expansion of
_war production.

V)

There are dlstmct advantages In the fact that it is Iar_gely knoWn

~in advance what products will be needed for the conduct of
“war: guns, tanks, aeroplanes, etc.; and that. these products usually lend
- themselves to manufacture. by ‘the most modern and effective

technique of mass production. In contrast, the requirement_s_of the

~ public n normal times: comprise a thousand and one articles' and services:

- which can never be predetermined with the same accuracy; and only a '

~ proportion of the .articles thus required can be n{anufactured by masg-

production methods. Still; it is in this second state of affairs that people

get what they want and thus add to their material well bemg.

(vi) Constltutlona! consmeratlons are overndden in wartlme, governments bemg

granted wide excepttonal powers. As far as the economic sphere is.

concerned, such powers are almost a necessity, for in wartime it is not

possible to wait for the relatively slow effects of differential price and.
wage changes. But the result of far-reaching government direction is a

.
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“host of orders and de(:'rees,' restrictions and prohibitions involving much
~ discretionary authority for officials with, it- should be added, considerable
‘dangers for the maintenance of business morality and political integrity

There is no queshon but that much - of the experiencge gained in
the direction of war economy can be usefully applied also to
peacetime conditions. A high degree of flexibility will, for Instance, be
required in the reconversion of industry to civilian lines of production; it would,
in particular, be most useful if the suspension of restrictive practices agreed
to for the duration of the war were to be prolonged into the transition period,
“when men demobilised from the forces and workers liberated from armament
factories will have to find normal employment. Even beyond that period a
suspension would have its uses, for it is certain that the efficiency in production

which modern technique makes possible cannot be fully attained without a =

greater freedom from hampering rules than in the years before 1939; and this
-applies to regulations imposed by industrial and commeraal assouations as
well as ’those imposed by labour unions, :

_ ln the nineteenth century, when, thanks to the -expansion of trade - and
industry, work was as a rule to be found in most countries, labour did not fesl

so great a need to seek protection through restrictive practices; but its atti- .-

tude will necessarily be different when, for instance, workers set free by the
Introduction of new machines are threatened with unemployment. ' In the general
interest, however, and not least in the interest of labour itself, there would be
a strong case for removing restrictions if such action were aéco_mp'anied by
social measures guaranteeing a certain minimum to those who, through
no fault of their own, become unemployed and if appropriate steps were also
taken to combat cyclical and other unemployment and to retrain such workers
as had to seek transfer into new frades.

in the present war, care of soldiers famlhes and of other persons in need
has in several countries. been better arranged than was the case in the last
war. A series of measures including the general control of prices, government '
subsidies to bring down prices of necessities, and compensation In the form
‘of an_increase in pay fof higher living costs, has given people the impression
that they are not left to cope single-handed with the results of mighty forces
- over which they can have little or-no influence. These measures have without
doubt contributed to the maintenance of social peace even under difficult
conditions  and they may have had other important consequences. It is indeed
passible that the falrly widespread increase in the birth rate between 1938 -
and 1943, in sharp contrast to the trend in most countries during the last war, -
is connected with the more effective social care now provided.’ '

tf this explanation is at least partly correct it would seem to follow that'
social welfare measures contribute a certain survival value as between different
_ nations.  Although it is admittedly difficult to express an opinion on such
elusive maiters as the reasons underlying- an increase in .birth rates, that
phenomenon has in recent years been sufficiently international in character to
“warrant the conclusion that it depends on forces operating in a number of
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Birth Rates
|n a number of countries in 1913-18 and 1938-43.

countries. It can hardly

.be wrong to say that

(Rates periOOO ||1hab|tants) this rise is a sign of

"'_I'he figures for Bohemia and Moravia have been taken. ) that they dO not W_eaken
EETE SRR pan st e e’ of e
i, o T By Jrar, e i n',?u;’*’?.‘:sﬂ"a:e“,::eﬂ:nz " trios about four-fiths of
is, however, indicated by the ﬂggres in the Rable. g tries about four-fifths of
.all business is in private

hands, and matenal progress as well as the attamment of maximum em-

" ployment, will primarily depend upon ‘the results a_chleved by private Initiative

and enterprise. Without aconomic -expansion there can be no real social

security, for there could thén be no absorption 'of young people into remunera-"

tive employment and no promotion. of the able and- active to responsible

) posmons with satisfying work

Another lesson of the war has been that Speedy transformatron in

wartime may be obtained with the aid of government intervention, and this may
be applied.also to the reconversion of industry during the transition period. As

pointed out above, the main task at the beginning of the war was to con-
centrate activity on those instruments and services speclally required for the

_conduct of the war, while the task in the transition period will be to disperse

productive power among a great variety of peacetime channels, success bsing
determined by the extent to. which prwate persons feel confident: to start new

- businesses and expand old ones. Whether the economy be framed for peace _
or for war, its proper working: presupposes a balance in the cost and price

structure, but the manner of attaining such a balance will not be the same

in"peace as in war. It is not-to be expected that In peace — beyond perhaps

the first stages of the transition period — workers will agree to a hard. and

. fast “‘wage stop . - A more or less permanent holding down of wages would

not of course help to sustain business, for, once the output of civilian

goods is clearly- expanding, real wages must increase in order to provide

an outlet for the growing. supplies: (Whether, “at- the same - time, nominal
wages should rise or not must be dependent upon the trend of the general
price level) :

.'_SfI” less is the balance In the cost and price structure

to be maintained by a continuous heavy increase  in public

- some deep-seated opti-
Countrias First World War " Second World Waa.' | - mism; akin p er_h aps to.
' 1913 198" | 1938 | 1943 recklessness, which is
United Kingdom . .| 243 a1 | 155 | 169 | not._necessar.llg‘; lthe same’
Elre . ..... cvea |22 | 199 | 184 | 223 | as irresponsibility.
Avstralia, . . ... .. 282 25.0 176 | 207 : o :
France. . v .o 188 120 | 148 16.0 e ;
Holland . . ......| 283 253 | 205 230 Social measures,
Denmark ........ 266 24_.1 18.1 21.4 hDW_e\fef, constitute a
tho-SIokai;" N 289 129 168 | 208 Charge on  the prOdUC—
Sweden . .. . ... 232 | 203 149 193 . ’
Switzerland . . . . . . 232 18.7 ts2 | 192 tion of wealth, and care
United States . .. . .| 2585 [ 246 | 176 | 220 | must be taken to ensure
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indebtedness which, as experience shows, must sooner or later ‘(and,
considering the huge indebtedness already accumulated, probably sooner:
than later) lead to financial chaos, with social and other consequences so
disastrous that it would be difficult to exaggerate all the harm which would
“result immediately and in years to come, In" some respects the boundless N
inflation which occurred in certain European countries after the last war
caused more prdfound disturbances than those which the war ’itself had
produced. Other ‘methods than continuous additions to the public debt must,
as in the past, be found to provide the increase in monetary purchasing power. -
required -by an economy expandlng both-in populatlon and in production, and
these methods must be such as not ‘to upset the -balance between costs
and prices. . -

It should not be forgotten: that the process. of providing monetary
purchasing power involves a number of different problems, each
with its ‘own distinctive features. There ‘is the problem of long-trend
{secular) movements, which under the gold standard, .as one might expect,
was largely connected with changes in the current supply of gold; and there
is another problem. more directly related to the different phases of the business
", cycle; further, there are-the problems likely to arise in the transition period
after ‘this war when, for instance, increasing supplies of civilian goods may -
coincide with a reduction in earnings due.to a cessation of armament pro-
duction and to a-general reduction in the out-payments of the state.

' THe diﬁicelties arising and the’ remedies to be applied are not 'the sarﬁe

for each of these different sets of problems and it is, therefore, of importance .. o

* -to keep the three cases just mentioned distinct from one another. But that is .
not being consistently done. There is, indeed, a particular danger, viz, that the
' economic disturbances in the coming transition period will be viewed in the .
light of the, “"great depression” from 1929 to 1933, which, by its very intensity,
burnt itsef- into the minds of people as no similar disturbance has ever
-done. That depression was aggravated by an international liquidity crisis and

certain other extraneous factors; but, even so, ‘it showed the main features of

" the downward phase of a typical business cycle, being characterised by
an_apparent glut in the means of production followed by a shortage of invest- "
ment opportunities and -a tendency for savings to éxceéed the volume of current
investment. I[n a situation of that kind there is an absence of new demand for,

credit accommodation, which makes it difficult -to . .sustain the volume of
monetary purchasing power through the,ordmary machinery of the banking
" system, even with the aid of cheap money and open-market operations. Hence

| the proposals to resort to public works, ‘‘deficit spending' and other direct

forms of ouflay in the hope that a recovery would ‘be mltuated through the.
spreading of purchasing power freshly created in this way. '

It is, however, by no means certain that the troubles thus affectmg the
period 1929-33, viz. a confraction in the volume of monetary purchasing
power and a lack of investment opportunities, ‘will reappear in the transition
‘perlod after this war, It may be regarded as almost self-evident that, in the
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" first phase of the transitien period, these troubles will not arls'é;-for'at _

that time governments will still have to borrow to meet their current expenditure,
and neither the transformation of industry nor the resumption of foreign trade

is likely to have progressed far enough to provide greatly increased supplies for )

civilian requnrements. On the contrary, this first phase may easily wntness a

. scramble for goods and services, since the ordinary consumer may want to
-buy what he has had to do.without for months or years, and business men
may be anxious to replenish their stocks -and instal new machinery in. order-

not to lag behind in the drive for peacetime trade. It will be remembered that
in 1M9-20 a further rise in prices succeeded the wartime increase, tempting

- people into much unwise speculation.. To prevent a recurrence of such aber- -
" rations it is generally agreed 'that, for the first year or so after this war,

government control of prices, costs and distribution ‘must be maintained in all
its essentiais, even . if individual- restrictions can gradually be eased in one
sector after another.. :

As govemments ~are once more able to cover current expenditure by
current revenue and peacetime goods are supplied more abundantly, a new
situation will arise; and is there not reason to fear that a business decli_ne
will then set in, similar to the ‘sharp post-war depression which began in the

late autumn of 19207 It may be. taken for granted that with the return of peace,

prices of some commodities will be reduced as, for mstance, ‘the prices of

-~ expensive substitutes as soon ‘as the natural product is once more obtamable

It must, however, be emphasnsed ‘that, in_all countries where government

control has been successful in preventing shortages from raising the price .

level, the price situation as it ‘is now differs greatly from what it was in the

corresponding petiod of the last war; - and this would seem to- warrant the
~inverse expectation that increases in supplies of ordinary necessities when the

war is over will not result in a pronounced fall in prices. Conditions vary, of

_course, from country to country — price control has not been equally effective.

everywhere and expensive production of substitutes has in some fields been
on a greater scalé than in others (according to the extent to which supplies

have been cut off); but the price table on page 6 above shows how wide-
. spread price stability now Is, or recently was.*

As is shown in the fuller dlscussmn on pages 94—95 it appears 1mprobable
that any marked decline will occur in the price level as measured by the cost-
of-living indexes in the Anglo-Saxon countries. In general, price movements
will presumably vary from country to country according to the speed with

‘which -supplies can be brought. in from abroad, budgets balanced and costs

and exchange rates brought into equilibrium. A downward adjustment of
prices is- usually accompanied by a certain reluctance of the business world

{o enter into new ‘commitments, and is therefore apt to reduce the demand . -

* Had there been no price control, changes in supplies might have had a greater influence oh the price level

than is generally réallsed, If — without price control — the supply of goods and services In a cerialn
COUR had been reduced by 20 per cent., the result would be a rlse in the price index from 100 to 125,
Let it be assumed, In. addition, that an inﬂationanr expansion doubles tha volume of effective monetary demand.

The price. Index would then stand at 280, Of ihe ncrease, 30 points (i.e. one-third) would be dus to the .

exceptional shortage; and to thls extent .the risve would disappear if the shortage should be overcome — but
the Inflationary expansion would remain.’
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for credit. But it seems unlikely that any country could aliow a steep fall
“in its general price levél, considering the heavy public indebtedness everywhere
incurred and the opposition which a substantial reduction in money: wages
would provoke. On-the other hand, as far as credit conditions are concerned, -
the depressive influence of a price fall might not be too difficult to overcome -
in view of the fact that hardly any country will possess the up-to-date capital

equipment needed for its peacetime production. In order to rearrange their
pattern of production and, in particular, to obtain new machinery, individual
firms will either turn to the banks for credit accommodation or, more often,"
use means already in their possession; in either case the result will be -
an active employment of liquid funds. It may, indeed, be found. that

“the volume of current savings barely suffices to enable all firms to invest as -

~much as they would like. Account has to be taken of public needs, for
governments ‘are likely to be in the market for the funds required to reconstruct
devastated ‘areas, build houses and éxecute other projects férming “part
of the post-war development programmes. Apart from actual destruction”of
official and other buildings, the war has left in its wake a ‘‘backlog" of -
unbuilt houses at a.time when large numbers of new families, formed during -
the war years, are anxiously waiting for homes of their own. But not only
governments will build houses; private trade — at least in some countries —
will_be responsible for much of the new construction and will thus make;’

B demands upon the capital market.

_ ~ One compllcatlon in - connection with post-war reconstrUctibn is that
imported materials. and articles, including machinery, will be badly needed in.
a certain number of countries which will not have a sufficiency of foreign means
of payment. .In such cases foreign credits and loans will prove useful,
and such. credits may be forthcoming, since those countries which produce
and normally export the materials and articles .in question will themselves
require an outlet for their products in order .to provide ‘a natural form. of
employment for their own men set free. by the cessation of hostilities. But the.
~ provision of such credits will obvlously constltute an additional charge on the’_
money and capital markets '

Without plunging into speculatlon as fo what is likely to happen in an3
uncertain future, it" does not seem rash to count upon the existence of

many opportumtles for capital investment  even after the first phase of the

transition period. If political security and certain other conditions of a general
character are fulfilled there will presumably be no dearth of opemngs'_'
for the employment of capital for several years after the war; and, soi
far as this particular difficulty is concerned, there. would therefore be no. reason:
to expect anything but fairly good business. Experience shows that, ‘whenever’
credit is actively in demand by some important sectors of an economy, it
becomes a relafively easy: matter to sustain the working. of the credit system'
as a whole :

_ In discussions on p'ost-war. tendencies, it has become a common practice
to refer to what happened during the last war -and in the inter-war period;
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and, as long as it is remembered that in many respects - (particularly - the

cheap-money régime and effectiveness of the price control) the present

economies differ from those of twenty-tive years ago, reference to the past
-may. -be helpful. The two following graphs show changes in the
~national income’ for the United- States and Sweden for the period
1913 to 1943.*

The first index shows the income aétually earned each year. in
U S dollars and in Swedish crowns, i. e, -the nominal income, while the
. second graph shows the same mdex adjusted for price changes, i.s. the
“real income in- terms of

' National Income 19131943 1913 prlces
of Sweden and the United. States. . B _ As regards the real
Indexas 1813 = 100, \
550 550 |- iDCO me there was sur-
CF ' N - prisingly littte  difference -
- S00F 7 3 | between the trends in the
asof: l'__f-,.sg' two countries from 1913
- E / 1 | up to 1929. Such slight
“op _ swedenf l 1% | differences as the graphs.
o L - Ji0 | show for the years'1916-20
- F o /I 3 may well be disregarded,
~anofF : 300 : S
ET j _ - }[ 3 since for those disturbed
senF - Al ' 1 Ty it is hardly possible .
o[ - Ay _ 3250 yoars it is y p
- ! ) " VM Ezuu to find indexes sufficiently
: 2905: /l/ ' \ _/' " .dISti e répresentative to  enable.
80— e v ARet vl 3150 comparable adjustments to .
£ Jﬁ/ ' ' 3 be made. Real income hav-
- 100 100
FLL i ing developed in very much
- sef- 1% the same way in the two
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. the Swedlsh -crown and the dollar had settled down at about the old par:ty, :
-~the . consequence was an abrupt fall. in the level of Swedish. commodity
prices (compare 'pages 97 and 98) together with a violent contraction in the
-national income,

n comparison, it is remarkable to note how slight were the changes in the
nominal income of the United States from 1918 to 1923. This can only mean
“that all through the period of difficult post war readjustment the volume of
monetary purchasu_ng power in the hands of the American people was comparatwely
well sustained. Since the principal source of demand is income currently earned,
the fact that the income volume was sustained meant that the current demand
for goods and services was also kept up. In'the United States there was, in

R ' ' fact, only a very temporary
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the only country comp[etely on the gold -glandard . and therefore receivmg

practlcally all the newly produced gold.,

After this war also, it seems likely that an active foreign demand for -

._American goods will set in and that this demand will help to sustain the

-volume of income in the United States. (foreign countries this time possessing -
~much larger liquid assets on the American market than they had in the years

1920-23)." Should these helpful foreign influences come into operation, it is

quite possible that the volume' of monetary ‘demand in the United States will

be kept up without any particular intervention. It is ‘more difficult to foresee
developments in other countries, but experience after the last war (e.g. in

Finland — compare pags 98) suggests that national money income will not decline :

to ‘any great extent, except in countries where the fixing _df a high exchange
value for the currency exerts a depressive influence on the domestic price

. level. in such cases -- the country in question then being in the same position
as Sweden was after the last war — the policy must either be to correct the
"exchange rate or to bring down the national income (in money terms) as

speedily as possible in order to arrive at a firm basis for recovery (the practi-
cability of such a policy being, inter alia, dependent on an early re-establish-

-~ ment of orderly state finances and the extent to which costs, mcludmg money

wages, can -be brought into line with the falling prtces)

But whatever line 1s taken with regard to the volume of purchasmg power,.

it seems certain that, after such an upheaval as this second world

war, - there will be a large number of 'maladjustments requiring

correction. before balance can” be Trestored in the various

national economies and in their relation to each other. Some of .

the corrective- measures will be confined to the nationa! sphere, while others
will bave an international significance as well.  The foliowing list, which

. does -not clalm to be exhaustwe, instances some of the maladwstments in
: questuon ' :

(1) From a general political point of yiew  the first: task wilt 'bé to create -

an atmosphere of confidence inspired by -belief in a durable peace. As

regards the economic aspects of this peace, H Is of special importance that a

coherent policy should be framed; incompatible courses of action necessarily
lead to a breakdown, which would be the case 'if, for Instance, payment of
debts were demanded but goods and services not accepted. That “it is the
habit of kings to want contradictions' was already ohserved by Tacitus; amld
the complications of modern economic life it has become even more harmful to
‘pursue contradictory policies. " Thus, to avoid inconsistency is the negative side
‘of the task ahead; the -positive side includes the finding of suitable ‘forms for
continuous collaboration in the economic and sacial field, in addition to the purely
political arrangements. .

(2) State finances must be put in ordar, curre_nt. expenditure being covered 'by
current revenue, and borrowing limited to amounts required for capltal purposes,

including post-war reconstruction.. Balanced budgets are necessary not.only for

the purpose of avoiding downright inflation (which may in itself be a compelling
consideration for more than one country) but alse in order.to permit a gradual
lifting of wartime restrictions on money and ‘capital markets, exchanges, foreign
trade, etc.” For only when the monetary purchasing power at the disposal of
the public is not unduly abindant can a country maintain’a balanced position
in relation to other economles without resort to a mass of artificial devices,
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Large publlc indebtedness (apart from the burden it represents wrth regard ;
to the national income)} may easily lead to excessive liquidity on the money and capital
markets, government securities being saleable at about the full nominal price as
long as a cheap-money policy is unequivocally pursued. To cope with the diffi-
culties thus arising, each market must gradually find. the debt composition most -
suitable to it (with a preference, presumably, for long-term rather than floating -
debt) and seek to bring its sécurities as .far as possible into strong hands.

“Arrangements must also be made to ensure that the existence of foreign liabilities

does not prejudice the restoration of exchange stability or |mpair the proper
workmg of the monetary system at a later date. ) ] -

Asg Iong as a state of war continues, the high level of taxation, whatever |ts

- form, does not.as a rule lead to a reduction in. general business activity, a power-

)

ful impetus being exerted by the great demand directly or indirectly due to -

-government spending, while competition, at any rate from abroad, is much reduced.

With the return of peace, a different situation will, however, arise, with important
consequences for the tax system. If, for instance, newly-established firms are .as
heavily burdened as they have been in many countries during the war, the pace
of economic progress will very likefy be slowed down. Excise duties must, more-
over, be arranged in such a way that they do not deter manufacturers from pro-
ducing articles most -suited for export, for |nstance {cf. the mOdlfICGlIOI‘IS in the
British taxation of automobiles).

During. the war capital markets' have practically been reserved for public -issues,. _
cheap interest rates being ensured by the quasi-monopolistic position assumed by
governments in matters of borrowing. When peace returns, private demand for capital

‘will reappear; and, it is in a large measure the intensity. of this demand that will

determine whether in the long run current savings can be adequately invested. To
facilitate a satisfactory flow of funds into private channels, the machinery of the
capital markets may need overhauling, whilst a disposition on the part of investors

to accept the risks and rewards of enterprise more w:lllngly than the security of

prior charges would be most helpful. The fact that equity issues usually prove more
difficuit and expensive to place than bends is unfortunate since a preponderance of
financing by equifies gives flexibility to economic life. Measures taken in some
markets to safeguard prospective investors against fraud, etc. may be altogether
too cumbersome and may hinder rather than encourage a useful employment of
savings. Foreign investments need special attention: here again, legal prohibitions
may narrow the field of possible lending in such a way that trade and industry
suffer. As between allied countries, financial considerations are. not aflowed to
prevent a movement of goods considered necessary for the conduct of the war;
in peacetime other methods have to be ‘used, but it would be most harmful were

~ trade to be restricted by enactments against particular forms of foreign lending.

- (6)

In the period immediately after the war it may often prove difficult to arrange even
export credits through ordinary banking channels, on account of the many clearing
and other agreements in force between different countries; while specially arranged
loan transactions will thus be required for some time, a gradual return to a system
of privately-granted credits kept within reasonable limits will probably once more
provide the best guarantee of prompt payment thus restoring confidence . and
increasing the volume of trade.

That savings are needed for investment,. \i\rhatever the sconomic system, has been
convincingly demonstrated during the last twenty years by the U.5.8.R., which
before this war enforced what was probably the highest rate of peacetime-saving

- the world has ever seen, the purpose being to achieve a rapid industrialisation,

with the springing-up of whole new towns in which there was much construction

of houses to provide accommodation for workers, etc. In the Anglo-Saxon countries
there was at the time a certaln tendency to minimise the importance of savings, it
being feared that their volume might become too great for the exlsting opportunities
of investment. It is unfortunately difficult to cbtain reliable statistics of the magnitude
of .current saving in its different forms, but it can hardly be faken for granted that
there will be a sufficiency of savings for all post-war needs. One danger is that im-
meadiatsly after the war much of the pent-up purchasing power will be used to buy
goods, the increased outlay corresponding te a shrinkage in savings. To guard against
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averse to drawing on past accumulations for the sake of current spending. Another

 danger is that heavy death duties will be paid largely from capital while the pro-

ceeds will be used by the government to meet current expenditure, with a consequent -

_inroad into the volume of savings. These dangers will call for great vigilance,

(M

especially in countries which, in addition to their home requirements in the way

of capital, embark upon investments abroad and need savings for this purpose also. -

Perhaps the central problem In restoring a peacetime economy is how to attain a
natural balance in the cost and price structure after the convulsions brought
about by the war ‘and the artificialities, in the form of subsidies etc., Introduced
by the governments .to hold down the cost of living while giving a stimulus to

production. In an economy based on private initiative and enterprise, market prices -
" play a: decisive part as a guide to production; but in a collective economy also the
. relation between costs and prices is important, as ls shown by the attention being

:devoted to cost accounting in the U.S.S.R. -

. A study of the indexes in ‘almost any country will reveal a number of appre-
ciable price disparities, which will have to disappear step by step with the re-
establishment of a peacetime equilibrium. Wage rates in some countries have

risen by 30 to 40 per cent., the cost of living by 50 per cent. and wholesale prices

by 100 per cent., with an increase of, say, 80 per cent. for domestic- goods and

of 150 per. cent. for Imports. The return to normality will not,” of course, be a
smooth passage in every respect. It will presumably be in the main a result of

- market forces, perhaps helped to some extent by official direction (although care

must be taken that measures officially prescribed do not delay necessary adjust-

- ments - instead of expediting them). It has been said that. ‘‘competition is the best

price control’ and -this will no doubt prove to be the case when the wartime short-
ages of clvilian goods have been overcome. During the war large subsidies have

" been granted to moderate the rise in the cost of living so that money wages could

wartime artificialities taking the form of large-scale subsidies should be eliminated

be kept down. But the result has been that retail prices do not reflect the real
cost situatlon, nor does the cost-of-living index. 1t is important, both for natural
expansion at home ‘and for relations with foreign ~markets, that .the particuiar

with as- little delay as possible.

To do away with subsidies and other artificial means of keeping prices down

- will no doubt prove easier when real wages resume their upward trend, as the output

fot' civilian purposes increases; but there will still be some thorny problems: agri- _

" ¢cultural interests will demand continued support for the pricés of their products, and

in the removal of rent control, for instance, the number of persons affected will be

‘¢onsiderable. In varidus couniries the cost of construction seems to have increased

by percentages varying between 40 and 100 since 1939, while rents have not been
allowed to.rise by more than a small percentage. - Landlords are necessarily

permitted fo charge higher rents for newly-built houseés than for corresponding:

“accommodation -in old houses, except when a part of the cost has been offset by

~government subsidies (which is often the case). There are at least two respects .

in which it is important to re-establish a natural market for dwellings of different
kinds (houses, flats, etc.). Whenever a high rate of economic activity is atfained,
the construction of dwellings and other bulldings is responsible for fully one-half

- of total capital investment; thus, obstacles placed in the way of an expansion of

" investment and the rate of employment. Secondly, under rent control people go
on’ fiving in their old dwellings, since a move might involve the payment of a

the building trade must produce a particularly adverse effect upon the volume of

higher rent; but a reluctance to seek new quarters reduces the mobility of labour,

"and this may be a serious matter when the times call for great industrial changes
and a hlgh degree of flexibility in economic life.

“The restoration of a proper balance in the cost and pnce structure - within
each country forms part of the greater problem of achieving the maximum stability
in world prices. This problem must, moreover, be attacked by way of international

collaboration in the monetary sphere and, maybe, also by price arrangsments covering -

important raw materials and foodstuffs. Many difficult points arise in this connection:
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there must, for instance, be adequate safeguards against possible abuses; it should,
in particular, be remembered that market forces cannot be overridden, although
they may sometimes be turned to account if attention is paid to the basic conditions |
governing long-term trends in supply and demand. OStability must not exclude -

flexibility; prices of individual commodities will continue to move now upwards now

downwards.. There should, however, he no precipitous fall nor any steep rise in
the general level of world prices once. these have found their post-war equilibrium

®.

A difference in the rise In prices has affected the purchasing-power relation
between the currencies of the various countries; and the question arises to what
extent foreign exchange rates must be adjusted to .take account of these
alterations. In actual fact, exchange rates are often fixed in a conventional fashion
either on the old basis or ‘at a particular parity which for some reason or another

. has become ''significant”. As experience proves, however, rates which do not

reflect a true equilibrium have a harmful effect on the whole economic develop-
ment; when a more or'less definite rate is adopted, steps must be taken to ensure
that, with as little delay as possible, costs and prices as well as the volume of
manetary purchasing power fall into line; should the process of adjustment prove -
too difficulf, the wisest course would bhe, as a rule, to alter the rate to the .

. extent required for the establis'hm;‘._.nt of a true equilibrium {cf. pages 42 and 43).

In judging what exchange rates are appropriate for a country, special attention
has to be given to those factors in its economy which. are least susceptible to
change. Wage rates are important in this connection, as being decidedly less
flexible than the general level of wholesale prices; but agricultural prices are often

in a clagss apart in that they are subject to political influences which strongly

oppose any downward adjustment.. Care must also be taken lest the hational

‘income, as measured in money, shoutd be reduced to a point at which the existing

volume of public and private debfs would weigh too heavily on the country’s
economy. But the solution cannot be simply to lower the value of a currency
whenever difficulties arise;  for repeated devaluations (being the cause of many
social injustices) are apt to impair monstary confidence and they may even fail to
achieve the desired results, since a certain adjustment of costs often forms an
indispensable part of a country’s anti-depression policy. .

. A lack of foreign exchange will sometimes impede the pursuit of a réésonable
exchange policy — hence the need for financial aid from outside. An. alteration in

“exchange. rates, morsover, influences the position of other countries — hence the

need for contact between the monetary authorities directly and through an inter-
national organisation. Since the experiences of the inter-war period and the second

- world war, the international aspects of the world's monetary prob!ems have been -

G}

increasingly recognlsed

In forelgn trade both publtc and  private efforts are involved, the governments'
deciding commercial policy, while most of the "actual transactions are handled by
private firms, During the war governments have themselves been- responsible for
large movements of goods, their bulk purchases sometimes extending over years,
Such arrangements will take -a -certain- time  to liquidate and a number of
-governmental agencies may even continue to trade; but the bulk of foreign trading
will most likely be in the hands of private enterprise, upon which the onus of
promoting a recovery in trade must therefore chieﬂy fall. For a few countries,
however, there is bound fo be a radical change in ‘the relation between exports

.and imports as a result of the war, and the ordinary price system may be too

slow in producing the necessary modifications. In such cases government inter-
vention may be helpful, even indispensable; but to be successful it should aim at
establishing conditions likely to fit in with an ult[mate equ:llbrium which market
forces themselves will suffice to maintain. :

In frarnlng post-war commercia! ‘policy an obvious task will be to demolish
as many as. possible of the hindrances placed in the way of trade during the
depression from 1930 onwards and still more during the war. In the course of the

last hundred years an expansion in foreign trade has coincided with and contribuied

“greatly to the rise in the standard of ‘llving. Generally speaking, the export

industries are likely to be the ones for which each nation is specially fitted, being
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the .esser.lce of its economic strength; anything that hampers the.grewth of these
industries [s therefore apt to impair the very activities which afford.the greatest
economlc advantages to the respective countries and eonsequently to mankind as
a whole .

“(10) In dealing w:th foreign trade. housnng, capital rnarkets and other sectors of a
country’s economy, It should be bore in mind that the problems which’
arise are essentially interdependent, That there is' a close connection

" between foreign trade and conditions on the home market is, as a rule, more
- easlly. appreciated in & small than in a large country, since the former lacks the
resources which would enabls it to continue for long in an unbalanced position
vis-3-vis other countries ; it is therefore compelled to adjust its domestic costs to
. a level which can be sustained by its export trade. But no country — big or small —
“can afford to disregard the need for restoring balance between costs and prices.

From ‘the graphs on page 21, showing the trend of the national income in . "
- Sweden and the United States, |t may be deduced that in the years 1920-22 these .-

- two countries adjusted their. cost and price structure faisly quickly; in fact,.the
process fook the form of a short, sharp liquidation of weak wartime positions.
While in 1920-22 recovery in the Unlted States followed a setback which, if acute,
was of short duration, the recovery after the great depression of 192933 was slow
and hesitating since, notwithstanding greatly increased government spending, it
proved difficult for the United States to bring sufficient balance into its cost and
price structure to enable the real national income to regain the 1929 level. In.
fact,” that level was only reached when, in 1939, rearmament bsgan to raise the
“volume of production; and by 1941 the increase In the real Income of the
‘United States exceeded that of Sweden. The pericd from 1914 -has, of course,
been characterised by viglent price changes, the increases and decreases in the
general price level often. amounting to 40-50 per cent. or even more. Under such
-circumstances it was naturally -difficult to attain, and then maintain, a balance in

costs and prices, and a greater stability in the general price level is therefore '

an objective of primary importance, But full stability will probably never be realised .
and individual prices will in any ‘case fluctuate $0 that each particular country will
) 'stlli have to cope wilh the cost and price problems affectlng its own . economy

There is one general aspect of the post war S|tuat|on whlch must not
be Iost.3|ght of in- the mass of detall_ed measures:- there will have to
be mental reorientation, in that governments, individual firms and the

‘great body of consumers will once more have to think in terms of a

peacetime order. Governments will be forced to accustom themselves to
the fact that they are no longer in possession of exceptional powers, and this
change will alse come home to the many official agencies which handle

- wartime affairs and, in practice, take decisions in the name of the govern-

ment. Governments and the public will have to.remember that the methods

- of peacetime finance must forgo further -encroachment upon the substance

of the national wealth. The business world, in its turn, will be forced to realise
that the growth of _monetary' purchasing power in the hands of the government
and . the public must have a definite limit; more attention must necessarily
be. devoted to the export trade and there will be a call for efficient sales
managers and for representatives capabie of competing with the sales organisa-

~ tions of other countries, whilst credits of a commercial character must be available

for foreign as.for domestic trade. Released from the regimentation imposed on
them during the war, consumers in general will be able to choose more’ freely

“among individua['shops and commodities; and. differences in price and in
-quality will then regain their full significance. For many people the return to

a more humdrum flife of peacetime duties will involve a certain mental strain,



— 28 —

and this. may also entail economic difficulties; as regards. - retraining, etc.,
organised aid by the government and by private bodies may then prove useful,
and measures to that end are, indeed, being planned in ‘many countries’ as
part of the demobilisation schemes. : :

_ The economic and financlal adjustments necessary after the war must, as
always, be related to the social and political evolution going on.
-at the time, From a purely business peoint of view, changes of a social and_--
politica! character may involve additional difficulties. When the general -policy
is being framed, it must be the task of the governments to ensure that no
essential economic interest suffers. Economic progress, which expands the .
~volume of production and creates more wealth, is also important from a social
point of view; for besides brmgmg a natural solution to the problem of
employment it provides that increase in national resources by which a sub-

stantial social improvement .can alone be. reallsed :

It is now recogmsed that no country can perm1t a: state of wide-
spréad and prolonged unemployment. The worst result would not be the
loss of production and income but the pernicious effect, moral and. otherwlse,
to which the working population would be exposed, including the worry of ever--
present uncertainty for ‘those actually in work. In a number of countries ‘official
_ investigations have been made into the problems of economic fluctuations with
a view to discovering the means of overcoming depressions -and it has been
found that unemployment may be the result of any one of a number of
different causes. It may, for instance, be due to a structural change in demand
_or to the overvaluation of the currency; it may be a recurrent phenomenon

representing the: downward swing’ of the business cycle; it is sometimes- most
pronounced -in the export industries — and in certain countries this is the
rule; when ‘it primarily affects the domestic situation, it is often most con-
spicuous in the building trade. The remedies applied must naturally be
adapted to the particular maladjustments of each separate case,
the ptincipal aim being to eliminate the root causes. For merely to deal with
the symptoms of the disorder affecting a_particular economy will not be suf-
ficient, and it may in the end prove futile to concentrate on direct provision of
work in_stéad of on the underlying causes of the depression; a satisfactory
state of employment should rightly be regarded . as- a sign of a healthy
~economy, being the by- product of appropriate policy in different fields of human
activity; it may, indeed — like happlness or reputation — be mtssed if |t is too
dellberately sought. ' : : .

In 50 far as any brief general pronouncement on the subject of business
fluctuations is possible, a passage in.the thirteenth Annual Report of this
Bank may be recalled: there it was observed that in the light of past experience,
the restoration of a true balance in the cost and price structure appears io.
provide the only reliable basis for an economic recovery characterised by a
high degree of activity in the investment industries, and with profit and loss
as a guide to production and a gauge of efficiency; and that a combination
.of financial expansion and cost adjustment is likely to bring about a
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revival of economic activity with less real sacrifice and with much ‘greater certainty .

than. would be possible without one or other -of these factors. The circum-
~ stances in each particular country must naturally determine what steps are

required to set on foot a financial expansion and to bring about the necessary

 cost adjustments, the latter term -being interpreted widely enough to .cover
such measures as a gradual lifting of rent control. With regard to financial
expansion, it is quite possible that in many markets the pent-up purchasing
power resulting -from the war will in itself prove sufficient — perhaps even
over-abundant — for all current needs and,. if that should be the case, efforts
must be concentrated on the different cost adjustments. An extreme. case would

be presented by any country in which the exchange value of the currency was

kept so high as to necessitate not only a lowering of prices but also a
definite contraction of the volume of money in circulation; apart from an
alteration. of the exchange value, the only means of arriving at a balance would
then be by a policy quite- the reverse of financial expansion, which, to be
successful, would presuppose a budget in equilibrium and all that:goes with it.
It is, however, well-nigh impossible to predict. what the volume of monetary
demand will be. when demobilisation has been carried through and the large

budget “deficits are being greatly reduced or have disappeared. The steps to

be taken must _necessarily be adapted to circumstances as they develop, and
it is therefore imperative to allow some. measure of flexibility in the planning
of post-war pohcy

‘For government departrnents, central banks and the business world |n'

"general it Wl" be important to foliow most carefully the trend of fmancnal and
other affairs; a coordination of efforts in this respect may be found useful

new departure being the establlshment -of public bodies in the form “of con-
~sulting -boards or *‘councils” including, in addition to officidl delegates, leaders

of private industry, banks and Iabour orgamsatlons, as well as mdependent _

experts

L dealmg with -the problems which will face partlcular countries and
the world in general after this war, the authorities must seek to obtain a
comprehensive view. of the situation, so that the different tasks in
hand may be seen in their true proportions and the available resources
aliotted in the order of urgency. Only in the light of such a; stocktaking can
a sound post-war programme be worked out. After the last war it was
repeatedly  found that, once a. comprehenswe plan had been agreed upon
and put into execution, a relatwely small amount of outside aid was sufficient
to restore balance both at home and in relation to foreign. countries; but
that . uncoordinated assistance, such as the granting of emergency relief
credits, did not greatly contribute to the ultimate reconstruction of the bene-
: flClary colntries, : - -

Upon taking stock of the S|tuatlon, a country will- often find that the
war has left behind it a tangled web .of international and other
liabilities, different in character from peacetime loans contracted -for pro-
~ductive purposes. The exact nature of those liabilities may often have been
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left undefined, and there may be differences of opinion as to the character of
the obligations assumed, the return to be expected, etc. Such uncertainties
can have a most pernicious effect on economic progress, since they. may hold -
up transactions which would otherwise be possible, with a consequent loss
of trade affecting creditors and debtors alike. For political ‘and other reasons
it may be difficult to arrive at satisfactory settlements; but there can be little
doubt that conditions involving suspense provide a most unreliable basis for
economic recovery. 'If maladjustments are left to drag on uncorrected, they
may suddenly produce an explosion, with disastrous consequences. There is
“something “spectacular and heroic in war, while in peacetime the slow persistent
work of eliminating one difficulty after the other will often be anything but -
conducive to the political popularity of those in power, the improvement in the
general situation being as a rule difficult to attribute to any particular measure.
In the situation of the 1920's there were too many. elements of suspense and
“incertitude. - The total of reparation liabilities was long left unfixed; much short-
term and other lending was of such a ‘character that it could not continue in
the same form or on the same scale, and when suddenly reversed it created
a host of problems. This was one of the reasons for the breakdown of the

" newly-established gold standard and at the same time for the loss of belief in .
what had hitherto been firmly. established monetary and economic principles;
and ‘all this had a devastating effect on world trade. One main conclusion to .

be drawn from these experiences is that more care should be taken to de-
termine whether or not any particular proposal really seems a step towards
permanent solution. In some cases it rmay be difficult to tell what
course of action is likely to prove best in the long run; but there will be
others in which little doubt can be entertained. What the world will need is
not posiponement of decisions, ‘hesitation ‘and makeshift measures but real
- solutions so judiclous and wellfounded that they ‘will stand the test of time.
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Il. EXCHANGE RATES, FOREIGN TRADE AND COMMODITY PRICES.
1, EXCHANGE RATES.

The malntenance of stable official rates has contmued to be the primary
objective of exchange policy in almost every part of the worid. The principal
reasons for this policy have often been stated: in addition to the feelmg that a

.deprecia’uon of the ‘national currency would cast a slur on .the government

which- agreed to such a step, it is thought that an alteration in the official

rates of exchange would make it increasingly difficult to withstand inflationary
tendencies. The preservation of exchange -stability has, moreover,
been facilitated by a number of circumstances: :

() wherever an effective exchange control has been ‘in force, only the official
rates have been of importance for seftlements with foreign markets;

(i) international trade in goods and services has been more and more on
account of governments, and often (as in the case of lend-lease dehvenes)
no cash payment has been involved;

(i) equalisation funds, the granting of export and |mport premiums and other
-devices have offset inequalities in costs and prices without there being.

any immediate need to alter the official exchange rates;

(iv) many countries have accumulated large holdings of gold and forergn_'
.. currencies {e.g. the Latin American countries in relation to the United

_ States, and sterling. area countries in relation to England) or become the
. owners of. large credit balances in their clearing accounts (e.g. most
countries on the continent of Europe vis-3-vis Germany); in either case
the debtor-creditor relationships involved have made unilateral changes of
rates more difficult to carry through;

v) fmai!y. an increased stability in commodlty prices, enforced since 1942

in a great number of countries, has meant that, between the countries
concerned, any divergences which had arisen in their relative cost and
price ievels have  not been further augmented. .

‘There have, however, heen some marked . exceptions to the achievement

of price stability. In the Far East, as in south-eastern Europe, develop-
_ments have largely been such as to increase the disparities between the

intrinsic values of the different currencies, with the resuit that the existing

exchange rates have become more .and- more fictitious. Even in these cases
 the "mot d'ordre'’ has been to preserve the principle of exchange stability,

but, in practice, special permission has been required for funds to be con-
verted at the ‘'stable’” rates; and care has had to be taken lest conversion
at official rates should brmg exceptlona[ galns to those in a position to
beneflt from them. .

_ Owrng to the official pollcy of stability, there were up to the summer of_
1944, relatively few developments to report in. the field of foreign exchanges.

The technique of exchange control had assumed its final form in most markets
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as early as.1942, only mincr amendments ;being ‘introduced later in order to
- stop leakages, or to provide the authorities with more comprehensive informa-
tion on the amounts held as foreign balances, or to subject an influx of funds
from abroad to detailed supervision (this being the aim of the reinforcements
of the Swedish exchange control in October 1944). The main monetary
 groups remained very much the same until affected by the mllltary develop-
ments in 1944.

~ A. According to the definition current before September 1938, the ster- ..
ling area comprised the countries which maintained a stable rate in relation
to sterling and whose currencies thus followed the variations in the exchange
value of sterling. Finland, Sweden, Norway, Denmark, Portugal, Greece, Japan
and Bolivia, although outside the British Empire, were all members ‘of the. sterimg _
area, but Canada, for instance, was not, the exchange value of its cs._:r_rency"
being related to the movements both of sterling and of the U.S. dollar. After
exchange contrel had been imposed in. London in the autumn of 1939, how-
ever, the definition. of the sterling area became strictly legal in character;
from that moment the area comprised those countries to which a transfer
“of funds could, at least for certain purposes, be made freely or with less
~ difficulty than under the ordinary rules of the exchange control.* The dlffer-

ence between the two conceptions came to the fore in connection with the -

‘monetary relations . between the British and the Free French
authorities. In the territories of *‘Free France"” (French East Africa, -Syria,
" Lebanon, Madagasc'ar,' the French Cameroons, New Caledonia and other South
Sea possessions, as well as French India) the rate of.Fr.ics 176.625 - £
(and a dollar rate of Fr.cs 43.80 = §1) was maintained even after February
1943, when the rates of Fr.fcs 200 = £1 and ‘Fr.fcs 50 = $§1 had been fixed
‘in- French North Africa. These territories of “Free France’ were members
of the sterling area but French. North Africa was not. As a result of nego-
tiatlons. at the beginning of 1944 between the British and French the rate of
Frfcs 200 =£1 was made applicable to the whole area in which the authority -
of the French Committee of National Liberation was exercised (with the
exceptlon of Syria and Lebanon, for which a special arrangement was made
locally}, but: at the same time ‘“‘Free France' ceased (as from 8th February
1944) to be a member of the sterling area in the legal sense of that term.

Whether or not, after the waf, the 'sterling' area will be reconstituted with
the same- srgnlflcance as it had before September 1939 will depend, .at least
in part, upon the extent to WhICh the pound is utlllsable for rnterna’nonal

* The official definition of the sterling area as oi\ren In an order dafed Sth Fel:u'uaryr 1944 wasg:

' “The territoties whick, in addition to the United Kingdom, are included in the sterling area are any
of the following territorles excluding Canada and MNewfoundland, that is to say — ) .

(a) any Dominion, .

(b; any other part of His Majesfy’s dominions outside the British Islands.

(c} any tetritory in respect of which a mandate on behalf of the League of Nations has been acceptad
by Has l\fa?esty and is_being exercised by His Majesty's Government in lhe Uniled Kingdom or in
any Dominion

{ﬁ) any British protectorate or protected State, "

(&) Egypf, the Anglo-Egyptlan Sudan and Iraq.

(f} the Belgian Conge and Ruanda—Urundl

(9 Iceland and the Farce Islands.”
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~settlements. * For the time being the tendency has been to strengthen the

offectiveness of the exchange control: new provisions were issued in September
1943, restricting the .number of mstltutions entitled to cash dividends and
interest or repayments in respect of assets blocked as enemy property.

_ Among the few modlflcatlons affectmg the London exchange market -
in 1943-44 mention may be made of the discontinuance of quotatio_ns for
the Argentine peso in April 1943. Instead, the rate quoted for sterling in

“special .account’’ has béen cabled ‘daily from Buenos Aires. In connection
with this change the rate was reduced from Pesos 16.953/,-17.13 = £1 to
Pesos 15.96-16.05 = £1, which meant an appreciation of the peso in terms of

_sterling by about 6 per cent., but a slight reaction, to a rate of Pesos 16.14-16.23,

occurred in the course of 1944. Under a special arrangement concluded in the

Iate autumn of 1944, British railway companies operating in the Argentine became

entifled to obtain foreign exchange for the import of materials, stc. at the raté

. of Pesos 14 instead of Pesos 15=£1 and to effect their financial transfers
at the rate of Pesos 14.15 instead of Pesos 16.15 = £1. A movement in the
-~ opposite direction took place in relation to the peseta when, in 1943, the
.. Spanish authorities altered the rate from Pesetas 40,50 to Pesetas 44 = £1,

this being - equivalent to an appreciation of sterling in terms of pesetas by
about 9 per cent, '

- The ba3|s of ‘stability in the Anglo-Saxon exchange markets has been

" the continued application of -$4.02%-4.03% = £1 as the rate between the:

dollar and the pound .For British currency supplied to the American armed
forces statloned in the Umtecl Kingdom the uniform rate $4031/2 = £1 has

* been fixed.

' B -T'he doliar area Is a .'va'Quer conception than the sterling ‘area but

" it may be sald to comprise most countries in the western hemisphere, which

hold large balances in New York and settle their foreign payments mainly

© by transfers of U.S..dollars.  The Swiss ‘National- Bank “mentions in its report

for 1943 that other countries than the United States '‘sought to pay in dollars
for the products which they bought in Switzerland, The dollar area was thus

extended to numerous countries In Central- America, South America and .

Asia.

~ The ‘freezing” of foreign-ownred balances held in the United States
does not apply to assets owned by countries in the western hemisphere, an
: exception being the freezing of the Argentine gold holdings in- August 1644 -
and also the gold and dollar holdings of Bolivia. As a result of negotiations
“with other countries, -U.S. delegates have reinforced the méasures designed
to prevent enemy subjects from obtaining income directly or indirec_tly' from -
the United States. The American market, it ‘should be observed, is not
‘subject to exchange control as such, the foreign funds control having been
.impos_e_él to afford protection in cases of aggression and, once the United States

had itself become a belligerent, retained as an instrument .of the country's
financial warfare. : ' ' .
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" C. The Reichsmark area cemprised the countries in Eu'rope-which-'

were occupied by Germany or were allies of Germany, stable exchange rates & -

being maintained-in relation to their currencies and some sort of arrangement
— however limited in scope — being made for settlements via Berlin in the
so-called multilateral clearing. A successful ‘multilateral system presupposes
that debit and credit balances could be offset against each other; but this
condition was not fulfilled, for Germany became. unilaterally indebted to prac-
tically all the countries with wh:ch trade was possible. :

In relation to the countries in which commodity prices had risen con-
siderably, the thaintenance of stable exchange rates produced grave incon--
veniences, exerting, inter alia, an upward pressure on: prices within Germany.
One of the devices employed to offset the existing inequalities was for Germany
to quote “‘elastic’’ .export prices, adapted in each case to' the conditions on
the particular market to which the German goods were to be sent. But, since
such a practice would easily run counter to the maintenance of stable prices
in Reichsmarks; it was used only when ne other solution could be found.

As from 16th Noveinber 1943 the clearing rate between Germany and
Neo-Fascist {taly was changed from Lit. 7.60 to Lit. 10 for RM 1. In this
‘way the exchange value of the lira was reduced by 24 per cent. Under an
agreement of October 1943 the German military forces in ltaly were. paid in lire,
while the “‘Reichskreditkassenscheine”, which from 25th September 1943 had
been legal tender at the rate. of RM 1-—Lit 10 might not be used for -
payment from November 1943. :

In the autumn of 1943 the value of the . Ilra was altered in a number
of other European countrles also, as shown In the followlng table..

Lira Rates. ' B A rate of Kunas 200 =

; — . ~ Lit. 100 was already applled by

" Lit, 100 : _ Decline in the | ia ; '

obiaind the | OId rate Now rate | exchange valve| Croatia from 15th September

‘currency of ;- . : of the lira . | . 1943 (instead of the pre-

‘ 1. .| vercent. | vious rate of Kunas 261.15 =

France ....| 22112 | 20000 S %6 | it 100) but special provision
Holland , . . . 8ol 754 - - 239 - . .

Stovakia ... | 5210 | 11630 . 2.5 was- made for the settlement

Croatia , . . . :.261.15 200.00 . 234 of .commercial. transactions

effected before 10th Apnl 1941
and for the so-called “reincorporated territories” (along the Adriatic coast).
For these territories. the rate remained formally Kunas 200 = Lit. 100; but the
State Bank of Croatia paid in addition a premium. of Kunas 2 for each lira,
so that in practice the rate was Kunas 400 = Lit. 100. It should be mentioned
that in the autumn of 1943 the quotation of the lira was suSpendecI, in several
markets, e.g.  in Spain. and Hungary; and in Switzerland it was decreed in -
October 1943 that all - payments In relation to ltaly should be made vua a
special account with the Swiss Natlonal Bank. '

As regards other countries wlthln the Reichsmark area, it is of mterest to
. note that the freedom of movement for funds between Holland and Germany,
. which had been established in 1942 (in conjunction with the abolition of
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" the customs barrier between the 't_wo countries}, became more and more

circumseribed in ‘the course of the following two years, the authorities . being

_compelied to Intervene agalnst an excessive flow of German money into .

Holland. it was declded in the spring of 1944 that persons wishing to obtain
florins against Reichsmarks would have to make a speCIai appilcatlon and at

' the same time present proofs of identity.

The exchange stability maintained within the Rerchsmark area in relation

{o the . Ger__man currency should theoretically have -resulted in an official -
price for gold in conformity with the existing parities; but this was not al- _

. ways the case. For Slovakia, for instance, side by side with the official

(parity) price of Ks. 32, 041 per kilogramme, there was a semi-official — but .
. more real — price of about Ks. 100,000. And between the different currencies.
" of the Balkan and Danubian area the exchange rates applied by the mone-
tary authorities . themselves have in several cases deviated from the theore-

tlcal “*cross Trate”, while in some couniries the official quotations have been

clearly fictitious, as was most emphatically the case in regard to Greece. -

- D The yen"area..; The un:equal inereases- fo'un'd'in the. oommodity prices

- of the different countries within this area did not cause the same practical
difficulties once frade had been put on a bharter basis, Between Nanking

China and Japan; as mentioned in the .thirteenth Annual Report, the policy

‘of applying dlfferent rates - to. - different categories .of transactions was - dis- -
.continued in the spring of 1943 as bemg too complicated. Instead, a umform,

rate of Yen 18 =. Yuan 100 was fixed and the trade became a monopoly in

the hands of the Barter ‘Trading Corporatlon This - system seems to have
'been extended to trade with other areas- under Japanese dommatlon

Moreover, steps were taken to gwe greater recognitlon to the - Nankmg L

'yuan as an mternational_ currency'’ and at the same time to increase
'th_e contro! exerted by the Central Reserve Bank at Nanklng Under a
" convention™ concluded between this institution, on the one hand, and the
- Yokchama Specie Bank, the Bank of Taiwan and.the Teikoko Ginko, on the

other hand, all foreign exchange funds were to be transferred to the Central
Reserve Bank. The three’ other banks ‘would continue to carry . out foreign

exchange transactions (at' the baslc rate of Yen 18 = Yuan 100) but they would

do-so for the account of the central bank, which would receive one-half of

the commission of 5 per cent. charged by them. - A 'similar agreement - was
. afterwards - concluded . between the Federal Reserve Bank of North China -(in
Peiping) and the Yokohama Specie Bank. - The rate of Yen 1 = Peiping

Yuan 1 was maintained but it was decreed that all bills preserted by com-

mercial firms or individuals at the Federal Reserve Bank Jin Pelpmg should

be. expressed m yen,

The yuan of Nanking became Iegal tender trom 30th April 1944 in the

" province “of Huai-hai,” replacing the yuan of Peiprng It should further be
mentioned that the use: of the mrlntary yen has been suppressed in the area

of the Nanking. yuan. .
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Through the establishment of a central bank in- Burma"and thro'ugh:' '_
various - other measures in the different parts of the area dominated by Japan,

a ‘basis would seem to have been purposely provided, in monetary. .matters,
for increased local action, which would, -in. particular, be required if- crrcum-
: stances made it less ~easy to maintain connectlons wnh Japan :

» o=
. .

~ These are the mam currency groups but there are countnes wh|ch _

cannot be said to belong to any one of them, for instance, the u. S S, R-

and the neutral ‘countriés in Europe. .Through their " geographical. sltuation-- o
Sweden and Switzerland have been bound to trade. more excluswely with .

_ countrles on the . continent of Europe than they did before 1940, payments
being made- via clearing ‘accounts except in the deahngs of the neutral

countries” with each other. Both on curréent and on capital. ‘account Sweden'

“and Switzerland have, however, a consnderable business with’the Anglo -Saxon

countnes, and this led in 1943, for instance, to an increase in the’ gold and:

. exchange holdings of the Swiss National Bank by Sw.fcs 630 million - and in
those of Sveriges Riksbank by S.Kr. 330 million.. To meet diplomatic and_ ‘other

' paymenis {including payments to Japan via the Red Cross for prisonsrs.'ot'.'war)'
the. United Kingdom -and the United States have needed substantial amounts -
in Swiss francs and also — though to a smaller extent — in Swedish | crowns,=
: and they have obtained these amounts up to Specmed limits through an
exchange of doliars, sterling or gold: against Swiss. or Swedish currency at .

official rates. It has been the aim. of the authorities in- the .respective: countries

to ensure that the official rates should be effectively applied to. the-.settle-
ment of other transactions-alsc. As regards “Sweden, the existing exchange -

control  has ‘made it a  comparatively easy matter to achieve that end.

- Switzerland, mthout exchange control, has had - recourse to a gentlemen -

agreement between the National Bank and the .other banks, under which

the official rates were to apply to a series of SpBCIfled payments, including - '
. all commercial payments. But market rates have ‘been quoted in New York - =
-+ for Swiss francs bought for’ other purposes and these rates were for a tine

_as low s Sw fcs 2.40 = $1, i. e . more than’ 40 per ‘cent. ‘below the ofﬂcual

'rate of Sw.ics 4.30 = $1, although in the course of 1944 -the Iatter became_-

the eﬁectlve rate on the New York market also.

As shown by the tugures gwen -above, Sweden and. Switzerland have

added to their holdings of gold and foreign exchange, the new assets ‘heing -
held almost wholly in the Anglo-Saxon countrles, indeed mainly in-New York:

Such additions have, however, been apt to give rise to an undesired expan-
sion in the volume of purchaslng powser on-the ‘home market, partlcula_rly when

goods were becoming scarcer, These problems have presented themselves -
in a less acute form .in Sweden than In Switzerland, where a series of
: _'steps have been taken to keep the monetary expanswn as small ‘as possmle

(i) Under the gentlemen 8 agr.eement.. concluded with the banks
September 1941 the National Bank promised to take .over ,_only- the .su'i_--
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o plus - of dollars resulting . from the -import and export of goods and from

.. certain- other - _specified - transactions. - This surplus ‘showed, however, a

- tendency to.rise -as more and more countries. began to use dollars for
‘their payments-abroad. The National Bank found itself obliged to restrict,
in- two respects, the amount: of dollars It was prepared to convert for

o the Swiss export industries, viz., as regards the export of watches and:

as regards exports to ‘the Near East.

(u) The watch lndustry was, however, anxiotis to mamtam its export position.

_."and thus to keep its workers and machinery employed while at the same

time safeguardmg its foreign markets with a view, more especually, to the -
coming peace. The export firms would, of course, need Swiss francs (for

" the payment of ‘wages, etc.) and an arrangement was made in March "1944

";_“-"_under which- a monthly quota of Sw.fcs 16.6 milllon was. flxed for the .
_ watch mdustry, the National Bank taking over the dollars in full up to -

- that amount. Fifty per cent. of the countervalue is paid by the Bank m
: :"Swiss francs which are at the recipient’s free disposal; forty per cent.
" credited to a blocked account (Sperrkonto [), the exporter being entltled
to obtaln advances on ‘this “amount from banks at. a rate of 17 per cent.
. above the official discount rate, while the remaining ten per cent. is
_ _credlted to another blocked account (Sperrkonto )] and constitutes the
) charge o the industry itself. For exports to the ‘Near East of textiles
< and some other products (but not watches) similar ‘arrangements have
- been made, mvolving, in ‘all, amounts up to Sw.fcs 3% millien per- month.

(m) The amounts. needed by the Anglo—Saxon (and some other) countries

~for: dlplomatlc expenses, support of -their nationals in need, etc. have- .

" been currently obtained through agreements with the Swiss ' authontlee,
L but in this case the Swiss francs have "been ‘provided by the Federal

- Government from its general Treasury resources.* By the relief thus.given .

- to ‘the Natlonal Bank the danger of an inflationary pressure has been
. reduced. : N :

) (f_\r) To secure a constant demand for - dollars, |t was decreed In December'
' _.1943 that,  before the necessary. permit for |mports from countries:

s_n_ the dollar’ area would - be gran_ted the importer had. io 'give a

" written. undertaking' that he would effect payment in dollars a_dmlttedl

for such -a’ purpose by the National Bank..

No real solutron of the problem arlsmg from the Iarge offers of dollars
'and certain other currencres will, however. be found before |mports are again
: possnb[e on such a scale as to provlde a sufficient demand for the currenCIes
in question. ‘In. addition to. the commercial and other transactions on current
account of the . balance..of payments, .there may, however, be movements on -
‘capital ;account.. As far as dollar assets are concerned, -such movements have
been restricted by the “General Ruling No 17", issued on 20th October 1943 .

* As part of this arranpement the Federal Treasury becomes the owner of the dollars and the gold obtained
against the Swiss francs which It furnishes, and the holdings thus formed are additional to the reserves of

. gold and foreign exchange in the possess:on of the Swiss National Bank.
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' bs}' the United.States Treasuryi with 'regard- to investments on the American

market by Swiss!'banks and other financial institutions, .a disfinction is mad;é
between such securities and other assets as .are Swiss property and those
which belong .to nationals of other countries. In the course of this war the
Swiss franc has become the currency most readily accepted in Europe for

~international settlements, notwithstanding - the fact that the Swiss. monetary

“authorities have deliberately sought to discourage its use for other settlements
" than those dlrectiy connected with the economlc Irfe of Sw:tzer!and ltself

Amo‘ng the other neutral cduntrl_es "it may -be_i n.oted that the exchan_ge.
position of. Spain has continued to improve, the country’s monetary reserves
being strengtheried through additions to its gold holdings, notwithstanding

'repayments of past llabzhtles, including debts remaining from the Civil War.
Flight of capital would’ seem to have practic:aliy ceased at least for a time;
= : quotations of peseta notes in

"Turkey has also been: able to increase its monetary reserves, fhanks_

to surplus exports and to credits granted by the United Nations. But com-
modity prices have nsen and the market pnce of gold has been high.

_ Turkey: Gold Price. ffarelgn ce_ntres were_ becorn_mg: .
g 1 b ol g Tk aote | fmer undl a cortain setbeck
o Poun o | ocourred in the late autumn -
T S N ' ] of 1944, ' '
45) 145 In Portugal large export
o f e S IR T surpluses have led to an in-
ol R S Bt Y TV 1 19 | - crease in the monstary reserves
t 1] _ ] _ and at the same time in.the . -
B S N | AF 1% | amount of money in circula-
o h ) 1 | tion. During the summer of
B I Il T13% | 1944 the .escudo was. repeat- .
TP R _ edly subjected to pressure, for -

Bt T 1T TIE T T171% .| instance, in Switzerland, whére
ﬁ e __ ] _a’discount of some 6 per cent.
20 - ‘ ..... ..... RPN P I - — :20 on itS exchane Va[ue tem_
' N porarily appeared. It is under-
] S e A e ,}& T771® | stood that action to support
F - .,.j S 1 the escudo- rate was rendered
RS i S B P e i e L somewhat difficult by the fact
; . ' | that balances held abroad could
5[t . I s e S e : -5 ‘ot _always__b_e iraely used by
ﬂm I NN 1 7| the Portuguese authorities for”
o ST AT 05 ik % 1900 17 9% 0 (RO o0 2 B Bts © | the purpose of financial inter- |
' : i vention.
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Some reference has been made ahove to the monetafy agreé'ments .
.and other monetary changes following in the train of military

events after the landing in North Africa.in the "autumn of 1942,

 and those ensuing after the landings in- [aly in July 1943 and in France in
June 1944, For southern ltaly rates of Lit. 400 =£1 and Lit. 100 = $1 were .

fixed in July 1943 and these rates have continued to be. applied in the parts

. : of .the country held by the . Allied forces. But the volume of Banca d'ltalia

notes- has also been augmented by issues made by the Neo-Fascist authorities
in the north, who, in addition to their own requirements, supplied the German
command with monthly amounts, increased in the spring of 1944 from Lit. 6
to 10 milliard. In the summer of 1944 the rate for lira notes on the Swiss

- market fell as. low as Sw. fcs 0.50 for Lit. 100 (equivalent to a dollar rate of

Lit. 600 = $1); it improved later on to about. Sw.fcs 1.30 = Lit. 100 but again fell

back In the latter half of 1044 to Sw.fcs 0.50 = Lit. 100.

Corsica was the first part of ‘“La France métropolltame" to come under

 the authority of the French Committee of National Liberation, which introduced

some interesting measures for the purpose not so much of controlling the
amount of monetary -purchasing power in the hands of the public as of being.

. _ab\le"to decide whether or not individual flrms and per_son's should he_entitled '
to retain the notes .in their possession. All notes were to be deposited with

the banks; after the_ notes had been duly delivered, certain limited amounts
could be withdrawn at once in new notes; as regards the remainder, when
no. decision to the contrary was taken, the owner would have the right of

gradual disposal of the amounts to his credit {subject to certain upper limits).

In Corsica, an island, it was relatively easy to institute such a control.

.For the whole of France an agreement was concluded in June 1944 between

Fronch and British delegates regarding the adoption of Fr.fcs 200 = £1 as the
rate of conversion "between the two currencies. Later on an understanding
on Qorrespondlng lines was reached with American delegates, the rate of
Fr.fcs 50 = $1 being maintained. - It has, however, been intimated that these

rates must be regarded as provisional, being subject to’ possible” revision “at-
a later date, when the situation can be considered in all its aspects. -

“For the invasion of France in June 1944 the Allied military forces were
provided by their governments with specially printed notes — ‘‘francs tricolores’

.~ 8o called because the French flag was reproduced on them. By a sub-

sequent agreement the francs required by the British and American forces
were placed  at their disposal by the Provisional French Governmeént at the rate.
of Frfcs 200 = £1 and, in relation to the dollar, at a rate of Fr.fcs 48.57 =$1,

" calculated as a cross rate on the basis of $4.031% =£1 applied to military

payments in the United K:ngdom (see page 33). In the autumn of 1944 rates
applicable to the purchase and sale of different currencies were fixed, the pound
belrig eqiial to Fr.fcs 1997/-2001/; and the dollar to Fr.fcs 490.53-49.72. Instead of

" the clearing rate of Sw.c. 1 = Fr.fes 10 (applied. since October 1940), a new’

rate of Sw. fc. 1 = Fr.cs 11.48-11.56 was adopted as from. 1st December 1944,
In the spring of 1944 the Refugee Government of Czecho-Slovakia con-

cluded an agreement with the U.S.S.R. regarding issues of “invasion notes’.
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The' Refugee Belgian and Dutch Governments, on the other hand, provided
the Supreme Command of.the Allied Expeditionary Forces with their -own: notes
and coins, these being of the same denominations as, and in appearance
only slightly different from, those already circulating in. Belgium and Holland.

The Refugee Governments of Holland and Belgium have collaborated
- with a view not only to coordinating the measures to be taken in connection
with the invasion but also to establishing' a closer economic and financial
telationship between the two countries after the war. As afirst step towards
implementing this policy, a monetary agreement was- signed in London on
21st October 1943 between the Belgian and Luxemburg Governments, on ‘the
one’ ha'r_\d, -and the Dutch Government, on the other, in order to stabilise
the monetary relations and to facilitate the ‘mechanism of payments between

Holland and the Belgo-Luxemburg Ecenoi-nic Union. The rate of exchange was. -

fixed at B.fcs 16.52 (or Belgas 3.304) = Fl. 1, which is equivalent to FI. 6.053

= B.fcs 100 (or Belgas 20). No change can be made in this official rate
without previous agreement between the two governments. .Buying and. sell-
ing rates will be fixed by agreement between the respective monetary - -autho-
rities within a maximum margin of 1/, per- -cent, in either direction. It was also
decided that ‘the Belgian and Dutch currencies should be kept stable in
relation to other currencies, no change in the official rates to be made without
‘previous agreement between the two monetary authoritles. These authorities
will consult each other from time.to time with a view to maintaining flexibility
in the balance of payments and to preventing operations incompatible with
the monetary and economic policy of Holland and Belgium, Each of the
two morietary authorities will provide the other with its own currency, but
provision. is made for consultation between them, should the debit balances SO

- constituted reach a certaln level, the debtor always having the right to make -

repayments in gold. Third parties may adhere to the agreement. In several
respects the new arrangement goes further than the Tripartite Agreement:
of 1936; thus, the Tripartite. Agreement did not fix the exchange rates which
were to serve as a starting-point; . nor did it -make a change in. the rates
_conditional upon agresement, but merely upon consultation. It did not prowde'
for any credit accommodation between the central banks, or for perlodic con-
sultatlons on questions of economlc policy

in September 1944, when -the . Allied troops were on. the point of enter- o

ing Belgium- and Holland, the rates of £1 = FI. 10.691 and £1 = B.fcs 17650

were provisionally fixed. Between the Belgian and the Dutch currencies the
pre-war rate of Fl. 1 = B.cs 16.52 remained in force (as laid down’ in the
agreement of 21st October 1943). Corresponding rates were fixed in relation -
to the French franc; and these rates applied provisionally to the French,
Belgian and Dutch notes supplied to the troops.

On bth October 1944 a monetary agreement was, however, signed between :
the Belgian and British Governments, reaffirming the rate of £1 = B.fcs- 176.625,
-which was - to'remain in force until changed after mutual consultation.: The
agreement covers, on the one hand, the territories of the sterling area and,
on the other, the territories of Belglum, ‘Luxemburg and the Belgian Congo
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{the colony thus ceasing to be a member of the sterling area and resuming its
monetary attachment to the Belgian franc). Sterling held by residents in the
Belgian monetary area would be available for expenditure in the sterling area,
and as opportunity offers it would be sought, with the consent of other inter-
ested parties, to make sterling available outside the. sterling area. The two
central banks may acquire balances of sach other’'s currency up to a limit of
£5 million and, its franc equivalent (with the possibility of an increase in the
National Bank of Belgium’s holdings of sterling by an agreed amount equi-
valent to the sterling balances owned by residents of the Belgian monetary
area). The agreement has been concluded for a period of three years but can
be rescinded at any time affer a month's notice. It may be subject fo revision
if the governments adhere to a general international monetary agreement.

The following table shows the exchange rates of the French and Belgian
francs and of the Dutch florin in August 1939, and as resulting from the
arrangements concluded in the course of 1944, It also gives the percentage
decline which the adoption of the new rates has entailed in the exchange
value of these currencies.

Rates of the French franc, Belgian franc and Dutch florin,

Sterling rates Dollar rates

Percontage Percentage
Currency 1939 1944 decline 1939 1944 decline
August arrange- (-} in August arrange- =} In

24th ments exchange 24th ments exchange
value _ value
French franc . . . . .. 176.716 200, — — 72 37.755 49,625 — 24
Belgian franc . . . . . . 137.75 176.625 — 22 29.58125 43,8275 — 332
Dutch florin . . . . . . . B.70 10.691 * — 19 1.86 2.662% — 30

* The rate of the Qutch florin in relation to the pound sterling was provisionally fixed in September 1944 at
F1.10.681 = £1 and the corresponding cross rate for the dollar has been calculated on this basis.

The gold value of the dollar (at $35 per fine ounce) has remained the
same as in 1939 and the percentage change in relation to the dollar can there-
fore be regarded as a measure of the reduction in the gold value of the French
and Belgian francs, as of the Dutch florin. In relation to sterling the percent-
age change has been less pronounced, owing to the fact that the gold value
of the pound was lowered by about 15 per cent. in the autumn of 1939,

Monetary and political events in 1944 led to the fixing of some new
exchange rates. Thus, in Roumania a rate of Rouble 1 = Lei 100 was intro-
- duced instead of the pre-war rate of Rouble1 = Lei 26.6 (as calculated via the
London guotations); while in Bulgaria the rouble was fixed at Leva 15,
approximately corresponding to the pre-war rate (in this case also as calculated
via London). In September 1944 a military mark having a rate of $1 = RM 10
{(instead of the previous rate of $1=RM 2.50) was introduced by the “' Allied Military
Government” with regard to the occupied parts of Germany. In December
1944 the French authorities fixed a rate of Fr.dcs 15 = RM 1 for the liberated
part of Alsace: amounts which could be shown to have been held before 1940,
however, would he exchanged at the more favourable rate of Fr.fcs 20 = RM 1.
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Finally it should be mentioned that in Greece, on the proposal of a
British financial. mission, a new currency — retaining the name of drachma —
was put into circulation on 11th November 1944, Old bank-notes were ex-
changed for the new notes at the rate of 50 milliard =1 new drachma. The
rate in relation to the pound was fixed at Dr. 600 = £1, as compared with
Dr. 550 = £1 before the war. '

While most of the monetary arrangements of 1944 remain subject to
revision, they indicate a wish to deviate as little as possible from the exchange
rates maintained in 1939. In these matters considerations of prestige tie up
with earnest endeavours to preserve the confidence of the public in the mone-
tary unit. 1t is, however, necessary to face the problem whether or
not the exchange rates thus adopted can become true equilibrium
rates consistent with the purchasing power of the different cur-
rencies. It is not sufficient to regard these problems as solely concerned
with the balance of payments and, for instance, to imagine that a disequilibrium
in that balance can be corrected simply by the granting of credits or even by
a modification in the tariff policy of the countries involved. Even when the
balance of payments of a country is nof exposed to any serious pressure
from abroad, a disequilibrium in the cost and price structure or an intolerable
burden of excessive public or private indebtedness may force a country to
lower the value of its currency. The truth is that exchange values are affected
by all kinds of domestic conditions and policies in the various countries, such
as the relation between costs and prices, between savings and investment,
between debts and the national income, etc. Before 1914 there was a certain
uniformity in the economic and financial policies pursued in different countries
and also a degree of flexibility in their cost and price structures which, as a
rule, made it possible for such maladjustments as arose to be corrected with
little delay. And it is as well not to forget how in the nineteenth cent_ury.'
when one currency after the other linked on to gold, the ‘“‘new’’ parities cor-
responded to rates which had already been quoted in the markets for some
considerable fime, and were thus very likely to be true equilibrium rates. In
the 1920's, however, when stabilisation rates for different currencies were
chosen hastily, it would indeed have been a miracle if the  most appropriate
level had been fixed upon in every case. A lack of balance was often found
to exist: in some cases serious efforts at adjustment were made to ensure
that the rates in force should truly reflect relative costs and prices; but these
efforts came to nought, mainly because of the world-wide fall in commodity
prices from 1928 onwards, which forced every country either to devalue its
currency or, as Germany did, to adopt a system of export premiums and
import restrictions designed to neutralise the effects of the disparity between
the domestic and the foreign price levels. It would, indeed, seem as if by
1929 the adjustment in the relative cost and price structures had gone a
long way towards establishing a world equilibrium at the then existing parities
(see graphs on pages 96 and 97); had it not been for the disruption caused by
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the fall in prices during the great depression, the pattern of exchange rates
which had been established by the financial reconstructions during the 1920's
might well have bhecome permanent,

Two lessons are obviously to be drawn from these experiences:

() in order to fix proper exchange rates, it is imperative to take into ac-
count the domestic financial and economic policies pursued in the
various countries;

(ily but, apart from the question of relative exchange values, there are some
common problems of world-wide movements in commodity prices, inti-
mately connected with, although sometimes transcending, the problems
of booms and depressions. Here again, a proper examination of the
points involved necessarily requires a consideration of the domestic
policies, especially of the larger countries,

As regards the determination of exchange rates and similar matters, an
individual country may be disinclined to grant an international -organisation the
power to take decisions which might lead to interference with its internal
policies of a fiscal or social character. It is, on the other hand, unrealistic
to declare such policies taboo in the consideration of monetary problems. It
may or may not be advisable to give an international organisation only con-
sultative powers; if such powers alone were given, the various countries may
be less unwilling to allow full and free consideration of all those factors
which, according to past experience, Influence the value of money as reflected
in the fluctuations of exchange rates and the movements of commodity prices.

In ordinary times, exchange rates have been the rates at which the money
of one country could be freely converted info the money of another country.
But the exchange control imposed during the great depression, and,
more generally, during the war, was implemented by clearings and other
methods of regulated payment, which have encroached upon and, indeed,
largely eliminated the markets in bankers' drafts and telegraphic orders. Up to
the summer of 1944, bank-notes were quoted at rates reflecting supply and
demand in fairly active markets but with the peculiarity that the notes could
not, as a rule, be reimported into their country of origin except, perhaps,
in limited amounts. The consequence was that quotations tended to vary
according to political and military events which conveyed hopes (or the
contrary) as fo the future utilisation of the notes.

When exchange control is in force, a special permit will, as a rule, be
required for all except perhaps a few privileged categories of payments in
foreign currencies. Moreover, distinctions will almost necessarily be established
between different kinds of money, e.g. between notes at home and notes
abroad (hecause of the prohibition against re-entry), and also between bank
balances of different kinds, some being ‘'‘free”, others being ‘‘blocked’ or
“frozen' in varying degrees under a great number of provisions. How to get
rid of these distinctions will be a problem for the future. It will present itself
most definitely for those currencies which have formed the nucleus of a monetary
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cannot vet be foreseen,

_ . nor is it possible to say
whether such a control can be applied without continued discrimination between
different kinds of money balances. It is well to remember, however, that in
the past exchange restrictions have invariably gone together with a decline in
international trade. The immediate monetary problem of the ‘‘transition period”
after this war will be to find the means of establishing such freedom in foreign
exchanges that commercial relations will no longer be stultified by uncertainty
as to the uses of the various currencies, but, on the contrary, a basis will
be provided for an expansion in the interchange of goods and services hetween
the different nations.

2. FOREIGN TRADE.

Since destruction of the enemy's commerce forms an important part of
modern warfare, a veil of secrecy has been drawn over foreign frade statistics,
a further consideration being that such statistics, if available in sufficient detail,
might provide a valuable clue to economic developments including, maybe,
the activity of armament indusfries, Delay in publication will, as a rule,
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make the figures a less accurate guide to the ever-changing conditions, and
so it is not surprising to find that foreign tfrade statistics are usually released
much later than other data. But regular trade statistics continue to be published
by some twenty-five countries, certain global figures being brought out in half
a dozen. additional cases; and, in 1944, both Germany and the United Kingdom
for the first time allowed certain general data covering the war years to be
published. '

In the majority of cases the interpretation of foreign trade statistics
calls for great caution, especially when comparison is made with pre-war
figures. Commodity prices have risen; deliveries of arms and munitions may or
may not be included in published export and import figures; certain categories
of commodities, for instance supplies for the country's own armed forces, are
generally not regarded as exports at all. By and large, profit considerations
exert but a minor influence on the direction of trade, the primary aim being
to secure the import of supplies vital for the conduct of the war and to furnish
such supplies to allied and friendly countries. Moreover, governments themselves
have taken over many new activities in the field of foreign trade, in some cases
entering into long-term arrangements for bulk purchases of important com-
modities. As far as civilian supplies are concerned, considerations of quality
and variety have little weight in comparison with the paramount need for a
minimum quantity of the essentials of life, the people heing ready to cut down
‘their standard of living, at least for the duration of the war.

One reason why prices of imported goods in most countries have risen
well above the average is that they include transportation and insurance
costs, which have proved very sensitive to war conditions, Thus, even less
than in the case of exports, do higher values here reflect an increase in
weight, imports being usually counted c.i. f. and exports f.o.b. (with the
United States, Canada, New Zealand and Australia as the principal exceptions,
whose imports also are valued 1. 0. b.). Full particulars of freight and insurance
rates have been difficult fo obtain during the war, since they might throw light
upon shipping conditions; but it is known that, in order to prevent an indis-
criminate rise, underwriters in Great Britain have drawn up scales of war rates
and surcharges in marine insurance and have agreed among themselves that
these scales should be universally observed. _

Owing to the rise in prices the total turnover of foreign trade (imports
plus exports) has generally shown a rise in value as compared with pre-war
. figures (by 10 per cent. for the Argentine and more than 200 per cent. for
the United States and Canada): Denmark, Eire and Sweden, however, were
exceptional cases in which the value figures for 1943 show a decline by
ahout 20 per cent. Price movements in the different countries are, on the
whole, so uneven as fo give little indication of the actual changes in the
physical volume of trade. Only a few neutrals and certain Latin American
countries publish the weight figures of their foreign trade, the fact that such
figures would give an indication of the real situation being the main reason
for their suppression elsewhere. In the following table the decrease in the
weight of foreign trade is given for a few neutral countries.
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Countries. ~

Weight of Total Turnaver,

A reduction of 4060 per cent.

is indicated by the figures, but
any generalisation, especially when

Decrease
Countries 1938 1943 in
n thousands of fong _|Percontages
Argentina . . ... 19,024 9,020 — 53
Portugal . . . . . . 3,936 1,953 —50
Spain , 11,4589 * 4,384 — 62
Sweden . ... .. 34,048 | 19,550 —43
Switzerland . . . . 8,100 . 4,439 — 45
* 13935,

extended to belligerent countries,
would probably involve foo great a
margin of ervor, since it is difficult
fo judge the extent to which exports
or imports of war materials, strategic
minerals, foodstuffs, etc. have offset
the diminution of those consump-
tion and capital goods which used

to be the mainstay of foreign trade.

The decline in the weight of foreign trade is due for the most part, to

the conspicuous cleavage of the world commercially.

Blockade and

counter-blockade measures led to the segregation qf three main areas having
ho communication with one another except through those tiny rivulets of frade
which a few neutrals were still allowed to carry on outside their respective

geographical blocs,

The central points of attraction and radiation in these

blocs have been Germany for Continental Europe, Japan for the Far East, and
the United States for Latin America and (through the mechanism of lend-lease)

World Trade interrupted by the War.?

Total turnover
(exports plus im;‘:"p’iﬁd Percentage
Groups of countries imports) by the war® of trade
in 1938 cut off
in miltions of U. S, dollars
Continental Europe . 17,400 8,000 46
Rest of Europs . . . 8,800 2,400 as
United States . . . . 5,000 2,100 42
Restof North America 1,600 200 13
Latin Amerlca. . . 3,900 1,300 33
USSHAR........ 500 400 1]
Japan and South-East
Asia® . ..... 3,500 2,200 63
Rest of Asia. . . .. 3,200 1,400 44
Africa + . .. ... 2,600 1,400 5¢
Oceania . . . . ... 1,600 400 25
Total for the world . 46,100 19,800 43

(O In order to simplify the calculations included in the fable (the results of which should
considered as no more than approximate) some peneral assumptions and omissions had

can be summarised as follows:
1. Continental Europe has been considered as entirely cut off from the rest of the world: no allowance has,
the neuiral countries or for trade with North Africa;

therefore, been made either for overseas trade o

for the United Nations as
a whole. In 1938, Con-
tinental Europe accounted
for about one-third and
Japan together with South-
East Asia for not quite one-
tenth of world trade, most
of the balance being the
share of the British Empire
and the United States,

In the accompanying
table an attempt has been

. made to calculate the ex-

tent to which foreign tfrade
was disrupted by the war
situation as it was in 1943,

in any case, be
to be made; they

2, Trade with Africa has, in fact, been included in that of all countries or groups of countries except

Continental Europe, Japan, Scuth-East Asia and the U.S5.5.R.;

3. Burma is included in “Rest of Asia, whose trade -— with the exception of China, which has been
consldered as entirely cut off from any commercial relations with the outside world — is supposed
to have been interrupted only In ralation to Continental Europe, Japan and South-East Asia.

Since such assurmptions and omissions involve, in all, no more than a few hundred mitlion dollars, the

results appearing in the table should not be greatly affected by them.
The table has been prepared with the h

by the League of Nalions, Geneva, 1942
(M i.e. trade carried on in relation to countries with which commerce was subsequently interrupted as a

result of the war,

) Japan, Korea, Formosa

Portuguese Timor,

elp of data piven in *“The Network of World Trade™, published

, British territories, French Indo-China, Dutch Indies, Philippine Istands, Thailand,
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For each separate area the total turnover of exports and imports in 1938
has been compared with the part inferrupted by the war, i. e. trade in relation
to countries cut off. For the world as a whole it appears that, out of a total

turnover of about $46,000 million, some $20,000 million has been suppressed, i.e.

about four-ninths of world trade. This gives, of course, only a very rough and
ready indication, since in order to judge the loss actually sustained it would,
on the one hand, be necessary to estimate how far additional adverse factors
such as submarine warfare have caused a setback in frade between partners
of a particular area and, on the other hand, what amounts may have been
made good by deflecting pre-war trade into new channels or by intensifying
the deliveries of goods between countries still in contact with each other, for
instance, through lend-lease shipments and mutual aid.* But such calcula-
tions are impossible for the time being,

The principal figures of Germany's foreign trade as published in the
middle of 1944 are set out in the following table. _
Notwithstanding the
Germany: Foreign Trade. interruption caused by

* Altreich. Trade with Austrla has been omitted, For Grossdeutschland :
(o, incliding Ausiria and the Sudetenland) the figures in 1838 would goods rose bhut litile
1] -1 il of Importis an 8 millian OF exXpors. nce 5 H
?ot know? n?oe:iher. iitr; hthe goﬂow;ng. years, aﬁg\lnantcg !'Inas ?heenﬂmade (in some cases they
of New 18n E5, as aen foun prefarable 1o glve ] ures
of the Altreich afone for 1938, be e were even reduced), the

actual volume  would
seem to have maintained almost the peacotime level. From 1941 onwards the
table shows a marked increase in both imports and exports; it has bheen
stated, moreover, that, as regards German deliveries of war material, only
those hased on effective purchase contracts have been included in the
published figures, the trade returns omitting armaments and other goods
which Germany supplied to its allies in the form of assistance and which,
it is understood, amounted to several times as much as the quantity of material
actually purchased. Further explanations of the trade figures are lacking but,
in view of the stress repeatedly laid by responsible German authorities on
the unfavourable repercussions which the upward movement of externat prices
has had upon Germany's own price structure, it may be assumed that the

* A note of warning was sounded in the autemn of 1944 by the Canadian Ministry of Trade, which pointed out
that 80 per cent. of the country's exporls were in the categery of temporary, abnormal, warlime trade and
about 20 per cent. in the class of normal and permanent trade.

the outbreak of war;

Valye 1939+ | 1939 | 1540 | 1841 | 1842 | 1943 the amount in Reichs=-

in_mitliards of Relchsmarks marks of Germany's frade

Imports . . . . .. .. 4| 48| 50| eol a7} e3) suffered only a slight

Exports . . ......] 83| 62| 48| e8| 76| 86 reduction in 1939 and
Total turnaver. . . . . 107| 1ol ea| 137 163} 160 1940 and, since in those -

Balanco. - . .. «+ [ 01| 104 |—01|—-01|—11|+0a| Yoars the prices of

imported and exported
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increase in the value of the country's foreign trade has been partly due to
higher prices and perhaps also in some measure to an increase in the territory
covered by the figures.

The pre-war direction of Germany’s trade is shown in the fellowing
table.

Germany's Foreign Trade in 1938.*

imports Exports

- Flnishad Finished
Groups of countries L. Food- Raw |and semi- in o Faod- Raw {and semi-
In ”{’I stuffs |materlals| finished fnt {‘"I stuffs  |materials| finished

of tota articles | o' '0ta . articles

in millions of RM in milligns of RM
Continental Europe

(excluding U.8.5.R) . . 48 1,146 ] 728 62 32 447 2,762
Overseas countries . , . . | 52 o65 | 1,169 710 38 20 57 1,927
Total . . o0 2,1 1,850 1,438 100 61 504 .4,689

* The figures in this table do not include reimports {and are for that reason somewhat different from those
in the next table).

About 45 per cent: of the total turnover was accounted for by overseas
countries; in relation to them Germany had an import surplus of owver
RM 800 million (chiefly in respect of raw materials and foodstuffs) but this
was compensated by an excess of exports to Continental Europe (mainly in
the form of manufactured. articles). The loss of trade with western countries-
at the outbreak of war in 1939 was-at first made good, to some extent, by an
increase of trade with the U.S.S.R. (German exports to the latter country
" in 1940 have been estimated at RM 500-600 million as against RM 34 million in
1938). As the war went on, the field open to Germany's foreign trade was
virtually limited fo some twenty countries as against more than sixty before
the war. The main features of the warfime redirection of trade are shown in
the following table. '

Germany: Direction of Foreign Trade.

Imports ' Exports

Groups of countries 1998 | 1941 | 1oz | 1943 | 1e38 | 1941 | 1042 | 1ssa

in miflions of Reichsmarks

South-eastern countries . . 670 1,340 1,860 1,900 680 1,470 2,020 2,800

| Rest of Continental Europe | 1,940 5560 | 6,840 5,400 2,570 5,220 5,580 5,800
Other countries. . . . . . . 2,840 —_ — —_ 2,010 — — —

Total . . . | 5,450 6,800 B,7C0 8,300 5,260 6,800 7,600 8,600

In relation to the countries of south-eastern Europe Germany's trade was
very nearly balanced in 1938 while for 1943 an export surplus of RM 900 million
is shown. Towards the ‘‘rest of Continental Europe' a German export surplus
of RM 630 millien in 1938 had been turned into an import surplus of
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RM 600 million in 1943. These changes, though not unimportant in themselves,
are, however, small compared with the large ‘‘clearing” debts via the Deutsche
Verrechnungskasse, running into some RM 26 milliard up to the end of 1943.
Too many elements are missing or incomplete for a comprehensive picture
to be drawn of the European balances of payments; but, as far as can be
seen, Germany's clearing debts have been mainly due to payments on other
accounts than merchandise trade, e.g. transit and fransport charges, transfer

of savings by workers in Germany, service of financial liabilities and certain
investments on capital account.

No information is available.regarding {taly’s foreign trade in 1943 but the
military and political events of that summer must have brought regular imports
and exports almost to a standstil. A new clearing agreement with Germany
was signed on 30th January 1944 by the Government of northern ltaly (as
mentioned more fully on page 156 of this Report). As regards southern [taly,
some trade, chiefly through official agencies, was set on footf in the course of
1944; it has been officially announced that, from the arrival of Allied troops
in lfaly up to the end of 1944, exports amounted to over Lit. 1 milliard, with a
tendency to increase.

Official statistical material on foreign trade of the countries in the Danubian
Basin has been very scanty. The value of Hungary’s exports rose from
Pengd 1,144 miliion in 1942 to Pengd 1,289 million in 1943 and imports from
Pengo 923 million to Pengd 1,148 million, giving an export surplus of Pengd 221
and 141 million respectively. The total turnover in 1943 was two and a half times
that of the last year kefore the war but prices seem to have increased even
more, so that there was probably an appreciable decline in volume. A good
harvest in 1943 enabled Hungary to resume its traditional exports of wheat, after
an interval of three years, the bulk being absorbed by Germany, italy, Switzeriand
and Finland. After a slight decline in 1942, Germany's share in Hungary’s
foreign trade recovered to about 60 per c¢ent. in 1843 and is likely to have
attained as much as 80-90 per cent. in the course of 1944, [taly, which pre-
viously ranked second, was eclipsed in the autumn of 1943, while trade with
neutral European countries, being of special imporiance as a source of free
ctirrencies and raw materials, approximately doubled from 1940 {o 1943, Between
Germany and Hungary it was agreed, in the middie of 1942 (in much the
same way as with ltaly in the previous year), that all reciprocal deliveries
should be continued irrespective of the position of the c¢learing account.
Moreover, in view of the increage in transport riske, the Hungarian Government
in 1943 undertook to assume the insurance charges on behalf of the importers,

In Slovakia the competent authorities have laid stress on the growing
difficulties encountered by the country in its foreign trade, so that the reported
expansion in the total turnover from 1942 to 1943 does not seem to reflect any
increase in volume but simply higher prices, As a matter of fact, economic
relations were maintained with only a very few countries, Germany accounting
for 60 per cent. of Slovakia's external trade, while the remaining 40 per cent,
was mainly with ltaly, Hungary, Roumania and Switzerland. The difficulties
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have been largely due to the slow functioning of the clearing and to its
trend; thus, the lengthening of the time lag for out-payments to 110 days
necessitated further official assistance in the form of advances on clearing
account by the Slovak Government,

Croatia has also reported an import surplus on merchandise account of
nearly Kunas 3,000 million in 1943, together with an active balance of all pay-
ments (see page 157). In 1942, Germany and ltaly together accounted for ahbout
90 per cent. of the country's foreign trade, this percentage being probably
absorbed by Germany alone as from the middle of 1943. In view of the
growing disparity between Croatian and German prices, a contribution based
on the situation on 15th April 1944, as key date, was levied on all goods
imported from Germany, the sums thus coflected being utilised to cheapen
Croatian deliveries to Germany.

Bulgarian trade statistics, available only up fo August 1943, showed for
the first eight months of that year, as compared with the corresponding period
of the previous year, an increase in the total turnover by about Leva 5 milliard
to Leva 20 milliard and an export surplus of half a milliard leva. In weight,
foreign trade likewise expanded, both exports and imports including a higher
proportion of commodities with greater bulk and less value. In fact, more
tobacco was exported instead of processed farm products and more consump-
tion goods were imported instead of semi-finished articles and capital goods.
The majority of Bulgarian commercial agreements have contained a price
clause under which any increase introduced by one of the partners would
entail an advance by the other. As a result of long trade negotiations with
Germany, lasting nine months, the price paid for tobacco exported by Buigaria
was raised by 60 per cent., of which 50 per cent. was allowed without com-
pensation, while the remaining 10 per cent. was offset by a corresponding
rise in prices for German deliveries, Bulgaria being entitled to select the
articles for which it was prepared to pay higher prices. Thus, of the additional
Leva 2,600 million, representing an increase of 60 per cent. on the cost
of 3% million kilogrammes of tobacco fo be exported to Germany, about
Leva 2,200 million was ftaken over by German importers, while about
Leva 400 million was passed on to the Bulgarian consumers.

No complete figures of the value of Roumania's foreign trade have
been published since June 1941, but data concerning weight are available
up 1o 1942. As appears from the following table, the quantity of ex-
ports fell by roughly one-half from 1938 to 1942; but, since the export

surplus in the latter year

Reumania: Weight of Foreign Trade. was stil very large, the

rise in export prices would

Welght 1938 | 1839 | 1940 | 1841 | 1942 seem to have far outstripped

in thousands of tons the decline in ‘weight; ‘in

Imports . . ... 821 739 522 392 700 other words, the terms of

Exports. . . . . . 7400 | 7,564 | 5,374 | 4435 | 3,785 trade moved in favour of
Total turnover. . | 8230 8,303 5,896 4,527 4,485 Roumania.
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Germany having acquired a quasi-monopolist position in regard to
Roumanian imports (in the first six months of 1943 its share rose to 93 per
cent. of the total trade turnover), the question of price disparity became
particularly important in trade negotiations between the two countries {the price
of wheat, for instance, was fixed at RM 880 per ton, delivery Ratisbon, com-
pared with a German domestic price of RM 210). By an agreement concluded
in March 1944, Germany seems to have secured the greater part of the wheat
surplus (estimated at 1.2 million tons) which Roumania had previously accu-
mulated, mainly owing to transport difficulties. An interesting feature of the
agreement was that German deliverieés to the countervalue of Sw.fes 150 million
were to be paid for by Roumania actually in Swiss francs, the arrangement
being that, for every Lei 1 milliard passing through the clearing, merchandise
with a value equivalent to Sw.fcs 6 million had te be paid for in that
currency. in order to enable Roumania to obtain the Swiss francs thus
required, Germany agreed to the transport of 20,000 tons of goods per
month- from Roumania to Switzerland.

Lite is known about Serbia’s feoreign trade, except that exports in the
economic year 1942-43 are reported to have risen in value by 120 per cent.
and in weight by 40 per cent.,, while for imports the increases were 70 per
cent. and 20 per cent. respectively. A clearing claim on merchandise account
is also known to have accumulated in relation to Germany. By the spring
of 1943 prices of the principal Serbian export goods seem to have risen pari
passu with prices of goods imported from Germany.

In the two and a half years up to the middle of 1944 deliveries through
Red Cross organisations to Greece amounted to about 300,000 tons of wheat
and 45,000 tons of various other foodstuffs, mostly transported from Canada,
the United States and the Argentine in Swedish ships. Apart from these
deliveries, Greek foreign trade (after the suspension of ““Sacig’’, which regu-
lated trade relations with Italy) became the virtual monopoly of the ‘'Degriges”,
formed. fo promote Greek exports to Germany. Even if this body did not
actually enter inte trade negotiations, in practice it exerted a predominant
influence on the whole of the country’s foreign trade by authoritatively fixing
the premiums which Greek importers had to pay in addition to the price
invoiced by the foreign exporters (see page 158). During 1943, '‘Degriges’
allowed German exports to Greece amounting to 34,216 fons with a value of
RM 87.4 miliion (equal to about one-quarter of total Greek imports in 1938);
no information was made available regarding Greek exports to Germany.

Of the five countries in weetern and northern Europe- which remained
under German military occupation during 1943, namely, France, Belgium,
Holland, Denmark and Norway, regular returns of foreign trade have been
published by Denmark alone, while Finland, although belligerent, continued
publication of its principal foreign-trade figures.

The appearance of a Danish export surplus in 1943 (the third in this
century, the previous ones cccurring in 1914 and 1940) is accounted for by
increased deliveries to Germany, which in its turn furnished about 80 per cent.
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Denmark: Foreign Trade. of Denmark’'s imports. It seems that in
_ the course of 1944 German supplies

Years Imports | Exports | Balance | were curfailed, while Danish exports of
in_millions of Danish crawns agricultural products were intensified,

1038 1e25 | 1885 | — o |- !eadmg to an increased Germa.n debt
1942 1210 1053 | — 187 in the clearing on merchandise as

1943 1,225 1,338 4 113 well as on other accounts. A rather
1944 TAST | 1340 | + 173 | gimilar situation occurred in Belgium,
. . where some estimates put the value of
exports at not less than three times the value of imports; here Germany
supplied 55 per cent. of the imports and absorbed some 80 per cent.
of Belgian deliveries, with France and Holland as the remaining trade
partners.

At the end of 1944 full data of France's foreign trade during the war
years had not yet been published and only a few general indications can be
given. Figures covering nearly three years — from the end of 1940 to November
1043 — have been issued by the Exchange Office, and these show that pay-
ments into the clearing amounted, in all, o Fr.fcs 214 milliard. Of this amount
Frfcs 190 milliard were in respect of the Franco-German clearing (including,
besides Germany, payments in relation to Belgium, Holland and the Governor-
Generalship) and the remaining Fr.fcs 24 milliard were in respect of other
European pariners. .In regard to the latter, the clearing would seem to have
been more or less balanced, while the Fr.fcs 190 milliard in refation to Germany,
etc. were made up of Fr.ics 43 milliard mainly representing imports into France
from Germany and Fr.fcs 147 milliard representing French exports to Germany
plus such transfers as savings of French workers in Germany, together with
some cother payments under the terms of the armistice. The resulting French
clearing claim of some Fr.fcs 100 milliard against Germany in November 1943 thus
reflects not only movements of merchandise but also a series of other transfers.

Certain data were published in 1944 from which it would seem that, in
weight, French imports during the first five months of that year amounted to
only 7 per cent. of the imports in the corresponding period of 1938, On the
other hand, French exports were about 50 per cent. below their pre-war weight;
the export of foodstuffs had increased more than 30 per cent. (without counting
deliveries inside France to the occupying power), but that of raw materials
and finished goods had declined by 60-70 per cent.

To understand Finland's foreign trade figures, due account must be
taken of the fact that by the middle of 1944 export prices had risen by 125 per
cent. and import prices by more than 200 per cent. above the level of August
1939, with the result that the aggregate volume of the country’s foreign trade
in the first half of 1944 was about one-half of the pre-war figure; this pro-
portion declined further to about one-third for the whole of the year 1944,
owing to the shrinkage in the country’'s foreign trade during the second half
of that year. The following table shows the magnitude of the adverse balance
of trade and the somewhat smaller deficit in the balance of payments, the



Finland: Foreign Trade
and Balance of Payments.

Bal f

v Imports Exports aance ¢
ears Trade | Payments
in miflions of FM

1938 8,607 8,398 — 209 | + 400
1940 5,180 2,875 — 2,305 | —3,400
1941 10,20 4,322 — 5,879 | - 4,300
1942 11,732 5,991 — 5,741 — 5,060
1943 12,880 8,713 — 4,167 | — 3,000
1944 8,886 6,568 — 2,298 .

latter amounting to FM 15.7 mil-
liard for the four years 1940-43,
largely covered by the growth
in indebtedness vis-a-vis foreign
coluntries, especially Germany
and Sweden, -

From 1941 onwards Germany
increased its share in Finnish
foreign trade to more than two-
thirds, supplying for the most
part cereals and armaments {the

latter not included in the foreign trade returns), while for the import of fats
Finland depended entirely on Denmark. On the other hand, Finnish exports
of metals would seem to have increased, and Finnish industries manufactured
considerable quantities of pre-fabricated houses, mainly for delivery to Germany
and south-eastern Europe. An agreement signed between Finland and Sweden
in the middle of 1944 provided for payment in cash for deliveries by either
party; after the political events of the late summer, however, a new reconstruc-

Foreign Trade of Sweden, Switzerland,

Spain and Portugal.

Percentage increase (+) or decrease (—)
between 1938 and 1943
Countries Weight of Value of
Imports | Exports Importsl Expaotts
percantages .

Sweden . ... .. —~49 | —38 [ —13 | — 35
Switzerland . . — 45 — 40 + 7 + 24
Spain®*.... ... — 57 — 65 + 4 4 49
Portugal . . . . .. — 3% — &8 + 43 | 4 248

* 1935 taken as the hasic year instead of 1938,

tion credit of S.Kr. 150 million
was granted by Sweden, bringing
the total of Swedish credits to
Finland since 1939 to S.Kr. 600-
650 million.

The accompanying  table
shows that the four neutral

countries in Europe - Sweden,

Switzerland, Spain and Portugal ~
have experienced drastic reduc-
tions in the weight figures of their
foreign trade (whatever may have
happened to the value figures).

in weight, imports have thus been reduced to about one-half of what
they were in 1938, while exports reached, at best, only two-thirds of their

pre-war magnitude.

Sweden: Foreign Trade.

- _\Na ight _ Valua

Years in thous_ands of tons| in milliens of Swedish crowns
Imports | Exports | Imports | Exports | Batance

1038 13,670 | 20,378 | 2,082 1,843 | — 239

1939 15,333 | 21,804 | 2,499 1,889 | — 610

1942 677 | 12,022 | 1,780 1,319 | — 461"

1943 7,000 | 12,550 | 1,814 1,172 | — 642

1044 * .. . 1,664 830 | — 835

* Preliminary,

With certain interruptions,
Sweden has been able to secure
such exemptions from the various
blockade and counter-blockade
measures as have made it pos-
sible to maintain some exchange
of goods with extra-European —
mainly South American — coun-
tries; ‘nevertheless there has
been a considerable alteration in
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Sweden: Direction of Foreign Trade. the direction of Sweden’s

(According to value flgures). foreign trade., Switzerland

Percentage distribution | 1938 | 1943 | 1944 ¢ has a.ttamed the seco.nd

of imports from and exports to: place in Sweden's foreign

percentages .

trade with a share of about

GOFMANY &« v v v v o mn v e o s e es 20 48 49 10 per cent., as compared
Northern countries . . . . . . . . .+ ..« 72 ir g . .

Othet countrises of Continental Europe . .| 27 27 27 with only 1 per cent. in 1939.

Total for Contlnental Europe . . . . . .. 53 86 ag . .

Overseas countries . . . . . ..« .. 47 14 ia . in S.plte of the increase

Total . . A 700 | 700 | 100 in the import surplus to

S.Kr. 642 million in 1943

* Janvary-June. (not far short of the record
figure of S.Kr. 677 million reached in 1940}, the Swedish balance of payments
was still active, on current account, to the extent of almost S.Kr. 200 million
{see pages 108 and 108).

In contrast to Sweden, the imports of Switzerland were sharply con-
tracted in 1943, with the result that the import surplus in that year fell to
Sw.ics 98 million, i. e. the lowest figure since 1917. The same tfrend continued
in 1944, when the weight of imports fell to the lowest level since 1888.

Normally, Switzerland

Switzerland: Foreign Trade. ;
has an import surplus of

Woeight Value some Sw.fcs 300-600 mil-

Years in thousands of tans | in millions of Swiss francs lion paid for with the pro
, -

Imports | Exports lmpof‘sl E*Wffs' Balance | copds of Swiss services

1938 7,485 615 | 1607 | 1,317 | — 200 | (such as banking, tourist
1929 8,772 548 1,869 | 1,208 | — 592 traffic, transit trade, income
1942 4,422 q05 | 2049 | 1,572 | — aus i ital i .
1942 i ao8 1oy | Tess | T e from Swiss capital |_nvest
1944 2,621 306 | 1086 | i,132 | — 54 ments abroad), the country

) . being dependent on imports
for its supplies of almost all industrial raw materials and of many foodstuffs.
The fact that, in 1937, the value of Swiss foreign trade per head of the
population was Sw.fcs 741, as against Sw.fcs 675 for Great Britain and
Sw.fcs 294 for Germany, indicates the importance of this branch of activity.

As a neutral country situated in the middle of a belligerent continent, at
a point of intersection between blockade and counter-blockade measures,
Switzerland presents certain peculiarities as regards foreign trade: a passive
trade balance with other peutral countries and with the Balkans has had to
be settled by releasing gold at home; an active balance in relation fo Germany
and occupied counfries has had as its counterpart advances in the Swiss-
German clearing, while an active balance vis-3-vis the dollar and sterling
countries has led to an_ accumulation of blocked reserves; neither clearing
assets nor the blocked gold and foreign exchange reserves have, however,
been utilisable for the seftlement of passive balances in respect of other
groups of countries. Thus, as pointed out by the Vice-President of the Swiss
National Bank, economic warfare has resulted in the splitting-up of the balance
of payments according to groups of countries, a relatively small import surplus

"
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of under Sw.fcs 100 million in 1943 constituting a far more difficult problem
than the substantially higher trade deficits of earlier years.

Owing to their neutrality, to their geographical situation and to their
economic structure, Portugal and Spain show a certain similarity in their
foreign trade trends, as may be seen from the following tables: in each case
the weight of the total turnover suffered a considerable -decrease {by about
one-half for Portugal and two-thirds for Spain) in comparison with the
respective base years before the war; but in 1943 both countries were able
to bring their imports above the 1942 level in quantity as well as in value,
while exports continued to decline in weight though they rose in value.

Another feature com-

Portugal: Foreign Trade. :
meon to Portugal and Spain

Weight Value is that their trade with

in thousands of tons in millions of escudos .
Periods Germany remained with-
Imports | Exports | Imports | Exports | Balance in comparatively modetate
K . L] 1
1938 .. .| 296 | 1540 | 2,206 | 1146 |—1,060| limits, whereas Germany’s
1942 .. .| 1,342 616 | 2480 | 3,939 | -+1459 share in the trade of almost
1943 .. .| 1,458 495 | 3,341 | 4,035 |+ 694 th unt th
1943 Jan.-June . 536 220 | 1,203 | 1,863 | + 560 ever¥ other country on the
1944 ,, ., . 812 252 | 1,761 | 1,863 | + 102 continent of Europe rose

to unprecedented levels,
especially as from 1941. Thus, German participation in Portugal’'s total foreign
trade turnover between 1938 and 1942 rose only from 16 to 20 per cent,
‘while, in frade with Spain, Germany, though still occupying the first place, did
not absorb more than 20 per cent. of the total in 1942 as against 15 per cent,
in 1935; for 1943, the relevant percentages calculated on the basis of the
available figures regarding trade with Germany do not seem, in either case, to
have registered any appreciable change. The great advantage which Spain has
- derived from its maritime position appears from the fact that fully two-thirds
of the total foreign trade was carried in ships.

Products of agriculture and fisheries still predominate among the exports
from the lberian Peninsula, but pyrites, tin, quicksilver and, above all, wolfram
have greatly increased in importance. Spain vies with southern Italy for the
first place in the world as a producer of quicksilver, while Portugal ranks
third after China and Burma in the output of wolfram, Portuguese exports
of this latter minerat reached a record figure of nearly 6,800 tons in 1943,

against 4,800 fons In 1942

Spain®: Foreign Trade. and 3,080 tons in 1939;
' but, prices having fallen,

Waight Value '
in thousands of fons in millions of peselas reve{'nue from this squrce
Periods declined from a peak figure
Imports | Exports | Imperts | Exports | Balance of Esc. 1,250 million .in 19492
1935. .. .| 5095 | 6,384 | 883 sas |— 20a] to Esc. 820 million in 1943
19242, .. .| 1,998 | 2307 610 631 [+ 21 " -
1943, .. .| 2es | 2218 | o4 | e78 |- as| U.e.a decrease from one
1943 Jan-June .| 1,035 | 1,098 | 41 asa |+ sa| third to onedifth of the
1944, . Of 976 [ 1547 | 325 | 363 [+ 38| tofal value of Portugal's

(') Spanlsh possessions included, () Provisional.  @xports).
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Official figures show an increase in the value of the total furnover of
Turkey's foreign trade from £T 2468 million in 1939 to £T 480 million in 1943,
while the export surplus rose from £T 9 million to £T 54 million. ln volume,
trade seems to have been fairly well maintained, with important changes,
however, as regards direction, though in this respect particulars for recent
years are not available. The share of Germany, which in 1939 was some-
what less than one-half of Turkey's total foreign trade, declined considerably
in the following years; if the sum of £T 60 million fixed for exports as well
as for imports in the Turkish-German agreement of April 1943 was actually
attained, it would account for about one-quarier of the fotal Turkish trade in
1943. On the other hand, trade with the Anglo-Saxon countries, though subject
to ups and downs, is known to have increased on balance; furthermore,
commercial agreements were concluded to keep up the exchange of goods
with Danubian and Balkan countries as well as with European neuirals.

The publication of foreign trade statistics of the U.8.8.R. was suspended
as from 1939 but on 11th June 1944 the Commissariat of Foreign Trade in
Moscow issued a statement giving certain particulars of the aid extended to
the country by the United States, the United Kingdom and Canada from the
beginning of the Russo-German war to the end of April 1944 (see table
page 129). Of an aggregate weight of 10,100,000 tons despatched to Russia,
the total actually received amounted to 8,796,000 tons, which would imply
losses amounting to about 13 per cent., evidently due to enemy action, the
loss in value as regards the United States being estimated "at $745 million.

The 1. S. [énd-lease shipments to the U.S.S.R. rose from a million dollars
in 1941 to $1,350 million in 1942 and $2,930 million in 1943 anrd $3,440 million
in 1944, According to the White Paper on Mutual Aid, published late in 1944
by the British Government, the total of British deliveries to the U.S.8.R. up
to the end of June 1944 was estimated at £270 million, a figure which of
course refers primarily to the value of the armaments delivered.

Ordinary trade has practically come to a standstill and this makes it
difficult fo compare present with pre-war conditions, when Russia exported

products of great bulk, such
U.8.5.R.: Composition of Foreign Trade. ga¢ cereals, wood, coal

. Average 1938 and oil, and imported mainly
Groups | 1909-1913{ 19201931 capital goods of high value.
_ It millions of gold roubles On the basis of gold prices
E:P‘Jj”? ! orad Russia's foreign trade in
gricultural products 1,051 378 110
Industrial products. . . | . 437 545 193 1926-31 was about 70 per
Totel exports . . | 1,488 924 203 cent. of the average for
' 1909 -13. And by 1938 (when,
Ilmports: .
Capital goods. . . . . . 824 913 285 however, prices had fallen)
Consumption goods . . | 317 102 i the figures showed a further
Total Imports . . | 1141 1018 928 contraction. It is interesting
Total turnover to note that all through
{exports plus imporis) . 2,629 1,939 628 .
these periods there was, on
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the export side, a relative increase in the importance of ‘industrial goods,
with a shilt to capital goods on the import side,

in October 1944, the veil of secrecy which had surrounded the foreign
trade of the United Kingdom was partially lifted in that certain figures were
published covering the period up to the end of 1943; and corresponding data
have since been made available for the year 1944, With regard to exports,
the figures exclude shipments of “munitions” but comprise all other goods
(whether despaiched to governments or to private firms), thus including certain
shipments under reciprocal aid. The available export statistics for the years
193941 include munitions supplied to governments of other countries (though
not munitions shipped for the use of British forces abroad); for this reason
direct comparison cannot be made with the export figures for the years in
qguestion but only with those for 1938,

United Kingdom: Exports.

index for 1944 of
1938 1942 1943 1944 average
Exports by groups valuegs volume
in millions of £ sterling 1938 = 100
Food, drink and tobacco . . . . ... 359 18.5 19.0 19.0 17t 31
Raw materials and articles mainly :

unmanufactured . . . .., ... .. 56.9 10,2 9.0 7.7 202 | 7
Articles wholly ar mainly manufactured 365.3 234.7 200.4 2258 ig2 a4
Animals not for food . . . .. ... . 0.7 o2 0.1 0.3 266 15
Parcel post . . ... .. - ...« .. - 12.0 5.8 3.7 5.2 * 47
Total . . ... ... 470.8 . 269.4 232.2 258.0 i78 . 37

. Parf,e[ post is recorded by the customs according to an official valuation,

in value, British exports fell by nearly one-half between 1938 and 1944 but

the decline in volume was greater: the average price of British exports having
risen by about 80 per cent. the volume of exports in 1944 was less than one-
third of what it had been in 1938. The most pronounced fall — to 7 per cent.
of the pre-war level — was experienced by the group comprising raw materials
and semi-finished products, while exports of foodstuffs and finished articles
declined to one-third. Silk and artificial silk formed the only category which
showed an increase 'in both value and weight of exports, Whiskey -also
was one of the main-

United Kingdom stays of trade, especially

Geographical Distribution of Exports. with the United States;

it represented more than

1938 1943 1644 | Pecrease in 1944

Area comparedwlth1938] a quarter of total ex-
in millions of £ sterling In % por‘ts to that COUﬂtI‘Y
Enemy and enemy - : . .
counfries occupied | 137.8 —_ — —137.8| —ro0 II"I' 194:2 and near}y .a
Other countries: . third in 1943; but in
British . ..... 2119 | 1492 | 169.8 |— 424| — 20 1944 the proportion de-

Rest of world . . . | 1211 83.0 883 |— 928| — 27 .
clined, stocks having

Total . . ... 470.8 232.2 2581 |—2127| — 45

been further depleted.
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Suspension of shipments to enemy or enemy-occupied countries accounts
for more than one-half of the total loss of trade (on a value ‘hasis) between
1938 and 1944. Trade has bheen best sustained in relation to North America,
the relevant exports being for £44.6 million in 1938, £50 million in 1942,
£43.1 million in 1943 and £40.1 million in 1944,

in addition to the publication of export figures, certain data regarding
British imports (up to and including 1943) have been given separately in the
White Paper of “‘Statistics relating to the War Effort of the United Kingdom™,

presented to Parliament in November 1944,
On the basis of a re-

United Kingdom: Imports and Re-exports.  valuation at 1935 prices,
the volume of British

Areas 1938 1942 1943 imports (including mu-
Tn illons of E stering nitions) was 18 per cent.
Imports from: higher in 1243 than in
British countries . . . . . ... 3745 482,1 556,9 1938, while, excluding
United States . . . ... ... 118.0. 5355 1,009.7 s .
Other countries . . . . . . . . 430.0 188.0 | 2181 munitions, a decline by
Total imposts . . . .. ...| 9195 1,205.6 1,874.7 21 per cent. occurred,
i L m—— ' -
i Munitions (1} -I 2025 657.9 These percentages may
otal excluding munitions . . , , 9.5 1,003.1 1,216.8
9 be taken as largely re-
Re-exports: ﬂecting a shift towards
Total . . . . . 0 0. 61.5 10,7 10.1 . .
Excluding munitions . . ., . . — 4.6 " B4 increased lITIpO!’tS of

highly valuable articles,
especially munitions. In
weight, British imports
_ Indexes 1938 = 100 of so-called dry cargo
vo'll':tr:le.of.r.et‘a.“:e.d Imp?rtsﬁ oo I84 irg (le EXCIUding petrOIeum
Excluding munitions . . . . . . j00 72 79 and other tanker-borne

roducts) had averaged
{1 i. e, Imports {or re-exports) by government departments of aircraft and e o ) g
other vehicles and parts (except rubber tyres and tubes for road vehicles) 5D million tons for the

and arms, ammunition and military and naval stores. years 1934-38 but reached

commodity prices. only 23 million tons in

. 1942 and 26 million tons

in 1943 (the figures excluding imports from Eire). In the words of the

official commentary “‘imports of both food and raw materials were cut by

one-half and imports of finished goods were confined almost exclusively

to munitions. Imports in 1942 and 1943 were less than in 1917, when they

were nearly 34 million tons of dry cargo, and in 1918 when they were
30 million tons’',

Retained imports:

Total o v v v v v v v v e B858.0 1,194.9 1,864.6
Excluding munitions . . . ., , — 998.5 12114

British imports as given in the table include the value of lend-lease
deliveries from the United States and of mutual aid from Canada, but it is not
known to what extent the British valuation of these deliveries differs from that
used for the compilation of the lend-lease accounts of the United States or the
Canadian figures (especially in view of the fact that the U.S. prices for
munitions and similar deliveries appear to be considerably higher than the
British).




in 1943 retained imports (including munitions) into the United Kingdom
came to £1,864 million and in the same year exports (but without munitions)
amounted to £232 million, the difference being £1,832 million. According to the
~ White Paper submitted in connection with the budget, ‘‘overseas disinvestment™
of the United Kingdom (i.e. the extent to which British investments abroad
have been realised and new indebtedness incurred towards foreign countries)
was £655 million during the year 1943. This would leave some £975 million,
mainly representing the value of lend-lease and mutual-aid deliveries but also
the counterpart of British invisible exports (income from shipping, dividends
from abroad, etc.), such invisible exports accounting for perhaps one-quarter
of the £975 million.* =

Notwithstanding lend-lease and mutual aid, British overseas disinvestment
has thus continued — a development which will give rise to many problems
when the war is over. it may be recalled that in the past the British trade deficit
of, as a rule, £300-400 million a year was met by income from investments
abroad at about £200 million a year, followed by shipping receipts ranging from
£65 million in a bad year to £150 million in a good year, with receipts from
miscellaneous services averaging about £40 million. By the end of the war
a considerable proportion of the foreign investments will have been disposed
of, and the loss of this amount will have to be made up, in the main, by an
increase in exports, the President of the Board of Trade having estimated that
the United Kingdom will need to increase its volume of exports by fifty per
cent. above the 1938 level.

Originating as a wartime organisation to foster trade with Balkan countries,
the United Kingdom Commercial Corporation was gradually developed
into an important weapon of economic warfare. With regard to its detailed
operations strict secrecy was necessarily observed, bhut the Corporation is
imown to have been particularly active in so-called ‘‘preventive buying”
{especially in Turkey, Spain and Portugal), seeking in that way to reduce the
supplies avallable for Germany. It has mainfained cooperation with the United
States Commercial Company so as to avoid competitive bidding for materials
which were needed by both. As the war changed in character and certain
forms of the Corporation's activities lost in importance, it developed more and
more inte a mechanism through which state frading could be carried on; and
the hope has been expressed that it might be of service for the furthering of
exports when peace returns.

Shortage of shipping-space remaining a crucial problem, Eire had to
make a further cut in its imports, which in 1943 touched a new low level at
£26.1 million as compared with £41.4 million in 1938, the reduction between
these two years representing 37 per cent. in value and no less than 71 per
cent. in weight. Exports on the other hand, rose in value from £24.2 million in
1938 to £27.5 million in 1943, the figure for the latter year leaving a slight

* Compare a note headed “Balance of Paymenis Mysiery* in the “Banker” for January 1945,
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export surplus of £1.4 million. In addition, there has been a sharp rise in the
country’'s credit balance on account of invisible exports, especially emigrants’
remittances from the much larger number of lrish men and women working
in British war industries. During the first nine months of 1944 imports rose
more than exports (on a value basig), the result being an import surplus of
£1.1 million,

Except Canada, New Zealand is the only British Dominion which has
continued to publish its statistics of foreign trade regularly. In 1943 imports
rose from £NZ 54 million to the record level of £NZ 94 million, while exports
declined from £NZ 81 million to £NZ 71 million, which left an import surplus
of £€NZ 23 million for the year 1943, This unusual feature in the country’s
trade balance (which had been consistently active since 1926 seems to have
been due partly to changes in the method of accountancy: as from 1943,
import figures include goods supplied to New Zealand under lend-lease, while
goods supplied by New Zeéaland to the forces of the United States have not
been included in the export figures. 1t should be added that shortages of
fertilisers and of manpower appear to have caused a certain decline in farm
production for export. In January 1942 the publication of Ausiralia's foreign
trade returns was suspended for the duration of the war, hut reports indicate
that the trend of the country's foreign trade has been similar to that of New
Zealand. The trade balance of Australia had been consistently active since
1930-31, owing mainly fo increased exports of newly-mined gold; as from
1941-42, however, an import surplus of £A 27 million appeared, which, following
an increase in imports and a decline in exports, rose further to £A 143 million
in 1942-43 and £A 126 million in 194344, or a total of nearly £A 300 million during
the three fiscal years. '

With regard to the Union of South Africa, special inferest attaches
to a sudden increase in trade with Latin American countries, especially the
Argentine and Brazil; on the other hand, shipping difficulties have encouraged
domestic production of agricultural machinery and implements; whereas the
Union formerly covered most of these -requirements by imports, it was esti-
mated in Qctober 1943 that about one-third of the current supply was being
produced at home.

At the beginning of the war Egypt's foreign trade was characterised
by a sudden decline in exports, while imports rose. In 1943, however, this
‘trend was reversed: according te the annual report of the National Bank of
Egypt for that year, the value of imports in 1943 was lower and that of exports
higher than in 1942. Smaller quantities of texfiles, coal and tea were coming
into the country and, as a result of the reopening of the comparatively short
sea route through the Mediterranean, shipments, especially of raw cotton, had
been resumed (the 1942-43 crop having been a record one, both in quality
and in vyield). The adverse balance of foreign trade was therefore much
reduced while the general balance of payments continued to be overwhelmingly
in - Egypt's favour owing to the steady flow of local disbursements by the
Allied forces, : '



in Canada, economic activity is estimated to have risen in 1943 to twice
what it was in 1939, and foreign trade has likewise risen to record levels both
in total furnover and as regards the export surplus: in value, imports more
than doubled between 1939 and 1943, while exports, including mutual aid
deliveries, more than trebled, the active balance of Can. $1,236 million being
the highest in the country’s history; moreover, the rise in exports continued
unabated in 1944. In relation to the United States, with which more than one-
half of Canada’s trade was carried on in 1943, there was an import surplus of
Can. $275 million; on the other hand, in 1943 as in former years, frade with
countries of the British Empire produced a substantial export surplus, amount-
ing to well over Can. $1 milliard.

Canada: Foreign Trade.

Total J -J
1939 | 1940 | 1941 1942 | 1943 | 1939 to | - oruaniune
Value : 1943 | 1043 | 1944
in millions of Can. dollars
Nmports . ... . 750 | 1,057 | 1966 | 1644 | 1735 | ss82 840 865
Exports . .. ... .. gor | 1186 | 1,638 | 2364 | 2071 | 9086 | 1,288 | 1,769
Total ... | 1,647 | 2248 | 3004 | 4008 | 4706 | 15608 | 2,128 | 2,634
Export surplus. .« . . . 147 129 272 720 | 1,238 | 2,504 448 804

As regards the United States, the most striking feature, brought out
by the table and by the accompanying graphs, is the importance attained
by lend-lease shipments: from barely $1 million in March 1941, the first
month in which the Lend-Lease Act was operative, these shipments came to
average nearly $1,000 million a month during 1944, representing 80 per cent.
of -total -U. S. exports, i.e. four-times-as- much as-the-“cash-exports'". Including
lend-lease, the export surplus reached the record figures of $9,354 million in
1943 and $10,154 miilion in 1944; but on a cash basis, i e. excluding lend-
lease deliveries, there was an import surplus of $755 million in 1943 and of
$1,133 million in 1944 — the first import surpluses, it is interesiing to note,
since 1893, The emergence of this '‘cash’ import surplus has been the main

United States: Foreign Trade.

] ) Total
1938 1941 1942 1943 1944* 1941 to
. Value . 1944
in millions of dollarg
.Exports_:
Lend-lease. . . . . . . — : 739 4,891 10,1009 11,287 27,026
Cash exports . . . . . 3,004 4,408 3044 2,609 2,778 12,939
~Total exports .. . . . . . 3,094 5,147 8,035 12,718 14,065 39,965
L Yotat imports . . . .. .. 1,960 3,345 2,742 3,364 391 13,362
Balance. . .| -+ 1,134 + 1,802 41 5,293 -} 9,354 + 10,154 + 26,603
Balance hetween cash
exports and imports . . + 1,134 + 1,063 4 402 — 755 — 1,123 — 423

* Provisional,
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— United States — reason for the accumulation

Exports and lmporis (menthly, in millions of dollars). of dollars in the hands of
1560 ' o | countries outside the United
1400 _@ , lug | States, as shown more fully
13007 ,?‘\ {300 | on page 133.

1200 - 1200
1100} R 1noo Up to the end of
1000} Toralexporl.F" {1000 | June 1944 lend-lease exports
900} 1900 amounted to $21,550 million.
ggg ?gg This figure, however, refers
i 1 only to goods actually ex-
500 1o ported, that is to -say it in-
4005 1400 cludes neither such articles
30— A {30 | as have been transferred to
200 N | VT ' Cash oo 1200 | the ownership of foreign
WoE—— T T TR T 1% | countries  but  are  being
vo 1936 1937 1938 1939 1940 1941 1942 1943 1044 1945 used in the United States,
nor materials transferred but
Trade Balance (monthly, in millions of dolfars). . not yet. exported! nor QOOds
100 nag | Purchased outside the United
mm;E@ low | States and sent direct to
900} {300 lend-lease countries; the
800T 1890 | value of ships leased is
.10 Tord export sy 1% | also excluded; these various
ggg ggﬁ items make up an amount of
400k 10 | about $3,300 million, which,
300 10 | together with an additional
200F 1200 | sum of $3,450 million for

100

R gty 1100 services rendered, brings the
0 BN g > S 0

Al ] grand total of lend-lease
100|—impg s Cash frade balan 100 i .
200L  Gash Iradebalance g | @ssistance between March
3007.|1||I|5I|I wlbdntu bebabaldslolulolololnly ||]J|]u|II|Il||I|!||lIrII|I|lII|II|II|iI|II[II ||I||I||II;300 1941 al"ld JUI"Ie 1944 tO nearly
pon, 1936 1937 1938 1939 1940 1941 1947 1943 944 1945 $28,300 million (see tables,

page 125), Russia's share
of lend-lease rose to 30 per cent. in 1944, while the United Kingdom, having
obtained 77 per cent. of lend-lease deliveries from the United States in 1941,
received 45 per cent. in 1944,

No detailed figures of the components of foreign trade have been published -
since 1942, It is reported that the rise in value of both imports and exports
largely reflected an expansion in actual quantities of goods shipped, but price
increases, no doubt, again played a certain role. Finished goods (mostly
armaments) made up the largest single class of exports, while foodstuifs,
followed by strategic minerals and metals, headed the list of imports. Not-
withstanding the enormous turnover in war material, '‘commercial’’ trading has
heen growing in importance. In a report to Congress the Foreign Economic
Administrator stated that in 1943 goods imported into the United States for
private account had a value of $2,300 million, a figure slightly above f{otal
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United States: Composition and Direction of Lend-Lease Exports.
March 1941«Junes 19244,

Africa,Middle China. India
United East and " ' Gther

Groups Kingdom US.S.R. Mediter- au‘str;halang Countries Total

ranean area | oW <®alan

in millions of dollars

Munitions., .. . ... . . 4,409 3177 2,285 1,520 €73 12,064
Industrial materials . . . 2,283 1,729 520 758 96 5456
Agricultural products. , . 2,629 1,026 196 137 27 4,015
Total . . ... 8,321 59032 3,071 2415 796 21,535

imports in 1939, while exports of goods on commercial account, financed through
private sources, amounted to nearly $2,250 million.

Between 1938 and 1943, the United States trebled its imports from Latin
American countries (on a value basis) but did not quite double its exports
to them. These in-

Foreign Trade of the United States creases have been

with twenty Latin American countries.* largely due to higher
commodity prices,

Vatue 1938 | 1939 | 1840 | 1941 | 1942 | 1943 but there has also

in millions of doftars bheean aconsiderable

lmports by the U.S.A. ... | 453 | st8| et 1,008 | re77 1,810 | change in the cur-
Exports from the U.S.A. . .| 481 | 549 | es3| v02| 718 | 819 rents of trade, the
Total .. ... 934 | 1,057 [1,302 | 1,810 | 1,695 [ 2,120 share of the United

Balance for Latin America. . | —28 | —31 | —64 |+ 106 |+ 259 |+ 491 States having risen,
as well as the frade

* According to U. 3. stafistics,

. of the Republics
with one another. Thus, either the United States or ‘'‘the rest of Latin
America'” hag now advanced to the first place in the trade returns of each
individual Latin American country, with the notable exception of the Argentine,
for which Great Britain has remained by far the largest outlet. The substantial
export surpluses in relation to the United States have led to a rapid accumu-
lation of gold and foreign exchange in the hands of most Latin American
countries, the amount held by them being likely to reach $4 milliard at the end
of 1944 (see page 107). This abundance of liquid resources accounts for the
fact that, as in the previous year, only a fraction of the total credit facilities
placed at the disposal of these countries by the United States was actually
utilised, the report of the Export-Import Bank for 1943 mentioning a figure of
$116 million out of credit allocations totalling $436 million.

Of the countries shown in the table only Mexico and Peru had a higher
export surplus in 1938 than in 1943. In most Latin American countries there
has been a structural transformation, goods of higher value but smaller bulk
now being exchanged. This process may be exemplified by the figures
given overleaf for the Argentine, whichiy however, also reflect the rise
in prices.



— 64 —

Argentine: Foreign Trade. For imports, a reduction in weight was
Percentage change from 1938 to 1943. coupled with a decrease in value; but exports,

though declining in guantity, continued to rise

Weight | Value in value, with the result that the trade balance

percentages in 1943 reached the abnormally high figure of

Exports . . . | — 42 + 65 Pesos 1,438 million. Pastoral products (meat,
Imports, . . | — 63 — 40 hides and skins, and wool} fogether with some

other agricultural commeodities (especially wheat
and linseed) stil accounted for about three-
gquarters of the Argentine’s exports, although the share of manufactured
goods has risen in recent years. Owing to the decline in British and U.S.
shipments, Brazil stepped in as the principal source of supply, but the
United Kingdom remained the chief buyer of Argentine products. Sweden
and Spain have been the only other European countries of any importance
for Argentine exports. During the first nine months of 1944, foreign trade of
the Argentihe developed very much on the same lines as in the previous year,
with an export surplus reaching a new record of about Pesos 1,200 million,
as compared with Pesos 940 million in the corresponding period of 1943,
There was, in fact, an increase by some 1 million tons (mostly on account of
the export trade) in the weight of goods exchanged. '

The most noteworthy struciural change in Brazil’s foreign trade during
the last ten years has been the progressive reduction of coffee shipments
from about three-quarters of total exports in 1933 to about. one-third in the
first half of 1944, while cotton has gained steadily in importance, the estimated
output rising to 600,000 tons in 1944, as compared with an average of about
- 400,000 tons in the previous five years. Fifty per cent. of the cotton textiles
exported were, in 1943, taken by South Adrica. Although expoits to the
Argentine and Uruguay have doubled in recent years, more than one-half of
Brazil’s foreign trade is, however, with the United States; there has been a

Foreign Trade of Latin American countries.

lmports Exports Balance
Countries Value in -
1938 I 1942 | 1943 1938 | 1942 | 1943 | 1938 | 1942 1943
: : in_millions of national currency units

Argentina . . . .| Pesos p.| 1,461 ) 1,274 942 | 1,445 | 1,982 | 2380 |— 16 |+ 708|-1,438
Brazil . . . ... Cruzeiros | 5,195 | 4,644 | 6,073 | 5,097 | 7,800 | 8,728 |— %8 | +2,858] 42,656
Chile . .. ... Pesos or 499 622 636 675 863 B&T |+ 176 |+ 24114 231
Colombia . . . . | Pesos 159 105 147 163 192 219 |+ 4|+ 87|+ 72
Cuba . . .. .. Pesos 106 147 177 143 182 |- 3561 |+ 37 |+ 35|+ 174
Dominican Rep. | U.5.% 11 12 14 i5 20 G 1+ 4|+ 8l+ 22
Ecuador . .. .| Sucres 148 200 218 169 298¢ 33 14+ A4+ 99|+ 175
Haiti ... ... Golurdes 38 41 - &S 35 41 83 |— a3 o|— 2
Mexico . . . . . Pesos 494 753 903 Bas 99D | 1,130 |+ 344 |+ 237+ 227
Papama. . . . . Balboas 8 38 40 4 2 2 |— 14 |— 36|-- 38
Paraguay . . . .| Pesos or | 13 17 21 12 16 20 |— 1 |- s 1
Peru. .... .. Soles 260 339 449 342 495 480 p+ B2 [ 4 1564 1
Uruguay ... .| UL5% &1 64 &4 82 58 w0+ 1 |— 6, + 36
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heavy demand for strategic metals, foodstuffs and certain manufactured articles
(especially textiles), such articles representing about 20 per cent. of the country’s
total exports in 1943 as against barely 1 per cent, in 1939. But, for Brazil, as
for other Latin American countries, imports both of capital and of consumers’
goods remained inadequate; as elsewhere in Latin America, the central bank
"~ had to continue its purchases of export drafts from private traders, thus adding
to the amount of internal circulation. In Brazil taxpayers may, as an alter-
native to payment of excess profits dufy {(which ranges from 20-50 per cent,
of the surplus above basic profits), invest double the amount thereof in
equipment cerfificates, redeemabie in foreign currency at such time as the
- holders are able to import machinery and implements for the purpose of re-
equipping national industries,

The ban on the publication of foreign trade statistics has continued
throughout the Far East and even the more or less sporadic indications in
official statements concerning current trends have become very scanty. In a
Japanese economic journal the total value of trade which, before the war,
passed through Hong Kong and Singapore has been estimated at Yen 8,000 mil-
fion, of which Yen 3,500 million represented goods directed towards or coming
from territories outside ''Greater East™Asia’’. This means that somewhat iess
than one-half of the foreign {frade of these two commercial centres has heen
cut off by the wartime severance of relations. But the table on page 46
above shows a cut of as much as two-thirds for all the countries in East Asia.
The difference is apparently due to the fact that much of the trade with certain
territories, such as those served by Shanghai, used not to pass through either
Hong Kong or Singapore. :

The major problem thus facing Japan, as the main industrial power
among the territories which have come under its demination, has heen to
find an alternative for those goods which were previously sold to or bought
from countries outside Greater East Asia. As a partial solution, special efforts
have been made by the Japanese authorities, in the territories under their
administration, to encourage certain lines of domestic production (agriculfural
as well as industrial) in order to reduce that dependence on the outside world
which is a characteristic feature of most raw-material-producing countries.
Apart from the difficulties atfending any abrupt change in long-established
congitions of production and trade, the fact that the transformation had to bhe
made under pressure of war must have considerably hindered the carrying-out
of the plans, scarcity of shipping-space being admittedly one of the major
ohstacles. A position somewhat similar to that which Germany has occupied
on the continent of Europe seems to have developed in Asia between Japan
and the other Far East countries: it is reported, in fact, that Indo-China,
Thailand, Burma, Java and the Philippines continued to have an export surplus
in relation to Japan, and that China and Manchukuo, which in their trade
with Japan used to import more than they exported, developed an active
trade balance with most pronounced increases in exports of raw materials,
foodstuffs and iron products. As a result, Japan's indebtedness on commercial
account is likely to have risen considerably since the beginning of the war.



That it has been difficult, under the prevailing circumstances, to maintain
the pre-war turnover of foreign trade is shown by a statement in the annual
report for 1942 of the Bank of Indo-China. In that year the total value of the
principal products exported by the countiy amounted to only Fr.fcs 1,800 milion
as against an aggregate value of Fr.fcs 3,500  million in 1939.- This constitutes
a reduction of practically fifty per cent. on a value basis; as regards weight,
export of rice, the principal item, amcunted to 940,000 tons in 1942 against
1,700,000 tons in 1939. Japan proper ahsorbed about 80 per cent. of the fotal
foreign trade of Indo-China.

In Japan, some important steps were taken in 1943 towards a complete
transformation of the country’s foreign trade structure: on the one hand, a
scheme was adopted under which the number of trading companies would be
reduced from 6,000 to 600 and, on the other hand, a Barter Trading Corporation
was created, with a capital of Yen 300 million (of which Yen 250 iillion was
subscribed by the government), fo serve as a semi-official institution entrusted
with the control and management of trade and with the storing of important
matetials within the ‘‘co-prosperity sphere’. For the time being, however,
certain practical limits were imposed on the functions of the Corporation: thus,
its competence would not extend to certain areas still under military admini-
stration, such as Burma, Malaya, the East Indies and the Philippine Islands,
and to certain commodities, such as rice, wheat, fertilisers and fodder, or
monepoly products, such as salt, petroleum, alcohol and tobacco. Since losses
would very likely a_i'ise from the greater increase in prices in most of the regicns
outside Japan, a sum of Yen 470 million was provided for in the fiscal year
1943-44 and was credited to an Exchange and Trade Adjustments Special
Account; for the same reason the Trading Corporation was authorised to
draw upon the Treasury up to Yen 750 million during the fiscal years 1943-45,
From 1st May 1944, customs duties were abolished between Japan and
Manchukuo as part of a comprehensive programme aiming at a simplification
in the commercial and monetary relations hetween the two countries.

* . +*
*

" Such trade returns as are published show as a rule an increase from
1942 to 1943 in the value of bath imports and exports, with a further
increase in the first half of 1944. To some extent these increases reflect a
continued rise in the price level; so many countries, however, had succeeded
in imposing a stricter control of both export and import prices that the
increases do not seem to have been entirely nominal but in part accompamed
by an expansion in the actual physical volume of trade — this was most
decidedly the case, for mstance, between Latin America and the United States.
On the continent of Europe military developments in the summer of 1944 led
to a sudden reduction in foreign trade, entailing for some countries thé
disappearance of practically all international interchange of goods and services.

In a large measure'official. agencies have taken the place _of.privat.e firms,
" and it is hardly surprising that customary methods of financing, presupposing
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the continuance of a relationship in which commodities are exchanged for com-
modities and money merely facilitates the movements, have been relegated to
the background. In actual fact, there has usually been a widening gap hetween
deliveries and counter-deliveries, goods then finding their counterpart in money
claims (e.g. clearing liabilities) or in more or fess vaguely defined forms of
assistance (e.g. lend-lease). To what extent the various government agencies
should be maintained, for the purpose of fostering trade under peacetime con-
ditions, is a question which has been raised but to which no general answer
is likely to be forthcoming, since circumstances may vary from case to case.
It can hardly be doubted, however, that an expansion of trade must be largely
the result of private initiative and enterprise; past experience has shown that
all-round state control of foreign trade is liable to be followed by a decline in
the volume of goods exchanged. But, whatever system is adopted, the state
will remain responsible for the broad lines of commercial policy, having to
decide such questions as the level of tariifs, the maintenance or abolition of
commercial restrictions, and the form of monetary control, which may indeed
have important repercussions on the irade of the countries concerned. It is
often — and rightly — stressed that the establishment of stable monetary con-
ditions presupposes a return to ‘‘freer trade’, it being asked, however, what
chance there is that governments will propose, and parliaments approve,
measures for even a gradual dismantling of trade barriers. There was a fime
when it seemed as if any fall in the value of currencies and any rise in the
level of tariffs must needs bring embarrassment to traders and disruption .to
the world economy. But those who take a pessimistic view of these matters
may have underrated the influence which changes in the purchasing power of
money may have in bringing about a certain quasi-automatic reduction
in tariff barriers, Tariffs are mostly made up of so-called ‘‘specific duties”,
certain amounts in pounds, shillings and pence, dollars and cents, Reichs-
marks and pfennigs being fixed for certain quantities of the dutiable goods.
When commodity prices rise, the specific duties, if left unchanged, will
constitute a smaller percentage of the market value of the commeodities on
which they are levied, i.e. the effective weight of the tariff will have been
reduced, Such a reduction occurred, in some countries, as a result of the
higher prices which prevailed for a number of years after the first world war.

As part of the preparation for the World Economic Conference convoked
by the League of Mations in 1927, a memorandum on the index of tariff leveis
was pubiished in Geneva, showing the height of tariffs for 1913 and 1925
as percentages of the value of a chain of goods exchanged in international
trade. Various methods of calculation were used; the one to which the memo-
randum itself appears to give most prominence, as regards comparison between
the two years, is shown in the tfable on the following page. -

Although the method employed can at best furnish only an approximate
indication of the tariff levels in 1913 and 1925, the results may be regarded
as sufficiently reliable for the following conclusions to be drawn:

in six of the twenty countries included in the table overleaf the tariff was
lower in 1925 than in 1913; Austria and Denmark had maintained their pre-1914



Index of Tariff Levels.” . duties almost unchanged, while
in France, Sweden and Canada
"‘p‘;':;g*n't‘:;;e the increases which had been
1913, 1925 | ncroase (+) adopted were more than counter-
Or gecréase{—, . . '
Country : between 1913 | balanced by the rise in prices.
and 1925 The post-war increase in the
percentages United States invelved a marked
Austria (:) .... 18 - 2 - gg rise as compared with the ‘demo-
Denmark. . . . . . o — . . )
France & . . . . . 78 12 — 30 cratic’’ tariff of 1914, but the
Sweden . . . ... i6 73 — 20 .
o e | 16 Z s level was still below that of the
United States (4) . . 33 29 — 1o tariff for 1913 (see footnote » to
fgerting 2¢ 5 | oS | the table). And in three coun-
Czecho-Slovakia (7). 18 19 + 8 tries, the Argentine, Czecho-
Germany F} , . . ., 12 is5 4 25 s : .
Holland. - 0" 3 2 T 30 Slovakia and ltaly, the rise in
gunisar!(“) ---- ;g ‘jﬁ :r gg the duties was almost entirely
pain . . ... .. - .
Belgivm . . . . . . 6 8 + 35 offset by price changes.
Austealia . . . . . i7 25 + 45 o
Switzetland . . . . 7 17 + 7o Among the remaining coun-
India........ y! 14 + 260 tries, such increases as had
United Kingdom (%) — (4} — been made in Germany, Holland,
Poland . . . .. .. — 23 — H : qi
Yougoslavia - - . . - 2 - Belg:um-, Smtz.erland, India and
the United Kingdom, although

(') The object of the calculation has been to express the substantial as percentages, still
average of the duties in force as a percentage of the . .

;narlget t1::ri‘l?es; of a catena of commodities entering inta left these countries with com-
oreign trade. . . . .

g ;I’ahgﬁww figures are lhose of the pre-war Austro-Hungarian  paratively low tariffs, since in
riT. . -

(% For France, 1925 cannot be considered typica! of post-war NO case was the index in 1925
tariff conditions. In the following year the French tariff . .
was raised twice but the French currency was reduced hlgher than 15 per cent. it is
below the 1225 value. If these various changes are taken into | .
consideration, together with reduction in duties through indeed noteworthy that, out of
commercial agreements, ihe result would seem to bhe that . . .
the French fariff was, say, in 1927 perbaps 10 per cent. the twenty coumtries included in

. below the 1913 level. . .

) In the United States the figure for 1913 is caleulated accord- the table, thirteen had an index
ing to the 1913 tariff, But in 1814 a new tariff introduced a
-considerable” reduction in the dutles, which would bring nutnber of less than 20 per cent.
down the index figure from 33 (as shown for 133 in the
above fable) fo 16, In comparison wilh this fater waritf the On the other hand, Hungary,
post-war increase ih the U. S, fariff was, of course, .
considerable. Poland and Yugoslavia — coun-

&) A new German tariff was introduced in Oclober 1925 and . .
the percentage in the iable rafers io this tariff, with allow- tries which had not POSSE‘SSGCI
ance for certain reductions through commercial agreements. . .

(% The figure given far the United Kingdom has littie signifi.  tariff autonomy before 1919 — in-
cance since the vast majority of goods were admitled

duty-free, troduced relatively high duties,
S the index being about 20 per
cent.; their purpose was obviously to bring about a rapid development of
domestic industries, after the example of the Argentine and Australia, while
the smaller European countries, Holland, Belgium, Denmark, Sweden and
Switzerland, were satisfied with relatively low duties — below 15 per cent. on
an average — and this group was also joined by Austria.

—

By 1925-26 monetary order had been more or less restored in Europe, and
up to 1930 the great mass of commodity prices remained comparatively stable
at about 40-50 per cent. above the 1913 level. Thanks to this, great progress
was made in getting rid of import and export prohibitions and other quanti-
tative trade restiictions. The result was a very remarkable expansion in the
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interchange of goods and services: after allowance for price changes, world
trade in 1929 had risen, in physical volume, by 30 per cent. above the 1913
level. At the time there was a great improvement in general well-being; but
the hopes thus raised were soon to be cruelly shattered in the great
depression of 1929-33. The dominant characteristic of this depression was
the sharp fall in commodity prices (on a gold basis, they went down by
fifty per cent); and, even in countries whose currencies were depreciated,
the level of ‘‘paper prices' fell, as a rule, by some 15 to 20 per cent. As
far as trade barriers were concerned, the resuit was in two respects most
unfortunate:

~ Firstly, the tendency of the relatively high commodity prices to alleviate
the real burden of tariff duties was reversed as prices fell.

Secondly, in order to protect home industries against the more intensive
competition in the depression, old tariffs were increased, new tariffs intro-
duced and other trade restrictions imposed, while monetary control began
to act as another obstacle to trade. When the United Kingdom turned its
back on free trade in 1932 and adopted a tariff, it did not foliow the practice
of those industrial countries in Europe whose tariffs were on an average
below 20 per cent. but looked more to the United States and to such
overseas countries as the Argentine, which wanted to increase the industrial
sector of their economies.

The fall in commodity prices, with all its direct and indirect effects in
' matters of trade

restriction, led
to a contrac-
tion which by
1932 had brought
1 world trade to
a lower point
than in 1913.
Some recovery
occurred in the
following years,
but the volume
in 1938 was still
IS EUHC FUBCEE B Mk 3eac s b s ae n il I AN
heen in 1929,

Volume of World Trade Total
from 1900 to 1938. 3
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During this Second World War commodity prices have again risen, but in
a more orderly and restrained fashion, thanks to more effective forms of
taxation, price control and a series of ‘other measures., It seems: on the whole
unlikely that, when the war is over, prices on- world markets will return to
the 1939 level; they may settle down at perhaps 40 or 50 per cent. above that
level. If the specific duties were then left unchanged, the result would -be a
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reduction by some 30 per cent. in the real potency of the tariffs. Considering
how difficult it is to get tariff reductions adopted by the ordinary parliamentary
methods, this opportunity of ‘a quasi-automatic alleviation should not
be missed. In the case of ad valorem duties, it might even be considered
whether some way could not be found of bringing them into line with this
general reduction. : :

Enough has been said to show the close connection between the general
trend of the price level and tariff policy as well as other forms of trade
restriction. Monetary and other action designed to prevent a drastic deflation,
once the price level has settled down, is evidently most desirable from a
world trade - point of view. Fortunately, these matters are now more fully
understood, and there is in particular, a widespread opposition to deflationary
developments. it may thus be hoped that any recurrence of such a price
fall as set in during 1930-32 would be most strongly resisted. If success is
secured in this field, the question of the world s trade barriers may not prove
so intractable as it often appears: :

3. PRICE MOVEMENTS,

After the disturbances due to the first world war and, again, after the
currency depreciations in the years 1931-36, prices gradually settled down
to follow a world trend, with a marked tendency to return to levels corres-
ponding to the “purchasing-power parities”” of the various currencies (compare
the graph on page 98}, Even in wartime international influences may
make themselves felt, as was the case in 1939, when the higher price level
in Germany pulled up prices In other countries on the European continent.
But a modern war leads to such a severance of relations that price move-
ments are largely determined by domestic factors, especially the magnitude
of supplies, the methods of financing, the efficiency of controls and the
granting of subsidies. Governments apply, however, very much the same
methods of intervention in handling price problems. — a similarity which is fo
be found on both sides in the war; the result is that, notwithstanding the
influence of domestic factors, actual price movements reveal many common
features, the divergences being smaller than might be expected.

The slackening in the upward movement of prices, which had hecome
noticeable during the second half. of 1942, continued both in 1843 and in 1944,
and may be said to have bheen, throughout those two years, the outstanding
characteristic of the price trend. There are exceptions, but these have been
sporadic and due to special circumstances; some countries in the Far East
have been caught by inflation, and so has Greece and, in -a measure, ltaly

— to mention only the most important. For the great majority of countries the
following list enumerates the principal conflicting forces which mfluenced prlces
in the situation obtaining in 1943-44: :
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Upward influences which have ceased to operate:

(i) Adaptation to the higher German price level (in Europe); :
(i) the increase in costs from rising freight and marine insurance charges

Upward influences still in operation:

(i) The widening gap between available goods and money in the hands
of the public, accentuated by the growing weight of the piled-up buying

- power, as evidenced by larger note circulations and swollen bank deposits;

(ii) .undeferable needs, especiaily in connection with war production and food
requirements;

(i) social and political factors, including a des:re to improve ‘conditions for
the agricultural population and to stimulate by every possible means the
output of foodstuffs;

(iv) higher costs of production of substitute materials;

(v} deterioration of the land fransport system (on the  continent of Europe)

Stabilising influences: : -

() Financial measures, including taxation, borrowing, sklmmlng -off of buy-

' ing power and freezing of liquid resources;

(i) price control in its varying forms, mcludmg wage control and ratnomng,

(iii) granting of subsidies to consumers and producers;

(iv) practical devices such as the manufacture and sale of utility goods;

(v) simuitaneous application of "*price stop’ and similar methods in a number
of countries, through which certain price-raising tendencies of an inter-
national character had become less accentuated or had almost ceased.

Downward influences:

(i) The completion of large-scale programmes for the expansmn “of output
of raw materials and foodstufis;

(i} good — in “several areas, record — crops; ' '

(iii) drawing on stocks not only from necessity but on the assumptlon that,

* with- the end of the war nearer at hand, prices would soon fall;

(iv} psychological reactions of the consumer, who had learnt, in pa’rticular, to
make durable goods last longer, and who sought to postpone purchases
untit he could obtain better quality at lower prices.

_ This list does not claim to he comple’ré but it gives some idea of the
variety of conilicting forces which act on prices, and of the difficulties thus
confronting the authorities in this field,

The figures commonly’ used to measure the price changes are, with
few exceptions, official indexes. But do these indexes give a
sufficiently accurate picture of price developments to be
regarded as reliable for natfional or international comparisons?
The wholesale price indexes probably reflect the actual price movements
more truly than the cost-of-living indexes can claim to do; more than the
latter, . they are based upon quotations .in fairly wide markets and. are con-
cerned with standard qualities of commodities, heing also freer from political
and social implications The rise in the cost of living has in a number of
countries been limited to about one-half of the Increase in wholesale prices,
this result having been obtained partly through the freezing of rents at their
pre-war level and partly through the granting of subsidies to cheapen the
retail price of a number of essential commodities important in the calculation
of the index numbers for the cost of living. A -part of the burden of rising
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prices has thus been shifted from the individual consumer to the community
as a whole, the pressure on the lower income groups being thereby relieved.
In doing this the authorities have not bheen prompted solely by considera-
tions of social justice but aiso by the hope of avoiding the vicious spiral of
price and wage increases.

The purpose of the cost-of-living index is to measure the change in the
money cost of maintaining a defined standard, and the bundle of commodities
used for its construction reflects, as a rule, the consumption of a typical
working-class family, the weight attached to each commodity being that which
it possesses in the budget of such a family. Since, however, tastes and needs
change faster than is generally admitted, a cost-of-living index may easily
become obhsolete. The index published by the Ministry of Labour in Great
Britain was, for instance, “‘designed to measure the average increase in the
cost of maintaining unchanged the standard of living prevailing in working-
class families prior to August 1914, no allowance having been made for any
changes in the standard of living since that date’.* But, before the last war,
food accounted for three-fifths of all working-class expenditure, while an
enquiry initiated in 1936 (with results published in a summary form in December
1940) showed that much less than before was spent on food (not quite two-
fifths), a little less on rent, about the. same proportion on clothing and fuel
but much more on household goods and different services. Indeed, 30 per
cent. of the expenditure of industrial workers' families came under the heading
“other items'', as compared with only 4 per cent. in the budget assumed to
be typical in 1914, In wartime, shortcomings of this kind are further increased
by other factors, e.g. the frequent failure to take into account deteriorations
in the quality of the products on the market or to make sufficient allowance
for forced changes in consumption. These factors may actually be of greater
importance than the shifting appropriations in the family budgets. A rough
calculation made in 1944 suggests that, on the basis of new family budgets,
the increase in the British cost of living since August 1939 would amount to
approximately 32 or 34 per cent., as compared with the 29 per cent. shown by
the official index. But, as was pointed out, “though the difference hetween
the two is not very great, neither the official index nor an index based on the
new family budgets can take account of the fact that in wartime many com-
modifies are rationed and others are not available at all, so that the main-
tenance of a given ‘standard of living' has only a restricted meaning, and
the proportions of expenditure on various items are different from the pro-
portions of peacetime spending"’. :

For those groups of the population whose money income during the war
lagged considerably behind the increase in the cost of living, the consequent
lowering of the standard is naturally reflected in the expenditure of a
higher proportion of income on the necessities of life (food,
heating, etc.). Since bread is of great importance especially for households
with small incomes, nearly all governments have felt themselves particularly

* Sec an article on "The Family Budget” in the London “Times' of 14th August 1944,
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called upon to keep the rise in the price of bread within bearable limits.
The bread ration has, however, coften been fixed at a quantity considerably
below the normal consumption, and still further below the amount the
public would have hought if purchases had been free. Consumers have
accordingly been compelled to have recourse to other, usually more expensive,
foodstuffs. The way in which the cost of living is influenced by changes
in the rations was well illustrated by an enquiry in Hungary during the summer
of 1943, when the bread ration was increased simultaneously with a general
raising of the wage and price level, including the price of bread. If no allow-
ance were made for the improvement in the bread and flour ration, the result
would be a rise in the cost of food by 35 to 40 per cent. I, however,
account be taken of the fact that the same number of calories could be
consumed by eating more bread and less of other foodstuffs, the additional
cost would work ocut at only 13 per cent, But it becomes even more difficult
to find an adequate measure of the real changes in living costs when the
rations officially announced are unavailable for consumers through a failure
in the official supply system. Purchases in markets half-grey, grey or black
then become unavoidable, and for these purchases it is not easy to obfain
reliable quotations, even if the prices charged in such markets also tend to
present a curiously high degree of uniformity. Here we meet one of the main
problems for the post-war period: the task of restoring a natural cost-and-
price structure, in which the index numbers will truly measure the purchasing
power of the various currencies.

* *

In Germany the familiar picture of price stability continues to he reflected
in the official indexes. No substantial change has been made in the system
of control, but increased attention has been devoted to measures of simpli-
fication, including, in particular, an extension of the so-called system of uniform
and group prices, which had been introduced at the end of 1941 for arma-
ment contracts and by the middle of 1944 was applied to no fewer than

Germany: Price Movements.

Percentage price June 1933 to
increase during: 0 Idg??" 15940 1941 1942 1943 11?:4" Dec. June

nd ha sthalt | yess | 1944

Wholesale prices. . . . . . + 1 +3 + 2 + 2 +1 +1 + @ + t0O
Cost of living., . . .. ... Q + 3 + 2 + 2 +2 + 3 + 9 + 12

22,000 different military products. The pressure on textiles, which had pre-
viously led to the greatest price increases, seems to have abated, the sales
of such goods being practically restricted to the requirements of children and
victims of air bombardments. On the other hand, prices of agricultural pro-
ducts rose somewhat during 1943, probably in consequence of the higher
prices which had to be paid to supplier countries, and a further rise of nearly
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§ per cent. up to July 1944, though partly of a seasonal character, was the
largest advance recorded since the outbreak of the war. :

_ The foundation of Germany's price and wage policy was [aid in 1936,
the following tables showing the movements since that year:

Resistance to price
increases would not
. Percentage increase from 1936 to bhe possible without a
[ndex figures
1936 = 100 | sept, end of " | June | limitation of private in-
1939 | 1939 | 1040 | 1941 | 1942 | 1943 | 1944 comes, including -sta-
3| +7|+9 |11 |+12]4 13| Dbility of wages, which
24 4+865 | +7 |4+ 9|+ 11 |4 14 in  their aggregate
. : constitute- the main
source of demand for goods and services. From September 1939 fo March
1943, the last date for which wage statistics are available, the remuneration of
workers had risen in Germany as in other countries, though at a much more
moderate rate, the index for nominal wages showing, for the whole period, an
increase by 11 percent.
(hourly earnings) and

. Percentage Increase in German Prices.

Wholesale prices
Cost of living . .

~ {d

ER
+

++

Gross Earnings of Workers in Germany.”

Index figures Hourly eal;nings Weekly eamings 14 per cent. (weekly

1936 == 100 nominal veal nominal real earnings), while real

September 1939 . . _ . . 107.3 1062 | 1108 | 1005 wages had risen by

Average 1840 . .. .. 112 108,4 116.0 11,0 2 and 5 per cent. re-
" 1941, ., .. 116.4 109.2 123.6 116.0 . .

,, 1942 . . .| 1Me2 | 1was | 12a3 | a2 | spectively. Since 1941

March 19433, ., . 119.3 10B.0 126.5 114.5 real wages, however,

Percentage Increase have shown a S|ig|‘lt

Sept. 1939—March 1943 | + 77.2 4 1.7 + 144 + 4.6

decline, this fact being
(1} The real earnings are obtalned by dividing the nominal earnings by the official appare_ntly due to an
cost-of-living index. ) No later figures published. . . -

increased employment
of women, whose remuneration is generally lower. In January 1943 the number of
women employed in the German war economy (excluding agriculture and such
other occupations as domestic service) was over 10 million (about 1 million
being non-German wemen); since then this number is likely to have greatly
increased, The mobilisation measures decreed in 1943 resulted in an increase
in the number of workers and emplioyees by 2 million to about 30 miilion
{excluding agriculture and, presumably, the foreign workers). No data have
been made known as to the results of the further mobilisation measures
adopted in the ‘summer of 1944. Although details of wage developments
during 1944 are lacking, it may be assumed that weekly earnings have risen
considerably, since in August 1944 the number of normal working hours in
industry was raised from 48 to 60 hours a week. In order to minimise
repercussions on. prices from this measure, it was decided that the con-
sequent increase in costs should be borne by the enterprises themselves,
except in special cases requiring official authorisation. -

~In ltaly ‘the last available index figure of wholesale prices dates from
June 1942, with a rise of 50 per cent. above the pre-war level; but it is known that
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prices continued to rise under the influence of further note issues, the situa-
tion being aggravated by a poor harvest in 1942-43, estimated to have been only
65 per cent. of normal. From the middle of 1943 some.scattered -information
is available, and it seems to be a fact that, both in the southern and the northern
parts of the country, the cost of fiving varied considerably from district fo
district (largely owing te transport difficulties). In southern ltaly a price of
Lit. 1,000 per quintal was fixed for hard wheat from the crop of 194344 and
Lit. 900 for soft wheat, as against an average of about Lit, 300 for the pre-
vious crop. In northern Haly a price commissioner was appointed, who estab-
lished fixed ceilings for prices and issued new regulations governing the
distribution "of commodities, etc. For the crop of 1943-44 the price of wheat
was, for instance, fixed at Lit. 350 per quintal {as against Lit. 235 for the
crop of the previous year) but the black market prices were many times
higher — as much as Lit, 10,000 per quintal being quoted (in the northern as
well as in the southern part of Mtaly). The following table shows the price

Northern Italy: Price Movements.

Yarns .
- Cotton and Artificial silk Silk materials | Chrome leather Timber
Years artificial wool |
’ per kg per metre " per 8q. dm, per chm. -
In Lit. ]

1939 . .. .. .. 11-15 20-26 12-34 0.94-1.00 . 340500
1940 ... ... 12-16 21.27 1237 1.14-1.20 370-6T0
g4 ., ... 15-17 22-28 18-54 1.19-1.25 | 380-580
1944, official prices 32-58 . 41-45 : . 1.85-1.94 - 1,300-1,760
1944, black market {300-7G0) (420-450) (170-500) . .

increases of some important articles. In December 1943 wage-earners in the
north received all-round increases of 30 per cent, and, in addition, grants
in various forms, such as family allowances, Christmas bonuses, payments in
kind, etc.; but further increases were granted during 1944 with the result that
the upward spiral in costs and prices did not show any signs of slackening.
Early in 1944 it was officially admitted that the amount of food obtainable on
a ration card would cover not quite two-thirds of normal consumption and
that at officially fixed prices the cost would work out at Lit. 72 per month.
To cover minimum food requirements it would still be necessary to get hold

of the remaining third, which would entail an outlay

Milan: of Lit. 700-800. This meant that, roughly speaking,
Cost of Living. the cost of acquiring a ‘“food unit"” otherwise than
: . by the ration card would be approximately twenty
Years 1938 equal times as high as at the officially contiolled prices.
' o 190 ~ Unofficial estimates put the cost of living in Milan by
g3 |0 123 the middle of 1944 at five times the pre-war figure.
1940 152 K A =t : _.
}3:; e | -In central and south-eastern Europe- the
:gﬁ{dum ig; situation during 1943 and 1944 benefited from an
increase in the supply of cereals, thanks to better
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crops in Hungary, Bulgaria, Roumania, Croatia and Turkey, but the whole
area continued to suffer from shortages of industrial raw materials and
manufactured products and from the intensification of military operations,
which increasingly hampered government action and was, inter alia, reflected
in a more pronounced recourse to inflationary financing.

Price Movements in Danubian and Balkan countries.

June 1939 to
Percentage price 1939 1044
i 1940 1941 1942 1943 D J
: d h 1 f ec. ung
mcrea.se during 2nd half st hal 1943 1944
Roumania; . .
Retail prices . . . . . . + 16 | 4- 24 + 87 | A48 + 37 + 17 + 382 + 465
Bulgaria: .
Wholesale prices . , . + 5 | +26 + 27 + 20 +4- 151} . +133()
Cost of living(®» . . . . + 3 + 17 + 37 + 28 + 127 . + 1263
Hungary:
Wholesale prices . . . + & + 22 + 26 + 16 + 529 . + 18504
Cost of living . . . . . + 1 + 18 + 21 + 9 + 30 . + 97
Turkey: ’
Wholesale prices . . . . + 51m| + 46 4134 — 8 4+ 18| + 366E | + ITOE
Cost of Jiving . . . . . . + 25(% | + 24 + 118 | — © — 1@ 4+ 235(®| + 230
{" August 1943, (%) New index from 1942, ) August 1943 compared with 19390 average.
) Qctober 1943, (%) Compared with 1939 average. (8) April 1844, (") March 1944,

In Roumania the bumper crops in 1943 led to a reduction in the prices
paid for wheat helow those officially fixed and also made it possible to abo-
lish the rationing of certain foodstuffs, though, in the spring of 1944, such
tationing had to be reintroduced owing to the turn taken by military events,
The reduced official price of wheat and some other agricultural products,
though left unchanged for the 1944 crop also, was insufficient to compensate
the continued upward pressure in the industrial sector; the average per
ton of imported goods had, indeed, more than doubled, from Lei 40,500 in
1942 to Lei 108,400 in 1943. Prices for exported goods were also raised; in
a new agreement with Germany the price of oil was, for instance, increased
by 30 percent. from 15th March 1944, As from May 1944, a new upward surge
set in; the index for retail prices as calculated by the economic journal
"“Argus' had up to that month remained at about the level reached by the
end of 1943 (i. e. at about 500, with 1939 = 100) but in June 1944 was as
high as 5b65.

No index figures have been available for Bulgaria since August 1943,
when the cost of living was shown to have increased by 126 per cent. and
whelesale prices by 133 per cent. since 1939. H is, however, known that, in
spite of excellent crops, commodity prices have continued to rise, equalisation
funds and similar devices being unable to arrest the upward pull. To reach
a more balanced position, the Bulgarian Government decreed, in the summer
of 1944, an all-round increase in agricultural prices ranging from 21 per cent.
for maize to 125 per cent. for sunflower seed, wages and salaries being
raised by 30-50 per. cent,
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Hungary is one of the few countries in which the rise in prices was
more conspicuous during 1943 than in the previous year. New regulations had
been issued in the middle of 1943, allowing substantial increases (up fo 40
per cent.) for the purpose of arriving at a better balance in the cost and
price structure and thus at a solution of the price problem which woutd hold
good for at least one year. These expectations do not seem to have been
fuliilled: it is true that, at the beginning, little change was shown in the cost-
of—living index, but wholesale prices, during the autumn of 1843, continued to
register an increase, which seems to have grown in intensity throughout 1944,
especially with regard to industrial articles. From the end of 1943, index
numbers have no longer been published and this can probably be regarded
as a sign of unwillingness on the part of the authorities {o reveal the actual
trend of the price movements, in particular since drastic new measures
affecting prices were announced late in 1944,

The state of unrest, involving actual warfare, which has never ceased
to exist in the interior of that part of Yugoslavia referred to as Serbia, has
frustrated all efforts by the German military authorities to establish a satis-
factory price control: by the spring of 1944 agriculiural prices were 200 to
400 per cent. and industrial prices’ 400 to 500 per cent. above the stop level
decreed immediately after the occupation in April 1941, when wholesale prices
had already risen by 100 per cent. since August 1939. In order to stimulate
the production of cereals, the official prices payable for the 1944 crop were
increased by a maximum of 850 per cent. in September of that year.

Within Croatia an aftempt was made early in 1944 to establish a
regular barter trade through special government agencies. Industrial enter-
‘prises were to obtain from the farmers, at fixed prices, lard, butter, eggs,
etc. for distribution among their employees; and the farmers would acdguire
manufactured articles and certain products furnished by the state monopolies,
in particular, sugar, tobacco and matches. Thus, measures were officially
taken involving an admission that the currency no longer fulfilled its func-
tion of serving as an adequate means of exchange.

In Slovakia, on the other hand, the price situation would seem to
have heen kept more or less under control. While no official indexes were
published, it is estimated that from 1939 to March 1844, the last month for
which data are available, wholesale prices doubled, while retail prices and
prices of vital foodstuffs showed a somewhat greater rise.

It is in Greece, for three years in the throes of wild inflation, that
the situation of the people has been most tragically affected by the war,
prices increasing as much as a hundred times within a few months. it was
reckoned that by September 1944 prices of foodstuffs were on an average
a million times the pre-war figure. Red Cross supplies brought some relief
(see page 51) but agricultural production was down by more than 50 per
cent. in 1943, as compared with the pre-war level. Under a decree issued in
February 1944 all wage and salary earners had to be given part of their
remuneration in kind, in the form of foodstuffs or of canteen meals.
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Greece: Retail Prices.

) Bread Meat 0il Sugar | Milk Butter Eggs | Clothes Shoes
Date
. [ 1 oka ( = 1,280 grammes) ach_ -1 suit 1 pair .|
in thousands of drachmae in milliens of drachmae
1940 Oct. 28 | o 005 §- 005 002 | 0.0 011| 0.002 0.003 0.0004
1942 May 22 1.65 1.35 3.9 . 0.75 8.4 0.24
1943 Febe, § s C14 9 20 - B . . .
Aug. 24 7 36 30 24 7 a0 1.8 1 0.3
Oct, 11 13 40 80 32 149 120 | 3 3 0.8
Nov., 17 40 180 180 20 - . 10 . .
Dec. 1 | 34 160 137 110 30 600 10 4.5 1.2
1044 Jan, 1 341 300 200 160 40 . 600 13 S0 2
Fehr. 25 132 430 688 500 . o0 1,080 20 20 T
March 10 195 850 940 730 100 1,720 3] 35-40 10-15
April 28 © 460 2,200 2,800 1,600 400 - 6,000 40 150 a0
June 3 1,600 7,000 9,200 3,800 1,400 20— 24,000 325 500 200
dJuly 1 2,000 | 12,300 26,000 10,000 2,000 | 32- 40,000 500 700 200
Aug. 15 [18-20,000 | 140,600 | 280,000 | 140,000 . 700-800,006 4,750-8,000 | 986-1,25¢

The official index figures for Turkey show a great degree of stability
in 1943, but it should be observed that this result was partly due to the fact
that, in the data on which the index is .based, certain new categories of
cereals and foodstuffs were included at official prices relating to Istanbul,
while considerable fluctuations are known to have occuried in some of the
provinces. Unofficially it is reckoned that, from the outbreak of the war to
the beginning of 1944, the average level of wholesale pricés had risen by
about 500 per cent., while the cost of living had advanced by 300 to 400 per
cent. According -fo a government price commission, none of the official
measures of regulation has so far been successful, the application of ration-
ing. schemes proving particularly difficult in a country where habits vary
greatly from district to district. :

In France the wholesale price index (weighted according to consump-
tion in 1942) and the cost-of-living index showed almost the same degree of
increase up to the end of 1943, namely 135-137 per cent. above the pre-war
level — an unusual phenomenon smce wholesale prices have generally moved

in advance of the cost of liv-

France: Price Indexes.® - ing. It might, indeed, have been
: expected that in France as else-
Base: Wholesale prices | Retail | Costof | where the cost of living would
August 1639 = 100 A B prices living have heen lower as a réstilt of
. 1939 August -. . . | 100 100 100 | 100 - fairly substantlall 'submdtes — in
December . . | 126 | 121 | 110 11 all Frfcs 35 milliard out of an
1940 December . . | 157 148 132 130 ordinary budget of Fr.fcs 159 mil-
1941 wo .| 190 174 151 154 , ) -
1942 " N -y 4 204 178 184 liard in the estimates for 1943
1943, .. 262 ) 206 | 285 . 237 — granted to keep the price
1944 June®. . . .| 283 | 263 | 260 | 265 increases of coal and of certain

. vital foodstuffs, such as bread
(U] [ndaxes ca!culated by *La Comoncture Economigue et Finan- - . ’. L
cidre”. A = weighted according to consumption in 1938. and meat, within comparatwely

B = welghied according 1o consumpllon in 1542, . ] . :
() Provisional. narrow limits. The index is, it

.



— 79 —

should be noted, based exclusively on regulated prices. It is reckoned that,
including goods bought outside the official markets, the increase in the cost
of living from the beginning of the war to the spring of 1944 came to about
225 per cent. (giving an index figure of about 325 when August 1939 is set
equal to 100). By various increases allowed from time to time, including an
arrangement in March 1944 affecting the whole country, hourly wage rates
would seem to have risen, by the spring. of 1944, on an average by 45 per
cent, above the pre-war level, while the rise in actual earnmings would seem
to have been about 100 per cent., account being tfaken of “efficiency pre-
miums" and other allowances as well as higher rates paid to more skilled
workers and, above all, a

France; Price Movements, lengthening of the working
Indexes August 1939 = 100. week from 40 to 48 or even
300 _Eﬂ . _ %01 54 hours. But, even so,
L . wages were lagging behind
: 280 .
L : _ / ] the cost of living and one of
260 Wholesale pricesy”” s 1,0 | the first measures taken by
- /f . - the Provisional Government
240 / —240 | was to prescribe, by a decree
i ﬁ - of 14th September 1944, a
20 - 220 . .
L _ - / j | general increase in wages and
200 L : _1p | salaries at the rate of 40 per
- // f . cent. in Paris and 35 per cent.
180}————+ 4 10 | 'in some of the provinces,
- / / ] the increase applying to
60— - T 1150 : : :
i e Cost o fiving persons in receipt of fixed
Y — A / -—-:740 remuneration not exceeding
L P ] Frfcs 6,000 a month or
120 L ’/é/ 120 | Frfecs 30 an hour for a
- Jéﬁ sep iz 40-hour week, Special pro-
MGM I939|| lllilglq‘réln lll.ilgll;;luu ”llré:ﬁ;?:ll_‘-ujllélz;éi“Hlllélﬂl‘n:;r” 100 ViSionswel‘e, moreov,er, m&de
. for state and local officials,

No price indexes are available for Holland but it is known that adapta-
tion to the German economy continued, the main features of this process
being the introduction of “uniform and group prices” and the setting-up of
a ‘“‘price policy fund''. The measures, however, stopped short of complete
amalgamation: the group prices fixed for German goods were not applied.
automatically in Holland but each case was considered separately, account
being taken of differences in costs and remuneration. The new fund was to
serve, in the first place, as an instrument for the unification of a variety
of existing measures — twenty different funds were already operating at the
time. lts sphere of activity was, in particular, the promotion of exports to
Germany; according to the basic principle of price control governing Dutch-
German trade, the admissible prices in Germany, higher as a rule than those in
Holland, constituted a ceiling for deliveries in hoth directions, Since the main
purpese was to lower the prices of certain deliveries to Germany, the resources
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“of the fund were derived from a levy on the export of such Dutch industrial
products as were manufactured in Holland more cheaply than in Germany.
The goods were sold in Germany at normal German domestic prices, the
difference between the lower Dutch production costs and the higher selling
prices going to the fund.

For Belgium no general official price index is available but separate
indexes for a number of important items, such as wheat, rye, barley, coal
and sugar, are published. These indexes showed, in 1944, about the same
level as at the end of 1942, when agricultural prices and the retail prices
for foodstuffs stood at about 60 per cent. above the level in July 1940,
i.e. the month in which a general price stop was introduced by the German
authorities. No detailed information is available regarding the movement of
wages; officially an increase of 8 per cent. was allowed on the level prevailing
in May 1940; but, according to an index calculated by the National Bank of
Belgium, the actual rise, by March 1944, had attained about 16 per cent.
K account is taken, however, of various grants and facilities (such as the
reselling, at official prices, of foodstuffs bought on the black market), the
increase is probably somewhat larger, though not gquite keeping pace with the
price movements (and certainly not with those on the black market).

In Denmark and Norway the official indexes point fo a high degree of
price stability, but this stability would seem to have been more real in the
former than in the latter country, since in Norway shortages have been more
pronounced and black markets have therefore played a greater rble. But also
in Denmark deficiencies in the supply of consumers’ goods and deterioration
in quality have occurred without a corresponding indication in the index figures.

Price Movements: Denmark, Norway and Finland.

Percentage price 1999 | 1940 | 1941 | 1942 | 1943 | 10aq [ JUMe 19890
increase during: 2nd hali 1st half Dec. June
1943 18944
Denmark:
Wholesale prices . . . ., + 30 + 34 + 10 + 2 ] + 1 + 95 + 97
Cost of living. . . . . . + 10 + 28 + 7 + 3 0 + t + 56 + 87
Norway: '
Wholesale prices. . . . + 19 + 26 + i6 4+ 3 + + 1 -- 80 + 81
Cost of living., . . . . . + 6 - 22 + 10 + 4 + 2 -+ -+ 81 + 52
Fintand: )
Wholasale prices . . , . 4 19 + 28 + 19 + 25 + 11 + 4 +153 +164
Cost of living. . . . .. + 8 + 2 + 15 + 20 + 9 + 1 + 99 +1i02

The war, with its shortages in raw materials and manpower and with
its wear and fear of machinery, has put a great strain on Finland's economic
structure. The harvest was, however, somewhat better in 1943 and Germany
is reported to have supplied 246,000 tons of cereals for human censumption,
as compared with the 400,000 tons which represent the country's average
requirements for one year, about one-half being normally imported. ':Taxa_tion
and other current revenue covered tiwo-thirds of the total government ex-
penditure but prices nevertheless advanced about 10 per cent. in the year,
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with even sharper increasés in black markets. Rents, which in Finland, con-
trary to the practice in most countries, have been allowed to rise within
moderate limits, showed, by the middle of 1944, an increase of about 20 per -
cent. above the pre-war level. After the rupture of relations with Germany
in September 1944 and as a result of less favourable crops, the supply situation
of Finland, especially as regards coal and wheat, became more difficult, not-
withstanding certain deliveries from Sweden,

Among the few neutral countries, Sweden and Switzerland arrested the
upward movement in their price levels as from the end of 1942, the former
country somewhat more completely than the latter. In both, the main diffi-
culties in the price structure were caused by agricultural problems. Notwith-
standing the wage stop ac-

Sweden: Price Movements, cepted in Sweden in the
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In Switzerland agricultural prices continued to rise both in 1943 and In
1944 but at a lower rate than in previous years. The gross income of agri-
culture for 1944 was provisionally estimated at Sw.fcs 1,976 million, as against
Sw.fcs 1,912 million in 1943 and Sw.fcs 1,207 million in 1938, with an increase
of about fifty per cent. above the pre-war level. Although production costs
have risen, there has been a net amelioration in the standard of the farmers,
who in this respect have been more fortunate than almost all other income
groups. The higher prices paid for agricultural products have, however, gone
in the first place to meet the cost of the change in orientation of Swiss
agriculture. The Wahlen Plan (so called after its author) has aimed at the
reduction of cattle {including dairy cows) and plgs by one-third and a gradual
expansion of arable land by ploughing up meadows, reclaiming waste land and
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clearing forests in order to attain a greater degree of self-sufficiency on the
basis of minimum food rations. There was an increase of arable land from
180,000 hectares in 1939 to 360,000 hectares in 1943. The question is being
keenly discussed whether this change in the agricultural structure should be
maintained after the war. In a lecture delivered in Zurich in January 1944, the
President of the Swiss Confederation (then also the Chief of the Depariment
of Economic Affairs) suggested that an area of at least 300,000 hectares
should be maintained as arable land after the war. To keep down the price
of bread the Confederation paid subsidies in 1942, at the rate of about
Sw.fcs 40 million per year and, with other subsidies designed to reduce
' the cost of living, the total

Switzerland: Price Movements. amounted to more than

Indexes: January=June 1939 = 100. Sw.fcs 100 million per year.
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markets.

The following table shows price movements within different groups of
commodities.

Switzerland: Price Movements.

J 1939 to

Percentage price 1939 | 1940 | 1941 | 1942 | 1943 | 1944 une
increase during: ond half . 15t half Dac, June
. 1843 1944
Wholesala prices (general). | + 18 + 3 + 21 + 8 +2 | 1108 1 +110
Imported goods. . . . . 4 30 + M + 27 + 9 + 1 + 1 - +161 +163
Home-produced goods . + 10 + 21 + 16 + 7 + 4 + 2 + 72_ + 75

Prices of imported goods have risen twice as much as those of domestic
goods, one reason being the high cost of transport by land. In the middle
of 1944 the level of wholesale prices, at 110 per cent. above pre-war, was



definitely higher in Switzerland than on world markets; but, after the war,
prices of imported goods are bound to fall and this will undoubtedly help to
bring down the general index figure., A key position may be said to be held
by the advance in the prices of domestic goods and the question is to what
extent cheaper imports will bring about a downward adjustment in the general
level of domestic costs and prices. By the autumn of 1944 hourly wages of
industrial workers had risen by 40 per cent. on an average. This is equivalent
to compensatlon for about three-quarters of the increase shown by the cost-
of-living index and represents a reduction in the standard of living by nearly
one-tenth. These are average figures; but, according to the guiding principles
laid down by the competent commission in Berhe, compensation rates vary
inversely to incomes.

Price Movements: Sweden, Switzerland, Spain and Portugal

_ . dune 1939 to
Percentage price 1930 | 1940 | 1941 | 1942 | 1943 | 1944 | pec. | dune
ncreage during: 2nd half st half | y943 | 1044
Sweden: ) .
Wholesale prices . . . + 21 + 21 + 12 + 9 0 + 1t [+ 7o + 81
Cost of living . . ... + 5 + 15 + 1 + 5 'O Qg |+ 42 + 42
Switzerland: '
Wholesale prices. . . ., | + 18 + 31 + 21 + 8 + 2 + 1 [+108 + 110
Cost of living . . . .. + 4 + 13 + 15 + 8 + 3 + 1 |+ 50 + b2
Spain:
Wholesale prices . . . . + 11 + 17 + 18 + 12 + 7 0O i+ 85 4 B85
Cost of living . . . . . + & | 425 4 23 1 + 2 + 2 |+ 70% | 4 T2¢
Portugal:
Wholesale prices . . . . + 186 + 24 + 10 + 19 3 22 + 10 1+ 132 + 154
“Costof living .. ... + 4 + 13 + 18 + 9 + 11 + 7 |+ &4 + 15

* Compared with July 1939.

In Spain the cost-of-living index showed figures practically stable since
the beginning of 1942, This is the more noteworthy since black markets have
lost in importance so that the official figures now give a truer picture of
the actual purchases which take place. The increase in wholesale prices
slowed down during 1943 and came to a standstill in the first half of 1944, but
in the second half of that year a new upward movement set in, apparently
connected with higher costs of imports. '

Portugal is one of the few countries in the world to-day in which the
abundance of monetary purchasing power has in no way been derived from
‘internal state financing, the Portuguese budget remaining in good order.” The
plethora of money has been due to large exports, wolfram and.tin being the
two most conspicucus commodities for which very high prices have been
charged. Indeed, certain prices even began to discourage foreign buyers; as
sfocks of tin accumulated, the government intervened to reduce its price by
one-quarter. Increases in wages have lagged behind the actual rise in the
cost of living, leading to a pronounced disparity in the remuneration of wage-
earners and such other sections of the population as have been able to reap
big profits from the war conjuncture.
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In the United Kingdom price movements in both 1942 and 1944 were
kept within exceedingly narrow limits, stability of prices and cost of living
being maintained by the same methods as those employed In previous years,
including the granting of subsidies, which amounted to £214 million per annum by
the autumn of 1944, as compared with £70 million in 1840, For June 1944 the
official indexes showed a rise in wholesale prices by 69 per cent. and in the
cost of living by 29 per cent. above the pre-war level. From October 1938
to July 1943, i.e. for a period covering nearly five years, wage rates in the
principal industries, as -calculated by the Ministry of Labour, rose by about
30 per cent., while the general increase in earnings was as much as 76 per
cent.; the main reasons for the greater increase in earnings than in wage
rates are to be found in the lengthening of hours of work, with higher pay
for overtime, granting of bonuses, more night work, up-grading, etc., and also
in a gain in earnings due to unequal growth of industries. As might have
been expected, the war industries have shown the greatest increases, with
ship-building heading the list (at 104 per c¢ent.), while the smallest increase
has been in printing (at 24 per cenl), activity being curtailed by the shortage
of paper. As regards coal mining, figures are available for a period of four
years, from 1939 to 1943, in which the average rise in earnings is estimated
to have been 86 per cent., while for railwaymen the rise is estimated at
53 per cent. (also for a period of four years, from 1339 to 1943). Finally,

Price Movements: - -
United Ki_ngdo_m, Eire, British India, Australia, .
New Zealand, South Africa, Canada and the United States.

Percentage price . Juns 1939 to

increase (or decrease) 1939 1940 1541 1942 1943 1944 Dac. June
during: 2nd half ist half | 1043 1944
Unifted Kingdom:
Whelesale prices . . ., 4 25 4+ 22 + 5 + 3 + 1 + 2 + 67 | + &9
Cost of llving . . . . . . +12 { +13 | + 2§ — 1 o +1 + 28 | + 29
Eire:
Cost of living . . . ... +2l+ 1|+ | x5+ 8| -1 |+ 7]+ 70
British India:
Wholesale prices
(Calcutta) ... ... +2 | —t2 ) +28 | +865 | +28 | —1 [ +198 1 +196
Cost of living . . . . . . + 9| +2[+12 | +46 | +31 | —a | +138 | +127
Australia: '
. Wholesals prices . . . , + 5 + 12 + 5 + 12 E | + 1 + 41 |+ 42
Cost of living . . . . . ., + 1 + 6 + 4 + 9 o o + 22 | + 22
New Zsaland:
Wholesale prices . . . . + 5 + 14 + 9 + 7 + & ] 4+ 48 | + 48
Costof living . . . . . . .+ 4 + 32 + 4 4+ 2
Union of South Africa:
Wholesala prices . . . . | + 8 | + 9| + 12} +13 | + & o | + 56} + 66
- Cost of llving . . . . .. 1] + 4| + 6 + 9 + 8 + 2 + 26 | + 29
Canada:
Wholesale prices . . . . | + 11 + 3 + 1 + 4| + € ] + 40 | 4+ 40
Cost of living . . . ... + 3 + 4 + 7 + 3 "0 [+] + 189 1+ 18
United States:
Wholesals prices . ., . + 5 4+ 1| + 17 + 8 + 2 + 1 + 37|+ 38
Cost of living . . . . .. 41 + 1 + 10 + 8 + 3 + 1 + 26 | + 27
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agricuttural workers would seem to have increased their earnings by 90 per
"~ cent, in the five years from October 1938 fo July 1943.*

In his budget speech on 25th April 1944 the Chancellor of the Exchequer
paid much attention to the question of costs and prices and gave as his
estimate of the increase in wage rates — presumably for all workers — a
figure of 40 per cent., adding that. in the period from 1941, during which the
cost-of-living index had been rigidly stabilised, wage rates had. risen by about
15 per cent.” “*The government’, said the Chancellor, *must have regard to
the changing level of wages, costs and prices and must from time to time
review the precise level at which stabilisation was to be continued in the
light of current conditions.” Having regard to the higher domestle costs of
production and also to import costs, the Chancellor felt that for the ensuing
year a range for the cost-of-living index of 30 to 35 per cent. above pre-war
should be substituted for the 25 to 30 per cent. laid down by his prede-
cessor in 1941, '

This announcement of a less rigid price policy, designed to restore a
more natural relationship in the cost and price structure, showed its first
consequences when for July 1944 the cost-of-living index registered a figure
which, in relation to the pre-war level, meant a move above the 30 per cent.
limit. Although the advance was barely a fraction of 1 per cent., it has been
interproted as a sign that the British authorities are preparing for a gradual
liguidation of the system of extensive subsidising adopted during the war,
In the speech referred to above the Chancellor emphasised that it was one
thing to subsidise prices in order to avold the vicious spiral of inflation at
home but it was another thing to use subsidies without restraint so as to
increase the gap bhetween domestic prices and world prices. He added that
such a policy, if pushed too far, might create very great difficulties after
the war.

in other parts of the British Empire the increase in prices has as a rule
been less pronounced than in the United Kingdom, two exceptions to this
rule being Eire and British India. In Eire the cost of living has been affected
by the high transport charges for imported goods and by high domestic
costs incurred in enlarging the area of cultivation in order to render the
country less dependent on foreign wheat. By 1944 wholesale prices had doubled
on an average as comparved with the level in 1938-39, but the effect of this
rise on the cost of living has been somewhat mitigated by the granting of
subsidies. Wages and salaries were raised about 15 per cent. during 1943.
Country districts are, however, grappling with the problems of a drawn-out
depression caused primarily by shortages of raw materials, serious unemploy-
ment being avoided only through large-scale emigrations of lrish workers to
the United Kingdom. To cope with an increésingly critical situation, aggravated
by a persistent decline in the volume of production, a ‘‘price stop’ covering

* See article by A.L. Bowley, ""Wages, Earnings and Hours of Waork, 1938-1943" in London-and Cambridge Economic
Service Bulletin for April 1944,
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a wide range of goods and services was decreed in the autumn of 1944 at the
level of prices obtaining in May of the same year, additional increases to be
prevented “‘at any cost'’, according to a statement by the Minister of Supplies.

By the middle of 1943 wholesale prices in British India bhad risen
by fully 200 per cent, above the pre-war fevel, and the cost of living (accord-
ing to the index for Bombay)} by.about 140 per cent. The vastness of the
country, the great variety of economic and social conditions and the relatively
low level of consumption have placed obstacles in the way of effective govern-
ment action in price matters. More decisive efforts were, however, made in
the course of 1943, especially through the Profiteering and Hoarding Prevention
Ordinance, under which the prices for a great number of commodities were
reduced and steps were taken to force supplies on the market, Control
measures were, in particular, applied to cotton cloths, ceiling prices (reviewed
quarterly) being fixed for over 20,000 varieties instead of at most 3,000, which
had been the expectation when the scheme was starfed. Rationing was im-
posed on rice, wheat and sugar, mainly in town districts, prices being fixed
on a regional basis, and this system was gradually extended to a growing
number of articles. On the demand side these efforts have been supplemented
by various measures to absorb purchasing power, including higher taxation,
higher railway fares, small-savings campaigns, gold sales, etc. As a rasuit of
these measures there was, in 1944, a certain reduction in prices from the high
. level reached in the previous year.

Australia and New Zealand show a high degree of similarity in
their price movements, the two countries being confronted with very much
the same problem: the provision of increased food supplies for the forces
of the United Natlons at a time of serious shortages of manpower. In
Australia more than fifty per cent. of the working population was engaged in
war activities but a certain return of manpower took place in 1943 in order
to attain a higher production of food, the annual ouiput of tinned meat
rising from 10,000 tons before the war to nearly 100,000 tons. In 1944 the
worst drought for fifty years swept southern and eastern Australia with, as
" a consequence, an extremely poor wheat harvest; at the same time, the
output of meat was some 20 per cent. greater than in 1938-39 owing to heavy
slaughtering. A policy - of stabilising costs and prices was adopted in
New Zealand in 1942 and in Australia in 1943, and in both countries it met
with a considerable degree of success. In New Zealand a wartime cost-of-living
index replaced the former index as from 1943, the purpose being to attain a
closer correspondence to current consumption and to find a more suitable
basis for wage and salary adjustments. According to the new index also,
prices have shown a high degree of stability.

In the Union of South Africa, where the threat of actual warfare
was never closely felt, prices have risen at a somewhat greater rate than in
the South Pacific Dominions. The great volume of purchasing power has
tended to drive up prices, especially in conjunction with the shortage of
imported consumption goods,
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In Egypt as well as in Palestine the dominating factor in the economic
situation has been the expenditure of the Allied armed forces, which, com-
bined with supply ditficulties, has resulted in sharply rising prices. It was not
until 1943 that rigorous action was taken; and in April 1944 the Middle East
Finance Conference decided upon price control measures for the countries
under its authority. But these measures do not seem to have heen successful
in arresting the upward surge.

As a rule, the countries in the Middle East have experienced a rise in
prices to several times the pre-war levels. A notable exception is, however,
the Sudan, where the firm hold -taken by the authorities prevented the
wave of high prices in the neighbouring countries from exerting an influence.
With the assistance of the WUnited Kingdom Commercial Corporation a large
part of the Sudanese export trade was concentrated in official hands and
profits obtained were used to subsidise goods imported from countries with
inflated price levels, which rnade it possible to sell these goods at more or
less normal prices.

The price control in Canada concentrated on the maintenance of
stability in retail prices, for which ceilings were fixed, it being expected .
that the fixing of prices in the retail trade would react on the prices paid
for goods bought wholesale and would ultimately affect producers. Maoreover,
a number of retail prices were reduced by such means as subsidies, the
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removal of duties and direct selling at a loss through a government agency.
Finally, employers were to pay their empioyees cost-of-living honuses, adjusted
quarterly. The policy has not worked badly but the difficulty has been to
hold down production costs. [n 1943 wholesale prices rose by 6 per cent.
and, although the cost of living was kept stable thanks partly to subsidies
involving an outlay of some $45 million a year, various wage adjustments
had to be granted, by which the total amount paid to wage-earners rose
by more than $120 million. A new attempt to deal with the rise in
production costs entailed a change in policy in December 1943, when the
bonuses as such were suspended but the amounts in question were added
to, and became part of, the basic wage rates as at 15th November. 'The
government believes'’, said the Prime Minister, “'that by holding the cost of
living at the present level it will afford a more adequate safeguard of the
basic living standard of labour than was provided by the cost-of-living bonus.
If the cost of living rises more than 3 per cent. and remains at that level
for two consecutive months, the government will review the whole programme
of price control and take appropriate action.” It was also hoped to attain a
greater uniformity in wage policy by entrusting an enlarged National War
Labour Board with the direction and confrol of regional boards.

The price indexes in the United States record a high degree of
stability in 1943 and 1944, with a rise In wholesale prices to about 38 per
cent, and In the cost of living to 27 per cent. above the level in the summer
of 1939. Among the groups entering into the cost-of-living index, food rose
by 45 per cent., clothing and house furnishings by 38 per cent., while rents,
fuel, electricity and miscellaneous items showed relatively slight increases.

The question- has been raised, especially in labour circles, whether the
cost-of-living index can be regarded as a fair measure of the prices actually
paid. Indeed, certain private estimates arrive at a real rise of up to fiffy per
cent,, taking into account
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food-subsidy programmes are carried out by the Reconstruction Finance
Corporation and the Commodity Credit Corporation. In 1944 $450 million was
required to reduce the prices of meat and butter to ten per cent. less than
they would otherwise have been. By October 1943 the estimated total of
subsidies granted was running at an annual rate of over $1,100 million, of
which more than two-thirds was in respect of food.

The cost of living being kept stable, wage rates continued to be
governed by the ‘Little Steel Formula", according to which the War Labor
Board rejected requests entailing increases in excess of compensation for the
15 per cent. rise in the cost of living between January 1941 and May 1942
{increases could, however, be granted where wages had remained at sub-
standard levels and in certain industries where improvements in wages were
considered essential to encourage the war effort). Average wage rates
continued, however, to rise, owing, in particular, to further transfers of
workers to armament industries, in which a combination of longer hours
and higher hourly rates raised weekly rates well above those paid by industries
not producing war materials. By the summer of 1844 income payments to
individuals were at an annual rate of nearly $160 milliard, as against $130 mil-
liard at the end of 1942 and nearly $70 milliard for the period 1935 to 1939.
Of the aggregate increase of approximately $60 milliard in payrolls up to the
end of 1942, it was estimated that the largest source of increase (about $21
milliard) had been the addition to the number of people at work, the next
largest source ($15 milliard) being connected with the movement of workers
to. industries paying higher wages; increases in wage rates came to about
$11 milliard, while over $7 milliard represented the effects of the longer work-
ing week. Besides the large increases in industrial payrolls and in the net
income of farmers, a rise in government payrolls has contributed largely to the
increase in total income payments to individuals. Statistics show that changes
in income payments have been closely followed by changes in retail sales
of food and of articles of daily use; but, since the quantities sold have gener-
ally remained unchanged or shown only a moderate increase, the rise in
turnover has mainly reflected increased prices. That the pressure on prices
has not been greater was due to the fact that, in addition to heavier taxa-
tion, a surprisingly large proportion of the increase in income has been saved
by the public (see page 12); it is a debated question whether saving at this
rate will continue when the war emergency is over and there are more
civilian goods on the market.

The paramount influence which foreign trade has exerted on the economic
structure of practically all Latin American countries since 1939, and
more particularly since the United States came into the war, is reflected in
the price trends. Generally speaking, prices of industrial products have risen
sharply as a result of insufficient imports, foreign suppliers being temporarily
unable to meet the growing Latin American demand., But many domestic
products also have been subject to an upward pressure, some of them being
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Price Movements in various Latin American countries.

Percentage . June 1939 to
Increase (or decrease) 1939 1840 1941 1942 1943 1944 Dec. | June
during: 2nd half 18t half 1943 1944
Argentina: :
Wholesale prices . . . . + 18 4+ 2 + 37 + 13 + 6 + 4 + 97 +105
GCost of living . . ... .. 4+ 4 — 3 + 10 0 — 2 o + 9 + 9
Chile:
Wholesale prices , . . . | + 7 + 5 | +37 | +23 | + 2 2 | + 93 + 98
Cost of living . . . . .. + 5 + 10 + 23 + 26 + B8 + B + 92 +107
Colombia:
Cost of living . . . . .. — 2 — 5 + 4 + 14 4+ 20 + 13 + 32 + 50
Costa Rica:
Wholesale prices . . . . —_ 1 — 6 + 19 + 40 + & + 8§ + 64 + 73
Costofliving..:.... — 2 -2 + 9 + 31 + 12 + 5 + 54 + 63
Mexico:
Wholesale prices , . . . | — 1 + 1 + 14 + 8 + 26 + 22 + 56 + 890
Cost of living . . . . . . + 1 + 1 4+ 14 + 11 + 37 + 16 + 78 +106
Peru:
Wholesale prices . . . . + 11 + 9 + 27 + 18 + 12 — 1 +103 +102
Cost of living . . . . . . + 4 + 9 + 11 + 8 + 11 + 9 + 51 + 65
Uruguay:
Cost of living . . . ... + 4 + 2| — 2 + 4 + 2 + 5 + 11 + 16

in great demand abreoad because of their strategic value, while the prices of
others have been supported by government measures with a view to avoiding
too marked a difference in the price rise between primary or agricultural
products, on the one hand, and industrial or finished products, on the other.
Thug, minimum prices were fixed in the Argentine for wheat and linseed;
in other cases foreign purchasers agreed to buy certain quotas or even the
whole exportable surplus of given commodities. Mention may be made of
Peru's cotton agreement with the United States, Brazil’s rubber and rice
agreements with the United States and Great Britain, the meat agreement
between the Argentine and Great Britain, the general coffee agreement be-
tween the Unijted States and fourteen Latin American Republics, as well as
numerous arrangements be-
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1939. The cost of living is shown to have risen at a rate of less than 20 per
cent, in the Argentine and Uruguay, the moderate rise reflecting cheap prices
of foodstuffs difficult to export, without, as it would seem, taking fully into
account the high prices charged for imported articles. Various c¢ontrol and
price-fixing measures have been adopted in the Argentine, Brazil, Chile,
Bolivia, Peru, Mexico and several of the other countries, but difficulties have
often been experienced in the practical application of the rules laid down,
so that frequently other influences have proved to be stronger. Brazil has
introduced a kind' of cheap ‘utility goods” in the footwear and clothing
lines. In Mexico the central bank has released certain quantities of gold in
order to mop up part of the surplus purchasing power and thus relieve
the pressure on prices; for the same purpose a loan was floated in that
country and a similar step was taken in Brazil. On the whole, the authorities
seem to be aware of the dangers involved in the prevailing boom; although
little may be done at the moment, it is hoped that the strong reserves of gold
and foreign exchange will, when peace comes, give the Latin American countries
a greater freedom in framing their economic policy than they have usually had
in the past.

While in other parts of the world those countries where the upward
price movement did not slow down constitute the exceptions to the general
rule, the situation in the Far East shows the opposite picture, as appears
from the following table,

Price Movements in the Far East.

: June 1939 to
Percentage price 1939 | 1940 | 1841 | 1942 | 1943 | 1044 :
increase during: and half 1st half Dec. June
: 1943 1944
Japan:

Wholesale prices. . . . | + 17 - 1 + 11 + 3 + 9 + T {4+ 45| + 55
Retail prices (Tokyo). . | + 9 + 9 + 2 + 2 + B + 6 |+ 34| 4+ 43
Manchukuo: [

Wholesale prices. . . .| + 8 + 21 + 7 + 12 + 9 + 150 + 3| + 99(Y

Cost of living. . . . . . + 18 + 26 + 15 + @ + 17 + 10 + 19| +142 ()
Tientsin:

Wholaesale prices . . . . | + 39 + 41 + 27 + 31 + B2 . +  3u7

Cost of living. . . . . . + 63 + 38| + 250 + 79 +167 . +1,245
Peiplng: _

Wholesals prices . . . . | + 36 + 57 + 25 + 58 + 69 . + 616 |
Shanghai: . . |

Wholesale prices . . . . + B6 + 66 +181 +106 +325 + B7H| 45914 [ +9.335(Y

() To July 1944, @ December 1939 to Apri) 1941. @ April 1941 to December 1941, ) Te April 1944.

Price developments in Japan in recent years may be roughly divided
into three periods: the first phase lasted from the beginning of the Sino-
Japanese conflict in July 1937 to the outbreak of the war in Europe, the
earliest price control measures being the fixing, in May 1938, of the selling
price for cotton yarn. In September 1939 the second pericd began with a
rather elastic system of restrictions upon consumption and control on the
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basis of a wage and price stop. A national economic policy was outlined with
a view to establishing ‘the Greater East Asia Co-prosperity Sphere with the
unity of Japan, Manchukuo and China as the basis"”, a semi-official organisa-
tion being set up for that purpose. The third period began in December
1941, with the war against the Anglo-Saxon powers: in successive stages
state control attained its full development (the Price Control Office had be-
come an autonomous corporation by the end of 1843)., In August 1943, i. e,
after some five years from the first price fixing, official prices had been estab-
lished for no fewer than 846,000 items.

The following graph shows the frend of prices in Japan during the
period from 1937 to 1944. The upward trend, which had slowed down in 1942,
revived in 1943, partly as a result of the new ceiling prices fixed in the spring of
the latter year. These covered a whole series of consumers’ goods in daily use
and involved in-
creases ranging

Japan: Price Movements, — indexes January-dune 1839 = 100,
180 180 from 10 per cent.
[ i for clothing to
160 66 | 120 per cent.
i . ' Wholesala prices ] for rice-wine. .
140 k)i

71" | To counteract

0l -~ a e | @ threatened
i _ j I Costof living 17| shortage of rice
100 anaernio 00 | due to unfavour-
;,Mﬁ - able - weather
80 — 80 conditions, the

7 government en-
&0 welo e b el bt be B b lepd v il padundordn e lov oo twadun daeloe b bonby o By pfalinbiatyy 0

1937 1938 1939 %40 1941 i%%2 1943 1944 couraged pro-
duction of such
substitutefoods
as ordinary and sweet potatoes and: ‘‘sundry cereals” (Indian corn, millet,
etc.}; considerable price increases were allowed on wheat, barley and 'naked
rye”', but at the same time a rise in the cost of living for poorer strata
of the population was to a large extent avoided by increased subsidies
and the payment of premiums involving considerable government outlay.
The following fable compares the new official prices with those of pre-
vious years: '

LAl

The initial regulation of

Agricultural Prices in Japan, wages was applicable only
(Index figures 1937 = 100) to unskilled workers up to

the age of twenty but the

Product . . 194:’“1 °1f943 1544 control was gradually extended

with the main object of check-

RiCe. . v o v v v n v s 140 157 202 202 ing a rise in wage levels
:’:eﬁ' -------- ::? :;f \ ";; :2: and preventing shifts from
le:adt T ke | e | wrz | 2z one . occupation to another.
' it was found, however, that
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these freezing measures removed the stimulus to efficiency, while with the -
rise in prices the real value of wages declined. Bonuses were then granted
as a temporary remedy but the whole system-of wage control was to be
subjected to further revision. '

In addition to the ordinary difficulties of a helligerent country, Japan took
on the special task of trying to consolidate the huge and heterogeneous areas
to which ‘it had extended its controf, while counteracting the disastrous effects
uwpon its own economic structure of the wild price tendencies prevailing in
some of the territories. Manchukuo, though developing into a source of
supply for iron and industrial products, was compelled to retaln and even
to reinforce its position as a “granary”, owing to the food situation which -
the war had created; with a view to encouraging a greater output, the prices
of farm products were raised several times and an extensive land reclamation
scheme was set on foot by the end of 13. In North China all the efforts
of the Sino-Japanese authorities to put a brake on the price expansion seem
to have failed and, in an attempt to reduce black market transactions, a proposal
was even put forward to abolish any kind of official price system alfogether.

“In Chungking China the price situation appears to have got out of
hand at times. In January 1944 all previous price control regulations were
revoked and a new Provisional Wartime Price Decree was issued, providing
inter alia for the death penalty in cases of hoarding for speculative purposes.
The upward trend, however, showed no sign of abating, some estimates putting
the wholesale price index in June 1944 at 438 times as high as the level of
1937, a similar rise being recorded for Shanghal.

* *
) *

Prices can be said to have a twofold significance: to each
particular producer they represent “income’ and to the rest of the
community ‘‘costs’. The cost and price structure, therefore, holds a key
position in economic life, its bala_nc'e, ot lack of balance, exerting a decisive
influence on the general trend of business, the national income and the
standard of living, as well as on the burden of debis and the intrinsic value
of the different currencies. Every effort should consequently be made to bring
about a state of affairs conducive to a proper balance within the various national
economies and in their relations with each other. The starting-point must
naturally be the conditions prevailing in each separate country; but one of the
difficulties is that, by reason of the war, these conditions are affected by a
number of artiflcial elements which, if they do not wholly disappear, will at least
take on a very different aspect when hostilities cease. The most important
of these elements in the actual situation is the large amount of government

. spending, covered as it is in the *“soundest countriss by resort to borrowed

money at the rafe of roughly one-half of. the total expenditure. In such circum-
stances, business activity no longer depends on the volume of private investment
or on the amount spent by the public; moreover, all kinds of maladjustments
are, so to say, made innocuous in the great drive for maximum war production.
Spending at such a rate must, however, cease with the war, since its continuance

L
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would in the end destroy not only public confidence in currency and credit but
the social and economic structure as we know it. With a return to more normal
levels of government expenditure, economic life must once more hecome, in
all essentials, self-sustaining; any future spending of borrowed funds: by
public authorities, apart from normal investments on a remunerative basis,
will presumably be of a subsidiary and intermittent character, designed fto
smooth out cyclical fluctuations. But a sustained advance in business activity
presupposes a fundamental balance in the cost and price structure and it is
not easy fo see how soon such a balance can be aftained, in view of all the
confrols and rigidities imposed during the war. Much will naturally depend upon
the levels at which commodity prices and the cost of living are likely to settle
down when the war is over. ’

Obviously, the future trend of prices cannot be expected to be the
same in all sectors of a country's price structure or in the different countries.
In the United Kingdom a return to peace will most probably bring down the prices
of many imported commodities which have been burdened by the high cost of
transport and insurance. But, apart from such decreases, affecting primarily
the wholesale trade, the probability is that the cost of living, as measured
by the index, will show but little reduction and may even, on balance, register
an increase. In this connection it should be remembered that the Chancellor
of the Exchequer in his budget speech predicted a rise in the cost of living
from the range of 25 to 30 per cent. above pre-war fo between 30 and
35 per cent. The aim was to make the index réflect the real cost situation,
so that the stabilisation policy should not “become an altogether articifial -
affair”, Indeed, the Chancelior estimated that without the subsidies granted
to keep down the cost of living the index would have stood at 45 on an
average in 1943 instead of at 28,

Other influences, e.g. the large volume. of potential purchasing power
in the hands of the public and the necessity of allowing certain increases in
rents (to correspond more closely to high building costs), make it seem
probable that in the United Kingdom, and, indeed, in the United States also,
the cost of living after the war, as expressed in the official indexes, will
show hardly any fall. This refers to the general index figure, i. e., to the
average; for individual commedities there may well be a decline from the
high prices reached during the war. Prices of articles falling outside the range
of commadities on which the cost-of-living index is based have generally risen
more than the index itself, one reasen being that these '‘outside’” commodities
are as a rule not so strictly rationed and do not benefit from government
subsidies. But that should be another reason for expecting that the process of
post-war alignment, with the disappearance of rationing and of many subsidies,
is likely to entail no substantial decrease in the official cost-of-living indexes
in the two Anglo-Saxon countries.

There is a further line of reasoning pointing in the same direction,
namely, that in this war the countries which could effectively apply systems
of price control have in a large measure prevented abnormal shortages and
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redundant purchasing power from pushing up prices above the so-called
“cost price'. But the consequence may well be that, wherever the cost
of production remains more or less unchanged, the greater supplies will
not depress prices, but a larger volume of goods will find its counterpart in
the purchasing power already in the hands of the public. [t may even be the
primary task of the authorities to prevent the great potential demand (based
on large holdings of notes, bank deposits and short-term government secu-
rities} from having too strong an effect in the immediate post-war period,
i.e. at a time when each particular firm will be anxious to carry out as quickly
as possible its readapfation to peacetime modes of production,

It is naturally impossible to be dogmatic about price developments in
years to come; indeed, the last thirty years have brought so many surprises
that price forecasts should be regarded with the greatest circumspection.
But, besides being in line with the statement of the British Chancelior of
the Exchequer, the supposition that in the leading Anglo-Saxon countries,
i.e, the United Kingdom and the United States, the present cost-of-living
index figure is unlikely to fall, would seem to find support in the considera-
tion that these two countries could hardly regard with equanimity a decline
in prices which would materially increase the burden of their public debts
inherited from two world wars.

For other countries, however, the price (and debt) position is in some
respects different.

In China and Greece, with inflation still reigning, the problem is eminently
one of putting a stop to official financing with the aid of note issues.

In some countries in, and outside, Europe the price control has proved
ineffective, the rise in prices being the combined result of a redundancy of
.money and acute shortages of goods. Should these countries, when peace
returns, be able fo bring order into their public finances, there may bhe a
cerfain downward adjustment of their price levels somewhat similar to the
fall which occurred in several European countries during the years 1920-23
(though the fall will probably be less pronounced than it was in those years).

Countries on the European confinent which have effectively applied systems
of control, e.g. the two neutral countries Switzerland and Sweden, may well.
experience a decline in prices within important sectors of their economies.
Imported goods are likely to be less dear, especially as a result of falling
fransport and insurance charges; the effect may even spread to other goods,
These reductions will also affect fo some extent the cost of living (the items
“fuet'’ and *‘clothing’ are, for instance, influenced by the prices of imported
coal, cotton and wool}; but other items, e.g. rents, may show a certain
increase from the levels maintained during the war, ’

There is more difficulty in judging the situation in countries like France,
where the available indexes, as elsewhere, are based almost exclusively on
‘regulated’” prices, while a considerable volume of business is carried on at
the much higher quofations in grey and black markeis. It would seem as
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if wage rates had on the whole lagged behind, not even rising as much
as the ‘‘regulated”. prices (that was the case in France, for instance, up
to September 1944). Where such conditions are found, the authorities may
have a fairly wide margin of freedom in determining their price policy and
consequently in fixing rates of exchange (provided that the countries in
question can genuinely balance their budgets, withstand cost increases, and
possess adequate reserves of gold and foreign exchange). In this connection
it is important to remember that the choice of the exchange rates may exert
a decisive influence on the trend of commodity prices. After the last war,
prices and exchange rates settled down pretty accurately at the ‘‘purchasing-
power parities’’, the correspondence being rather greater than one had
reason to expect on the basis of “pure theory'’. Thus, in 1929 and again
in 1939, as the graphs show, ‘“‘gold prices” (i.e. the prices calculated on
a comparable gold basis via the exchange rates) gravitated around the same
tevel for the different countries, the few exceptions being as a rule easily
explained by unusual — often artificial — influences, as in the case of
Germany in the years 1933 to 1939,

But it must not be assumed that the exchange rates were always deter-
mined by the relative cost and price levels, since sometimes the influence was
clearly the other way round: in Sweden in 1921-23 the main trend of the
price level was in fact determined by the movement in the exchange rate for
the dollar, which the public firmly, and, as it turned out, rightly, believed would
come back to the old parity. The consequence of the establishment of the
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par rate for the dollar was a sharp price deflation in Sweden (followed by —
though not caused by — a formidable credit contraction), These movements
were certainly drastic — many will think unnecessarily so — but they consti-
tuted in their way an adjustment to new conditions, providing a basis for a
solid revival in production and a great improvement in the country's pros-
perity, while eliminating practicalty all the unsound enterprises which had
sprung up during the war. The development was less the result of a de-
liberate policy than something which just happened — a painful process, but
one that worked in the end, Finland did not move along the same lines but
linked on to gold at a depreciated rate of exchange; in Finland also business
improved, however. These examples may be taken to show that there is a
certain margin of freedom in adopting rates of exchange if the budget is
genuinely balanced and a number of other conditions fulfilled. But whenever
a certain rate becomes more or less fixed, the appropriate measures must be
taken to ensure that at the earliest possible moment that rate becomes a true
equilibrium rate (or, if that is found to be impessible, to see to it that the
rate is changed). It cannot be expected that from every point of view a certain
rate of exchange will be the most appropriate one; whatever rate is chosen
there must consequently be some adjustments upwards or downwards. The
greatest wmistake would be to refrain from making real efforts to move into
a balanced position; when maladjustments remain uncorrected, troubles are
hound to accumulate, one reason being that then the authorities are likely to
adopt one artificial device after another, but in that way no real hasis can be
laid for a sustained recovery.

Suppose, for the sake of argument, that, in an attempt to restore badly
shaken monetary confidence and perhaps also to spare those who hold money
savings too great a sacrifice, a country chooses to maintain, or to adopt
a rate of exchange at which its own cost and price levels will be clearly
somewhat too high and will thus have to be reduced in order to fit in with
conditions in the outside world. Such a country would be obliged to con-
tract its volume of monetary purchasing power and it is obvious that during
the process of contraction it would be absolutely contradictory to pursue a
policy of extensive public works designed to create employment. In such circum-
stances, a diffusion of fresh purchasing power would delay real recovery
instead of stimulating it. Many examples illustrating this could be quoted
from past experience: in France, for instance, the government only made
matiers worse by the internal expansion in 1936 so long as the French
franc remained overvalued, i.e. until the devaluation of the gold bloc in
September 1936.

It is not to be denied that ultimate prosperity can be attained by dif-
ferent courses (compare Sweden and Finland in 1921-23), but a self-contra-
dictory policy must in all circumstances he avoided. When there is more than
one road to the goal of prosperity it is certainly imperative that the road
chosen should be followed with consistency and determination, for otherwise
the goal will not be reached. '
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Since the domestic price policy is tied up with foreign exchange policy,
it is impossible to lay down definite criteria, applicable to all countries, for
the fixing of exchange rates. In some countries a decline from high wartime
costs and prices may prove very desirable, in others such a reduction might
dangerously increase the burden of already heavy public debts. 1t is clearly
in the general interest that, in as many countries as possible, exchange rates,.
costs and prices should be speedily brought into a balanced position and
that the relation of the currency units to gold should be of a lasting
nature. During the prosperity period in the latter half of the 1920's, whole-
sale prices stood, on a gold basis, at 40 to 50 per cent. above the pre-war
level, while the cost of living had in most countries risen 60 to 80 per cent.
These levels were not maintained, however; prices fell precipitously in the
early 1930's; as a result the burden of public, and still more often of
private, debts (e.g. in agriculture) threatened to become intolerably heavy;
the consequence was a wave of currency depreciation, which helped to raise
prices inn terms of national currencies while they remained low — or even
fel — in terms of gold. In the ninth Annual Report of this Bank, dated
8th May 1939, it was pointed out that '‘with the exception of Germany, where
price movements (calculated in gold at the official rate of the Reichsmark)
have been dissociated from the external trend since 1933, and of France,
where, owing to recent depreciations, prices in ferms of gold are still lower
than elsewhere, a certain convergence of gold prices is noticeable at between
65 and 75 per cent. of pre-war (1913-14) prices”. Since then a new price
tise has occurred, but it may be seen from the graphs that in 1944 wholesale
prices in the United Kingdom and the United States still stood, on a gold
basis, some 5 to 15 per cent. below the pre-war (1913-14) fevel (and the
same was true as regards the cost of living).. In the meantime the technique
of gold production has been greatly improved, gold being exiracted at less
real cost than in the 1920's, which may well influence the natural relationship
between gold and prices.

It is dangerous to bhe positive in these matters since new factors may
arise; but, even with a great expansion in the volume of production, there
seems no compelling reason why the price level at present obtaining in the
Anglo-Saxon countries, or likely to be established there during the next few
years, should be out of keeping with the current value or supply of gold,
provided, of course, that no very serious mistakes are made in the fixing of
relative exchange values or in the credit policies, especially of the larger
“countries, The chances that the present price levels will not be affected
by a scarcity of gold are, it would seem, better than they were at the time
of the stabilisations in the 1920's. it may certainly be wise to provide for
the possibility of changing the gold content of different currency units, in
case of need, but it is just as well to remember that on a gold basis the
price levels in the United Kingdom and the United States are still somewhat
lower than in 1913-14.
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IIl. PRODUCTION AND MOVEMENTS OF GOLD.

Two outstanding features have continued to characterise the gold situation
in 1943 and 1944: '

(i) Gold production has declined every year since 1940. The
percentage rate of decline accelerated from 2 in 1941 to 9 in 1942 and 17
in 1943; for 1944 provisional estimates seem tfo indicate a somewhat lower
rate (about 12 per cent). The world output of gold in 1944 has thus
been reduced by one-third from the high level reached in 1940, which was
a record year for gold production; as regards individual countries, output in
the United States and in Australia has fellen by more than 70 per cent,
while in Canada the reduction amounts to 40 per cent. and in South Africa
to only 15 per cent.

(i) In 1944 the monetary gold stock of the United States feli for
the third yvear in succession after an uninterrupted increase from 1931 fo
1941. The setback in 1942 was slight, only $10 million, but in 1943 it reached
£788 million and, in 1944, $1,340  million. These reductions have, in the
main, found their counterpart in increases (not always fully reported} in the
reserves of other countries; and those countries also absorbed the current
production of gold, which amounted to about $1 milliard a year in 1943 and
1944, Despite the recent losses, the United States had $6 miiliard more gold
at the end of 1944 than at the end of 1938.

A dis’_tinbt novelty has been the sale of gold to the public by the
authorities in a number of countries, including India, Egypt, Mexico and
Switzerland, the amount sold exceeding $100 million by the summer of
1944, One of the main objectives of these sales has been fto counteract
inflationary tendencies, partly by the absorption of redundant purchasing
power (the effect being limited, however, because of the comparative small-
ness of the amounts involved) and partly by the holding-down of the price
of gold as quoted in the markets, sometimes in virtue of legal provisions,
sometimes not. Experience had shown that the price of gold, even when
reflecting only a restricted number of fransactions, may exert a pronounced
psychological  influence through being regarded as a measure of the intrinsic
" value of the currency in question. It then becomes worth while to moderate
the price quoted, the monetary authorities being able at the same fime fo
earn a handsome profit on the gold with which they intervene,

1. SUPPLY OF GOLD.

The following table shows the oufput of gold in the main producing
areas in so far as relevant statistics are available or reliable estimates can be
made. For the world as a whole a figure is also tentatively given but, being
hased partly on conjectfures, it is subject to a falrly wide margin of error
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and merely indicates the general tendency of the current gold supply. 1t is .in
particular for the U.S.S.R. and the areas dominated by Japan that information
is Tacking. : . '
World Gold Production.

. . Lo 1943 1244
Gold proqucing 1929 1940 1941 1942 1943 sanuary-dune
countries;
Weight, in thousands of fine ounces
Union of South Africa . 10,412 14,047 14,386 14,121 12,800 6,431 6,130
Canada . . .« v . v 0 W 1,928 5,311 5,345 4,841 3,652 1,973 1,524
United States( .. . . 2,056 4,863 4,780 3,742 1,395 746 ' 506
Austratia . . . . .. .. 426 1,653 1,458 1,216 . B16 425 21504
Rhodesia . . .. ..., 562 833 To4 761 657 338 3005
Colombla . . . ... .. 137 632 656 597 565 282 285
British West Africa. . . 208 930 926 835 564 304 265
British India . . . . . . 364 290 286 257 252 128 o8
Peru ., ......... 121 291 285 258 220 * =
Brazil. ., ........ 107 264 235 229 210 * "
‘Nicaragua ¢ . . . . .. t2 . 140 194 222 198 115 138
Sweden . . . ... .., * 209 191 1903 190 * =
Chile . . .. ...... : 26 343 265 183 174 86 89
Mew Zealand . . . . ., 120 186 126 180 150 | & *
Venezuela. . . . . . .. 432 147 120 120 110 * *
Roumania. . . . . . .. 71 131 96 82 80 * .

Total 16,593 30,260 30,213 27,834 22,043 11,3000 ; 10,000(%)

Other countries. . . . , 2,607 10,740 10,087 8,666 8,157 4,500¢) 4,000{3}
of which:
U.S.SR...,.. 707 4,000 . * * = *
Philippine lslands . 152 1,140 1,196 * * * *
Kotea. .. ..... 138 1,025(%) * = * = *
Japan. - - ... .. 335 925(%) . * M * *
Mexico . . . .. . . 652 as3 800 85013} * * *
Belglan Congo . . . 173 517 * ® * * i
New Guinea . . . . 36 275 240 ot * * *
Estimated

World Production 19,200 41,000 40,300 36,500 30,200 15,8005 | 14,000()

Value, in millions of dollars (%)

Value of Estimated

World Production 672 1,435 1,410 1,280 1,080 5500 4900}
(') Without Philippine Islands. ) * Mot available.
(%) Estimated for 1939 to 1943 (production being taken to equal 9 per cent. of the couniry’s gold exports).
%) Estimated. () Western Australia only, Gy At the present-day rate of $35 per-ounce of gold,

Press notices in connection with the monetary negotiations in the spring
of 1944 have contained reports of figures as high as 12 million ounces for the
U.5.5.R. gold production, instead of maxima of 4 fo 6 million ounces (according
to previous estimates). It is not known whether the information on which these
notices were based had been obtained from official sources, and it is, moreover,
in no way clear whether the large amounts mentioned refer to results already
achieved or represent expectations to be realised in years to come. The current
output of gold in the U.S.S.R. can hardly fail to have been affected by the war
effort. If the gold production in and beyond the Ural mountains were to attain
the high figures mentioned in the recent reports, the U.5.8.R. would approach
South Africa in the importance of its gold production and there would be
even more reason to remember that in the first half of the nineteenth century
Russia was one of the world's leading gold producers.

As mentioned in the thirteenth Annual Report of this Bank, the
Man_chukuo Government made it known in March 1943, .and the Japanese
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Government in the following month, that gold production would be suspended
for the duration of the war, except in so far as it was linked to the production
of other metals required for the war effort — in particular, copper. These
measures “involved a reversal of policy, since in 1938 premiums had been
granted by the government to stimulate the output of gold and the premiums
had been increased in 1940; but at that time gold could be used by Japan
as an international means of payment, while in 1943 there were no exchanges
hetween Japan and the world outside the "co-prosperity sphere’, in which the
yen was current Tor payments. Gold mines in Korea and in Japan were to be
acquired by a company formed for the development of mining and controlled
by the state; for the purpose in question the company received government
credits exceeding Yen 200 million, of which one half was for Japan pmper
and the other half for Korea.

In South Africa the output of gold amounted to 12.8 million ounces in
1943, as compared with 14,1 million in the previous year and 14.4 million in
1941, the last being the highest figure ever attained, while for 1944 preliminary
information indicates an output of 12.3 million ounces. The gold mining industry
had to cope with increased difficulties during 1943; chief among them was an
acute shortage of native labour, which was mainly responsible for the reduction
in the quantity of ore milled from 67 million tons in 1942 to 59.9 million
tons in 1943. The average gold content of the ore rose at the same time
from 4.053 to 4.097 pennyweights per ton — the first increase in the average
gold content since 1932. When working costs increase, a proportion of the
low-grade ore falls below the limit of profitable mining; and costs continued
to increase in 1943 and in 1944 owing to higher prices paid for materials
and higher pay to the workers employed. In March 1944 native workers were
granted an increase of 4d. per shift for surface workers and 5d. for under-
ground workers, the total annual charge being estimated at £1,870,000. The
South African Government recognised that the imposition of such a burden,
involving an increase in working costs of more than 7d. per ton milled,
would have most serious consequences for the industrty and for the country
as a whole, in view of the part played by gold mining in the national
economy. The government therefore decided that the “‘gold realisation charge™,
which had been levied at 38s.3d. per £100 (i.e. at a rate of just under
2 per cent.) since 1st September 1940, should no longer be earmarked for the
Loan Account in the Consolidated Revenue Fund but that the amount collected
during the year ending 31st March 1945 should bhe placed in a pool, for dis-
tribution among individual mining companies in proportion to their respective
share in the increased cost of native wages. In 1943 the yield of the gold
_realisation charge came to £1,970,000 and it was therefore hoped that the
amount available would be sufficient to meet practically the whole additional
direct burden imposed upon the industry as a result of the increase in
native wages, The number of natives employed by the mines, having reached
a maximum of 376,000 in February 1942, was down to 283,000 in December 1943,
To lessen the shortage of native labour the South African Government at
the beginning of 1944 concluded a new agreement with the Portuguese
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Government providing for the recruitment of not more than 100,000 natives
from the neighbouring Portuguese colonies, 12,000 to be employed in the coal
mines and the others in the gold mines for a pericd of twelve months., In 1943
the number of native workers recruited by the Witwatersrand Native Labour
Association was greater by 4,665 than in 1942, a fact which was reflected in
the rate of employment during 1944. By the end of May 1944, the number
of workers had risen to 301,000 bhut it was back to 285,000 in November, the.
mining coempanies complaining of a serious shortage of native labour.

_ The total gross profits of the mining companies fell continucusly from
£45.9 million in 1941 to £37.9 million in 1943 and £32.¢ million in 1%44; as a
consequence the amount paid in dividends, which had fallen from £19.4 million
in 1941 to £15.3 million in 1943, was reduced to £13.6 million in 1944. As
regards the earning capacity of the gold mining industry, much will, of
course, depend upon the future trend of the costs of production, about which
a high degree of uncertainty necessarily prevails. It is true that in September
1944 a compromise agreement was reached with workers of European origin,
under which a number of social benefits were allowed rather than a rise in
wages; this agreement was, in essence, to remain in force for the next five
years, provided that no substantial change took place in the general economic
conditions.

The following graph shows, in South African pounds and shillings, the
yield and working costs per ton of ore crushed at the Witwatersrand Mines
in the period 1902 to 1943. The yield per ton of ore crushed is, of course,
affected, on the one hand, by the price paid for gold and, on the other, by the
average gold content of the ore crushed. The working costs are mainly affected
by the changing technique of gold production and also by the generai level of
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in working costs from 1915 onwards made it necessary to turn to highet-
grade ores, while in 1920 and 1921 the higher price then paid for gold
(up to 122s.4d. per fine ounce, as compared with the standard price of
84s.1114d. paid in the years up fo 1919 and in 1925-1931) affected the yield per
ton and with it the conditions of production. After the reversal of the trend
in 1922 and 1923, working costs remained remarkably steady up to 1939; but
the increase in the gold price at the end of 1832, when, with a time lag of
fifteen months, the South African pound followed the depreciation of the English
pound, caused a sudden jump in the vield, which permitted the mining of
lower-grade ores. That an increased crushing of such ores, often necessitating
the sinking of deep shafts, did not cause an increase in the working costs
per ton of ore crushed was principally due to a steady improvement in mining
technigue. But technical improvements have not been capable of fully offsetting
the cost increases per ton during the present war, as revealed by the upward
tendency in the graph on the preceding page.

"~ In the United States the authorities continued the policy of transferring
men and machines from gold mining to enterprises of more immediate im-
portance for the war effort, the total output of gold falling in 1944 to about
one million fine ounces, i.e. less than one-quarter of the yield in 1941, The
gold output in 1943 had been at the rate of about 110,000 fine ounces per
month, of which about 75,000 fine ounces were obtained as a by-product
from copper and lead mines.

The U.S. authorities have generally refused to permit the export of
machinery for gold mining to other countries, an exception being made in the
case of Peru, where an
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gold production has provided useful resources for foreign payments, not least
in relation to Latin American countries. :

Gold production in Australia has been reduced more than in other
parts of the British Empire; in 1943 it amounted to 816,000 fine ounces, i.e.
one-half of what it was in 1940, though still twice as much as in 1928, The
British Empire as a whole seems to have produced 65 per cent. of the
world output of gold in 1943, as compared with 58 per cent. in 1939. M is
the share of South Africa that has risen: from 33 per cent, in 1939 to 42 per
cent. in 1943. -

In 1943 Australia had o cede its place as the fifth gold-producing country
in the world (after South Africa, U.S8.5.R., Canada and the U.S.A) fo
Mexico, the gold output of which has been maintained practically undiminished
during the war. The greatest European gold producer outside the U.8.S.R.
was Roumania, which had kept up its gold production; premiums were granted
to the producers and these premiums. amounted in certain cases to as much
as three times the basic price for gold; but the producers demanded a further
rise, urging that increases in wages and outlay on materials efc. raised costs
to such am extent that production was no longer remunerative.

Assuming a sharp cut in production in Japan and Korea but a more
moderate reduction as regards the U.S5.8.R., the total world output of gold
may be estimated at 30.2 million fine ounces in 1943. Such a volume of pro-
duction would be nearly the same as in 1935 but would still be fully fifty per cent.
above the level of 1920, What may happen to the production of gold after this
war is not easy to foresee: costs have risen in recent years but the level of
wholesale prices in gold (as measured, for instance, by the Bureau of Labor
index of the United States — recalculated on a gold basis) was, in 1944, still
some 10 per cent. below the l[evel of 1913-14 and some 35 per cent. below the
level of 1928 (the level of prices in terms of geld having been affected in
particular by the increase in the price of gold from $20.67 to $35 per fine ounce).

2. MOVEMENTS OF GOLD.

The table on the following page shows the changes which occurred up
to June 1944 in the reported reserves of central banks and governments.

As regards the magnitude of the unreported gold reserves, only
approximate figures can be given; those included in the table are bhased on
estimates published by the National City Bank of New York in its bulletin for
August 1944 and are in substantial agreement with an estimate of the gold
holdings in September 1944 given in the Federal Reserve Bulietin for November
of the same vyear (cf. pages 110 and 133). The unreported reserves include,
in particular, the gold holdings of the U.5.S.R. (the last reported figure,
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equivalent to $839 million, being for September 1935) and of the United Kingdom,
where since the beginning of the war only a nominal amount of gold has heen
shown in the Bank of England’s returp.

in June 1944 the unreported gold reserves would seem to have constituted
about one-eighth of the world’s monetary gold stock, the proportion having
risen slightly since 1942 when it was about one-tenth.

Reported Gold Reserves of Central Banks and Governments.

lLoss (—}
End of orgain {+) Jdune
Reparting counirles 1938 j 1941 l 1942 ] 1043 during 1944
1943
in milliens of dollars (at $35 per fine cunce}

Group 1: Argentina . , . . 431 () 354 858 (1) 939 (% | + 28 *
Mexico. ., , . . . 29 - ¥ | 39 203 + 164 224
Switzerland . . . Fin)| 665 B24 64 + 140 1,023
Brazil . . . . . . 32 70 115 254 4+ 139 297
Roumania . . . . 133 182 241 316 + 75 369
South Africa . . . 220 366 634 TO6 + T2 749
Sweden , . . . . 321 223 335 87 + 52 432
Spain , . . .. . 525 (%) 42 42 51 ® + 490 104
Turkey. . . . . . 29 o2 114 181 4 47 210
Celombia . . . . 24 186 25 59 + 34 84
Uruguay . . . . . &9 100 89 121 4+ 32 139
Venezuela . .. . 52 41 68 89 21 o
Chile .. .. .. 20 30 36 &1 + 15 56
Peru. . .. ... 20 21 25 n + & 34
Portugal . . . . . c9 59 59 80 + 1 &0

Total 2,685 2,308 3,304 4,432 +1,128 5,000 (1)

G 2: Bohemi d

OUPE PMoravia - . . .| sse| e 61 61 o 61
British India . . . 274 274 274 274 4] 274
Denmark. . . . . 53 44 44 44 0 44
Egavpt . . . . . . 55 52 52 52 4] 52
France . . . . . . 2,430 2,000 2,000 2,000 0 2,000
Germany, . . . . 40 40 40 40 Q 40
Mungary . . . . . 37 24 24 24 v 24

New Zealand. . . 23 23 23 23 o 23 .
United Kingdom % | 2,690 i i 1 u] 1
Total 5,685 2,519 2,519 2619 o 2,519

Group 3: Belgium (9, . . . 581 734 735 734 ram 1 734
Canada () . . . . 192 5 -] 5 —_ 1 5]
Holland . . . . . 598 575 506G 500 —_ & 500
United States(® , | 14,612 22,737 22,726 21,938 — 788 21,173

Total | 16,283 24,061 23,973 23,177 — 756 2243

Total _

Reported Reserves® | 25,200 30,000 31,000 31,300 + 300 31,500

Estimated )

Unreported Reserves * o1 3500 | 3,500 4,100 + 600 4,300

Total Reported and

Unreported Reserves * 33,500 34,500 35,400 + 900 35,800
() Figures for the end of 1938, 1942 and 1843 include goid of the Central Bank held abread and gold belong-

ing to the Argentine Stabilisation Fund, . ) End of April 1938,

) Increase due primarily to inclusion of gofd held for Foreign Exchange institute. %) Crecho-Slovakia,

¢} Not including gold held by the Exchange Equalisation Fund, viz. $750 miilion in September 1938 and
$151 million for st September 1941,

&) Not including gold hedd by the Treasury, viz. $44 million in December 1938 and $17 million in December 1941,

¢} In May 1940, gold belonging te tha Bank of Canada fransferred to the Forelgn Exchange Control Board,
Gotd since veported is gold held by the Minister of Finance.

() Not Inciuding gold held in the Stabilization Fund: $80 million in December 1938, $25 million in Decemter
1941, $12 million in December 1942 and $43 million in December 1943,

) Estimated and including other countries (hut not the LL.S.S.R.). (%} Partly estirmated. * Mot available,
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- The countries reporting increased gold reserves for 1943 belong
to the following three aroups (which are not mutually exclusive):

() Latin  American countries (Mexico, Brazil, Colombia, Uruguay,
Venezuela, Chile, Peru and the Argentine),

(i) Neutral countries (Switzerland, Sweden, Spain, Turkey, lran and the
Argentine); and

(iii) Producers of gold (Mexico, Roumania and South Africa}.

But this list must not be taken to indicate fully the actual movements in
1943, since several countries only partially reported the changes in their gold
holdings. Portugal (neutral in the war} is, for instance, known to have added
substantially to its gold stock since 1939 bui the published figures of its gold
reserves have remained practically unchanged. Furthermore, several Latin
American countries are known to possess-gold not shown separately in
their returns. The following figures have been privately computed from available
information giving the total gold reserves and foreign exchange held in the
United States by Latin American countries,

The gold and foreign exchange balances of Latin American countries
continued to increase in 1944 and were expected to attain 84 milliard by the end
of that year. Some of these countries, as, e.g., Cuba and Brazil, have entered
into agreements with the authorities in Washington regarding the gradual
cenversion of their dollar balances into gold.

Gold and Foreign Exchange Reserves of Latin American countries.*

End of: _ Increase durlng:
Countries 1990 | 1ea1 | 1ssz | 1es30) 1942 1943
in_millions of dollars

Argentina 592 568 721 1,088 + 153 + 367
Brazil . . 67 104 238 525 4+ 134 + 287
Mexico . . . . . 0L .. 34 53 T2 250 + 19 4 178
Cuba ....... . 22 40 127 226 + 87 + 99
Uruguay. . . . . .. 75 111 95 146 — 18) + sl
Colombla 26 . 22 62 114 + 40 + 52
Venezuela. . . .. .. .. 52 - B2 76 i + 24 4+ 2B
Chite .. ......... 36 41 56 85 + 15 + 29
Perv . .. ... ..... 19 22 3t 35 + 9 + 4
Bolivia . . .. ...... 5 16 21 22 + B + 1
Salvador. . . . .. .. .. F:] 9 14 21 + 5 + T
Guatemala . . . . . e =} 13 20 20 + 7 o
Ecuador., . . . . .. . .. 3 g8 14 19 += & + 5
Caosta Rica . PN 2 3 11 16 + a + &
Dominican Republic , ., . ) [ ] 13 + 3 + 4
Haiti .. ......... 3 5 5 8 0 + 3

Total 953 1,073 1,572 2,689 4 499 +1,117

"* This tahle 1s taken from the April 1944 Bulletin of the Nalional City Bank of New York, which emphasises
that '“the figures presentad in the table, however, are far from final or complete, Because of varying exchange
rates at which geld and foreign assels are being acquired or carried in some countries, it Is noi always
clear what is the most representative rate at which the cenversion into dollars should be made. 1n other
cases, governments, commercial banks and also individuals mainiain abroad sizeable funds which do not
appear In any regular reports, Dollar notes circulating fogether with lacat currencies in various Caribhiean
and Central American countries Ykewise constitute a potential foreign exchange asset. Al told, It is
probably much nearer the truth that by the end of last year, gold, foreign exchange balances, ‘and dollar
notes In Latin American countries aggregated at least $£3,000 millions, rather than $2,700 miliiens™,

() Not available, (?) Partly estimated.
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In August 1944 the gold held by the Argentine in the United States
was temporarily blocked by the U.S. Treasury under terms similar to those
already applied to some other neutral countries. 1t has been estimated that
about one-third of the Argentine reserves in gold and foreign exchange were
affected by this measure. '

By a decree of 7th October 1844 all transactions in.gold, as well as
transport of gold, were prohibited in France without a permit from the Bank
of France. By the same decree corporate holdings of gold had to he deposited
with the Bank of France.

Under a settlement reached in October 1944 the Bank of France agreed
to remit to the National Bank of Belgium gold to the amount of $223.4 million
in repayment of a deposit of gold made in 1940, which in the meantime had
been redeposited with the Reichsbhank. In December 1944 the said amount was
transferred from the French to the Belgian holding of earmarked gold at the
Federal Reserve Bank in New York.

Among the neutral countries the figures for Switzerland and Sweden
indicate substantial increases in the monetary reserves of the central banks;
and, in addition, the gold holdings of the Swiss Federal Treasury have risen as
mentioned in the footnote on page 37. The Swiss National Bank has con-
tinued its policy of maintaining only a minimum amount as foreign exchange, addi-

' tions to the reserves being
Monetary Reserves given the form of gold.

of Switzerland and Sweden 1940-43,

The table shows for 1943
an increase of S.Kr.111 mil-
Foreign . . e )
Gold Total lion in the foreign exchange
End-of-month figures Exchange . g . g
TonE holdings of the Sveriges
: of national currency units Riksbank. This increase
Swiss National Bank Sw.fes was, however, of a' formal
1240 December . . . . . .. 2,173 297 3170 1 )
1941 L ... ..} 2879 679 3,558 chlaracter, representmgl a
:1312 w e e 3,565 63 3628 | shift from short-term in-
3 v e 4173 23 4,256 .
1944 . . 4,554 102 . | 4656 vestments on the New York
Sveriges Riksbank SKr.) market to dollar balances,
1940 December . . ... . . . 672 839 1,511 the latter but not the former
Cieay i e | T3 | hear | being included in the bank’s
1943 e 1,627 751 2,378 - i
1944 June . . ... u .l 1,813 @re | 2410 | foreign exchange reserve
(in accordance- with the

(') At current quatations for gold and foreign exchange. () Estimated. Ttather rigid regulations re-

: _ ' garding the .inclusion of
assets in the legal cover of the Rikshank). Of the increase in the gold
holdings a part was obtained from domestic gold production, which in 1943
amounted to ‘arcund S.Kr. 25 million. The net infiux of gold and foreign
exchange to the Rikshank during 1943 corresponded to an amount of
S.Kr. 280 million. The Swedish commercial banks appear to have increased



their net foreign liabilities by S.Kr. 8 million, so that for all Swedish banks
the net influx of gold and foreign exchange amounted to about $.Kr. 282 million
in 1943. For the same vyear the current account of the Swedish balance of
payments is estimated to have given a surplus of very nearly S.Kr.200 million
as compared with a surplus of S.Kr., 260 miilion in 1942 and $.Kr. 390 million
in 1941, Various ifems on capital account, including repayments by Germany
of previous export credits, would seem to have resulted in net receipts
amounting to about S.Kr. 70 million.

While many countries gained gold during 1943, only one country — the
United States — reports a substantial loss, amounting, indeed, to $738 mil-
lion, i.e. approximately the value of the gold produced during the year outside
the U.8.S.R. and the areas dominated by Japan. This followed a decline of
$11 miliion in 1942. It is not known exactly how much gold was received from
abroad by the United States and later used for foreign payments, but the
Bulletin of the National City Bank of New York for January 1944 says that:
“If our new production and our imports of gold are considered, the overall
loss during the past two years has been probably nearer to $1,300 million
than to $800 million.” For 1943 alone the amount would seem to have
been at least $1,000 million, : :

The sales of gold by the United States have served to provide means
to pay for excess cash imports (running at the rate of $600 million a year
by the end of 1943} and to defray diplomatic and similar expenses together
with the meeting of actual war expenditure abroad, as in the case of India,
and deliveries of gold.to implement credits granted, as in relation to China.
it is of some interest to note .that during the first world war the United States
increased its monetary gold stock up to June 1917, i.e. to the time when
the country itself had become involved in the war, but that from that date
until the end of 1920 the gold stock declined by nearly $500 million (this was at
the old price of $20.67 per ounce; at the price of $35 per ounce the decline
would have been over $800 million). In the two wars the United States, like other
countries, has found in gold a means of defraying emergency payments abroad,
there being a sufficient demand even when the United States had not only
ceased to buy gold but was actually disposing of a part of its own stock. But
in no single year during the last war was the net loss so large as in 1043,
Before this war the most pronounced decline in the monetary gold stock of the
Unitedd States within one year was in 1933, when the net loss amounted to
£587 million (at the new price of $35 per ounce).

The fall in the gold stock of the United States became even more accentu-
ated in 1944, amounting to $1,113 million for the first three quarters of the
year; in the same period the gold held as earmarked for foreign account
increased by $356 million, which would seem to indicate that in the period in
question a net amount of some $700 million of gold was actually exported
from the United States. This is contrary fo what happened in 1943, for then
the decline of $788 million in the monetary gold stock of the United Stafes
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Since 1941 countries other than the United States have added
substantialy to their gold reserves by absorption of the current production
and as a result of the decline in the American reserves.

Gold Reserves in the United States and elsewhere,

1928 ' End of June
Gold reserves at § 20.67 1941 | 1942 ] 1943 1944
: an ounce
{milliards) miliiards of dollars at $35 an ounce

United States. . . . . . ..+ . .. 39 22.7 22.7 21.9 21.2
Other countries. . . . .. ... ... 5.3 10.8 (R 13.5 14,7

Total reported and unreported gold -
POSEIVES o 4 = + = w4 v w1 o a 102 335 345 35.4 35.8
Percentage share of the United States 38 53 &8 52 59

The percentage share of the United States in the world's monetary gold
stocks fell from 68 per cent. in 1941 to 59 per cent. in June 1944. At the latter
date the gold reserves of countries other than the United States were more
than twice as high as their reserves in 1928 (expressed, in each case, in the
dollars current at the time). ‘

In addition to gold, monetary reserves outside the United States include
substantial amounts in foreign exchange; according to the Federai Reserve
Bulletin (for November 1944) foreign central banks and Treasuries thus held in
U.S. dollars rather more than $3 mifliard in June 1944. At that date an additional
amount of ahout $215 milliard in the form of banking funds (including short-
term securities) was held by foreigners other than central banks and Treasuries.
If these additional resources are taken into account, the liquid financial reserves

®
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of gold and dollars in the possession of countries other than the United
States would amount to about $20 milliard, i.e. they would be of almost the
same maghitude as the gold reserves of the United States itseif.

In 1943 about $800 million was obtained from current gold ioroduction
outside the U.S5.8.R. and the areas dominated by Japan, and, with the
$788 million from the U.S. monetary gold stock, this made a total of about
$1,600 million, but additional amounts would seem to have been available {(perhaps
from Russian production). As shown in the table on page 106, reported
increases in gold reserves of fifteen countries amounted to about $1,100 million
in 1943. Of the gold not accounted for in this way the greater part was no
doubt absorbed into monetary reserves by additions left unreported. A certain,
perhaps increasing, amount would seem to have been taken by arts and industry,
while an additional channel for gold consisted in sales to the public
by central banks and Treasuries, with the main purpose of counter-
acting inflationary tendencies. After years of effort to withdraw gold ¢oins from
circulation and to prevent private hoarding, this reversal of policy is indeed
of interest. ’

in British India the agricultural population is habitually distrustful of
bank-notes (one reason bheing that paper is liable to be eaten by ants). It is
alse unaccustomed to the use of banking facilities, In exchange for its
products it wants goods or gold or silver; but in wartime it is difficult to
keep up the supply of manufactured articles, and the note circulation had
risen from about Rupees 2 milliard in 1939 to nearly 9 milliard by the beginning
of 1944. Under these circumstances Indian peasants were inclined not.
to market their produce, and this was one of the causes of the difficult
food situation in India, On the recommendation of a specially appointed
committee the Indian Government decided, in the summer of 1943, to release
gold on the Bombay market; it was hoped by this means to induce the farmer
to sell more of his products, and in that way to increase the effective supply
on the market, thus helping to hold down prices. But in two other ways
also the sale of gold was expected to act as a check on inflation:

(i) The gold sales absorb monetary purchasing power from the market; but
the amount of redundant purchasing power is high and sales are neces-
sarily restricted. From 17th August 1943, when the official selling pro-
gramme became a decisive factor in the market, to the middle of January
1944, sales are reported to have amounted to some 3.5 million folas, at
prices ranging from Rupees 87 to Rupees 71 per tola, the proceeds of the
sales thus totalling about Rupees 280 million or £20 million. This in itself
is not a large amount considering the additions constantly being made to
purchasing power as a result of the war expendiiure in India; but it
may be that the gold sales skim off from the market funds of a most
volatile- and darigerous character.

(ii) The sales help to hold down the price of gold quoted in thé open market.
In that way they lessen the psychological danger of a mounting gold
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Gold Price in Bombay. price, liable to attract the atten-

Monthly highest and lowest price in Rs, per tola fine, tion of the public, which is apt
100 - 10 to regard it as a true measure

i 4 ' of the intrinsic value of the cur-
%@ 90 rency, even when it reflects only

a relatively small volume of
transactions.

80

80
4 As shown by the graph, the gold
70 price began {o rise at the end of 1941,
] attaining a maximum in May 1943 at
¢ more than double the parity price of
the rupee. In that month a number
" of anti-inflationary measures were im-
posed by the government, including
w »-L prohibition of loans secured by gold
LI * and restrictions on forward dealings
’ in gold, and the introduction of these
measures was followed by a fall in
the price; but there was a new
20 20 advance in the autumn, interrupted
- . - only when the effect of the govern-
10 10 ment sales began to make itself feit.
B ] |' The technigque of the sales has been
o butudsubutitlubtan e bbbttt Lot ] modified from time fo time: after
o 13910 IOM A2 1045 1944 1945 the initiation of the programme suf-
ficient gold was sold to hold the
price at about 71 rupees 2 annas. The price came down to 71 rupees in
January 1944 but towards the end of March the authorities (asting as always
through the Indian Reserve Bank) began to restrict their sales more rigorously
while still queting a fixed price for what they sold, with the result that a
margin was created between the official selling price and the market price for
gold. Within a week, however, the Bank had already ceased to quote a fixed
price, declaring itself prepared to sell 100,000 tolas (equal to 37,500 ounces) a
day and asking for bids for the metal. After touching 80 rupees 12 annas the
market price went back fo between 71 and 72 rupees in June. Price movements
have also been influenced by changes in the military situation, the price being
brought down by reports indicating a reduced danger of invasion for India.
And under the influence of the military events in the summer of 1944 the
price fell rapidly to Rs. 68 and, in the course of the autumn, to Rs. 61, the
downward movement being reinforced by an increase from 30,000 to 50,000
tolas in the daily offerings of gold on official account. But towards the close
of the year, when for a time it was believed that the end of the Pacific war
might be lfong delayed, the price of gold suddenly jumped up to 78 rupees —
not far from the highest quotation, attained earlier in the year.
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The sales of gold have not affected the reserves of the Indian Reserve
Bank; it is understood that gold from South Africa has been sold under
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arrangements with the British Government (which in that way was able somewhat
to moderate the growth of its sterling debt to India) and later also under
arrangements with the American Government,

Silver has likewise been sold on official account in India, the daily offer-
ings being raised from 100 fo 200 bars in the autumn of 1944. The price then fell
from Rs. 119 and 4 annas to Rs. 116 for 100 tolas, the highest price quoted
earlier in the year having been Rs.140. In conformity with the movement of gold
quotations, silver also went up in price towards the end of the year, a figure
of Rs. 135 being reached, In the summer of 1944 India received 100 million
ounces as a lend-lease delivery from the United States, but it was announced
that this sllver would be used exclusively for coinage.

The example set by India was followed 'by a number. of other countries,
and, in particular, by Egypt, where there had also heen a marked rise in the
note circulation from £E 26 million in 1939 to £E 96 million at the end of 1943,
For some months the price of gold in Cairo foliowed the price movements in
Bombay rather closely, although no direct connection existed between the two
markets, But in June 1944 the Egyptian Government reversed its policy, suspend-
ing the official gold sales. In Turkey also certain amounts of gold were sold
to the public with a view to arresting the rise in the open-market quotations.

Switzerland is another country in which the authorities decided to sell
gold to the public in 1943. In December of the previous year the right to trade
in gold coins and gold bars had been limited to specially licensed firms and
at the same time maximum prices had been fixed for such bars and coins,
The Swiss MNational Bank said in its annual report for 1943 that ‘‘these
measures have worked satisfactorily and the bank has thwarted the black
market by moderate sales of gold, which, moreover, had the effect of absorbing
a certain amount of money from the market".

These different sales of gold, which incidentally were quite profitable to
the sellers, have not as a rule been accompanied by any loosening of existing
restrictions. On the confrary, there have been cases in which additional
restrictive measures have been imposed (as in India} with a view, for instance,
to eliminating speculations in gold. In Hungary new regulations were issued
in March 1943 according to which trading in gold was made subject to new
restrictions; traders had to notify the authorities before the end of that month;
also, all industrial use of gold was prohibited except in dentistry and for
the making of wedding rings. In Syria and Lebanon private trade in gold
was prohibited and a ban imposed on advances and loans secured by gold
and on forward dealings in gold. In Mexico imports and exports of gold
otherwise than by the central bank were prohibited in April 1944, the purpose
of this concentration being to facilitate government control and the purchase
of gold from the public. By an earlier measure taken already in April 1943
the Bank of Mexico declared itself prepared to give gold coins in exchange
for paper pesos and for silver coins, the silver being used for delivery to the
United States.
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It should, however, be mentioned that in 1943 one countty — China —
abolished the existing restrictions on the purchase and saie of gold, maintaining,
however, the export prohibition. The hope of the Chungking Government was
that a free circulation of gold would help to reduce the volume of paper
money in the hands of the public. In September 1843 the U.S. Government
released gold to the value of $200 million to Chungking China as part of
the §$500 million credit granted in 1942, The official price of gold In China
is Yuan 700 per ounce but gold has been quoted in the open market at
Yuan 11,000 per ounce, i.e. sixteen times the official price. it is understood that
the Chungking Government has sold a certain. proportion of the gold received
in the open market, being able in that way to lay its hands on large amounts
of currency. Since such imports into China as were still possible consisted
almost wholly of lend-lease deliveries, the Chungking Government did not, at
the time, require the gold for the purpose of foreign payments.

Although the various measures set out above may have no particular
significance from a general point of view, they can be regarded as signs of
a sustained confidence in gold as an asset of enduring value. The Swiss
National Bank says in its annual report for 1943 that ‘‘because of the reduced
possibilities for the use of certain currencies for international transactions,
gold has maintained, particulady in wartime, its rfle as a means for the
settlement of balances on foreign account’'. Switzerland has thus had to - cede
gold to certain countries in payment for imports and for transport costs and
to procure foreign currencies, but has, on the other hand, received gold not
only from overseas centres but alse from countries in Europe whose central
banks had to sell gold in order to obtain the amounts needed in Swiss francs.

3. THE APPROACH TO THE GOLD PROBLEM IN VARIOUS COUNTRIES.

In the discussions on monetary plans for the post-war period much
attention has been given to the part which should be played by gold. There is,
no doubt, on this subject a variety of opinions within each individual country
and not only among the experts but also among the public, which has taken
an active interest in these matters. A high degree of homogeneity in the
approach to the problem may, however, be discerned in many countries, and
on analysis the reason for this attitude is usually found in the experiences of
the country in question during the inter-war period, Memories are long in
monetary matters and that applies especially when social relations have been
fundamentally affected. To quote a particular example: all through the
nineteenth century the French nation remained painfully aware of the two
outstanding monetary experitments of the previous hundred years —- the note-
-issuing bank founded by John Law in 1716 and the *assignat’’ of the Revolution.
Both ended in inflationary disasters and, as a result, the French public
became distrustiul of paper issues without a strong metallic cover. .
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Classified according to the attitude dictated by their experiences between
1919 and 1939, at least four separate classes of countries may be distinguished:

1. The United States must be classed by itself. By the mighty economic
expansion since the middle of the last century and the attainment of creditor.
status after the 1914-18 war, the country became conscious of its importance
in international affairs; in 1928, forty per cent. of the world aggregate of the
different national incomes was produced within its borders and its industry
processed over forty per cent. of the current world output of raw materials.
But American public opinion has also become conscious of the vulnerability
of the country's economy; contrary to the hopes of its many citizens, the
United States has by no means been protected from the vicissitudes of
monetary disturbances in other paris of the world. it has even seemed as if
smaller countries have been able to use currency depreciation more effectively
as a means of recovery, since they have more readily aligned their cost and
price levels with conditions on the world markets, while the lowering of the
currency values, when pushed too far, has been distinctly embarrassing to
the United States. To guard against currency changes abroad which might be
harmful to American interests, the tendency of opinion, in both official and
other quarters in the United States, has been to circumscribe as far as possible
the danger of depreciation in other countries; and this has meant a stronger
emphasis on the link with gold. (It would, incidentally, be a mistake to regard
the American attachment to the gold standard “as primarily a result of the
large gold stocks in the country’s possession.)

Being preoccupied with the maintenance of stable .exchange values, public
opinfon in the United States may, however, overlook the possibility that a
fixed gold content for various currency units, including the dollar, may not be
conducive to the maintenance of stable commodity prices. Before 1914 there was
every reason to assume that there was a natural connection between the current
supply of gold and the actual trend of costs and prices, account being taken
of the complexities of the c¢redit system and the habits of payment in different
countries. But, at the time of the monetary convulsions of the years 1914 to
1922, the same assumption could not be made. Wholesale commodity prices in
gold had by 1927 become stabilised at a level some 40 to 50 per cent. above
that of 1914, while the cost of living had risen by 60 to 70 per cent. and wage rates
in 'many countries by as much as 80 to 100 per cent. above the 1914 level. These
increases had the effect of swelling the figures of the national income. For
all the gold standard countries of Furope (including Russia), North and
South America, Africa and Australia and Japan, the aggregate national income
would seem to have been in the neighbourhood of $95 milliard in 1913 and some
$200 milliard in 1929 (on the basis of estimates which have on the whole been
carefully compiled). There was from 1914 to 1929 a real improvement in the
volume of production, with an increase in the supplies of goods and services
by about 25 to 30 per cent., the remaining increase in the national incomes being
accounted for by the rise in prices, indicating a reduction in the purchasing power
of gold. The part of the current gold output destined for monetary purposes
amounted in 1913 to about $250 million and was a little lower, say, $230 million,
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in 1929. While in a monetary sense the national incomes had risen by over 100 per
cent., the value of the current gold supply had fallen by nearly 10 per cent. The
consegquence was that the impulsion given by newly-mined gold to an expansion
in the volume of monetary purchasing power was much less pronounced in
1929 than in 1913. This was, of course, recognised at the time, the problem
of a ‘'scarcity of gold” occupying the Genoa Conference in 1922 and the
Gold Delegation of the League of Nations in the years 1920-31. It was feared,
not least by expert opinion, that a shortage of gold would cause a fall in
prices, and those who enfertained these fears may certainly quote the sharp
fall in prices which occurred after 1829 as evidence in support of their views,
It might have been imagined that the United States, in possession of particu-
larly large gold holdings, could afford to remain unconcerned about a
possible shortage of gold. But it could not heip being affected by price
developments in other countries, and, contrary to what is often supposed, the
United States did not receive any new gold, on balance, during the fatefui
years from 1924 to 1933 when the world-wide fall in prices actually occurred,
Indeed, the monetary gold stock of that country (at the present valuation) was
$7,400 miliion in 1924 and $6,900 million in 1933, the current output of gold being
absorbed in those years into the monetary reserves of a number of other countries,
partly because many of them had stabilised their currencies at rates which in fact
attracted gold, France being the most important among the countries concerned.

Even if in the late 'twenties and the early 'thirties the United States still
had sufficient reserves to pursue, on its own, an expansionist credit policy,
its monetary authorities did not at that time obtain any help on balance from
an arrival of freshly-mined gold in bringing about additions to the effective
monetary demand.

After the armistice in November 1918, the first six or seven years were
filed by, on the whole, successful efforts at financial reconstruction and the
clearing-away of the worst wartime hindrances to trade. There followed three
or four years of substantial recovery, trade and production expanding by fully
five per cent. per annum, and this gave rise to great hopes, even inspiring a
belief in '“prosperity for ever'. Real difficulties began to appear only in 1929.
if the present war were to be followed by a sequence of business conditions
similar to those occurring from 1918 onwards, the question of the proper
gold content of the leading currencies would arise only when the productive
capacity again began to appear excessive, i.€. only when several years had
elapsed after the return to peace. This gold guestion should therefore occasion
no immediate concern upon the termination of the war., But, should it happen
that commodity prices again stood at a level involving the danger of a gold
shortage, it would be in the interest of the different countries — and not least
the United States — to find a common solution for the problem so as to
avoid a repetition of the devastating deflation which began in 1929.

2, In Great Britain an overwhelming majority of public opinion is
convinced  that .the return to gold in 1925 unduly hampered the country's
economic progress and that it was only because of the freedom of action
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gained through the suspension of gold payments in 1931 that Great Britain
was able to stage a substantial recovery in its domestic activities, and most
conspicuously in the building trade. The conclusion is usually drawn that
Great Britain ‘should be careful not to allow itself again to be caught in
the strait-jacket of an international gold standard.

The main contention of British opinion seems to be not that the return
to gold in 1925 was made too suddenly or too early, namely at a time when,
according to most indexes, prices in Great Britain still stood about 10 per cent.
above those in the United States, but that too rigid a [ink was established
with gold. For, apart from any question whether the particular rate of exchange
adopted in 1925 was appropriate or not, British opinion appears to be that
in the inter-war period “*gold misbehaved'' and that the link with gold caused
quite unnecessary difficulties. It is therefore averse to the re-establishment of
any such link in the future, heing convinced that considerable freedom of
management will be required when it comes to the application of an economic
and monetary policy designed to procure a high degree of employment. As
regards the pursuit of such a policy, the British public evidently puts great
trust in the wisdom of its own political bodies and other institutions, being
prepared to grant them whatever discretionary powers are necessary for the
management involved. '

The profound belief of the British public in the advantages of an “elastic”™
currency arrangement is largely based on the great economic and social
improvements which came about in Great Britain during the years following
the suspension of gold payments in 1931. There was never the slightest hint
of a lack of confidence in the currency, one reason for this being that British
commodity prices increased very little — indeed less than most of the know-
ledgeable people had thought likely — with the result that the pound un-
questionably remained a pound in the everyday business of life. On the world
markets commodity prices followed sterling rather than gold, which, of course,
facilitated the task of sustaining the purchasing power of the pound.

It is perhaps not always fully realised that the turn taken by British and
world affairs after the suspension of gold payments in 1931 was in many
respects due to rather exceptional circumstances partly dependent on the
peculiar conditions of the world economy at the time and partly connected
with the position of Britain in the Empire and as a great importer. The price
tendency on the world markets was then downward, so that, by the deprecia-
tion of the pound, Great Britain, so far as it was concerned, rather offset a
decline in gold prices than initiated a price policy of its own. The emergence
of the “‘sterling area’” meant that a considerable part of the world followed the
lead of sterling, and this gave strength and cohesion to the price level ruling
within the area and, inter alia, bestowed upon the countries belonging to it
most of the advantages of exchange stability, namely, stability in relation to that
part of the world in the trade of which they were most interested. In other
words the suspension of gold payments in 1931 gave the British much-needed
support for their price level, instead of the unwelcome price increases which
had been the lot of so many other countries when their currencies depreciated.
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It is, of course, impossible to tell whether a similar conjunction of
circumstances may come about a second time. But quite apart from the view
taken on this question it is certain that in some respects Great Britain has a
strong interest in exchange stability. 1t was clearly indicated by the Chancellor
of the Exchequer, in a debate on the monetary plans in the House of Commons
in May 1944, that Great Britain is interested in an expansion of foreign trade
and therefore in those conditions which contribute to such an expansion,
including stability of exchange rates. Such stability must, however, mean a
certain steadiness in the relation to gold. But public opinion in Great Britain
remaing very sensitive on this point and seems fo be strongly averse to the
acceptance of any far-reaching commitments., While stressing the need of
elasticity in any link between the currency and gold, the authoritative spokes-
men in London seem anxious to proclaim Great Britain’s interest in ensuring
such stability as is needed for international trade to expand. At one time,
those in Great Britain who stood for “planned economy', including in the
planning a large measure of official direction of foreign trade, seemed to
be the main supporters of the idea of international monetary plans; but, in the
course of time, much support for such a policy has come also from people in
favour of the largest possible freedom of trade, their attitude being determined
by the consideration that an advance towards freer trade could be made
only if adequate monetary reserves were provided and close consultation main-
tained between the various monetary authorities,

3. Those countries on the continent of Europe which either
experienced disastrous inflation after the last war or witnessed
its consequences in neighbouring countries have remained anxious
not to become the victims of a similar calamity as a result of this war;
they are as a rule willing to make sacrifices — even considerable ones —
in order to secure for themselves the advantages of monetary confidence and
stable exchange rates. People in these countries would not deny that changes
in the purchasing power of gold can exert a prejudicial influence on production
and trade and also be the cause of unemployment; but at the same time they
would point out that the currencies not linked to gold have often been subject
to much more pronounced changes in real value. While in the United States
the wholesale level of commodity prices in terms of gold fell by 40 fo 50 per
cent. after 1929, the price levels in terms of paper currencies in many
countries on the continent of Europe increased after the last war by 500 per
. cent, or more. Since inflation, when it occurred, was usually the result of
uncovered hudget deficits and was thus due to government action, the public
in these countries are apt to regard with suspicion any proposal to grant
increased power in monetary matters’ to governments and to other bodies
which might allow purely political considerations to determine their decisions.

It may be held that these countries permit themselves fo be too much.
influenced by their own unhappy experiences (which for some of them, how-
ever, would seem to threaten recurrence as a result of the present war),
Perhaps the countries in question would find it possible to believe in monetary
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collaboration on a political basis, if it were established internationally and
thus included many governments. In their desire to restore an ample . metallic
cover for their notes these countries must be on their guard against an
exaggeration of their demand for gold in relation to the available supplies.
Still, their attitude may serve as a reminder to all that guarantees against
political misuse of currency issues are needed and that monetary changes, if
pushed beyond certain limits, produce mast undesirable results, leaving scars
which may still be in evidence after decades.

4. Finally, there are the gold-producing countries with obvious
interests in the maintenance of gold as a currency basis. As examples of
their attitude the following two instances may be quoted:

(i) The South African Pariament in 1944 reintroduced the convertibility
of notes into gold, authorising the government, however, to suspend the
application of the measure for the time being. By this enactment South Africa
evidently wished to indicate its preference for a system as similar as possible
to the old gold standard.

(ii) A dispatch of 6th December 1943 quoted the following passage from
a Russian magazine:

“As a country which participates in foreign trade, the Soviet Union,
like England and the United States, is interested in the stability of cur-
rencies in those countries with which it maintains trade relations. if Soviet
trade with other countries could be conducted in gold currency, undoubt-
edly this circumstance would facilitate trade operations.” ‘

This statement must certainly not be regarded as a plea for a return fo
a conventional gold standard, but it contains a clear recognition of the ad-
vantages of currency stability in encouraging foreign trade and lays emphasis
.on the services which gold may render in that connection,

After four years of war the gold-mining countries are feeling the effects
of increased costs of production. South Africa is reported to have made a
request in the spring of 1944 for the fixing of a higher gold price in London
than the 168s. per ounce quoted since September 1939. An increase in the
London gold price was, however, regarded as out of the question, at least
for the time being, and South Africa then wanted to sell part of its
current output at the high open-market prices ruling in British India. Such
sales are tempting at a time when profit margins are being reduced by
increased costs, but it is, of course, a fact that, at such high prices, the
open market in India (or elsewhere) could absorb merely a fraction of the total
- gold output in the world, The gold-producing countries must continue to see
their only secure customers in the central banks and Treasuries, which buy
gold mostly at a fixed price; but these institutions will absorb gold. only if
people in general remain satisfied that a system in which gold plays a réle,
.as part of the monetary arrangements, works reasonably well. To press for a
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return to orthodoxy, under which the gold standard would appear as a system
of inflexible rules, too inelastic to allow expansion and therefore a cause of
economic frustration, might do more than anything to jeopardise the future of_
gold as a currency basis. :

In the period of fluctuating exchange rates after 1931 gold continued
to be used as the main component of monetary reserves, since
there was no substitute for gold which ensured an equally satisfactory degree of
international liquidity. it has, of course, been one of the principal features of the
recently discussed monetary plans that they seek to establish a level of inter-
national liquidity which would enable different countries to make their foreign
frade arrangements without being unduly hampered by a deficiency of external
means - of payment, For the building-up of monetary reserves some inter-
nationally acceptable asset is obviously needed. If it were decided to utilise
one or other of the existing currencies, the countries accumulating the currency
in question would be largely dependent upon financial and other conditions in
the country whose curréncy was adopted. But even that country might at times
find in such an accumulation, and the consequent employment of the accu-
mulated reserves, a factor of disturbance, as the not too happy expenence
of the gold exchange standard bore witness.

If it were proposed to introduce a new unit “‘as good as gold’, this unit
would have to be accepted by the monetary authorities in the various countries,
i.e. the central banks would have to give their own currencies in exchange for
the new unit and, presumably, do this without limit and at the behest of
others, since this would be the only way of ensuring the international accept-
ability of such a unit; but such a measure would very likely go further than
most countries would be willing to follow. This shows some of the difficulties
which would be encountered in trying to build up a satisfactory basis, other
than gold, for international liquidity. The gold standard countries in the past
did not assume any infernational obligation binding them to acquire gold
in exchange for their own currencies (although obligations to buy gold might
— or might not — have been established by their national legislation, which
the respective countries were, of course, free to alfer). But the various coun-
tries have, as a matter of fact, been almost always eager to acquire gold,
regarding it as an asset ever available to them, in case of need, for their
own foreign payments; they retained their legal freedom of action, however,
being able to refuse to purchase or decide on a different price if, perchance,
too much gold were offered from abroad (though the taking of such steps
might be impeded by consideration of the consequences for exchange- rates,
trading conditions etc., and this has constituted a safeguard against arbitrary
action). Already during the last world war, but still more during the present,
different countries attached conditions, in some cases, to their acceptance
of gold; but, even so, it has proved capable of serving as a means for
international settlements, and in wartime, when the volume of paper money has
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everywhera been increasing rapidly, geld has again and again been preferred fo
any other means of international payment.

Gold "has thus retained its de facto position, which meets certain
important needs of an international monetary system without impairing the
sovereignty of the different states., This is an advantage which would seem to
be generally recognised, and in the different monetary plans gold has conse-
qguently been allotted an important function. Still, the use of gold must be justi-
fied by results. Up to 1914 the gold standard without any doubt contributed to an
expansion of production and trade and thus to the employment of increasing
numbers of workers at rising rates of pay; but in those days it was understood
that these advantages would not be retained without there being from time %o
time some adjustment of costs in order to maintain a sufficient degree of
cohesion in the system and to establish the bhasis for a further advance in
prosperity. The danger now seems to be that public opinion in more than
one country expects a monetary system to work well without there ever
being any need for an adjustment in costs or prices. There must, no doubt,
be a period after this war when exchange rates are allowed to find their proper
level, in order to re-establish a trus balance between the various national econo-
mies; but for a monetary system — whether hased on gold or not — to work
in a satisfactory manner, some cohesion is needed, as indeed would seem to
be more and more emphasised in the present international discussions.

The diversity in the experience, and therefore in the ocutlook, of different
countries in their relation to gold tends to make it difficult to reach a practical
solution of the international monetary problem. Such a solution can certainly
not be found in any simple formula, claiming to govern currency and credit
pelicy in all circumstances, but must be sought along the lines of continuous
consultation on monetary matters, with a view to individual or concerted
action, as the case may be. It should be remembered that the gold standard,
as successfully operated up to 1914, did not become a system of well-
understood rules by some kind of unconscious evolution, There was, indeed,
in England -from about 1860 to 1860, and especially during the {fwo de-
cades after 1840, a series of parliamentary and other enquiries inte the
working of the monetary system; and their findings were applied to the
practical management of monetary affairs, with results which must be regarded
as highly satisfactory. In his "Lombard Street” {(published in 1873) Walter
Bagehot explained to the world, in a comparatively popular, highly readable
form, the working of the system as it had gradually been developed. Economic
and other conditions have changed since the last century and new solutions
will have to be found. Thus it is hardly to be expected that, under new
circumstances,-a fully satisfactory arrangement, capable of standing the test of
good and evil days, can be produced all at once. Butf, with much perseverance
and careful attention fo the experience gained during all these years of diffi-
culty, it should prove possible to lay the foundations for a system answering
the needs of our times.
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V. MUTUAL AID AND LEND-LEASE, FOREIGN BALANCES
IN THE UNITED STATES, BRITISH DISINVESTMENT
AND EUROPEAN CLEARINGS.

1. MUTUAL AID AND LEND-LEASE.

While countries with more than ninety-five per cent. of the world’s population
have become belligerents, the actual land battle areas have heen localised, with
the result that arms and other supplies must often be utilised far from the
centre of manufacture and by armed forces other than those of the producing
nation. In these circumstances, it came to he an accepted principle that the
war effort of countries close to the fronts should be applied directly, while
other countries, further off or with greater resources, best served the general
cause by allocating part of their production to the common pool; and that,
consequently, considerations of finance should not be allowed to limit the
aid of one allied country to another. The cost of such deliveries in the
course of the war naturally falls on the country making the contribution, and
is accounted as part of its general war expenditure; but the benefits received
often cannot be defined in money terms. Published information, however, .
allows a broad picture to be drawn of the aid thus granted, in particular of the
assistance given by the United Nations to one another. '

For many reasons the principle of mutual aid only gradually gained full
recognition; thus the United Kingdom has had to sustain its war effort by
charges on its own foreign resources and by pledging its credit. Up to the
middle of 1943, payments made by the United Kingdom to other members of
the United Nations in excess of sums received from them amounted to over
£2,260 million (apart from the [end-lease and mutual aid arrangements): this
sum measured the extent to which the United Kingdom had ufilised its gold
"~ and other capital assets and had incurred liabilities to other members of the
United Nations; £1,500 million had been spent in dollars and gold in the
United States on supplies of all kinds, part of this amount heing paid out of
reserves and part from resources acquired by utilising sterling, e. g. gold from
South Africa against the cancellation of South African debts in London, and
dollars from the Malay Staies against the accumulation by Malaya of sterling
assets in London. The net amount of 'overseas disinvestment’ attained
£3,365 million by the end of June 1944 (see page 135). '

The unstinting use of the nation’s strength for the prosecution of the war
‘led to the rapid exhaustion of British resources in gold and dollars; as
mentioned in the thirteenth Annual Report of this Bank (page 138), a most
difficult period as regards foreign payments was experienced by the United
Kingdom early in 1941, several emergency steps being necessary, including
temporary borrowing from the Belgian Government and the U. S. Reconstruction
Finance Corporation in order to procure liguid funds for current cash
requirements.
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As regards Canada, .accumulated sterling holdings, the equivalent of
Can. $700 million, were converted into a direct non-interest-bearing loan to
the British Government in March 1942, while a free gift of Can. $1,000 million
‘was made to cover the budget year up to March 1943. For the following
budget year, up to March 1944, the idea of a free gift was extended under the
first Mutual Aid Act, by which a further Can. §1,000 million was allocated
to cover deliveries of war materials not only to the United Kingdom but to
other members of the United Nations also. The second Mutual Aid Act,
applying to the budget year up to March 1845, was implemented by a series
of agreements with the countries to which war supplies, including essential
foodstuffs, were sent in significant volume, viz. the United Kingdom,lthe
U.S.8.R., Australia, New Zealand, China and the French Comittee of National
Liberation. These agreements not only contained a pledge of reciprocal aid
but also laid down the principle that the Canadian Government would not
require the recipient government to redeliver any war supplies except as
specifically stated. The goods thus specified were few and well defined, includ-
ing such items as cargo ships and supplies which, at the end of hostilities,
had not reached their destination. Thus the Canadian conception of mutual

Canadian Mutual Aid etc.

Canadian deliveries to United Nations 1939-1944,

Periods Manner in which deliveries weare covered: ' Can. § millions
1929-41 lnteres‘t free ‘loan to Unlted Kingdom ., . . . . . .. ... ... 700
Purchase of U. K, interests in Canadian plant . . . . . ... .., . 200
Repatriation of British-held Dominion debt . . . .. . . ... ... 700
. " " " n  private Canadian debt. . . .. .. .. 100
Total 1939-41 . . . ... . .t vt i vt 1,700 ("
1942 Fres gift to United Kingdom . . . . . . .. .. v P 1,000
1943 Mutual Aid . . . .. e e e e e e e e e e e 1,000
1944 o e e e e e 800
Grand total . . . . ... e e IR 4,500 (2)
Canadian Exports.® Canadian Mutual Aid. ®
Gecgraphical analysis. - June 1943 to March 1944,
Unlted | Rest of Recipient count Can.
Calendar King- | British gf;::: Others | Total b v millions
years ' dom j Empire United
- . i -
in millions of Can. dollars . UT.S. _S.ié-n?d.ulj'l‘ L ?g;
Australla, . ... ... 21
1939 a3 104 336 | 126 897 China . ........ 4
1940 532 157 415 81 1,186 Others , . . ... ... 2
1941 T02 300 573 63 1,638 .
1942 () 742 N 886 . 2,364 In stock or in course
1943 1,033 | 369 | 1,149 | 420 | 297 of shipment. .. . ., 140
1944 1,235 330* | 1,300 575" | 3,440 Total . . o3

{1} This total cemprises British cash expenditure in Canada before the mstltution of the free gift and, later,
. mutual aid procedure.
2} Total Canadian war expenditute over the period covered by the {able amounted to $15,000. million, so that
somewhat less than one-third of the tofal budpetary war costs were for deliveries to the United Nations.
(#) Excluding geld. “) The geographical distribution of Canadian exports In 1942 has neot been fully published.
) According to the first report of the Canadian Mutual Aid Board covering the last ten months of the
financial year ended March 1944, ~* Provisional.
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United States: Lend-Lease Aid
{according to the reports of the U. 5. Lend-Lease Administration).

.S War expenditure® - Direct and on Lend-lease account.
1939 | 1940 | 1941 I 1042 | 1943 1944 | Tolals
War expenditure calendar years - Jan~-dune June 1944
in millions of dollars
Direct . . ... ..... 1,305 2,779 11,460 42,853 70,127 | 96890 | 161,330
Lend-leasa. . . ... .. — — 1,244 7,009 11,733 8,264 28,270
Total 1,305 2,779 12,704 49,862 a1,860 45,174 | 189,600
percentages
Lend-lease
‘-as percentage of total _ — H T4 14 18 HE-]
Total value of goods transferred U. S, Lend-lease aid analysed.®
and services rendered.® - Total to 30th June 1944,
uarterly and 1941 1942 1943 1944 Mitlions | Per-
@ yearry Groups of dollars|centages
n millions of dollars
: Goods transferred:
January-March 10 1,178 2066 | 4,239 ”,
April-dune . . . 136 | 1,551 | 2,604 | 4,046 Munitions (9. . . . . | 15,162 1 54
July-September . | 408 | 1798 | 3,509 | 3,700® Industrial materials) | 6,026 | 21
October-Dec. 690 | 2482 | 3,554 | 3,400 () Agricultural products | 3,691 13
Total for year | 1,244 | 7,009 | 11,733 (15,396 Total transfers | 24,819 87
Cumulative Services renderad . . 3,451 i3
to end of yéar | 1,244 | B,253 | 19,986 (35382 Total . . ... 28,270 100
U.S. Lend-lease exports: Gecgraphical distribution.
1941 | 10a2 | 1043 1944 Totals
Countries calendar years Jan.~June | March 1941 to June 1944
in millions of dollars percent.
United Kingdom . . . .. 573 2,005 4,074 2,669 9,321 43
SSRGS L., i 1,351 2,927 1,663 5,932 28
Mediterranean (5) . . . | . o5 890 1,608 675 3,071 14
Far East (", . . ..., . 52 640 1,114 609 2,415 17
Other(®. . ... ..... 19 205 385 1868 796 4
Totals 739 4,891 10,108 5,794 21,535 (9 100
U.8. Foreign Trade: Lend-lease and cash.
Exports : Balance
. Imports
Calendar years LendEJ)ease Cash Total Total Cash
in mitions of dollars
1938 ... .. — 3,004 3,004 1,960 + 1,134 + 1,134
1939 ... .. — 3,177 3377 2,318 + 859 + as9
140 ... .. — 4,021 4,021 2,625 + 1,396 + 1,396
15941 ... .. 739 4,408 5,147 3,345 + 1,802 + 1,083
1942 .., .. 4,891 3,144 8,035 2,742 + 5,293 402
1943 ... .. 10,108 2,609 12,718 3,364 + 9,354 — 755
1944 (10 11,287 2,778 14,065 3,911 + 10,154 — 1,133

(" Before December 1841, national defence.

(?) Exclusive of 35678 million consigned to U, S. generals for subse
(%) These are round egtimates only.
% Including industrial products.
(7 China, India, Australia and New Zealand,

) Including ships.

Fully detailed manthly fig uresqi

or the second half of 1944 are not yet available.
(¢} Mediterranean area, Africa and Middle East.

uent transfer in the field.
}
{% Latin America and all others.

(% Of $24,819 million goods transferred up to the end of June 1344, $21,535 million, 87 per cent., were exported; -
the greater part of the difference is accounted for by ships transferred and leaving the United States under
their own power, Cash exports during lhe same period (11th March 1841 to 30th June 1844) totalled
$10,900 million. Preliminary figures for lend-lease exports in the whole year 1844, given in the botiom table,
would raise the iotal, from March 1941 {o the end of 1944, to $27,026 million. In the whole year 1944 exports 10

the United Kingdom amounted to 35,080 mililan and to the U.5.S.R.

lease exports up to June

1944 is given in a table on page 63.

$3,440 million.

The composition of lend-
(%) Preliminary figures,
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United States: Lend-Lease Exports,

monthly, in milliens of dollars,
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aid grew out of the idea of a
gift, free from all implications
of repayment, the agreements
concluded being based on the
principle of a maximum contri-
bution to the total war. effort
without financial obligation for
the recipient.

On the outbreak of war in
Europe, in September 1939, the
attitude of the United States
had been determined by the
Johnson Act of 1934 and the
Neutrality Act of 1937, with an
amendment which replaced the
embarge on the export of arms
hy the ‘“‘cash-and-carry’’ clauses;
the United States was thus pre-
pared to supply war material for
cash on a strictly business basis.
On these terms British orders
were placed in the first year and
a half of the war, considerable
investments being made to extend
the capacity of the American
arms industry, while in June
1940 the United States itself in-
augurated a vast programme of
defence.

In these circumstances an
“Act to Promote the Defense
of the United States’, commonly
known as the Lend-Lease Acft,
was passed in March 1941; de-
fence articles might be leased,
lent or otherwise transferred and
repayment was envisaged, ‘‘in
kind or property or any other
direct or indirect benefit”” which
the President deemed satisfactory.
Actual expenditure on lend-lease
was authorised by appropriations
made directly fo the President

and was shown in the U, S Treasury statements under the heading ‘‘National
Defenge’ and sub-heading '‘Defense aid (lend-lease)", thus being considered
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as part of the defence expenditure of the United States itself. The first
beneficiaries were the United Kingdom and, from October 1941, the U.S.S.R.

When the United States became involved in the war in December 1941,
the distinction between lend-lease and other defence expenditure was abo-
lished, authorisations being made for transfers under lend-lease of articles
and services included in the regular military or naval budget appropriations.
The Office of Lend-Lease Administration, however, remained under the obliga-
tion originally placed upon it to 'keep detailed records of all lend-lease trans-
actions''; and the Office has valued all aid given, and published periodical

accounts in dollars.

According to the information thus available, the United States supplied
the other members. of the United Nations with services and war materials
totalling some $35,000 million, up to the end of 1944, of which $12,000 million
was in the year 1943, and a further $15,000 million in 1944,

Although substantial indeed, lend-lease aid represents only 15 per cent. of
the total war expenditure of the United States, the remaining 85 per cent. being
a measure of its direct participation. Up to early December 1941, the value of
goods transferred and services rendered came fo around $1,000 million, consti-
tuting the aid given by the United States, as a neutral country, to the United
Kingdom, as a belligerent. Aliogether, up to December 1944, about one half of the
total lend-lease aid has been granted to members of the British Empire, and
a counter-current has, in these cases, been arranged through reverse lend-lease
agreements. For the other half, including in particular over $7,700 million exported
to the U.S5.S.R. up to December 1944, reverse lend-lease procedure has hardly
been in operation.* As regards the United Kingdom, the system of reverse lend-
lease was accepted by an agreement of February 1942, the position being
further defined in September 1942 by an exchange of notes between the British
Ambassador in Washington and the U.S. Secretary of State; in that month
Australia and New Zealand also adhered to the system,

The absolute totals of American deliveries increased up to 1944 but, as
the United States became more closely engaged in the war, the net lend-lease
aid to the United Kingdom declined in relative importance for {wo reasons:
(8} the direct participation of American armed forces grew rapidly, while
{b) reverse lend-lease expanded. '

(a} As the number of American troops. increased in the various
theatres of war both abseclutely and in relation to the number of other
Allied troops, so the American war effort was exercised more and more
directly. Lend-lease deliveries rose to high levels in the summer of 1943
and again in the spring of 1944, but declined somewhat in the following
months; and the distribution changed: in 1941, the bulk of lend-lease aid

* It is true that in a few cases reverse lend-lease agreements have been signed: with Belgium in January 1943,
Holland in June 1843, France in Seplember 1943 and Liberia in April 1944, but the volume of reverse lend-
lease aid actually furnished outside the British Empire was relatively very small up to the middie of 1944,
The sixieenth lend-lease report gives only three instances: the establishment and setvicing of hases for the
American Air Force in the U.S.5.R. and China {which in neither case was given a dollar valuation} and
some $30 million supplies and services from the French in Morth Africa {up to the beginning of 1944), .
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went to the United Kingdom; from 1942 aid to the U.S.5.R. grew in
importance; and, in 1943, the Middle East and the Far East became large
recipients of lend-lease assistance.

The dollar position of the British Treasury improved, mainly as a
result of the expenditure on personal account by the growing number
of American forces stationed in the British Empire, and this enabled the
United Kingdom to make cash payments from 1343 onwards for certain
consumption goods, such as sugar from the Caribbeean and fish from
Icetand. Further, it was decided that from 15th November 1943 certain
investment goods, such as machine tools utilisable for civilian purposes
after the war, should be paid for in cash to the greatest possible extent.

(b) During the year 1943, and even more so in the first half of
1944, the reverse lend-lease given to the United States expanded. In the
first place, raw materials and bulk supplies of foodstuffs from the British
colonies had originally been paid for in dollars by the United States and
the proceeds used by the British Treasury to cover its liabilities on
pre-lend-lease contracts; since these contracts were largely cleared in
1943, the raw materials and other supplies from the British colonies
were, from the middle of that year, paid for by the United Kingdom
and shipped free of charge to the United States as reverse lend-lease
deliveries. Secondly, the growing number of American troops in Britain
up to June 1944 provided the opportunity for increased reverse lend-iease
aid; the President of the United States announced, in November 1944,
that: “From the day our first soldiers arrived in 1942, one-third of all the
supplies and equipment currently required by the United States troops in
‘the British Isles has been provided under reverse lend-lease.”” Somewhat
similar conditions obtained also in the Far East: up to the end of June
1944, lend-lease exports to Australia and New Zealand totalled $1,012 mil-
lion, while they had furnished $678 million as reverse lend-lease to the
United States; indeed, in the early months of 1944, reverse lend-lease
provided by Australia and New Zealand exceeded the supphes they
receivad on lend-lease terms.

A new phase of lend-lease was announced at the end of November 1244,
with the establishment of a programme covering deliveries of $5,600 million
during the year 1845, a reduction of the 1944 figure by about one-half. Lend-
lease shipments to the United Kingdom of manufactured articles for civilian use.
entering into the British export trade, and of raw and semi-fabricated materials,
such as iron and steel and some non-ferrous metals, were to be halted from
the end of 1944,

The Government of the United Kingdom has published certain material
on mutual aid as White Papers. And statistics have also been published,
on the American side, of the total reverse lend-lease assistance received by
the United States; such aid was given almost exclusively by members of the
British Empire.
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It should be noted that the estimates of reverse lend-lease in the above
table are not in every respect comparable with the statistics measuring fend-
lease from the United States. Apart from the fact that much of the "aid"
actually rondered by the British has been in the form of dearly-bought ex-
perience gained on the battlefields, British aid in a material sense has been
largely decentralised, consisting of a wide variety of items transferred in the
daily infercourse of war, sometimes even in the field, according to the
exigencies of battle. In such cases no detailed accounting has been possible,
while the lend-lease from the United States could, for the most part, be
measured from large contracts, since goods have been specified in bulk and
trangferred in bulk. Finally, the price paid in the United States for the types
of labour and material chiefly involved has been substantially higher than
would have been the case in the British Empire, American bhook costs
probably exceeding similar British costs by fully fifty per cent. With these
reservations, the figures show that in the period of about two years up to
the middle of 1944, reverse lend-lease aid given by the British Empire to
the United States totalled some $3,350 million, about two-thirds falling within
the second year.

To other allies the United Kingdom has extended mﬁtual aid on terms
similar to those offered by Canada, parlicularly to the U.S.8.R.. and Poland;

British Empire Reverse Lend-Lease etc.
(excluding Canada, which has not recelved any Jend-lease aid from the United States.)

British Empire : UInited Kingdom
Reverse lend-lease Reverse lend-lease and other
to the United States. - assistance on Mutual Aid terms,
. 1943 1844
Cumulative folals fo Cumulative totals ;943 ;944
end of month indicated | June l Dec. dJune to end of month une une
i in millionsg of dollars I ' in millions of £ sterling
i 1 . 1 United States . . . . . . 216 605 (")
Unitad .Kingdom &) a7 1,564 2,437 ussm oo 179 269
Agstralia (. . . . . 196 362 547
New Zealand (9. . . 51 92 131 _ Totals . . . [ 398 874
Totals . . .| 1,118 | 2018 | 3,115 Paland . . .. 1..... . . 1200
Turkey . ..., ... ... . 21
India® . . ..... 57 107 233 Czecho-Slovakia . . . . . ' .19
- France . ......... . 14 ()
Totals . . .| 1,175 2,125 3,348 Greese . . . v v v v uu . 12 ()
POftugaI ......... . 11
{) According to the various U, S, lend-lease reports, China. . ... ...... : 2
in his budpet message te Congress for 1945 the Totals , 1.080
U.S. President gave a round figure of $4,500 million e '

e for Decamber (N Of this total of £805 milli to J 1944, aid
() Figures for December 1943 and June 1944 include 1$ tolal o million up to June , ai
$1%1 and 348 miition resdpectiveéy on account of goods fafforded in the Ul}:ted Kin?dom ltselfdaccoiuntad
and services transferred outside the United Kingdom or £511 million, other supplies expj}rte A ordrans-
{largely raw materials and foodstuffs shipped from ferred for £25 million, and reciprocal aid rendered over-
the Br{tish calonies). seas for £55 million (the total up to March 1944),
@ A ding to Australian hudget statisti ors while foodstuffs and raw materials (chiefly rubber)
Ierc\gl?lreasg a?d given to the ﬂnitesdaStatcess' tr::?r[allede suppfied from the colonies amounted to £14 million. .
£4A 189,4 million up to June 1944, of which £A 1094 ) Provisional.  (® Total up to end of June 1943 only.

i i i 0434, » (9 This Jigure presumably applies to aid granted to

million _lell within the financial year 1 . 4 the Retugee pGovernment only. in Pecember 1544,
¢} According to New Zealand budget statistics, reverse the Chanhcellor of the Excheguer stated that, in
leng-lease aid given 1o the United States tofalled addition to market loans of £[1‘?.?5 millien held by
£NZ 31,5 million up to March 1344, of which £NZ 24.5 British bendholders, the British Government had
million fell within the financial year 1943-44. lent £46.25 million to the Greek Government during

5} Approximate ligures only. . the war,
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thus, war material was

. . . . _ ®
~ Supplies made to U.S.S.R. 1941-1944, furnished by the United

. From From Kingdom to the U.S.5.R.
From d
June 1941 to April 1944¢)| United | United | ponoy, 4 Totel f f h
P States | Kingdom free of cost from the
in_thousands of tons time hostilities began
Weight of supplies {3 between Russia and
Dispatched. . . . . . B,500 1,150 450 10,100 p
Received in Russia . | 7,400 1.041 ass 8,796 Germany in June 1941,
Presumable losses. . | 1,100 100 95 1,304 although a formal agree-
- . ment was not signed
Received in RBussia '
1941 June-Dec.. .. |y | oo, { 158 _ } 1 858 until June 1942. From
1942 Jan~Dec. . . . |[f © 375 126 ' H
19431 w0l a00 363 124 4,588 the United States an
1944 Jan-April . . . | 2,100 144 106 2,350 initial  shipment was
Total to date®® . . .| 7,400 1,041 ass 8,796 made in October 1941,
in_millions_of dolt bhut the stream of sup-
Value of supplies ® * *) H :
Dispatched. . . . . . 5,357 . . . plies first began to flow
Received in Russia . | 4,612 . . . in 1942, and expanded
() According to a statement made by the Commissariat of Foreign Trade conSidembIY in 1943,
in Moscow on 11th June 1944, as reported in the London “'Economist”, Total assistance

17th and 24th Junte 19414 1(\.»\rl?ic,r]'l gives furtih?rl detiailg).tTI;e slatamen:
covers “armaments, strategical raw materials, industrial equipmen [
ggg‘ Eorglls?g;ff“ fram the beginning of the Russo-Germanq wpar to made available to the
pri .
{9 On 1st May 1944, 684,000 tons were on their way from the United U'S'S-R' was shown by

32“,}235 ;;.gl'?s ;g.as from the United Kingdom and 60,000 tone from 5 cgatamant emanating

%) Suppllas dispatched and received under lend-lease procedure. H

{9 The total value of British supplies was not specified; 319000 tons of from Russian sources
armaments wera dispatched without payment as military aid: the rest of in June 1944 -
the supplies, consisting of raw materials, industrial” equipment and t .
food, were dellvered partly on credit and parly apainst cash payment
— their value was given as £83.7 million,

) The total value of Canadian supplies amounted to Can. $187.6 milllon;
of which Can, $116.6 milllon fermed '‘part of the Britlsh undertaking™,

before the separate agreement was concluded between Canada and the H
"USS.S.R. on T8t duly 1943, These figures ex-

clude the considerable
expenses incurred in conveying supplies to Russia and keeping the routes open.

Assistance given by the United Kingdom to its smaller allies varied
according to need: the Refugee Governments of Holland, Belgium, Norway
and Yugosiavia made payments in cash for the supplies they obtaned; Belgium,
it should be observed, derived income from its colonies and Norway from
shipping, while Holland and Yugoslavia aiso had disposable funds. Other
allies were supplied under credits but military material was, for the most
part, furnished gratis; in this way, the armed forces of Poland, France, Czecho-
Slovakia, Greece and China were equipped without charge; military supplies
were also obtained free of cost by Turkey and Portugal. The total credits,
together with mutual aid given (to countries other than the United States and
the U.S.5.R.) amounted to £186 million at the end of 1942, £206 million on
30th June 1944 (as indicated in detail in the table on the opposite page) and
£308 million at the end of 1944,

In February 1944, two agreements were signed between the Government
of the United Kingdom and the French Committee of National Liberation: a
financial agreement, fixing the rate of Fr.fcs 200 to £1 and enabling either
party to acquire, without gold or other backing, amounts of the other's
currency; and a mutual aid agreement. This latter agreement provided that
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each party should furnish the other, free of cost, with all military assistance
which it was best able to supply for the joint prosecution of the war. The
French Committee confirmed its readiness to assume responsibility for advances
previously made by the U. K. Government to the former French WNational
Committee in London, under the terms of an agreement of 7th August 1940,
"The Government of the United Kingdom, however, agreed to cancel that part
of the advances relating to military supplies and services which would have
been furnished on the basis of mutual aid if the present agreement had been
in force at that time; similarly, the French Committee withdrew any claims
it might have had for military supplies furnished to the United Kingdom. The
mutual aid agreement was thus made retroactive to August 1940.

The principle of the cancellation of all claims for payment regarding mili-
tary supplies previously obtained was also applied in an agreement signed
with the Refugee Government of Poland in June 1944, covering £120 miflion
accumulated since 3rd June 1940 (see table, page 128); all future supplies
were to be made reciprocally on mutual aid terms. And similar agreements,
making mutual aid retrospective for all military supplies, were signed with the
Refugee Governments of Czecho-Slovakia and Greece. ’

In so far as the pooling of resources of a great coalition can be
reflected in the columns of book-keeping accounts (in no way fully represen-
tative, of course), the available figures show that in 1944 the United States
was applying lend-lease aid to some thirty countries at an annual rate of
$15,000 million; the British Empire was applying reverse lend-lease to the
United States at a rate the equivalent of about $2,500 million a year. Further,
the United Kingdom was supplying the U.5.5.R. and other allies on mutual aid
ferms at an annual rate which was equivalent to little short of $1,000 million;
and the mutual aid of Canada to all the United Nations exceeded $1,000 million
per annum. These round figures give an idea of the magnitude of the
various streams of deliveries intended to ensure that the strength of the
United Nations should be exercised in the most effective way, irrespective of
the geographical position of individual countries.

_ In the case of lend-lease supplies certain references have heen made in
the agreements to some form of repayment. Thus, the ‘‘master agreement’’
between the United Kingdom and the United States, signed on 23rd February
1942, contains in Art. VIl the following basic provision:

YIn the final determination of the benefits to be provided to the
United States of America by the Government of the United Kingdom in
return for aid furnished under the Act of Congress of March 11, 1941,
the terms and conditions thereof shall be such as not to burden com-
merce bhetween the two countries, but to promote mutually advantageous

- economic relations between them and the betterment of world-wide
economic relations. To that end, they shall include provision for agreed
- action by the United States of America and the United Kingdom, open
to participation by all other countries of like mind, directed to the ex-
pansion, by appropriate international and domestic measures, of production,
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employment, and the exchange and consumption of goods, which are
the material foundations of the liberty and welfare of all peoples; to
the elimination of ali forms of discriminatory treatment in international
commerce, and to the reduction of tariffs and other trade barriers; and,
in general, to the attainment of all the economic objectives set forth in-

the Joint Declaration made on August 12, 1941, by the President of the

" United States of America and the Prime Minister of the United Kingdom.--_'

At an early convenient date, conversations shall he begun between
the two Governments with a view to determining, in the light of governing
economic conditions, the best means of attaining the above-stated objec-
tives by their own agreed action and of seeking the agreed action of other
like-minded Governments.”

The text of this article recurs in the other agreements concluded by
the United States; but, in the preamble to the agreements, the following
observation was made:

“And whereas it is expedient that the final determination of the terms
and conditions upon which the Government of the United Kingdom receives
such aid and of the benefits to be received by the United States of
America In return therefor should be deferred uniil the extent of the
defense aid is known and until the progress of events makes clearer the
final terms and conditions and benefits which will be in the mutual interests
of the United States of America and the United Kingdom and will promote
the establishment and maintenance of world peace...”

In May 1944, the President of the United States, in his fifteenth lend-lease
report, emphasised the importance of benefits received which could not be
valued in money:

“Lend-lease and reverse lend-lease are not a system of debits and
credits. They involve neither gifts, nor loans or transfers of money. They
are, instead, a system of mutual war supply that has been evolved by
the United Nations to make possible the effective, combined operations
by which we are fighting and winning the war. The benefits which we
and all the United Nations have already mutually received from this system
are beyond price.”’

And, again, in November 1944 in the letter of transmiftal accompanying
the seventeenth report, the President said:

“We are not loaning money under lend-lease. We are not receiving
payments on account under reverse lend-lease. The lend-lease system is,
instead, a system of combined war supply, whose sole purpose is to
make the most effective use against the enemy of the combined resources
of the United Nations, regardless of the origin of the supplies or which
of us uses them against the enemy.

Neither the monetary totals of the lend-lease aid we supply, nor the
totals of the reverse lend-lease aid we receive, are measures of the aid
we have given or received in this war. ...

The United States had benefited greatly from reverse lend-lease aid,
as the facts set forth in this report indicate. But we have benefited far
more, and in a far larger sense, from the total fighling efforts of our
allies.”
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There is obviously a tendency to underline the relevance of other benefits
than those which are capable of valuation in precise money terms. Moreover,
in the preamble of the Mutual Aid Act of Canada it is specifically stated
that the conditions on which supplies are made  ‘“shall not be such as to
burden post-war commerce or lead to the imposition of trade restrictions or
otherwise prejudice a just and enduring peace”. In conformity with this
principle, the Canadian Prime Minister declared in the Canadian House of
Commons, when the mutual aid agreements were published in March 1944:
“It has been our purpose in instituting the mutual aid procedure to leave at
the end of the war no indeterminate obligations arising from the provision of
war supplies by Canada which would have to be settled by subsequent
negotiations.” :

2. FOREIGN BALANCES IN THE UNITED STATES,

An estimate of the gold and dollar holdings of all countries other
than the United States was made for the end of August 1939 by the
Federal Reserve Board, the main figures being shown in the following table.

Of the total gold and

Total Gold and Dollar Resources of all dollar holdings, amount-

countries other than the United States ing to $201% milliard in
Analysis in August 1939. _ August 1939, the British
Empire owned over one-

Dollar Securities . i
Areas Gold () | balances| arket | other | T® third and Continental
. in millions of dollars Europe “’:e" over one-
British Empire . . . | 2,735 | 1,050 | 1,575 | 1,765 | 7,115 half, leaving less than
Continental Europe. | 7,885 | 1,210 | 1,385 735 {11,235 one-tenth as the share
Far Eastandother. | 995 | 290 | 93 | 68 | 'eas | of Latin America and
Total . . . | 11,675 | 2970 | 3,060 | 2,715y 20420m| the Far East. During the

first two years of the
war the British Empire
(9 Includes $100 miltion foreign-held U, S. Government, State and municipal . \
bonds not distributed according fo countries, drew heavily on its gold
and dollar resources, but
other countries, notably those of Latin America, were able to increase their
holdings, so that, by the end of 1941, when the United States entered the
war, the aggregate gold reserves and dollar balances of all countries had fallen
by only $400 million.

(") Total gold holdings, of which $1,935 mlllion was earmarked in the
United States.

But, from that time on, the total of gold and dollar balances advanced,
mainly as a result of increased ‘‘cash' payments for imports by the United
States, while ‘‘cash'' exports, as distinguished from lend-lease shipments, fell
off compared with their peak in 1941. Not only were other countries able fo
retain ‘the annual yield of gold production, but there was actually a decline

in the U.S. gold stocks, coupled with an increase in the dollar balances of
other countries.
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This second table

countries other than the United States does not include the
1939-1944, foreign  holdings  of

“market’ and ‘‘other"

Gold securities shown in the

outt:;de mashed ol bDollar Total previous table; including

End of month | ypiigq | Inthe | I |batances these items, the gold
States | States and dollar resources of

___in millions of dollars all countries other than

1939 August(?) . . , | 10,540 | 1,040 | 11,880 | 2,070 |14,650 the United States would
tgag ooomie -+ | 30| 2230 | 10750 | 232 14250 | probably _amount  to
1943, 10,000 | 3480 | 13480 | 5,150 |18,630 around $25 milliard by
1944 Jume . . .. . 10,960 | 3,710 | 14,670 [ 5510 |20,1800| the middle of 1944, some

(7 Decamber 1981 and subsequent dates
monthly bulletin of the Natignal City Banl

hbased on estimates in the
k of New York for August 1544,

@ Gold reserves and dollar balances from previous table.

() The Federal Resetve Bulletin for November 1944 gstimated the gold and
dollar reserves of forelgn countries at “'some

September 19441
The above table

reserves and inclus

$17,000

gold regerves were estimated at $14,385 million, to
which had been added some $3,000 million of *“official'’ doHar balances.
ives a shightly higher estlmate for foreign gold
es all fereign dollar balances.

$4-5 milliard more than
at the end of 1941. Of
the $25 milliard, about
$11  milliard consisted
of gold held outside
the United States, while

million® in

around $14 milliard was made up of gold earmarked in the United States,

dollar balances and dollar securities (including direct participations).

It is

not possible from published information to give an exact account of the
ownership of the foreign-owned $14 milliard held in the United States, but
a large part of the new accumulations
page 107), fo other countries delivering

Capital Movements
towards the United States.®

Officlal | Alf other Total
Calendar years balances itams influx
In milllons of dollars
10 1,402 1,412
71 1,125 1,196
163 639 802
(— 8 439 434
304 873 1177
658 48 706
{—147) (— 350) {— 497)
368 246 804
1,050 234 1,284
1944 (9 months) . a7 275 312
Tota!l influx
1935-39 .. ... 543 4478 5,021
1940-Sept. 1844 , 1,956 454 2,410
1935-Sept. 1944 . 2,499 ()| 4,932 7,431

{") As shown by the statistics of the U. 8. Treasury.
{2} The total of outstanding official balances at the end of
September 1944 was $3,136 millian and other balances $2,182
" million, making a total of $5,318 millien for all foreign

dollay balances.

has gone to Latin America (see
raw materials to the American
market, and also to areas in which
Allied troops have been stationed
ot where considerable amounts
have been expended for other
reasons.

The accompanying statistics
of the U.3. Treasury show the re-
corded movements of capital
to or from (—) the United States
since 1935." Except in the vyear
1941, foreign countrles accumulated
funds in the United States, which
is tantamount to an influx of
capital to the American market.
This influx changed in character
from the - ocutbreak. of the war:
while in the five years 1935-39
litle more than 10 per cent. of
the capital movement was in the
form of ‘‘official balances', i. e.
dollar balances of central banks
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U.8. Gold Stock etc,

Increase of u.s. Net gold imports
- gold
Calendar gold ear roduc- pre-
U.S. |marked on| Praduc actual
years gold stock| forelgn tion sumable
account . " (o]
in millions of dollarg
1935 1,887 — i11 1,776 1,739
1936 1,133 a6 132 1,087 1,117
1937 1,503 200 144 1,569 1,686
1938 1,752 az4 149 1,937 1,974
1939 3,132 534 162 3,504 3,574
1940 4,351 645 170 | 4,926 4,745
1941 742 408 169 981 ga2
1942 — 10 458 125 323 *
1943 (— 789) a04 48 = 33 »
1944 —1,113) 356 ‘26 (— 783} *
{9 months)

* Not released for publication,
(") The increases of the gold stock and of gold earmarked less domestic

praduction, This does not glve the exact gold Imporis for a number -

of reagons; in particular, gold consumption by American Industey is
excluded as are also movements of gold held by the .S5. Exchange
Stabilization Fund, which was reported to hold éai end of year): 1937,
nil; 1938, $80 million; 1839, $156 million; 1940, $48 million; 1941, %25 mil-
lion and 1842, $12 million {not neceszaarity in the Unlted States).

(2} Az shown by the customs statistics; these are not available as regards
gold movements afier Decembar 1941,

and governments, in the
following four and a half
years the proportion of
official funds had risen
to nearly 90 per cent.,
reflecting the almost uni-
versal imposition of ex-
change control and the
canalisation of resources
info government hands
in wartime.

Ancther important
change occurred, in the
course -of 1941; up to
that year the monetary
gold stock of the United
States had steadily in-

- creased, while in the last

quarter of 1941 the in-
crease was atrested and,

in 1942, there was, for the first time in many years, a slight decline, which

continued at 2 more rapid pace in 1943 and 1944,

In 1941, the British Empire had still to draw heavily on its gold and dollar
resources for payments in the United States, and that is why, in that year,
there was an outward capital movement. In 1942 and 1943, however, the

United States
Development of Foreign Position.®

Excess of

commodity Capital Net gold

exports, ar | Influx, or Otherelttems. impaorts, or
Calendar years imports (—) | efflux (—) (net) expots (—}

for cash

@ . ] 4] ®
in_miltions of dollars

1939, . . ... 4+ 860 + 1,710 + 1,000 + 3,570
1940 . . ., .. + 1,400 + 1,380 + 2,000 + 4,750
941 .. ..., + 1,060 — 80 + 10 + 980,
1942 . . . ... + 400 + 1,080 — 1,140 + 320
1943 . - — 750 + 2,080 — 1,310 — .30
1944 (9 months) | — 740 + 8670 + BSO — T80

(") For 1939, this table shows, in a skeleton form, the most recently
published official estimates of the balance of payments, For 1940 and
1941, the three specified Hems are known from published information,
whlle the column ‘‘other items” 1s a resldual. For 1842 onwards the
same meathod Is preserved but the gold mowement ig an estimate as
indicated under {) below.

(% For 1929 and 1940 the total surplus of exports; for 1349 onwards lend-
|lease exports have been deducted.

{% The recorded tnflux of foreign caLritaI including the increase of gold
sarmarked plus the reduction of U.S. funds abroad.

() Including nvisible current ltems and miscellaneous capltal movemenis
elc, ailg ulrell as the differences due to errors and omissions. This Is
a resldual.

(%} For 1942-44, the “presumable'’ movements as given in the previcus table.

combined effect of lend-
lease and American war
expenditure abroad was
to put funds into the
hands of a number of
foreign “countries, and
thus to enable them fo
strengthen their gold
holdings and add to
their dollar balances. The
British Treasury seems
also to have been able
to accumulate dollar or
gold assets; but, with
the improvement in its
foreign position, certain
commodities were trans-
ferred from the list of
supplies under the lend-
lease procedure to the
ordlnary system of cash
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payment. The magnitude of particular items cannot yet be fully stated, no
estimate of the U. S. balance of payments having been published since 1939;
but the main lines of the development are not open to doubt.

The year 1943 was thus remarkable in several ways: the growth of foreign
dollar resources was the largest since 1935, while more gold was earmarked
in the United States on foreign account than in any previous year (in spite -
of the beginning of a gold efflux from the country); the underlying causes
were the considerable American expenditure abroad (reflected in *‘other items"”
in the table) and the operation of lend-lease (combined with large require-
ments of raw materials), which gave the United States a cash import surplus
for the first time in this century.

3. UNITED KINGDOM — OVERSEAS DISINVESTMENT, STERLING BALANCES, ETC.

From the beginning of the war up to the end of 1943 the net overseas
disinvestment of the United Kingdom amounted to around £3,000 million, of
which £1,000 million represented the utilisation of assets already existing and
£2,000 million the equivalent of fresh liabilities incurred towards overseas
countries; -of the total of £3,000 million at the end of 1943, some 90 per cent.
had been paid to other members of the United Nations. By June 1944, the
overseas disinvestment had risen to £3,365 million,

United Kingdom Sales of overseas assets and
Overseas Disinvestment (net).” increase of overseas liabilities,®
Periods In £m;|tlé?|‘i'r? OOf Met sale | Increase
Periods of overseaslof overseas
iabi
1939 September-December . . . 167 : assots | liabillties
13‘1? January-December. . . . . E;g? in millions of £ sterling
1 . Ll 5
toss 7 b o 1939 Sept. o 1941 Dec. | 955 765
Total 193943 . . . . . . . . . . 3.010 1942 Jan, to 1944 June. 110 1,535
1944 January-June . . .. . .. 358 1 Tnsﬂatist 1939 o Junc 1944 ’ 1.068 2300
ept. 3 ¥
Total Sept. 1939 fo June 1944 . 3,365 P oJune

() Data regarding net overseas disinvestment (both public and private) for the calendar years 184043 have
besn given in the various budget White Papers; the figure for the last four months of 1939 is desived
from the total of £1,720 milllon up to the end of 1941, as shown by the second table. Adding the figures for
1942 and 1943, thls gives £3,010 mwillion for the period up to the end of the latter year. The £355 million
for January-dune 1944 is the difference between that figure and the total up to June 1944, as given in the
second table; actually new disinvestment of £650 milllon was eriginally estimated for the calendar year 1944,

A round total of £3,000 million up to the end of 1943 was given in the budget speech in Agpril 1944,
£1,000 million representing the utilisation of previously existing reserves and £2,000 million new liabilities
incutred. Lord Keynes, at the Bretton Woods Conference In July 1944, gave an estimate of £3,000 million
for the sterling Habilities of the United Kingdom up to the end of 1844; the Chancellor of the Excheguer
_explained, in the House of Commons on 20th July 1944, thai this figure comprised also an estimate of the
pre-war liabilites, so that it was not sirictly comparable with ihe floures given in this budget speech, which
included only new liabilities contracted during the war. (And see text, page 145}

?) As given In the White Paper of "Stahsﬁcs relating te ihe War Effort of the United Kingdom', published
in November 1944,
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Out of the available British reserves of gold and dollars (including
securities) estimated to have been the equivalent of around £1,100 million on
the outbreak of war, £955 million had been spent or pledged by the end of
December 19417, In spite of the lend-lease procedure, cash imports from the
United States continued on a large scale; between 183% and 1943 the United
States exported, against cash payment, the equivalent of nearly £600 million in
war material alone, bought, for the most part, by the United Kingdom.®

Part of the dollars needed
to cover the surplus of cash
imports of the United Kingdom

United States
Exports to United Kingdom,

V. 5. sources () soh‘r}:’;;(z) wera provided by the surplus
of cash exports made by other
Yearly figures Exports & U. K. s | British Empire countries to the

Cash Lend lease Total from U.S. United States, part were oh-
. In millions of £ sterling

tained against the accumulation
1990 oe - b AL of indebtedness in sterling and
1941 267 143 410 409
18420 od o0 2e0 pad part taken from reserves existing
1943 . 1,08 . 1,100 before the war. These reserves
1944 . 1,270% . .

were called upon to the extent

('} Statistics of the U.S. Department of Commerce and Lend- of £110 million net between
Lease Administration, converted into sterling at £1 egual to

o $4; detailed figures are ot avallable for 1043 and 1944, January 1942 and June 1944,
According to the White Paper on “'Statislics relating to the .
War Effort of the United Kingdom'', b particularly in 1942 to effect

B e e e o tos oo 1048
esporte to the United Kingdam and U, K, impatts from the OPeration; in 1943 and 1944,
[oasos, Which were T3ghast in et years VUSY, {0 ShPmaP  the current balance of pay-

ments vis-a-vis the United States
was eased by the personal expenditure of American armed forces in the
British Empire.

Thus the utilisation of pre-war reserves totalled £1,065 million by June
1944, any small residue remaining from the original holdings being probably in
a form not easily realisable (such as direct dollar investments), These reserves
have not been spent wholly in the United States; cash purchases by the
United Kingdom from Canada have also been considerable: during the twelve
months to March 1944 they even exceeded the mutual aid deliveries; in this
year alone British requirements of Canadian dollars amounted to the equivalent
of £300 million, as shown in the following table.

("} At the end of August 1939 British gold and dollar resources were estimaled at £1,121 millfon. ©Of this total
£578 million were spent up to the end of December 1940. In 1841, £175 million investments were pledged
(partly as to earning only} with the R.F.C. while, in the first eipht months of the year, a further £125 million
reserves were reallsed. Thus, up to the end of August 1941, a total of £879 million had been spent or
pledged (see twelfth Annual Report, page 104). The figure of £855 million now published for the peried
up to the end of 1941 gives total expenditure of £76 million In the last four months of the year, an average
of £19 million a month, |.e. at about hatf the rate of the previous eight months. Of the original reserves
£166 million would st be unspent at the end of 1941. In spile of the credit from the R.F.C. which made
dollars available against assets not easily realisable immediately, a part of the reserves of gold and dollars
remaining at the end of 1941 was not available for realisation or was considered ibe minimum necessary
for the transaction of current business.

(9 A figure of $2,389 million was given in the \.S. President’s sixteenth fend-lease report.
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. P " Accerding {o the first report of the
British requirements and sourg)es of Canad:;g Mutual Ald Br%ardF(seg also
. age of this Report). For details

Canadian dollars 1943-44. : rpegarding the financing of British war

e;g:nditure in Canada In the years
. ‘Ii‘! --;-3 see 12}3 thirteenth Annual
Canadlan financial year ended March 1944 Can. $ millions @ B;%:L' ::lg:%ases- of war supplies In

. C for cash were in addition to
the mutual aid deliveries and exceeded
Britigh cash purchases in Canada®. . . ... 1,149 them in the financial year to the end

s of March 1944,
Canadian dollar requirements of sterling area (3) 81 @ Not including amounts paid by ofher

arts of the sterling area to the
Total requirements . . ... .. ... ' 1,210 nited Kingdom for military supplies
purchased in Canada.

1 Largely in the United Kingdom.

British exports to Canada,. . . . ... .. P . 1 & Sap{tar.tl fun?s ;c’i"f'\rv.erllart a.dvancgd Sta thle
N, L epartment of Munitions an upply

Payments by Canadian forces_ overseas (V) 534 am? o eoniraciors,
Sale of U. K. equity In Canaqlan war plants . . 165 & Invisible items, freights, interest and
Cash withdrawals from working funds(®) . . . 190 dividends etc.,inter-governmental trans-
Otheritems(M. . . . . . . .. vt v v . 220 actions,changes of official balances, eic.
() In addition, the Uniied Kingdom drew
Total sources of Canadian doftars(y . . 1,210 upon a capital working fund used to

finance war produciion in Canada to an
amount estimated at abaut $90 millzon,

Little more than one-tenth of the overseas indehtedness contracted during
the war is given as external debt of the United Kingdom in the official
public debt statement; indeed, the debt as published declined in 1943 as a

~ result of a partial repayment of the dollar credit

United Kingdom taken up in 1941 from the U. S. Reconstruction

External Debt Finance Corporation.

o *
arising from the war. Nearly 90 per cent. of the new overseas

At end of March |inmiions of£| liabilities has been accumulated in the form of
' = sterling balances in London or has been dis-
:g:? ------- > charged through the repatriation of sterling secu-
1942, . ... ., 110 rities. No official analysis of this change in debtor-
1943, .. . ... 262 . : . . .
1944 . .\ oo 257 creditor relationships has been published and in-

* Extomal dobt can::act%deu“ngAt]}é formation enly of a fragmentary nature is availabie
war under the National Loans Acts i i . i -
A g, e National Loans Acte from the United Kingdom; to obfain a more com

debt statements. The bulk of this i i i i i
e ot orogina K oF this prehensive picture of the situation it is necessary to

the . S. Reconstruction Finance i i i i
e poranon —sanstruction Finance turn to material emanating fromthe creditor countries,

Government. A higher figure given i i j
vt ok T Joure given  as has been done in the studies on the subject of

Annual Repart {page 139) applied to y i i
B e rar, Poge 139 applied to overseas sterling balances, published in the Annual

calendar year, not the financial year.  Reports of this Bank during the past ten years.*

Towards the British Empire alone the extent of the change in the
debtor-creditor relationship of the United Kingdom, from the outbreak of war up
to the end of June 1944, appears to have been about £2,100 million, of which
india accounted for roughly one-half. Some £700 million sterling securities pre-
viously issued in London would appear to have been repatriated by countries
within the Empire and nearly £1,400 million of sterling debts incurred; the
United Kingdom seems to have become a net debtor to each individual member
of the Empire, with the exceptions of Australia and New Zealand. The rate of
sterling accumulation has recently accelerated, from #£250 million in 1842 to
£400 million in 1943 and an annual rate of £450 million in the first nine months
* Among other studies on this subglect are those ap;taﬁzril‘:njgsf.rom tima te time in the London "Banker' and the

"Economist’” and a series of {hrea articles in Department of Commerce pubiication *Foreign
Commerce Weekly"' (28th Qctober, 4th and 111h November 1944),
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of 1944. This is due to two principal factors: the repatriation of sterling
securities has fallen off (as there were fewer securities to repatriate), and the
intensification of the war in the Pacific has led fo larger sterling accumuiations
by India, Australia and New Zealand {while expenditure in the Middle East has,
however, declined).

The case of India is altogether exceptional: at the end of March 1944
India’'s sterling reserves amounted to about £720 million, of which £660 miillion

Sterling Resources
of British Empire and the Repatriation of Sterling Securities,

New South Currency Totals
End of rn_onth India | Canada |Australia| 7,14 E'"f" Africa Egypt B:ta ;_ds in round
and periods O @ @ Q) ® ® 0 ¢ | foures
in millions of £ sterling
Total sterling balances etc, outstanding
1238 December . B3 — 55 51 Ti 8 18 70 280
1939 August . . . 55 - 35 7 68 7 17 70 260
Decomber . a3 — 45 13 76 B8 22 70 330
1940 Decemtber . 149 30 75 19 B3 1 34 110 500
1941 1 . 214 175 55 20 104 1 52 180 800
1242 " - 354 1657 70 33 120 1 a2 220 1,050
1943 " . 549 163 B85 34 144 13 i1 260 1,450
1944 March . . . 716 163 110 o) ] 148 22 112 270 1,860
June . ... 759 153 140 33 149 23 115 280 1,650
September . 862 153 160 38 154 19 120 295 1,790
Annual movement _
1939 ., . .| + 40 — — 10 + 7 + 5 — + 4 -— + 50
1940 . . . .| + 56 + 30 + 30 + 8 + 7 — T + 12 + 40 +170
1941 ... .| + 65 +145 — 20 + 1 + 18 — + 18 + TO + 300
1942 . . . .| +150 — 18 4+ 15 + 13 + 19 - + 30 + 40 +250
1943 ., ., .| +285 - 4 + 15 + 1 + 24 + 12 + 29 + 40 +400
Change of UK. debtor-creditor position within the British Empgire
{“overseas disinvesiment” ln sterling) August 1939-June 1944 (9
lncreasa of
storling balances TOD 150 05 25 a0 15 100 210 1,385
{as above).
Rapatriation
and redemption
of sterling
securities {10 300 210 25 (%) &0 — 1350% 20 100 Tos5
Total . . .| 1,000 360 130 30 80 150 120 220 2,090

() The reserve of the Reserve Bank of India plus the sterling assets of the Silver Redemption Fund, 1t is
possibie that the figures for June and September 1944 are somewhat on the high side owing to the retention
of deoltars from part of the surplus exports to the United States. i .

) Steding accumulated by the Canadian Foreign Exchange Control Board, including amounis pledged with
the Bank of Canada (pattly estimated), The sterling holding of £157 million {equivaient to Can. $700 million}
was converied into a direct loan to the British Government in 1942; in 1943, £4 million was repaid, according
ot the budget White Paper.

(3 Australla's London Funds, i.e. the starling reserve and money at short ¢all in London of the Common-
wealth Bank plus an estimate of the net sterling assets of the trading banks.

() The net overseas assets of ithe Reserve Bank of New Zealand and the trading banks.

(%) The sterling reserves of the Currency Commisslon (from February 1943 the Central Bank of lretand) plus
the excess of sterling assets over sterling liabitities of the banks in Eire.

") The sterling reserves of the Reserve Bank of South Africa. i

() The sterling reserves of the Naticnal Bank of Egypt, issue and benking departments combined.

% ?aund ﬂg?_res only; for further details regarding the Currency Boards see table on page 142.

n round figures. ]
(1% Metlculous accuracy cannot be claimed for these ﬂ%ures' -not atl repafriations are rgported and ditferences
occur between the nominal value of securities and the prices at which repatriafion takes ptace. The {figures
iven are, however, believed to he a reasonably correct indication of the amounts involved.
(") These figures are not intended fo be exact measurements but are given as indications of amortisations and
adjustments to government and local bodies' debt made during the war.
(19 Ineluding $ome £60 millien of gold shares estimated to have been repatriated from London to South Africa.
(") An- approximate estimate, perhaps a llitte on the high side.
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had accumulated during the war, while some £300 million of sterling debts
had been repaid or repatriated. The abrupt change of some #£1,000 million
in the country’s external position, which these figures reveal, is due to
payments made by the British Government to meet the cost of India’s defence,
under the Financial Settlement of November 1939 (see thirteenth Annual Report,
page 143), and of varlous purchases in India: payments are made in full for
all British troops in India, for all war materials supplied by India and for
indian troops sent to theatres of .war outside the country, while, on the other
hand, India’s requirements of sterling for debt service have heen progressively
reduced as the debt was repatriated. The acceleration of British war expenditure
in India reflects not only the greater Intensity of the current defence measures
but also to no small extent the rise of prices in India. The acquisitions of
sterling in 194344 would have been even greater but for the imports of gold on
official account, in part payment of the Allied war expenditure in the country.
In his budget speech, in February 1944, the Indian Finance Member stated
that the British Government had agreed to open a dollar account at the Bank
of England into which. would be paid part of the dollar proceeds accumulating
from India’s surplus of exports to the United States; these dollars are being
earmarked for post-war capital expenditure outside the sterling area.

India's Sterling Receipts and Out-payments.

Incoming sterling Qutgoing sterling st‘!;:ltﬁ-{
Increase "influx'g’
Reserve | | i of la f
U, K. Sterlin Other ntrease o
Perlods Bank Govt securrilﬁegs sterling Reserva | ~ Reserve
net Total ) Total | Bank's | g, npsc hotd-
pay- repatri- | require- holding 1
pur- ments ated ments ing plus
chases repatriations)
in millions of £ sterking
Sept. 1939 t0 March 1940 64 12 75 16 1 17 4 58 + 75
Financial year:
to March 1941. , . . 57 33 890 67 22 8g + 1 4 &8
1842, . .. T4 150 224 83 36 119 +105 +188
1943, . .. 92 233 azs 120 35 155 +170 +290
1944, . ., 105 274 are 12 41 53 +326 +338
Totals September 1939
to March 1944, ., . . . a9z | 702 1,004 298 136 433 4661 + 959
India's Defence Expenditure. India's Public Debt.
: Borne by Denominated
Financial years to United Bo[r::i: Y[ Total End of March in in Total
315t March Kingdom nd of Marc sterling rupees
In_milllons of £ steding ) in millions of £ sterling
1940-41. . . . ... 40 55 o5 1934 384 520 o904
194142, , . .., .. 145 78 223 .
194243, . . .. .. 253 187 440 1939 352 532 884
194344, . . .. .. 285 225 510 1840 332 546 ars
Totals 1940-44, . .| 723 545 | 1,268 1841 259 646 205
1944-45 (estimates). | 332 | 22s(m| ss7 1942 159 706 864
1943 43 206 249
Totals 194045, | . 1055 770 1,825 1944 29 (2 1,001 . 1,030

(' The Finance Memher of the Indian Government gave the revised figure of £208 milion in February 1845; tha
increase was due to the Japanese attack on the north-east frantier, rises in pay 1o ihe treops, and heavier
demands of the U.S.forces on reverse lend-iease account. (3 Excluding {be Raitway Annuities, funded in 1942-43,

Tables compiled from the Reserve Bank of India's “'Report on Currency and Finance 1943-44",
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Eire has enjoyed an increase in the active balance of payments during
the war, The striking increase in the amount of immigrants’ remittances reflects
the growth in the number of Irlsh men and women engaged mainly in war
work in the United Kingdom. In 1943, continuing the trend of earlier years,
the Currency Commission {from February 1943, the Central Bank of lreland)
and the Irish banks added a further £24 million to their net sterling resources,
which by September 1944 reached an aggregate of about £150 million — more than
double the pre-war figure. Eire, with no external government debt, would seem
to have become the strongest creditor counfry per capita in the world.

Eire's Balance of Payments.

Calendar years 1939 1940 1941 1942 1943
in millions of £ sterling
Current items (net) (N
External trade . . . . . ... .. ... — 165 — 128 + 23 — 20 + 1.4
Inceme  from external investmeonts () + 6.3 +. 68 + 46 + 485 + 59+
Emigrants' remittances;
from the United Kingdom . .. .. + 0.6 + 07 + 26 i+ 6.8 + 110
»» othercountries . . ... ... + 22 + 14 + 1.3 + 16 + 1.6
British Government payments(®) + 24 + 25 + 29 + 30 + 3z
Other known items . . . . . . . . .. + 23 + O — 07 + 25 + 1.9
Total known items . . . . .. .. .. — 27 — 23 + 13,0 + 165 + 25.0%
Balance unaccounted for (9 . . . . . + 22 + 48 + 1.3 + 9.6 + T4t
Total current items . .. .. — 05 + 23 + 14,3 + 26.1 + 32.4
Capital items {net) {5}
Government . , ... ... ... + 07 + 14 — 00 — 8.2 — 5%
Currency Commisgion ., . ... ... — 09 — 70 — 2.4 — 54 — 42
Banks . v v v v o v i i e e — B4 — 33 — 149 — 129 — 182
Othet capital . . .., ... .... .. + 58 + T2 + 30 — 06 — 3.1
Total capital items .. ... + 05 — 2.3 — 14.3 — 261 — 324
Increase of sterling resources (8 ., . . . 5 ¥ 18 19 24

{") Net credit items are shown with a plus sign (+) and debit ltems with a minus slgn ).

® The ﬁross tncome remained practically unchanged around £13-14 million byt the cutward ifem grew from
£7 million in 1939 and 1940 to £8.7 miillon in 192, declining, however, to £7.6 miilion fn 1943,

{% Inciuding pensions paid to Irish residents who served in the British forces during the war of 1914-18,

{*} This balance arises from etrors and omissions relating to all invisible items, but, as the capital accounts
are few and well known, it appears probable that the best picture of the situation iz given by adding
.the balance unaccounied for to the current items.

(%) Nat credit Hems are shown with a minus sign {=) and debli items with a plus slgn (+).

) As shown in tha returns of the Currency Commission and the banks {and in the table on page 138).
Although the annual figures differ from those of the calculated balance of payments, the total over the
five years 1939-43 is in agreement. ) * Provisional.

In March 1942, nearly £160 million held by the Foreign Exchange Control
Board in Canada (an amount remaining after the repatriation of the bulk of
Canada's sterling debt) was converted into a direct loan, without Interest, to
the British Government. Notwithstanding the introduction of the mutual aid
procedure, it would seem as if from time to time further amounts in sterling
were accumulated, the Bank of Canada showing, for Instance, a holding equi-
valent to about £12 million in August and September 1944. In March 1944, the
Deputy Finance Minister in Oftawa stated that Canada, having declined to
accept deliveries. on lend-lease terms, had incurred considerable liabilities
towards the United States and envisaged the eventual utilisation of its sterling
holdings to obtain the necessary U. S. dollars.
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Australia and New Zealand, besides supplying reverse lend-lease to
the United States, have borne their share of overseas expenditure and have
even had to borrow temporarily amounts (up to £12 million and £20 million
respectively) from the British Treasury to avoid an undue depletion of their
tondon funds., From 1943 onwards, a factor of growing importance was the
dollar receipts accruing from the personal expenditure of American armed
forces in the south-west Pacific. A new phase opened in January 1944, when
Australia repaid a maturing Dominion loan of £415 million out of its London
resources; this was followed, in October, by the redemption of a further
Dominion loan of £8 million and other Australian loans totalling £3 million,
all without reborrowing; the total external debt of Australia is the equivalent
of about £600 million. New Zealand, on the other hand, with an external
debt of about £160 million, having insufficient funds for redemption, converted
two sterling loans maturing in the first quarter of 1944, together amounting to
£10 million, into new 314 per cent. issues.

South Africa has utilised its active balance of payments during the war
to repatriate the entire government sterling debt (as well as a considerable
part of the private sterling debf) and to accumulate a large gold holding. The
further repatriation of private securities from London has been repeatedly
recommended by official quarters and receives active support in the form of a
discriminatory tax levied on dividends paid to non-resident holders of South
African securities. The exceptional accumulation of sterling in 1943 and 1944
may be due to sales of gold, on British account, in India, the Middle East
and Egypt; it was also considered necessary to hold larger liquid resources
to cover the expenditure of South African troops serving outside Africa.

The armed forces of the United Nations stationed in Egypt are estimated
to have spent £E 63 million in 1941 and £E 100 million in 1942, the expenditure
continuing in 1943 and 1944, since Egypt remained an important transit and
supply base, while Egyptian exports increased in consequence of the reopening
of the Mediterranean. In addition to the reserves of the National Bank given
in the table on page 138, other Egyptian sterling holdings, according to recently

: published data, grew by some £80 mil-

Egyptian Sterling Holdings. lion from the outbreak of the war

to the end of 1943,

Natioral & other Total . '

End of month o ® ® In view of the large holdings of

in_millions of £ sterfing sterling it was decided, in September
1939 August . . 17 2 19 1943, to convert the whole of the
1940 December 34 18 50 public debt, including the external
1941, 62 as 20 . - .
1942, 82 60 142 debt (all denominated in sterling),
1942 m 84 195 into a new issue of 3% per cent.

© i Mo AT Conee L ' g 20-0 vear Infarnal Borids. Tho amounts
@ This ie the g:regg;ncgageg::m gcoggmrnsgg}agngi o. still - outstanding of the loans origin-
Shorarit egolen, 8, 08, Detin e 21V Placed abroad amounted to some
the figures Inciude all holdings of commerclal banks, £E 86 million, of which a large part

other instltutions and private persons. For the en . o
of 1944 a figure of £300 million has been indicated. had been repatriated, only £E 14 million
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being held in London and £E 18 million on the continent — mainly in France,
All except £E 1714 million, the amount inaccessible on the continent of Europe,
was either converted or repaid in November 1943, when the new internal
issue was made; the total public debt has been reduced by one-third during
the past four years out of surpluses in the budget.

Although not a member of the British Empire, Eaypt adhered to the dollar
pool agreement at the beginning of the war, and part of its sterling accumuia-
tion has arisen from deliveries of U.S. dollars. With the Mediterranean again
open and the shipping shortage less acute, the control of imports by the
Middle East Supply Centre has been relaxed, and an agreement was reached
in December 1944 governing Egypt’s demand for dollars against sterling and
Egyptian pounds. A “target’ equivalent to £E 10 million was fixed for
Egypt's requirements of doliars and other '‘hard” currencies (Can. §, Swiss
francs, Swedish crowns, escudos) for 1945; the British Government agreed tfo
provide a margin of £1 million, if necessary, to cover rises in prices efc.; in
addition, exceptional non-recurrent wheat imports of £E 3 million were foreseen
and, possibly, a further amount up to £E2 million for fertilisers etc. An agree-
ment on similar lines was envisaged with Iraq.

Certain British colonies and mandated territories have currencies
linked to sterling through the operations of Currency Boards (sitling either

British Colonial Empire (and Mandates):
Sterling Resources outstanding.

Currency Boards(y) Direct
foans to
End of month Malaya | Palestine| west East lraq | Others |U-K- Go| Total,
® © Africa Africa © v ®
in miflions of £ sterling
1938 December . 16 -1 16 - -] 20 -— 57
1939 1 . 17 8 i5 5 6 20 —_ 71
1940 " 50 10 16 6 7 24 — 113
1941 1 20 13 18 12 26 12 180
1942 " 80 24 23 i5 22 28 15 217
1943 " 90 a7 28 20 36 30 20 260
1944 June . . . . 20 32 30 22 43 31 22 278

() There are only three Currency Boards proper, located jn London: the West African, the East African and
Palestine Currency Boards, In other cases there is a local commissionar or board, siluated In the canltal
of the territory; but the principle is the same, and the system weorks in a simitar way. The greater part of
the above statistice are made up from fhe annual reports of these boards; as the financial years do not
always coinclde with calendar years and monthly returns are not usually available, certaln estimates have
had to be made, based largely on the circutation in the couniry {which generally runs -parallel with the
sterling reserves). Although exact accuracy cannot, therefore, be claimed for every figure, it is considered
that the table gives a reasonahly correct picture of the situation.

(%) The Straits Settlements was selling U.S. dollars {on account of exports of tin and rubber) at a net annual
rate equivalent to at least £40 million until December 1941, the proceeds going to swell the colony's sterling
reservas, which were eslimated to have reached about £100 million before the occupation of the country: by
Japanese troops. The figure given for December 1941 .in the table |15 a more conservative estimate and is
repeated unchanged for 1942, 1943 and 1944, . )

(3} The Natianal City Bank Bulletin {(June 1944} gives a figure of £67 million, at the end of 1943, for the Currency
Board and the trading banks together. The London *“*Economist** (30t|’1 December 1944) glves £20, 50 and
75 million total “'Lendon investments"” as at the middle of 1939 and the end of 1942 and 1943 respectively,
and adds an estimate of £100 mlilllon for the end of 1044; it states that two-thirds of the £80 million increase
from the middle of 1939 to the end of 1944 was due to imports of capital. -

) Thirteen other ¢olonlal Currency Boards (accounting for £7 milllon at the end of 1838) plus the Hong Kong
Exchange Fund {£13 milllon at the end of 1338}, )

(%} Direct loans made by celonial governments (Ceylon, Trinidad, Newfoundland etc.) to the U.K. Government
during the war, many of them without intetest. Estimates of December and June figutes. : .
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locally or in London), which apply what amounts to a more or less “automatic"
sterting standard. As given on page 138, and also in the analytical table
opposite, the aggregate sterling resources (in balances and securities) of these
Boards rose from nearly £70 miilion at the end of 1938 to some £280 million
in June 1944. The rapid growth of Malayan reserves up to the end of 1941
was due to sales of dollars obtained from exports of rubber and fin; the rise
in the reserves in Palestine and Irag was more a consequence of spending
by Allied forces stationed in these areas, while the expansion of other reserves
was due largely to British purchases of local crops. Direct loans to the United
Kingdom during the war have generally been made by various colonial govern-
ments out of their budget surpluses.

As shown in the table on page 138, the sterling resources belonging
to members of the Brifish Empire amounted to about £1,650 million in the
middle of 1944, of which nearly £1,400 million had accumulated since the
beginning of the war. In addition, some £700 million of sterling debts had
been repatriated, so that the total deterioration in the United Kingdom's
creditor position towards other members of the Empire would come to around
£2,100 millien. The sterling resources of the different members of the sterling
area, including the Empire (with Canada as the only important exception), are
placed in London on ‘‘sterling-area accounts'’, being freely transferable within
that area; for the time being the resources remain blocked with regard fo
transfer outside the area, official permission being needed for fransfer, for
instance, to the United States. As regards non-sterling area countries, the
British Government has entered into various special arrangements whereby
a certain latitude for withdrawal has generally been permitted.

Besides its Iiabilitiés to other members of the British Empire, the United
Kingdom has further run up debts in the form of sterling balances, etc. to a

Argentine’s Balance of Payments with the British Empire.(

- 0 Total
Calendar years 1940 1941 1942 1943 1040-1943
in millions of £ sterling
Export surplus . . . . . . . . . ... . + 14.4 + 16,5 + 31,6 + 48.7 + f11.1°
Balance of curren! invisible itams {3 | —10.5 —11.3 — 12,7 — 124 — 469
Current balanee of payments, . . . . . + 38 + 5.2 + 18,8 + 363 + 64,2
Accumatlation of £ balances . . . . , 4.1 3.0 15.3 288 51.2 (%
Repatriation of sterling debt . . . . . —_ 1.5 6.3 {5 10.7 &) 18.5 (5)
Sundryitems (M. . . . . . 0. L. (—0.2) 0.7 {— 2.8) — 3.2 (— 5.5
Total . . ... ... ... 3.9 5.2 18.8 6.3 64'2

{'} As given by the annual report of the Central Bank of the Argentine in pesos at official buying rate
{£1 equal to 137 pesos), converted Into stetling.

@) The surplus of out-payments is Jargely due to the financial services of private enterprises and public utilities.

%) Total accumulations of the Argentine Goverament, the Central Bank and the commetcial banks.

) Together with £1.7 million held at the end of 1939, the total sterling holding, both spot and forward, would
be £52.9 million at the end of 1943; the Central ‘Bank gives the spot holding on 31st December 1943 as

£48 million
G} Actually the repatriations involved £12.9 million, but £2.2 million had already heen bought by the government

in the market.

(% Including £2.4 million on private account during 1942,

(%) Including purchases of stetling from Paraguay and Bolivla and sales to Chile and Peru, plus the adjustment
of commercial indebtedness.
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number of . other countries, one of the most important of which is the
Argentine. The balance of payments of the Argentine with the British
Empire, as published by the Banco Central, showed a total surplus
of £64 million on current account for the four years 1940 to 1943.
In 1943, the active halance was running at an average of £3 million a
month, double the rate of the previous year; at the end of 1943, the sterling
holding (both spot and forward) amounted to £53 million, covered against
depreciation by a gold guarantee clause given by the British Government.
During the year £11, million was sold to Chile and Peru and an approximately
equal amount bought from Paraguay, nearly £29 million was added to the
Argentine’'s sterling balances and £11 million utilised for repatriating sterling
securities; the actual redemption of £13 million sterling bonds took place on
1st January 1944 as part of the £25 million Argentine Government sterling
bonds called for redemption in the first half of 1944 (out of a total of
£39 million outstanding in London at the end of 1943).

Other countries known to have certain sterling holdings include
Brazil, Portugal, Sweden, Turkey and iran. And certain Allied governments in
lLondon also held sterling balances: Holland and Norway (from freighis and
compensation for shipping losses), Belgium (from Belgian Congo exports), as
well as the French Committee of National Liberation (through its bank, the
Caisse Centrale). Information about these holdings is in most cases samewhat
fragmentary, but data for six of the countries concerned are reproduced in the
following table.

Sterling Holdings of certain non-Empire countries.

Argentina Brazil Uruguay France " Partugal Iran
End of month o ® ® * & ¢
in millions of £ sterling

1942 December. . . . . 22 . . 11

1943 March. . . ... . . . ' i4 . 7
Juna. . . .. ... . ° f . 16 . .
September ., . . . . . . . .
Decamber . . . . . 53- . 30 4 . 30

i

("> The spot and forward sterling holdings of the Argentine Government, the Central Bank and commercial
banks in the Argentine {see fooinote {!) 0 previous tabla),
) As estimated by the National City Bank {(bulietin of June 1944), Part of this amount may, in fact, be held

in Brazillan stefling bonds, it being estimated that £25 million have been repurchased, ouf of a total sterling
debt of £150 millien,

{ At the end of 1043, the foreign exchange reserves of the Banco de la Republica totalled $58.5 million, of
which $42.0 milllon was in W.'S. dollars and the equlvalent of $16.5 million in sterling.

(9 The eciuiva!ent of the foreign exchange holding of the Caisse Centrale de la France Libre, held presumably
in sterling {(at the rate of £1 equal to Fr.cs 176.6).

%) sA1 rigund figute. The total foreign exchange holding amounted to £42 million, the bulk of which was in
erling.

& Sterling holding of the Mational Bank of Iran (Bank Melli kran), according to the annual report of the bank
for the year ended March 1943. : :

The Brazilian accumulation of sterling was estimated at £30 million by
the end of 1943; an agreement has been made under which residents in the
United Kingdom could obtain sterling against their blocked cruzeiro halances
(the latter being largely a relic of Brazil's pre-war exchange difficuliies), while
in addition some £2 million of British capital investments in Brazil were
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liguidated. Uruguay had accumulated some £4 million by the. end of 1943,
and a further £4 million net receipts were anticipated during 1944, Other Latin
American countries also are known to have improved their sterling position:
Nicaragua and Paraguay announced the resumption of the full debt
service on their sterling loans from 1st January 1945, and Guatemala repaid
its total sterling indebtedness of £11% million in the second half of 1944,

No precise information is available as regards the sterling holdings of
Portugal, Sweden, Turkey or Iceland: the monetary reserves of the central
banks of these countries are, however, known to include sterling in addition
to dollars and gold; for Turkey, the redemption of the Otftoman debt in 1944
and the clearing-off of the whole of the sterling advance made by the Ottoman
Bank to the Treasury are further signs of an improved sterling position. In
Iran, where the notes issued since November 1942 may be covered by dollars
and sterling with a gold guarantee, the total dollar and sterling holding rose
from the equivalent of $45 million in March 1943 to $106 million in March 1944;
the sterling holding included in these figures was shown at £7.1 million In
March 1943, but the amount held in March 1944 was not specified in the
annual report of the Bank Melli Iran. The total external debt of lran, which
is denominated in sterling, amounts to less than £1 million.

Little information is available as to the sterling holdings of Allied govern-
ments. The Caisse Centrale de la France Libre showed foreign exchange
equivalent to £18 million in its return for June 1943 but a number of claims and
counter-claims then remained fo bhe seftled between the United Kingdom and
France. A further indication that sterling balances are held for Allied govern-
ments was given by the repayment in April 1944, made by the Norwegian
Government in London, of the remaining £400,000 of the 3% per cent. loan of
1894 (originally £2.2 million).

The total wartime “overseas disinvestment” of the United Kingdom
probably exceeded £3,700 million in round figures by the end of 1944, Allowing
for the utilisation of #£1,100 million original gold and dollar reserves and for
somewhat over £700 million sterling securities repatriated, the accumulation
of new sterling balances by overseas countries (including the Empire) would
approach £2,000 million, The addition of pre-war balances (of, say, £300 mil-
lion) and of liabilities aiready discharged through the repatriation of sterling
securities would raise the fotal to around #£3,000 million, of which around
_ninety per cent. would be directly connected with the war.

On 15th December 1944, the Chancellor of the Exchequer stated in
Parliament ihat the sterling resources of overseas countries fell under three
main headings: (i) the accumulation of normal reserves and working balances
which overseas governments, banks and enterprises were always accustomed to
carry in London; (i) a further accumulation on commercial account due to large
purchases of a commercial nature, by the government or by private importers,
in the Empire or elsewhere (while British commercial exports had shrunk owing
to war conditions); and (i} the sterling counterpart of direct war expenditure
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Sterling Resources of the British Empire. * ,ncun’ed in local currencies
Monthly figures, in millions of £sterling, in many areas abroad. The

1500 Iﬁ : %500 | total sterling balances so
1ol B . we | @ccumulated .have been
ot : - drawn upon, in the usual
1300 | way, to meet the sterling
w00 | TEQUirements of the coun-

. tries concerned.

100
. Thus part of the present

w0 | total of overseas sterling
200 halances corresponds to
. the normal pre-war require-
800 ments for reserves and
commercial working funds;
- * normal " requirements
600 naturally vary according to
circumstances and it may
. be that with higher prices
“t | and note circulations in the
world, larger holdings of

1300

1200

100

000

300

800

a0

800

500

400

300 300
. sterling under this heading
200 ; \ ‘\counh-i 20 | wil be considered neces-
. s - .
100 W 100 sary by overseas countries
1 after the war. A further
' Fmmmeemm
L1935 1936 1937 1938 1939 1940 1961 1047 1943 1944 1945 1946 ° part of the present hold-

ings is due to the wartime
+ :25 ;Exho;t\l}m;ountrias" are Australia, Egypt, Eire, New Zealand method of prepayment “‘en

: bloc” for imports of raw
materials and foodstuffs; this class of balances thus represents advance
payments for British imports and is in the nature of a temporary accumulation
by the overseas exporter which would be absorbed when conditions warrant
a reversion to the pre-war method of cash payment. But the great bulk
of the present overseas sterling balances represents new indebtedness which
will remain after the war is over; of this third category, a cerfain amount
has arisen from the net purchases of dollars and gold by the British Exchange
Control, to cover current requirements outside the sterling area,

4. RECEIPTS OBTAINED BY GERMANY THROUGH THE CLEARINGS
AND FROM THE PAYMENT OF OCCUPATION COSTS.

Not all the receipts obtained by Germany from Continental Europe for

- the prosecution of the war are susceptible of statistical measurement: material
acquired in the field of battle and by direct levies in occupied territories has
largely escaped record. Moreover, data made available in the various countries
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by which the payments were effected must be pieced together, to obtain a
comprehensive picture of developments. There have been, in particular, two
broad categories of net receipts represented by —

(i} indebtedness in the ciearings in respect of surplus imports, transport and
transit costs, the execution of German orders placed abroad, transfers of
savings made by foreign workers in Germany etc., the balance in the
clearing being met by advances from the countries concerned; and

{ii} contributions levied to meet the costs of occupation, including the erection

of fortifications and similar expenses.

As will be seen below, it is not possible in every case to distinguish
sharply between these two categories. Indeed, another distinction, not com-
pletely coincident with the first, is also of importance: that between levies
imposed ‘& fonds perdu”, e.g. occupation costs paid by France, Belgium,

Germany's
Wartime Foreign Indebtedness.

Dewtsche Reichs-
In milliards V::Lecsl'n—- kredit- Total
of Reichsmarks kasge kassen :
" ) %)
Amounis outstanding -
1940 December-. 1.5 1.5 30
1941 ” . 7.0 4.5 115
1942 1 . 4.8 7.2 22,0
1943 . . 26.4 8.6 35.0
1844 September. 35.9 g1 45.0
Inereases in perfod
1840 Jan.~Dec. . + 1.2 + 1.5 + 27
/s, + 55| + 30| + 85
1942 ,, + 7.8 + 27 + 105
1943 " + t1.6 + 1.4 + 130
1944 Jan.~Sept. . + 956 + G5 + 100

() The figures of the annual increases In 1his column are
based on the data regarding foreign sources of money
capital formatipn in Germany; the increase in the first
nine months of 1844 is an estimate. The totals are given
on the assumption that the clearing Indebtedness out-
standing at the end of 183% was negligible, excapt for
RM 250 miflion held by the National Bank of Bohemia
and Moravia, :

7} The amaunis outstanding are shown by the public debt
return of the Reich, :

(3} The total of the two items gives the "money capital
formation'' in Germany derlved from foreign sources
(see page 212).

Holland, etc.; and such contri-
butions as have given rise to a
German liability, e. g. advances
made in the clearings by France,
Belgium, Holtand, etc., plus occu-
pation costs advanced, e.g. in
Denmark, against a credit in Berlin,

Claims on Germany in the
clearings have found their counter-
part in the liabilities of the Deutsche
Verrechnungskasse and, to some
extent, of the Reichskreditkassen.
The net liabilities on these two
accounts may be considered as
Germany’'s wartime foreign
indebtedness, amounting, at the
end of 1943, to a total of RM 35 mil-
liard. K then included RM 3 mil-
liard of Reichskreditkassenscheine
in circulafion but would otherwise
correspond to what are usually
called Germany's '‘clearing debts’’.
The table on page 149 sets out

the clearing claims of eleven countries for which adequate data are
available and, although the figures generally apply to all the clearings of each
country in question, the predominance of Germany is such that no great error
is committed if the figures are taken as applying to German clearing debts only.

In relation to these eleven countries, the clearing debis of Germany
amounted to RM 23 miiliard at the end of December 1943 (and, by September
1944, probably attained about RM 311, milliard); over RM 10 milliard was run up
during the year 1943, sixty per cent. more than in 1942. This acceleration was
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Reichsmark Claims Outstand!hg,

monthly, in milliens of Reichsmarks.
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connected to some extent with the
fact that the resources of the Ukraine
were no longer available, but it must
also have reflected the considerable
rise in commodity prices. over a great
part of Continental Europe, Further
information regarding the individual

-countries shown in the table is given

in the following paragraphs, with the
national currencies in most cases
converted into Reichsmarks, for the
sake of uniformity.
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Germany's Clearing Dabts and Assimilated Accounts,
Amounts outstanding (and annuwal increases).(

. , Swilpe. | Bobemin
Creditor Frange { Wofland | Befpiom | Osowark ; Wangary | Beveaniz | Balyariz | Sevakin | Sweden Jand anl Tolels
countrles Noraria
in millions of Reichsmarks (2
Amounts outstanding
1840 Dec. .| 200 | 160| 250 awo i — (=201} 100 a0 | —60) 50 60014 1,800
1941 ,, .| 800 [1,410| 930 [ 820 180 | 280 440 | 170 80 | 250 | 1,100 6500
igd42 |, . 2450 (24902420 | 1,240 540 | 500 TOO | 330 70 | 8500 | 1,600 |12,B00
1943 ,, . [|5400 | 4,270 4,280 | 2,250 | 980 | 500 | 1,100 | 450 50 | 600 | 2,200 | 23,100
1944 March. |[6,350 | 5,030 4,670 | 2,610 . . . . 40 | 600 | 3,400 {26,000)
June . [7,500 | 5,590 5,130 |2,9%0| - 900 . 500 10 | 600 | 3,700 [(29,200)
Sept, . 18,0000 5,750 |5,370¢) 3,360 . . 1,200 . - 600 | 4,600 [(31,500)
: Annual increases
1940 . . . .|+ 200+ 160+, 250{+ 3920 — — +10G |+ 90| — 4 80|+ 3 1,600
1941 . .. . 4 600+1,2501+ 680+ 430 +180| 4300 +340 | + 80| +140 | +200 |+ 4,700
1942 . ... |+1,6504-t, +1,490+ 420 +360 | +220 | 4260 | +160 | (—1Q) | +250 |+ 6,400
1943 . . . . +2,95014+1,7801+1,86014+1,010 +440 | — | +400 ([ +1201(—20) | + 100 |41, 10,300

(1) This table was compiled in a similar way to the table given in the thirteenth Annual Report (page 153),
gome of the figures in which have been modified in the Noht of more recent information. The stafistics
were obtained from official sources, generalla central-hank returns (for France, the Treasury statement).
The figures generally represent accumulated Reichsmark claims on clearing account, but, in somse cases,
include other items (e.g. Belgium, on account of Reichskreditkassenzcheine withdrawn, and Denmark, an
exceptional case, on_account of payments made to the occupation authorities), For Holland and for Bohemia
and Moravia, the Reichsmarks are held directly by the central bank; in other cases, generally through the
local clearing office. For further details see text. ’

) Figures for individual countries have been rounded to RM 10 million and the tofal to RM 100 milllon, The
tofal's for 1944, Including estimates of the missing figures, are provisional.

{f Up to August 1944, when the cccupalion ceased.

- The figures for the German debt on clearing account to France are those
of the French Treasury's advances to the French Exchange :Office to cover
the deficit of the Franco-German Clearing. As shown in the following table,
the deficit in the clearing with Germany up to November 1943 exceeded the net

deficit of all the clearings,
French Exchange Office. since those with other coun-

sance o] fries .taken together showe.!d
Period from beginning Receipts Out-  |receipts (43| a slight net surplus in
perations payments or out- .

1o 30th November 1943 payments (| favour of France; it should

in milBards of Fr.francs he noted, however, that the

Clearing with Germany (') . 42.8 147.3 - 104.5 payments exchange with

All other clearings . . . . . 129 11.2 + 1.7 Hoj[and’ Be|gium and PO'ﬂnd
Other operations . . . . .+ . 2.9 94 + 05

i*Réglements en instance” 14.9 14.7 + 0.2 also passed throug!h the

Administrative iems. . . . 0.6 0.3 + 03 Franco-German clearing. Up

Totals . . .| 814 182.9 —101.8¢| tothe end of the occupation

in August 1944, the total
(1% The exchange rate with Germany was Fr.fcs 100 equal to RM 5, . s
@ The accounts of the Exchanga Office were hrought Into equitibrium German deficit on the clear-

by an advance from the French Treasury of Fr.fcs 108 milliard, thus s H
giving the Exchange Office a balance of Fr.fcs 1.2 milliard in hand ng with France amounted

at the end of November 1343. to RM 8,000 million.

The Reichsmark claims of Holland, invested directly by the Nederlandsche
Bank in Reich securities, rose in 1943 by nearly RM 1,800 million, after the
deduction of RM 50 million monthly which was transferred to the Reich as a
contribution towards the campaign on the eastern front. Besides payments due
on account of surplus exports, the Reichsmark claims have risen because of
a continuous flow of funds from Germany to Holland on capital account since



Belgian Payments
to Germany.”

May 1940 to July 1944 | " Wihions

Clearlng account . . . .. 4,866
Reichskreditkassen () . . . as2

5,228
-Oceupation costs . . . . . 5,240
Billeting etc. & . . . . .. 477

5717
Total paymants to Germany 10,845

(") Figures given in bulletin ¢f National Bank
of Belgium (October 1944} in Belgian
frangs converted into Reichsmarks at rate
of B.cs 100 egual to RM 8.

@ RM 235 million’ for exchange of Kassen-
scheine, RM 60 million Kassenscheine in
tills and RM 17 miflion owing by the Kasgsen
1o the Bank of Issue,

@) RM 450 million actual billeling expenses,
RM 13 millich compensation paid to
Germans and RM 14 million war levies,
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the lifting of the exchange regulations befween
the countries on 1st April 1941; according
to the annual report of the Nederfandsche
Bank for the year 1943-44, the fotal offer of
Reichsmarks rose from an average of Fl. 5.4
million a day during the second quarter of
1941 to Fl. 11.2 million a day during the first
quarter of 1944; in March 1944 steps were
taken to confrol and limit such capital move-
ments. In the first nine months of 1944, the
Reichsmark claims of the Nederlandsche Bank
rose by a further RM 1,500 million (as shown
in the table on the previous page, to which must
be added some RM 900 million taken over by the
Dutch Government by means of a special issue
of Treasury bills to the banks in July 1944,

For Belgium, a full statement regarding
payments made to Germany during the occu-

pation has recently been published; the debt
of the Reichskreditkassen, included in the itable, results chiefly from the
withdrawal of Reichskreditkassenscheine from circulation in 1940 and 1941. The
method of ‘'sterilising’” part of the out-payments from the clearing, through
the issue of non-transferable certificates, was practically abandoned in the
autumn of 1943, as described on page 226. Up to the end of July 1944,
Reichsmark claims amounting to nearly RM 5,230 million in ali had -accumulated
(while a further RM 5,720 million had been paid as costs of occupation).*

Denmark was subject to a special régime: besides the clearing surplus
resulting in a claim on the Deutsche Verrechnungskasse, payments fo the army
of occupation (together with cost of
fortifications, efc.) were advanced by the
National Bank to the Wehrmacht against

Denmark's Reichsmark Claims
outstanding.”

Nationalbank’s \:.Zrnr;ih Reichs- | _ a credit at the Reichskreditkasse in
11‘:':;?039 kasse(n) | kasse Berlin. Danish commodity prices remain-

ing comparatively stable, the rise fn the
figures shown in the table reflects a

in millons of RM

1940 December 180 200 390

1941 ) 405 415 820 fon i

1o4s ” paks ets | 1210 real accelera?lon_ in an ec-:onomlc sepse.
1943 ' 1,025 1,225 | 2,250 The total Reichsmark claims have risen
1944 - 1,440 2,240 | 3,680

with increasing rapidity: by RM 420 mil-
lion in 1942, RM 1,010 million in 1943
and RM 1,430 million in 1944.

('} Figures given in Danish crowns converted Into
Reichsmarks at the rate of D.Kr. 100 equal to RM 52.2.

& It has been reporied from Danish sources that,
included in the D.Kr. 2,770 million outstanding on
clearing account at the end of 1944, there wers,
In addition te payments in respect of commodity
deliveries, the following ifems: D.Kr.250 million In
for the execution of various repair and saivage '
works, D.Kr.150 million for purposes of the
German Embassy, D.Kr.150 million for wage
transfers of Dranish workers in Germany to their
families and about D.Kr. 200 millicn for sub-
sistence allowances to 1fe relatives of Danish
volunteers in German mililary formations.

most countries the amounts
put at the disposal of the German
- authorities to meet commercial liabilities,
etc. have been practically all financed

* Up to the liberation, early in September, the tofal was about B.fcs 143 milliard. say BM 11,440 million {see
Federal Reserve Bulletin for January 1845), :
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directly by the central bank, but in Hungary other credits have been made
available — at least formally. Thus, in 1941 and 1942 not only the National
Bank but also the Hungarian commercial banks extended pengé credits to the
German clearing office up to the equivalent of RM 300 million, which meant
that they made direct disbursements to Hungarian exporters up to about
Pengé 500 million in place of the clearing office. And in August 1942, an
agreement was concluded with Germany whereby the Hungarian Treasury:
was to purchase up to RM 250 million, & total which was raised fo RM 350 mil-
lion in March 1943; the pengd counterpart of the Reichsmarks thus bought by
the Treasury was employed for the redemption of the banks’ advances to the
German clearing office, so that the banks would be in a position to extend
‘further advances within the scope of their previous agreements. Actually, the
credits granted by the commercial banks, as well as the Treasury certificates
issued to provide funds for the Treasury's purchases, were practically all re-
financed by the National Bank. Still further Reichsmark ciaims were held by
Hungarian exporters without formal advances, and this presumably accounts
for the bulk of the claims shown in the table as “‘otherwlse financed™.

The Reichsmark holding wouid
have been larger but for the utilisa-
tion by the Hungarian Treasury of
RM 137 million in 1942 and some

Hungarian Clearing Claims
on Germany.”

Financed Total RM 30-40 million in 1943 for the re-
End of month  |by Nationall . 0. ¢ purchase of German-held Hungarian
B;)nk ® o bonds and for certain other extra-

ordinary payments. In April 1944, the
Reichsbank called in German-held

In mlllions of RM

1941 December | 85 o5 180

1942 ” 310 230 540 . . . s k
‘1943 o 630 o s shal"es l:l} Iia'c:":jg .jomé dstocktcomd

1944 March (¥ . &30 . . panles omicile m u apes an

a similar step was taken in Bohemia

() Reichsmarks held at the Deutsche Verrechnungskasse
In Berlin plus advances made in pengd. he ex-
fhaﬁ'lﬁewragte with Germany was Pengd 100 equal
0 9.

@ The item in the balance sheet of the Mational Bank
entitled “credits granted for the setflement of the
payments exchange with foreign countries' consist-
ing of three separate but interconnected parts:

firsily, the advances in pengd granied by the National

Bank directly 1o the German cleari::)gf office; secondly,

the refinanced pengd advances the commercial

banks; thirdly, Treasury certificates issued by the
government for the purchase of Reichsmarks and
radiscounted at the Matlonal Bank,

(%) Mo details are given regarding the financing of these
amounis which appear to be covered in three ways:
by the commercial banks and the Treasu
as their comtiibutions have not been refinanced at
the Mational Bank and by the exporiers themselves,
without receiving a formal advance.

) Total holdings of Relchsmarks (plus pengd advances)
as given by the HNational Bank in its annual
reports,

%} From December 1943 to March 1944, this item of the
National Bank shows no anpreciabfe change. From
the occupation of the country by Germany in March
1944 the item appears no longer to reflect the current
state of the clearing: it declined te RM 520 mitlion
In June and rose again to RM 650 million in
November 1944, All new calts on central-bank cradit
giuting }:Is pericd have been made through internal

scounts.

in so far

and Moravia; the shares in gquestion
were to be brought into the clear-
ing to reduce Hungarian Reichsmark
claims, as were the German-held
bonds in 1942 and 1943,

- Following the political develop-

‘ments in March 1944, a new agree-

ment was made {o facilitate Hungarian
exports to Germany; no details of
this agreement have been published
but, since that month, the ‘‘clearing”’
item in the National Bank's return has
apparently ceased to reflect the state
of the current payments position, This
may be due partly to the fact that
Hungarian importers were authorised
to place orders in Germany up to
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Pengé 200 million, say RM 120 million, for delivery after the war, against
immediate cash payments in pengd to the Hungarian National Bank.

Throughout the year 1943 the German debt on cleating account to
Roumania appears to have remained practically unchanged at RM 500 million
(at RM 1 equal to Lei 60) — a very remarkable phenomenon, in particular
since the clearing was debited with the cost of transport and upkeep of
German troops in Roumania. A clue to this unusual development is given by
the statistics of the turnover of devisen in the clearings, as shown in the
following table. '

Roumanian Clearing Accounts.”

Clearing accounts Mational Bank of Roumania
Turnover Net [Clearlng accounts®
ts | Devisen | Special
Periods in- total of § . jheq |[BMOUD for pra- Total
coming |° dutqolng halance Eﬂi:a_ring pay- sus:nnense imports | visions
devisen | devisen visen | o onts & i .
during period cutstanding at end of peried
in milliards of lel
1840 Jan.-Dec. . 24.5 28.1 — 35 | {(—1.2) 0.6 0.4 0.5 5.7 7.3
141 ,, 56.6 389 + 17.7 16.5 17.1 0.0 o7 0.5 18.4
1942, 62.6 49.1 +13.4 299 239 1.3 1.8 4.8 i
1943 ,, ,, . | -BD2 80.0 + 02 .o R 289 0.3 0.6 3.3 334
1944 Jan.-June . . . . azy 19.9 1.6 54.2)

(1 The Reichsmark rate was Lei 100 equal to RM 1.67 {lowered from RM 2 from April 1941).
(%) Advances made by the National Bank against clearing devisen,

(%) Shown as “Devises en comple de clearing A décompter sur les versements des Importateurs” in the
Mational Bank's return. :

“Incoming devisen' have expanded with each year of the war, but
particularly in 1941, when the Russian campaign began, and again in 1943,
when Roumania regained its Importance as a base for German troops. As
regards “outgoing devisen™, an analysis of the different classes of payments
from the clearing is given below.

. . The devisen taken by the
. Rou‘mania ) ] “market, chiefly for the pay-
Analysis of Outgoing Clearing Devisen. ..¢ ¢ imports, increased over

the period, but of more striking

' C?::f o Market G:::a:?- Sundries |  Total interest was the increase of
in_milllards of Jei “sundries™ in 1942 and 1943 and

1940. ... 124 10.2 55 28.1 of government purchases of de-

B ot SO N vo- S - 25 | 351 | visen, above all in 1943. In fact
1943. .. .| 365 21.3 16.3 80.0 the increase of ‘‘sundries’” was

particularly marked in certain
months, e.g. in January 1942 and in February and March 1943, i.e, at
times when gold was purchased in Germany with Reichsmarks obtained
from the clearing account. If the National Bank's holdings of gold and clearing
devisen are added together, the increase in each of the years 1940 fo 1943
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‘National Bank of Roumania, was approximately the same amount, viz.
Lei 18-19 milliard, say RM 300 million per

Increase Gold {Siearing] roo | anrnum. Since the home production of
during peried rTiarde ot ia] gold has only been at the rate of around
1941 Jan—tec.. .| + 20 | + 161 | = 184 Lei 1 milliard a year, considerable pur-
1982, .. +:;-? + is.; +}g.z't chases must have been made abroad.
1943 , v o] 14, 44 + 18, . ™ "
1944 Jan—dune. .| +100 | +23.4 | + 324 | | Ne abnormal ll:lcreases.of the sundr?'.__
purchases (which, during the special

periods, exceeded the monthly average
for other periods} appear to he, for the two years 1942 and 1943 somewhat
above Lel 12 milliard, say, RM 200 million.

The special purchases of Reichsmarks for ‘‘government account'' served
to repatriate Roumanian bonds in German hands and to effect other payments
in Germany. The external government debt of Roumania, although not in
receipt of regular service, has decreased, according to official statistics, from
Lei 6315 milliard in March 1941 to Lei 45%% milliard in 1944 — a reduction of
Lei 18 milliard, -say RM 300 million, in the course of three years; but this
represents merely the nominal value and gives little indication of the actual
cost of repatriation, which was doubtless lower.

Another method of keeping the clearing “‘in equilibrium® has been the
prepayment of imports from Germany (a method already applied in Bulgaria and,
later, in Hungary also). Roumanian official hodies and firms were encouraged
to place orders for machinery, etc. in Germany, for future delivery; these
orders had to be prepaid with Reichsmarks purchased from the Roumanian
Government, whereas payment for such orders had previously been guaranteed
to the German firms by the Reich in the form of a “credit’’ to the Roumanian
Government. Large figures have been mentioned for these ‘“‘credits'’ and for
the orders placed, but the exact incidence of these transactions on the
clearlng Is not easy to determine, ' '

While |t thus proved possible to prevent the German clearing debt to
Roumania from rising in 1943, Reichsmarks tended to accumulate early in 1944
at ‘an increased speed and a new German-Roumanian agreement came into
force on 1st March with a view to keeping the clearing in equilibsium in spite
of larger Roumanian exports; this agreement, inter alia, permitted the
acquisition by Roumania of a certain volume of Swiss francs. The half-yearly
balance sheet of the National Bank for 30th June 1944 showed that the ordinary
clearing debt had risen to RM 545 million; but more striking was the expansion
of the suspense item from RM 5 million in December 1943 to RM 330 million
— thus the total clearlng rose from RM 500 lTlI||lO|'I to nearly RM 900 mlnlon
in six months.

At the end of 1942 the National Bank of Bulgaria held nearly RM 700 mil-
lion, of which RM 450 million constituted a claim in the clearing and
RM 240 million were “investments'’, i, e. Bulgarian Treasury bills denominated
in Reichsmarks originally given to German.armament and heavy industrial firms
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as advance payments for orders placed, and then repurchased by the National
Bank of Bulgaria in order to employ its Reichsmark balances. Early in 1944,
negotiations were reported, involving the repurchase of German and of
Protectorate participations in Bulgarian industry to an amount of RM 50 million.

No returns of the National Bank have been published since February 1943
but, in November 1944, the Bulgarian Finance Minister gave an amount of
Leva 40 milliard, say RM 1,200 million, as the total German debt in the clearing
at the end of the German occupation, a figure later raised to Leva 47 milliard.

Statistics published on the German side
MNational Bank of Bulgaria.* showed a slight surplus on commodity
trade with Bulgaria over the war period;

Clearing | “Invest- .

End of year | devisen | ments” | 70 | the debt on the clearing account was

- in_mililons of RM " explained by a number of other factors:

1980 . . . .. 70 20 100 extensive German'lrfvestment in .Bulg_arlan

1941, .. .. 320 120 440 industry, the rebuilding of Bulgarian roads
1942. .. .. 450 240 690 . ;

at German expense, the transfer of Bulgarian

* Figures given In leva in the balance sheete workers' savings from Germany, German
the HNatlonal Bank of Bulgaria converted
stgtoR Se:iscg;marlts at the rate of Leva 100 equai payments for the upkeep of Bulgarian

‘troops of occupation in Serbia, etc.

The National Bank of Slovakia has made advances against only a part
of the clearing claims, the remainder being covered by the Finance Ministry,
through proceeds of borrowing from the market, or carried by the exporters
themselves, through a delay in out-payments from the clearing. The amounts
financed by the National Bank have been stated in the bank's annual report,
while semi-official estimates of the total claims were published for 1940 and
1941; the totals given in the table for the following two years are estimates
based on the known trend.

: _ In 1943, seventy per cent. of the clear-
Slovakian Clearing Claims.* ing claims were against Germany and the
Protectorate, and the remainder was largely

F‘";:“d Total against Italy and Roumania. The Governor

End of year | national Bank| (estimated) | of the National Bank stated at the annual

in millions of RM general mesting, in February 1944, that the

4840 . . .. 34 %0 problem of the rapid growth of clearing

:94' 73 170 claims did not arise from the balance of
S42 . ... 135 330

1943 . . .. 163 450 trade but from the transfers of Slovak

* Figures In Slovak crowns converted mio  WOrkers in Germany and  other invisible
Reichsmarks at the sate of Ks100 equal to jtems, which produced an active balance
of total payments, amounting in 1943 alone

to Ks. 3,000 million, the equivalent of, say, RM 260 million, In order fo reduce
the total clearing. claims, the Finance Minister was authorised, towards the end
of 1943, to purchase Reichsmarks from the Natlonal Bank up to RM 108 million,
while goveriiment enterprises might acquire RM 17 million as “working capitai’’,
the Minister being, moreover, empowered to advance up to RM 34 million for
the transfer of workers’ savings, etc. and to issue cash certificates of RM 7 mil-
lion as payment to certain creditors., The amount held by the government in
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Reichsmarks was used, in particular, to acquire, from German and Protectorate
_owners, Slovak shares valued at some RM 25-35 million, fo be sold later on the
Slovakian market; the shares in question were largely a relic of the important
part played in the past by Bohemian industry and Prague banks in financing the
Slovak economy, but they also included the Reichsbank’s forty per cent. partici-
pation. in the Slovak National Bank, from the time the bank was founded in 1939,

The delay in out-payments from the clearing to Slovakian exporters rose
from 60 fo 110 days during the year 1943 and appears to have remained more
or less unchanged during the first part of 1944; eatly in the year, a new
measure of ‘'sterilisation’’ was adopted, when five per cent. of export proceeds
was credited only to a blocked account of the exporter; but, in the autumn, a

government guarantee was made available, up to seventy

Swedish per cent. of export values, and it was later announced

Credit Relations that, from 26th October 1944, Slovakian exporters
with Germany.*  would receive the proceeds of their exports in Bratislava

End in millions without delay. .
of year of RM ) 3
The bhalance of credit extended between Sweden
oSl Ra-e and Germany has moved within narrow limits: from a
:g:g- . ;g Swedish debt of about S.Kr. 100 million in 1940, the
1944 June 10 balance turned towards a German debt of a slightly
Sept. = higher amount in 1941 — but this German Indebtedness,

» d- . . .
ﬁ%{"%“:’{};ﬁ“ﬁ%ﬁ;‘;‘:ﬁgni after being gradually reduced, was finally wiped out
verke 2IChEMAarks &a H H

the rate of S.Kr 100 equai 1N the course of 1944, a small debit balance against

to RM 59.20. Sweden appearing in the second half of the year.

The regutar monthly statistics which had been published in Switzerland
relative to the clearing with Germany were suppressed on the outbreak of war,
but it is possible to make certain estimates on the basis of public announce-
ments. In July 1941, the Swiss Government gave a transfer guarantee to Swiss
exporters, up to Sw.fcs 400 million for the year 1941, that they would obtain
payment through the clearing after a maximum waiting-period of three months;
and a further Sw.fcs 400 million was made available for the year 1942. More-
over, in October 1943, a new agreement was signed: the Swiss Government's
guarantee of transfer was maintained, but the maximum period of waiting,
for Swiss exporters, was lengthened to one year and the. principie of a
self-balancing clearing was reintroduced by means of a system of quotas
adjusted to payments into the clearing. An aggregate equivalent to RM 600 mil-
lion at the end of 1943 may be regarded as an indication in round figures,
taking account of a longer waiting-period for Swiss exporters (equivalent to
an increase in the credits granted by them).

The Reichsmark holdings of the National Bank of Bohemia and Meravia,
as indicated by the ‘'sundry assets’ in the bank's return, doubled in the
year 1943, attaining an amount of around RM 3,200 million. The increase would
have been greater but for the annual “war contribution’ payable by the
Protectorate to the Reich and the direct purchase of Reichsmark securities by
the Prague commercial banks, : E



— 156 —

Reichsmark Claims Qutstanding, A comparison is made in the table

monthty, In millions of Reichsmarks, on the opposite page between the clear-
S0 . 1% | ing figures for the eleven countries
5000 described in the preceding paragraphs,
and for which reliable data are available,
BOHEMIA & MORAVIA and the totals for all countries. The
i R 4400 totals for all countries in this table
- 300 correspond to the figures of Germany's
wartime foreign indebtedness as given
on page 147 less the circulation of
200 Reichskreditkassenscheine (see page 160).
12000 Under thirty per cent. of the total out-
standing at the end of 1943 was owing
to those countries for which no com-
] 1000 prehensive statistical information has
1500 been published. These countries include
N ltaly, Yugoslavia (later Serbia and Croatia),
944 .} Greece and Albania, while a few coun-
tries, including Finland, Turkey and
Norway, were indebted on their clearing accounts. Some indications regarding
these various countries are given in the following paragraphs. '
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The clearing between Germany and ltaly came to a standstill as a result
of the political developments in September 1943. To some extent the gap was
filled by the Reichskreditkassen, which accepted cerfain specified payments
from Iltalian debtors and effected ouf-payments to ~Italian creditors in the
clearing. On 30th January 1944, two agreements were concluded between
Germany and the Government of northern laly (the rate for RM 1 being
changed from Lit.7.6 to Lif.10). One agreement concerned the savings of
Italian workers in Germany: with the Deutsche Bank as intermediary, the Reichs-
marks saved were to be placed to the credit of the Italian Treasury on
a special account at the Deutsche Verrechnungskasse (which was not to be
considered as a clearing account, and therefore could not be drawn upon),

Foreign Indebtedness
of Deutsche Verrechnungskasse and Reichskreditkassen.*

December Sept,
Creditor countries 1240 | 1941 | 1942 | 1943 1944
In milliards of Raelchsmarks
Amounts outstanding _

Elaven known countries . . . . . . 1.8 6.5 i2.8 2341 31.5
Other countries . .« v o v v ¢ v s 0.7 3.2 6.5 9.0 10.5
Totals for all countries . . 2.5 0.7 19,3 321 42,0

Increase in period {(t2 months) {9 months)
Eleven known countries ... ... + 1.6 + 4.7 + 6.4 + 10,3 + 85
Other countries . . . .« v v o v 1 s + 0.6 + 25 + 3.3 + 25 4+ 15
Totals for all countries . . + 2.2 4+ T.2 + 9.6 4+ 12,8 + 10.0

* The totals correspond t¢ those given in the table on page 147 less the circulation of Reichskredithassen-
scheine (see table, page 160).
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while the Italian Treasury would provide the funds for out-payments in lire to
be made through the Banca Nazionale del Lavore to the recipients in Italy,
The second agreement regulated all other transfers, including capital move-
ments; provision was made for immediate ouf-payments, without delay on
either side, the necessary advances to ltalian exporters being granted via the
ltalian Exchange Institute. By excluding the transfers of worker's savings, this
account was expected, according to German reports, to be balanced or even
to show a slight surplus in favour of laly. In relation to most countries
other than Germany, ltaly had incurred clearing debts of some |mportance by
September 1943. :

In September 1939, Yugoslavia had a clearing claim of RM 15 million
against Germany; but at the outbreak of war Germany preduced a surplus of
exports, so that by March 1941 Yugoslavia was indebted to Germany for
RM 77 million. With the partition of Yugoslavia 29 per cent. of the debt,
RM 22 million, was allocated to Serbia and 42 per cent., RM 32 million, to
Croatia. :

Little is known of subsequent developments in Serbia, except that, by May
1942, a German debt of some RM 70 million had accumulated en commercial
account (against which Germany had the

Cfoat'a“_ ‘ counter-claim of RM 22 million) and that
Balance of Payments.O since then the German debt has increased
Total | as a result of a Serbian surplus of exports.
Trade Financial | balance
Calendar | palance | balance of But about Croatia more information
years ete, payments . . .
@ ¢ is available, particularly from the refurns
In_millions of RM of the Croatian State Bank and from the
1ar, . .| — to [ + @ | + 12 - '
b SN IR (N O B annual repc:rt of the {aank fc_:r the y?ar
1943. . .| — 147 | + 234 | + 87 1843, Croatia had an increasing passive

(") Figures glven In Croatian kunas converied balance on frade account, running up an

it Melchsmarks at the rate of Ks 100 equal  jmport surplus all round {towards Germany
(£} Acco'rdir;g to the regular trade statistics, H

{) According 1o the clearing statistics, as elsewhere). The real exc:ass of |mlpf)rts

was, however, less than the figures officially

given (and reproduced in the table) since some exports went unrecorded, pass-

ing freely over the open frontiers or leaving the country as military transports.

The service items which gave an active balance of payments to Croatia
were largely on account of fransit traffic and the transfers of savings of
Croatian workers in Germany. WNinety per cent. of Croafia's trade was with |
Germany and the active balance, accumulated on the clearing account as a
credit in Reichsmarks, was sufficient in 1941 and 1942 to wipe out the Croatian
portion of the old Yugoslavian debt of RM 32 million and, in the following
year, a fresh net clearing claim on Germany appeared.

This German debt reached its highest point of RM 150 million in
September 1943 but fell continuously from that time and by the spring of 1944
had been turned into a Croatian debt. In July 1944, the managing director of
the German Chamber of Commerce in Croatia stated that, in order to restore
the disrupted price relationship, German export prices to Croatia had, from
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Croatian State Bank.® April 1944, been raised to five times the

' " level of April 1941, plus an additional

Clearing Son | Total sixty per cent. (to subsidise Croatian

End of month costs )
® ® exports to Germany).

in_millions of RM But a much larger German debt

1943 March . , . 50 142 192 arose from advances made by the State
Junte . . .. 59 214 273 :

september .| 150 | as1 | oot | Bank to the occupying troops at an aver-

December . 87 | 687 674 age rate of over RM 50 million a month.
1944 Mareh .. .1 an| o490 812 i i

T | 15e 812 A cerfain proportion of the total ?lebt

September . |(— 50) | 1,082 | 1,032 may have been on account of ltaly, since

of Croatia was upie i
(") Figures glven in Croatian kunas converted into part C oatla as oceup d by Italian
Reichsmarks at the rate Ks 100 equal to RM 5. troops up to September 1943; the annual

() According fo the return of the State Bank; up to .
September 193 this account was included under report of the Croatian State Bank for

th it but ared t .

entry from October enwarder . oo & S9PA™1® 4943 mentioned debts due from italy.
(%} Booked by the S5State Bank as advances against P HTH -

foreign assets. The counterpart of the bank’s equwalent to RM 24 million for trans:

advances is probably credited at the Relchs- port charges and RM 50 million for

kreditkasse in Betlin. o
military advances.

By the end of 1942 the Bank of Greece showed claims on Germany and
ltaly of some Dr. 200 milliard, arising in part from the payment of occupation
"costs and partly from the financing of the clearings; at the official Reichsmark
rate (of RM 1 equal to Dr. 60) this would be equivalent to RM 3,300 million, an
amount much swollen by the extraordinary rise ‘in prices in Greece. In
November 1942, a monopoly company usually referred to as ‘‘Degriges” was
formed to promote German-Greek trade by equating quantities of exports and
imports s¢ as to overcome the effects of ihe inflationary price trend; the
corresponding ltalian company '‘Sacig’’ suspended operations in September 1943,

Upon the opening of a confirmed credit for
the import of goods into Greece, the importer
would have to prepay to a special account at

Greek Importers’
Advance Payments..

_Number of the Bank of Greece a sum which, in November

Date of decree | 0PN 1943 was fixed at ten times the nominal import

tobe prepaid | price but was successively raised until, by the

1943 November . . . 10 end of July 1944, it had reached one thousand

1944 mid-February . 30 times the import price — a sign of the violent

end-February . | 50 inflation. The sums thus prepaid were set off
mid-March . . 100 . . .

end-March . , 200 against the final calculation (made when the

end-duly. . . . 1,000 goods actually arrived) of the difference between

Greek and German prices at the official exchange
rate; this difference was then allocated to *'Degriges’” and used to subsidise
Greek exports to Germany and to meet part of the costs of occupation.

In December 1943 a new clearing agreement was sighed between Germany
and Albania. Since monetary conditions in the latter country were not unlike
those in Greece, advantage was taken of the experience gained in that country,
the Deutsch-Albanische Warenausgleichbiiro being formed with functions similar
to *“*Degriges" (see thirteenth Annual Report pages 64 and 234). With the
creation of the Ostland Central Bank, in April 1943, the German clearing
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mechanism was extended to the territories of Estonia, Latvia, Lithuania and
White Ruthenia; iransfers had previously taken place through the Reichskredit-
kassen.

Among the countries which had accumulated a net indebtedness in
the clearing, the most important, after Germany, would seem to have been
Finland, whose clearing debts, as shown by the returns of the Bank of Finland,
rose from the equivalent of RM 75 million by the end of 1941 to a high point
of RM 180 million in March 1943 (at the rate of FM 100 equal to RM 5.07); from
then onwards there was a steady decline in the debt, which disappeared by
March 1944. But simultaneously the item called *““foreign correspondents’ in
the return showed a growing debit balance, slightly exceeding RM 100 million

by the end of 1943. By November 1944,
Finland's however, the net debt to ‘‘foreign
Clearing Debts etc. outstanding.” correspondents’ exceeded the credit

Forelgn in the clearings by the equivalent of

End of month Cleatings cor;::l];:n' Met total Only RM 36 ml”lon- |I"I add‘t'on, there

(net) was a special clearing account with

In_millions of RM Germany; according to a statement by

1940 Dec. .| — 17 + 45 + 28 the Finnish Minister of Trade, reported

s, | — 75 [ = 6 | — 81 . . ,

1942 , .| —150 + 4 —145 in the press in January 1944, Finland’s

1948, L — T 108 | T total clearing indebtedness to Germany
1944 Nov. .| +121 —157 | — 36 , .

increased from the equivalent . of

Mems in Finnish Marks from the return of the Bank il
» of Finland converled inie Reichsmarks at the rate RM 275 million at the end of 1942 to

FM 100 equal to RM 5.07. RM 425 million at the end of 1943,

Turkey appears to have an excess of debts over clearing assets, but
only of a comparatively negligible amount — thé equivalent of about
RM 20 million early in 1943; and Norway also was reported to have a
clearing debt to Germany for the delivery of war material.

Military developments in 1943 caused the closing of a number of Reichs-
kreditkassen in the east, while new Kassen were opened in ltaly, Dalmatia,
Albania and Montenegro; and, in March 1944, Reichskreditkassenscheine were
also utilised for a short time in Hungary. There were 52 Kassen in existence
at the end of 1942; in the following year 20 were closed and 16 taken over as
branches by the Ostland Central Bank, while 23 new Kassen were opened,
so that at the end of 1943 there were 39 in all (as well as 31 exchange
offices). The rather fragmentary statistics available regarding the assets and
liabilities of the Reichskreditkassen are brought together in the table on the
following page, which should be read in the light of the footnotes,

By the end of 1943, the circulation of Reichskreditkassenscheine amounted
to RM 2.9 milliard, of which the greater part was in the Ostland, where they
served as currency (as also in Transnistria). In other areas their use was kept
down to a minimum, German troops generally being paid in the local currency
through arrangements made with the respective central banks. An important
reason for these arrangements was that, though the Reichskreditkassenscheine;
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Reichskreditkassen when usec.i f_or troopl) payments,
Loan; éo tll-:ek Reich and circulation bore a fixed relation to the
of Reichskreditkassenscheine, i
i rllons of Rolehermarks. local lcurfencu?s, the fact that
10000 10000 | the rise in prices varied from
: country to country caused a
9000 A= 000 | - y . .y , .
. /\/’ corresponding variation in the
) Loar to Rejch . .
8000 — 8000 purchasing power of the Reichs-
/ kreditkassenscheine, which thus
7000 / 1000 :
; /./ tended te gravitate towards the
6000 6000 country or countries where their
/ npurchasing power was highest.
5000 5000 - . .
s Such undesiréd migrations went
4000 : / S 4000 on, for instance, from the east
irculahion
3000 Legai imit. / [ of Europe towards France, the
/ ' ‘.‘,,\IP"". * —3000 Reichskreditkassenscheine hav-
2000 Y4 e 2000 ing developed into a form of
, /\/ J,.-“" travellers' money’, or clearing
000 D—@ j ""*-«;"f 1000 currency, forthe German troops.
l-;é;;-rw;{.’luL.lmm.. bbb et g To overcome these diffiCUltieS,
#o532. 1941942 1943 1984 Reichskreditkassenscheine were
Reichskreditkassen,
Assets Liakilities
: Account Debis
Loan . Giro
End of month to Reich ofatFE::é(e Total Circulation | oo C o tobgmtgal
M ) ) @ ) )
in millions of Reichsmarks
1940 December . . . . 1,500 | 2070 3,570 550 2,070 250
1941 " e 4,510 3,230 7,740 1,780 3,230 2,730
1942 " ce 7,210 840 8,060 2,660 840 4,550
1943 " e 8,580 540 9,120 2,900 540 5,700°
1944 September . . . . 9,140 — 9,140 . —

L]

These figures are rounded off to the nearest RM 100 million; other figures to the nearest RM 10 million,
As shown by the “sundry loans" at short term n the officlal Reich debt statement; as this jtem may
include othar minor Yoans besides that of ihe Reichshkreditkassen it has been rounded {0 the nearest
R 10 million below the published figures.
(%) The account of the Reichskreditkassen as shown by the returns of the Bank of France, converied Into
Reichsmarks. Accounts are also kept at other central banks, the ameount of which is not uswally published,
- but in general these accounts can be taken as of much less importance than that kept at the Bank of France,
3 This is the tofal of the two preceding columns, not of all the asseis; but it probably includes 90 per
- cent, or mare of the folal balance sheet. Reichsbankdirektor Max Krefzschmann in “'Europa-Kabel' of
14th January 1944 estimated the toial circulation of Reichskreditkassenscheine as RM 2,100 million at the
end of 1943 and stated that this corresponded {o about 30 per cent. of total liabilities, which would give a
total balance sheet of some RM 10,300 million. The Reichsbank annual report for 1243 ?ave the actual
circulation as RM 2,800 million for December 1943: applying the same propertion, the total balance sheet
would be abouf RM 9,700 miflion. Other assets than those shown above would appear, therefore, to
aggregate some RM 600-1,200 million.
The circulation of Reichskredithassenscheine was given by Kretzschmann in the above-mentioned article at
the year-ends hetween 1030 and 1942 as RM 37, 553, 1,781 and 2,664 millien respectively, and he sfated thai
the circutation reached its highest point of RM 3,352 million at the end of Movember 1843. The decline to
Doecember 1944 was due to withdrawals fromr circufailon in France and ltaly.
In addiifon to the fssue of Relchshradikassenscheineg, there was in circwlation, at the end of 1943, RM 24 million
“auxiliary money" (reckoned at ten times iis face value); the highest circulation of such money was RM 75 mil-
lion in October 1943, This auxiliary money was fssued principally in Bulgaria and Greece (and temporarlly in Ila1¥').
(5. This column gives the same figures as the account at the Bank of France and represents, in this case, the
" llability of the Reichskreditkasse to the Wehrmacht on account of occupation costs paid by the French
Government and not yet utilised. Similarly, part, at least, of the RM 600-1,200 million missing from the
incomplete balance sheet (zee under (%) above} probably represents gire accounts at the Reichskredilkassen
. with a counterpact of assets held at central banks.
Y This column gives the residue (celumn 3 less columns 4 and 5 together) and provides an indication of the
Relchskredilkassen debts to central banks, e.g. to Danmarks Mationalbank as the HReichsmark counterpart
- of advances made to cover occupation costs. Kretzschmann in the above-mentioned article said that the
total liabilities of 1he Reichskreditkassen consisted as to two-thirds of giro accounts kept with the Reichs-
kreditkassen and of commitments vis-3-vis foreign banks of issue. .
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withdrawn from circulation in France during December 1943, as had already
been done in Belgium by August 1942, Further, by a decree of 13th October
1944, the Reichskreditkassenschein ceased to be used as travellers’ money,
or clearing currency,. as from 1st January 1945, and was replaced by the
“Yerrechnungsschein fiir die Deutsche Wehrmacht'', a sort of military travelling
voucher, which is not legal tender and may not be utilised by civilians.

* % * :

To give an indication of the amounts paid on account of occupation
costs (including similar charges such as billeting of troops and requisitions)
the following table has been prepared for five countries for which sufficiently
comprehensive information has become available.

In 1943, France paid on an average RM 925 million a month in occupation
costs, Holland RM 180 million, Belgium RM 130 million and Denmark RM 45 million,
with the greatest relative increase in Denmark, where the amount paid more
than doubled from 1942 to 1943. For the latter year, ltaly has been added to

the table: the original

_ Occupation Costs o monthly rate of about
paid to Germany by Five Countries, Lit. 6,000 million was later
1940 Calendar years Tolar |, 1944 r.alsed t? Lit. 10,000 _m_ll-'
second 1940 [frstnive]  ign which at the official
Country balf year 1g43 | menths N .

1941 | 1942 | 1943 @ Reichsmark valuation
in milliens of Reichsmarks would be equi\ralent to

France (% . . .| 1,750 5560 | 8,550 | 11,100 | 26,950 | 8,300 HIR i
Holfand . . . .| 800 | 1900 | 2,200 | 2200¢( 7,100! 1,680 RM 1,000 m1!hon, but in
Belgium .. .| 350 | 1,300 1,320 l.goo 4,750 g this connection account

P 0 1

R:f,r?a?_”f: Y B 2o = 2_0053 2:% sooo | has to be taken of the
Totals . .| 3,100 | 8950 | 12,500 | 17,450 | 42,000 | 19,700 | high prices in northern

('} Rounded fo nearest RM 50 mitlion. Ita‘y (SUbStantla“y above
%) Payments by France and Belgium ceased in August 1944, those ruling, for instance,

) For France, the cccupation costs proper have been dishibuted according
to the time of the actual utilisation (see page 215), while billeting jn either Germany or
costs and requisifions have been added.

) Italy from September 1943 only. France).

Although the payment of occupation'costs in France and Bélgium ceased
in August 1944, the flve countries paid altogether some RM 20 milliard in
the first three quarters of 1944, against RM 171, milliard in the whole of the
previous year; the chief reasons for this increase were the payments by
Italy, which began only in September 1943, and the withdrawal of the balance
on the account of the Reichskreditkassen at the Bank of France (see
page 217). In the last quarter of 1944, total payments probably did not exceed

RM 4 milliard, of which three-quariers came from ltaly.

These five countries accounted for seventy per cent. of the total occupa-
tion costs paid in 1943, as the table on the following page shows. From
- about RM 4 milliard in the second half of 1940 the amount paid as occupation
costs rose to RM 25 milliard in 1943 and about RM 28 milliard in the first
nine months of 1944. The conspicuous increase in the rate of payments over
the period was due, firstly, to the greater proportion of the German army
maintained on foreign soil as further territories were occupied, and, secondly,
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Occupation Costis to rising costs resulting
paid to Germany by All Countries. from higher commodity
prices  tfogether  with
1840 | 1941 | 1042 | 1943 | Total | 1944 more extensive fortifi-

d gecond 1940 |[first nine X .

Totals pal hatf-year calendar years 1943 | months cations and the repair

in millions of Reichsmarks of damage from air

Five countries. | 3,100 | 8,950 | 12,500 | 17,450 | 42,000 | 19,700 hombardments etc. For
{as above) ' .

Other countries| 00 | 1,050 | 4500 | 7,550 | 14,000| saco| the period of slighily

Total for over four years up to

all countries . | 4,000 | 10,000 | 17,000 | 25,000 ] 56,000 ! 28,000 September 1944, around
r

- RM 84 milliard has been
paid in all, the five countries for which details have been given declining in
relative importance from over four-fifths of the total in 1940 and 1941 to about
two-thirds in 1942 and 1943, with a corresponding rise in the share of the
other countries. -

Included in the figures given for these other countries are the occupa-
fion costs paid in Norway, Greece, Croatia and Serbia, as well as the “‘war
contributions’’ of Bohemia and Moravia and of the Governor-Generalship of
Poland (and probably also the payments made to the Wehrmacht by the
Ukraine Central Bank from March 1942 and by the Ostland Central Bank from
April 1943) while the local cost of upkeep for the German troops stationed
in Finland, Hungary, Slovakia, Roumania and Bulgaria appears to have
been debited fo the respective clearing accounts. The aggregate occupation
costs paid in Norway up to the end of 1944 seem to have bheen about
N.Kr. 10-11 milliard, the equivalent of some RM 6,000 million. In Greece
about RM 3,300 million appears to have been paid from. April 1941 to
December 1942 on account of occupation costs and to finance the clearings,
while, in 1943, special measures to obtain payments had to be taken through
“Degriges’’; no estimate of the sums obtained from this country can easily
be made, but any amounts in drachmae, If converted at official Reichsmark
rates, would go far towards explaining the considerable expansion of the
figures under ‘‘other countries' in the previous table for the years 1942 and
1943, For Croatia, the amount paid in occupation costs during 1943 approached
RM 600 million (see table, page 158); but part of this sum probably went
to [taly; in the first six months of 1944 a further RM 570 million was paid.
No figures have been made available for Serbia but a report issued in Belgrade
in December 1944 placed the total costs of occupation paid by Yugoslavia
as a whole since March 1941 at Din. 82 milliard, say RM 4,100 million.

It is now possible to bring together the amounts obtained by Germany
from these various foreign sources and thus to obtain an approximate estimate
of Germany’s utilisation of European resources, as recorded under
payment of occupation costs and financing of the clearings.

in a lite over four years, from June 1940 to September 1944, it appears
that, at the official exchange rates, Germany has obtalned from other European
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Germany's Utillsation countrles over RM 120 milliard
of European Resources. in all, of which about two-
thirds have bheen exacted as
oceupa- | Cleari Total a contribution & fonds perdu
In milliards of - eanng | forgign . -
Rt chemarke tion costs | "dabts | contribu- { mainly to meet occupation
@) tlons . costs) while the remaining third
has left behind a German debt,
Total amounts accumulated as at lly in the f £ liabiliti
1940 December . . 4 3 7 genera Y. in the torm ot lia es
1941 -, 14 10 24 on clearing account.
1942 . o at 19 50
1943 " e 56 31 a7
1944 September . . . 84 40 124
Some reference has already
Amounts paid out in each particular period of heen made to the reasons for
1240 (8 months) . . . + 4 + 2 + 6

the rise in the rafte of payments

1941 (12 months). . . | + 10 + 7 + 17

194202 ., }o.. | +17 + 9 + 26 on account of occupation
P E ¥ .

19;,? z w3 23 + 12 P costs up to September 1944.

1944 6 months) - . - * 2 t2 + 2 As regards the rapid growth of

1940-44 (4%, years) . | + 84 + 39 +123 g pid gro

clearing debts, it appears that

) In round mllliards of RM. German trade statistics registered
() Including the debts of the Reichshredithassen to central banks H .3
but not the issue of Reichskreditkassenscheine {see page 160, no marked |mport surplus_ AN

and excluding occupation costs paid by Denmark. any period during the war;

' this result may, however, reflect

valuation in relatively stable prices, while the payments due in the clearing

have been -affected by the sharp rise in the prices for German imporis

from certain countries compared with the prices for Germany's exports
(cf. page 51 regarding price of wheat). '

Furthermore, the service items in the balance of payments turned
increasingly passive for Germany. Freight and insurance, including the cost of
transit traffic, as well as the fransport of German troops and their supplies
through such countries as Hungary and Croatia, led to substantial net
charges for Germany. A further passive item of great importance was the
tranisfer of savings by foreign ‘workers in Germany: figures have been published
which show that the nationals of twelve foreign countries transferred ovér
RM 2 milliard through German banks in the four years 1940-43 — nearly
RM 1 milliard of it in 1943; the list of nationals effecting such transfers
was headed by Iltalians, French and Belgians; in addition, workers have

usually carried some amounts with them, in the
form of travelling allowances, etc., on their periodical
leave. Moreover, the figures for the twelve countries
_ do not include remittances by workers coming. from
Holland or from Bohemia and Moravia, which

Germany: Foreign
Workers’' Savings

transferred through
German banks.

Calendar years Inol;'llg;:ns formed part of the German inland_ devisen area,

of by workers from the Ostland, for whom . other
:g:?: s & methods of payment were utilised. The total  of
1942, .. ... 606 savings transferred was consequently considerably
1943, . 9%0 higher than the figure of RM. 2 milliard - given
Total 194043, 2,089 in the table. o T s
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Finally, capital movements would appear to have added to the German
indebtedness in the clearings, particularly during certain periods. Thus, in the
years 1940 and 1941, investments were made by German banks and industry in
Continental Europe, the local currency being obtained by placing Reichsmarks
to the credit of the respective country’s account at the Verrechnungskasse
in” Berlin. More recently, in 1942 and 1943, there was a reverse flow, however,
since securities in German hands were repatriated, especially to south-eastern
Europe, as mentioned in previous paragraphs.

What has been the relative influence of each of these various factors it is
impossible to say in the absence of adequate statistical material. In Germany
itself much emphasis has been placed on the irregular development of import
and export prices reckoned at the official Reichsmark exchange rates. Indeed,
suggestions were made that the over-valuation of many currencies in Continental
Europe, due to inflationary developments, should have been met by appropriate
adjustments of exchange rates. But this course was opposed In authori-
tative German gquarters and the policy of maintaining rates unchanged was
adhered to, in spite of growing discrepancies. The annual report of the
Reichsbank for 1943 stated:

**... Although there have been changes in the purchasing-power rela-
tionships of individual countries, the fixing of new exchange rates has, sc
far, been avoided. In itself such a measure alone would not serve to
remove the deeper causes of clearing indebtedness and it would therefore
offer no satisfactory, permanent solution for the price developments. More-
over, by maintaining the present rates of exchange unaltered, Germany has
made it considerably easier for the countries on friendly terms with the
Reich to carry out their domestic currency policies ..."

The Reichsbank thus referred to certain deeper causes of the clearing
indebtedness, not easily removed; it is, indeed, evident that basic difficulties
have been created by the intensity and long duration of the war effort, the growing
contributions demanded from Continental Europe, especially from 1943 onwards,
and the way these European contributions were financed. The burden put on
the occupied countries by the export of capital through the clearings, and by
the current payment of occupation costs, confronted them with problems of
war financing which were not solved without resort to central-bank credit.

To obtain a comprehensive picture of developments in any particular
country, it is necessary to take account of all otficial financing, including
both ordinary budgetary outlay and such extraordinary charges as the advances
in the clearing and the contributions to occupation costs, and tfo consider
what proportions of the total outlay have been covered by taxation, borrowing
from genuine savings and bank credit respectively; such a survey is made
for countries individually in Chapter V. Here, it is of interest to note that, in
the occupied countries, the considerable calls on central-bank credit have
been largely due to the growth of the clearing claims and the payment of
occupation costs and that, as a matter of fact, there has, therefore, been a
special link between these charges and the expansion of the note circulation.
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The following table sets out for six countries, where the situation is clearly
shown in the central-bank returns, the degree of correspondence hetween
the growth of clearing claims and payment of occupation costs, on
the one hand, and the expansion of the note issue on the other,

Central. Banks’ Special Advances against Clearing Assets and/or on
Qccupation Costs account {as percentages of the Note Circulations).

Annuval amount of 'special Total special advances
" advancez as psrcentags of ag peroentage of noie cirgulstions
incrzases in note circulations outstanging
Couniry
during year at end of year
1981 | 1042 | 1e43 1940 | o4t | tes2 | 1943
percentages

Penmark(9y . . ... .. 876 489 51! 109 207 243 37
France () . . ... ... 36 103 o4 i6 29 51 &5
Belgivmn (9. . . . . . .. 63 a5 52 g 24 44 .2]
Bohemia and Moravia (3 176 94 &t ot 724 114 7ae
Holland ® . . . . . . . . 170 88 280 &g 49 62 o2
Hungary (%}, . . . . . .. 23 38 a7 — 7 17 24

{1 Both on clearing account and for occupation costs.

(% Special advances on account of occupation costs net, i.e. including movements of the account of the
Reichshredithassen at the Bank of France. (3} O clearing account only,

In Hungary, which in 1943 was not in the -category of an occupied country,
the note circulation rose considerably more than the advances on clearing
account — a sign of inflationary financing for domestic purposes. The increases
of special advances in the five other countries exceeded the expansion in the
note circulation; for France the excess was very small, giving for this country
an almost perfect correlation and indicating the stagnation of all other items
in the return of the Bank of France. In Denmark especially, internal stabilisa-
tion measures were taken to offset the untoward effects of the central-bank
advances, and there the rise of these advances in 1943 was over five times as
great as the increase in the note issue. But, by and large, such counteracting
steps have only had a limited influence, and the financing of clearings and
occupation costs has thus been to a great extent of an inflationary character.
That heing the case, the long duration of the war has given time for
the infiationary influences to get.a firm hold and for an all-round rise
in internal prices to take on substantial proportions in many
Eurcpean countries.

As is usual in such circumstances, the volume of commodities coming
on to the market tended to decline, producers holding back for still higher
prices; exports began to fall off as exporters found the high prices on the
home market more . attractive and less risky while, on the other hand,
imports were encouraged, To counteract these influences the idea of a
general price stop was mooted but proved impracticable, especially where it
would have been most needed — in south-eastern Europe. A more limited
scheme for a price stop on exports, with the intention of isolating the German
market from price-raising influences from abroad, was successful for those
countries where it was least needed, e. g. in relation to Sweden, where prices
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had risen only moderately. For countries where the internal price rise had been
great, a limitation of export prices would have paralysed the export stimulus;

indeed, it would have been necessary to

raise export prices more than

internal prices, in order to encourage exports. To some extent this was done
by export subsidies, special exchange rates for the commodities most in
demand, and price equalisation offices, on the one hand, and by elastic prices for

United States: Lend-Lease Aid granted to all Countries.
Cumulative guarterly figures in million dollars,
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German export goods,
on the other; but such
measures as were taken
had to be adjusted again
and againto the continu-
ously changing situation
— which would also
have been the case if
exchange rates had been
modified, as the Relchs-
bank foresaw. Actu-
ally, a number of make-
shift solutions were
attempted, including
numerous compromises
and exceptions and even
the formation of special
bodies with very wide
powers over foreign
trade, e.g. ‘'Degriges”
in the extreme case of
Greece.

Meanwhile, the in-
debtedness of Germany
on clearing and assimi-
lated accounts attained
RM 40 milliard in the
autumn of 1944, Various
official and semi-official
statements have been
made from authoritative
German quarters as to
the export potential of
Germany after the war.
The Reich Minister for
National Economy said,
for example, in Vienna
in March 1944 that the
clearing balances would
be pald off by Germany
in goods after the war
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“on the basis of purchasing-power conditions prevailing at the time of the
formation of such balances', a statement which appears te envisage some
general adjustments, taking account of price movements and exchange
relations as modified by the war and post-war situation. Four months [ater,
in Kénigsberg, he suggested that the German clearing debts might be con-
solidated in the form of a long-term loan.

This chapter has dealt with three great International streams of
capital, of a special wartime nature, which, by the end of 1944, had attained
vast proportions: American lend-lease deliveries of $35,000 million, British
overseas disinvestment of over £3,700 million (representing the utilisation of
reserves and the accumulation of new liabilities) and Germany’s absorption of
continental European resources to the extent of about RM 130,000 million (of
which over RM 40,000 million remains as a German debt on clearing and assi-
milated accounts}, The graphs (arranged on relative scales of £1 = $4 = RM 20)
give cumulatively - an indication of the proportions of these special foreign
capital movements.

It has become fashionable in recent years to minimise the réle of finance
and to insist that what can be achieved physically should necessarily be
possible financially. In time of war this creed finds ready acceptance and
finance is forced to follow as best it can the intense physical achievements
of the belligerents. But certain methods of financing produce lasting effects,
some of which could hardly be foreseen when the wartime decisions were
taken: thus the capital movements which have occurred, involving important
shifts in the ownership of assets and the responsibility for debts, have created
a host of thorny problems fo be dealt with when the war is over. it will then
be evident that burdens which it was possible to assume financially in wartime
may be difficult to carry physically in times of peace.
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V. GOVERNMENT FINANCE, MONEY AND CAPITAL MARKETS
AND THE STOCK EXCHANGE.

1. GOVERNMENT FINANCE, MONEY AND CAPITAL MARKETS.

Government expenditure in wartime has become the dominating factor
in the whole field of public finances and in the monetary sphece: and this
applies not only to the belligerents but to the occupied and neutral countries
atso. The financial probiems to bBe solved have been largely the same every-
where and it is, therefore, not surprising that many similarities should be found
~in budgetary and monetary developments; but there are also some striking
differences due to diversity in the economic, monetary and political back-
grounds of the various nations, each displaying its peculiar characteristics.

The rather scanty information obtainable from the U.S.S.R. seems to
show that, alone among the five principal belligerents, this country has ex-
perienced only a moderate increase in its total budgetary expenditure: in a
collective economy, the budget, even in peacetime, reflects the circumstance
that a major portion of the national resources comes under state direction;
so in wartime the change chiefly takes the form of a shift inside the budget
(from outlay for ‘‘national economy’ fo increased expenditure on '‘defence and
war'', see page 190).

With regard to the other four principal belligerents, it may be noted that
the United Kingdom and Germany, which have been at war since 1939,
have recently infroduced no new forms of taxation and the rate of increase
of tax yields has consequently fallen off; here the practicable limit of taxa-
tion would seem to have been reached. In Japan, and even more in the
United States, nations involved in the general world war only since the end
of 1841, the yield from taxation has continued to rise with increasing rapidity.
Current revenue from other sources than taxation has been of importance only
in Germany, where it was swollen by contributions from the occupied countries.

These four belligerents have all” maintained low rates of interest and
tapped the great ‘‘meney reservoirs'': savings banks, insurance companies
and social funds. But, whereas the governments in the United States and
the United Kingdom have undertaken energetic ‘/savings campaigns” with
the object of selliing a large variety of securities to the individual investor —
thus tying up funds for as long a period as possible — the authorities in
Germany and Japan have not made similar efforts to secure a direct partici-
pation of the public, government borrowing being effected almost exclusively
through - institutions (including the banking system) by means of a very few
types of security. Japan is the only country to finance the war exclusively
at long term, there being no issue of Freasury bills, but a monotonous series
of securities all with exactly the same conditions: 3% per cent. bonds for
1117 years, issued at 98. In Germany, on the other hand, the so-called
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“nolseless financing’’, characterised by an increasingly rapid expansion of
deposits, especially at the savings banks, has brought with it a striving
for liquidity and, in conformity with this tendency, four-fifths of recent
government borrowing has been at short term. Germany, however, is the only
country in the world to have dispensed with physical “‘securities’ in its govern-
ment borrowing, practically all issues, transfers and interest payments taking
place through centralised book-entries, a technique already adopted some years
ago, but which has been stimulated by the war and air bombardment.

In the occupied countries on the continent of Europe official expendi-
ture was largely determined by the amounts paid as costs of occupation
and to finance the clearings., In four countries for which adequate statistical
material has been continuously available, France, Belgium, Holland and
Denmark, the outlay on German account came to about one-half of all
official expenditure during the four years 1940-43.

In the following paragraphs developments in the five principal belligerent
countries and in occupied Eurcpe are described in some detail, budgets being
given, as far as possible, on a cash basis and government finance treated
with special regard to its influence on the monetary situation.

In the first phase of the defence programme of the United States,
inaugurated in June 1940, total war expenditure was at an annual rate of
just under $10 milliard but had risen to a figure approaching $100 milliard
the financial year ended June 1944, when the country's war production attained
full capacity.

United Statés: War Expenditure®

{average expenditure on annual basis),

War expenditure
Period reckoned on annual basis War Pay, . Total
constructlon | subsistence | Munitions ota
Q]
number of n miltiards of dollars
Preparcdness:
July 1940-Hovember 184t , . |, 17 2.0 2.9 4.9 2.8
" Defensive warfare:
December 1941 -October 1942 ., . 1" 10.1 10.1 256 45.7
Aggressive deployment:
Movember 1942 - December 1943 14 10.9 234 49.3 83.5
Offensive warfare: _
Janvary 1944-June 1944 . . . . . ] 5.5 27.6 5.9 22,0
July 1944 -June 1945 {estimates) . 12 36 29.7 56.7 90,0

(") Based on a table in the Federal Reserve Bulletin for February 1944: war expenditure as shown in the hudget
plus the amounts financed through the net outlays of government corporations,
21 Including also agricullural, lend-lease and other *'civilian'' war activities, Q)] Includtng ships.

-As the war reached its climax, the output of munitions accounted for
two-thirds of all war expenditure, with a falling-off in the outlay for the
construction of war plants, army camps and other military establishments,
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The place of war expenditure in the Federal budget as a whole is shown
below (the figures being somewhat lower than In the previous table, since
the net outlay of government corporations for war purposes is not included
in the Federal budget); interest on the debt has increased while other civil

expenditure declined, reflecting inter alia the practical elimination of unemploy-
ment relief,

United States: Public Finances.

Revenue(D Expenditure Move-
Yearly .| mentof | Total
and Income Interest | Deficit | oficial | borrow-
ing
quarterly taxes Total War on Other Total balances,
@ &) V] debt etc. {5 ®
in millions of dollars
Financial years{’)
1939-1840 , . 2,125 §,387 1,657 | 1,041 6,300 8,988 3,611 |- 1,073| 2,538
1940-1941 . | 3470 7,607 63 1,111 5299 | 12,71t 5103 [+ 1,770l 6,873
1941-1942 , | 7,960 | 12,799 | 26,011 1,260 | 5,126 | 32,397 | 19,598 [+ 2,172| 21,770
1942-1943 . , | 16,094 | 22282 | 72,109 | 1,808 4,262 | 78,179 | 55897 |+ 7,058 | 62,955
1943-1944 | , | 34,655 | 44,149 | 87,039 | 2,609 4,096 | 93,744 | 49,595 |+11,992| 61,587
Calendar years
i93g . .. .. 1,851 4,919 1,305 a7 6,612 8,988 3,969 |- 794| 3,175
1940 . .. .. 2,366 5,835 2779 | 1,077 5,804 9660 | 3,924 |— 531 3,203
1941 . .. .. 4,253 8848 | 12,704 | 1,145 5,203 | 19,052 | 10,204 | + 3,205 | 13,400
1942 , ... 11,067 | 16,403 | 49,862 | 1,452 4,706 | 56,020 | 39,617 | + 8,206 | 47,922
19243 ., ., .. 26,547 | 34,552 | 81,8680 2,1 4,033 88,084 | 53,532 | + 3,609 | 57,141
1944 . ., .. 34,330 | 44,421 | 89,327 | 3,001 4,832 | 97,160 | 52,737 | + B,B91 | 61,628
Quartarly
1943 Jan -March, | 5418 | 6,949 | 18,461 as1 | 1,033 | 19,845 | 12,806 | —5850| 7,046
April-June | 5,743 7,563 | 21,535 740 953 | 23,228 | 15665 | + 5,170 20,835
July-Sept. . 7,584 | 10175 | 20,616 425 1,223 | 22,264 | 12,089 | + 9,457 | 21,546
Oct-Dec, . . 7,802 0,865 | 21,248 875 B24 | 22,747 | 12882 | — 5,167 7,715
1944 Jan.-March. 9,385 | 11,823 | 22,382 592 983 | 23,957 | 12,124 | + 4,732 | 16873
April-June . 9,883 | 12,284 | 22,792 16 1,063 | 24,776 | 12,492 | + 2,961 | 15,453
July-Sept. . 7,973 | 10,657 | 21,770 744 1,645 | 24,159 | 13,502 | — 5,231 | 8,27t
Oct-Dec. . . 7,088 9,657 | 22,383 749 | 1,136 | 24,268 | 14,609 | + 6,422 21,031

() Net receipts, i. e. total recelpts less net soclal-securlty employment taxes.

2} Including since July 1943 income: taxes “withheld by emplovers' under the Cutrent Tax Payment Act of
1943; in the financial year 194344 amounts so withheld totalled 8,393 million.

{%) Including other faxation and Panama Canal dues and other miscellaneous receipts; cash refunds on re-
negotiated war contracts in 194344 accounted for over $2,000 million compared with $558 million In 1942-43,

() Before Deceamber 1841, national defence. Actually war expenditure was somewhat greater than that shown in
the budget statistics, as _certain expenditure was borne directly by government corporations. 1n 1943-44, the
Reconstruction Finance Corporation and its subsidiarles spent $2,682 miflion on war activifies. .

&) Movements of the Treasury's “general fund’ and of the balances held by government agencies with the
Treasury plus changes in nen-interest-bearing debt,

) Increase of interest-bearing government debt outstanding, direct and guaranteed.
() Financial years ended 30th dJune.

A fiscal programme to produce $10.5 milliard additional taxation was
submitted in October 1943, but in Congress this supplementary tax revenue
was ultimately reduced to $2.5 milliard. In spite of the “‘failure thus to enact
an adequate fiscal programme”, as the President stated in his budget message
to Congress in January 1944, current revenue in the year 1943-44 reached
$44 milliard, almost twice as much as in the previous financlal year; the yield
of all taxes on income and profits rose from $2 milliard in 1939-40 to $35 mil-
liard in 1943-44 (of which $20 milliard was from individuals and $15 milliard
from corporations). This rapid rise was explained partly by higher rates of
taxation, partly by the expansion In national income, but was largely due to
the new system of “'pay-as-you-go" for individuat income taxes (the transition
to the new basis producing an exceptional yield) plus the introduction of
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“withholding™ at the source for victory taxes and for 20 per cent. of income
taxes on wages and salaries. '

In the financial year 1943-44 revenue rose rather more than expenditure,
the budget deficit being reduced from $55.9 milliard to $49.6 milliard. The
following table shows the government borrowing necessary to meet the deficit
and also to augment official balances (the Treasury's ‘‘general fund' having
been raised from under $2 milliard in June 1940 to $20 milliard in June 1944).

United States: Government Borrowing
increases or decraases (—) of Interest-bearing dabt (direct and guaranteed) and tfotal outstanding (1),

Long and middlie-term Short-term
Guaran. Certifi-] Tax Total
Y eariy Trea- | Trea- | Sav- |50 ol 1aag Trea- |soiec ofl and borrow-
and quarterly | sury | sury | ings |jecec pongs | Totat | sury iidebefcavings| Total | ing
notas | bonds | bonds @ ® hills edness | notes
) in millions of dollars
Firancial years (%)
1839-40 . . |[— 860! 1,337 1,037 | 1,005 48| 2544|— 6&| — - |- & 2,538
1940-41 . . |- 685 3,660( 1,409 | 1,345 as2| 6,572 301 —_ —_ 301 6,873
1941-42 . o] 7870 | 5874 1,765 |—1,812| 14,754 905 | 3,096 | 3,015 7,016} 21,770
1942-43 . . | 2,479/19,435]11,068 2,986 |- 466| 35,654 | 9,356 (13,465 | 4,480 |27,301 | 62,955
1942-44 , . | B,237|21,724 13,350 | 3,416 |—2,575| 44,394 | 2,870 12,261 2,062 17,193 | 61,597
Calendar years
1939 . ... |—2,293| 2,876] 767 1,075 629 3,026 149 — —_ 149 3,175
1940 , ... [— 25/ 1,079 986 1,139 280 3,438|—145| — — [— 145 3,293
1941 . ... |— 181] 5407| 2945]| 1,612 4186 10,248 692 — 24711 31631 13,408
1942 , .. .| 3,866/15901| 8,910| 2,050 |—2,034| 28,751 | 4,625 (10,534 | 3,913 19,072 47,823
1943 ... .| 1,31218676 12,313 3,671 |— 58| 36,185| 6,445 (12,309 | 2,202 |20,956 | 57,14t
toa4 . . .. |11,864{23,64112,998 | 3,623 |—2,755| 49,457| 3,356 | 7,558 1,257 [i2,171| ©&1,628
Quarterly
1943 Jan.-March |— ©6| 5 2,841 72 687 3,850} 2,607 627 |— 38/ 3,196 7046
Agrit-June |-- ©29| 8,247 | 3,365 867|— 258| 11,656] 2,630 5400]| 1,149 | 9,179 | 20,835
July-Sept, 2,4268{ 7,924 | 3,222| 846|— 128 14,425] 1,190 4,575| 1,356 | 7,121 | 21,548
Oct.-Dec. |— 421] 2,500 2,885| o986 261| 6,255 18| 1,707 [— 265| 1480| 7,715
1944 Jan~March | 5,069 4,869 4,611 804 |—1,967] 13,431 75| 2,937 530| 3,442 15,873
Aprl-June 1,961 6,431 | 2,632] 7BO|— 7T42] 10,283| 1,587 | 3,142 441 | BA70| 15,453
July-Sept. 531| 2026 2,717 1,689 |— 36 6,940 | 1,013 751 |— 433] 1,331 8,271
Oct.-Dec, 5,103/10,215] 3,038 350 10| 18,803 681 B28 719 2,228 21,031
Total debt outstanding
endof Junei9aQ| 6,383N26,555| 2,905 4,775 5,4908| 46572 1,302 — — 1,302 | 47974
w o s 1944| 17,405i79,244 34,606 [14,2871 1,516 147,246[14,734 |28,822 | 9,557 |63,113 | 201,059

{7 At the end of 1943 the gross direct debt amounted to $165877 million, of which $164,508 million was
interest-bearing. The legal limit for this deht was raised from $216,000 million to $260,000 millien in June
1944, In addition, $4,225 million guaranteed debt was outstanding at the end of 1943,

() These are the bonds issued by povernment corporations (R.F.C. efc.) and guaranteed by the government.
Since the last quarter of 1941 these bonds have been systematically replaced by direct government obligations.

@ Including small amounts of postal savings and pre-war (1917-18) bonds and adjusted-service and depositary
bonds not shown separately. These may give a plus or, on account of redemptions, a minus item of
comparatively minor proportions. () Financial years ended 30th June.

Short-term issues, principally certificates of indebtedness and Treasury
bills, for the most part sold direct to the hkanks, produced $17.2 milliard
in 194344, equal to 28 per cent. of total borrowing, as against 43 per cent.
in 1942-43. The bulk of the long-term issues consisted of Treasury bonds
and savings bonds sold to the public. Since October 1942 a series of
intensive savings campaigns have bheen undertaken to place long-term govern-
ment securities directly with the public, the participation of banks being at
first limited and later excluded. The results of the first six of these “'war loans”’,
so called although a wide variety of securities were sold, are given overleaf.
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United States: War Loans,

Amounts subscribed
Amaogunts Amounts
War-loan drive and date offered | by com- | by others avarsubscribad
mercial than Total
1 banks banks
In milliong of dolfars [percentages
First December 1842 . . . . . . 9,000 5,087 7,860 12,847 3,947 44
Second  April 1943, . ... ... . 13,000 5,079 13,476 18,555 5,565 43
Third September T3 , . ., . . . 15,000 nil 18,943 18,943 3,943 26
Fourth  January-Febroary 1944, 14,000 pil* 16,730 16,730 2,730 20
Fifth June—Jduly 1944 . L 16,000 nil* | 20639 . | 20,639 1,639 ae
Sixth November 1944 . . . . . . 14,000 i 21,626 21,626 7,626 54

* An innovation was made from the fourth war lean in that, concurrently with the drive but not counted
against the “tar?et". banks were permiited to buy small amounts in relalion o savings deposits, a concession
provided particularly for country banks, which in recent years have had seme difficulty in securing an adequate
profit ‘margin. The amounts thus seld to banks in the fourth and fifth drives were abou? $620 and 760 million
respectively {not included in the totals given In the fables).

Although the original sale, or primary distribution, of recent war loans
has been made to non-bank investors, there has been an important shift in

United States: Distribution of Government Borrowing.®

Banking System . Other investors
Federal | -C Mutaal | oo ar
edera -Com- utua ance . al
Calendar years Reserve | mercial | Tetal | Savings | com. | T ederal t‘:“ Total |Investors
banks | banks | - banks § panies |29°NCI8S| Others |

& ©)] (3_J
in millions of dollars

Purchased during period

1929 Jan-Dec. —80| 1,230 | 1,80 =220 600 | 1,200 10| 2030| 3,180
1940 ,, . —300 | 1480 | 1,180 120 600 | 1,090 310 | 2,130 | 3290
141, 70| 4030 | 4,000| 480 | 1,300 | 1910 | 5620 g@310( 13410
1942, . 3,940 | 19,580 | 23,520 860 { 3,100 | 2,710 | 17,630 | 24,300 | 47,820
1942, 5,350 | 18,470 | 23,920 | 1,540 | 3,900 | 4,700 | 23,280 | 33,320 | 57,140

1944 Jan-June . | 3,380 | 8,500 | 11,950 1,210 | 2200 | 2,140 | 14,830 | 20,380 | 32,330

Total holdings
end of Dec, 1943 | 11,540 | 59,850 | 71,390 | 6,100 | 15,100 | 16,940 | 59,200 | 97,340 | 168,730
»n 1 June 1944 { 14,500 | 68,440 | 83,340 | 7310 (17,300 | 19,080 | 74,030 [117,720)|201,060

as percentages of total borrowing in gach period

Purchased during period

1939  Jan.-Dec. —2.5 38.7 36,2 6.9 758.9 37.7 0.3 63.8 foo
1940 ,, —8.7 444 35.3 3.6 18.2 330 9.7 64.7 100
172 ) I 0.5 30.¢ 30.6 3.6 9.7 14,2 4719 69,4 too
1942 " 8.2 471.9 49,2 1.8 6.5 57 | 368 50.8 100
1843 ,, 9.4 32.3 41.7 2.8 6.7 8.2 40,7 58,3 ioo
1944 Jan.~June , 1o« 26.6 37.0 3.7 6.8 6.6 45.9 63.0 roo
Total holdings

end of Dac. 1943 5.8 35,5 42,3 3.6 a9 i0.0 " 35,1 57.7 100
v June 1944 7.4 34.0 4r.5 3.6 8.6 9.5 36.8 58.5 100

.M These flyures are based on statistics of the distribution of interest-bearing securities only (direct and
guaranteed), Figures for banks and Federal agencies and forthe totals are rounded fo the nearest $10 millien.

{1 Member banks of the Federal Reserve System accounted for nearly 50 per cent, of the total held by all
commercial banks in December 1943 and Jdune 1944, ]

%y In the original statistlcs (see Federal Reserve Bulletins) these two cofumns are rounded to the nearest
$100 million; in this table the original figures are wiven for insurance companies, and the odd fens of
millions necessary to make the four columns tofal correctly have been added fo '‘all others®.
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the ownership of bonds previously issued:
non-bank subscribers readjusted their
portfolios before and during the war-loan
“‘drives’’, involving sales on the market
to which the banks provided a counterpart,
with the result that a sort of secondary
distribution of previously-issued securities
took place.

Government securities at long and
short term hefd by commercial banks in-
creased in 1943 by $18.5 milliard, $1.1 mil-
liard less than in the previous year,
while the Federal Reserve banks took
$5.3 milliard against $3.9 milliard, the
banking system as a whole thus acquir-
ing only $0.3 milliard more government
securities in 1943 than in 1942, while
non-bank investors took $9 milliard more.
The total interest-bearing debt of the
Federal Government reached $169 milliard
at the end of 1943, of which §71 milliard,
42 per ceni.,, was held by the banking
system.

The portfolio of government securities (direct and guaranteed) of all
member banks of the Federal Reserve System rose by $18.0 milliard in 1942

and by $15.4 miliard in 1943, the proportion of the member banks' participation
in all commercial bank purchases thus falling from 92 per cent. to 83 per cent.

United States: All Member Banks,
Assats Liabilities
Reserve baiances U.8. GM?:.“ r:ent u.s.
End of month sacuritie Demand|Govern-| tine | Total
Loans | ghort- | Long- deposlts| Ment |ganasits | deposits
re- excess term | term | Total demand
quired 0 ® @ . |deposits| ¢y ®
In milllons of dollars

1929 December | 6,444 | 5200 (13962 563| 13,765 14,328 | 25681 | 743 | 11,215 | 39,930
1940 June . . . | 6924 | 5,857 [13060| 797 13.925] 147221 27,877 | 711 | 11,459 | 42,090
Dacember 7411 I6.615 15,321 652 15.1'{1 15,823 } 30,429 816 | 11,687 | 46,007
1941 June . . . 7,841 5,210 |16,729 | 1,127 | 16,951 | 18078 | 32,678 619 | 11,898 | 48,076
December 9,365 | 3,085 |18,021 911 | 18,568 | 19,530 | 33,754 | 1,708 | 11,878 | 51,192
1942 June . ., | 9,943 | 2,362 [15,928| 3,381 | 20,716 | 24,008 | 36,966 | 1,724 [ 11,673 | 53,454
December | 11,120 | 1,988 |16.088| 10,648 | 26,897 | 37,546 | 42,570 | 7.923 | 12,366 | 67,277
1943 June . . . | 10,873 1,212 114,823 | 15,696 | 31,283 | 45,980 | 48,957 | 7,236 | 13,3082 | 73,465
December (11,650 | 1,236 116,288 16,431 | 36,516 | 52,048 | 52,642 | 9,444 | 14,822 | 81,707
1944 June . . . [ 11,560 | 1,306 | 18,084 | 18,694 | 41,645 | 60,339 | 51,829 | 17,634 | 16,448 | 90,373

December®| 12,600 | 1,773 18,668 . . 67,669 . . . .

() Treasury bills and certificates of indebtedness.
() Notes and bonds {direct and guaranteed) of the

* Preliminary.
Federal Government,

() Adjusted, |, e, olher than inter-bank and U.S. Government deposits and less cash ilems in process of

collectlon,

(4 Of individuals, partnerships and corporations,

) Grogs deposits exclusive of inter-bank.
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The apparent sluggishness of bank loans outstanding conceals contrary
movements: a decline in private non-war borrowing, an increased lending to
war industries and temporary fluctuations in loans on securities. These last-
mentioned loans have risen in connection with the war-loan drives, the principle
being that speculative purchases should not be financed by the banks
although long-term subscriptions might be temporarily facilitated by short-
term bank botrowing.

United States: Loans of All Commercial Banks.

Loans for war purposes (') oOth
oor. | Secuwrity | Real | guer 1 1o

Call dafes uaran- SV loans estato ioans loans
(end of menth) o teed other totat ;g':,-:s toans
L : _ © ® &)
n millions of dollars

1941 Dece!'nber ....... — 1,300 1,300 9,400 1,280 4,770 4,540 | 21,260
1942 June . . . . . 0. 80 2170 2,250 7,800 1,190 4,770 3,930 19,920

December ., . . . . . 800 2,150 2,950 6,450 1,550 4,650 3,310 18,900
1943 Jupe . . .. . v 1,430 1,820 3,250 4,950 1,800 4,550 2,830 17,390

Decamber . . . . .. A 1,910 1,590 3,500 5,750 2,340 4,440 2,790 18,840
1944 June . . . v 4 v 00 2,060 1,000 3,150 8,750 4,520 4,360 2,970 | 20,730

() Esfimafed to nearest $50 million.
{9 Guaranteed by War Department, Navy Deparfment and Maritime Commission throuph Federal Reserve banks.
(% Loans for purchasing or carrying securities. {% Mainly congsumer loans.

(%) As loans for war purposes and other commercial loans are esfimated to the nearest $50 million and other
figtglgs arf given to the nearest $10 million, the items do not necessarily add up exactly to the figures glven
in this columm.

The movement of assets other than government securifies was, however,
small on balance, and total deposits rose almost parallel with the bank
purchases of securities, $10 milliard of the increase being in demand deposits
(adjusted), with $21% milliard in time deposits; the increase in deposits during
1943 occurred largely in banks outside New York and particularly in centres
of war production and in  agricultural regions. Surveys made by the Federal
Reserve System regarding the ownership of demand deposits have shown
that, although more than half of the dollar increase since 1941 has gone to
domestic business, proportionately the largest expansion has taken place in
personal deposits. And, although information regarding time deposits and

) currency in circulation is
United States: OCwnership of Demand Deposits. scanty, there is reason to
- believe that individuals

Pec. July. Increase Id mos 656 as-

All member banks | 1941 | 1944 | 1941-44 hold most of these as

: sets, business holdings

in milifards of dollars | per cent, . .
being relatively small.

Pomestic business. . . 26.0 374 12.4 50
Personal . . . ... .. 10.0 18.6 886 as

All others ) . . . . .. 2.6 36 1.0 38 Total reserve ba-

Total. . .| 376 55.6 230 59 lances of member banks

(the *‘required’’ reserves

() Corporate business enterprises held $20.1 milliard, nearly four-fifths of plus the *excess’ above
all business demand deposits in July 1944; the remainder, $8.3 miltiard, . .
was held by non-corporate businesses. - legal reqmrements),whlch

{% Including non-profit erganisations, trust funds of banks and deposits of .
foreigne?s. P ¢ d had expanded with the
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gold influx up to the end of 1940, when they attained their maximum at about
$14 milliard, have shown some fluctuations with a certain tendency to decline
since 1941, when the growth of the gold stock ceased, while currency con-
tinued to be withdrawn from the banks: but total reserves in June 1944 were
still nearly $13 milliard. With the large purchases of government securities
by the banks and the accompanying expansion of their deposits, the legally
required reserves have been rising and, notwithstanding some relief measures,
excess reserves fell below $1.0 milliard early in 1944, The pressure on reserves
was strongest in the Reserve cities, especially New York, partly because a large
' proportion of govern-
ment borrowing was

United States: Member Banks' Excess Reserves.

; Weekly averages of daily figures, in millichs of dollars, done in the important
8000 80001 financial centres while
moulﬁ@ \ ' il member banks ‘7000 heavy Treasury out-pay-
i /V‘ﬂ] ] ments were made to
6000 (, i 6000 war industries located
5000 so0a 0 other parts of. the
. // ] ] country, and partly be-
4000 — | -New{urk City 14000  cause foreign banks and
i ol , :
000 ————— A se0 | 9OVEMmMents  accumu
TW\ | AN \\( m - lated funds on a large
2600 'VAL‘ H,*"_,,f'l YR i 2000 | scale at the Federal
L Wy _ )
moo“‘.’};‘ |l g . o ,\‘ A A tioo Reserve Bank of New
N eV, /"j&f”f J York (these funds being
W Mr‘ laalis WY . - 1]

oW W7 199 1030 D001 19wz 1943 1944 turned increasingly into
gold); in this way they

were withdrawn from
the market, Indeed, member banks in New York (and, fo a lesser degree, in
the other Reserve cities) were without any appreciable excess reserves from
the summer of 1943 onwards.

An important alleviation was introduced by an amendment to the Federal
Reserve Act, effective from 13th April 1943, exempting government deposits at
member banks (built up by the proceeds of war-loan drives) from reserve
requirements; the degree of such alleviation naturally varied with the amount
of these deposits, some $9% milliard at the end of 1943, so that the relief to
reserve requirements would amount to “at least’’ $1%% milliard for that year.
Since, at the time of war-loan drives, deposits were shifted from private
accounts requiring reserves to government war-loan accounts requiring nane,
the reserve position of the banks was suddenly eased, a factor of im-
portance In that it caused the banks to become willing purchasers of govern-
ment securities on the market.

Nevertheless, the reserve position of the banks has been acute, necessitat-
ing Reserve bank intervention. As regards open-market operations, Federal
Reserve policy has been based on two princlpal considerations since the war:
(a} maintenance of stability in the government security market and (b} main-
tenance of adequate reserves in member banks to assure the success of war
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financing. Although inter-connected, these two objectives principally affect the
Reserve System's holdings of long and short-term securities respectively.

In 1943 stabilising operations on the market for long-term government
bonds generally took the form of sales of securities, and in all $1.8 miiliard
odd of government obligations were sold, approximately the same amount
as had been bought in the previous year. At the same time the Reserve
banks increased their holdings of short-term government securities by
$7.2 milliard, so that their total holdings of government securities rose by
$5.4 milliard in 1943 against $3.9 milliard in the previous year. In 1944, the same
tendencies were to be observed: the Reserve banks’ tofal holdings of govern-
ment securities rose by $ 7.3 milliard, of which § 6.8 milliard was at short term,

United States: Federal Reserve Banks.

Assets Liabtlities
Government security holdings Total |Resarve balances)
; Reserve M'T::e"
Yearly short-term Bank Federal| circula-
. credit |Member| of ;
and quarterly carti- Y A Reserve| tion
long- * out« | banks' | which
derm | Trea- | ficates Total | ctand. | total | excess | "O%*
sury of total
bills |indebt- ing |reserves|reserves )
O edness @ 5]
in mlllions of dollars
Totals outstanding

1939 Decamber . . . | 2,484 — - — 2,484 | 2,593|11,653| 5,209 | 4,959 7,598

1940 . ... | 2,184 - — — 2,184} 227414026 | 6615 590311 8,732

1941 . e | 2,244 10 — 10] 2,254 2,361 |12,450| 3,085 | 8,192 11,160

1942 " L. | 4138 | 1,010 | 1,041 | 2,051 6,189 6679 |13,117 | 1,988 (12,193 | 15410

1843 " ... 2,307 | 6,768 | 2,467 | 9,236 (11,543 | 12,239 /12,886 | 1,236 | 16,906 | 20,449

1944 March . . . . . 2613 | 6,532 | 2970 | 9,503 12,115 12,5671 | 11,889 512 | 17,6691 21,1156
dune. . .. .. 2,647 | B,872 | 3,282 (12,254 | 14,901 | 15,2721 12,866 | 1,306 | 18,899 | 22,504
September. . . | 2,311 [10,783 | 3,559 | 14,342 | 16,653 | 17,113 | 13,548 | 1,035 | 20,215 | 23,794
December . . . | 2,812 11,148 | 4,887 | 165,035 18,847 | 19,745 | 14,373 | 1,773 | 21,731 | 25,307

Annual increases {4+) or decreases {—)
1939, . . ... |4+ 4B6|— 866| — |- 686|— BO|—  8|+2,929(42,004j+ S507|+ T42
1840, .. ... — 30| — - — |— 300|—- 319|+42,372]{+1,406]+ 972|+1,194
14, . ... + 60|+ 10| — [+ 10|+ TO|+ B7|—1,575]—3,530(+2,261]+2,428
1942, ... .. +1,894| +1,000|+1,041| +2,041| +3,0241 +4,218| + 667]|—1,007|+4,001] 14,250
1943, , ., .. —1,831|+5,750 ] +-1,426| £ 7,185 +5,354 | + 5,561 |— 231|— 752|+4,713]+5,039
1944, . . .., + 605|44,380+2,420|+6,799|+7,304| +7,506| + 1,487 |+ §37|+4,825[+4,858

Quarterly increases (+) or decreases {—}

1942 Jan.-March . , Ol— 10 — [— 10]— 19|~ 6|+ 124}— 12 |+ 442|4 406
April-June. . . 14+ 91|34 243;+ 66)4 30|+ 401 |+ 420|— 269)— 711 |+ 742|+ 817
duly-Sept. . . . [+  Ti|[+ 413|+ 438|+ 851|+ 922(+ 992|— 713|— 672 |41,282]|+1,320
Oct-Dec. . . . |+%,731|+ 353+ 837|+ 8990|+2,621|42,005|+1,525) - 208 |+1,535]| +1,707

1943 Jan-March . . |-—1,185{4-1,077— 191 |+ 8985|— 270|— 487|— 358(— 470 [+ S65|4+ B840
April-June. . . |— 68B[+1,729|+ 242|4-1,971;+1,283(+1,384|— &75|— 306 [+1,114|/ 41,171
July-Sept. . . . |— T74(+1,535|+ 256|4+1,79114-1,717| +1.808|— 220|+ 472 |+1,304]| 11,423
Qct-Dec. .. .|+ 86 +1,41841,120) +2,538( +2,624 | 1-2,855 +1,022{— 448 [ +,640) + 1,605

1944 Jan-March , . |4+ 305{— 236|+ 503(+ 267|4 s572(+ 331|— 997|— 724 |+ 653[+ 666
AprilJune. . . |+ 34(+2340|+ 412|42,752| +2,786|4+2,701 |+ 976+ 794 |+1,340| +1,389
July-Sept. . . . |— 336(+1,911|+ 177{+2,088|+1,752| +1,841 |+ 682{— 271 |+1,316| 41,290
Oct-Dec. .., |+ 501|+ 365]+1,328|+1,693|+2,194|+2,632| 3 B25|+ 738 |+1,516]+1,513

{" Treasury honds (direct and guaranfeed) and Treasury noles. )
¢} Including certain minor items besides the government securiiy holdings as indicated.

¥ This is not wholly a Reserve bank item: total money in circulation besides its chief constituent, Federal
Reserve notes, also includes Treaswry currency, i. e. principally silver currency and subsidiary coin.
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The method of acquiring government securities has. been subject fo an
important modification since, in 1942, the Reserve banks agreed to purchase
all Treasury bills offered to them at the fixed rate of 3/, per cent. (the rate at
which the bills have been issued), and, moreover, initiated the practice of
standing ready to purchase such bills under a repurchase option. Thus, the
Treasury bili holdings of the banks, being provided with a sure buyer at a fixed
price, became practically the equivalent of reserve funds or ‘‘as good as cash".

With excess reserves al-
most exhausted (and unequally
distributed), member banks

United States Federal Rese'rve Banks
analysis of Treasury bill holding.

Under - .again began to turn fo the
repurchase Other Total
End of month agreement Reserve banks for funds as
o @ & they had done before 1932
In_mlllions of dollars (when excess reserves first

1942 March , . — — —_ i
March +voeee . Py 243 became an. |m_.porte.mt factor),
September 207 :;g Ie;sg although this time in a greatly
December 578 0 g .

1043 March . o . 240 46 2,086 modified form, wdhc:\ut cost to-
June . ... ... 2,3;3 1.032 3.31!15 themselves and without the
September . . . . . . 4,2 11 5,35 . L
Devamber | 1T 3845 2923 6.768 necessity of showing indebted-

1944 March .. ... ... 3308 | 3134 | es32 ness in their balance sheets,”
JUne . v e 3,655 5,217 8,872
September . . . . .. 4,829 5,954 10,753 . .
December . ., . ... 3,984 7.164 11,148 The figures showing the

© faiosat oid, b, he ek, bats, 1 19 Feos Rses | RoSeTVe  banks” acquisitions
always, repurchased; indeed, 2 considerable proportion have re- O tg‘;";’;"j’,}‘ Se,f”{:'ejm y
O it e S it Kot e e banks' 1d 1o, the
(3) The total held by the Federal Reserve banks constitufes a
high proportion of the total outstanding, e.g. at the end of market, being only the “newly

December 1944 some BB per cent. of the fotal of $16 428 million.,

_ _ created’’ part of Reserve bank
credit. In addition, the decline which occurred in excess reserves corresponds
to a utilisation of Reserve bank credit '‘previously created’’, while at least a
further $1.5 milliard was released in 1943 by the new legislation exempting
government ‘‘war-loan’’ deposits from reserve requirements. The real utilisation
of Reserve bank credit by the banks was thus over $7.8 milliard in 1943
against $6.6 milliard in 1942 and $2.4 milliard in 1941,

The continuous extension of credit by the Federal Reserve System
as a necessary element in war financing, combined with a certain decline in
gold stocks, has led to some spectacular changes in the reserve position and in
cerfain other relationships which had become familiar. It is nevertheless
surprising to find fears expressed as to a coming “shortage of gold"”,
considering that the United States possesses nearly sixty per cent. of the
world’s monetary gold stock. But, in the spring of 1944, for the first time
in ten years, the U.S. gold reserves fell below the volume of moeney in
() Direct borrowing of member banks at the Federal Reserve banks, by wasyu of discounts and advances, was

at its highest in 1928 and 1929, when it slightly exceeded $1,000 milllon. ch borrowing has been negligible
in recent years: only $5 million was outstanding at the end of 1943 and $49 million at tha end of September 1944.

{*) For details of earlier years see table in thirteenth Annual Report, page 272. In 1944, besides the creation of
new Reserve bank credit, there was a further net easing of member bank reserves as government “‘war-loan’
deposits rose from $9.9 to 20,3 milliard dusing the year,
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circulation (though this in itself has no legal or other significance); and, by
the end of the year, the Federal Reserve ratio declined to below 50 per cent.,
against 90 per cent. in the spring of 1942,

United States Gold Reserves etc.

U'sst.arir:tai‘zgw Federal Reserve banks only
Excess . hier
of gold Sight labilities Fedaral R .
Money | stock Reserve P ufr-
End of monih Gold in over rec!is::ges ratio qu:;f;i plus
stock |circula-| money | note de- as pub-| 2 gotkd
tion in |circula-| posits { total | visheq |TESETVeS
circuta-| tion )
tion Q)] 4] & ] &
in milions of dellars per cent.| in millions of §
1939 December . . | 17,644 7,588 |10,046| 4,958 12941 {17,200 15524 | 86.7 6,513 9,011
1940 1 .. 121,995 B8,732]13,263| 5,931 | 16,127 | 22,088 | 20,036 | %0.8 8,017 {12,019
1941 " . 122,737 MEG | 11,577 8,192 (14,678 | 22,870 20,764 | 0.8 | 8,414 | 12,350
18942 " L. (22,726 15410 T,I16 (12,183 | 15,194 | 27,387 | 20808 | 76.3 [ 10,195 10,713
1943 " .. | 21,8381 20,449 1,489 | 16,806 | 15,181 | 32,087 | 20,096 | 62.6 | 12,076 8,020
1944 March , ... |21,600|21,115 485 | 17,560 | 14,478 32,037 | 19,736 | s7.6 | 12,091 | 7,645
dune . . ... 21,214 | 22,295 |--1,08% | 18,899 | 15,386 | 34,285 | 19,287 | 56.3 | 12,945 | 6,342
September . . | 20,825 | 23,794 |—2,969 | 20,215 | 15,508 | 35,724 | 18,915 | s52.9 [13514| 5,40t
December . . | 20,619 | 25307 |—4,688 21,731 | 16,411 | 38,142 { 18,687 29.0 | 14,436 | 4,251

{1 The bulk of this item congists of the member—bank reserve balances, .

(’) Gold certificates plus other “lawful money’ of about $300 mililon up to 1942, since when 1here has been
an Increase, to nearly $840 miliion in December 1944,

(3} Total reserves caleulated as a percentadga of total slght liahilities. This is 1he ralie for ihe fwelve Reserve
hanks taken together, there being wide diferences between the various banks individually: on 20th December
1943 the average for all the banks was 623 per cent,; individual ratios ranged from as much as 72.3 per cent.
for Chicago down to 502 per cent. far Dallas. Presumably gold toans could be arranged between thevarious
Reserve hanks to smooth out any ditferences if that became necessary

1) 40 per cent. of Federal Reserve noles plus 35 per cent. of total deposits This figure includes a small
amount of “lawful’ money", see under note (% above.

%} This is the excess of "lofaf gold reserves” over “required pold reserves™,

The Federal Reserve Act of 1913 required each of the twelve Reserve banks
to maintain a reserve of 40 per cent. in gold against Federal Reserve notes in
circulation, and 35 per cent. in "lawful money” (consisting of gold and certain
forms of currency) against deposit liabilities, and provided a graduated tax on
deficiencies in these reserves. The regulations were modified in 1933, when it
hecame permissible, under special conditions, to suspend the existing reserve
requirements without tax penalty; and in 1934, when the total gold stock was
transferred to the Treasury, gold certificates being substituted for gold at the
Reserve banks; further, in 1942, legislation was passed allowing Federal govern-
ment securities to be utilised in place of gold for the “duration of the war".
For convenience, the Reserve banks show a combined ratic of reserves (almost
entirely gold certificates) against the total of Federal Reserve notes and deposit
liabilities. Actually, this ratio varies fairly widely amongst the twelve banks, ranging,
at the end of 1943, from 72 per cent. in Chicago to 50 per cent. in Dallas;

e “Federal Reserve ratio’' as-published and as given in the table is thus a
combined figure for all twelve banks, and it is this percentage which has been

reduced by nearly one-half since the United States became involved in the war.

Another way of measuring the “‘elbow room’ available to the Federal
Reserve banks is to calculate the reserves required by law to be held against
notes and deposits and to subfract this from the total reserves actually held,
thus showing the *surplus gold'' available, as in the above table. This surplus
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(which was only $1.6 milliard in 1933) rose during the period of gold influx
to $12.4 milliard at the end of 1941 but had fallen to $4.3 milliard at the end
of 1944; even allowing for the rapid rate of decrease prevailing in 1944, the
surplus gold would, however, suffice for the whole of the year 1945. There is
thus no immediate reason for anxiety, especially since ample holdings of
government securities are available to fill any conceivable gap during the war
period. Should the question of reserves become acute when the special war
dispensation lapses, or should it be decided to move in advance of that
eventuality, it would be possible, on the basis of existing provisions, to issue
other currency, e.g. silver certificates, besides Federal Reserve notes, or to
reduce the legal reserve requirements of the member banks, or to substitute
for gold some other form of lawful money, e.g. silver certificates or Federal
Reserve notes, to cover the 35 per cent. reserve requirements for deposits.
But a simpler and more straightforward course would be again to amend the
‘Federal Reserve Act in order to ease the reserve regulations, as has heen
done almost invariably in other countries, either by new legal enactments
or by suspensions for longer or shorter periods.

On the surface there is little to report regarding interest rates, which
showed a marked stability during 1943 and 1944. The average yield of partially-
tax-exempt U.S. government bonds at fifteen years and over was 1.92 per cent.

in the first three quarters of 1944 against

United States 1.98 per cent. in 1943 and 2.09 per cent.
Reserve Bank Credit and related items, in 1942; on the short-term market Federal
“ in milliards of dollars. o Reserve rates were unchanged and other
i GoldLMC“plls P2 rates were rigid with hardly a fiicker of
30 Resemﬂlhgmnﬁtﬂ 3 movement, the dominating influence being
3 e - i the issue of three-month Treasury bills
oy — 95;"_‘m--_ 10 at 3/; per cent., coupled with the Federal
F;/ \ s Reserve purchase rate at the same level.
10 “3—55%?.3}"!"' 10 Perhaps of some significance was the
- A - slight stiffgning-_of rates for commercial
0 didulalylubalulbal lalbudnlbatudulududd g loans granted by member banks from an
w5 1 ] = ! a?qz ] 43 I m; N average of 2.61 per cent. in 1942 to 2.72
| e | per cent. in 1963
-ﬂw,.n". i But beneath the surface great dynamic
20— »“"r;;mwbanhs, — 20 forces were at work. Thus, the previous
ot L reserves o, extreme liquidity of the money market,
10 e ] ! ',——-le 10 produced by the huge gold influx and
”""eﬁ"ci"“"’”i’" . characterised by disproportionate excess
ol bbibalaalindy | roserves, disappeared; and the Reserve
v banks again came into real contact with

o the market, as member banks sought
accommodation by the use of Treasury bhilis. On the other hand, there was a
further large expansion of money in circulation and of the other liguid assets
held by the public, as is described in a later section of this chapter,

* #*
+*
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From the last complete year of peace, 1938-39, up.to 1943-44 total govern-
ment expenditure in the United Kingdom rose by more than five times from
under £1,100 million to nearly £5,800 million; in the same period current revenue
expanded by more than three times from under £1,000 million to over £3,000 mil-
lion. A striking fact is that in the four years 1940-4t1 to 1943-44 revenue
rose almost parallel with expenditure, so that the budget deficit, at around
£2,500-2,800 million, showed a comparatively narrow range of variation with a
slowing-down in the annual increases of both revenue and expenditure as the
war effort atfained its maximum. If the Canadian contribution of £225 million be
excluded from the accounts in 1942-43, the rise in current revenue has heen
remarkably even; the yield of taxation was up by £600 million in 1941-42, £520 mil-
lion in 1942-43 and £465 million in the year 1943-44. In spite of the introduction
of a purchase tax during the war, the proportion of direct taxation has notably

United Kingdom Budget Accounts,®

Current revenue Expenditure
. War | Net
Y::crlly Taxa. | Other Supply Services Debt Deficit |Damage|borrow-
current i Act in
quarterty tion " Total war civit total service . Total 9
@ & * ® ® 0 ®
in millions of £ sterling
Finaﬁcial years (1 )
1938-39., . .. 8561 3 027 400 | 424 824 | 231 | 1,055 128 — 128
193940, . . . | 1,017 32 [ 1,048 [ 1,141 | 429 | 1,570 | 240 [ 1,810 61| 761
1940-41 . . . . | 1,359 50 | 1,409 | 3,220 | 417 | 3,637 | 230 | 3,867 | 2,458 —_ 2,458
t94t-42 . ., . {1,962 | 112 2074|4085 | 417 | 4,502 | 274 | 4,775 | 2,702 20 | 2,681
194243, . . .| 2,483 | 337 [2820| 4,840 | 456 | 5296 | 327 | 5623 | 2,803 — 2,803
194344, . . . | 2,948 91 | 3,039 | 4950 458 | 5408 | 381 | 5,788 2,749 — 2,749
Calendar years ’ '
1939. ,.... 950 31 oat . . 1,243 | 240 | t,483 502 — 502
19240, ... .. 1,217 40 | 1,257 | - - . 3,086 | 247 | 3,333 | 2,076 — 2,076
1947, . ..., 1,785 93 | 1,878 . . 4,401 | 254 | 4,655 | 2,777 32 | 2,745
ied42, . . .. 2,263 | 356 | 2619 - . 5029 | 306 | 5335|2716 | —12 | 2,728
|43, ... .. 2,804 87 | 2891 . . 5,438 | 356 | 5794 [ 2,903 g | 2,895
1944 ., . . .. 3,085 96 | 3,192 . . 5600 | 409 [6010 | 2818 | — 8 | 2826
Quarterly ' ’

1243 Jan.-March | 1,024 20 | 1,053 . . 1,505 63 | 1,568 512 — 514
Aptil-June 524 13 537 . . 1,307 | 100 | 1,407 868 — 968
July-Sept. 651 31 682 . . 1,302 92 | 1,393 714 13 701
Oct.-Dec. 585 23 618 . . 1,324 | 102 | 1,426 807 | — 4 812

1244 Jan-March | 1,178 23 | 1,208 ' . 1474 88 | 1,562 361 |— 8 369
April-June 584 17 &1 . . 1,315 | 106 | 1,421 a19 — 819
July-Sept. 704 30 34 . -- 1,407 | 116 | 1,524 790 12 178
Qct.-Dec. 630 25 655 - . 1,403 89 {1,503 848 | —1t 859

(*) On cash basis and excluding seli-balancing items, sinking fund and lend-lease aid from the United States;
the Canadian coniribution is included In the financtal year 1942-43 and calendar year 1942, ’

@ Inland revenue, customs and excise, and motar-vehicle duties,

&) Miscellaneous receipts (from ihe profits of the Bank of England and Exchange Equalisstion Account, etc.)
plus net receipts of the Post Office and other sundry revenue. In the calendar year 1942 and financial

sar 1942-43 the Canadian contribution of £228 million is also inctluded.

[&] “I"otals are available only for financial years. For 1938-39 and 1939-40: Navy, Army, Ordnance and Alr voles,
civil defance and issues out of defence loans, plug vote of credit for 1939-40, For 1840-41 onwards no
details are available but totals are given as issugs under votes of credit. In error the whole of the supply
services were included under this heading In the thirteenth Annual Repart,

{5} Totals are available only for financial years; Civil expenditure plus Roads and Revenue departments.

(&) Total suppl}r servites (excluding Post Office).

. 1) The cost of interest and management of the public debt plus other consolidated fund sarvices.

{9 Net excess of contributions or-of out-payments {—) under the War Damage Act, These contributions,
alihcugh very similar In effect to taxatlon, are accounted outside the budget; but, when paymenis are made,
they are eniered under expenditure in the budget and an amount sufficient to cover them is taken into
“miscellanagus receipts’ from the War Damage Accounts. Only the net amounls are shown in this column.

{ Financlal years ended 315t March.
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increased, from 56 per cent. in 1938-39 1o 63 per cent. in 194344, In this
period the yield of income tax rose from £340 million to £1,180 million, while
the “‘excess profits tax™, introduced in 1939-40, gave as much as £470 million
in 1943-44; these two taxes together thus accounted for nearly two-thirds of
the increase of £2,050 million in fotal taxation receipts during the five vears.

The figures for expenditure are more difficult to interpret owing to the
incidence of overseas factors. In 1939-40 and 1940-41, all supplies obtained
from the United States were paid for in cash, and cash payments continued
to a large extent in 1941-42; all such payments, as well as those fo overseas
countries, e.g., Canada, were naturally included as expenditure in the budget.
- Supplies obtained from the United States under lend-lease procedure, of in-
creasing importance since 1941-42, have not been accounted for in the British
budget; British expenditure, however, includes the growing reverse lend-lease
granted to the United States as well as the assistance given to the U.S.S.R. and
mutual aid to other countries. Purchases from Canada were first made for cash
and included as expenditure in the British budget; when, in the year 1942-43,
Canada made a ‘'free gift'” of Can. $1,000 million, this was accounted for in
the British budget as £225 million in the current revenue, with a corresponding
amount in expenditure; but since March 1943, when Canada furnished mutual
aid to the United Nations generally, the aid given to the United Kingdom
_has been omitted from both sides of the British budget; British expenditure
for 1943-44 was further reduced by the Canadian Government's payments to
Canadian personnel in the United Kingdom. (Some indications of the cost to
the British budget of aid given to the U.S8.8.R., reverse lend-lease to the
United States and mutual aid to other countries are to be found in Chapter |V
of this Report)

Expenditure for civilian purposes has increased but little during the war
in spite of higher salaries and wages; and the rise in the debt service has
been less than the increase in the total debt: the average cost of the debt
service fell from 2.66 per cent. in 193839 to the low figure of 1.83 per
" cent. in 1941-42, rising slightly to 1.86 per cent. in 1943-44. Two items of ex-
penditure have shown an exceptional rate of expansion due directly to the
war and wartime policy. '

United Kingdom Pay and allowances of the armed forces
Budget Expenditure details.? {on land, at sea and in the air) have grown
with the size of the forces engaged, while

Calendar | Army pay(®| Subsidies subsidies have been granted to keep down
years T millions of £ sterlin rices of necessities, in order to limit the
g .
1038 o s rise in living costs (thus also in the general
1939 127 20 level of wages) and, indeed, the total amount
1940 388 70
1941 P 140 spent for war purposes.
1942 861 178 . .
1943 1,086 190 The flattening-out of war expenditure in

(") Frem the budget White Paper of 844, 194 may be shown b)‘ comparing the

" ) Pay and allowances {in cash and kind) of ¢uarterly figures for the total supply ser-
members of H.M. Forces and Auxiliary s . . )
Services. vices with the previous year; for the sake of
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“United Kingdom: Supply Services quarterly truer comparison, the

expenditure, Canadian contribution
has been deducted
P erease from the figures for
Quarterly figures or decrease (—) ]
1942-43 *| 1943-34 | 1944-45 - .
in compared with 1942431 194943, Later, in
financial years 1943-44 | 1944-45

194445, the supply

in millions of £ sterling

services expenditure
April-dune . ., .| 1,100 1,307 1,915 +207 | +215 : :
| July-September. . 1,172 1,302 1,407 + 130 + 235 rose again, reﬁectlng
Octobar-December| 1,204 1,324 1,403 + 30 109 inter alia the removal
January-March , . 1,605 1474 . — 31 f
_of geoods from the
* Omitling expenditure equivalent to the Canadian contributlon, lend-lease list,

The financing of the budget deficit through borrowing is analysed in the
following table.

United Kingdom: Government Borrowing.

Long and middle-term Short-term
Ways Total
Yearly Trea-
. “ and . Tax- horrow.
q u:?tgrly isr:;s Market doetbht?.r Total | means 1;':; d::orgit reserve | Total ing
issues | |58ves ad- | s [ pe. | corti-
vances caipts ficates
'} @& ® ) (G @
in millions of £ sterling
Financial vears (5
1939-39 . . . —4 80 — 49 5 G4 — — 79 128
1938-40 . . . 109 99 1 192 34 535 —_ — 568 761
1940-41 , , . 449 667 as | 1,134 141 784 430 -— t,324 | 2,458
194142 . . . o287 841 119 1,50 23 409 &7 192 &90 2,681
1942-43 . . . 772 780 216 | 1,768 94 218 473 252 | 1,036 | 2,804
1943-44 . ., . 763 | 1,029 3| 1,798 105 310 421 118 a55 | 2,749
Calendar ﬁears
1939 37 4] 0 3 14 484 —_ — 498 502
339 638 28 9as T 682 338 — 1,01 2,076
a14 816 118 | 1,744 116 395 474 17 { 1,001 2,745
845 B80S 221 | 1,857 | —23 266 155 453 871 | 2,728
877 917 7| 1,799 203 282 434 177 § 1,086 | 2,805
696 721 —3 | 1,414 215 691 304 113 | 1,413 | 2,828
Quarteriy
1843 Jan~March] 282 179 3 473 60 & 3| —27 41 514
April=June an 330 2 641 10 189 | — 44 kil 227 868
July-Sept, 155 279 2 433 | —40 50 189 69 268 701
Qct-Dec, 128 129 —1 253 173 36 2086 64 559 812
1944 Jan.-March| 168 201 0 469 | -39 34 | — 1t —B5 1 —100 369
April-Juns 3 27 0 335 73 387 | -39 63 A88 819
July-Sept. 135 190 1 321 4 150 21 62 457 778
Oct.-Dec, 82 213 —4 288 176 111 213 73 572 860
Total debt outstanding .
end of March 1930 382 | 5,829 — 6,211 28 B892 — —_ 920 | 7,13
woe e 129441 3,464 | 9,227 374 |13,065 395 3,148 1,380 562 5,495 [18,560(%

) Including direct exterriai borrowing. {%) Net, i.e. less sinking funds and amortisations.
*} From Bank of England and from government departments.
*} Including small movements of Treasury balances. @) Financial years ended 315t March.

() Excluding the old “'war debf'' of £1,032 million to the United States (as a counterpart to which U. K. inter-
gavernmental loans of £3,229 million are outstanding since 1914«18).,  Accrued interest on National Savings
certificates is also exciuded.
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The table shows a regular development: the deficit financed by borrowing
has remained fairly stable during four financial years, and for the last three
of those years two-thirds of the total borrowed was at long and middle term.
In 194344 the ‘‘savings issues' (i.e. non-marketable National Savings certifi-
cates, Defence bonds and Savings bonds) produced about the same amount

as in the previous year, but

U. K. Government Borrowing market loans (essentially National
‘August 1939-December 1944.* ~War_ bonds) for the first time
e brought in somewhat more than
Sources of borrowing Millions of £1,000 miilion. ‘““Other debt",
— kb which since the war has been
Smalfsavings . . .. ... ... . ... 3,033 contracted chiefly by direct
Other non-official sources: . .
Long and middle term (public issues) . 4,608 external borrowmg, gave a net
Tyeasury bills and deposit reseipts . . 4,347 amount of only £3 million in
 Tax reserve certificates . . .. .. ... 750 4344 havi b .
Extra-budgstary official funds. . . . .. .. 818 19 ,'repay'ments aving been
External borrowing and “other dabl”, . . . 408 made, |nclud|ng part of the
Total. . . 13,975 foan granted in 1941 by the

. o Be e Ch U. S. Recenstruction Finance
As given by ihe ancel{or of the Exchequer in the House .
of Commons on 16th January 1945, a Corporation. Of the short-term

borrowing in 1943-44 more than
one-half was again provided by the issue of Treasury deposit receipts to
the banks and tax certificates to the public, both non-marketable securities.
From the beginning of the war up to the end of 1944 total borrowing attained
nearly £14,000° million, covered from the sources shown in the accompanying
tabie.

The table on the following page gives in two different forms an analysis
of the manner in which the budget deficit for the years up to 1943 was
covered, the figures being taken from the rich material in the White Paper
accompanying the budget in 1944,

As shown in the upper half of the table, the total financed by borrowing
attained for the four years 1940-43 some £10,540 million, of which £2,840 million
went to cover the deficit in the balance of payments ('‘overseas disinvestment’’),
the remaining £7,700 million representing the amount “"domestically financed’. But,
as may be seen from the lower half of the table, the total of ‘‘public borrow-
ing at home” was £9,600 million, the difference of £1,900 million between this
figure and the amount ‘'domestically financed" giving some idea of the sterling
funds accumulated by overseas countries, The greater part of this difference
is to be found in the expansion of £1,000 million in Treasury bills issued to
other than official quarters; since the clearing banks reduced their holdings
of Treasury bills by £200 million in the same period, however, it would appear
that overseas banks and governments took up perhaps up to £1,200 million
in all. A part of the remaining overseas disinvestment is to be found
in direct external borrowing (from the Reconstruction Finance Corporation
and the Canadian Government) of £237 million (net); a further part is
made up by the movements in ‘‘other extra-budgetary receipts”, in which
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United Kingdom: Sources of Finance covering Budget Deficit.”

Tetals
Calendar years 1840 1941 1942 1943 1940-43
_ in millions of £ sterling
Surpluses of extra-budgetary funas and local

authorittes () ., . ., . b e e e 189 220 223 191 az23
War risk compensation {8 . .. .... ... . 35 219 154 136 545
Private savings (0 . . . . . . . ... ... ... 1,210 1,472 1,614 1,749 6,045
Residue (. . . .. ...« e .. — 109 B2 140 175 268
Total “domestically financed™ , ., . , . . ... 1,326 1,993 2,131 2,251 7,701
Ovarseas disinvestment . . . . . .. ... ... 56 T 635 655 2843
Taotal deficit covered by horrowing (% . .., . . 2,082 2,790 2,766 2,906 10,544
Extra-budgetary funds () . . . . .. ... ... 38 81 96 93 aoe
Other extra-budgetary receipts ). , . . ., ., . 516 T2 — 58 — 1565 L3718
Direct external borrowing® . . . . ... ... : — BT 161 — 1 237
Sundryitems (9, . . .. ... 0. —8 .8 1 16 17
Total financed through government agencies . 546 248 200 - &7 837
Small savings (M , . . ..« . ... o0 466 &02 800 719 2,587
Other public loans (net} . . . . . .. ..... 553 1,020 1,037 1,050 3,660
Tax-resetve certificates . . . . .. ... .. .. — 7 453 177 847
Bank of England (). . . . .., ..., .. ., 50 150 170 150 520
Banks-deposit receipts O . . . . . ... ... 238 A4T4 155 434 1,401
Treasury bills 09 . . . . .. .. .. .. L. 129 278 151 433 £92
Total public borrowing *‘at home"” , , . . ., 1,836 2,542 2 566 2,963 9,607
Total deficit covered hy borrowfng B ... 2,082 2,790 2,766 2,906 ) 10,544

(") Tables adapted from budget White Paper of 1944,

(% Exctuding the Exchange Equalisation Account, changes in which are included under overseas disfnvestment
(3) Compensation received under war risk insurance schemes etc. {9 Including reserves against taxation.
() Residue of central government expenditure not covered by ather sources of finance shown in the table.

(%) This is the deficit for the calendar year as shown in the previous table {with minor adjustments}.

(M Unemployment Fund, Natienal Health Fund and Local Loans Fund,

() Exchange Equalisation Account, war risk insurance and certain War Damage Act receipts plus the small
changes in the Exchequer balance,

() Reconstruction Finance Corporation lean (nil, £87, 4 and —7 milllon respectively in the four years) and
Canadian Government interest-free loan (nil, nil, £157 and —4 million respectively).

(% Receipts from capital transactions, sinking funds and net “other expenditure™.

(') Post Office and Trustee Savings Banks, Mational Savings cerlificates (including increase of accrued interest)
and Defence bonds. It was announced in November 1943 that there were about 17 million holders of savings
certificates and 21 millien depositors in the Post Office Savings Bank; enrolled members of the savmgs
movement had increazed from about 1% million before the war to 1314 mitiion.

) The increase in the fiduciary Issue {the contribution of the Issue Department only).
() The increase in Treasury deposit receipts subscribed by the banks.

(M) The increase_in Treasury bills held outside government departments and Bank ways and means. This
includes all Treasury bills held outside British official quarters; it applies chiefly to banks and includes in
particular Treasury hills taken up by sterling area countries,

the preponderant element has probably heen the Exchange Equalisation
Account.*

In 1940 the Exchange Equalisation Account sold dollars and gold fo the
British Treasury, chiefly to cover ‘‘cash-and-carry’’ purchases in the United
States, and was paid in Treasury bills (or other government securities), the
public debt rising correspondingly. By 1943 lend-lease aid and the personal
expenditure of Amaerican troops in the Empire had had the effect of relieving
the dollar section of the British balance of payments (but not the total balance,
since overseas disinvestment remained high}, and the Exchange Equalisation

* See note on opposite page.
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Accounf was in a position to acquire dollars, To provide the sterling counter-
part of these dollar acquisitions, Treasury bills would appear to have been
sold on the market, the proceeds being accounted for under '‘other extra-
budgetary receipts’’ (the Exchange Equalisation Account), According fo the table
on the opposite page the issue of Treasury bills to the public amounted to
£433 million in 1943, while in the same year the increase in the total of
Treasury bills outstanding was only £282 million, as shown by the table
on page 182. A similar analysis for 1944 is not yet available, but the large
issues of Treasury bills, particularly in the period before the invasion of the
Continent, appears to indicate further acquisitions of dollars by the Exchange
Equalisation Account from the personal expenditure of American troops; as
the Treasury bill holdings of the clearing banks show no comparable expan-
sion, the bulk of the new bills was probably taken up by overseas central
banks as an investment for their increasing sterling balances.

The table on the opposite page shows only that part of the contribution of
the Bank of England, which takes the form of an increase in the ‘‘fiduciary
issue” during the calendar year. While the Issue Department of the Bank
"“issues'’ notes for the full amount of the fiduciary issue, notes not actually
in circulation are held in the Banking Department, and constitute the '‘reserve"
of notes, generally averaging some £30-40 million in recent years, The actual
call on central-bank credit must, however, also fake into acceunt the acquisitions
of government securities by the Banking Department; the total increase in the
holdings of government securities during the four years to December 1943
was £660 million, against an increase of £520 million in the fiduciary issue,
some £140 million being taken by the Banking Department. A consclidated
return of the two departments is .given on the following page.

* On the ather hand, of the "extra-budgetar%” funds which invest fheir surpluses in government securilies,
the most important at the present time i 1he Unemployment Fund,

United Kingdom: Unemployment Fund, General Account.

Annual accounts (z:atapelr::li ;c::'?:.l:t
Receipts Payments
Year
ended June contributions from . Annual | Gross |Treasury] Net
employers total bel;fcf its | total | surplus | assets |[advancei assets
and Treasury . N
amployees Q] @
in millions of £ sterling

1939 44 22 67 41 51 17 58 77 (— 15
1940 44 22 67 26 33 he = 2 55 29 16
1941 50 25 77 9 13 64 80 —_ 80
1942 51 26 79 4 7 72 152 — 152
1943 49 25 78 3 72 225 — 225

('} Including other receipts such as Interest on investments.

) Including other outlay, particularly administrative expenditure, which fell from £5.6 million in 1939 10 £2.3 mil-
lion tn 1943 and, for 1939 and 1940, Interest on the Treasury's advance,

With_the practical disappearance of unemployment, the annual surplus accrulng to the Fund has risen
to over £70 milllon., While for the four years 1940-43 1he total receipts of the Fund amounted to £300 million
(of which nearly £100 million represented current contributions of the Treasury), total payments were less
than £60 million, so that the Eosition of the Fund improved by over £240 million, a net debt of nearly
£20 million at the end of 1939 being replaced by net assets of £225 million at the end of 1843,
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Bank of England.

Assets Liabitities -
Totat . Current accounts ete,
: of
Govt All Treasur
Near end of month cecuri- | other Zz':eﬂtﬁe Notes and ¥ _
ties assets : public | banks ather total
| depart-
ments

in mitlions of £ sterling

1939 December . . . ., . 128 34 762 555 30 117 42 189
1940 s r e e e 851 34 885 616 17 181 53 251
1941 . e s 1,019 36 1,055 752 1 220 54 285
1942 v e e 1,180 32 1,223 923 9 223 49 281
1943 e e s 1,31 20 1,411 1,089 10 234 (=] 305
1944 March ., . . . . ... 1,335 44 1,319 1,105 7 199 60 256
dune. . . ... .., 1,404 30 1,435 1,131 13 218 56 286
Septamber., . . . . . 1,428 31 1,459 1,185 10 221 55 286
December. , . . . . 1,664 20 1,574 1,239 5 261 52 318

* The combined returns of the issue and Banking Departments, omitting duplications dus to the helding of a
‘reserve of bank-notes in the Banking Department.

Between December 1939 and December 1944 the note circulation and
bankers’ deposits more than doubled; the increase in these reserve deposits
has provided the basis for the extension of ‘‘secondary" credit, through the
clearing banks. It may be mentioned that the banks’ deposits at the Bank of
England have risen from one-half to two-thirds of their total ‘‘cash reserves'
during the years 1939 fo 1944 (annual averages), while their *‘till money",
consisting of notes and coin, has declined correspondingly.

London Clearing Banks,

liabi-] Liquidity

Assets lities ratios
. i : Pri- | Secon-
Liquid assets chgques Total De- ma"ry da?yn
n of posit ® ®
End of month() cash |money ] bills Trea- [Invest-| Ad- coz;’se hal:me:e and in
o she
oy at dis- d::?;it ments [vances co!lec- cuar:?nt pe;:e{;?:res
serves [ call lcounted| .. teI?: counts depostits
@ ® () | celpts ) and eurrent
in milliens of £ sterling accounts
1639 December. . | 274 174 334 — 609 | 1,002 | 106 | 2,697 | 2,441 77 27
1940 “ .. b 324 159 265 314 771 906 | 117 | 3,050 | 2,800 12 26
1941 " . .| 366 141 171 758 ==l 807 146 | 3,582 | 3,329 77 32
1942 . v o] 390 142 188 B89G | 1,120 773 | 1865 | 3,864 | 3,629 it 34
1943 " .| 22 151 133 1,307 | 1,154 T43 182 | 4,275 | 4,032 1c 39
1944 March . . .| 423 155 113 {1,331 | 1,136 772 | 126 | 4,230 | 3,988 1 40
dune . .. .| 427 186 | 202 | 1,246 | 1,169 TI0| 166 | 4,340 | 4,100 10 40
September . | 443 191 209 1,444 | 1,183 735 117 | 4,485 | 4,251 H] 43
December , | 500 199 147 | 1,667 | 1,165 754 | 176 | 4,795 | 4,646 it 44

(") June and December figures are at end of month; March and Septemher are on varying days of the month.

(} Balances at Bank of England, plus notes and coin in-hand,

2) Money lent to the market at call and short notice.

(} Commercial hills have largely disappeared, the holding of the banks probably declining by over £4060 million
over the period shown in the table and being renlaced 1o that exient by Treasury bills,

) The “primary’ or "‘cash ratia' is the cash reserves as a percenta%e of deposits and current accounts.

(5) The '“secondary'’ reserve is the teial lquid assets other than cash reserves as percentage of deposits and
current accounts. ''Cheqgues in course of collection' are excluded from this calculation although they are
sometimes rather illogically included; If account be taken of this itermn, it appears more appropriatz ta
deduct the cerresponding amount from deposits than 1o add it to liquld reserves. .
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The most striking feature of the returns in 1943 and 1944 is the increase
by £770 million in the six-month non-transferable Treasury deposit receipts,
which in the course of 1943 hecame the clearing banks' most important asset,
surpassing the total of the banks' investments. Deposits rose by slightly over
£900 million in the two years, the ‘“cash ratio'’ remaining practically unchanged
at 11 per cent. But the *‘secondary’ reserve of liquid assets (two-thirds of
which consists of Treasury deposit receipts) has risen to the high figure of
over 40 per cent. and the total liquid reserves (including cash) to more than
50 per cent. of total deposits, an unprecedented degree of liquidity, comparing
with an average of about 30 per cent. before the war.

London Clearing Banks The government-security

nat increases (+) or decreases (—) of ' holdings of the clearing banks
government-security holdings.* attained a total of nearly
£3,000 millien by the end of

Treasury -L.-::os:l? Govern- o 1944 (not co.ulnting.the govern-

Calendar years bills long-term ment securities financed in-

receipls | oocurities

directly through their '‘cash
reserves'' at the Bank of

in miflions of £ sterling

1940. . .. .. — 69 + 314p + 162 + 407 England or their “money at

1941, ... .. — 94 + 444 + 228 + 578 . "

1942, , ..., + 27 [ + 138 | + 12t | + 2685 call’’ on the market); rather

:gﬁ: el ¥ os M pod t 34 H 380 over one-half of the govern-

Five-year period — 187 +1,667 + 556 42,036 ant securities was "} the
form of Treasury deposit re-

Total holding

ond 1944 . . 147 1,667 1,165 2979 ceipts. The result has been

that two-thirds of the banks’
* Assuming bills discounted and investments to be entirefy . .

government paper and excluding government securities held deposits have their counter-

indirectly (by way of cash balances at the Bank of England P cqt
or money lent at call on the market), Actually the increase is part n gOV@I‘I’II‘I‘lE!"It secuntles,
somewhat greater, since the commerctal bill holding has declined . . R
(see footnote () fo previous table). the banks taking on certain
' ' aspects of investment insti-
tutions. Since the outbreak of the war the banks' advances have failen by
some #£250 million to less than 20 per cent. of deposits, against 40-50 per
cent. before the war. (Discussion has recently taken place regarding the
extent to which bank advances might be granted after the war to meet the
capital requirements of small businesses which could net themselves make
new issues on the market or which would require additional funds for a period

too short for a public issue).

In the period of three and a half years up fo December 1943 over 80 per
cent. of the increase in the clearing banks’ deposits was in current accounts
{which nearly doubled), less than 20 per cent. being in time deposits, Of
the increase in net deposits (i. e. total deposits less advances) 80 per cent.
was on account of business firms, whose net deposits increased by more
than one and a half fimes, while net personal deposits rose by a little more
than one-half. Thus, the wartime expansion in bank deposits has been
preponderantly on current account and reflects a growth in the cash halances
of business firms.
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‘United Kingdom
Clearing Banks' Deposits analysed.”

Market rates of
interest varied very little

“during 1943 and 1944,

1840 1943 JL""C“:?:O the tendency still being
Analysis of deposits etc. June June | Dec. -De: 1943 downward: and there
. ]

in milllons of £ sterling has been a continued ab-

Gurrent accounts . . .| 1443 | 2432 | 2712 | #1260 | S€NCE of capital issues,

Deposits . . . . . . . . 1026 | 1,199 | 1319 | + 283 | except those for the

Total. . ... ..... 2,469 3,630 4,032 + 1,863 . -

Less advances. ., . . . e62 T44 . 143 {— 219) ?0\!9 m mel:.ltt ?hn th? llc:]ngf

Nettotal () ., .. ... 1,507 | 2,886 3,289 + 1,782 erm marke ¢ yie o

of which : 214 per cent. Consols
personal deposits

e O <« ... 617 | ese or2 |+ ass | @s well as of the 3 and

business deposits 3]/2 per cent. War loans

() ..
fnefd (.. .. .. 820 2027 2317 + 1,427 remained very close to

3 per cent.; on 1st May
1944, the first option
date, the £320 million
5 per cent. Conversion
Loan of 1920-30 was
repaid (the last relic of
government  borrowing
at 5 per cent.). In November 1944, an issue of five-year Exchequer bonds
was made, carrying interest at 134 per cent.,, the lowest rate ever offered
on middle-term government securities. Bank rate stands at 2 per cent., un-
changed since October 1939. The yield of six-month Treasury deposit receipts
is 1/ per cent. and of the three-month Treasury bills 1 per cent.; the
average for clearing bank advances is probably 4 to 4% per cent., with rates
ranging from 2% fo 5 per cent, bhaving thus slightly broken through the
crust of the traditional formula ‘1 per cent. over bank rate with a minimum
of 5 per cent.”.

M “Current accounts’ and ‘‘deposit and other accounts' are given in the
banks' meonthly returns. The division of net deposits into personal and
other is taken from the budget White Paper.

@ Tcliie net total of deposits excluding those arising from the banks' own
advances,

{® Net personal deposits exclude the accounts of businesses, financial
institutions, public authorities and also those individual traders, shop-
keepers, farmers and professional men whose accounts are known fo
he used for business purposes.

() This iz a residual item and, besides business deposits, includes certain
miscellaneous accounts, deposits of non-residents, ete,

Open-market operations to keep money rates and market conditions on an
even keel have become a fine art during the war, especially cver the year-ends,
when the turnover of money is greatest; such operations are facilitated by the
process of amalgamations, retirements and capital concentration on the dis-
count market, the number of member firms (excluding running brokers) having
been reduced from twenty-four in 1925 to eleven in 1944, the minimum
capital being raised to £500,000.

Cheap money has been slow in penetrating to some parts of the interest
structure; e.g. to bank advances, building-society mortgages, hire-purchase
operations and advances made by life assurance companies on their own
policies. Private credit operations of this nature are of declining importance in
wartime but may be expected to increase after the war. The building
societies, in particular, have seen their current lending on mortgages severely
curtailed, with the virtual cessation of private building in wartime (as shown in
the table on the opposite page). In order to prepare for the coming period of
reconstruction, the largest of the building societies announced in February 1944
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United Kingdom: Building Societies.®

Assets outstanding (end of year) Current business {during year)
Loans , Loans on mortgage Met change
tments Total of
Calendar years nves .
¥ on and cash assets : investments
mortgage new loans |repayments | net loans | and cash

in milliens of £ sterling

1936 587 70 656 140 83 + 57 — 3
1937 636 74 710 137 87 + 50 + 4
1938 &a7 72 759 137 BY + 50 — 2
1932 706 68 773 85 76 + 19 — 4
1940 678 78 756 21 49 — 28 + 10
1941 644 105 749 10 a4 — 34 + 27
1942 608 145 : 753 16 52 — 36 + 40
1943 576 193 769 28 G0 — 32 + 46

* Combined accounts for all building sccieties, the number of which declined from 985 in 1936 to 924 in 1943,

a reduction from 5 to 4t/, per cent. in its rate for mortgage loans on dwelling-
houses. The rates at which the various building societies obtain their funds
(by deposits and ‘'shares") had already been reduced twice during the war
(in July 1941 and February 1942) to about 2-21% per cent., free of tax; from
July 1944 further reductions were made by certain societies to about 13 per
cent., free of tax. The growing amounts held as investments and cash have
greatly strengthened the financial position of the building societies, which,
during the building boom in the ‘thirties, had utilised their resources to the
utmost to assist in the private financing of building activity.

* *
*

Some light was shed on the budget situation of the U.S.8.R. in January
1944, when the provisional results for 1943 and the plan, or estimates, for
1944 were published as part of the budget report of the Commissar of Finance
at the joint session of the two Chambers of the Supreme Soviet — the first
official financia!l statement since the U.S.5.R. became involved in the war in
the summer of 1941, The main figures of the budget statement are set out in
the following table, together with some material previously published for the
years 1940 and 1941.

In interpreting the somewhat fragmentary data which have been published,
it should be remembered that the Soviet budget includes, besides revenue and
expenditure corresponding te such government activities as are found else-
where, the very important accounts of the socialised business enterprises in
industry, agriculture, transport, etc. and that it thus comprises a much higher
propartion of the national income than in any other country. Mcreover, difficult
questions of valuation arise; the data for 1940 were, for instance, furnished
on the basis of a ‘‘stable rouble’ (having the purchasing power of 1926-27},
whereas the rouble in the estimates for 1943 and 1944 has not been specifically
defined and it is not known whether or not the valuation is the same
as in 1940,
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U.S.S.R. Central Budgets.” The most striking

characteristic of the fi-

1940 | 1941 1942 | 1843 . 1944 ures in the table is tha

Calendar years Final = @ |Prelimin-| ™ g . e hat,

y Estimates ary  [Estimates] in spite of the outhreak

in_milliards of roubles of war in June 1941 and

Expenditure the vast expenditure on

Defence and war 56.0 708 108.4 124.7 128.4 ili H H
National Economy . 571 T3.2 . 3.1 44,7 mllltary operat:ons in 1942
Social and cultural and 1943, the budget
devalopment . . . 43,0 47.9 . 37.2 51.4 :

COther. . ... ... 18.2 24.0 . 17.0 21.1 totals do not show an

Tota) expenditure . .| 174.3 | 216.0 . 2100 | 2456 expansion at all com-

Receipts parable with that of the
Turnover tax . . . .| 1058 124.5 105.9 Fin! 80.2 [ 1

Other receipts . . .| 74.4 | 923 . 1389 | 1854 other principal belliger-

Total receipts . ... | 1802 | 2168 | 182.8 | 210.0 | 2456 ents. In fact, from 1940

(the last pre-war vyear)

() Data as published in the Lendon “Economist', 5th February 1944, :
and elsewhere, of the central budget of the U.5.5.R. y to 1943 total expendlture

(% No detailed results appear to have been published but total receipts are s
reparted 1o have falken o Roubles 191.4 milliard as a result of the war, 0S€ only by one-fifth,

((:)J %aeg%ﬂ?lta; t“a;olmgéanhggl;;i:‘sc: vbae"ear? Iﬁ'l(?;a;gfizlto Roubles 248 milliard. from Roubles 174 milliard

to Roubles 210 milliard.
It is true that the figure for 1940 applied to the whole country, while in 1943
large territories were occupied by the enemy; but the main reason would seem
to have been that the Soviet budget in peacetime already included the bulk of
the national income, so that war conditions did not involve the canalisation
of an increased share into government hands, the problem being essentially
one of the re-allocation of resources.

Direct expenditure on defence rose from Roubles 56 milliard in 1940 to
Roubles 125 milliard in 1943, i.e. from under one-third to over one-half of the
budget total, while aill other expenditure declined from Roubles 118 milliard
to Roubles 85 milliard. Grants for the '‘national economy", i.e. for the
purpose of financing capital construction from state funds, appear by their
nature to have been largely indirect expenditure on defence; the total of such
grants indicates in a measure the rate of industrial expansion. A large part of
the country being then under enemy occupation, the grants in question were
reduced to a little more than one-half between 1940 and 1943. Their magnitude
in the accounts for 1940 and 1941 seems to reflect a high degree of defence
preparation before the actual outbreak of the war.

In addition to the direct and indirect war expenditure as shown in the
budget, account must be taken of British and American deliveries. Thus, up
to June 1944, U. S. deliveries to Russia totalled $5,932 million and British
deliveries £269 million, these two streams of deliveries representing about
Roubles 37 milliard in Russian currency (at the par rate of $§1 = R. 5.30).

On the revenue side of the Soviet budget the turnover tax has remained
the most important single source; notwithstanding a doubling of the rate, the
yield fell from Roubles 106 milliard in 1940 to Roubles 71 milliard in 1943,
heing affected by the shortages of consumers’ goods and the temporary loss
of the districts occupied by the enemy., While in the ‘thirties the turnover
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tax had supplied two-thirds of the budget revenue (direct taxation of state-paid
salaries and wages being considered superfiupus in peacetime), in 1940 the
proportion was reduced to about three-fifths and in 1943 to about one-third.
Taking into account the different factors which bhave affected the turnover
tax (that the rate was approximately doubled, that in 1943 it was levied on
about two-thirds of Russia’s normal population, etc.), the decline in the yield
seems to indicate a halving of the consumption of goods subject to the tax
{i. e. goods other than those consumed directly by the producer or delivered
to the army). No detailed statement has been made regarding those ‘'other
receipts'’ which have taken the place of the turnover tax, but they are known
to have been largely derived from the income and reserve funds of state enter-
prises and organisations. Indeed, some Roubles 320 milliard were '‘mobilised”
from these sources in the three years’ up to December 1943; in addition,
special direct war taxes yielded Roubles 33 milliard, public loans produced
Roubles 38 milliard and voluntary contributions Roubles 13 milliard.

in the plan for 1944 only a slight increase was made in the allocation
for defence expenditure but grants for the ‘‘national economy’’ were raised
from Roubles 31 milliard 1o Roubles 45 milliard; the latter figure included
Roubles 16 milliard for the reconstruction of devastated areas, the net alloca-
tion, at Roubles 29 milliard, being lower than ‘in 1943 and only one-half of
what it was in 1940, The Roubles 51 milliard assigned to “‘social and cultural
development’’ was the highest amount ever allocated to this purpose, and
exceeded the ‘‘national economy’’ grants; the increase is probably connected
with greater outlay in the devastated areas and for the care of disabled
soldiers, (There are, it should be mentioned, also the separate budgets
of the sixteen Soviet Republics, which aggregated some Roubles 36 milliard
for 1944))

The revenue side of the central budget in 1944 provided for Roubles
30 milliard from lcans. A third Russian “war loan' was, in fact, arranged in
May 1944, when Roubles 28 milliard were subscribed to 2 per cent. 20-year
bonds and to non-interest-bearing premium bonds (or loftery certificates); two
earlier loans had produced Roubles 13 milliard in June 1941 and Roubles
20 milliard in April 1942, no loan being made in 1943. An intensive savings
propaganda has been carried on amongst the workers, loans being issued in
very small denominations and subscriptions, usually in monthly instalments,
considered a social obligation; as a result, the three loans were largely
oversubscribed. All Soviet loans are issued at par; there is no market for
them and therefore no quotation; they are redeemed by periodical drawings
or, in the case of premium bonds, when a prize is won,

War financing has naturally presented the Government of the U.S.S.R.
with a series of new problems, including the raising of fairly large amounts
through borrowing direct from inceme-earners. But the change-over to war
conditions was in some ways facilitated by the fact that in the U.S.S.R. it
did not really involve the setting-up of new machinery of government control,
or the inclusion of private enterprises under government supervision, . but
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mainly a re-allocation of manpower and other resources already in the service
of the state. No data are yet available to show the effect of war financing on
the country’s monetary and hanking system.

*

In Japan, the Financial Control Board has published a planned allocation
of the annual national income, which throws some interesting light on condi-
tions under war economy. (lt is not known exactly how the national income
is calculated, but it apparently comprises the value of goods and services

: actually sold, while

i : ocation,® excluding the impor-
Japanese ‘'National Income': Allocation.’ p
tant item of foodstuffs
Government needs consumed directly by
Taxa- Capital F'cr‘i;:‘aﬂe Iatzl {8avings the producer.)
Financial years 2:3 Borrow- ":,::::‘ sump- | tional |“targst” .
ended March | gpor | ing | Total tion [Income” The rise in the
receipt r_]aﬁonal income by

@ & M &

T iards ot yen Yen 5 milliard in two

successive years, fol-

toa1.a2 ., ..| 5 | 13 | 18 5 | 7 0 | 18

194243 . ... 7 |17 | 24 6 | is a5 | 23 lowed by at least
194344 ... .| 10 [ 21 | af 6 | 13 50 | 27 Yen 10 milliard  in
1944-45 ' 1944-45, probably re-
Firstplan . .| 14 281, | 42y 6 11 60 341 » P Y
Secondplan | 14 | 30 44 6 10 60 | 36 flects for the most
Third plan (3 14 | 35 49 & . a1

part the increase in

{1} The plan is published in round figures and gives approximate indications only. COM modify pri ices ,
() This item correspends approximately to the ordinary budget of the 13 - .

ministries {which is, however, partly covered by borrowing). government require-
% This is roughly the aggregate of military expenditure in Japan, spread over H

some 49 special budgets, mostly covered by borrowing. ments are estimated
{4 For the strengthening of the war ¢conomy and covered by borrowing. ave in ad eve
(°) Total to be borrowed for government needs and for capital investments, to have 'creas _d n
() In the second plan for 1944-45 the savings *'target™ was raised to Yen 36 mil- more rapldly, with the

liard, private consumption being reduced by Yen 1% milliard; Yen t mil- .

liard of the extra sav[n?s was considered necessary to cover Jarger cash  result that the part of

requirements in case of air attack and Yen ¥, milliatd for compensation . .

fo Industrial organisations, ' the national income
) In September 1844, the savings ‘'targef’ was again raised, this time to . \

Yen 41 milliard, the issue of an extra Yen 5.2 milliard bonds being in avallable fOI’ prwate

prospect, 1o cover the budget deficif. It was stated that a further reduction .

of private consumpfion was necessary, but whether the whaole of the consumpion has for

Yen 5 milliard could be covered in this way, or whether an upward revision f '

of the national income had been made, was not disclosed. the first time shrunk te

fess than the amount
taken by taxation. In fact, the yield of taxation is expected to be nearly
three times as high in 1944-45 as in 1941-42 but, even so, it will cover less
than 30 per cent. of government expenditure ‘‘internally financed’.

Estimates of expenditure reveal the importance of military outlay, a
special budget for the Asiatic war, approved in September 1944, having added
a further Yen 25 milliard to the original estimates for 1944-45; at the same time
the proportion to be financed through the issue of notes in the recently occu-
pied southern territories by the South Seas Development Bank was greatly
expanded. On the other hand, contributions from Manchukuo and the occupied
parts of China do not appear in the Japanese budget; it may be mentioned in
passing that, according to the Finance Minister, Japanese investments in



Japanese Budget Estimates.”

194243 | 19423-44 194445

Financial years

ended March Final estinates® | imates olestmetos

in milliards of yen

Expenditure .
ordinary . . . . . .. 9.2 145 206 2086
WAF ... . .- 18.0 270 | 380 63.0
Total . .. ... ... 21,3 41.5 58,6 83.6
Lass transfers and
reserves(V . . . . . . 2.6 50 7.3 7.3
Total expenditure. 24.7 36.5 51.3 6.3
Revenue .
In Jagan
taxation . .. . .. 5.4 BB 128 12.8
other current revenue 1.3 2.0 2.5 4.1
Tofal. . . ... ... 7.7 108 15.3 16.9
barrawing . . . . . 186 20.7 27.3 325
Total “intarnally

financed™ . ... 233 31.5 426 49.4

Insguthern occu-
piad territories
South Seas Develop-

ment Bank (" . . . 3.3 70 25.2
Military administra- )
tion(® ... ... 1.0 1.6 1.7 1.7

Total in southern
occupied terri-
tories .. .. 4. 1.0 . 4.9 B.7 26,9

Total revenue . . 24.3 36.4 51.3 76.3

(") Only estimates are avaitable, no closed accounis having been published.

@) Ineluding supplementaries,

(%} Early In Seplember 1944, a further Yen 25 milliard of war expendilure
was voted on special account for the Asiatic war, Yen 5 milliard bein
accounted as a ‘'reseryve”™. Of the remaining Yen 20 milliard, Yen 18.2 mil-
liard was to be raised by borrowinF from the South Seas Development
Bank and Yen 1.6 miliard from sales of government property, Later in
September, with & view to the issue of a further Yen 5.2 milliard govern-
ment honds in Japan, the savings “target” was raised accordingly (see
previous table); ihis issue apparently corresponds to the Yen 5 milliard
pravipusly allocated as ‘“'resetve'’, so that the whole Yen 25 miliard is
classed as war expenditure in the table,

) The estimafed issue of notes by the South Seas Development Bank,
(In the financial year 1942-43, milifary notes were put into circulation in
the southern occupied territories but this issue does not appear to
have figured in the budget accounts.) The amounts under this heading
apparenily correspond to ‘‘occupation costs” (in European phraseology).

()} Receipts from ‘'frade management operations’™ by the military adminls-
fration in the southern territories, including the sale of southern
products in Japan. These figures would appear to correspond to the
clearing accounts in Eurape.

lished to show that the ‘'savings target', i.e. the

Manchukuo and China
were estimated at Yen
1.75 milliard for 1043-44,
bringing the total since
the outbreak of the **China
incident” in July 1937 up
to Yen 9 milliard.

Ordinary budget ex-
penditure rose by nearly
50 per cent. from 1943-44
to 1944-45 and, apart
from the influence of
higher prices, the rise
would seem to have been
due to extensive air pro-
tection measures, larger
subsidies for the cheapen-
ing of food and increased
government investments,
No revised estimates of
national income or closed
accounts of the budget
have been published in
recent years but the yield
from taxation is reported
to have fallen somewhat
below the estimates, with
a decling especially in
luxury faxes- as a result
of the closing of re-
staurants and theatres,
etc., the foss of revenue
on this account being
estimated at Yen 400 mil-
lion for 1944-45.

On the other hand,
figures have been pub-
amount needed to cover

the government’s borrowing requirements and for industrial investment, has
heen surpassed (see table at the bottom of the next page). Actually, the
statistics give the increase of deposits in banks and similar institutions, as
-well as the private purchases of securities, and thus indicate the extent of
annual money capital formation. A number of measures have been taken to
decrease spending on consumption and to increase the volume of savings as,
for instance, the linking of certain purchases in shops with the purchase of a

‘specified amount of savings bonds.
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Japanese Government Issues of internal government securities
Internal Bond Issues. = (closely corresponding to the budget de-
- ficits “‘internally financed’) have raised the
Financial years and quarterly tn milliards : .
| efyen total of internal bonds outstanding from
1567.38 AcriMarch 226 Yen 9.3 milliard in June 1937 to Yen 54.2 mil-
- fi3-March . . . . " . . T
193830 e 458 liard in March 1943 and Yen 76.6 milliard
ot I ggg "in March 1944, Government borrowing has
194142, ,, ..., 1064 i i
ot R loed heen all.at lf:-ng (or middle) term in the
1943-44 . . ..., 22.41 form of identical tranches of 3%% per cent.
1943 April-dune . . . . . . 5.29 bonds maturing in 11-17 years.
July-September. . . . 4.29 .
October-December . . 6.05 -
1944 Jan?aaf;-meacn::? o 6.78 The bhonds are taken up, in the first
1944 Aprik-dune. . . . . E §.70 piace, by the Bank of Japan, which

sells them to other investors, especially
banks; bonds not absorbed by the market are left to increase the Bank of
Japan's own holdings. '

Since 1942 increased credits have been granted (under '‘discounts and
advances’) by the Bank of Japan to the commercial banks in order to enable
them to take up thelr quotas of government bonds while, at the same time,
making a larger supply of funds available to the war industries. In the seven
years from the end of 1936 to the end of 1943 the Bank of Japan increased
its loans and holdings of government bonds by nearly Yen 10 milliard and this
increase has found its principal counterpart in an expansion of the note issue,
which in the same period rose by fully five times. It is interesting to note
that the total deposiis of all credit institutions (other than the Bank of Japan)
have increased by more than four times during the same seven years, i.e.
almost parallel with the note issue — a striking fact when the considerable
decline in bank deposits in relation to the notes in circulation in most other
_countries is borne in mind. The total of deposits at the Japanese commercial

banks was six times the

Japanese ‘‘Savings".0 note circulation in 1936
and four and a half times
: 1942-43 | 194344 | 1944 in 1943, a very high pro-
i . Financial years April= :
Form of savings ended Maroh e | portion, comparable only

with that found in the

In mitliards of yen

Through institutions: : Anglo-Saxon countries.
Postal smvings depesits’ . . | 325 | se8 | 269 The cash holdings of the
Gtnar tmamations .- .. o| 2ar | 378¢| 124 | commercial banks amount

' Total . . .| 17.7a | 2508 | 1001 to less than 5 per cent,

Private purchases of securities | 572 | 590 | 082 | . of deposits and the banks

: Total “Savings™ . . | 2346 | 3099 | 1053 appear to have hardly any

3 - ; ighly liquid assets
('} i.e. money capital formation (excluding the Bank of Japan). other h gh y ?’ '
2} Postal life assurance and pension fund Yen 105 milliard, trust companies no Treasury bills or other
Yen 0.77 milliard, insurance companies Yen 1.42 milliard, labour in- - R
surance Yen 0.23 milliard and finance companies Yen 0.28 milliatdf‘ short-term securities being
% This tota! compares wlih Yen 7.52 miiliard in the first quarter of . .
;194%-44 a.rn‘.!i app%arsgo i?gicdateitha‘l-fthe ?‘avinﬁs "}arget'f' 1:}{l Yen 4: rnl[-l. issued to finance the budget
iard, as given in the third plan for the allocation of the ''nationa . ag
Income'" in $944-45, is likely to be atlained and even surpassed. deficits. Indeed, the banks
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Bank of Japan.

Assets Liabllitles
N d of Gold and] Dis-" |G B G
ear end o old an 13- avarn- . . balance Note G fn- | Guaran-

month foreign | counts | ment [Agencies’) oot L :::n? teed Curren:s
exchange| and bonds {accounts lation | deposits deposits aceoun

V) o) advances ) 0] ¥

in millions ¢f yen

1936 Decembar 599 745 829 24 | 2512 1,966 227 — 129
1937 June . ., . 568 568 880 39 2,425 1,641 304 — 94
December 853 628 1,387 57 3,039 2,305 303 — 132
1938 " 556 509 1,841 110 3,477 2,755 286 — 131
1939 " 653 1,065 2,417 198 4,726 3,679 547 —_ 162
1940 " 566 819 3,949 289 6,141 4,177 738 — 229
1941 1 550 S04 5,340 465 7,751 5,979 824 260 186
1942 ' 566 1,586 5,842 1,00% 10,306 7,149 | 2,045 302 356
1943 March . . 579 1,605 5,641 1,633 | 10,234 6,568 | 2,542 284 | 378
June ., . . 602 862 7,387 1,777 | 11,036 7,155 | 2,525 169 362
September 632 2,585 6,155 1,818 | 11,623 7,571 § 2,641 232 606
December 627 3,742 7,476 2,235 | 14548 | 10,266 | 2,678 198 934
1944 March . , 547 3,726 8,397 2,351 15,435 | 10,964 | 2,688 270 932
June (5 , 534 3443 9,330 2,862 16,761 11,822 3,157 30 1,074

) Up to the end of 1940 figures are taken from ihe half-yearly balance sheets. From December 1941, figures
are from the return nearest the end of menth (e.g. 2nd January 1943 for December 1942, and 1st January 1944
for December 1943).

(2} Shown as two items, gold coin and bullion and foreign agencies' accounts, up to the end of 1840 and since

: then as one item, bullion and forelgn accounts.

{9 Only "'government bonds® in the balance sheets, but the weekly returas give 'government bonds and other
securities”, The holding of other securities must be very small.

() The reservas of the Banks of Chosen and Taiwan, held up to 1841 in the form of notes of the Bank of
Japan. The aggregate note issue of thege two banks rose from Yen 984 million at the end of 18?1 to
Yen 1,198 million at the end of 1942 and Yen 1,882 million at the end of 1943, 3) 24th June.

rely on assistance from the Bank of Japan to enable them to take up their
quotas of government bonds and to expand the volume of their other credit
facilities. Even under these circumstances there has been a regular progression
of the hanks' private lending; advances, chiefly, it may be assumed, to the
war industries, have increased almost equally with investments since 1936.

Japanese Bank Deposits ete.

Commercial banks Deposits Al Money |[Treasury d::::ilts
: in other | bank in | Deposit ete.
End of monih A lnvest- | Deposits| banks |deposits | trust Bureau’ tall insti-
. dvances
ments | () ® ® | tutlons)
in millions of yen

1936 December . . . . .. 6,660 4,796 | 10,832 3,036 | 13,968 1,842 3,629 | 18,339
193T June . . . . . . ... 7,209 4,712 | 11,704 3,189 | 14,893 1,860 3,685 | 20,258
December . . . . .. 7,712 4645 | 12,352 3,395 | 15,747 | 1,865 3,905 | 21,517

1938 e B,716 6,123 | 15,073 4,044 | 19,117 / 4,715 | 25,877
1939 b e e e e 14,152 7,781 | 19,794 5,298 | 25,092 | 2,323 5,082 | 33,497
1940 ' Ve . | 13,554 5,624 | 24,389 5,800 | 31,180 | 2,603 8,148 | 41,941
1941 W e e 15,143 { 12,781 | 29,406 8,395 | 37,801 3,047 10,169 | B1,017
1942 b e e e 17,658 | 16,979 | 35,738 | 10,831 | 46,569 | 3,518 | 13,816 | 63,903
1943 March . .. ... .. 18,446 | 17,312 | 36,068 | 12,072 | 48,130 | 3,690 | 15,155 | 66,975
June . ... ... .. 19,20t | 19,039 | 39,791 | 12,081 | 51,882 | 3,834 16,779 | 72,485
September . ;. . .. | 21,020 ; 19,665 | 40,779 | 12,683 | 53,462 4,020 18,282 | 75,764
December . . . . .. | 22,762 | 21,490 | 43,132 | 13,197 | 56,328 | 4,226 | 19,714 | 80,268
1944 March . . . ... .. 24,763 | 23,136 | 47,228 | 13,397 | 60,626 | 4,451 21,922 | 86,899

(‘; Of the Yen 47.2 milliard in March 1944, Yan 22.8 milliard were time deposits bearing Interest at 3.3 par cent.

(%) Special banks ({excluding 1he Bank of Japan) accounted for Yen 4,518 million and savings banks for
Yen 8677 million at the end of March 1944. (3) At trust companies, which are closely ¢onnected with
the private banks. ) Mostly deposits from Post Office Savings Bank.
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The process of amalgamation among the big banks at the beginning of
1943 was followed in the course of the year by a similar movement affecting
provincial and savings banks and by a reorganisation and rationalisation of
insurance and trustee companies. Among the big banks a further cencen-
tration was authorised by the Minister of Finance in April 1944 the Teikoku
Bank, which originated from the amalgamation of the Mitsui Bank and the
Daiichi Bank, took over the Jugo Bank as well; and the Yasuda Bank absorbed
the Showa Bank and the Daisan Bank. As a result, there remained only three
big Tokio banks: the Teikoku, the Mitsubishi and the Yasuda.

In March 1944 the newly-established Wartime Financing Bank com-
pleted its second financial year. The operations of this bank comprise invest-
ments and loans in cases where other credit institutions prove insufficient, the
acceptance of guarantees for financing by other bodies, e. g. for icans by com-
mercial banks to armament enterprises, and the control of activities on the security
market. The funds of the Wartime Financing Bank come from three sources:
(i) the paid-up capital of Yen 150 million; (ii) authorisation to issue bonds up

to ten times the amount

: i i i k. . i
Japan; Wartime Financing Ban of the paid-up capital;

Balance-sheet items 1080 | a1 19,:4 h S (iii) short-term borrowing,
at end of financial year st Marc mainly from the Bank of
in millions of yen .
Japan, the Post Office
Assets R
Investments . . . . .. .. 40 200 600 Savmgs Bank and the
Loans . . . . .o .. 310 1,000 2,800 commercial banks. In the
Total .. . 380 1,200 3,400 third financial year a
Liabltities further Yen 1,700 mil-
Paid-up capital . . . . .. 150 150 300 lion bends have been
Long-ferm bonds: scheduled for issue {which
public subscription . . . 180 767 heduled su (Wh_
government departments 110 250 I would call for an in-
Short-term bonds: 2,740 crease of paid-up capital
at one year , ... ... 10 10 I . .
at five years . . . .. .. — 23 or of the multiple which
Short-term borrowing . . . 50 300 EQO may be borrowed); by
Total working funds 510 1,500. 3,540 March 1944, credit com-
- mitments assumed by the
Profit and loss 1942-43 1943-44 bank al d ted
during financial year in milllons of yen an already amounie
. to Yen 2,990 million.
Gross profit . . . . .. ... 13.0 41.5 i H
Expenses and fasses . . . . 10,# 389 Ir:; ;’plt.e of the mcre?f:e
Net profit . . . 2.9 26 OF business, net profits
declined in the second

* Estimated position. o
1mated position financial year, the pay-

ment of the guaranteed 5 per cent, dividend necessitating a certain govern-
ment subsidy. Details of the bank's operations and the type of new enter-
prises financed are kept secret and no full balance sheet is published; but it
-is known that existing enterprises financed by the bank include aviation and
arms factories, as well as the metal and chemical indusfries.

While the market is fight, interest rates have been kept severely under
control and show no notable change. Bank rate has remained at 3.285 per cent.
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- since April 1936; at this rate the Bank of Japan also lends against the
collateral of government bonds, i.e. at & rate below the yield of the bonds
themselves, which, with interest at 3% per cent, and an ‘issue price of 98, give
a flat yield as high as 3.571 per cent.

Up to the end of 1943 Japan’s large military expenditure was, as described
above, financed wholly at long term, with some 70-80 per cent. of the bonds
absorbed by institutional lenders, the growth of bank deposits heing roughly
paraliel with that of the note circulation. In the first half of 1944, how-
ever, the stringency on the central money market increased appreciably; this
was due partly to the reduction of government advance payments to war
industries and partly to a shift in the geographical distribution of bank deposits
towards the provinces as a result of evacuation measures and the relative
prosperity of the peasanis. Thus the Tokio banks, whose lending to the war
industries was on a large scale compared with the increase in their deposits,
turned to the Bank of Japan, with the result that its advances rose con-
tinuously from the already high level of Yen 2,930 million in the last week
of December 1943 to Yen 4,210 million in the last week of March 1944,

In order to discourage excessive borrowing against government bonds by
the banks, which were relending the funds on more advantageous terms fo
the war industries, the Bank of Japan then introduced certain credit limits:
if a bank lombarding government loans exceeded the first limit, the rate would
be raised from 3.285 per cent. (i. e. bank rate, being the rate for the rediscount

of commercial hills) to 3.650 per

Bank of Japan. cent. (i.e. the rate for advances
_against the collateral of non-
Main credit items government securities); and, if
Bo | cover aote | the second limit were exceeded,
= n- N '
Last return In month counts | “onent | Totat |t the rate would be increased to
advances| POnds 4.015 per cent. {i.e. the overdraft
in_milliards of yen rate). Since the commercial banks’
1941 December . . | 0.90 5.34 6.24 5@ rate for credits to the arma-
1942 ” P 0.66 7.15 7 8. . f
1943 Tl 2es | 787 ,0133, 0.67 ment industries was also 4.015
1944 January . . .| 966 | 7.35 | 1100 | 971 per cent, an overstepping of
E;abrfc"hafv- .. 3-;‘1‘ ;-?i ::-gg Ig-g; the second limit would become
April. . .. .| 365 | 895 | 1260 | 11.41 definitely unremunerative for the
..... 324 | 920 | 1263 44 .
May oo 33 9221 135 | et | banks. These measures caused
a decline in the Bank of Japan's
July . . .. . . . ) . 12.60
August. . . .| 5,04 918 | 1422 | 1291 advances to Yen 3,340 million at
Septembar. . 5.61 9.33 14.94 13.73
October . . .| 610 | 944 | 1524 | 1428 | the end of May 1944, But, at
November . , £.89 8.40 15,29 14.74 v :
December . . | 086 | 1044 | 1530 | 17.87 the same time, the Bank of
Japan's portifolic of government

* The returr;' is Issued weekly and refates to the position on bonds rose from Yen 7,740 mil-
Saturday. In ihe fable on page 195 the return of the nearest f )
Saturday to the end of the menth has been taken; in ihis IIOI'I. at the end of March to
table the figures relate to the last Saturday in the month as  Yen 9,200 million at the end of
this only was available towards the end of 1944}, There are .
thus certain slight differences between the two tables, May, s¢ that the total expansion
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continued, the commercial banks apparently reducing their debts but the
Bank of Japan being forced to fake up more government bonds. Indeed, in
later months, the expansion continued more rapidly, the increase of the note
issue being about Yen 7 milliard in 1944 against less than Yen 3 miiliard in
the previous year.

How far the government will be successful in placing its bonds with
“institutions other than the Bank of Japan, in order to minimise its recourse to
. central-bank credit will fargely depend upon the willingness of the public’
to hold bank deposits rather than bank-notes. But, as the war has
drawn nearer to Japan, the demand for bank-notes has greatly increased. On the
outbreak of war, regulations were issued governing the withdrawal of deposits
in an emergency: should a deposit bank be destroyed or communications
disturbed, the money required by the owner of an account book for his main-
tenance might be withdrawn from any banking office in Japan; the maximum for
such withdrawals at oné fime was raised from Yen 300 to Yen 500 on 8th March
1944, it being hoped by this measure to reduce the necessity of holding ready
cash. And in the following month it was announced by the Minister of
Finance that persons affected by damage from air raids might obtain short-
term credits at the Bank of Japan against war bonds, the belief being expressed,
on behalf of the government, that this measure wouid stimulate the subscrip-
tion of war bonds, thus convertible into cash in an emergency.

In June 1944 certain additional steps were taken: long-term deposits,

— .—___trustee . funds _and .subscriptions _to _government_loans. on__special __savings_ __._ .. ..

accounts could be paid out to private persons who had suffered damage by
bombardments, withdrawals being authorised at other banks than that main-
taining the customer’s account, the maximum of Yen 200 per person keing
raised to Yen 1,000; in the same way life assurance companies were required
to make immediate out-paymenis. The Bank of Japan was placed under the
obligation to rediscount cheques and bills of firms that had suffered damage,
and loans might be obtained from the Wartime Financing Bank and from the
industrial and mortgage banks; industrial firms might, moreover, be granted a
respite for debis due by them. Guarantees were further given as to the
continued functioning of the stock exchange, the Nippen Stock Exchange
Corporation and the Wartime Financing Bank being authorised to fix minimum
prices and to maintain activity. At the same time efforts were made to attract
fresh money to the banks and to tie up old funds in s¢-called “premium
deposits’’, a new form of deposit, fixed for two years, bearing interest at 3 per
cent. and entitling the holder fo participation in ioﬂery prizes for every Yen 100
deposited.

In 1943 and 1944, the Japanese military authorities proceeded with the
‘economic and financial reorganisation of the recently occupied southern terri-
tories. Although new central banks were planned for Burma and the Philippines,
the main increase of business has failen to the South Seas Development
Bank*, which, in order to finance the Japanese army and military administration

* The creation and activities of this bank were described.in the twelith and ihirteenth Annual Reports
{pages 202 and 300 respectively).
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and provide credit for war industries in the southern fterritories, has, since
July 1943, issued its own notes (in place of the former ‘‘gympo’ or military
currency, which, however, remained temporarily in circulation). The paid-up
capital of the bank, originally Yen 10 million, has been raised to Yen 59 million
and the number of its branches increased from 23 in February 1943 to 32 in
May 1944, No balance sheets have been published but the estimated issue of
notes on military account was indicated in the budget as Yen 3.3 milliard for:
the year 194243 (the bank making a “loan’’ to the government in much the same
way as the German Reichskreditkassen); for 1944-45, an issue of Yen 7.0 milliard
was at first envisaged, but the special budget for the Asiatic war, published in
September 1944, indicated a further Yen 18.2 milliard to come from this source,
As the bank had not been able to issue any of ifs own bonds in the occupied
areas, as was originally intended, the new contribution presumably indicated a
rapidly expanding note circulation. Although the activity of the bank was
to have been restricted to the southern occupied territories, it has, in fact,
raised limited amounts by the issue of its own bonds in ‘Japan itself in order
to finance the export of industrial goods from that country and to take owver
credits granted by Japanese banks to firms operating in the southern terri-
tories. Four large Japanese private banks were reported to have opened, in
all, 74 branches in the southern territories, of which 61 were established by
the Yokohama Specie Bank alone. ' ' '

* . *
*

Certain key pieces in the financial picture of Germany have continued to
be published without interruption, the most importanf being the weekly returns
of the German Reichsbank and the statements of the Reich debt (monthly until
June 1944 and then quarterly). On the other hand, the former monthly return
of taxation receipts, which from the beginning of the war had been given only
quarterly in a summarised form, was discontinued altogether after March 1942;
the monthly combined halance sheets of the commercial banks and the returns
of the savings banks have not been published since July 1939 but it is stilt
possible to gather the most important items from the yearly balance sheets of
the big banks. And some light is at times thrown on financial developments
by official or semi-official statements, in the form of speeches and in the press.

In the table on the following page certain known data and various
estimates are brought together to give a broad view of the total budgetary
receipts of the Reich; although in some cases estimates have had to be
made on the basis of rather fragmentary information, it is believed that a
reasonably correct impression is given, :

The total expenditure of the Reich, which must have moved parallel with
receipts, came to some RM 150 milliard in the twelve months to March 1944,
double the amount in the financial year 194041, Non-military outlay (which had
risen from RM 5% milliard in 1933-34 to RM 18 milliard in 1939-40) is known
to kave been running in the autumn of 1941 at around RM 20 milliard a vyear,
plus RM 5 milliard family subsistence allowances for mobilised men; no later
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Reich Budgetary Receipts.”

Current revenue Barrowing
Tatal
budget-
Other curent revenue
Paticds i long- short- ary
Taxation internal |external | , .., Total term term Total receipts
Y ] o] &)
inmilliards of Reichsmartks
Financial years 9 .
1939-40 . , . .., 24 3 - 3 27 5 | 18 21 48
1940-41 . . . .. T T 4 - 6 10 37 18 20 a8 75
184142 , ., , ., 32 & 1 17 49 23 29 82 101
194243 . . . .. 43 7 19 26 69 21, 34 56 125
1943-44 . . . .. - 35 9 28 37 2 27 50 78 150
1944-45 (first half) 16 5 20 25 41 12 37 49 a0
Calendar years
1939 . ... .. [ 22 3 -— 3 25 3 18 Lk:] 43
1940 . . . . . .. 26 4 4 8 34 i8 18 34 &g
1941 ., . .. .. 31 6 10 16 47 21 2B 49 56
1942 . ., ., ., . a8 7 17 24 62 24 33 57 119
1943, . . .. .. 29 g8 25 33 T2 23 46 70 142
1944 -, . .. .. 34 to 33 43 7 25 68 53 170

(") Statistics given in a similar table in the thirleenih Annual Report {page 173) have, in a few cases, been -
revised in view of subsequent information, Figures in round milllards,

) Normal taxation receipts with the addition of RM 8 milliard in 1042-43 {(RM 4 milliard each in the calendar
years 1942 and 1943) on account of the rent-tax compasition.

(% Profits from state enterprises eie., see fext below,

(1 chu ation c]osts raceived from the occupied countries plus the war contribulions from Bohemia and Moravia
and from Poland,

¢} Ingluding the Yoan of the Reichskreditkassen to the Reich. ¢} Financial years ended 31st March.

information_has_been given. Under some headings expenditure has presumably

fallen off: in 1943, new *‘marriage loans’, for instance, were only half as
numerous as in the previous year and only one-sixth of the number in the
record year 1939,

On the other hand, government subsidies granted to maintain stable
prices of foodstuffs must have rigsen, and interest charges on the public debt
were estimated at RM 10.2 milllard per annum at the end of 1944 against about
RM 2 milliard before the war. Expenses in connection with the air bombard-
ments (including cost of evacuation from the towns, the building of shelters,
wage compensations, etc.) have been borne partly or wholly by the central
government; seftlements of war damage have also required larger amounts,
although out-payments in cash have been strictly limited, the bulk of the war
damage remaining as a dormant debt of the Reich, the amount of which has
not been disclosed. -

Total current revenue appears to have increased slightly in 1943-44 but,
even so, to have represented only 48 per cent. of total budgetary receipts,
against 55 per cent. in the previous financial year. The fall in revenue from
taxation was proportionately somewhat larger, from 34 per cent. of total
budgetary receipts in 1942-43 to 23 per cent. in 194344, there having been
no paraflel in 1943-44 to the non-recurrent rent-tax composition of the previous
year. It has been made known by the Secretary of State at the Finance
Ministry that the yield of faxation amounted to RM 34.7 milliard in 194243 and
that the yield in the first half of the following financial year, when no material
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change had been made in the taxation system, exceeded that of 1942-43 by
RM 343 million. This means an annual rate of increase of 2 per cent. for
the first half of 1943-44 and, since tax collection was somewhat retarded in
the second half by the effects of air bombardment, the total for the whole
financial year would seem to have been around RM 35 milliard — approximately
the same as in the previous year.

. For the current financial year 1944-45 no new taxes have been introduced
but the system of “‘profit surrender’” has been made more comprehensive. And
in September 1944, as part of the ‘‘total mobilisation'’, the taxation system
was greatly simplified. Out of 3.8 million persons who up to that time had
been required to file an income-tax return, 3.3 million had incomes below
RM 12,000 and these persons were to be assessed for 1944 and 1945 at the
same amounts as for 1943, adjustments being made only in cases where the
income rose by 15 per cent. or fell by 10 per cent. Taxpayers with incomes
of RM 12,000 or more (13 per cent. in number buf accounting for 80 per cent.
of the yield) were to make returns as usual. A similar simplification (affecting
90 per cent. of all manufacturing enterprises) applied to the corporation tax and
small manufacturers’ and traders’ tax (''Kérperschaftsteuer’”” and "‘Gewerbe-
steuer™). In addition, a number of taxes with small yields were suspended for
the duration of the war. All in ali, the loss in revenue from these simplification
measures has been estimated at about RM 200 million.

“Other current revenue’ than the yield of taxation has had a greater
importance in Germany than in any other country, accounting, in 1943-44, for
about one-quarter of all government receipts (including the proceeds of loans)
and apparently exceeding the revenue from taxation, This unusual importance
was due chiefly to the external receipts paid as occupation costs and the
“war contributions’ of Bohemia and Moravia and of Poland. Such information
as is available about these receipts is based mainly on monetary and other
statistics from the occupied territories themselves (see page 147 and onwards);.
this being the case, the totals obtained must necessarily be regarded as round
figures. it should be noted that the amounts collected by Germany have
been obtained in the currencies of the various occupied countries and have
been converted into Reichsmarks at the official rates, although the prices in
these countries have risen more, and in some cases considerably more, than
in Germany. While, in the first half of the financial year 1944-45, payments
made by the occupied countries continued to increase, events in the summer
and autumn of 1944 led f{o an abrupt fall in the amounts received as from
September 1944 onwards.

The internal revenue included in “‘other current receipts™ seems to have
attained some RM 7 milliard in the financial year 1942-43; for that year the
Secretary of State at the Ministry of Finance, in November 1943, gave the total
of “‘other current receipts’” as RM 26 milliard, and the external receipts included
in this figure may be estimated at about RM 19 milliard. Surpluses from the
- Reichsbank and the Reichsbahn gave together about RM 900,000 in 194344,
and some RM 2 milliard were obtained from the municipalities, which had been
obliged as from 194041 to cut their administrative expenditure and to make a
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“war contribution'' (estimated to produce RM 1.4 milliard in a full year, while
later an additional -contribution was imposed, estimated to yield RM 05 to
0.75 milliard). Internal receipts further include, besides numerous minor items,
the surplus from the Reichspost and, presumably, repayments to the Treasury .
of advances made in earlier years for work-creation and other plans, as well
as proceeds from certain sales of Reich property.

. Details regarding Reich boerrowing, being regularly available, are set
out in the table on the opposite page. In the financial year 194344 the total
cash borrowing of the Reich amounted to RM 76 milliard, RM 23 milliard more
than in the previous financial year (when, however, the need for borrowing
had bheen temporarily diminished by the non-recurrent rent-tax composition,
which produced RM 8 milliard). The average monthly borrowing has gradually
risen from RM 2.1 milliard in the first four months of the war (1839) to
RM 8.3 milliard in the second half of 1944, Particularly striking has been the .
shift in the proportion of borrowing at short term from about one-half of
the total amount borrowed in 194041 to four-fifths in the second half of 1944.
With the continued decline in the volume of tax certificates outstanding, the
expansion of short-term borrowing was wholly in the form of Treasury bills
(*'Reichswechsel’ and "unverzinsliche Schatzanweisungen™). Long-term
borrowing was made, as before, through issues of Treasury certificates to
banks and the open market, and through liquidity loans, mainly to savings
banks, insurance. companies and social funds. Included under total borrowing
are the foreign clearing balances, invested by the Verrechnungskasse in Reich
securities (see page 147), which increased by RM 7.8 milliard in 1942 and
RM 11.6 milliard in 1943; all foreign sources, including the external current
revenue, thus provided about one-quarter of the total revenue of the Reich
budget in the two years.

Further progress has been made in developing the system of issue,
transfer, interest payment and redemption of Reich loans simply by centralised
book-entries at the Reich Debt Administration and the Reichsbank (as the sole
“‘Wertpapiersammelbank) known as ‘“'Stiickelosigkeit'”, partly under the
influence of the air bombardments; new reguiations (based on those of the
ofd Berliner Kassenversin) were issued by the Reichshank and came into force
in March 1944, in 1943, efforts began to be made to extend the system
to mortgage bhonds and municipal securities; longer-term Treasury bills
("*U-Schatze’') were the first money-market instrument to be brought within the
system (in August 1942) and from August 1943 the bills were issued only in
this form; and from June 1944 the short-term Treasury bills (‘*‘Reichswechse!")
and Sola-bills of the Golddiskontbank were added.

In 1944 certain innovations were introduced into Reich borrowing methods
with the object of simplifying procedure. A decree coming info effect on
30th December 1943 prescribed that, for an indeterminate period {(generally
assumed to be for the duration of the war), the annual interest en internal
loans should be payable only once a year — three months after the half-yearly .
interest date following the day when the decree became effective; thus the sub-
stantial interest payments dus on 1st January 1944 were made only on 1st April,



Reich Borrowing
increases or decreaseas (~) of

public debt outstanding.?®

Long and

middle-term Short-term

Tota! !|Rsichs-

Yearly Trea- | iqui. Reichs- : cash | kradit- Total
and cg:ﬂ%_ dity Net g::n: Trea- | Tax Nat |borrow-|kassen-| borrowing
quarterly cates | loans | Total | onping| sUrY cartifi- | Total ing. |scheine
(net) {net) credit bills cates
& [ & ¢ &

in milliens of Reichsmarks

Financial years(®)

193940 . . .. 741 | 4,472 4,732 26887 11,324] 4,001 16405/ 21,136 — t| 21,135
1940-41 . . . . 10877| 7,374{ 17856] — 135 | 18,393| — 457 | 17,937 35,883 ; 1819 37812
194142 . . . .| 13,674} 9,270 23,264 270 | 25/011| — 5] 25,491| 48,7558 3,347 | 52,102
A942-43 . . . .| 11,871 | 9,724 21,463 423 | 33,612]—2,362 | 31,673| 63,136, 2,636 | 56,772

1943-44 . . . .| 15,632 | 11,874 | 27,235 — 462 | 49,769; — 178 49,129 76,364 | 1,338; 77,703

Calendar years:

1938 ... ... 423 | 3,048| 2,942 685| 8,615 4,670 14,645/17,587 — 11 17,577

1940 . . .. .. 7.841 | 8,232| 15,875 — 205 | 17,355|—1,124 | 16,279 32,154 | 1,508 33,662

1941 ... ... 13,622 | 7,837 | 21,042 314 | 24,522 — 61 24,896|45,938 | 3,007 48,945

142 ..., ... 14,628 | 9,998 | 24,097, — 895 | 33,527|—2,335| 30,447| 54,544 | 2,699 57,243

1943 ... ... 11,551 | 12,052 | 23,305 629 | 44,353| — 54| 44,928|68,233} 1,368 69,601

1944 () . . . .. ! . 25,200 . . 67,700| 92,900 500 | 93,400
Quarterly

1943 Jan.-March | 1,172 | 3,470] 4,467 873 5,995 -— 28] 5,840 11,307 ees| 11,995

April-June | 3,453} 2,583 5,993| — 831 12,025 71! 11,935/ 17,928 361 | 18,289
July-Sept. | 2,895} 2,780 | 5,63t — 261 13,365 5.1 13,335 18,966 497 | 19,463
Oct.-Dec. 4,031 3,219| 7.214| — 136] 12,968| — 14| 12,818) 20,032 | — 177| 19,855

1844 Jan-March | 5,254 3,202| 8,398 — 218 11.411] — 152| 11,04t| 12,439 657
April-June | 4,867 | 26141 7,430 320| 15967 — 12| 16,275(23,704 | — 136 23,568
July-Sept. | 2,661 | 1,643 4,265 95| 20,330| — 26| 20,619(24,884 42| 24925
Oct.-Dec.() . . 5100 . . . 19,800( 24,900 . 24,900

20,096

Total debt cutstanding . .
and of Sept. 1939 | 11,302 | 6,000 17,302 2181 9,707 4,029| 14,357 31,659 5| 31,664
sowe o n 19441 71,725 | 51,747 124,239 826 181,022 963 [193,051|308,190] 9,151 | 317,341

{Y This table |s based on defailed statistics of the public debt published regularly every month until June 1944
and gquarterly thereafter. The quarterly Increases (or decréases) of the main items are given with some
modifications of the official data. Firstly, only the ''new' domestic debt, i.e. that contracted from 1924
onwards, bhas been faken into account. Secondly, to obtain the net borrowing for cash, non-cash Issues and
these made In compensaiion have been excluded, par‘dcular(lg issues made to compensate German holders
of Austrian Government loans (1939} and Czecho-Slovak Government loans (1939 and 1941}, It was not
possible, however, to make allowance for the Treasury cerlificates issued to compensate German share-
holders of the Austrian Matlonal Bank, 1the Bank of DanziF, the former Wertpapiersammetbanken, and for the
cenversion of the German share of the Yugoslav and .Palish Government loans, as no distinction was made
hetween these bends and other market fssues; the amounts Invoived appear, however, to he of minor
importance. Thirdly, soeme reclassifications have been made. Tax certificates issued in 1839 and deposits at
ihe Treasury (business-investment deposits eic.) which are shown officially “under the [ine",i. g. outside the
published debt totals, are here included in the short-term and long-term debt respectively. The loan from
the Rentenbank (against which notes are issued) is in the nature of central-bank credit and has been trans-
ferred to short term (from long term in the published statement). On the other hand, the debt fo the
Relchskreditkassen, shown in the officlal siatistics under "sundry loans' at short term, represents a
foreign resource and has been excluded from the ordinary short-ferm debt and placed in a special column
(see {ootnote (%) below). The effect of these changes was particularly great in 1942-43; as the table shows,
the exclusion of the Reichskreditkassen and the redemption of tax certificates made a difference together
of RM 5,000 million in the year, short-term borrowing, as shown in the table, being lower than the official
statement by that amount.

¥} Conversions and redempfions have been deducted from current issues, including the repayment in 1941 of
the 5 pev cent. loan of 1927, :

{ The figures for quarterly and annual borrowing are net, i.e. with certain deductions for amorlisations and
redemntions of special non-cash-preducing loans net included in preceding columns, The total includes
also, for 1942, RM 765 million of deposita at the Treasury.

{*) Includes Rentenbank loan: RM 674 million for 1939, RM 252 million for 1920, RM &5 million for 1941,
RM 150 million for 1942 and nil for 1943 and 1944,

# Shown as "“sundry loans' at short term in the official debt statement. The small amount cutstanding before
the war applied to internal ifems only. ) Financial years ended 31sf March.

My Round figures as published In the German press. The total debl at the end of 1944 was given as RM 346.6 mil-
liard, RM 136.1 milliard at long and RM 210.5 milliard at short term.

{%) The total liabilities of the Reich at the end of September were given officially as RM 324 milliard; this total

included RM 2.3 milliard old debts, RM 1.2 miltiard foreign debts and RM 2.7 milliard non-cash and special
issues, which are excluded from this table. -



together with those due on 1st July, and so on; in this way all interest
payments were concentrated into the six summer months April-September, -
unburdening the winfer months when the bank balance sheets have to he
prepared. Apart from the Reich’'s own [ong-term issues, this method of
concentrated interest payments affected about RM 25 milliard of other market
foans (morigage bonds, etc.).

Another measure of simplification was the issue of the new Liquidity
Loan of 1944 (put on tap as usual at 995/} in the form of a ‘‘rente” or
terminable annuity: during the first five years holders were to receive only the
interest at 3%, per cent., but thereafter an annual payment of 6 per cent. of the
original amount on account of both interest and amortisation, redemption being
thus effected qver twenty-five years from 1949, The advantages claimed were the
saving of labour and of material for the Reich Debt Administration: not only
was the loan entirely '‘stiickelos” (i.e. no actual security was issued) but the
accounting could he done in a simple way by the lumping together of interest
and amortisation payments; there were no bonds to be drawn for payment
and even serial numbers were eliminated, any "bond"” being replaceable by
any othet. Should the new system prove unsatisfactory, however, the Reich
might, in 1950, resort to anticipatory redemption or conversion.

Unlike the procedure with Li-loans, several series of Treasury certifi-
cates have been issued each vear, all having a uniform pattern: 314 per cent.
certificates at 994 with slightly over twenty vears' maturity. A novel series
was, however, issued in May 1944: couponless certificates at 981}, redeemable
in ten years at 135, the vield until redemption (no interest being paid out
meanwhite) being 3.25 per cent. against 3.55 per cent. for the ordinary series.
Moreover, the new certificates carry some important tax privileges, which
increase with the time they are held and are so arranged that the greatest
yield is obtained by holders paying the highest rate of taxation, i.e. those
with the largest incomes. In response to wishes often expressed by the banks,
the Reich thus introduced some variety into its borrowing by making a middle-
term issue half-way across the gap previously existing bhetween the 20-month
Treasury bill and the 20-year Treasury certificate. But the new certificates are
of a peculiar type: offering a premium on the length of time the funds are
~ tied up, and having a special appeal for the large private investor. By the
end of September 1944, RM 400 million had been subscribed to this series of
new certificates, compared with RM 4,640 million to the ordinary series issued
concurrently. '

The only other forms of Reich borrowing which give a premium on tying-
up are the so-called “iron savings'’ accounts (which have produced about
RM 1 milliard a year) and the '‘business-investment’’ and "commodity-stock-
replenishment'’ deposits at the Treasury (which yielded RM 765 million once for
al), Reference should also be made in this connection fo the tax certificates
which were issued under the new Finance Plan of March 1939 in series | and Il,
with subscriptions totalling RM 2,300 million and RM 2,400 million respectively.
Certificates of series |l were utilisable after three years for tax payments



at 112 per cent. and they have been almost entirely so used. Certificates of
series |, on the other hand, were redeemable at par but carried important
concessions in respect of assessment, for fiscal purposes, of the depreciation
of plant and machinery (the so-called “'liberty of valuation” of business
assets). Early in April 1944, when RM 1 milliard of the certificates were still
outstanding, these concessions were abolished for business years ending after
31st December 1944, and conversion into 3% per cent, Treasury certificates at
102 was offered.

The balance-sheet total of the Reichsbank, which stood at
RM 13.7 milliard in August 1939 and had reached RM 31.3 milliard by the
entgd of 1942, rose to RM 66.1 milliard at the end of 1944,

German Reichsbank.

Assets Liabillties
Total of
Reich paper at;:ets
All d ; All
End of month Reich Treasury Reich other “azﬁiﬁes Notes Dep;:uts other
working securi- assets ' liabititl
credit bills ties Total 2 8
M & o] ™ ] o
in millians of Reichsmarks
1939 August. . . 880 10,272 | 1,308 | 12,260 | 1,421 13,681 | 10907 | 1,480 1,204
Decamber . 785 11,392 | 1,197 | 13374 | 1,820 | 15,194 | 11,798 | 2,018 1,378
1840 . . 580 15419 388 | 16,388 | 1,802 [ 17,990 | 14,033 | 2,561 1,396
1941 " . 895 21,656 391 22842 | 1,524 | 24,466 | 19,325 | 3,649 1,492
1942 " . — 29,283 297 | 29,580 | 1,767 | 31,347 | 24,375 | 5292 1,680
1943 March ., . . 873 27,869 125 28,867 1,567 30,434 | 24,697 4,340 1,997
“June. . ., . 790 30,800 68 | 91,748 | 1,494 | 33,242 | 26,650 | 4,881 1,711
September. 765 35,010 106 | 35,881 1,771 | 37,652 | 30,099 | 5601 | 1,951
December , 630 41,342 65 | 42,037 | 1,812 | 43,849 | 33,683 | 8,186 1,980
1944 March . . . a1 40,379 33 | 40,823 | 1,994 | 42,817 | 33,792 | 7,237 1,788
June . . .. 731 42,150 28 | 42,209 | 1,769 | 44,678 | 35920 | 6,754 2,004
September, 826 50,821 | 93 | 51,740 | 1,809 | 53,549 | 42,301 X 2,160
Dacember . -j 775 63,497 45 | 64,317 | 1,765 | 66,082 | 50,102 | 13,535 2,445

{'} This itern is not shown separately in the return but is included with other items under the peneral heading
of "‘other assets’’. The figures in the table have been taken from the public debt statement; for the end
of December 1944 an esfimate has begen hased on the level of the '"cther assets' (the detailed public
debt return not being available).

(%) Including small amaunts of other domestic and foreign hills., The folal porifolic of the Reichsbank on
the outbreak of war, at RM 10-11 milliard, corres:onded approximately tfo the outstanding total of ofd
"'special bitts'' then held entirely by the Reichshank. The special bills with their J:tolongatfons orlginally
had a currency of five years, but ji may be assumed that redemption has been adjusted to the practical
needs of the budget and central bank. As ordinary commercial bills have practically disappeared, the
increase of the Reichsbank’s portiolio of ''Bills and cheques, Encludln% Treasury bilis’ from RM 10 milliard in
August 1939 to RM 63 milliard at the end of 1944 was entirely due to the taking-up of Treasury bills.

%) Probably including a small amount of other securities.
() Including the free gold cover, which has remained practically unchanged at RM 71 million since before the war.

() Only the main assets and liabilities are published weekly, without addition, The total is addéd here for
convenience. (°} Shown as '"‘other sight liabilities''.

The expansion in the Reichsbank's assets has, as in past years, been
due to increased holdings of Treasury bills, such bills accounting for
95 per cent. of the balance-sheet total; the Reichsbank took up 12 per cent.
of all Reich borrowing in 1942, 18 per cent, in 1943 and 24 per cent in 1944,
The expansion of the bank's portfolio of Reich securities in September 1944
reflects the intervention. made to support the long-term market at that time
(see page 260); at the end of MNovember, in order to allow the bank an
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opportunity to unload, the sale on tap of current Treasury cettificates ceased
and an “issue pause'’ was introduced, which lasted inte the new year.

There has been an accelerated increase in the note issue, which by
the end of 1944 was over four times as large as at the end of 1939.. From
the middle of 1943 the rise has to a certain extent been due fo the Reichs-
bank's new practice of issuing its own notes in denominations of RM 5,
such small notes having previously been obtainable only from the Rentenhank,
for which a legal limit of RM 1,550 million (applicable also fo denominations
of RM 2 and RM 1) had been fixed; and this limit it was decided to leave
unchanged; by the end of 1943 the Reichsbhank’s issues of RM 5 notes came
to RM 860 million. The volume of giro deposits at the Reichshank (largely
a counterpart to the cash reserves of the banks) had by December 1944
risen to nine times the figure for August 1938 and t¢ some twenty-seven times
the normal peacetime level around RM 500 million. As regards the turnover of
the Reichsbank giro, it is of some interest to note that from 1939 to 1943

. : ' _ the number of transactions
"Reichsbank Giro Turnover.® rose by about one-sixth

. . T—— but thejaver'age value of
Average. ;’:r";:;;; outstand- each transaction more than
amount on em'j“gf:‘ear doubled. The average turn-
over per account of a given

Calendar NMumber Amaount

year ) account

in milllons ‘“2;'{21;“3 in Reichsmarks '“QT‘L';:"S size fell sharply, however,
_ - in 1943, which seems to
1939 | 63.5 1,315 | 20,7117 1,066 288 ol T
1940 62.4 1659 | 26,586 | - 990 311 indicate a 5'0""”-‘9 up Of- thf’
1941 724 2,084 28,777 . 962 - 458 transfer mechanism, an indi-
1942 | ‘730 2,609 | 35,691 942 | 880 , .
1943 737 | 3576 | 4ss528 729 1,339 cation confirmed by a more

conspicuous increase in the
() From the annual reports of the Reichsbank, counting both sldes
t(geb"' ant{ credif) ohf theaturnovea. 'l;hed?lmoung of cg.gsdl'é r.-a)«'mentst ig volume of transfers to other
e giro turnover has decreased steadily and in represents :
only 2.2 per-cent. of the total. ' P “bank places' outstanding

% Applies only to transfers from one banking centre to ancther. at the end of the year,

Although the rapid rise of the note circulation and the giro deposits of
the Reichshank began essentially in the second half of 1943 (after the first
heavy air bombardment of Hamburg), it was not wholly caused by the larger
cash holdings of the public and the hanks; part of the increase appears to
have been due to delays in effecting transfers and part to the maintenance
by the Reich authorities of larger amounts on public accounts, included
in the Reichsbank return. under the same heading as other deposits. (For’
further particulars regarding the expansion of the note circulation see
pages 277 and 297)

Besides the influence of the air bombardmenis, the German banking
system in general was affected by the closing of branches, which had
begun as a voluntary medsure in. 1942 and was practically completed in 1943,
in the country as a whole some 830-850 sub-offices were closed, of which
200 branches and 160 deposit bureaux, about 30 per cent. of the original
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total, constituted the share of the three Grossbanken with a network of
branches (the Deutsche, Dresdner and Commerz banks), The reductions had
little . effect on the balance sheefs, since business was generally transferred
to another branch or ceéntre.

" While most Berlin banks were damaged in 1943-44 _,ahd many had their head
offices destroyed by the air bombardments, their underground treasuries usually
escaped. indeed, the banks were generally able fo get their payment mechanism
info working order again on the following day, with a femporary increase in
turnover, mainly withdrawal of deposits, due to the emergency. In August 1943,
" special facilities for withdrawals from savings banks in other localities were
accorded to people who had been forced to change their place of residence
and, later on, similar facilities were arranged for depositers of other banks,
including the Grossbanken. As a result of the evacuations there was evidently
~a certain geographical shift in deposits from the large towns to the country
and from the west towards reception areas in central and eastern Germany.
At the same time the banks went some way towards decentralisation, higher
. officials being moved to the main branches in the provinces, which settled
their accounts directly among themselves and with the local branches of the
Reichsbhank. The table on the following page shows the main movements for nine
important banks up to the end of 1943, the latest statistical data available.

The most striking feature in the development of the nine banks was their
continuous striving to increase the proportion of. their-most liquid assets: be-
tween 1938 and 1943, the banks almost doubled their cash reserves and increased
to fifteen times their holdings of Treasury bills, while they limited the expansion
of their more illiquid assets (i. ¢. business advances and long-term government
bonds) to two or three times what they were in 1938. At the end of 1943 the
banks held ten times as much shori-term as long-term government paper,
hoth types together accounting for fully 70 per cent. of total assets, compared
with some 40 per cent. in 1938 and less than 20 per cent. in 1932

The traditional *'big five'’ Grosshanken (the Deutsche Bank, Dresdner
Bank, Commerz Bank, Reichs-Kredit-Gesellschaft and Berliner Handelsgesell-
schaft) showed the smallest expansion of all the groups in 1943. Deposits rose
by RM 3,000 million, the corresponding increases among the assets being:
‘RM 350 miilion in cash, RM 1,900 million in government securites and
RM 850 million in business advances. The extension of the business advanbes,
occurring in a period of high general liquidity, was of particular interest; it
was attributed partiy to heavy taxation and the skimming-off of profits (which
left business with smaller cash resources than was formerly the case, such
liquidity as remained being unevenly distributed) and partly to the curtailment of
the advance payments previously made by the government on armament orders.
A further factor was presumably the growing credit needs of official bodies
concetned with the import, storage and distribution of foodstuffs and raw
materials; and, as a result of the air bombardments, emergency credits to local
governments and others had at times a special importance, while delays in
the payments mechanism led to the extension of temporary cash credits.
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German Banks' Balance Sheets.

Assets Liabilities
: FPercant-
i » Total age
Reich securities of Deposits etc. incragse
End of year Business balance of
Cash ad- Bills | .. Bongs sheets huif " !;ﬂta;«ce
= Al whic sheel on
vances sury certifi- [ Totl Total savings | previous
o bills cates ® deposits| year
in millions of Reichsmarks
Five Grosshanken (9 o}
1938 . .. 751 3,365 | 2,146 1,229 603 1,832 8,012 7627 966 1.7
1939. . .| - T4 3,495 2,039 2,627 347 2,974 [ 10,143 | 8,804 | 1,083 12.6
1840, . . 886 2,748 2,167 5138 | 107 6,310 | 12,995 | 11,699 | 1,516 28.1
1941, .. 1,005 | 3,081 | 2,166 | 7,043 | 1,791 | 8,834 | 15,927 | 14,623 | 2,178 | 22.6
1942 . . .| 1,084 3,889 2,366 8,823 | 1,243 | 10,066 | 18,259 | 16,882 | 3,081 4.6
1943 . . .| 1,433 4,738 2,337 | 11,044 944 | 11,987 | 21,302 | 19,909 | 4,069 16.7
Bank der Deutschen Arbait (9
1938. . . 652 17 89 57 i3 160 53 473 =1} 6.8
1939 . . . 58 179 45 580 18 608 | 918 880 89 78.9
1940 . . . 63 266 o7 1,108 234 1,342 1,765 1,751 130 95,6
1941, . . 95 410 120 | 1,744 250 | 2003 | 26581 2597| 1817 478
1942 . . . 133 493 223 2525 282 2,807 3,691 3,606 280 38.7
1943 . . . 162 743 222 2,71 772 3,503 4,657 4,570 3ara 26.5
Three special banks® ) 1
1938 . .. 417 =1 1,387 . 700 355 1,055 3,525 2,839 2 .9
1939, . . 416 146 941 2499 356 2,855 5,304 | 4,248 2 35.1
1940 . . . 495 241 | 1,407 | 3613 528 | 4141 | 7,136 | 8,122 2| 345
1941 . . . 579 323 916 6,627 2924 7,551 | 10,198 9,226 4 42.9
1942 .. . | 831 608 | 1,524 [ 11,964 | 1,160 | 13,124 | 16,224 | 15,204 5 | 59.1
1943 . . . 738 = 1,126 | 15,125 | 1,259 | 16,384 | 19,686 | 18,713 6 21.3
Total nine banks (%
1938. . .| 1,229 3627 3,622 1,986 | 1,061 3,047 | 13,450 | 10,940 959 1.3
1839, . .} 1,218 3,820 3,025 5,716 721 6,437 ] 16,265 | 13,833 | 1,184 27.7
1940 . . .| 1,444 | 3,256 | 3671 | 8,860 | 1,933 | 11,798 | 21,926 | 19572 | 1,648 | 24.0
1941 . . .1 1,679 | 3,814 3,202 (15414 | 2974 | 18,388 | 28,778 | 26,446 | 2,363 31.3
1942 . . . | 1,848 | 4,987 3,712 (23,312 | 2,684 | 25,997 | 38,164 | 35,781 | 3,366 32.6
1943 . . .} 2,333 | 6202 3,685 | 28,900 2,975 | 31,875 ) 45,645 | 43,193 | 4,449 19.6

(" These "hills" may be taken to be Iargel:;r Reich paper once removed, |.e. Solawechsgel and Mefobeschaini-
gungen, which were popular with the banks since 1hey might be shown in the balance sheet as 'bills™, for
window-dtessing purposes, (% Including other items besjdes thosa shown separately.

(% Peutsche Bank, Dresdner Bank, Commerz Bank, Reichs«Kredit-Gesellschait and Berliner Handelsgesellschaft;
ihe deposits of these five banks at the end of 1943 totalled RM 8,242, 6,203, 3,976, 1,005 and 482 million respectively.

{% The Bank der Deutschen Arbelt, although it now may rank as one of the Grossbanken {coming third, after .
the Deutsche and Dresdner Banks, and before the Commerz Bankl owing to the size of its kalance shest,
which has grown by nine times since 1938 against the doubling of the aggregate of the other Grossbanken,
yet ma{I be classed more as a sEeciaI bank, on account of its structure and aclivities; It reilects the financial
girength of the German Labour Front, of which {1 has been the “Hausbark™, the jncreased contributions of
members epaingt diminished outgoings, the savings money for the purchase of the Volkswagen etc. In
congideration of 1he growing volume of ils balance sheet, this bank doukled its capital from RM 25 millien
to RM 50 million in 1942,

() These are the three “Geldzentralen’, i. e. the Deutsche Girozentrale (the central bank of the savings banks)
the Deutschlandkasse (the central bank of ihe cooperatives) and the Prussian State Bank (Seehandlung),

%} The aggregate resources of the nine banks at the end of 1938 amounted fo 44 per cent. of those of all the
“reporting banks'' which published monthly balance sheets until July 1938.

The smaller number but larger average size of credits granted is illustrated by
statistics issued by one of the Grossbanken, The expansion of bank credit
was the more significant since the issue of indusirial bonds increased in 1943,
the proceeds. heing largely used for repayment of bank advances. A wartime
feature of German banking practice which has gained in importance in recent years
is the so-called collective credif, in which a number of banks participate;
this form has been developed to cope with a sudden demand for very large
credits serving special war purposes, the comparatively long term involving
more than ordinary risks.



-~ Deutsche Bank -The Bank der Deutschen Arbeit, or
New Credits Granted.* German Labour Bank, owed its special
position to the funds it received from the
Calendar Number Value Averaga
in in millions valwe | German Labour Front and other Party
Year | thousands | of RM in RM . o

: organisations. But there appears to have
1938 1 1,480 13,200 been a shift in the composition of its
joae 109 }:g;g }gﬁ deposits, with a distinct leaning towards

1941 83 . 1,580 18,900 i ity:
1941 82 1550 o the busmess. cornmumty, thus, from 1943,
1943 70 2,110 30,100 Party organisations were no longer per-

mitted to place considerable funds with
the bank without warning or to make
massive withdrawals. A rise in the amount of business credits by fifty per cent.
in 1943 was a further sign of increased interest in the country’s private economy.
As regards government securities, the Labour Bank increased in particular its
long-term maturities in contrast to the trend at the five Grosshanken; but it
had proportionately a much [arger volume of time deposits. The Labour Bank
maintained branches at Prague, Riga, Kowno and Cracow and had affiliated
banks in Belgium and Holland, all of which. reported a considerable expansion
of their activities in 1943. (Among other banks with specialised functions may
be mentioned the Deutsche Verkehrs-Kredit-Bank, which received the surplus
funds of the railways, and. the Bank der Deutschen Luftfahrt.)

* From the annual report of the Deutsche Bank.

. For the six Grossbanken together, the expansion of the aggregate
balance-sheet tfotal in 1943 was by 18 per cent. to RM 28 milliard, the percentage
increase of deposits being 19, of business advances 25 and of Treasury bills 21,
Details for the end of 1944 are not yet available but it is reported that a
great change came over the situation, especially in the second half of the
year, Although industrial bond issues were lower, business advances fell
off for the first time since 1940, the decline being estimated at 20 per cent.
compared with the end of 1943; this was partly due to the cutting-off of foreign
trade through military developments and the consequent decline in credit needs
of the official bodies mentioned above. On the other hand deposits rose, with

the further closing of factories and

Germany ligquidation of stocks, by an estimated

Special Banks’ Deposits. 35 per cent. (the increase in the aggre-

: gate balance-~sheet total being from

Dauisch L

Deutsche | Zomtole 1preussische] 1M1 26 tO abo?'t 34 milliard, say by .30

fEnd z:itrn;-le Gonossen- |  Staats- per cent). This afilux of new deposits

o yeat schafts. bank while advances were being repaid found

in_miliions of RM its counterpart in purchases of Treasury

1938 1,356 454 1,609 bills, which rose. t?y some. 50 per cent:

1939 2113 | 924 T 1,211 to over RM 20 milliard (while the banks

:g:? 312?3 5',29,5 }:S-}i' government bond holdings continued to
1942 8636() | 44720 | 2,187 decline) _

1943 9,619 5,608 2,486 '

) ] ' Of the three special banks shown
(M Including some RM 2,250 millien held in suspense | . . i
far the rent-tax composition payment. in the table the most important is the

" 0% " ; ,
O N o Rana ! Suseanse Tor  neutsche Girozentrale, the central
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institution of the German savings banks, which, judged on the size of its
deposits, has become the largest single banking institution in the country. In
recent years the savings banks have themselves invested in Reich securities more
than half of the funds flowing to them, the balance being largely deposited at the
local Girozentralen, which in their turn redeposit part of the funds with the
Deutsche Girozentrale. In 1943, the savings organisation as a whole took up
50 per cent. of the new long-term issues of the Reich against 46 per cent.
in 1942 and 37 per cent. in 1941 — a sign of the increasing importance of the
savings banks in the financing of the Reich.

The Deutsche Zentral- Genossenschaftskasse, or Deutschlandskasse,
as it is generally called, is the central institution of the Credit Cooperatives,
whose deposits rose in 1943 by RM 5 milliard to RM 221 milliard, the whole of
which had to be invested in Reich securities or redeposited at the Deutschlands-
kasse. With total deposits at RM 6.6 milliard at the end of 1943 the Deutschlands-
kasse ranked next in importance to the Deutsche Bank, the largest of the five
Grosshanken. The Prussian State Bank, or Seehandlung, is smaller in size
but, in addition o its position in Prussia, it has acquired a special significance
owing to the extraordinary tasks it has been called upon to perform, particu-
larly in connection with the regulation of prices and other activities on the
stock exchange (including the liguidation of Jewish property).

To give a more complete picture of the movements of the bank deposits
of all kinds, the following tfable has been prepared, covering the bulk of
deposits in the country.

German Bank Deposits.

Total deposits ()} i Savings deposits only (9 Tfﬂtalll
. of a
) Credit . Cradit savings
Calendar years Six savings| Postal | ", o | . 5iX Igavings| Pestal | "o, .| deno-
Gross- [hanks [Savings| gpera. Total® | Gross. | panks [SavIngs| gpors | TOtal? | “gige
hanken @ bank* tives * banken 3 bank* tives * (1) *
in milliards of Reichsmarks
Increase of deposits
1940 . .. .. 3.8 8.0 0.4 25 | 147 0.5 6.3 0.4 1.8 0.0 9.4
194% , . ... 38 | 1e o7 a1 19,4 o7 29 Q.7 23 | 136 | 142
1942 _ . _ .. 23 | 149 1.4 50 | 246 10 13.5 1.4 4.1 | 200 | 209
1943 . ., . . 4.0 | 184 2.0 50 | 294 1.1 15,7 2.0 3.7 | 225 | 234
1944 ) . . ., 8 16 3 14 3 T
Total Increase )
1940-43 . .. | 148 | 5341 a5 156 | 88.1 3.3 | 454 4.5 119 | 851 | 678
Total deposits ’
at end of 1943 | 245 | 79.0 48 (2223 131 4.4 66.9 4.8 17.0 | 93.0 | 97D

* Partly estimated. "y Giro and savings deposits. £} Included in previous columns.
(3) The average amount of jndividual savings is reported to have risen frem RM 521 in 1939 to RM 985 in 1942
and to RM 1,195 in 1943. {*) Total of all savings deposits in the counlry. (*) Preliminary,

The importance of the savings banks is shown by the fact that at the end
of 1943 they were responsible for 80 per cent. of the total deposits {giro and
savings) of all German credit institutions included in the table. It is, moreover,
interesting to note that fully 70 per cent. of all deposits were savings deposits,
somewhat more than 70 per cent. of the increase in deposits during the four
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war years 1940-43 having taken this form. Giro deposits at the savings bhanks
reached RM 12 milliard at the end of 1943 (and RM 14 milliard in 1944) against
less than RM 2 milliard at the end of 1940. The increase in these deposits
was largely due to the out-payment of allowances to soldiers’ families through
this channel.

The expansion of deposits at the six Grossbanken in 1944 has already
been mentioned (page 209). Developments at the savings banks have been
influenced by air bombardments and. evacuations, even though the need for
cash withdrawals was reduced by the arrangement allowing deposit-book
holders to utilise their accounts in any part of the country. The affiux of
deposits is reporfed to have slowed down, especially in the second half of
the year, but not to have completely ceased at any time; preliminary reports
put the increase in savings deposits at the savings banks at RM 14 milliard
(against RM 16 milliard in 1943); but in some cases a further expansion was
reported, the Postal Savings bank, for example, having total deposits of
RM 7.6 milliard in December 1944, The total of all savings deposits outstanding
has been estimated af around RM 115 milliard at the end of 1944.

- The table on the following page showing money capital formation in
the years 1940-43 brings out the importance of savings deposits as well as the
relative growth of the note circulation; it also reveals the great part played by
institutions, which is so characteristic a feature of German war financing. The
external items, which accounted for a constant one-sixth of the aggregate
money capital formation in the three years 1941 to 1943, are analysed in
Chapter 1V; they consisted principally of clearing balances owed to foreign
countries, which were invested in Reich securities by the Verrechnungskasse,
and Reich securities held directly by banks in Holland and in Bohemia and
Moravia. But these foreign items do not include funds received as current
income (for instance occupation costs paid directly to the Reich budget) since,
being current, they have not been counted as part of the capital formation.

Interest rates remained unchanged throughout the years 1943 and 1944,
bank rate being at 3% per cent. (since April 1940), three-month Treasury
bills being issued at 2Y; per cent.,, new Treasury certificates and Li-loans
carrying 3% per cent. interest, and industrial bonds, under the influence of the
“interest stop”, being issued at 4 per cent.; RM 750 million 4 per cent. Reich

: certificates, issued in 1940, were called for
Golddiskontbank 1st March 1945, for conversion into 3%% per

cent. certificates. On the money market
the so-called Mefo-bill has declined in im-
1042 | 1043 | 19044 portance since the Reichsbank ceased to
‘make new issues in July 1943, the amount
outstanding falling from RM 2.8 to 1.6 mil-

Issue of Solawechsel.

End of month

in millions of RM

March . ...} 445 | 382 1 1,262 liard during the year; its place was faken to
dune ... .. 565 450 | 1,536 : -

September . .| 57 713 | 2.276 some extent by the Dego-bill (Sola-bill of
December. . .[ 1,847 [ 3,103 * the Golddiskontbank), of which exceptionaily

farge amounts were outstanding at the end
* In November 1944, the recard total of RM 4,660 R
million was cutstanding. of 1943 and in 1944,
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German money capital formation.*

incrsase in credit valume and money capital C 1940 1941 1942 1943 1;2&2;3
in calendar years : :
) in miliards of Reichsmarks
Increase in: :
Raich borrowing . . . . . e e e e s 33.5 48.6 54.1 72.4 208.6
Otherbonds . . . .+« v v v v v v v v v e s 08 (—0,1) 0.4 05 1.6
Bank advances . - « - 4« - 4 4 s v e e e u 3.1 0.15 1.5 1.1 {—0.35
Rent-tax composition . . . . ... ... ... — — &.0 2.0 8.0
Total increase In credit volume . . . . . . . .. 3.2 48.65 862.0 - 76.0 217,85
Ircrease in:
Note {and coin} clrculation . . . . . ... ... 2.4 555 5.05 0.3 22,3
Savings deposits . . . . . ... e 8.8 13.85 20.8 24.0 &7.45
Bank deposits . . . . v . 4 . . i h v e e 9,05 8,75 1.2 13.0 38.0
Reichsbank giro . . . . . .. . . .0 v .- — 0.5 1.0 20 3.5
Market purchases of securities . . . . . . . . 215 5.18 8.75 26 16,65
Insuranceé companies’ purchases etc. (Li-loans) 3.9 4.35 3.8 48 186,65
Banks® “own” funds . . . . . . . ... 00 0.3 .5 0.7 1.0 2.5
Treasury bills placed elsawhere . . . . . . . . 1.9 1.5 24 53 11.1
Rent-tax composition - cash payments . . . . — — 4.0 1.0 £.0
Total intermal . . . . . . .. v v o a v 28.5 40,15 51.65 G3.0 183.20
External (Verrechnungskasse und Reichskredit- :
kassen} . . . . . e e e e e S e 2.7 8.5 1045 . 13.0 3486
Total money capital formation. . . . . . . ... 3.2 48.65 620 - 76.0 217.85
Analysis of internal 1940 19414 1942 1943 119-:?_[:3
money capital formatlon ) )
in parcentages
Increase in:
Mote {and caln) circulation . . . .. .. ... 8. 73.8 &8 14.8 2.3
Savings deposits . . . . . . . - s h e 309 34.5 40.3 3s8.7 35.8
Bank deposifs . . . . . . . .. u e e e 37.7 21.8 i4.0 20.6 20.7
Reichsbank gire . . . . . . . v o v v 0 . - .2 1.9 3.2 1.9
-Market purchases of securities . . . . . . .. 7.5 12.8 13.1 4.1 9.7
Insurance companies’ purchases etc. (Li-loans) 13.7 . 108 7.0 7.6 9.7
Banks' capital and reserves . . . . . . . . . . 1.f 1.3 14 7.6 1.4
Treasury bills placed elsewhers . . . . . . . 6.7 3.8 4.7 8.4 6.7
Rent-tax composltion - cash payments . . . . — — 7.8 7.6 2,7
Totalinternal . . ., . . . .. ... o0 100 700 100 100 ioo

* Based on data given by Dr. Ginter Keiser In an article in “Bankwirtschaft”, 15th December 1944, The
dala differ somewhat from -those piven in eatlier years, in particular by the inclusion of other credit
operations besides Reich horrowing (which is given net, I.e. without conversions and exchanges). The
payment of the reni-tax compaosition, which is accounted an both sides of the statement (the amount rajsed

. by credit being the difference between the total amount and the cash payment), bas made certain adjust-
ments necessary: RM 3 milliard has been deducted from Reich borrowing and from bank deposits in 1942
and added in 1943, slnce payment of ihis amount from the kanks to the Relch was delayed from
December 1942 into the new year, The increase in the Reichsbank gire takes account of deposits other than
those of the banks, "“Markét"” purchases of securities, which in fact have been rmade preponderantly by
ingtitutions and only fo a very small degree by individuals, include the so-called '"husiness-investment™ and
“commuodity-stock-replenishment’ deposiis at the Treasury in 19842,

There was some revival of private issues on the capital market in 1943,

RM 500 million mortgage bonds were sold in connection with the rent-tax

composition and net new industrial bond issues came to RM 1,120 million,

as against RM 850 million in the previous year; the revival was, however, of a

temporary character, since industrial issues fell off to only RM 570 million

in 1944, Some interest was aroused by the notice given by Siemens and Halske
of repayment, on 1st April 1945, of their 6 per cent. debentures, which were
due only in the year 2930, at 342 per cent. These bonds, which were issued
in 1930 with a currency of a thousand years, thus disappear after little more
than a decade; holders of the German tranche were given the option of

conversion into preference shares without voting rights.

* *
¥
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Whereas .the government expenditure of the main belligerent countries has
been for their own account (except for aid, such as lend-lease, voluntarily given
to allies), the occupied countries. of western Europe have had to
cover the expenses of the German troops in occupation and to finance the
surplus of exports to Germany through the clearings. In France, this extra-
ordinary outlay was specified in the Treasury's statements as ‘'expendifure in
connection with the armistice'; but in other countries the position has been less
clearly presented. A measure of the amounts involved, however, has been obtain-
able largely through the central-bank returns, which have been regularly published.

The payment of occupation costs and the advances for the financing
of the clearing with Germany must obviously be added to domestic budget
expenditure in order to give a comprehensive picture of the total outlay
on official account (which is important inter alia from a monetary point
of view). Thus some rearrangement of the published material has been
undertaken in the interests of uniformity and in order to give as clear an
insight as possible into the situation. For four countries, France, Belgium,
Heolland and Denmark, adequate data have been available and are .set
out in the following table (all figures being converted into Reichsmarks at
the official rates, for convenience of presentation).

Four Western European countries: Total official outlay.®’

Total official cutlay 1940 | 1941 | 1942 | 1943 Im:iB 1940 | 1941 | 1942 | 1943 ;;3‘8_':3
in financial years (9 :
in millions of RM perceniages
France
Domestic, . .. . ... 12,400 | 6,850 | 7,450 7,160] 33,850 85 54 42 33 - 51
On German account, . | 2,150 | 5,850 [10,100 {14,250 | 32,350 s 45 58 67 49
Totals .. ... |14,550({12,700 (17,550 |21,400 | 66,200| ‘100 | 100 | 100 | 160 | roo
Belgium : :
Domestic. . . . .. .. 1,540| 1,550|.1,650| 1,740 | 6,380| 77 44 a4 a4 471
On German account. . 620 | 1,980| 2,970} 3,440 9,020 29 56 66 56 59
Totals .. ... 2,160 | 3,540 | 4,520 | 5,180 15,400| 700 fo0 100 100 He T
Heolland .
Domestic, . . .. ... 1,900( 1,740 2,130 | 2,350 | 8,120 66 35 39 37 42
On German account. . 960 | 2,160 3,260 | 3,850 | 11,330 34 &4 | 61 &3 58
Totals . . ... 2,860 | 4,900| 5,300 | 6,300 19,450| ro0 100 700 foo too
Penmark
Domestic. . . . . . . . 400 47Q 570 640 2,080 45 50 54 35 | 44
On German account. . 490 460 490 | 1,210{ 2650 55 50 46 85 56
Totals . . ... 880 930 | 1,060 1,850 4,730| ro0 foo 100 el Hld
Totals
for four countries : :
Domestic. . . . . B 16,240 (10,610 (11,700 [11,880 50,390 79 48 &1 3q 48
on German account 4,220 111 460 16,820 {22,850 | 55,350 oar 52 . 52 | 6§ 52
Totals . . ... 20,460 22,070 |28,620 {34,730 [105,T40| 700 100 foo | roo 100

(") Budget expenditure on domestic account, plus the payment of occupation costs and the fmancmg of the
clearing on German account.

& For France, Bel]gium and Helland the financial year ends on 31st December and thus corresponds to the
calendat year; for' Denmark the financial year ends en 3tst March and the figures cover the twelve months

~ up 1o the end of March of the years following those given at the head of the table.
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During the three and a half years up to the end of 1943 the expenditure on
German account by the four countries came to a littie more than one-half of
their total official outlay; but, in 1943, the proportion had risen to as much as
two-thirds, a fact which indicates the importance of not neglecting the sums
paid to Germany when the public finances of these countries are examined.

The payments made by France on German account were, in absolute
“amounts, higher than those of the other three countries together. The following table
gives in a simplified form the main items of the French budget and the Treasury

French Budget and Treasury Accounts,”

Esli-
Realised resulis mates
Calendar years -
1940 | 1941 | 1942 | 1943 1944 ()
in milliards of Fr.fcs
Expenditure
Ordinary expenditura (¥} . . 238 126 137 139 160
Armistice axpenditure (%) . . 80 142 i57 282 300
Sundry . ... L. .. 10 11 12 4 10
Total . . . 328 279 306 425 470
Reichskreditkassen(®). . . . | —37 —25 | 4+ 45 +3 .
Total afficial cuflay . 291 254 35t 428
Receipts
Ordinary revenue . . ., . ., ' 83 20 110 136 150
Borrowing
from market {nat) . . . . 13@ 113 119 148
from depositars and cor-
respondents at the Trea. 320
sury {5 . . .. L. L. — — 5] 26
from Bank of France (8) . 106 76 71 117
Total . . . 328 279 306 425 470
Relchskreditkassen (v , . . |—37 | —25 |+ 45 +3 .
Total receipts . . ., 201 254 351 428
Deficit (coverad by borrowing)
excluding Reichskredit-
kassenid . . . .. .. .. 245 189 | 196 288 | (320
including Reichskredit-
kassen{h . . .. ... .. 208 164 249 292

it Including the Caisse autonome d'amorlissement. The iaxes levied by
the Caisse have been added to ordinary revenue and its costs of
administration to ordinary expenditure, while the debt amortisations made
by it have been deducted from the market loans.

@ Inciuding war expenditure (n 1940, (¥} Expenses (analysed in a later
takle) resuliing from the occupation of the country by German froops.

(4} The movements of the account of the Reichskreditkassen at the Bank
of France, shown as (=) for increases and (+) for decreases, have
been so great that it {5 necessary to take them into account in erder
to obtain a real picture of developments.

7} Dreposits at the Treasury and with "“correspondents’’ of the Treasury, both
of which items may be considered as borrowing. & Including
comparatively small amounts from the banks of issue in the colonies,

{") These are round ligures based parly on budget estimales as published
and parfly on movements of the accounts in the early months of the
year, Actually the armistice expenditure ceased in August 1944, when
expenditure for the year totalled Fr.fcs 203 milliard {see table cppasite),
From information published by ithe Finance Minister of the Provisional
Government in Qctober 1944 it appears that, apart from the armistice
expenditure, tolal budget expenditure was expected to reach Fr.fes 200 mil-
liard against ordinary receipts of Fr.fes 130 milliard, giving a deficit of
Frics 70 milllard, which would be raised to Fr.fcs 120 milliard it the
Algiers deficit of Frdcs 50 milliard were added. Including armislice
expenditure already paid, the overall deficit would thus be about
Fr.fcs 320 miliiard for 1944, ’

For 1945, only preliminary figures are available; expenditure has heen
estimated at Fr.fcs 390 milliard, made up of Fr.fcs 173 milliard for national
defence and Fr.fcs 217 milliard for civil purposes (including temporary
expenditure arising from the war); ordinary revenue has been put at
Fr.fcg 154 miilliard,

accounts including the
Caisse autonome d’amor-
tissement {which raises
its own tax revenue and
applies itto debt service)
as weil as movements on
the Reichskreditkassen's
account at the Bank of
France, these two addi-
tions being necessary to
arriveatthetotal real expen-
diture or “official outlay”.

The spectacular ex-
pansion of the armistice
expenditure from 1942
to 1943 was mainly due to
the increase in occupa-
tion costs from Fr.fcs 300
to 500 million a day (paid
as from t1th November
1942) and to the rise in
the German clearing de-
ficit. The total of other
bhudget expenditure fell
slightly in 1943, being
met  almost wholly by
receipts from taxation
and other ordinary re-
venue, Including with-
drawals from the ac-
count of the Reichskredit-
kassen, the deficit rose
from Fr.fcs 240 milliard in
1942 to Fr.fcs 290 milliard
in 1843, the proportion
financed by calls on the
Bank of France decreas-
ing from 48 to 41 per cent.
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French Public Debt.”

Totals outstanding Movementis of debt (2
n
End of month Aug. Dec. Dec. Dec. Aug. 1944
1939 | 1941 1942 | 1943 | 1944 | 1942 | 1943 5&133'}

in milliards of Fr.fcs

Long term: )
Funded . ......... 55 55 44 44 44 | — 77 — -—
Redeemable . . . . . ... 248 278 306 358 35 |+ 28| + s2 |+ 17
. Middle and short term;
Treasury bills etc.. . . . . 107 321 421 519 8T | -+ 100 | + 98| + 68
Bank of France (%4 .. .. 36 227 296 413 517 + 69 R + 104

Total . . . 446 881 1,087 1,334 1,523 + t86 | + 267 | + rag

) Including the Calsse aufonome d'amortissernent.

{#) Mot all fluctuations are due to cash dishursements or receipts; certain factors, such as conversions, fluctua-
tions of exchange rates etc., play a part, In 1942 these factors led fo a reduction of Fr.fcs 12 milliard, in
1943 of Fr.fcs 7 miilliard and, in January-August 1944, of Fr.fcs 16 milliard, so that total receipts from
korrewing wera Fr.fcs 138 miiliard in 1942, Fr.fcs 274 milliard in 1943 and Fr.fcs 205 milliard in the first
eight months of 1944,

{3 This item actually covers all hanks of issue (including those of the celonies} but is, of course, almost
entirely concerned with the Bank of France. According to- the end-of-year returns, the advances made by the
Bank of France rose by Fr.fcs 674 milliard in 1942 and Fr.fcs 112 milliard in 1943,

In the five years up to the liberation in August 1944, total official
outlay amounted to arpund Fr.fcs 1,650 milliard, of which Fr.fcs 865 milliard
was on account of the armistice; Fr.fcs 535 milliard was covered by ordinary
budget revenue, about Fr.fcs 600 milliard from market issues, mostly at short
term (Treasury bills and savings bonds) and frem sundry receipts, while
Fr.fcs 51% milliard was obtained from the Bank of France (the latter figure
including the gold transferred to the Exchange Stabilisation Fund when the
reserves were revalued in February 1940). As a result the long-term debt fell
from 68 per cent. of the total at the outbreak of the war fo 28 per cent. in
August 1944, The following table gives an analysis of the armistice
expenditure, with an indication of the manner in which it has been financed.

France: Financing of Armistice Expenditure,

Of which occupatlon

* Expenditure in connection with the armistice costs proper

Clasgsification Financed by | Of those payments
- . amounts |
Periods Occupa- | Billeting Special Total | ilised | move-
tion and |Clearing Total advancas Tris_.]slury payt- by ment
costs | requisi-| deficit of Bank Itcs ments | german |of R.K. K.
proper | tions of France| %'¢ authorl- | account
ties :
in milliards of French francs
1940 June-Dec. . . . 80 . . a0 &1 —1 80 35 - 45
1841 Jahuary-Dec. . 121 g 12 142 82 80 121 102 + 20
1942 b " 110 |- 14 a3 157 ;] B9 - 110 157 — 48
1943 " " 194 26 632 283 1186 167 194 158 —_ 2
Total 1940-43 . .| 505 49 108 662 327 335 508 AS0 4+ 18
1944 Jan.~August* .| 127 24 52 203 a9 104 127 | 142 — 15
Total payments made )
on German account* | 632 73 180 865 426 439 632 632 —

* The armistice payments ceased in August 1944,
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From June 1940 to August 1944, when payments ceased, a total of
Fr.fcs 865 milliard was paid out as armistice expenditure: the ‘‘occupation
costs" proper amounted to Fr.fcs 632 milllard, plus Fr.fcs 73 milliard for billeting
of troops and requisitions; in addition, the German deficit on the clearing
came to Fr.fcs 160 milliard. Of the total, Fr.fcs 439 milliard was provided by the
issue of Treasury bills while the balance of Fr.fcs 426 milliard was covered by
special advances from the Bank of France. Not only did the amount paid daily
by the French Government as costs of occupation vary from period to period
but the actual utilisation by the German authorities of the amounts so paid
was subject to wide variations, as can be seen from the movements on the '
Reichskreditkassen's account at the Bank of France; and these variations were
of primary importance from a monetary point of view.

France: Utilisation and Financing of Occupation Costs.

First phase |Secoend phase | Third phase | Feurth phase | Tofal period

Phases in the

utilisation 25th June 1940| 15t May 1941 | 1st May 1242 | 1st Jan, 1943 [25th June 1940;

f & + to 1o to . to. ] to Y]
of occupatian cosis 30th April 1941{30th April 1942( 315t Dec. 1942| 21t Aug. 1944 21st Aug. 1944,
: 310 days 365 days 245 days 599 days | 1,5t9 days
: in millions of Fr.fcs
Daily average credited . . 413 300 (%) 300 (3 535 (%) 416
" " withdrawn . 226 2905 - 475 564 416
" T of excess. . + 187 . + 5 —175 — 29 Q
in milliards of Fr.f¢s
Total amounts cradited, . 128 110 T3 321 . 632
" " withdrawn 70 108 - 16 338 632
Excess of credlts (+)
ordebits (—) . » ... .. + &8 + 2 — 43 — 117 —

Of amounts withdrawn:
| Financed. by Treasury bill

issue et . . . .. ... N 24 51 25 108 206
Flnanced from Bank of France: )
increassa of special advances 104 59 43 215 426
movement of Ralchskredit-
kassen account{s) . .., -— 58 — 2 + 43 + 17 —
Total , . . 46 57 ¢ 1] 232 426
Increasa of note circulation. . + 53¢ + 59 ’ + 9N 4 242 0] + 450G (%

() The last payment for ten days in advance was actually made on 11th August 1944,

(%) Payments were made at the rate of Fr.fcs 400 milflon a day during this phase but ihe average amount
credited slightly exceeds that figure owing to payment ten days in advance.

@ From 15t May 1941 to 31st December 1842 payments were made at the rate of Fr.fcs 300 million a day.

¢} Payments at Fr.fcs 500 million a day were made retrospective fo 1ith November 1942, but amounis were
regularly paid at this rate only from .21st Januvary 1943. The arrears of Fr.fcs 10.2 milliard were spread over
a period, instalments of Frfcs 2 milliard each being paid in April, May and June 1943 and the remainder
in later months, while Fr.fcs 200 million a month was deducted for hilleting expenses in the previcusly non-
occupied zone. The Fr.fcs 1 milliaré a month previously paid to Haly was, from Seplember 1943, paid {6 Germany,

%) Accumulation of funds on the account (=} or excess of withdrawals {4-).
® From 10th Jung 1940, (M Partly estimated.

This table shows the close parallelism between the issue of notes by the
Bank of France and the actual utilisation of the occupation-cost payments, as
measured by withdrawals from the account of the Reichskreditkassen. Four
distinct phases, which are illustrated in the graphs, may be discerned:
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(i) in the first. phase, up to April 1841, payments were made by the-French

Treasury at the rate of Fr.fcs 400 million a day (ten days in advance);
of the Fr.fcs 128 milliard thus credited to the account of the Reichskredit-
kassen only Fr.fcs 70 milliard was withdrawn by the German authorltles,
so that Fr.fcs 58 milliard accumulated on the account.’

{ii) In the second ‘phase from May 1941 to April 1942, when the reduced

amount of Fr.fcs 300 million a day was paid, total payments and with-
drawals roughly balanced at around Fr.fcs 110 milliard.

(ili) In" the third phase, covering the period to the end of 1942, during

which Frfcs 300 million a day was still paid, extensive fortification
works were begun and large armament orders placed in France, with the

result that the withdrawals exceeded the sums credited by Fr.fcs 43 mil-
tiard,

(iv) In the fourth and final phase, which began in January 1943, Fr.fcs 500 mil-

lion a day (plus certain additions and adjustments) was paid and approxi-
mately the same amounts withdrawn until June 1844; in July and August
some Frics 25 milliard were paid in but the German authorities withdrew

about Frfcs 40 milliard, including the whole amount standing to the
credit of the account. '

As a result of the

Account of Reichskreditkassen at Bank of France armistice financing, the
in milliards of Fr.fes.
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o _nty Tio liard in August 1944 and

L \\\\\\\\\\ Ut ] P -
» S \\\\\\\\\\ﬁ\\\\\\\\\ :\ o constituted nearly three
oA iﬁ\\\\\\\ii\\\i\\\\\\\\\i NN \\\Q\K\Q\ . quarters of the total

B \@§§§§\ Y \\ 130 | public debt. With a view

s . .
oF N\ §§\§Q \\\\\\ QQQ\Q\\ \\\\ 12 | to consolidation, the

- S \\\\ SN ‘o -

.’g NN §Q\\\\\\\\\\\\ N \Q\\ \ IRk _:}0 Provisional Government
o 1960 1941 1942 1943 1944 floated 2  Liberation
loan, in the form of

AmountZcredited per day to accountfof Reichskreditkassen’

and moving average of daily amount withdrawn 8 per ce.nt. perpetual
in millions of Fr.fcs. rentes, in November

Toor A _1?00 1944; subscriptions to

500

00|

VN
’I

300

~200 |-

100

y

260t

600

- . N“""M o | the new loan totalled
gy | P i
A UﬁVM

S | Fr.fcs 162 milliard in
400 metropolitan France and
Fr.fcs 2.5 milliard in

; Fr.fcs 164.5 milliard,
Y

.

! 200 amount subscribed in

] France, Fr.fcs 72 mil-
100

i
:i ]
V“‘\M Rmount crogited dally i | the Empire: "of the
‘l
i
)

| liard was in notes,
Lis Los Do vt A g 10 by

T PSR NN R R IR Fr.fcs 53 milliard was
1940 1941 1942 1943 ° from  bank  accounts




- 28 —

and Fr.fcs 37 milliard represented the conversion of short-term issues (Treasury
bills and savings bonds).

Two movements stand out in the returns of the Bank of France up
to 13th July 1944, when publication was temporarily suspended: the growth
of the advances on government account and the increase in the note circula-
tion, other items being comparatively stagnant. When publication was resumed,
on 28th December 1944, the return showed a decline of the gold holding by
Fr.fcs 9.4 milliard due to the delivery of that amount to the National Bank of
Belgium, and also the first traces of the effect of the Liberation loan, particu-
larly a substantial reduction of the ordinary advances to the government.

Bank of France,

Assets Liahilities
Total
Temporary of Current accounts
Mear end of month advances to govt | Other | batance | -
Gold credit sheet Notes Reichs-
ordinary | special | items ) Treasury] private | peadit-
U] 2} o] 4] o] kassen
in milliards of Frfcs
1939 August . . . a7 21 — 27 166 142 3 18 —
December . 97 35 — 17 171 151 2 t5 -
1940 Dacember . 85 64 72 16 292 218 1 21 41
1941 " . 85 69 143 is 365 270 2 25 65
1942 . . 85 &6 211 18 435 383 1 30 17
1943 " .| 88 64 327 20 550 500 1 33 11
1944 Masch . . . 85 70 351 22 580 530 i 35 -]
June . . .. 85 72 409 20 " 839 577 1 43 12
July®, ., . B85 - 71 408 19 639 585 1 47 2
December (7 75 16 426 a5 518 573 1 38 -

{} Excluding the permanent advance of Fr.fcs 10 milliard, unchanged throughout the period. The legal limit
for the ordinary advances, which had remained at Fr.fcs 70 milliard since 9th June 1840, was raised to
Frfcs 100 milifard aon 15th July 1944.

() Special advances to the French Government to meet the costs of occupation,

@} Bills discounted, 30-day and other advances and bills purchased on the market.

4} Including the account of the Caisse autonome d'amorlissement. 5 Including other sight Hahilities.

&) 13th July 1344, after which date publication of the return was suspended owing to difficuliies of communication.

(M The return of 28th December 1944, the first to be published after the suspension. Compared with 13th Jul
the gojd holding declined by Fr.fcs 9.4 milliard, owing to the delivery of this amount to the National Ban
of Belgium; this reduction was balanced by the entry-of a similar sum as a “commitment of the state

_relaling to the gold deposit of the National Bank of Belgium'’, The ordinary advances to the government
were reduced to Frfcs 15.85 milliard (against a maximum of Fr.dcs 74.53 milliard on 31st August) as a
result of a number of operations including, In particatar, the debiting of Fr.fcs 17 milliard fo regularise
earlier operations and the crediting of the Fr.fcs 55 milliard cash proceeds of the Liberatfon [oan up to
23th Decembert; the special advances remained at Fr.fgs 426 milliard, the maximum reached in August
1944, The note circulation at the end of December was Fr.fcs 67 milliard below its maximum of Fr.fcs 639.8
milliard, The fatter figure included Frfcs 17.3 milliard book-keeping entries which had not previously been
made: Fr.ics 7.0 milliard notes evacuated to England in 1940 and utilised in France by the Allied armies,
Fr.fcs 4.2 milliard to cover the needs of the F.F.l. before the liberation, Fr.des 0.65 milliard appropriated by
the Free French movement {Algiers) for the needs of the resistance and the exchange of Fr.ics 5.4 milliard
“tricolor™ notes printed in the United States and issued by the Alies at the time of the invasion.

The table on the opposite page summarises the accounts of twenty-
seven banks, which between them  were responsible for nearly ninety per
cent. of all commercial bank deposits in France. The increase in deposits of
these twenty-seven banks in 1942 was equal to only 27 per cent.,, and in 1943
to only 30 per cent., of the simultaneous increase in the note circulation.
A longer view can be obtained from the returns of four large banks
given at the bottom of the page. " '
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France: twenty-seven Banks.”

Assets(® Deposit liabilities®
Paris banks
Dis Advar:[ces : Provin- | Foralgn 2;';,?:::
E Cash . an jal bank N
nd of month as counts overs Big |Banques E;tz; hca:ks "2: r;; portant
drafts banks |d'affaires fiv (ten) banks
tsix) | (twoy | (fived

& U] @

) ) .
in milliards of Fr.fcs

1941 December (}| 17.2 108.5 12.4 96.4 8.0 11.1 16,6 4.0 136.1

1942 " 19.6 131.9 16.5 114.9 10.9 14.4 21.2 5.1 166.6
1943 " 211 161.5 25.4 140.9 13.0 14.9 26.1 7.1 2019
(") Banks with total deposits of over Fr.ics 500 million each. (@) Global figures for all the banks,
% Analysis by classes of banks. J Cash In hand and at banks.

() Treasury bills are predominant in the discount portfolios of the hanks, accounting for about 90 per cent. of
the total at the end of 1943.

{%) Six banks at the end of 1941; a small bank whose deposits had declined to Frics 320 million at the end of
1942 wag excluded at the end of 1942 and 1943. Moreover, two banks which operated in Algeria are included
in 1942 only at the same figures as at the end of 1942,

{ Amongst the forelgn banks the most important was the Aéro-Bank (a ''fiftale'’ of the Bank der Deutschen
Luftfahrt) whose deposits increased from Fr.fes 1.1 milllard on 30th June 132 to Fr.fcs 3.7 milliard on
31st December 1043, fargely because the French franc balances of nationals of the United Nations were
transferred under frusteaship to this bank,

)} The aggregate deposits of 181 domestic and foreign banks amounted to Fr.fcs 155.7 milliard on 31st March
1942, Fr.fcs 200.2 miliard on 31st March 1043, Fr.fcs 233.7 milliard on 31st Becember 1943 and Fr.fcs 233.8 mil-
liard on 3tst March 1944,

® The figures given for Decemhbher 1941 are those established acceording to the old farm and are not exactly
comparable with later years.

From August 1939 to December 1943 discounts at the four banks rose by
rather over Fr.fcs 70 milliard; since these banks account for about one-half of
all commercia! bank deposits, it may be concluded that the banking system as
a whole took up about Fr.fcs 150 milliard of Treasury bills, as compared with
Fr.fcs 400 milliard of middie and short-term paper placed on the market. The
~balance of Fr.fcs 250 milliard comprises savings issues and also the Treasuty
bills taken up by large enterprises and public bodies, including the investment
of savings banks' funds through the Caisse des Dépéts et Consignations,

France Savings banks,
returns of four big Commercial Banks.* whose deposits grew by
Fr.fcs 27 milliard in 1943
Assets : Liabili-|  (nearly twice as much as in
En of month Advances | Deposits 1942), are obliged to lodge
Cash- Discounts and and currant| their funds, except for a
overdrafts | accounts R
T milliards of Frios liquidity reserve of 5 per

cent,, with the Caisse des

1938 Decomber . . 39 21.3 1.7 33.6 Dépéts ot Consignations,
IO e er .| 49 | % a1 | 425 | which invests them in
1940 December . . | 6.4 46.1 86 620 government securities; no
:x; n g:g ?;:g 13:2 ;?:; recent figures concerning
1943 " . 9.3 90.2 87 112.8 the activities of the Caisse

ottt Lrommre. Comto Netlonat o s are available but its total
rédit Lyonnais, Comploir National d’Escompte, Société Générale P ' P
and Crédit Industriel et Commercial. These four banks account for investments (including old
neatly €0 per cent. of the tofal defposits shown in the previous fable . .
and about 50 per cent. of these of the 181 reporting banks., age and ?»0018.' Insurance
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- Peripds

Caisse C
Nationate

aisses

ardinaires

Total

in milllards ¢f Fr.fcs

at end of 1943

1940 January—Decemher + 06| — 06 0.0
1941 " " + 33 4+ 35 | + &7
142, " + 66 + 7.2 | +138
1943 " " .. + 12,5 + 14,2 + 26,7
1944 January-March. ... . . . + 4.2 + 58 + 10.0

April-dune . . . .. ... + 3.0 + 1.0 + 40

July-September ., . . . . + 3.0 0.0 4+ 3.0
Total deposits outstanding .

........ 51.7 680 119730

(" Excess of depesits (<) or withdrawals {(=).

{Z] The excess of deposits feW off in the course of the first three
quarters of 1944, but, in the last quarter, it was again very high,
tota! deposits at the end of the yaar being in the neighbourhood

of Fr.fcs 165 milliard.

French Bank Deposits and Note Circulation.

_ Bank deposits
Totals Mote
outstanding  [Commer- Postal circula-
at cial Savings | cheque Total tion
end af month banks banks | aceounts
] 4] ¢ 4]
in milliards of Fr.ics
1939 August. . .| 67 &6 4 | 137 142
December . B84 66 5 155 151
1940 v 124 &7 11 202 218
1941 " 183 T3 14 242 270
1942 va 182 20 19 290 383
1943 " . 226 120 23 369 500
1944 March . . . 23 130 26 3|7 530
. Jupa, ., ., 240 135 26 401 577
September. 251 137 26 414 840 *
Increases
. August 1939 to ’
Pecamber 1943 | + 159 + 54 + 19 + 232 + 358

('} Double the figures of the four large banks.

{7 Total of the

) Postal chegue and private current accounts.

{4 All depeslts in the country, excluding those at the Bank of France ~

{which fall into a special category).
* The maximum reached early in October 1944,

aisse nationale and the caisses ordinaires.

~funds) probably approached

some Fr.fcs 160 milliard at
the end of 1943,

From August 1939 to
the end of 1943 total
bank deposits in France
(including the amounts de-
posited with savings banks
and on postal cheque
accounts) rose by some
Fr.fcs 230 milliard, only
two-thirds of the expansion
of the note circulation in
the same period. At the
outbreak of the war the
total volume of deposits
was about equal to the
note issue at Fr.fcs 140 mil-
liard but, at the end of
1943, the note circutation
stood at Fr.fcs 500 milliard
while deposits were only
Fr.fcs 370 milliard. Up to
1942 sight deposits rose
more rapidly than savings
deposits, but in the follow-
ing year a reverse move-
ment occurred, due partly,
it would seem, to increases
in the maxima which might
be held on individual
savings accounts, from
Fr.fcs 20,000 to Fr.fcs 40,000,
and partly to the attraction
of the higher interest rates
paid for savings deposits.
In QOctober 1944, the upper

limits on savings deposits were again raised, for individuals to Fr.fcs 80000
and for firms to Fr.fcs 150,000 (previously Fr.fcs 100,000),

“In France, as in most belligerent countries, private capital transactions
have been at a low ebb since the outbreak of war, and it can, therefore, be
assumed that practically the whole of the banking expansion has been for the
direct or indirect financing of the budget deficit and that the amount of the deficit

gives a fair measure of the ““‘money capital formation™

in the country, From the

table on the next page it appears that, on the average of the four years 1940 to
1943, some 60 per cent. of the budget deficit was financed by the banking system.



— 221 —

French Banking Expansion Side by side with the com-

and Budget Deficit. metcial banks and savings banks
an increasingly important réle in the
Cover of budget deficit [ Banking}  cradit structure in France has been

ion

Calondar fiiﬁa:f' otner | Total vorant. | taken by large .public institutions,
years banking | sources | deficit | 2ge such as the Caisse des Dépéts et
systom | | o of w2l Consignations (constantly in receipt

in_milliards of Fr.ics per cent.| oOf new money from the savings

1840 114 oa 208 ss | banks and insurance funds) and the
}ﬁ; 1% E‘;g ;‘5“1‘ 5s Crédit National. The latter institu-
1943 195 o7 292 67 tion recently modified its statutes
Totals so as to be able to grant middie-
1940-43 563 342 905 &2 term credits in cooperation with the

(!} As obtained from previous table. (% This is a residual. Calss.e des Dép‘?t,s ot Consugnations_.
) As given in the table on page 214 (including the fluctuations  the fiscal provisions applicable to
of the account of the Reichskreditkassen). .

such credits being relaxed by a
law of January 1944. And in June of the same year the Bank of France itself
introduced facilities for mobilising credit for periods from- nine months to
two years, provided the funds were needed for exports or related to definite
orders; the terms might even be extended up to five years when investments
were made for the promotion of production; the cost of such credits would be
15 per cent. above bank rate, the paper discounted to bear four signatures.
These measures represented an innovation of some importance; before the war
middle-term credits were granted largely by the banques d'affaires, assisted by
the Caisse des Dépbts et Consignations, but the cost was relatively high and
the volume of business was small.

The Caisse Nationale des Marchés de I'Etat was formed in 1936
with the object of assisting government contractors in mobilising their credits
vis-a-vis the French Treasury; by a law of September 1940 the functions of
the Caisse were extended to the granting of credits in favour of enterprises to
which a ‘“‘lettre d'agrément” had been accorded. Credits utilised (acceptances
and endorsements) grew from Fr.fcs 2.8 milliard in 1941 to Fr.fcs 5.7 milliard
in 1942 and to Fr.fcs 14.0 milliard in February 1943, so that the Caisse had
hecome one of the foremost financing institutions for French industry; the
credits granted would seem to have heen largely to promote autarkic produc-
tion: by February 1943, the textile and leather industries had received over
Fr.fcs 4 milliard, the foodstuff industry Fr.fcs 3.2 milliard, the fuel industry
Fr.fcs 1.9 milliard and the engineering industry Fr.fcs 1.3 milliard. No Ilater
figures have been published.

Interest rates showed little or no change in 1943 and 1944. The discount
rate of the Bank of France remained at 134 per cent., to which it had been
reduced in March 1941 (the rate for advances, which had been kept unchanged
at 3 per cent. since January 1939, being reduced to 234 per cent. in November
1944, i. e. 1 per cent. below the interast rate on the Liberation loan). Other
interest rates continued to fall slightly: at the end of 1944 the rate for one-year
Treasury bills was 2 per cent., and for three-month bills 1%/ per cent.;
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the average share yield was down fo a record low level of 1 per cent.; in
November 1944 the Liberation loan was issued in the form of 3 per cent.
perpetual rentes.

Early in 1945 a general decline of short-term rates took place following the
reduction of the discount rate of the Bank of France by /s to 155 per cent. on
20th January, the lowest bank rate ever in force in France; and the conversion
of Fr.fes 107 milliard 4 and 414 per cent. issues into a 3 per cent, 60-year rente
was successfully undertaken (resulting in an annual saving of Fr.fcs 1,500 million
in interest).

Complete budgetary accounts for Belgium have not been published since
1941 but sufficient information is available to present a comprehensive picture.

Extraordinary out-

Igi Budget and T A ; :
Belgian Budget an reasury Accounts lay in connection with

1940 | 1941 | 1942 | 1943 toss | the payment of occu-
14 .

Calendar years menths| Pation costs and the

in_milliarde of B.fcs financing of the clearing

Expenditure came to B.fes 43 milliard

Domestic expenditure {7 . . | 192 | 193 | 194 | 21.7 | 129 in i

Extraordinary expenditure () 7.8 | 248 | 37.1 | 428 | 21,1 194:%’ twice as l-'l"I_UCh

clearing@®. . . . . .. 32 85 | 185 | 231 | 108 as ordinary expendifure;

occupation costs (). . 4.6 96.3 18.6 19.7 10.5 in the period of occupa-

Total official outlay | 27.0 | 441 | 665 | 645 | 340 | tion, from May 1940 to

Receipts July 1944, a total of

Taxation revenue (%) 9.4 14,5 16.3 17.2 9.3 B'fCS 136_8 mi"iard* was
Borrowing : .

from market . . . . . 61 | 143 | 164 | 206 | 118 | P2Id out on German

from central bank (i} . | 9.2 | 144 | 222 | 175 | t2.7 account: B.fcs 71.5 mil-

Treasury tems{). . . . . . 0.6 1.2 0.5 0.4 0.4 liard as occupation costs

Total receipts . . . . | 25.3 | 44.4 | 551 84.7 [ 34.2 and B.fcs 65.3 milliard

Deficit to finance the German

tcovered by borrowing}. . . 16,3 | 28.7T | 38,3 47.1 24.5 deficit in the clearing

(see page 150). Revenue
from taxation has risen
over the years but was

(1) Budget expenditure plus advances for supplies to the country and
provisional Treasury advances to the provinces, municipalities and
semi-official bodies. For 1840, war expenditure 18 included as well as the
expenses of the Belgian Government in France. :

2y Expenditure resulting from the occupation of the country by German troo

s

& Creditor account in the clearing at the Bank of lssue plus Reicgs- _¥i
kreditkassen accounts and Reichskreditkassenscheine on  hand (at well under one-third of
National Bank and Bank of Issue} as shown by the returns of these banks, total official out!ay in

() Qccupation costs plus billeting expenses of troops, indemnities to

German nationals, etc.

* Direct taxafion, customs and excise and “enregistrement' plus post,
marine and sundry receipts.

() Government securities faken by Nationa! Bapk and Bank of Issue plus
items under G} above. BSlight differences beélween the items as shown
here and as given in a fater table on the National Bank arise from the
fact that the central-bank return does not necessarily fall exactly at
the end of the month. {") Notes, coins and Treasury circulation,

market but, in 1943, this order was reversed, with

both 1942 and 1943. For
the three years 1940-42
official borrowing from
the central bank exceed-
ed the issues on the
the result that for the

whole period 1940-43 almost the same amount was obtained from the central

bank as from the market.

* The totat péid out on German account up to the liberation, early in Seplember 1944, was B.fcs 143 miliard.



Belgian lnternal Public Debt®
and Government Guarantee to National Bank.?”

Mational Bank (% Market (9

: Government securities | Clear- . Government securities Cir?nlld

End of month ing oia

finan- | Total
Ion.g middla| short cing long |middle| short total
® &) o] ] o | ® 0 *®
in milliards of B.fcs

Totals outstanding . . . . .
1939 December . . .. 1.5 - 3.7 - 52 | 327 a7 o.7 35.1 103
1940 " - 1.8 - 9.4 3.2 | 144 | 342 0.7 6.3 41.2| 656
1941 " 1.8 06 | 147 | 1.7 | 288 | 37.7 6.1 | 1.7 | 555 | 84.3
1942 ' 1.4 1.0 184 | 30.2 | 51.0 | 375 158 | 183 716 [ 1226
1943 " 1.8 0.8 12,6 | 53.3 | 685 | 40.2 | 266 | 34.4 [101.2 1 169.7
1944 March . . . . . . 1.6 0.8 136 | 582 | 741 | 40,3 | 27.4 | 39.3 | 107.0 | 1811
June . . ..., 20 1.0 14.3 3.9 81.2 | 39.8 32.3 409 | 1130 | 1942

Met Increases

1940 Jan~Dec. . . . . 0.3 - 5.7 3.2 0.2 0.5 - 5.6 6.1 15.3
1941 " PR - 0.6 5.3 8.5 14.4 3.5 5.4 5.4 14.3 20.7
1942 ,, , ... (04 0.4 3.7| 185 | 222 |—02) 9.7 6.6 16.1 38.3
1943 ., ., ... 0.4 |(—0.2) |—5.8)| 231 17.5 2.7 108 | 164 296 | 471
Total 1040-43, . ... .. 03 i 08 89 | 593 | 63,3 | 65 | 259 | 33.7 | €6.1 | 129.4
1844 January—Juns . . Q.2 0.2 1.7 106 127 (0.4 5.7 6.5 11.8 245

(1} The figures for the internal public debt, excluding the government liability for B.fcs 3.1 milliard on account
of the volume of postal cheque accounts passed over to the Bank of Issue for investment management in
Augudst ;1940 in addition, there s an external debt of B.fcs 17 milllard, practically unchanged throughout the
period shown.

{} The government guarantee (included in the tabla as *'clearing firancing} applies to the advance granfed by
the National Bank 1o the Bank of Issue, which finances the clearings. For simplification of presentation and
for unifermity with other tables, the actual total of clearing financing is given, which, for technical reasons,
iffers slighily from the fotal advance (and guarantee), e.g. at ihe end of Decemhber 1943 the advance
amounted to B.fes 49.5 milliard, whereas the total clearing and other financing of claims on Germany had
reached B.fcs 53.3 milliard (see also table on Mationat Bank return below),

%) Including from 1940 the Bank of lssue,

{9 AN holdings outside the National Bank and Bank of Issue, i.e. including the invesiments made for the
Postal Cheque Office by the Bank of tssue,

%) Over five years. {f) From one year o five years. ) Up to one year.

{i For the reasons given under () and (%), this tofal differs from the fofal public -deht as shown by the official
statement ¢. g. at the end of 1943 1he official tota) of B.fcs 136.4 milliard Is B.fcs 33.3 milliard below the
B.ics 169.7 milliard given in the fakle (which includes B.fcs 53.3 milliard clearing financing, but excludes
B.fcs 16.9 milliard external debt and B.jcs 3.1 milliard liabilities on postal cheque accounts).

Of the market borrowing one-half has been at short term; long-term
beorrowing has remained comparatively small but middle-term (up to five years)
has been gaining in importance, as the table shows.

Direct iending to the government and advances to the Bank of Issue for
the financing of the German clearing, with a threefold inc¢rease in the note
circulation, constitute the significant changes that have taken place in the
balance sheet of the National Bank, as shown over the page. Credit to
the private economy declined to a very low residue, At the Bank of Issue
"the current accounts had risen to B.fcs 3.8 milliard by the end of 1943:
B.fcs 1.2 milliard was the working balance of the Reichskreditkassen and
B.fcs 2.6 milliard was returned as '‘other deposits’’ (belonging mainly to German
agencies). A further growth was shown by deposits from the Postal Cheque
Office, the investments of which have been entrusted to the Bank of Issue
since August 1940. '
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Belgium: National Bank and Bank of lssue combined returns.

Assetls Liahilities
Total Py "
Claims on Germany | Credit granted of acg;';fr?ts Postal
balance
Near end of month clear- prit\?ate to -shzl;t Notes | Nation-| Bank [Cheque
ing other | total eco- |dovern- ) _ al of Office
account nomy mant Bank | Issue
Q)] Q)] ) 3] “ @ @ ) ]
in milltards of B.cs
1940 Decamber ., . . . . 1.0 2.2 3.2 1.3 13.3 .| 41.7 | 348 | 1.7 0.9 3.4
1941 o me e 7.9 3.8 1.7 0.9 173 | 55.5 | 485 1.3 09 | 3.7
1942 o e e 24.7 55 an.2 Q.7 21.3 776 | 67.9 1.2 3.2 4.0
1943 e e e 48.6 4.7 Ba.3 0.2 172 | 975 ] 83.2 1.1 | 38 | 7.0
1944 March . ... ... 53.4 4.8 5.2 0.5 19.4 |104.0 | 886 1.9 4.0 7.6
dune . . .. ..., 59.2 4.7 63.9 0.3 21,8 |112,0 | 956 21 4.1 8.3
August® . . . .. ] ez24 4.7 67.1 0.6 212 |114.5 1003 1.6 2.4 8.3

(1) Bank -of Issue, “créances en devises étrangdres'.

) Bank of Issue, two accounts of Reichskreditkassen plus Reichskreditkassenscheine held under "“monnales et
Lillets étrangers'' at Natishal Bank (unill December 1942, and then translerred to Bank of Issue).

¥ By the National Bank.

(% Credit granted to the government and fo public bodies by the National Bank (including securities purchased
ondihemmﬁrll&et}) plus invesiments made by the Bank of Issue on. account of the Postal Cheque Office {see
under glow}. :

) Including other items than those shown. The principal items omitted from the table are the gold bolding
of the National Bank, which has remailned booked at B.fcs 21.7 milllard. The Bank of lssue was financed
by a cutrent advance from the National Bank, of which it thus formed, in practice, a gpecialised department.
This advance rose from B.fcz 1.5 milliard at the end of 1940 to B.fcs 49.5 milllard at the end of 1943 and,
further, to B.fcs 641 milliard at the end of August 1944,

{f) Circulation of the National Bank, less small amounts held by the Bank of Issue. .

) Including an account of the Reichskreditkassen (B.fcs 605 million at the end of 1840 and B.fcs 1,180 million
at the end of 1943},

# At the Bank of Issue. Investments made for the Fostal Chequa Office since 3rd August 1043 are included
under “Cradit granted to the government' on the assets side of the table, Before that date the amounts of
such investments were deducted from the assets of the Postal Cheque Office on the liabilities side. At the
time of the change of practice these Investments amounted to B.fcs 2.2 milliard,

%) 3st August 1944, the last return published before the liberation of the country, from which date publication
of the return was suspended wunti! the end of the year, ’

In the four years to the end of 1943 current accounts and deposits at the
commercial banks more than trebled, the expansion of B.fcs 26.7 milliard
corresponding to a rise of B.fcs 27.1 milliard in the Treasury bill portfolio,

Belgian Commercial Banks.?.

Assets Liabilities
Credit granted Total of Deposits
End of month - Cash ' to government | balance :
and at o shaets .
banks private |Treasury Jong-term current time total
sconemy] bills 9-ter accounts | deposits
|securities
) 1G] 9] . ] ®
) in milliards of B.fcs
1939 December ., . . .., . 3.8 9.0 Q.7 3.2 20.0 115 1.2 12,7
1940 e e e s 4.2 7.3 4.3 3.2 22.1 148 . 1.2 . 180
1941 Cm e 4.6 5.8 9.4 39 - 26.4 18.6 2.2 20.8
1942 W e e e . 4.9 6.5 15, 3.7 335 230 4.5 C 275
1943 w e e 5.1 6.2 27.8 4.1 a5.1 - 326 6.8 394
1944 March . ... .. .. - 5.5 6.0 31.0 3.9 49.4 35.6 7.0 42.6
dune . .., ... L, 5.9 58 31.8 4.0 50.4 370 . 66 436
Bapt. ......... 4.0 4.8 s | 38 - 50.0 372 6.4 43.6

(" Excluding branches and agencies abroad or in Belgian Congo. . .

(%) Including balance at National Bank, shown under “current accounts'' in previous table,

% Including advances and overdrafts, coemmercial bills and acceptances, .

{9 Treasury hills maturing in less {than 120 days rese from B.ics 7.0 milliard in December 1842 to B.fcs 101 mil-
fiard in December 1943: in the same perind, Treasury bills of longer than 120 days rose from B.fcs 8.7 mil-
liard to B.fes 17.7 milliard, . () At sight or one month's notice. ® At more than one month.
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while movements of other items in the returns were comparatively small. The
rate of expansion in 1943 was distinctly higher than in the earlier years,
with a tendency for the banks to acquire longer-term Treasury bills: of

Belgium: movement
of savings-bank deposits.*

. tn millions
Feriods of B.fcs
1939 January-December . . . — 1,052
1940 " " —  TAT
1941 . " — 233
1942 " " 4+ 841
1943 " “ + 2,985
1944 January-March . . . . . 4 892
Aprit=June., . . . . . . - + 835
July-Septambher . . . . . 4+ 718
Total deposits outstanding
atend of 1943 . . .. ... 16,099

* Excess of deposite (+) or withdrawals {~) at
the Caisse Générale d'Epargne (excluding inter-
est added at end of year).

the B.fcs 12 milliard purchased in 1943
B.fcs 9 milliard was at over 120 days,
the total holding of such bhills attaining
64 per cent. of the banks' total Treasury
bilt portfolio at the end of 1943, against
55 per cent. at the end of 1942.

After years of decline in savings-
bank deposits, there was-a net increase
in 1942, which grew considerably in the
following year. It seems possible that
funds other than ordinary savings had been
attracted by the interest rate {of 3 per cent.)
and the government guarantee of savings-
bank deposits.

For the period from September 1939 to December 1943 all commercial
and savings-bank deposits rose by B.fcs 34 milliard against an expansion
of B.fcs 56 milliard in the note issue; in the last year of the period, however,
the increase in deposits was for the first time slightly higher than the rise in

the note circulation. But, in 1944, the note issue again

Belgian Bank Deposits and Note Circulation.

expanded more rapidly.
It appears from the table
on the next page that on

() Tata} current accounts and deposits (not including branches and

agencies abroad or in Belgian Congo}.
{9 Total deposits at end of month, including interest added.
(% Private accounts. {3 End of August.

e the average of the four -
an aposL
P Not years 1940 to 1943 some-
oie .
Totals outstanding Ct:trlni-I Savings l';ostal circula- what over two-thirds of
mercia chegua i .
at end of month [ Al | T, 7| Shedue,l Total | tien the budget deficit was
y] ® ] financed by the banking
in milliards of B.fes system, the proportion

1939 Septomber . . 140 1.8 25 28.3 27.0 remainin comparativel
December . . | 127 12.0 2.9 21.6 28,0 tabl c[g‘ p at,V Y

1940, 180 | 115 28 313 | 348 stable during the period.

1941 " 208 | 116 4.9 37.3 485

1942 " .. 218 12,8 5.7 46,0 67,9 There were few

1943 " ..1] 395 16,1 7.0 62.6 832 ,

1942 March . . .. | 428 | 17.4 75 | o712 | sBSE f::_haejlges of importance
Juns .. ... 43,6 17.9 8.4 609 | 956 in intferest rates in
Saptember . . 43.6 18,6 a.1 70.3 100.3(% 1943 and 1944 Bank

. Increases rate remained at 2 per

September 1939 to M . .

December 1943. . [+ 254 [ +4.3 |+45 |+342 [+56.2 cent.”, to which it had

been reduced in January

1940; the rate for call
money on the market
fell from 34 to %), per

cent. in April 1943 and the rate of the Société Nationale du Crédit A I'lndustrie
for deposits of one year was reduced from 215 to 21 per cent. in July 1943,

* The discount rate of the National Bank of'BeIgium wag reduced to 1% per cent. on 16th January 1945,
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Belgian Banking Expansion Long-term rates were typified
and Budget Deficit. by the 314 per cent, ten-year govern-
ment loan made in April 1943, which

Cover of budget deficit B ang was issued at 94 and produced
: expansion
E o as per- T
.C:E;iar Sxpansion | other Total | contage B.fcs 3.6 milliard. A year later terms
system | Sources | deficit oje;?t?l were somewhat harder, for then
) @ & cit . T i
_ ten-year Treasury certificates at
in milliards of B.fcs per_cent. 3% per cent. were issued at par .
1% IS'? g-g ;g-g ot {repayable at 102), B.fcs 5.3 milliard
1942 28.1 10.2 383 73 being subscribed, the Treasury
1943 318 153 Al d reserving the option to repay the
tat : .
1osoonsl  e02 59,2 129.4 70 loan in two vyears; as before,

inte j
(") As obtained from the previous table, (%) Thisis & residual. terest and premium on the loan
@ Including occupation costs and the clearing, as given In  were tax-free.

the table on page 202,

In order to provide some check to the excessive liquidity of the
market, caused by the financing of the German clearing through central-bank
credit, a new procedure had been applied from the end of February 1943,
under which creditors in the clearing were paid partly in non-transferable
certificates (as described in the thirteenth Annual Report, page 204). Actually,
in the sixteen months fo June 1944, B.dcs 31,060 million was paid out from the
clearing account, of which B.f¢cs 30,330 million was in cash and merely
B.fcs 730 million in certificates. The measure of ‘‘sterilisation™ resulting from
this method has therefore been very small indeed. The new procedure was,
moreover, robbed of most of its value in August 1943, when the certificates
were made transferable by endorsement and given maturities of at most
one year. When the first issues of certificates matured in the spring of
1944 the net new issue during the April-dune quarter fell to the negligible
proportion of 0.24 per cent. of the out-payments from the clearing during
the quarter,

On its return from London in September 1844, the Belgian Government
decided upon a drastic curtailment of the total means of payment outstanding
(which had grown to four times the pre-war amount) so as to bring them
more into conformity with the exchange rate, fixed at B.fcs 176.625 to the
£ sterling. By decree of 6th October 1944, all notes of the National Bank in the
hands of residents in Belgium had to he declared within five days; and these
bank-notes, in denominations of B.fcs 100 and upwards, lost their character
as legal tender from 9th October (a measure not affecting the smaller de-
nominations, of B.fcs 50 and less, which are Treasury notes). Bank-notes up
to a limit of B.fcs 2,000 per head were exchanged at once for a new series
issued by the National Bank. Notes not so exchanged had to be deposited at
banks or post offices by 3rd November; a further B.fcs 3,000 per declared
account was exchanged for new notes from 17th November, forty per cent. of
the remainder being temporarily blocked and sixty per cent. definitively blocked.
Also, from 0Oth October, all bank accounts were separated into three parts:
a free account, equal to ten per cent. of the total or the actual amount existing
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Belgium: total means of payment on 9th May 1940, whichever was the

1939 and 1944. higher;“after the release of B.fcs 3,000
per account on 3rd November, forty per
e ;f;‘@t cent. of the remaining deposits were

Form of payments media | yan.-sune temporarily blocked and sixty per cent, .
in_milliards of B.fes definitively blocked. :

The provisional results of the
operation gave the free means of pay-

Note circulation (Mational :
Bank and Treasury) . . . 28 104 (1)

Deposity:
Commercial banks (net) 29 (%) 44 . 0
e e (e 120 e rf'nent .as B.fcs 59 milliard, B.fcs 3.1 .mll
Post Gffice liard in notes and B.fcs 28 milliard
(including gire accounts) 3 14

on bank deposits; B.fcs 50 milliard
was temporarily blocked {being partially
('} The HNational Bank's clrculation was slightly over’ released during Suhsequent months)
Bfcs J00 milliard and the Treasury issue about while B.fcs 74 milliard remained defini-
@ B.fes 1234 milliard deposits, less B.fcs 10 milliard  tively blocked on bank accounts. Of
credits granted.
the note issue, ahout B.fcs 10 milfiard
was not declared (and was presumed to be in the hands of non-residents or
lost), B.fcs 14 milliard was freed immediately (at the rate of B.fcs 2,000 per head)
and B.fcs 13 milliard subsequently (at B.fcs 3,000 per declared account); the
Treasury issue of about B.Jcs 4 milliard remained free. Non-resident holders
of Belgian bank-notes were required to declare and deposit their holdings at
the latest on 22nd December 1944, As this series of measures was taken
towards the end of 1944, it is as yet too soon for an appraisal of their

monetary and economic consequences.

Totals , . . 48 183

Although for Holland comprehensive budget data have bheen suppressed,
yet monthly Treasury and deht statements have been published which, with
other material, enable a fairly reliabie outline to be presented {as in the table on
the next page). Extraordinary outlay in connection with the payment of
occupation costs (including the contribution of RM 80 million a month towards
the eastern campaign) and the financing of the clearing with Germany rose from
FI. 2,500 million in 1942 to FI. 3,000 million in 1943, as compared with an
increase in domestic expenditure from Fl. 1,600 million to about FI. 1,800 mil-
lion.” In the period from May 1940 to June 1944, total extraordinary outlay
on German account attained FI. 10,380 million, of which Fl. 6,330 million was
paid as costs of occupation and Fl. 4,050 million to finance the deficit on
trade and payments account with Germany.

(" Firms were, however, allowed B.fcs 1,000 per member of their personnel for payments of salaries ete, up to
18t Movember, ' '

) Total budget expenditure in 1943, excluding the clearings, has been given as Fl. 3,925 million in the press
against Fl. 3,420 million in the table. The former figure cannot be explained on the basis of ordinary
receipts from taxation and borrowing; if it is correct, some unknown source of receipts must have furnished
about Fl. 500 million, or budgef expendifure must Inciude a considerable allocation for amorfisation of
debts or similar outlay. On this reckoning ordinary domestic expenditure would amount to Fl. 2,275 million,
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Dutch Budget and Treasury Accounts.”

1940 1941 1942 1943 | 194407
Calendar years six months
in millions of floring
Expendlture :
Domestic expenditure (= . . . . . . . . .. 1,430 1,310 1,610 1,770 960
Extraordinary expenditure 3. . . . . . . . 720 2,380 2,460 2,980 1,840
clearing M « v v v e v e e 120 850 810 1,330 840
occupation costs (8. . . . . . ... .. 600 1.430 1,650 1,850 1,000
Total official outlay(® . . 2,150 3,690 4070 4,750 2,800
Receipts :
Taxation revenue( . . . . . . 0000 920 1,220 1,600 1,630 800
Borrawing: '
from markef &, . . ., ... . 940 1,770 1,460 1,990 1,160
from central bank{*. ., . .. .. .. 290 700 1,010 1,830 840
Tatal receipts(® ... .. 2,150 3,690 4,070 4,750 2,900
Deficit (covered by borrowing) (' . . . . . 1,230 2,470 2,470 3,120 2,000

(" No bud ei accounts have been made available for the ¥ears1940 to 1944, but taxation stalistics were published until
May 1942 ard public deht statements have been- published every menth. The totals of taxation and borrowing
{plus borrowing for the financing of the clearing) in the table, given as total receipts (and tofal outlay), are
n¢ doubt an the low side since no estimates are available of current budgetary income other than from taxation.

{# This is the residual, when extraordinary expenditure is deducted from total outlay; it may be on the low
side for reasons gwen under ('} above, For 1940 war expenditure is included.

{#) Expenditure resulting from the occupation of the country by German trocps,

) As shown by the refurn of the Nederlandsche Bank. From the abelition of the clearing in 1841 the figures
give the financing of Reichsmark ¢laims of the Nederlandsche Bank.

) At FI. 100 million a month plus the contribution of RM 50 million 2 month, from July 1941 onwards, towards
the war against the U.5.S.R, () This is the equivalent of the total receipts given below.

M Official statistics for 1940 and 1841 and estimates hased on these flgures (and an those for the first five
monihs of 1942)

(8) The annual increase of the Bublic debt held outside the Mederlandsche Bank as shown by the public debt

statements. ) Direct government borrowing plus the findncing of the clearing with Germany.
(' The total of receipts from taxalion and borrowing.
(") Inciuding the financing of the ¢learing by the Nederlandsche Bank. {('2) Estimated.

In the vears 1941 to 1943 receipts from taxation appear to have more or
less covered domestic expenditure, leaving extraordinary expenditure to he met
by borrowing. In the four years 1940 to 1943 nearly Fl. 9,300 million was
borrowed, roughly in three equal paris: '

(i) FI. 3,210 million was cbtained from the Nederlandsche Bank, corresponding
to the bhank's accumulation of Reichsmark claims;

(i) F1.3,180 million came from

Dutch Government long-term loans. short-term borrowing on
Interest | tssue | Maxis |Nominal the market, chiefly in the
. Imun amaunt H
Date of issue rate price ) maturity | of issue form 'Of Treasury bills
~ilons plus, in 1943, an excep-
per cent. | per cent. | In Years | of florins tionally large contribution
Before the cccupation: on current account from _
1940 January . ... .. i :g 33 ggg various public institu-
Fobruary » - -+ - tions, notably the Post
After the occupation: X Office' and
1941 February . . ... .| 4 100 10 |-sw0 | T
November . . . .. 3% 97y, 20 500 | {iii) FI. 2,980 million was pro-
1942 November . . ... 3 o9, 20 1,600 duced bylong-termloans,
1943 July ... ... .. 34 . 99% 20 | 1,000 shown in the table
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Duteh Internal Public Debt and Governmeni Guaraniee
to Nederlandsche Bank.”

Nederlandsche Bank Market ()

Drirsct va?'::;s Short term i;gld

End of month advance against
and

Treasury
bilis

3 Total Long t ripa V]
Reichs. Treasury| other | 4.4 term

mark bills ) :
clalms

in milliens of florins

Totalis cutstanding

1939 December. ., . 80 — 80 azo 670 | 1,000 | 3,440 | 4,140 | 4,220
1940 " P 250 120 370 890 600 | 1,490 | 3,500 | 5,080 | 5,450
1941 " P — 1,070 1,070 1,560 830 2,380 4,460 6,850 7,820
1942 " P 200 1,880 | 2,080 | 2,270 70 | 2,980 5330 8,10 |10,390
1943 " e -— 3210 | 3,210 | 3,040 | 1,140 | 4,180 | €,120 (10,300 |13,510
1944 March ., . . — 3,790 | 3,790 | 3,320 | 1,310 | 4,630 | 6,020 |10,650 |14,440

Juna, .. ... — 4,050 | 4,050 . . 5450 | 6,010 | 11,460 |15510

Net increases

1940 Jan.~-Dec. . . . 170 120 2200 560 | — 70 490 450 940 | 1,230
a4, oo | =250 950 700 670 230 1900 870 | 1,770 | 2,470
1942, P 200 gto | 1010 { 710 | —120 590 870 | 1,460 | 2,470
1943 ,, B . | —200 1,330 | 1,130 770 430 | 1,200 790 | 1,980 | 3,120
Total 1940-43 . . . |— 80 3,210 | 3,130 | 2,710 470 | 3180 | 2,980 | 6,460 | 9,290
1844 Janvary-Juns . -— 840 a4 | s - 1,270 | (—110} | 1,160 | 2,000

() Totals of the public debt outstanding as published in official statements plus the financing of Reichsmark

gllal%smhﬁlgnby the Mederlandsche Bank (covered by povernment guarantee). Figures rounded to nearest
[11]]

{3 AIl public debt holdings outside the Nederlandsche Bank.

3 Chiefly current harrowing {rom official mstltuﬁons (largefy the Post Office) plus sundry items such as the-
small government notes, i.e. “silver bonds'' outstanding (FI, 22¢ million at the end of 1643).

() This total exceeds the total given in the public debt statement by the amount of the Nederlandsche Bank's
hol{ding of Reichsmark claims.

Owing to amortisation and redemptions the net increase in the long-term
indebtedness has been less than the nominal total of the different loan
transactions, Of the loan issued in July 1943, Fl. 300 million was reserved for
public institutions, by which the goverament consolidated part of its current
debts to them. No long-term loans were issued in 1944.

- The outstanding movements in the returns of the Nederlandsche Bank
given overleaf were the increase in the claims on Germany and in the note
circulation and deposits. At the end of June 1944 Reichsmark claims held by
the Nederlandsche Bank, mostly in the form of Reich securities, totalled some
RM 5,600 million — the equivalent of Fi. 4,200 million,”” an amount corresponding
to over 90 per cent. of the note circulation. In the four and a half years from
December 1939 to June 1944, the notes outstanding rose by Fl. 3,200 million,
private accounts were up by Fl. 300 million and on a special government
account stood Fl. 100 million, representing the balance of notes of large de-
nominations withdrawn from circulation;® in the same period, private domestic
credit items fell by Fl. 100 millien and the gold holding (allowing for the
revaluation) by Fl. 130 million.

Y] According to the return of 26th June; by 3rd July {the nearest relurn to the month-end, shown in the table}
the total had been somewhat reduced as the tesult of an issue of Treasuty bills to the commercial banks,
for the express purpose of taking up Reichsmarks.

&) Fo‘l:'| csletails regarding fhe wuthﬁrawal of large notes in March 1943 zee thirfeenth Annual Report, pages 310
an
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Nederlandsche Bank.

Assets Liabillties
) Total Government
Claims on Germany () | | o.n | Private of orivat accounts
N d of th to do- balance rivate
ear end of men “gundry| foreign govern-| mestic| Gold | sheet | Notes | ac- ordin
ac. i counts |’ -
counts™| bills total | ment | credit ary special
&) : @ V] %) ®
in millions of florins
1939 December, 29 2 3141 83 238 1,014 | 1,431 | 1,182 | 229 —_ -
1940 » . 123 15 138 | 261 211 |1,102 | 1,783 | 1,552 | 175 — —
1941 ' .. | 153 930 | 1,083 18 165 |1,026 | 2,357 | 2,116 | 182 - -—
1942 . .. 15t | 1,742 | 1,893 | 176 204 003 | 3,244 | 3,084 | 141 — —
1943 w o .. 172 | 3043|3215 — 134 | 932(| 4,362 | 3,512 | 525 so | 102
1944 March . . . 128 | 3,664 | 3,792 — 157 932 | 4,966 | 3,995 | 566 13t 103
June . ... 61 | 3,985 | 4,046 — 138 932 | 5158 | 4,379 | sS24 15 104
Septamber . 33 | 4,303 | 4,336 15 134 931 | 5,516 | 4,765 | 429 — 105
— 105

December, . 77 | 4,405 | 4482 14 137 931 | 5,830 | 5094 | 389

('} Except for a gmall amount indicated by the pre-1840 level of these items. According to the annual report of
the Mederlandsche Bank for the financial year ended 31st March 1843, the total of foreign bills, balances
abroad and foreign currency on the latter date was FI. 2,221 million, of which Fl. 2,206 million was in
Reichsmarks., These claims would be much higher but for the deduction from July 1941 onwards of
RM 50 milllon (equivalent to Fl, 377 million} a month as '"contribution'’ towards the campaign In the east;
commencing with July 1944 the government Issued Treasury bills to the commercial banks to provide
funds for the taking-up of Reichsmarks, so that the increase in the claims on Germany, as shown by the
Nederlandsche Bank in the second half of 1944, was less than the real accumulation.

(%) Reichsmark balances were held under the item “sundry accounts™ until the end of June 1943, from which
time foreign balances and currency were given separafely In the weekly return; the figures shown in the
tabie for December 1943 and for 1944 represent these balances and no longer the “'sundry accounts™ item
which had fallen to normal proportions.

* Direct advances, plus Treasury bills placed directly with the bank. Slight differences as compared with
previous tables are principally due fo the date of the returns (which are not exactly at the month-ends).

) Excluding Treasury bills placed directly with the bank, but inctuding the loan to the Dutch East Indies
{reduced from Fl. 61 million to Fl. 50 million over the pericd shown in the table}.

%} Including certain minor items not specified in the table.

() Account opened in connection with the withdrawal of larpe bank-notes.

{7 Early in July 1843 the gold holding was revalued from Fl. 846 million to FI, 932 million.

During the same four and a half years, to June 1944, the four large
commercial banks, which account for about one-half of all commercial bank
deposits, showed an increase of FI. 930 million in sight and time deposits; on
the assets side there was an increase of Fl. 1,050 million, in Treasury bills and
a reduction of Fl. 280 millien in the credits granted to the private economy of

Dutch Commercial Banks.

Assets ' Liabllities
Total
Credit ta of Deposits
End of manth Cash Treasury private balancs sight de- time
bills economy | Sheets total’
posits efc. | deposits
{9 . ] )]
) In millians of flarine
1939 Decembar . . . . 76 226 448 09 . 536 40 576
1940 " PR 51 547 323 1,078 639 57 756
1941 y e 565 793 254 1,240 872 69 941
1942 " PR B5 BE3 217 1,289 875 191 a7
1843 . [ 220 1,010 184 1,569 1,137 123 1,260
1944 March . ... .. . 1,051 174 . 1,281 130 1,421
dune . . ..., 138 1,276 161 . 1,372 129 1._501

(Y Four large banks: Amsterdamsche Bank, Incasso-Bank, Rotterdamsche Bankvereeniging and Twentsche Bank,

) Includingb money at call. - -

) Regular bank business through commercial bills discounted, advances and overdrafts, securitles and syndicate
participations. (%} S8hown in the returns as 'creditora’,
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Holland: movement of savings-bank deposits.® the country. The excep-
tional increase in the

: Post Pfi‘{m Total bank’s deposits and cash
Periocds Offien savings o '

banks holdings in 1943 was
in_millions_of Totins largely due to the with-
1939 January-December . . [ — 26 — B8 — 8 drawal of over FI. 700 mil-
- ordi SO S+ - R+ lion bank-notes of large

1942, " R - 1) + 40 + 9 inati i
TS " e - Y P denominations duru}g t:g
1944 January-March . ... | + 58 + 24 + o2 second quarter of the
April-dune .. .. .. + 3. + 41 + 94 year; the equivalent in
Total deposits outstanding - : cash of individual hold-

atend of 1843 . . . .. 776 605 1,380

ings in excess of Fl. 500
* Excess of deposits {(+) or withdrawals {—). was paid out exclusively

through the banks; in-
deed, in 1944, some Fl. 100 milion had still not been paid out. it may be
mentioned that, in April 1943, the stamp tax on bank cheques and transfers
was abolished.

In 1943, deposits at Post Office and private savings banks rose by

Fl. 370 million against only Fl. 90 million in 1942, Indeed, as the following
table shows, the considerable expansion of bank deposits during 1943 ac-
counted for nearly 60 per

Dutch Bank Deposits and Note Circulation® cent. of the total in-
crease from September

Bank daposits 1939 to December 1943;
Note HE -
Totals outstanding Corr]-] Savings | Postal circuta- a QOOd_ part of the in
at end of month Mot | banks giro.t Totat | tion crease in 1943 was due
accounis .
o) @ to the withdrawal of the
in_millions of florins large bank-notes from
1939 September . . . | 1,130 | 1,700 | 310 | 3,440 | 1140 | circulation.
December . .. | 1,180 | 1,680 | 2330 | 3,960 [ 1,150
1940, o] 1s10 | 1440 | aeo | 3410 | 1850 From September 1939
1941 M ... | 1880 1 1430 | s70 | 3880 | 2420 _
1942 - ... | 1,950 1 1,650 | 640 1 4,240 | 3,080 to De‘cember1943, the e?x
1943 ... | 2520 | 2300 | 960 | 5780 [ 3510 | pansion of bank deposits
1944 March .. ... | 2840 | 2400 | 870 | 110 | 3,880 and of the note circula-
June ... ... 3,000 | 2500 | 870 | 6370 | 4,390 .
tion was by almost equal
Increases + . this meant
Septemnber 1939 to amounts; - th ’
December 1943 , . | --1,390 | + 600 |+ 650 }+ 2,640 | +2,370 however, that the note

- circulation expanded at a
{1 Figures are rounded off. . L.
) Double the deposits of the four large banks which held about ene-hali  higher rate, rising from
of all commercial-hank deposits. .
@ Estimates of total savings at Post Office, private savings banks and 36 per cent. to 61 per
Raiffeisenbanken, including interest added. .
cent. of total deposits.

It appears that on the average of the four years 1940-43 somewhat over
one-half of the budget deficit was financed by the banking system, the pro-
portion rising, however, to two-thirds in the year 1943 (see table on next page).

In some 3sectors interest rates continued to decline in 1943 and the
first half of 1944, While bank rate was still 214 per cent., to which it had
been reduced in June 1941, and the rate for savings deposits at the Post



232

Dutch Banking Expansion

and Budget Deticit.

Cover of budget deficit Banking
Expansion e;za;::fn
Calendar of Other Total centage
years banking | spurces deficit of total
system deficit
M ® Q)]
in millions of florins per cent.
1940 650 580 1,230 53
1941 1,040 1,430 2,470 42
1942 1,270 1,200 2,470 5t
1943 2020 1,100 3,120 65
Totals
1940-43 4,980 4,310 9,200 54

1) As obtained from the previous fable, () This is a residual.
(%) Including occupation costs and the cleatring, as given in
the table on page 2908,

Office remained at 2.64 per cent.;
the private discount rate fell from
1.75 per cent. in December 1942 to
only 0.25 per cent. in December
1943, and even lower early in 1944;
the vield of 3 per cent. government
bonds, which averaged 8.04 per
cent. in 1943 (as against 3.11 per
cent, in 1942) fell beflow 3 per cent.
in the first half of 1944. In response
to this fall in market rates and
especially in the yield of Treasury
bills, the banks reduced their de-
posit rates by 14 per cent. towards
the end of 1943, the new rates
being Y4 per cent. for money up

fo three months and 1 per cent. for twelve months; but, from July 1944, the
banks returned to their previous rates in an attempt to attract deposits.

*

* .

For the financial year fo March 1944 the ordinary budget in Denmark closed
with a small surplus, as it has regularly done in recent years, but extraordinary
outlay resulting from the occupation rose from around D.Kr. 900-1,000 million

in the financial years 194043 to D.Kr. 2,300 million in 1943-44.

Danish Budget and Treasury Accounts.®

In the whole
period from April 1840 to
March 1844 the total out-
lay on German account

('} Clesed hudget accounts plus ikhe financing of the clearing and advances
made to the occupation authorities b
ment guarantee, rounded to nearest

(2} Outlay resulting from the occupation of the ceuniry by German troops.

*) This Hem represents the accumulation of funds on ihe accounts of the
government at the Malionalbank, less the current surplus on the ordinary

Kr.

the Nationalbank, with a govern-

10 million.

budget, i. e. total funds drawn from the market,

% The advances made on clearing and occupation costs accounts, less the

accumulation of funds on deposit by the government.

Financial years to 1940-41 | 194142 | 1942.43 | 1943-44 was D.Kr. 5,150 million,
31st March .
in_milifons of Danish crowns of which D.Kr. 2,870
Expenditure million represented the
Domestic expenditure . . . . 827 896 1,082 1,121 ) +
Extraordinary expenditure (). 1,020 290 930 2310 costs of occup.at!cm a-nd
clearing « - .. ... ... s0 | 480 540 o0 | D.Kr. 2,280 miilion the
occupation costs . . . . . 520 410 590 1,350 financing of the German
Total officlal ouvtiay | 1,847 1,786 2012 3431 deficit on clearing ac-
Receipts count.
Taxation revenue . . . . .. as4 a3 1,125 1,161 _
Borrowing : ‘s f
from market(®, . . . . . . 43 118 443 752 The fmancmg of the
fram central bank {net) (%, 920 737 443 1,519 C[earing and payments
Total receipts . . . .| 1,847 1,786 2,011 3,432 to the German military
Deficit authorities have bheen
(covered by borrowing) . . . 963 855 886 2,271
- covered by advances from

the Nationalbank wunder
a government guarantee
and have not appeared
in the budget itself; but
they have formed, of
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course, a part of the official outlay. This outlay, considered as a whole, was
met by taxation to the extent of 56 per cent. in 1942-43 but of only 34 per cent.
in 1943-44, although in the latter year revenue from taxation actually rose and
continued to exceed expenditure in the ordinary budget. :

From December 1939 to December 1944 the gross expansion of central-
bank credit for official purposes was D.Kr. 7,200 million; buf, by repaying its
loan from the Nationalbank and accumulating deposits, the government offset
nearly D.Kr, 2,500 million, so that the net expansion of central-bank credit on
official account was slightly over D.Kr. 4,700 million.

In view of the considerable expansion of central-bank credit, a rise by
under D.Kr, 1,100 million in the note issue in the five years to December 1944
appears. moderate in ifself and still more so beside the increase by nearly
D.Kr, 2,900 million in the deposits 'made by the commercial banks. This in-
crease in the “‘cash’ reserves of the banks was, in the first instance, voluntary,
representing a redeposit of the greater part of the new deposits received by
the banks from the public; but, as explained in the thirteenth Annual Report
(page 211), certain measures of '*sterilisation’ were introduced in July 1942,
and these measures have been further strengthened. Apart from an increase of
some consumption taxes, the sterilisation measures fall into two main classes:
the withdrawal of funds from the market by the issue of government securities
and the deposit of the proceeds on a special account at the Nationalbank;

Danmarks Mationalbank.

Assets Llabilitias
Ciaims on Germany {7 | Internal credit grantéd Total Deposits and current
Gold of accounts
End | to private and [balance
clear-
of month occu- ing aconomy to foreign| sheet Notes govarnment
pation tatal govern- Jocote banks
costs | 3¢ bond ather | ment ordin- | speclal
count ONas 6] : &) ary )
in millions of Danish crowns
1939 Dec. - — — 208 | 375 | 147 | 125 952 ¢ 00| 34| — —
1940 420 410 830 | 157 ag —_ 126 | 1,309 741 360 — —
1941 850 B850 | 1,710 ] 141 50 — 125 2,118 842 asza | 148 —_
1942 1,340 | 1,180 | 2,520 88 56 - 115 [ 2,877 983 [ 1,002 | 242 3sg
1943 |, 2,410 | 2,050 { 4,460 64 34 — 118 | 4,767 | 1,359 | 2,010 | 264 730
1944 March | 2,870 | 2,280 | 5,150 K| 27 — 119 5418 | 1,414 | 2,218 | 348 | 1,043
- June | 3,390 | 2,480 | 5,870 67 28 — 119 | 6,137 | 1,526 | 2,417 | 426 | 1,349
Sept. | 3,800 | 2,670 | 6,570 78 3 — 119 16,851 1678 | 2,650 | 559 | 1,478
Dec. 4,360 ; 2,830 | 7,190 a5 55 — 119 | 7,518 1,658 | 3,000 | 610 |1, 1T

{) Figures are rounded to the nearest (%) These accounts may be analysed as follows at the end of the years
D.Kr. 10 million and include pro- 1942 and 1943 .

portions of the so-called “‘adjusi- _

ment' account resulting fram the End of year 1942 | 1943
revaluation of the Danish crown in in millions of Daniah crowns
Jatrary 1942,

(9 Tetal of internal credit items ex- Banks: ordinary accounts . , . . . .. 206 497
cluding bonds {and shareg) and “stet_’IIisation" accoynts . , . 550 872
the government overdraft. special six-month deposits . 199 472

() New account cpened by virtue of Total . . . a5 1,941
the laws of 3rd July 1942 and Other accounts . . . . . . . . ... 47 69
tﬁ;::tduly 1943, as explained in the Total . . . 1,002 2,010
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and the tying-up of the commercial banks’ cash reserves by the fixing of
various minimum ratios. The Nationalbank also opened special time accounts
for the banks as a further tying-up measure®

The government issued securities, as shown in the accompanying fable,
forming part of the sterilisation programme.

The cash proceeds

Danish '"Steriiisation” Loans. of the issues up to the

end of 1943, D.Kr. 727 mil-

lion, plus D.Kr. 3 million

“obligatory  reserves”’

End of
Forms of borrowing outsianding 1942 | 1943 | 1944

in millions of D.Kr.

By virtue of the law of 3rd July 1942; (InStltUtEd under a law

Troasury blits at 4 per cent. : of 3rd July 1943) gave

for st months . . . ... ..., . 250 351 493

Debt certificates at 1 per centi. the total of D.Kr. 730

fortwovears . . . . ... ...... 98 244 425 illi i

Savings bonds with offective interest m|l||0f1' 0‘,1 the specnal

at 4.1 per cent, for five years . . . . 6 24 a7 “'sterilisation' account

By virtue of the law of Sth July 1943; of the government in

Five-year bonds at 2!4 per cent. , ., . - a3 114 '

Ton-year bonds at 3 p;r cenf., . ... —_ 91 432 December 1943’ by the
Total nominal valuss outstanding| 364 | 743 | 1,501 § end of 1944, this ac-
Increase during peried . .. . .| 4 3684 + 379 + 7&58 count had .FI-SOI‘I to

- D.Kr. 1,717 million.

A detailed analysis of the effect of the various sterilisation measures,
available up to the end of 1943 only, is given below.

Danish “Sterilisation” Measures.”

Commerclal banks' legal Special
reserves (%) six months : Govern-
- its at Obligatory ment
Effect of measures taken, at - National- '93;;“5 special | Totals
~ Calendar years Mational- | cai:h Total bank . account
bank L] V] &)
In milllong of Danish crowns
1942 . .. ... ... &850 120 670 199 - 358 1,227
1943 . . .. .. .. .. 422 —12) 410 273 100 arz 1,155 (%
Total “sterilised”
at end of 1943. . . 972 108 1,080 472 100 730 2,382 (

(" Compited from information given in the annual report of the Nationalbank, The higher receipts from the
increase in ¢consumption taxes are not included since they ¢annot easily be estimated,

) These reserves might be held at the Nationalbank on special reserve accounts (not shown separately in the
Mationalbank's return} or partly in "cash' (in¢cluding <ash in tills and amounts on the banks' ordinary
accounts at the Nationalbank). .

® These are the special time deposits opened on the Initiative of the Nationalbank as a supplementary
“starilisation'' measure (they are no! shown separately in the Naticnalbank's return),

(4} Thiz {s a round figure comprising the amounts withdrawn respectively through a special fax on war profits
and through the constitution of obligatory reserves by companies.

(%) From the issue of securities on the market as explained above. .

@ As the figure under ('} is appruximate, these totals also are only approximate, The Nationalbank gives a
tgt}a(l ::\‘fo_‘;gbogﬂ‘.i D.Kr. 2,400 million" at the end of 1843, By MNovember 1944 the total had risen to about

Kr, 4, millien,

in addition to the amounts shown in the fable, there has been a further
increase in the government’s ordinary account at the Nationalbank: in
* The Matlonalbank made a profit of D.Kr. 7.2 million in 1940 and D.Kr, 2.6 million in 1941; in 1942 there was
a loss of D.Kr. 0.3 million, in 1943 of D.Kr. 1.1 million and in 1044 of D.Kr.l1‘.'9 ithion. In 1843 the bank’s

profit and loss account showed a new item of D.Kr. 4.9 million “exp T g to es taken against
the abundance of money"; in 1944 this item was hooked at D.Kr, £.8 miflion, :
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November and December 1943 and. in January 1944 three long-term government
loans (two of 20 and one of 30 years) were issued, each for D.Kr. 60 million,
the proceeds of which were not intended to cover the immediate needs of the
Treasury but to serve for the creation of employment after the war. Later in
1944, three more loans were floated, producing in all D.Kr. 280 million (see
page 237).

Danish Commercial Banks.

Assets Liabilities
Total of
Ba- Ad- balance Private deposits Depo-
End of month Cash | lances vances | gacuri- | gheet slts
Bifls and N sheets : made
holding at tias current [ time
banks * over accounts| depesits total | by other
drafts P - | banks *
in millieons of Danish crowns
1939 December 211 53 440 1,675 615 | 3,564 843 | 1,612 | 2,455 132
1940 ' 450 141 381 1,528 789 | 3,759 o58 | 1,687 | 2615 243
1941 .o 982 221 280 1,475 | 1,006 | 4,409 | 1,268 | 1,857 | 3,115 395
1942 " 828 | - 453 380 t,522 | 1,215 | 5,033 | 1,500 | 2,052 | 3,552 444
1943 . 1,548 | 1,020 218 1,381 1,354 | 6,057 | 1,850 | 2,350 | 4,200 a2
1944 March . .| 1,557 | 1,208 206 1,333 | 1,680 | 6,359 | 2,003 | 2517 | 4,520 895
June. . .| 1,683 | 1,279 197 1,325 { 1,772 | 6818 | 2,250 | 2,581 4,831 280
Sept.. . . 1,724 1 1491 181 1,336 | 1,812 | 7,071 | 2,266 | 2,703 | 4,969 | 1,120
December | . 2,259 | 1,287 172 1,344 | 1,807 | 7461 | 2,806 | 2,742 | 5,240 | 1,143

* Including savings banks,

The striking difference between the monetary position in Denmark and that
of other occupied European countries has arisen from the very definite pre-
ference of the Danish public for bank deposits as against the holding of
notes: in the five years to December 1944 the note issue rose by less than
D.Kr. 1,100 million while deposits by the public at the commercial banks rose
by nearly D.Kr. 2,800 million, indeed, by as much as D.Kr. 3,800 million
when deposits of other banks are included. In addition,” D.Kr. 600 million
was returned by repayments of private credits previously granted (advances,

overdrafts and bills). This gives a grand

Denmark: movement of total of D.Kr. 4400 million, of which the
savings-bank deposits.® banks redeposited or held as cash reserves
some D.Kr. 3,200 million and invested only
Periods s | D.Kr. 1,200 million in securities. Had it not
. been for these two factors: the preference
1oog danuary-December . | — > of the public for bank deposits instead of
1941 s e+ 217 notes and the preference of the banks for
1942, " . + 255 X .
1943 . SR B strongly reinforced cash reserves instead of
1844 »o | 1885 investments, a great part of the government
O e arch . - | AT “sterilisation” policy could not have been
July-September . . . ied i ing-
o Soptamber e | T :3: applied in the ’manner adopted. The tymg up
- - of the hanks’ cash reserves was, indeed,
Total deposits out- ) . .
standing at end of 1944 3,555 largely the consecration of an established

< Excess of depostts (1) o wihdramare (o voluntary position. The aggregate capital
wals (—}, . .
including interest aéded._ of the 163 commercial banks in Denmark
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amounts to D.Kr. 302 million, less than 5 per cent, of their balance-sheet totals
at the end of 1944; the Nationalbank in a circular letter to the banks has
recommended an increase of capital, as a precautionary measure, and a reduc-
tion of dividends for the year 1944.

From 1941 net deposits at the savings banks have grown steadily; and the
following fable brings out the fact that in 1941 and 1942 the increase  of
bank deposits of all kinds was more than five times the expansion of the
note circulation; in 1943, however, the proportion was not quite three times,
the note issue lagging rather less behind the marked advance in deposits;

but in 1944 the rise in
Danish Bank Deposits and Note Circulation. deposits was again by
over five times the expan-

Bank deposits. Note sion of the note issue,
Totals outstanding fe . stal clrcula- :
at end of month | cral Savings chae | Totar | tion It appears that on
banks accounts the average of the four
in milliens of Danish crowns . .
- financial years to March
1939 September . . | 2,406 | 2,265 64 | 4735 480 | 1944 the banking system,
December . . 2455 2,179 T2 4,706 600 N . .
1940 ..| 2818| 2118 122 | 4,883 741 including the National-
1941 - .. | sns| 2333 186 | 5,634 842 .
1042 ., .| ass2| 2588 | 218 | sase{ ss3| bank, financed about
1943 " - 4,200 2,970 265 7435 1,359 four-fifths of the aggre-
1944 March . ... | a520| 3,14 2a2 | 7903| 1,414 e government borrow-
dune . . . .. agal | a2s2| 319 | saoe| 1s2e | 9Ate gover borrow
September . . | 4,969 | 3414 261 8644 | 1,678 ing. But in 1941-42 and
December . . 5,248 3,555 325 9,128 1,658 194943 the -expansion
licreases . :
September 1939 to _ : of the banking system
Decembe!- 1944 . . [4 2,842 [ 41,200 | 4 261 |+ 4,393 | +1,178 was slightly greater than

the budget deficit; this

was a reflection of a noteworthy activity in the private credit sphere, the
important private bond market forming a characteristic feature of Danish
conditions. Whereas the capital of all share companies amounted to about
D.Kr. 2,500 million in 1943 and

Danish Banking Expansion Fhe total of government bonds

and Budget Deficit. issued was around !D.Kr. 1.’?00

* million, there were, in addition

Cover of budget deficit Bankhiw to munijcipal bond loans, some

. expansion ™

Financiat | Expansion| e, Total |?® parc:fnt- D.Kr, 6,600 million of mortgage

years of bankin e a{le . . . B

1o 3ret March symmg sources | deficit otal bonds .m cmfuljatlon. Co'rn

o @ ) deficit prehensive statistics of capital

in milllons of Danish crowns per cent, issues a,le not available but the

1940-41 530 430 960 55 table on the next page illustrates
1941-42 890 | (— a0 260 103

194243 910 | (- 20) a0 102 the remarkable fact that mort-

1943-44 1,800 470 2,270 79 gage bonds issued by the credit

"!‘t’m‘tml_l . : societies expanded very con-

March 1944 4,130 850 4,980 83._ siderably during the first years

 Aorl to Mareh o C N by of the war, the government
ril to arch changes of tigures given in the revious £, . -
53 This is a residual - gures 9 prev having taken no measures to

Including occupation costs and the clearing, as given on .
page 238, o0 _ ? clearig, a8 g reserve the capital market for



Denmark
Credit Societies’ and Mortgage
Banks' Bond lIssues.”

Net cash
issues

Amortisa-
tions

Gross new
Issues

Financial
years
to 31si March

in millions of Danjsh crowns

1939-40 204 115 89
1940-41 238 132 106
194142 5192 241 278
1942-43 817 508 309

551 238 a3

154344

* The issue of “Kassa—OhliEationer" by the "Credit-
foreninger' and ‘““Hypotekféreninger'’.. The credit
asocieties {end on first morlgage up to 60 per
cent. of the  estimated value of landed property,
while the mortgage banks grant general loans on
second mortgage to not more than 75 per cent.
of the estimated value of the properly, At the
end of March 19844 the credit soclieties had
D.Kr. 6,058 million honds outstanding and the
mortgage  banks D.Kr, 534 million. Of the
D.Kr. 1,085 million net new issues in the five
years 1939-40 fo 1943-44 as shown in the {fable,
D.Kr. 1,088 million were made by the credit
societies and only DLKr. 38 million by the mort-
gage hanks,
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its own borrowing, as has been the
case in most other countries; indeed,
the net cash issues of mortgage bonds
in the last three financial years came
to over three times the pre-war figures.
{Share issues, on the other hand, have
been comparatively unimportant at less
than D.Kr. 30 million in 1943 and under
D.Kr. 20 million in 1942). Up to the time
of the application of the ‘'sterilisation’
policy in the summer of 1942 the credit
societies took advantage of the liquidity
of the market to reduce the interest
burden on the farming industry, and the
proportion of mortgage bonds bearing
interest at 4% per cent. and below rose
from 45 per cent. of the total out-
standing in March 1940 to 56 per cent.
in March 1944,

Interest rates in Denmark are not so low as in a number of other
European countries; bank rate has been at 4 per cent. since October 1940 and
other short-term rates appear to have remained fairly stable. Long-term rates
have, however, been subject to variations: the yield on the 315 per cent.
government rentes, which had averaged 5.0 per cent. in 1940, fell to 3.9 per
cent. in June 1942 but became irregular with the introduction of the sterilisation
measures in the following month, rising continuously to 4.65 per cent. in
February 1943, then declining again until a new low record, slightly below 3.9 per
cent.,, was reached by March 1944. In the first half of 1944 an altempt was,
indeed, made 1o reduce the rates for government borrowing: while in January
a 30-year 4 per cent. loan had been issued at 993, giving a yield of 4.02 per
cent., in March a 3% per cent. 20-year issue was made at 9814, giving a yield
of 3.68 per cent., but only one-half of the D.Kr. 60 million offered was success-
fully placed; in June, the highest rate for savings-bank -deposits was
reduced from 4 to 31% per cent. and the rate for 2-year debt certificates of the
government from 134 fo 1% per cent. But long-term rates rose, the yield on
the 3% per cent. government rentes reaching 4.1 per cent. in September, when
a return was made to earlier interest conditions, a 40-year 4 per cent. loan for
D.Kr. 60 million being issued at 99, with a vield of 4.08 per cent.; and, in
November, as much as D.Kr. 80 million was issued at par; having a currency
of 50 years and interest at 4 per cent, After the success of this loan a fuither
attempt was made in December with a 3% per cent. issue for 25 years at 99;
but only D.Kr, 12-15 million was subscribed out of the D.Kr. 60 million
. allocated for public subscription and the banks were forced to take up the
D.Kr, 45-48 million remaining, as well as the D.Kr. 20 million they had taken firm.

* L.
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Whatever - differences in fiscal and financial techniques may be found in
individual countries, unmistakable similarity prevails in one important aspect:
internal government debts have everywhere grown far beyond standards
known in the past, creating difficult problems of debt management for the
years to come, - in addition to monetary repercussions of a .more urgent
character at the present time and in the immediate future. While, earlier in this
chapter, the development of public debts has been shown in terms of each
national currency, the following table gives some figures indicating the growth.
of internal government debts during the five years from March 1939
to March 1944 converted, for convenience, into U, S. dollars at conventional
rates (£1 = $§4 = RM 20 = Fr.fecs 200 = B.fcs 175 = FiL 10). These rates may
be taken to give a fairly realistic picture on the basis of conditions existing
during this period but a final comparison of absolute amounts will, of course,
be possible only when exchanges have settled down after the war. '

Government Internal Debts 1939-44: in millions of U.S. dollars.

P Increase March 1938
Totals cutstanding 1 March 1944
; . Pebt
Internal Parcentags| in 1944
government End End Absolute | of Increase as a
debts March 1939 _March 1944 amount |at long and| Mmultlple
short term | Of 1938
3 millions % $ milliens % $ millions %
United States
fong and middle ferm | 43,540 97 .| 137,660 74 94,120 67 3.2
short term . . .. ... 1,310 3 47,940 25 45,630 .33 36.6
Total . . . 44,850 100 185,600 oo 140,750 00 4.7
United Kingdom
long and middie term 24,840 87 51,240 7¢ 26,400 59 a.r
short term . . . . . .. 3,680 13 21,980 30 18,300 47 6.0
Total . e 28,520 100 73,220 100 44,700 Too 2.8
Germany . :
long and middle term 4,590 78 23540 43 18,950 39 5.1
short term , , . . ..., 1,330 22 31,270 57 | 29,940 &7 23,5
Total . . . 5,920 100 " 54,810 100 48,8580 L 9.3
Japan .
leng and middle term 3,210 97 14,850 28 11,640 28 4.8
shortterm . . . . ... 100 3 380 2 280 - 2 3.8
Total . . .| 3,310 100 15,230 100 11,820 | roe 4.6
France
fong term . . ... .. 5,870 68 8,310 30 2,440 13 14
short jand middle] term 2,700 32 18,720 70 17,020 a7 7.3
Total . . . 8,570 100 28,030 100 19,480 100 3.3
Belglum ) )
long and middle term 840 99 1,600 40 760 24 1.9
short term . . . . . . ' 10 H 2,450 50 2,420 76 245.0
Total . . .|  B50 100 4,050 100 3,180 100 4.8
Holland
tong and middie term 1,280 82 2410 42 1,130 27 1.9
short term , . . . ., . 290 18 3,350 58 3,060 73 711.6
Total . . . 1,570 00 5,760 foQ 4,190 joo . 3.7
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As regards the comparison of proportionate increases, great care must
likewise be taken: in Germany, for instance, outside the public debt returns
there were some RM 12 milliard (say, $2,400 million) of “Sonderwechsel’ in
March 1939, reduced to, perhaps, RM 10 milliard by March 1944; if account is
taken of this indebtedness, the rise in the public debt would be by seven times
instead of nine times, as shown in the table, which reproduces data from the
official debt statements. Even with the inclusion of the Sonderwechsel the
German internal debt in 1939 was relatively small, most of the indebtedness
from 1914-18 having been wiped out by the infiation; on the other hand,
the public debt of the United Kingdom in 1939 was already relatively high,
precisely on account of the expansion in 1914-18. :

A more revealing basis of comparison than the rate of growth is the
relation between public debts and the national income: while, in the spring
of 1944, the Federal debt in the United States was one and a quarter times
the national income and a similar proporiion obtained in Canada, the British
internal debt was more than twice the national income and the same was
‘probably true in Germany. These relationships are, however, continually
changing, the debts growing at a more rapid pace than the national incomes;
moreover, account will ultimately have to be taken of certain additional
liabilities, such as financial responsibility assumed by the governments for
war damage, although these are not as a rule embodied in definite bonds
or otherwise indicated as part of the public debt.

_In all countries, except Japan, the expansion of short-term indebtedness
has been relafively greater than that of the debt at long term. This has heen
the case more esgpecially in France, Belgium and Holland, where the- financing

~of occupation costs and of the clearings was essentially at short term. In
the United States two-thirds, in the United Kingdom three-fifths and. in Germany

two-fifths of government borrowing since 1939 has been at long term. For
these three countries

the percentage of the
Percentage of Central-Government Debt Qutstanding total public debt out-
at short term. .
%100 ' 100% standing at short term
_ ) | is. shown in the graph
% { _ % for a longer period.
80 i paal - 80
ol Ge"maﬂ.'; I In some countries the
] _ expansion of public debts
5 o i hehany o has been accompanied
50F 7 )4 Y7 1% | by a certain reduction
s0—k—F ',-' ~ 40 in private indebted-
30§ e AL [litfedom 45 | ness. it is no easy
ol H{ /] :;:;" / x| matter fo establish esti-
L 2 !5.4.% - USA. | mates of the aggregate
12 @\\_'/_fe I \\___/ N :]0 volume of private debts,
oo 191019151920 1925 1930 1335 - 1940 1945 1950 data being -available for
very few countries.
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‘United States

Public and Private Debts outstanding.”
Total amounts. Aspercentages
outstanding {net) of total

End -
of year | pyplic (0| Private®| Total | Public | Private
in miliards of dollars percentages
1916 6 59 s | s 92
1919 3t gr | 1s 26 74
1929 29 144 173 . I7 83
1930 30 144 174 17 83
1931 33 134 167 20 80
1932 35 122 157 23 7?7
1933 as 113 151 z5 75
1934 39 112 154 26 74
1935 42 11t 153 - 27 73 -
.1936 45 11t 156 29 . 77
1937 47 112 159 30 70
1938 48 110 158 31 69
1939 51 111 161 31 69
1940 53 14 167 32 68
1941 64 120 184 - as 65
1942 109 114 223 49 51
1943 162 112 274 59 47

0
&

&

As pubtished by the U. S. Department of Commerce, Survey
of Current Business.

Dehts of the Federal Government, Federal agencies, State
and local gavernments, excluding indebtedness not held by
the public, In 1916, the Federal debt was $1.2 miliard and
Slate and lecal dehts 4.6 milliard; in 1919, they wera $25.6
and 5.4 milliard respeactively; in 1930, they were about egual,
Federal $15.4 millilard and State etc, $14.7 milllard. From
that point the Fedaral debt rose continuously to $147.0 mil-
liard n 1943, while the Sfafte efc. debt (with a high point of
$16.8 milliard in 1932 and 1933) has hardly changed on
balance and was $14.8 milliard in 1943,

Including indehtedness of business firms, Indviduals and
other non-corporate borrowers but excluding the obligations
of banks to their depositors, of iife assurance companies
to policy-holders and debts of individua's directly to cone
another. Nominal indebtedness between separate legal cor-
gorate entities which are parts of a gingle economic unit has
ean eliminated. These debis were at their highest point in
1929, $88.5 milllard at tang term and $55.5 milliard at short
tetm; in 1943, they were $75.9 and 35.8 milliard respectively.

During the first world war,
the public debt in the United
States rose from less than one-
tenth of the private indebtedness
in 1916 to over one-third in
1919, During the next ten years
the fotal public debt changed
comparatively little while private
indebtedness expanded with the
business boom, the ratio in
1929 between public and private

debts being one to five. The
following depression brought
about a contraction in the

volume of private debts from
$144 milliard in 1929-30 to
$112-113 milliard in 1933-34; and
around the latter figure the total
volume remained more or less
stagnant up to 1943. Federal
indebtedness on the other hand
rose gradually, from 1930, and
then abruptly, from the outbreak
of the war, so that the relation-
ship was actually reversed, the
total public debt in 1943 being
almost one and a half times as
great as the aggregate of all
private indebtedness,

For Germany also cer-
tain estimates in this field are
available.

Germany: Public and Private Debts outstanding.”

Public debts Private Public Private
indebted- Total

Raich Oth as percertage

Date ?9: @er Total ness of total indebtedness

in milliards of Reicl ks percentages

1932 December . - . . 12 17 29 64 o3 ar 69
1935 " PR 15 21 36 81 97 a7 63
1938 " 27 28 55 65 120 46 54
1940 " P 79 28 107 65 172 62 38
1844 June (9 . . . .. 299 26 . 325 69 394 82 18

(" Based on a fable in "“Bankwirtschaft'', 1st Movember 1944,
(2) Including tax certificates etc.

(3) The debts of local authorilies and of public corporalions in the form of share companies.
) Rough estimates. Of the total of RM 394 milliard In the middle of 1944, RM 152 milliard was in the form of
bonds (RM 128 milliard being Relch securities). By December 1944 the Reich debt had grown to RM 347 milliard,
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In 1932, total public debts in Germany amounted to under one-half of the
aggregate private indebtedness, hut during the following six years the fotal of
private debts hardly changed while government borrowing went on continuously,
with the result that by 1938-39 public and private indebtedness were roughly
equal in volume. With the war, public debts rose still more rapidly and, in 1944,
they were five times as great as the private indebtedness, which remained
~at very much the same total figure, although somewhat altered in composition.
Thus, agricultural indebtedness was reported to have been reduced, during the
war, by RM 114-1%} milliard to RM 114 milliard in July 1943, while the accumu-
lated savings of the agricultural sector {in savings banks and credit cooperatives
and in securities) were estimated to have been rather over RM 13 milliard at
the end of 1943, thus exceeding the aggregate of agricultural indebtedness.

In other countries also there were numerous indications of reductions
made in private indebtedness during the war, partly in the agricultural sector
of the community and partly as a result of regular amortisations of, for
instance, building societies' advances in England and consumers’ instalment
credits in the United States. But, by and large, the repayment of private debts,
although substantial in individual cases and for certain groups within the com-
munity, was not great in relation to the total private indebtedness outstanding
and still less so compared with the huge increases in government debis.
What is significant is the changed relation of public and private indebiedness;
the fact that public debts now exceed all private debts outstanding
constitutes, for many countries, a basic change from pre-war conditions
and one likely to have far-reaching influence on financial policy.*

The converse of the great expansion of public debts is a considerable
growth of liquid assets in the hands of the public. For a comprehensive

United States: total ''Ligquid Assets’ of public,

18290 | 1940 1 1941 | 1942 | 1943 | Ingrease | g4,

1929 to
Form of liquid assets December 1943 dune

in milllards of dollars

Currency () . ...... 36 7.3 9.6 13.9 18,8 + 152 20.9
Bank deposis (-}, . . . . 510 62.7 6.7 7.4 93.6 + 426 85.8
Total . . . 54.6 700 76.3 91.3 112.4 + &7.8B 1167
Government securities (3 2.5 19.6 265 47.2 743 + 648 .3
Total . . . 641 89.6 102.8 1385 186.7 + 1226 2080

Note: The Federal Reserve Bulletin (October 1944) has afso published figures of the ''estimated holdings of

_ principal liquid assets by Individuals and corporations™, excluding certain items such as deposits held by
oreigners and government securities held by insurance companies, which are included In the above tahle;
the Federal Reserve egtimaies are thus lower, being $83.4 milliard for December 1841 and a. projected figure
of $169.9 mllliard for December 1944 {whereas, on the same basis, December 1944 would be 3%29.3 milliard
in the above table), But, by and large, whichever estimate j& preferred, the proportional variations are
approxlmately the same and the argument in the text is not alfected. The Federal Reserve Bulletin rightly
points out that the growth of liquid assets is not a measure of new net savings, particularly in wattime,
when depreciation, obsolescence and destruction of existing real capital are very considerable.

(" Currency outside banks. {9 Demand deposits (adjusted), . ¢. excluding government deposits,
plus time deposits (at commercial and savings banks). ’

(3} Held by public, i.e. all except those held by banking system (including savings banks) and Federal agencies.

* In some rare cases public debts already exceeded all private indebtedness before the war, Far exampla, the
internal government debt in Bel?ium was B.fcs 36.7 milliard at the end of 1839; the. addition of the debts
of the provinces, the munlicipalities and the Congoe ?ave a total of B.fcs 54.5 milliard for public debts, with
which an additlonal B.fcs 6.3 milliard debts of semi-official Institutions might be classed. The total of private
indeblednass, including bank advances, amounted to only ‘B.fcs 20.5 milliard, little more than one-guarter of
all indebtedness at B.fcs 8t.3 milliard (see Bulletin of the Mational Bank of Belgium for December 1944),
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picture ‘it is again necessary to turn to statistics published in thé United States,
where the volume of liquid assets, already large at the end of the ‘twenties,
had nevertheless risen by 1943 to three times the amount in 1928.

In the eleven vyears
from 1930 to 1940 the tfotal
liguid assets rose by
1930~ | 1941~ | 1930. | $26 miilliard; and then, in

__ United States: Factors influencing
: the volume of Currency and Deposits.

o 1940 | 1943 | 1943 only three years, from 1941

Movements in periods eleven three | fourteen ) .
years | years | years to 1943, the expansion was
in_milliards of dotlars__|. by nearly $100 milliard.
Qold stock increase () . . . . . .. 180 | — o4 | +179| Assets in the most liquid
Treasury general fund movements(d | — 1.7 | —104 | —12.1 form, currency and bank
. Bank credit: ' deposits, increased in the
BZ’;'E.,EEL'Z“{%“’I ,Of. govenmen | L7 +643| +71.6} first period by $15 milliard,
Other extension of bank credit(¥ | —182 | — 14 | — 196 as a direct consequence
Total factors. . . .. ... + 154 | 4+ 42.4 | + B7.8 of the gold ]nﬂUX; in the
Cutrency B) . . . .+ .. v |+ a7 4118 +152| second period the expan-
Bank deposits & . .. .. ... .. +11.7 | +309 | +428| sion was by over $40 mil-
Tofal increaso of currency |i€l|‘d, this time solely as a
and deposits () . . . . . + 154 | +424 | +57.8 result of bhank pﬁrchases

() The period 1929-40 is inft ced: by the luation of the gold stock of goverhment securities.
by $2.8 milliard, this amount being added to the goald stock and
to the Treasury's general fund.

@ Addihons {o the Treasury's general fund, shown by a minus slgn (—) Thus, including govern-
the table, tend to contract the currency and bank deposits in e
o lt:he l;ands obf tl::e dpub:icﬂ banks and all offer banks Gnel ment securities  bhought
urchases by Federal Reserve banks and all other banks (includin: f .
Mutual Savings banks). Y direct by the public, the
L) .
) Including various minor factors, WhOIG of the increase of

{f) Movement of ifems shown in previous table.

$100 milliard in liquid
assets during the three years 1941-43 was due solely to current war financing.

As the funds borrowed are utilised by the government, so they go to
swell the national income paid out to individuals, which, after
payment of taxes, is either spent-on consumption or saved. A study published
in the United States concerning wartime savings® showed that of the
income of individuals available after taxation the proportion saved rose
from 10.2 per cent. in 1940 to 26.6 per cent. in 1943, this considerable
increase taking place in the only belligerent country where civilian con-
sumption had not decreased.

The key to the solution of the high rate of saving in the United States
is presumably to be found in the fact that total income has risen precipitously
while supplies of consumers' goods have not increased correspondingly, through
still available in sufficient guantitles for consumption to be maintained and
even fo some extent increased. It is naturally easier to secure savings from
a rising real income with a sustained rate of consumption than if it had been
necessary to lower peacetime standards. It is true that severe restrictions on
the production and sale of consumers' durable goods (automobiles, refrigerators,

* See footnote on the opposite page.



-— 243 —

radios, etc.) have meant that some forms of spending to which the American
public have been accustomed have. had to be curtailed. In so far as these
- restrictions caused 'increased savings there may be said to have been an
element of compulsion imposed upon the community, in addition to the social
and patriotic pressure exerted through various forms of propaganda exhorting
the public to abstain from unnecessary spending.®”

" Annual savings of individuals, which averaged less than $5 milliard
in the decade preceding the war, had risen to around $35 milliard in 1943 and
were certainly higher still in 1944. These are the savings of individuals, in-
cluding non-corporate business (the term covering, for instance, physicians and
farmers) but excluding corporate business. The largest change occurred in the
holdings of the most highly liquid assets in the form -of currency, bank
deposits and government securities. The total increase in these assets would
appear to have attained some $60 milliard during the three years 1941-43.
Part of this total was held by non-corporate business and part by wealthy
individuals, whose spending habits would hardly change, but the bulk — possibly
$35-45 miliiard at the end of 1943 — was in the hands of consumers with
incomes below $10,000 a vyear.

() “Wartime Savings and Post-War Markets’' by 5. Meorris Livingstone, Chief of National Economics Unit,
- Bureau of Foreign and Domestic Commerce in the U, S, Depariment of Commerce.g‘&ublished in the "Survey
of Current Business® for Septembar 1843 (with revised data published in Janwary 1944},

There are, in fact, two distinct calculations of aggregate savings of individuals in the United States:
ong is made by the U. 5. Department of Commerce, in which the amount of savings emerges as a residual
affer personal taxes and expendifure on goods and services have been deducted from the total Income
paid out to individuals; the other, made by the Securities and Exchange Commission, is a compilation of
known items of savings in the form of currency and bank deposits, government securilies, eic., the various

items adding up to the total amount

of individual savings. It will be
?:etnifrolm the accdon;fanylnlg 1ahbles
at fairly concordant resulls have

1840 I 1943 | 1942 |1943(3) been obtained by the two methads.

Unit.ed States: Utitisation of Income of Indlviduals. (®»

Calendar years

in milliards of dollars & Estimates of the U.S, Department
of Commerce, including nan-cor-

Income paid out to individuals . - | 765 | 927 | 1166 | 1423 porate business.

fess personal taxes. . . . . . . . 3.5 4.0 6.6 18.3 | & Preliminary.

() Based on estimates of Securities
Ayailable income ., . . . . . ... 730 8a.7 1100 [ 1240 and Exchange Commission, exclud-
less expenditure on goods and ing corporate and government say-
BIVICES + v v v v v v owow e - 65.7 T4.5 82.0 91.0 ings, but including non-corporate
business, as reproduced in the
Savings of indlviduals . . . 7.3 14.2 23 0 33.0 U, §, Department of Commerce
Y Survey of Current Business'' for

September 1943,

United States: Savings by Individuals. (8 ) Including deposits on savings ac-
count {and algo, for each year
1940 | 194y | 1942 | 1943 | from 1940 to 1943, $0.3 milliard in
Calendar years in d equify with savings and
. in_milliards of dollars oy h 9
loar associations),
. . {f) Federal government securities less
Liguid savings net sales of other securities (total-
Currency and bank deposits (%) 33 59 12.0 15.8 ling $1.1 wmilliard over . the three
Government securities(® , . . . 0.1 2.5 04 13.8 years 1840-42), -
{7} The increased equity in non-farm
Total . . .| 34 | 84 3 224 | 206 dwellings, T. e, the difference in the
Non-liquid savings (net) . value of the buildings and the valua
BulldingsC) . . . . . .. .. .. 1.7 1.9 1.3 . of the mortgages. .
Private insurance(®). . . . . . . 1.7 2.4 2.4 44 | @ The difference between the valu
of the policias and the value of
Total . . .. 34 4.0 3.7 . loans for which they serve as
t of debt® | (1) | -06) | 28 security.
Repayment of consumer de . ! : e Liquidation (in 1040 and 1941 in-
ivi e : K 28.0 371.7 crease) of consumer purchase de
Savings of individuals 5.7 11.8 o aorporations.

(" Savings have also been considerable in England; tables in the White Paper on ''Statistics refaling to the
War gfiort of the United Kingdom'' show that “private savings' rose from 11.6 per cent, of "private income
after direct taxation'™ in 1839 to 25.7 per cent. in 1943, Ia the laller year, private savings plus tfaxation
{*“direct 1axation and compulsory contributions to extra-budgetary funds™) actually accounted for 42 per cent,
of the naiional income pai‘:i out {"'private incame of persons and businesses pius transter payments®™).
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In its annual report for 1943 the Federal Reserve Bank of New York said
about the savings which had accumulated as currency in circulation and bank
deposits that ‘‘they have no inflationary effect so long as they remain relatively
idle, but they constitute a continuing threat to effective maintenance of price
control, while the supply of civilian goods necessarily remains restricted though
farge."” For the moment the community ‘*seems not inclined to reach for
goods. But we must bear constantly in mind that a vicious spiral of inflation,
i for any reason it got started, would have much to feed upon.”

The manner in which owners will use their liquid resources
when the war is over may vary from country to country. Should confidence in the
currency be impaired, the propensity to spend would probably be tremendous;
and, in such a case, the mass spending could he dammed up only with the
greatest difficulty, if at all, through restrictive control. Where confidence is
preserved, the likelihood is that a considerable proportien of the war savings
will be maintained as capital; buf, even so, the average consumer will probab/ly
be willing to spend more and save less out of his current income than he
would do if he had not accumulated reserves. And, it may be, he will want
to utilise part of his reserves for the purchase of, say, an automobile, or other
durable goecds. In view of these possibilities, governments will doubtless
consider it desirable to retain command over the situation and, to that end,
keep some control over the volume of spending untif a new equilibrium is
reached. In the great majority of countries a certain rise in prices has already
absorbed part of the surplus purchasing power; it is, Indeed, an ironical fact
that, the more rigidly prices have been maintained by the controls, the more
difficult the problem of surplus buying power may become. '

The huge expansion in currency and deposits throughout the world has
been the result of government deficit financing and has thus, as its
counterpart on the assets side of the banks' batance sheets, increased hold-
ings of government securities. A reversal of the process, involving a substantial
reduction in notes and deposits, would, as a rule, presuppose repayment of
government debts;* but budget surpluses of any consequence will hardly appear
in the near future; and it may, therefore, be concluded that the liquid
resources created during the war will remain intact when the war
is over and for at least some years afterwards. The continued existence of
these resources will give rise to a series of problems centring round the
question of a possible excessive degree of liguidity and, in connection there-
with, of maintaining a cheap-money policy. '

Looked at in relation to p}esent conditions, gold reserves held by banks
of issue and the volume of other internationally acceptable assets which in
the nineteenth century were available to the various markets would now seem

* It seems unlikely that anything hut the most limited contraction will be obtained from a liquidation of com-
mercial-bank loans; and, at the time of writing, no final judgment can ke given as to the degree of success
which will be ultimately achleved by measures of the kind introduced in Belgium in the autumn of 1944 for the
blocking of notes and bank deposits. :
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astonishingly small in most cases; but, except on rare occasions, these assets
proved sufficient to allow the great majority of currencies to be maintained
at their parity rates. One reason for this was that foreign exchange could be
purchased on the markets only with liguid resources and that the degree
of internal liquidity in the nineteenth century was not great in any
individual country.

A study made in the United States some years ago® showed that the
“liquid claims’' of the community in the form of bank deposits, shares and bonds,
ete., I, e. all liquid and ‘‘shiftable' assets, rose from the equivalent of 15 per
cent. of the national wealth in 1890 to 20 per cent. before the first world war
and to 40 per cent. in 1930, an Increase to be associated with the urbanisation
of the population, the growth of the joint-stock principle and, later, with the
great expansion of the Federal debt. In the absence of more recent estimates,

a rough measure of the further increase

United States: National in liguidity may be obtained by comparing
Income and Liquid Assets. the total of currency in circulation, bank
deposits and government securities held
National | Liquid asr_sa;:igs by the public (forminq“toqether.a ﬁo?-
Calendar (;?:m:d asssts | percentage siderable part of the l!qund CIa'mS. in
vears | Tinyear) | of year |ofnational{ the above estimates) with the national

income, as in the accompanying table.

in milliards of § percentages

1930 &9 52 o0

1941 o5 103 r08 While the national income more than
1942 120 139 7716 doubled between 1930 and 1944, the
1943 148 187 126 . L .

1944+ 159 229 144 principal forms of liquid claims together

more than trebled in volume, the annual
* Peetiminary figuses. ¥ the Federal Reserve . . . N
estimates of liguid assets be taken {(see foot- increase of these claims being egquivalent

note to table, page 241}, the percentage would

7ise from 88 in 1941 to 119 In 1944, about the t0 nearly one-third of the national income
same proportionate increase as is shown in the

above table. in each of the years 1942 to 1944,

Similar conditions obtained in other countries also. The estimates of total
“'money capital” (“‘Geldvermdgen™) available for Germany correspond fairly
closely with the American conception of “liquid savings” (including notes, bank
deposits and securities). According to the last officially published estimates
for the middle of 1932, money capital at RM 47.7 miliiard slightly exceeded the
national income of RM 45.2 milliard for the same year. Until 1938 money capital
grew at the same rate as the national income, retaining the proportion of
around 100 per cent.; but, as in other countries, there was a rapid acceleration
of money-capital formation during the war, owing to the large increases in
the public debt and, by 1942, the fotal money capital had grown to some
RM 230 milliard — double the national income, given privately at about
RM 115 milliard. An unofficial estimate™ put the national income at RM 135 mil-
liard for 1944, while the total money capital had grown to about RM 400 milliard
by the end of the year — three times the national income on this calculation.

{1 “Liquid C!aﬁ’ns and Natlioral Wealth"” by Berle and Pederson (Macmillan, 1934).
{2} “Pie Deutsche Volkswirtschaft'' Mo. 4, 1945,
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It is obvicus that the existence of huge assets in a liquid form may
involve certain dangers. Thus, internally, it may lead to a sudden intensifica-
tion of effective demand for goods and services. Externally, i.e. in relation
to other markets, it may give rise to massive transfers of funds; naturally,
the danger in this respect will be greater if a substantial proportion of the
liquid resources belong to foreign owners, as was the case for several
'_'c_ountries during the international liquidity crisis in 1931. In wartime, the
question of the international movement of private capital does not arise, but
it will be important to remember after the war that the problems of external
and internal liquidity of capital are closely interconnected. And both these
problems are nearly related to the cheap-money policy.

When the real capital, impaired during the last war, had in the main
been restored and, by 1930, the boisterous post-war expansion had come fo
an end, a natural reaction to high interest rates was to be expected and,
indeed, became clearly perceptible in the course of the ‘‘great depression™.
The existence of large public debts, however, made it imperative for the govern-
ments themselves to assist directly in the downward movement, the most
important step in this connection being the conversion .of the 5 per cent,
British War loan to 3% per ceni. in 1932 — undoubtedly one of the decisive
measures towards the overcoming of the depression in England, and one which
had its salutary repercussions in other markets also. But in several countries,
particularly in the United States, there was no keen investment activity in
the ‘thirties; with large gold arrivals in New York, relatively low, even falling,
interest rates continued as a natural outcome of American market forces, In
England there was, it is true, a fair measure of home invesiment, especially
in the building trade, but there was no net foreign lending; such demands as
there were for funds were met without much difficulty, the intervention of control
bodies being scarcely required in the prevailing circumstances. In Germany,
on the other hand, government borrowing and other investment related to
recovery and rearmament assumed large proportions from 1933-34 onwards;
however, a system of deliberate control, coupled with an expansive credit
policy, prevented interest rates from hardening and actually brought about a
gradual decline. g '

With the outbreak of the war, government control everywhere became
increasingly effective over financial and other markets. In the main belligerent
countries, in particular, measures were taken to reserve all available funds for
official purposes, the monopoly position thus accorded to the Treasuries pro-
viding a setting for an intensification of the cheap-money policy. Some indica-
tion of developments is given by the table on the opposite page, showing the
movements of official bank rates since 1938,

) After some irregularity in 1939, there were eight net reductions of bank
rate in 1940, six in 1941, three in 1942, only two in 1943 and three in 1944; thus,
generally speaking, the -.downward trend has practically ceased during the past
- two or three years. Although in certain cases bank rates are still well above
short-term market rates (e.g. for Treasury bills), and the gap between short
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Discount Rates of Central Banks.

Met change durlng
Central Bank E;;‘g;f . ress | End9f
1939 1940 1941 1942 1943 1944 to
1944
United States (). . . . 1 . . . —1 . . —1 1
Canada . . ... ... 21 . . . . ) —1 -1 11
Switzerland . . . . .. 114 . . . . . . . 114
France . . . .. .. .. 2% — : —% - . - -1 1309
Belgium . . . . . ... 21 . —_— . . . . —1 2@
England . .. ... .. 2 . . . . . - . o
Holland . . . . .. .. 2 + . —1 . . . +4 21z
Portugal . . . .. ... 41 - . . —1% -~ —1 —1 — 21
Eire . . ........ 3 . . . . —1 . — 21y
Hungary . « . . 4 . . . 4 . -1 . . . . 1 3
Notway . . ...... 31 +1 —1% . . . . —1 3
Slovakia » . - . . ... 3 . . . . . . . 3
Swaeden . . ...... 2% ¥ + % —T1h . . . K 309
Jdpan . ... ... .. 3.281 . . . . . . . 3.28%
Bohemia and Moravia. 3 1+ % - ! . . 14 3y
Germany. . .+ .« . . . 4 —1 . . . . —1 3%
Croatia (Yugoslavia) . . [ . - . —1 . . -1 4
Renmark . . .+ . .. 4 T -1y 4
Finland . . ... ... 4 . . ' . . . 4
Roumania .. ..... 31 g ! . . -1 + 1 4
Serbia (Yugosiavia) . . 5 —1 ' - . 1 4
Spain . ........ 4 4
Turkey . . . ... ... 4 . 4
Maly . . .. ... ... 41 . —1 —1 A
Bulgaria . . . . .. .. [ —1 . . . . —1 5
Albania ... ..... ] . —1 . . . . —1y 51
Gréece . . 5 . v w40 6 . ' —1 +1 . +5 +5 11
(1) New York rate for redlscounts and advances. (2} Reduced fo 1% per cant. on 20th January 1945,
) Reduced ta 14 per cent. on 16th January 1945, % Reduced to 2 per cent. on 9th February 1945,

and long-term rates may be as much as 2-21% per cent., this differential has
remained during the war, and long-term rates have fallen very little since 1941,
In some countries at that time there was a reaction against allowing interest
rates to fall too Tow: in November 1941, the directors of the Sveriges Riksbank
issued a memorandum on monetary policy, stating that a steep decline in
rates of interest, both at short and at long term, should not be contemplated
and indicating as desirable the maintenance of the rates then ruling. Somewhat
similar, if less precise, statements were also made in ofher countries, e, g. in
Germany, and elsewhere limits were placed on mortgage and other private
borrowing below certain rates. On the whole, money and capital markets
throughout the worid have been characterised since 1941 by a great measure
of stability in. Interest rates, generally accompanied, however, by some
lengthening of the currency of securities issued.

But, while interest rates remained stable at a low level, heavy direct taxation
still further reduced the net yield accruing to the investors after payment of
taxes: on the British 314 per cent. War loan, for example, the net yield at
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United Kingdom _ current quotations fell from 215 per cent.
Yield of 31, per cent. War Loan.” in 1939 to 115 per cent. in the years
1942 to 1944, while” for 1 per cent.

Income

Fi;::&ial Gross’ | tax do. Net Treasury bills the net yield, with income
ended yield "“[';‘;ed yieid tax levied at 10s. in the pound, came
March percentages to only % per cent. '
}3,.,"3 3“;? ";;V’ §"3§ With steeply graduated income taxes
1941 3,40 42y, 1,96 ; i
a4 50q e b Fhere is notllnfrequently a qanger that
1943 2,94 50 1,47 investment will actually be discouraged,
1944 3.08 50 1.54 . .
for the yield obtainable may even ap-

©) This is the 3% per cent. War loan into which the proach zero; this is particularly so when
old 5 per cent, War loan of 1914-18 was converted. furth 1 dditi . )
(% Corresponding to the siandard rates of 5s.6d., a t er sma addifion to income or
T ing Niaron ioan to raia rormectnencal  profit would bring the increment into
a higher group for taxation purposes.
Such a situation tends to produce an indifference to interest rates, since
the possible extra yield, i. e. the part not eaten up by increased costs (expenses
of administration and taxation), would hardly cover risks; idle funds may then

be kept liquid or only placed at short term instead of long.

How far these measures have had an effect on investors is difficult to
appreciate, but seme indications of such an influence have made their appear-
ance, for instance, as regards credit institutions, which must always
carefully weigh against each other considerations of yield and liquidity. London
clearing banks, in spite of the large expansion in their deposits and turn-
over, have not become liable to excess profits duty, although they must have
earned profits which approached the critical level; it is not without significance
that their new investments in long-term government securities decreased from .
£228 million in 1941 to £121 million in 1942, £34 million in 1943 and only £11 million
in 1944. A London journal ® remarks that “it would not be surprising if, once
the excess profits tax point has been reached, the banks were to put liquidity
considerations well above considerations of additional profit'. It is also of
some interest to note that in Germany the five Berliner Grossbhanken bought

long-term Reich securities up to 1941 but sold such

Germany securities on balance in 1942 and 1943; moreover, it

Taxation paid by five s significant that in the latter year the aggregate

Grossbanken.® 45005 paid by the five banks (the best measure of

. Aggregate profits} no longer rose — in fact, they fell slightly

Calendar years |  taxes paid for the first time in many years. The choice between

in RM miflions | {iquidity and yield would seem to have been pushed

1998 61 to the point where the former has been preferred
ros0 198 at 'some sacrifice of the latter.

1941 127 .
1945 1o Severe taxation may even make the borrower to

VT r——" - some extent indifferent fo interest rates; a German
* profit . 5 g :
and Joss accounts. - Lo periodical® remarks that ‘“the interest of business

('} The **Economist'’, 12th August 1944, %) *'Bankwirtschaft'’, 15th February 1944,
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concerns in cheap money has been weakened by high taxation, since savings
effected in this way are paid out directly to the benefit of the Treasury’.

These examples — taken from two countries where direct taxation appears
to have well-nigh attained its practical limits — illustrate how closely direct
taxation, interest rates and liquidity questions are connected with one anocther,
at least when an active private demand for funds is no longer a characteristic
of the markets, all efforts being concentrated on the prosecution of the war,

" Before the war, governments were the main beneficiaries of the
cheap-money policy, partly because low interest rates became immediately
effective for current borrowing and, as regards oufstanding securities, as soon
as they could be converted; and partly because cheap money penetrated but
slowly into such fields as commercial-bank advances, mortgage leans, hire-
purchase contracts and similar private borrowing transactions. The advantage
of government borrowing on favourable terms in wartime is obvious in that
budget charges are kept down: while the Federal debt in the United States
increased from $40 milliard in 1939 to $200 milliard in 1944, i. e. by five times,
the debt service rose from $0.94 milliard to only $2.60 milliard, i.e. by only
three times.

As long as government borrowing continues at a high rate for war or
post-war purposes, it seems most unlikely that the system of financial contro!
and the cheap-money policy will be abandoned. In April 1943 the British
Chancellor of the Exchequer said:

“We have developed a new technigue in these matfers and we have
revolutionised public opinion as to what are fair rates of interest for
public borrowing. Thus, not merely shall we pass from war to peace with
interest rates at a low level buf the country is expecting that reconstruction
and development after the war will have the benefit of cheap money.
It is the government's intention to maintain its present policy of cheap
money after the war for that purpose as well as in the interests of the
Exchequer itself."

in February 1944, the discount rate of the Bank of Canada was reduced
from 21% to 134 per cent. and the Governor of the bank made the following
statement, in the annual report for 1943:

“The change to a 114 per cent. rate does not mean that the bank
expects its credit facilities to be needed on a much greater scale in the
future than in the past. Nor does it mean that under existing war con-
ditions there is any less need for people to save. The utmost effort to
maintain and increase our saving is still necessary, and the first and
foremost concern of financial policy must be with winning the war. The
stage has now come, however, when many are also having fo give thought
to the economic problems which will arise after the war.

One factor which will affect decisions is the prospective cost of
borrowing. It therefore seems appropriate that the bank should, by re-
ducing its rate, signify its intention to continue the kind of monetary
policy which has brought about the current level of interest rates.
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A policy aimed at higher interest rates would only become intelligible if,
after war shortages are over, consumers' expenditure and capital develop-
ment were to proceed at a rate which would overstrain our productive
capacity. | see no prospect of such a situation arising in a form which
would call for a policy of raising interest rates.

Admittedly, the rate of interest is only one of many factors influencing
Canada's economic position, and it is probably not as important an
instrument of control as was once supposed. It remains true, however,
that the prospect of unstable interest rates could make it exceedingly
difficult for business to formulate long-term plans. Moreover, high borrow-
ing costs would hamper new investment in plant, equipment and housing,
would restrict the expansion of employment, and would seriously com-
plicate the task of government financing. There can be liftle doubt that
the easy-money policy which has been pursued since 1935 assisted in
promoting recovery from the depression and facilitated the adjustments
which have been required during the war period. Indication that the bank
intends to continue this easy money policy should be helpful in making
plans for the future.” _

These two pronouncements are very categorical and show a resolve to
maintain a strong control of the money and capital markets in the period of
shortages and reconstruction after the war, with only a hint, in the Canadian
statement, of the application of a modified policy at a later stage, should
other conditions prevail.

The British White Paper on Employment Policy, issued in May 1944,
repeate'd the previous assurances regarding the reconstruction period but
avoided any commitment as to an unbroken reign of cheap money in the more
distant future: ““The use of capital will have to be controlled to the extent
necessary to regulate the flow and direction of investment... the government
are determined to avoid dear money for... urgent reconstruction needs.” But,
later, the report adds: ‘“‘The possibility of influencing capital expenditure by
variation of interest rates will be kept in view. The experience gained since
1931 of co-operation in this field between the Treasury and the Bank of England
and the joint stock banks will make it possible to operate a concerted and
effective monetary policy ..."". '

Discussing this latter passage in Parliament in June 1944, the Chancellor
said he thought it was ambiguous and might perhaps be read as suggesting
the possibility of temporary changes in long-term interest rates, a policy which
he helieved to be quite unworkable and which it was not intended to adopt; ‘'the
references to changes in interest rates’’, he added, “were intended to apply to
short-term interest rates'. Considerations affecting the desirability of modifi-
cations in short-term rates, including bank rate, may, of course, not always be
identical with those applying to long-term rates; and this is true, in particular,
in the period before the relatively large floating debts of the government are
effectively consolidated. A study made in England ten years ago drew attention
to the disturbing influence of a large floating debt in the form of Treasury
hills: "“If the volume of these bills is kept at very high levels, the attention
of the Bank (of England) will be largely directed towards securing the taking-up
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of these bills, rather than towards the financial requirements of the economic
system as a whole.”* Such considerations now have a much wider applica-
bility since the unprecedented growth of government short-term debts, which
has been almost universal in wartime.

To provide for an effective control and c¢oordinated action on the long-
term market in the post-war period, certain steps are already being taken.
In a memorandum- sent to local authorities the British Treasury made the
following exposé:

Y1t is clear that for a period (which cannot yet be defined) after the
end of hosfilities in Europe the combined demands of the central govern-
ment, local authorities, and industry on the capital market will be very
great. The central government will for a time have to borrow to meet an
inevitable budget excess of current expenditure over current revenue; it
will also have to meet such charges as compensation for war damage,
repayment of post-war credits, and those capital programmes which have
to be financed centrally. lLocal authorities will require to incur very
considerable capital expenditure in connection with the reconstruction of
damaged areas and the development of various public services (e.g.
housing, education, and water Supplies). Industry will likewise require to
finance much capital reconstruction in order to effect the conversion of
plant and machinery from war to peace purposes and to make good
arrears of technical development.

All this capital expenditure will be vifally necessary in the national
interest, and it is essential that it should be financed not merely in an
orderly manner but as cheaply as possible. As a matier of public policy,
therefore, interest rates must be kept low, and the government must have
all the powers and facilities necessary to make that policy effective. In
particular, anything in the nature of a scramble between competitors for
capital finance, which would. undoubtedly be prejudicial fo that policy,
must clearly be avoided. The demands made by all parties on the capital
market must be so coordinated that they are made at the times, and by
the methods, which are most helpful in the general interests. The control
of issues of capital, in conjunction with any necessary control of physical
resources, will go a long way towards securing that objective."

As part of these measures it was proposed that the local authorities
should centralise their borrowing through the Local Loans Fund, which would
be supplied by the Treasury with the necessary financial resources, to be raised
on the credit of the central government itself.

in the private sector of the economy, where the seffects of cheap
money had been weaker, steps have likewise been taken to ensure a con-
tinuation of the pre-war trend towards lower rates. In September 1944, the
Agricultural Mortgage Corporation announced a lowering of its rate for new mort-
gage loans from 4 to 3%/, per cent. And as already mentioned above (page 188)
the largest of the building societies in Great Britain reduced its rates for
new mortgage loans on dwelling-houses from 5§ fo 415 per cent. in February 1044;
various' reductions have also been made in the rates at which the societies

* “Monetary Policy and the Depression', a report made in 1933 by a Study Group of the Royal Institute of
Interrrational Affairs (Annex 1 on Interest Rates).
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obtain their funds (through deposits and ‘‘shares’), certain societies descend-
ing to 1% per cent. (free of tax) as from 1st July 1944. It is also of some
interest to note that on the London market a conversion of industrial honds
was made in December 1944 at the very low rate of 335 per cent. |n other
counfries also similar movements may be observed, e.g. in France, the
lowering of rates applicable to middle-term credits (see page 221},

These various downward adjustments, which have tended to bring into
line the rates ruling in the various sectors of the economy, with a view to
encouraging investments over a wide field after the war, seem to presuppose
that a sufficiency of savings will be forthcoming to meet the manifold post-war
needs. It is, however, impossible to foretell whether, aonce the war is over, the
public will continue to furnish’ a large volume of genuine savings. The un-
certainty which always attaches to the future is, indeed, very great in this
domain, as may be seen, for instance, from many — often contradlctory —
forecasts as to the volume of savings referring to one and the same country.
It is, indeed, to be expected that the public’s behaviour with regard to savings
will vary from country to country. To guard against all eventualities, wartime
controls are likely to be retained in the immediate post-war period and to be
relaxed only by degrees, particularly since governments, together with the
central banks, have yet fo contend with the largely unsolved problems affecting
markets supercharged by the continuous growth of financial liguidity.

In this connection it is important to distinguish between the indirect
control of interest rates through funding and amortisation, the canalisation
and limitation of borrowing, the application of maximum or minimum quotations
on the stock exchange etc., and direct control by the rigid fixing of interest
rates through the active intervention of the central bank in the short and
long-term markets.. This form of direct control has recently been exercised
in some countries, notably in the United States and Germany — as regards
long-term rates through considerable purchases of government bonds by the
central banks, Such measures may receive their justification in wartime, but
continued large-scale intervention to maintain rigidly fixed quotations for govern-
ment bonds with the use of newly-created central-bank money may have to be
looked at in a different light in peacetime; the ceniral bank may, indeed,
find that, for practical reasons, it cannot lightly assume the task of being, in
all circumstances, the “shifter of last resort”.

2. STOCK EXCHANGES [N 1943-44.

Developments of share quotations ¢on the world's principal markets are
summarised in the table and illustrated in the graphs on page 254,

No general trend, common to all parts of the world, can be discerned
but the share markets may be divided into various groups with characteristic
features, e, g. the Anglo-Saxon stock exchanges, Tokio, four markets in Europe
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Indexes of Share Quotations.”
On basls ¢f January-June 1939 aqual toa 100.

Stock :gg‘ 1937 | 1939 | 1940 | 1941 | 1942 1943 ) 1244
axchange
highest December highast| lowest | Dec. | March { June | Sept.
Parls. . . .| 239 116 116 19N 353 594 649 492 533 524 8186 574

Budapest. .| 318 214 129 134 327 384 487 448 483 450 353
Milan . ... | 134 08 134 151 190 216 481 202 481 503 .
Bucarest . . | 669 15 173 1483 290 | €08 8003 4000 456(2) '

Prague. . .| 164 | 205 | 146 | 253 | 342 | 264 | 383 [ 375 | 881 | 383 | 382 | @8
Brussels . .| 388 | 168 | 84 | 182 | 322 | 330 | 336 | 255 | 303 | 313 | 354 | 3400
Lisbon...| 122 | 112 | 100 | o5 | 121 | 261 { 267 | 196 | 242 | 247 | 244 | 254
Oslo....| 74 { 112 | 102 | 120 | 188 | 171 | 172 | 185 | 172 | 176 | 169 | 166
Amsterdam | 2256 | 125 | 92 | 127 | 156 | 148 | t67 | 154 | 166 | 167 | 167 .
Helsinki . .| 95 | 122 | 90 | 110 | 157 | 184 | 203 | 158 { 164 | 187 | 184 | 186
Berlin .. .| 172 | 112 | 103 [ 135 | 144 | 152 | 154 | 153 | 158 | 154 | 184 | 152
Copenhagen | 99 | 114 | 94 o4 | 113 | t15 | 124 |} 15 | 132 | 188 | 140 | 127
London. . .| 162 | 151 93 | 87| 98| 116 | 131 | 119 | 127 | 129 | 140 | 138
Tokio. . . .| 112 | 114 | 126 | 105 | 119 | 120 | 123 | 118 | 118 | 118 | 113 | 107

Stockholm . | 131 106 78 82 a7 106 113 104 113 114 113 119
New York .| 296 152 108 96 82 88 11 94 106 110 | 118 17
Zurleh . . . 122 106 a7 82 102 110 "z 101 101 101 106 108

Montreal . .| 216 | 146 | 101 77| 13| 78| S0 | @3 | s | e @ 93

U] Offlaal or semi-official indexes have been recalculated on the common base of January-June 193¢ equal

he highest levels reached in 1927-29 and in 1937 respectively have been added as indications of

the relaﬂve position of the indexes during these two pre-war petiods of great activity and generally high
guotations. () Esfimates, see table on page 260. & August.

with maximum ‘'stop quotations’’ and other European bourses, some of which
experienced considerable advances but later reacted sharply.

On the stock exchanges of London, New York and Montreal, share
valuations fell after the outbreak of the war, with the greatest decline of around
25 per cent. from the average of Januvary-June 1939; the lowest point was
reached in London in 1940 and in New York and Montreal in 1942. Since then
the recovery has continued with only passing setbacks: towards the end of
1944 Montreal still remained somewhat below the pre-war average, while
London and New York had surpassed it by some 20-40 per cent. These are
moderate rises compa'red with movements on the bhourses of belligerent and
occupied countries on the continent of Europe. One reason for this has no
doubt been the severe incidence of direct taxation, which took the profit out
of war activity, but other, and perhaps more important reasons, have been the
absence of fear of Inflation, together with a vivid memory of what happened
after the last war, when in the years 1920-22 British, American and Canadian
shares fell heavily with great losses for investors.

Gross profits of American industry in 1943 were two and a half times
as great as in 1929; but taxation was twelve times as high and net profits
were scarcely maintained, net dividends being little more than two-thirds
of those paid in 1929, The average market price for all shares in 1943
was sixty per cent. below the 1929 level; some of the leading companies,
especially in the steel group, continued to see their profits decline in spite
of high turnovers, although it should be added that, under the tax laws,
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Share Indexes : January~dune = 100,
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U.S. Corporation Profits, etc.?

. . N. Y. Stock
U.S. Corporation profits ete, exchange
: Not Average
Calendar Gross Net Net Toxation | 4jyidends | price
year profits Taxation profits & as 2% as % of [of all listed| Turnover
dividends | of gross t h
. fits ne shares
o o) pro profits * ©
in miflions of dollars percentages dellars oTi:;I;]oar::s
1929 9,153 1,491 7972 5,778 i2.8 72.5 TT.4 93,7
1939 5,320 1,232 4,088 3,869 23.2 . 94.5 30.9 218
1940 7,390 2,543 4,847 4,095 344 84.5 29.3 17.3
1941 14,443 7,166 7.277 4,440 49.5 61.0 26.9 14,2
1942 19,037 11,661 7376 3,983 61.3 C 540 23,7 105
1943 22800* | 14600* | 8,200* 4,000 = 64.0% 48,8° s 23.2

(M From U.S. Department of Commerce, Survey ¢of Current Buginess.
{9 Estimated grofits before taxation. (@) Eslimated profits after taxation.

) Compiled by New York Stock Exchange by dlviding the market vatue of alt listed shares by the number
of shares.- Average of end-of-month figures (in dollars). :

%) Manthly average sales (in millions of shares). * Preliminary,
United Kingdom depreciation allowances have been on a much
companies’ profits. more generous scale than in the last war and
have, therefore, contributed to an internal con-
‘2‘{3{?3: Gross Net solidation of the companies, which should make
quarters () | Profits | profits them more capable of weathering a post-war crisis.
:g?‘g :gg 'gg The London market was also characterised
1841 o8 83 by a decline in net profits (after taxation}, while
19 13§G, L gross profits (before taxation) remained stable.
The two indexes of gross and net profits given

() Indexes based on those of London  in the table are not directly comparable but the
“Econemist’, converted to base of \
1839, @) Provisicnal. trends are evident.

The Tokio bourse jumped in December 1941 when dJapan entered the
war and, in spite of the imposition of rigid control, the market remained
strong, reaching its highest peint in October 1942, Military events in the
following months caused a setback and, although the Japanese stock ex-
changes were reformed and placed under direct state control in July 1943,
a new weakness developed in certain leading shares from the summer of 1943
onwards, notwithstanding extensive official purchases made in support of the
market through the Wartime Financing Bank. The  decline continued, with a
low turnover, until August 1944, when there was a slight rise of the general
index as a result of measures taken by the Control. Particularly affected were
shares in the following important groups: iron and steel, shipbuilding,
machines and tools, spinning and shipping; by the end of 1943, shipping
shares had fallen by nearly thirty per cent. from their high point in 1942; on
the other hand, railways, electric powér, chemicals and Manchurian industrials
have remained firm. These contrary movements gave an apparent relative
stability to the general index, as shown in the table on the following page.
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Tokio Stock Exchange,

. Ma- : Man-
Generall lron | Ship- [ pin o gpin. | Ships | Rail- |Electric|Chemi-jchurian General Index
index | and | build. and nla Irw ways owar | cals |indus- converted to
Steal ing g9 ping 4 p basa
M tools trials .
Jan.-June 1939
Indexes June 1937 equal to 100 equal to 100
1239 Jan, . 88311005 | B44 | BG6O | 754 7121028 | 958 704 | 1118 28.3
June . 93,1 {1050 | 952 | S0.8| 78.7 824 | 1134 | 106.0 ] T74.5 | 114.7 103.7
18941 Nov, (3 | 94,1 971 | 1148 | BAT| 719 | 1038 | 1154 | 1030 359 81.0 104,68
Dec.( | 107.1 | 113.3 | 1405 978 | 842 | 1266 | 122.2 | 115.4 | 458 o84 1182
1942 Oct. (9 | 1138 | 1240 | 1648 | 122,3 | 80.2 | 126.1 | 1264 | 137.8 | 548 89.0 1236.7
1943 Mov. . | 1068 | 1146 | 1422 | 1052 | 704 808 | 133.3 | 133.4 | 643 ar.2 1189
Dec. . | 1063 | 1135 | 1425 | 1048 | 68.8 0.5 | 1324 | 133.3 | 66,2 96.5 118.4
1944 Aprll 5 | 102.7 | 1129 | 1354 | 99.4 | 57.2 8903 | 13785 [ 130.2 | 61.8 | 1027 114.3

(") The general index covers, in all, the sub-indexes of twent%_-tme groups, including the nine important groups
shown separately in the table. (2 The month bafore Japan's entry into the war,

{® The month of the outbreak of 1the war in the Pacific, (4} The subsequent general high point of the market.

(5} Latest month for which a detailed index has heen received. The general index continued to fall, from 103 in
April to 35 in August; it then rose to 96 in Sepiember and reached 103 again in October.

The war has caused a great divergence of market valuations amongst the
share groups in the general index; at the end of 1943 this index stood at 106
(on the original base of June 1937), the twenty-one sub-indexes ranging roughly
from 50 to 150, a spread of 100 points. In the face of a weak stock exchange,
the public has shown some disinclination to invest in new share issues, and
means of popularising equities have received official encouragement, especially
through the formation of share investment trusts by the large trust companies.

One of the three or four main groups into which the share markets of
Continental Europe may be divided comptises the four markets which
were made subject to stop quotations early in 1943: Berlin in January,
Prague and Budapest in February and Amsterdam in March. Al four bourses
remained jammed at their stop rates during the remainder of 1943, with very
low turnovers. The technical measures adopted were, in most respects, similar;
but the four markets were frozen at very different relative levels: taking 100 as

the average for January-June

Share turnovers 1943-44, ' 1939, the Berlin bourse index

was fixed at about 150,
e Amsterdam at 165, Prague
pengd florins crowns at 380 and Budapest at 485,
For three of the centres the

Budapest |Amsterdam 'Prague

Value of quarterly turnover

1943 January-March . . . 132 138 343 b N
Aptll=June . . . .. 40 . 32 135 turnovers have been
July-September . . 26 .19 108 . regularly
October~Dacember . 24 |- 18 79 published and are shown
1944 Janyary-March. . . 60 16 757 in the accompanyi :
ApritJune . . . .. 50¢ 11 . . panying tah_]e’
for Berlin no corresponding
* Provigional,

figures are available.

In Budapest, throughout 1943, the principal shares remained at the stop
. rates of 11th February; since new material coming on to the market was very
much less in 1943 than in previous years, steps were taken to encourage
capital issues in 1944 by relaxations of both the dividend and the quotation stop.
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As a consequence the market rose and, by February, quotations were generaliy
some 5 per cent. above the stop-rate ‘‘celling’’. In March 1944, as part of a
comprehensive series of measures, Jows were expelled from public offices,
including the banks and stock exchange, and their property was confiscated.
Share quotations feil abruptly with increasing turnovers and, by June, the index
was down by over twenty per cent.; from this time, when the membership of
the stock exchange had been reduced from 1,345 to 400-450 as a direct result
of the anti-Jewish law, no share index appears to have been calculated.

In Amsterdam there has been practically no turnover in the petroleum,
shipping and colonial (rubber, tea, tobacco, etc.) groups, so important
before the war, and such quotations as were made did nhot budge from
the maximum rates; what litle business remained until the early summer
of 1944 was done principally in domestic industrials, which in a few cases fell
below the stop prices of 2nd March 1943. In the first week of July 1944, the
picture changed suddenly: within a few days a sharp reaction took domestic
industrials to quotations as much as 30-60 per cent. below the stop rates,
with a rising turnover, while international shares remained unaffected. Some
recovery took place later in the month, partly as the result of speculative

repurchases; but the extent of subsequent fluctuations cannot easily be judged;
the share index not having been published since June 1944. .

Stop rates were enforced in Prague from 26th February 1943 and other
restrictions have closely followed the German model. Conditions have, indeed,
been very similar to those in Berlin; against a list of some eighty shares,
quotations as a rule numbered only ten to fifteen a day, and the ration received
by each.purchaser of the quoted shares was often less than one per cent,
of the small amount on offer.

In Berlin, the weight of would-be purchases continued unabated, cur-
rent quotations heing restricted to shares in which seme business was done,
while ail others remained unquoted; and, of the shares gquoted, those subject
- to rationing have been marked with an asterisk in the quotation lists. Although.
maximum stop prices were enforced from 26th January 1943 and quotations
remained practically frozen at these levels (which thus became also minimum
" or fixed prices) the upward pressure
may be illustrated by (i) the number of

Berlin bourse: Industrial shares.
: enterprises whose shares were actually

Percentage of i i
Yearly Percentage of | 1 eroon e O dealt in l(and thus quoted) given as
averages listed shares | "'y oy to a proportion of all the shares listed
actually quoted rationing .
on the bourse and (ii) the number of
1942 39.2 4.7 enterprises whose shares were subject
oy Y oo to rationing, given as a propertion of

those whose shares were quoted.

Of around 380 different industrial share issues listed in Berlin, an average
of 39 per cent. were quoted during 1942, while of the quoted shares less
than 5 per cent. were subject to rationing; by 1944 the average of shares
quoted had fallen to 14 per cent., of which 95 per cent. were rationed.
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Berlin Bourse The graph shows how this

Number of industrial shares actually quoted, movement  progressed;

and of guoted shares subject to rationing for convenience of pre-

as percentages of all listed shares. _ sentation both quoted

%:: Eﬁ—:z% and rationed shares are

w i shown as percentages
// Shares quated " of all listed shares.

// / // s » In the first half of

/////// _ ' & 1944, the number of indus-

/Unrjéﬁonéﬂ/ N trial share issues quoted

y b on the bourse remained

e close to 10 per cent. but,

7 from July to September,

'@‘T'f_” what has been described
as a “selling wave” swept
over the market; although
this was not sufficient to affect quotations, except fractionally, and purchasers
were as strictly rationed as before, activity on the market increased and the
proportion of shares quoted rose to 25 per cent. in September; the actual
turnover of industrial shares in Berlin was estimated at RM 4.8 million in the
first quarter of 1944, RM 6.8 million in the second quarter, and RM 16.6 million
in the third quarter. The turnover of all shares on the Berdin bourse in 1944
has been estimated at RM 75-80 million (equivalent to about one month's
turnover in peacetime) against RM 140 million in 1943.

1944

The few shares which have shown any appreciable movement in quota-
tions during the past two years were the ‘‘under-stop-price’’ securities, largely
shipping and colonial shares, whose value after the war might be very variously
estimated. Market reports indicated that, as regards other shares, there were
practicaily no sellers in the normal way, such material as came on offer being
available because of legal disputes amongst inheritors and similar accidental
circumstances. This trickle of business was supplemented in a small way by
offers from the Manipulation Fund under the control of the Reichsbank. From
February 1943, the number of days in the week on which the Berlin bourse
was open had been reduced to three; and, towards the end of 1943, the
Reichsbank adopted the practice of intervening by means of the Manipulation
Fund on one day only during the week..

By decree of the Finance Minister, dated 5th May 1944, brokers' com-
mission and fees on all orders for the purchase of shares from 1st June had
to be paid in advance; and no refund was made if the order could not be
completely carried out. This attack on the practice of giving orders for larger
amounts than were actuafly required had an immediate effect in reducing such-
“stag'’ operations and consequently in increasing the ration available for the
remaining purchase orders; it is reported that in June 1944 the {otal orders
for seventeen leading shares in Berlin fell by roughly 80 per cent. compared
with the previous month, the average allocation to purchasers increasing
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simuftaneously from 4 to 22 per cent. of their orders. From 1st September 1944,
- further restrictions were enforced: the number of days when share dealing
took place was reduced to two a week; and unofficial brokers were no longer
aliowed to act as middlemen in security transactions, nor were they any
longer admitted to the bourse. Outside the bourse there may have been -
some small direct dealings between private persons, but under a decree of .
20th September 1943 such deals might not be made at prices higher than

those officially. determined. . :

Two measures taken in Germany towards the end of 1943 had for effect
a further curtailment of the information upon which share valuations could
normally be hased: by decree of the Reich Minister of National Econamy
dated 7th December 1943 the companies whose shares were newly introduced
.on the bourse were not required to publish a prospectus; and by decree of
23rd- December 1943 the Reich Minister of Justice prohibited all share
companies from holding their ordinary general meetings during 1944, except
in speciai cases ‘where capital increases or reductions, fusions, liquidations,
etc. were involved, As no balance sheets were published during 1944, the
only indication of a company's earnings was provided by the dividend; but
this indication was difficult to interpret owing to the dividend-stop regulations;
indeed, where no dividend was paid there was often no indication at all
of the company’s position. For 1945, it was decided to permit annual general
meetings again during the current year. '

Although, as a result of the decree of 29th September 1943, a maximum
of 110 was fixed for 4 per cent. industrial loans, as compared with the usual
issue price of 102, the number of industrial bond issues quoted at different
price ranges may be said to provide another barometer of the general upward
pressure on the bourse in Berlin,

Berlin bourse: 4 per cent. Industrial Bond prices.

Price range 1942 1943 1944
at end of quarter

Dec. March June Sept. ! Dec. March Jung Sept. Dec.
110 (makimum. price} . - -— - 4 24 35 39 32 - 49
108 to under 110 , ., — —_ 8 16 2 3 2 2 —
106 ,, , 108 .. - 9 13 9 5 8 3 2 4
104 ,, , 108 .. 5 g 7 5 5 2 6 . 2 2
Under 104, . ., .. .. 11 6 4 4 —_ — —_ 13 7
Total number of issues 16 24 32 38 43 48 50 51 62

Certain 4 per cent. industrial bonds were quoted at 110 for the first time
in September 1943, bui by June 1944 more than three-quarters of the fifty
bonds on the market at that time had reached. this maximum guotation.
New issues were still generally made at 102 and demand at this price was
naturally very great, would-be subscribers obtaining only a very small allot-
ment in spite of a grohibition on resale during six months, It was reported that
gsecurities continued to be issued so far below the market price on account of
a certain reluctance felt by the issuing concerns to offer their bonds at prices
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much above par, the responsibility for the high quotations being left to the
market itself. A particularly gilaring case occurred in February 1944, when the
Reichshahn made an issue of 31, per cent. certificates at 9914; these certifi-
cates reached a price of 103'; per cent. before their introduction on the
official -market, although 3% per cent. Reich Treasury certificates were still
quoted at their issue price of 99Y.

The bond market was subject 10 some weakness in August and September
1944, as shown in the table above for industrial bonds. Offerings of Reich
paper, particularly of the older fypes bearing higher interest coupons, were
absorbed by the banks, an operation partially reflected in the return of the
Reichsbank, whose bond holding rose from RM 21 to 94 million during
" September. From the end of November 1944, sales of the current tranche of
Reich Treasury certificates ceased and, in order to allow a breathing-space
for the unloading of the bonds bought during the bank intervention on. the
market, no new series was put on tap. The Reichsbhank's bond portfolio,
which had remained practically unchanged during October and November, fell
by over one-half to RM 45 million at the end of the year. The total of Reich
securities bought by the Reichsbank for account of the Reich during the
period of intervention was stated to have been less than RM 1,000 million.
(An earlier intervention, of a somewhat different character, was made in 1943
as a consequence of the rent-tax composition: the current issue of Reich
Treasury certificates was suspended from the end of February until 21st April,
when the banks unloaded more than RM 500 million Reich securities which
had been sold by taxpayers in order to make provision for this payment.)

The unremitling upward pressure on the share market in Berlin contrasts
sharply with the sethacks experienced on certain other bourses of
Continental Europe, after the highest point had generally been attained
In the first month of 1943.

Four Continental Bourses.

1940 1942 1943 1944

Market end end . highest lawest and of year] Auvgust
of year | of year -

monih Index month index Index - index
January-dJune 1939 equal to 100

Patis . . .. .« 191 594 January 649 July 492 533 660
Brussels .. .. ... 182 339 o i I 255 303 349
Lisbon . ... ... .. 95 261 . 267 - 186 242 248
Bucarest . . .. .. - 148 506 " 800 * [Movember| 40D0* 450 *

* Estimated on basis of principal share quatations.

. The break came in Paris, Brussels and Lisbon in January and February
1943 and lasted until the summer, while in Bucarest (where oil shares were
particularly weak) it persisted until November; the markets then stiffened
modefately until the end of the year, closing quotations, however, being in
every case below those of the year 1942,
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From its low in January 1944, the Paris market rose, with little inter-
ruption, untii, on 18th August (the last meeting of the bourse before the
liberation) the index had reached a new high point, slightly exceeding the
previous peak of January 1943; from the reopening of the stock exchange,
on 30th August 1944, the share market gradually lost ground and, before the
end of the year, quotations had fallen by twenty-five per cent. from the pre-
closing rates. In Brussels, share quotations rose by nearly forty per cent,
during the twelve months from the middle of 1943 and, on 31st July 1944, the
German Commissioner for the Belgian Stock Exchanges impesed a price stop,
the rates for that day being considered as maxima; there was a slight recession
in August and, at the end of that month, the bourse was closed for an
indefinite period. Quotations in Lisbon appeared more stable in 1944 after the
sharp dip-down in 1943; but Madrid has been depressed, declining almost
continuously in 1943, by some twenty-five per cent. in all. No share index
has been available for Bucarest since the end of 1942, but the estimates
in the previous table, based on the published quotations, give some indi-
cation of the violence of the movements during 1943, For 1944 insufficient

material regarding- guotations is avail-
Bucarest Bourse Turnover. able, but the turnover during the first
: half of the year fell by nearly sixty

Half-years Vﬂ_:’“ N":';"ef A:;T:‘* per cent. in volume and by seventy
L} . .
danuary-dune | e lei | thovsands | i tei per cent, in value. Only in Athens
were fluctuations more extreme, quota-
1943 2,274 1,383 1,644 . . . .
1944 684 586 1,167 tions at times doubling in a few days
and then slumping heavily without
Percentage .
dacline 70 58 29 support under the varying pressure of
inflation.

In Haly the share markets had a conjuncture of their own: Milan, by
far the most important of the nine bourses in ltaly, was subject to violent
ups and downs in both 1943 and 1944, as sentiment was swayed by military
events and the fear of inflation. During the first quarter of 1943 the turn-
over was reduced to negligible proportions under the influence of the decree
of November 1942 by which buyers of shares were forced to purchase a
similar amount of government securities, After this provision had been abolished
in April 1943, the market became active, quotations rising by some fifty
per cent. and more above the level in the first quarter of the year. Sub-
sequent military and political developments made the quotations decline until,
by September, when the bourse was temporarily closed, they had touched
the level of early April. But growing monetary liquidity, due mostly to the
military outlay in the north, had its effect on the bourse, and by December
share quotations stood at their peak for the year, more than twice as high
as in December 1942,

Then, on 13th January 1944, the Neo-Fascist Government in |-10rthern
ltaly published the main lines of its '‘nationalisation and socialisation’ pro-
gramme: all enterprises of national importance, economically or politicaily,
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were to be taken over by the state and their shares exchanged for a type of
-security issued by a newly-formed government body (Istituto di Gestione e
Finanziamento) on the basis of an assessment of the real value of each con-
cern; shareholders would become merely creditors of the concern, but the new
security itself would retain some of the characteristics of a shareholding,
dividends being fixed by a ministerial commiftee, not for each company
-separately, but uniformly for all shares of the same group. Further, all share
companies with a capital of Lit. 1 million or more were required to modify their
-statutes by 30th June 1944 so as to make their employees eligible for participation
in the management. On publication of this programme, the share market fell
sharply, with a further abrupt decline in February 1944, when the executive
regulations were made known; most affected were the hydro-electric and
other industrial shares of companies in northern ltaly, while business concerns
operating in southern Iltaly were, of course, not directly affected by the new
measures. In the middle of March 1944, the coupon tax, which had been
raised from 20 to 25 per cent. in April of the previous year, was reduced in
northern Iltaly to 15 per cent. A quick revival followed and, by June 1944,
the Milan share market had reached a new high peak; towards the end of
this month, the new Istituto di Gestione e Finanziamento was actually formed,
with its seat in Milan. Then followed a general decline; but a new hoom, from
September onwards, carried quotations by the end of 1844 to some ten per
cent. and more above those of June, The turnover in 1943 was very small,
amounting fo only 2.9 million shares, compared with 9.8 million in 1942, the
fall being partly due to the conversion of all bearer shares into registered
form during that year; but, in 1944, business revived somewhat, the turnover
for the year being 6.3 million shares,

In the northern markets, Oslo, Copenhagen and Helsinki, fluctuations
of quotations were less spectacular, developments calling for little comment.
And in both Switzerland and Sweden the markets since 1942 have not
fluctuated far above the pre-war valuations. '

An interesting reflection of the development of market prices and dividends
is given by the trend of share vyields, as shown in the graphs on the
opposite page for five countries for which adequate data are available. -

After the United States had become involved in the war, the average
yield on the New York stock market rose to nearly 8 per cent. Owing
to the recovery of quotations and also to a compression of net profits,
the yield then fell rapidly and continuously to 414 per cent. by the middle of
1943. But, even so, it remained well above the yield on government bonds.
In Tokio the share yield rose slightly in 1943-44 as the market weakened,
but fluctuations were very small and the impression of a fairly stable average
yield is given. -

In London and Paris the stability of the average share yield in 1943
appears to have been unaffected by official measures. The yield given for
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in percentages.

Average Yields of Shares
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London applies to about
160 industrial shares; a
long decline from 9 per
cent. in June 1940 brought
the yield down to 4-4%; per
cent. in 1943-44, market
prices in these years mov-
ing in fairly close correspon--

- dence with dividends. In

Paris, the average vyield
of 300 shares fell slightly
below 1 per cent. in the
first two months of 1943,
but it remained a little
above that level throughout
the rest of the year. Yields
at this rate appear in-
credibly small and were,
indeed, the Ilowest for
France since records have
been kept, and thus pro-
bably for all time. But, if
to be normal means to
be like others, then the
yield in France must be
considered normal, since
it was representative of a
large number of countries
on the continent of Europe:
in Belgium, Bohemia and
Moravia, Holland, Italy,
Norway, and in Hungary
and other south-eastern
countries, conditions were
very similar.

For Berlin, with both
a dividend stop and a stop
on share quotations, it
was only to be expected
that the resultant yields
would show stability; at

3Y; per cent., the average yield of all the quoted shares was slightly under
the 314 per cent. paid on Reich Treasury certificates, a fact providing some
indication of the reason for the ceiling on share quotations: any further rise
of the market would have produced too glaring a gap between bond and

share yields.
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The longer the duration of the war, the more varied have been its in-
fluences on the stock exchanges of the world, In a number of cases a normally
functioning market still remains, with quotations not far from those of the
pre-war period. But, over a wide area, the current profits of industry have no
longer been the main_guide for the investor, who has heen swayed by various
extraneous hopes and anxieties due to political and military events, monetary and
other financial developments. Above all, fear of inflation has been the determin-
ing influence on the bourses of Continental Europe, bringing into quotations
and yields a distortion which reflected the widespread attempt to secure the
value of capital assets by the acquisition of “Sachwerte’.
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VI. CENTRAL BANKING AND CURRENCY DEVELOPMENTS.

.1 . CENTRAL-BANKING DEVELOPMENTS.

Among recent developments, those in the French Empire have been
of particular interest, both in themselves and because they throw some light
on the working of current accounts as part of the moenetary arrangements
between different countries.* Before the war the privilege of note issue in
the French Empire (and mandated territories) was exercised by ten banks of
issue. Six of these banks had their head offices in Paris and were administered
from there, the various territories being attached to three separate ministries of
the French Government; four of the banks, i,e. those in the older colonies
with autonomous administration, had their head offices in the respective
colonial capitals.

Banks of lIssue in the French Empire (and Mandated Territories),

Circulation
L . Bank of Issue at end of
Jurisdiction of ferritory in 1939 (and location of head office) 1930 | 1942
: in miltlans of Fr.fcs
Ministry of the Interlor (4. . . . Bank of Algeria . . . .. ... (Paris) 4,125 (%) 14,746
Ministry of Forgign Affairs . . . State Bank of Morocco , . .. 1,072 5,175
»» Bank of Syria and Lebanon. . 957 .
Minlstry of Colonles
{under a Governor-General) . . Bank of French West Africa . (Paris) 1,363 3,316 (0
: . = Madagascar. . . . .. o 449 . 784 (%)
- v Indo-Chlna , . . . _ . " 2,289 5,148
Ministry of Colonies
{with an autonomoys
adminigiration) , . ., . . Bank of Réunion . . . .{Saint-Denis) 71® '
" » w Martinique . (Fort-de-France) B9 (5
" w o Guadeloupe. (Pointe-a-Pilre) 64 (®
. w 5 (French) Gulana . (Cayenne) 22

() Algeria is considered as part of France proper {J, &. la métropole), %} October 1939, {¥) September 1942,
*) French West Aftica and Togo, September 1942, and the Camerocns, June 1842. () Auguet 1842, () June 1939,

The notes of the various banks generally circulated in the territories
indicated by the name of the bank; in a few cases, however, in other areas
also: the notes of the Bank of Indo-China had a wide circulation including
areas in India (Pondicherry) and Africa (Djibouti}, while the notes of the
Bank of Algeria circulated also in Tunis. The total circulation in the colonial
empire, equal to rather more than Fr.dcs 10 milliard at the end of 1939
{compared with Fr.fcs 150 milliard for the Bank of France) prebably exceeded
Fr.fcs 30 milliard by the end of 1942; no later estimate can be made on the
basis of available material. The balance sheets of the ten issue banks were

® Such, for example, as the current accounts provided for by the agreements made between England and
France In February 1944 and between the Refugee Governments of Belgium and Holland in October 1943,
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all published in French francs and the circulation of the greater part of the
overseas territories was also |n francs, with some exceptions, such as the
Levant £, the piastre in Indo-China and the rupee in India,

Before the war the currencies of the colonies were kept at par with
the French franc by the local banks of issue. There was little uniformity in
the regulations regarding the reserves which had to be maintained by these
banks or in the exchange mechanism but, generally, the local banks held
sufficient resources in French francs (or in gold) to ensure exchange stability.
Three banks, however, operated under a special régime, their exchange rates
being kept rigidly at parity with the French franc through a current account
with the French Treasury; this system, which had grown up spontaneocusly in
Algeria, was later extended to Morocco and also adopted in Madagascar.

Besides the Treasury account, the Bank of Algeria, like the other local
banks of issue, maintained a working reserve in French francs in Paris {in the
form of bank balances, mainly at the Bank of France, or in short-term government
securities), resort to the Treasury account representing, so to say, a second
line of defence. In practice, the movement of funds to and from the colonies
has naturally been affected by loans raised from time to time on the Paris
market (or by repayments of earlier colonial loans) and by the fact that the
revenue and expenditure of the French Treasury in each particular colony did
not necessarily balance,

To give an indication of the trends, the table on the opposite page has
been prepared to show the annual situation over a series of years and the
total reserves of the three local banks of issue having current
accounts with the French Treasury. The amounts are shown from the
point of view of the colonies; thus, the French Treasury had a credit balance
at the Bank of Algeria untii 1938 (shown by the bank in its balance sheet,
and in the table, as a liability). '

Before the outbreak of the war in 1939 the Bank of Algeria and the State
Bank of Morocco were regularly indebted to the Fremch Treasury, but against
this indebtedness they could set off other important assets in French francs
as shown in the table. All three banks felt the strain of the years 1935-37,
before, and immediately after, the devaluation of the French franc. Up to 19385,
each of the three colonies had raised loans on the Paris market almost every
year but, from 1936-38, the new borrowing was only of small proportions, while
the regular amortisation of old loans continued. The outbreak of the war
brought an immediate improvement in the position of the three banks, the
remarkable change which took place, particularly from 1940, being clearly
shown in the table.

Through the free and unrestricted transfer of funds te and from the
métropole in unlimited amounts and at fixed par rates (without commission and
other charges) the currencies of the three colonies were made practically
identical with the French franc and their balances of payments vis-a-vis
the rest of the world were absorbed into that of France. This complete
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freedom of transfer meant that capital movements between France and the
three colonies were facilitated — even those for purposes of arbitrage based on
differential interest rates. Thus, when the Bank of France raised its discount
rate at times of recurring monetary crises, particularly from 1934 onwards, the
impact was direcily felt in the colonies. The local banks were, however,
able to exert a moderating influence: bank rate in France had been raised to
6 per cent. in 1935 (May and again in November), in 1936 (May) and in
1937 (June), with periods of lower rates in the intervals. The annual report
of the Bank of Algeria for 1935-36 explained that, in spite of the difficult
circumstances caused by the profound perturbations on the Paris money
market, the bank had been able to maintain its discount rate unchanged
throughout the year; and the annual report for 1936-37 stated that bank rate in
Algeria was not raised above 5 per cent. during the year; in 1937-38 the tension
slackened and in 1938-39 two reductions brought bank rate down to 4 per cent.;
later, in May 1943, the rate was reduced to 314 per cent. — the lowest ever
in force in Algeria.

French Colonial Banks of Issue.

Position in French Francs.

Bank of Algerla{l} State Bank of Morocco () Bank of Madagascar (%
French French Net French French Met French French Nat

Years | Treasury | franc position | Treasury | franc pasition | ¢ooocy franc position

(net) assets  |in Fr.fes {net) assets | in Fr.fes Y| assets |in Frics

& @ 9} & ) ] (9 (% ]
in millions of French francs

1925 — 142 | 4+ 295 [ 153 | — 111 | + 308 |+ 197 — —_ _—
1926 — 12| + 141 |+ 129 | — 351 | + 285 |— 56 + 127 + 1t + 138
1927 - B9 | 4 187 |+ 128 |~ 168 | + 166 |4 - 8| + 171 + 9 + 180
1928 — BT |+ 36 |+ 2B | — 350 |+ KOG |+ 156 + 138 + 55 + 193
1929 — 584 | + 494 ([— 90 }— TO2 |4+ 883 |+ 191 + 42 + 69 + M
1930 — 304 |+ 638 |+ 332 | — 621 | + 521 |— 100 + 36 + 81 + 117
1931 — 68| 4+ 356 |+ 288 ) — 648 | + 432 |— 200 + T + 75 + 146
1932 — 179 | 4 480 |4+ 301 | - 280 | 4+ 338 |+ B8 + 59 + 76 + 136
1933 — 71|+ 33 |+ 267 | — 499 | + 203 | — 296 + &3 + 75 + 128
1934 — 87| 4+ 252 |+ 185 | — 877 | + 221 |— 656 + 3 + 73 + 104
1935 — 181 | + 50 |— 31| — 586 | — 331 | — N7 + 26 + T4 + 100
1936 — 168 | + 139 |— 29| —1,i64 | + 440 | — 724 + 45 + B7 + 132
1937 — 228 | 4 182 |— 46 ] 1,177 | + 402 | -~ VI5 + 80 + t13 + 183
1938 — 222 | + 224 | + 2| —1022 | + 405 | — 617 + 167 + 142 + 309
1939 + 301 | + 467 |+ 7681 — 369 | 4+ 488 | + 129 + 222 + 161 + 383
1940 + 1,067 | 41,020 | +2087 | + 1418 | + 875 | + 2,283 4 390 + 242 4+ 632
1941 + 25| +1,069 |+ 1,004 | + 2,717 | +1,835 | + 4,582 + 636 + 206 + 832
1942 + 950 | +1,209 | + 2249 | 4+ 4,585 | 11,935 | + 6,520 . . +1,227

(") Bafance sheets of end-October, except 1942 {end September).

%) The account of the French Treasury less the bank's advance to the French Government.

3 Two itemns, "'Disponlbilités en France'" and “Correspondents de France {et de I’Etranger)", which, especially
hefore 1931, conslsted partly of sterling and dollars, as welf as of French francs. ’

) The net position from the foregeing ftems. In addition, the bank has an "encaisse' consisting partly of
old, which rose from Fr.fcs 85 million in 1926 to Fr.fcs 340 miliion in 1942 (and was at its maximum of

r.fcs 388 million in 1940}, the gold stock being revalued in Algeria as in France.

(%) Balance sheets of end-December, except 1042 (end Septembern).

{°y The net position of the two accounts of the French Treasury at Paris and at Rabat.

{f) Two ltems comprising the assets in French francs (and, especially before 1831, sterling and doilars).

) The net position from the foregoing ltems. In addition, the bank had a gold reserve which roge from
Fr.fcs 2 million In 1925 to Fr.fcs 148 million in 1932 and 1940; In 1941 it jumped to Fr.fcs 267 millien and,
in 1942, to Fr.fcs 480 millien. . ’

(") Balance sheets of end-December, except1842 (19th Seplember); the balance sheet for December 1826 was
the first published by the bank.

(0 The “compte d’opérations™ of the French T.reasurg {including the provisional account).

(") Congisting largely of French Treasury bills and other shortterm paE'er of the French Government.

(") The total assets oulside the colony {as given in the text of the bank’s annual reporis). The bank possesses

an “encaisse métalliqgue' of negligible proportions {only Fr.fcs 6,000 in 1941).
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Transfer of funds in response to interest changes was, of course, only one
of the many factors influencing the exchange position. Account must also
he taken of the commercial balances (almost the total ‘‘external’ trade of
Algeria being with France), long-term loans ralsed on the Paris markef, French
government expenditure, etc. Some of the constituents of the balance of
payments of Algeria for the ten years before the war are given in the
following table, which, in spite of its defects, does show the broad movements,
from year to year, of commodity trade and of the counter-balancing items.

Algerian External Trade and Balance of Payments.

Balance-of-payments items

: Mew loans
External trade () Net (%} of':ogt::i's
f Other movemaent
Years (V) [tems of French market
Impotts Exports Balance franc
@ . assets )
In milllons of French francs
1928 . ... 5,858 3,877 — 1,981 + 1,632 — 349 _
1930 . . . ... . ... 5711 4,272 — 1,439 + 1,861 + 422 + 783
1931 . . .o v h e 4,872 3,402 — 1,469 + 1,425 — 44 + 761
1932 .. .00 3,906 3,747 — 159 + 172 + 13 + 186
1933 . ... . ... .. 4,072 3,817 — 254 + 220 — 34 + 1,538
1934 . .. 0 3,576 2,627 - 949 + 847 — 102 + 844
1935 . . v 0 v v v v a s 2,844 2,613 — 23 +- 35 — 1896 + 1,352
1936 ., .. . ... 3,234 3,469 + 235 - 233 + 2 —
1937 . .. .. 0 4,083 4,334 + 280 — 233 — 17 —_
1938 . ... ... ... 4,995 5,639 + 644 — 598 + 48 + 600

() Calendar years for trade figures (and for loans floated on the Paris market), but financial years {to end
of October) for the movement of the French franc reserves of the Bank of Algerla.

(2 Commaodity trade from customs statistics.

() This is the difference between the trade balance and the movement of the reserves of the Bank of Algerla.
Note thal it includes the two menths' time lag between these two series of statistics.

) As shown by the Bank of Algeria (sea table on page 267).

*} This column is given “pour mémoire™; as repayments and amortisations ara not known, the net figures of
new borrowing cannot be given and the fresh money received and included under “QOther items' cannot
be indlcated in the table. )

In the. early 'thirties when the movement of private capital was outwards,
towards France, the trade balance also was passive and it was thus necessary
to float a continuous series of loans on the Paris market (at comparatively
high rates). Later, the trade balance became more active and, from 1939
onwards, there was a compiete reversal of-the situation. As shown in the
table on page 267, each of the three colonies acquired substantial balances
both at and outside the French Treasury during the war years.

After June 1940, the six banks administered from Paris came under
the direct control of the Vichy Government (although communications with
the Bank of Indo-China, which was more and more subject to Japanese
influence, were interrupted); the four banks in the older colonies with auto-
nomous administrations were dependent on the allegiance of the local authorities.

In August 1940, French Equatorial Africa and the Cameroons (part of the
territory in which notes of the Bank of French West Africa circulated) adhered
to the Free French Movement and, in July 1941, Syria was also attached to
this Movement, When the Caisse Centrale de la France Libre was
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constituted on 2nd December 1941 (see thirteenth Annual Report, pages 293-294)
it acted as central bank for the French Committee of National Liberation with
authority to supervise credit policy in the “liberated territories”; in Syria control
was exercised through the local Bank of Syria and Lebanon, but in French
Equatorial Africa and the Cameroons the Caisse made its own note issue to
teplace -the notes of the Bank of French West Africa (which remained under
Vichy conirol). : - :

As other territories were liberated, e. ¢. Madagascar and Réunion in 1942,
the issue banks came under the supervision of the Caisse; in Djibouti, the
currency was reorganised by the Caisse (the primary liability remaining,
however, with the Bank of Indo-China, whose notes circulated there).

The Anglo-American landing in North Africa took place in November 1942,
and in December, when an agreement was made with Dakar, the Bank of
French West Africa came under the supervision of the Caisse. With the
conclusion of the campaign in Tunis, in May 1943, the liberation of French
Africa was complete; the supervision of the Caisse was extended to the
important Bank of Algeria and, later (in July 1943), to the Bank of Martinique.
By this time nine of the ten colonial banks of issue were under the control of
the Caisse and, of the French Empire, only Indo-China remained cut off.

The French Committee of Naticnal Liberation, having established its seat
in Algiers, obtained from the Bank of Algeria an advance of Fr.ics 4 milliard
under a convention of December 1942 and a further advance of the same
amount under another convention of July 1943; in addition, the Caisse Centrale
granted an advance of Fr.fcs 1 milliard, also by a convention of July 1943.

In September 1943, the occupation of Corsica by French troops, the first
part of continental France to be liberated, made a clarification of the situation
necessary. It was decided that the jurisdiction of the Caisse should be con-
fined to the colonial empire {including Algeria, technically part of the métropole)
and in Corsica "‘Treasury’” notes were issued.

With the conclusion of an exchange and finance agreement with the
British Government (see pages 32 and 129), the French Committee of National
Liberation reorganised the Caisse Centrale de la France Libre: its name was
changed to the Caisse Centrale de la France d’QOutre-mer (its activities
thus being limited to the overseas territories) and the whole of the assets and
liabilities of the former Caisse were fransferred to the new institution, The
capital (provided by the French Committee) was raised from Fr.fcs 100 to
500 million and new statutes were published on 2nd February 1944,

The functions of the new Caisse, with its seat at Algiers, were so far
oxpanded - that it became, in effect, a central bank for French possessions '
overseas., The colonial banks of ‘issue were authoriseéd to utilise as note
cover the assets they held at the Caisse, which opened accounts for the local
Treasuries for the regulation of their balances of payments in a manner similar
to the earlier system in force with the métropole. The Caisse furnished
an advance to the Exchange Offices; these offices originally applied the
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Franco-British agreement of March 1841, which involved holding the French franc
at the rate of 176.625 to the £ sterling. By the new Franco-British agreement of
February 1944 this rate was changed fo 200 francs to-the £ (the rate already
in force for North Africa) except in the case of Syria and Lebanon, where
political changes had taken place, the Levant currency being maintained directly -
on sterling at the old rate, which involved an appreciation of the Levant pound
from 20 to 22.65 French francs. (indo-China could not, of course, be included
in the agreement, which otherwise covered the whole of the French Empire.)
The new “overseas'’ franc bloc was thus pegged to sterling through the
central body in Algeria; on 9th February 1944 the franc was officially quoted
in London for the first time since 1940, the rate applying to this *Algerian’’
or “Empire’” franc. In addition, an Exchange Stabilisation Fund was created,
which purchased the entire gold production of the French Empire and to which
the Caisse Centrale and the Treasury of the French Committee of National
Liberation transterred the whole of their assets in gold and foreign exchange;
the Fund was managed by the Caisse according to instructions from the
Commissioner for Finances. In July 1944, the new Caisse granted the Treasury
an advance; to a maximum -of Fr.fcs 10 milliard, for war and reconstruction
purposes. :

In conclusion, it is interesting to note that an important innovation was
introduced during the past year into- the régime applicable to the central banks
in the four autonomous colonies, whose rights of note issue all expired on
31st March 1944, After temporary renewals for a month at a time the issue
privileges of the four banks passed to the Caisse Centrale, which received
the exclusive right to issue notes in Réunion, Martinigue and Guadeloupe
from 1st July 1944 and in French Guiana from 1st September 1944; until they
could be exchanged for the new notes, responsibility for the notes already
issued by the four banks was taken over by the Caisse as well as assets.
corresponding to the note issues and forming the legal cover — including
holdings of gold and French francs and advances to the French Treasury;
the existence of the four colonial banks was prolonged until one year after
the cessation of hostilities. A first step was thus taken towards the unification
of the colonial note issues of the French Empire.

Wartime modifications of central-bank statutes have mostly introduced
greater elasticity into reserve requirements in order to allow increased
direct or indirect lending to governments and to release gold and foreign
exchange reserves for payments abroad — many important examples have been
given in the Annual Reports of this Bank for earlier years. In all these cases
the modern viewpoint, to regard gold and foreign exchange holdings as a
reserve against external payments, has been adopted — while the idea of an
“internal reserve' of gold, as in some way lending strength to the notes
in circulation, has gradually fallen into desuetude (since gold coins have
everywhere been withdrawn from circulation) although, it must be admitted,
there still exist some- vague popular notions regarding the utility of “‘internal
reserves’’ for a central bank. :
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Buring 1944, relaxations were introduced into the reserve provisions of
two more European central banks — the National Bank of Slovakia.and the
National Bank of Belgium — in the latter case with the express intention of
enabling the bank to utilise its gold stock for reconstruction purposes. In the
United States the decline of the Federal Reserve ratio has attracted some
attention (see pages 177-179), and a revision of the Federal Reserve Act may
shortly prove fo be desirable.

The most interesting provision of the new Reserve Bank hill introduced
in the Scuth African House of Assembly in April 1944 is the clause which
reimposes on the South African Reserve Bank the obligation to redeem its
'not_es in gold, the operation of this clause, however, being suspended for the
time being. Such a provision would reverse the present trend and some sort
of internal reserve in gold would be needed to provide for the redemption of
notes — although South Africa is a very special case since the necessary
gold could be dug up out of the ground whenever required.

In Persia, some years ago, the crown jewels were deposited to make
good. the deficiency of the metallic cover of gold and silver, a note of the
picturesque not often found in the treatment of monetary reserves (see thir-
teenth Annual Report of this Bank, page 302). More recently the influx of
sterling and dollars, through the expenditure of Allied troops in the country,
has given great external strength to the currency. But the fact that the crown
jewels were kept in sealed boxes in the vaults of the Bank Melli lran led
to rumours that they had been sold. In order to scotch these reports the
crown jewels have now been placed in show cases where they may be seen
" by the public, and the bank stated in its annual report for 1943-44 ‘‘that
it is in no way contemplated to sell these jewels''. In this way an elegant
solution has been found to the problem of “internal reserves” for the currency,
and one which must reassure the most distrustiul member of the public,

2, NOTE CIRCULATIONS AND RELATED SUBJECTS.

The general expansion of note circulations throughout the world has
continued unabated, in many cases with increasing rapidity. Indexes, based
on the average circulation in the first six months of 1939, have been prepared
for a number of countries and are reproduced in the table on the foliowing page.

The indexes "are shown graphically in seven groups:

British Empire, _

United States and Latin America,
Germany and western Europe,
Southern and south-eastern Europe,
European neufrals,

Middle East, and

Far East.

S U A e
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indexes of Note Circulations.

Position of index at end of: Annual percentage increases
December Drecember " Sept.
Country Toi | 1999 | 1940 | 1941 | 1842 1943
1 4]
1939 | 1840 | 1941 | 1942 | 1543 to t© o o Sept.
on basis of January-June 1939 = 100 1940 | 1941 | 1942 | 1943 | 1944
Albanla (M. .. .. .| 174 500 . ' . . ray . e '
Greeca(® . . .. .. 127 207 | 657 ! 4,118 130,000 . 83 217 | 527 630%*
China @, . ... .. . ' . 1,000 . ' . . . f .
Croatia(. . . ... 139 188 287 GO0 | 1,500 3,350 42 a5 fog 150 208
Bulgaria(® , . ., . . 148 228 471 662 | 1,000 t.420 54 a7 47 57 7O
Italy ® ... .... 128 164 | 254 380 TS0 1,400 | 28 55 50 97 14o%*
legland . . . - .. 118 | 216 | 436 224 | 1,238 1,300 33 fo2 172 34 12
g . - v - v o v v 124 139 244 495 813 947+ 12 76 103 54 £34)
Hungary . ... .. 113 161 | 230 342 508 | 874 42 43 49 49 20
Manchukuwa , . . . .| 154 233 an 411 742 808*| 57 - 23 32 &f {93}
fran . . . . ... .. 120 137 189 361 613 732 14 38 I 70 35
Palestine . ., . . .. 136 184 233 419 626 666 as 27 a0 48 (32)
Norway . . . . .. 126 200 300 450 . . 59 50 50 . .
Finland . . . .. .. 184 253 334 439 494 653 37 32 37 73 44
Japan . . . . ... . 163 205 256 306 439| 588 26 25 20 43 87
Roumania. . . . . - 130 172 258 314 428 S5t 32 50 22 3s (73)
France . ... ... 127 185 226 321 419 538 46 23 42 37 fas)
Egypt. .. ..... 120 | 182 | 247 367 | 466] s11 | 47 36 40 |- 27 )
Germany . . . ... 147 174 237 295 309 498 L] 36 24 35 3g
jndia . . . . .. .. 124 | 128 181 305 444 497 ks 41 59 46 24
Turkey . ... ... 139 | 199 } 253 362 306| 4AT5| 44 27 43 9 3o
Holland . . . . ... 112 150 205 294 34 462 34 37 43 HE-] 57
Bohemiaand Moravia =] 29 145 217 370 480 i 45 50 77 49
Belgium . . . . .. 127 158 219 307 37T| 4548 24 39 40 23 (26)
Canada{®. ... .. 122 169 223 313 393 449 39 3z 40 26 27
Australia . . . . . . 119 142 177 258 345 413 19 25 46 34 32
Bolivia . ... ... 126 163 220 280 | ' 368 406 29 25 27 3f ie
Mexico . .. .. .. 121 137 183 244 380 401 i3 34 33 56 27
Stovakia. . . . ... 114 136 166 225 289 389 19 22 36 28 49
Daenmark . . . ... 139 172 195 228 315 389 22 14 7 38 2zt
Peru, - . « .« . . 123 133 195 264 320 arz - 47 a5 27 24
Ecuador. . . . .. ;| 109 122 181 265 360 349 12 45 46 36 (&)
United States {™) . .| 1t} 127 163 225 299 345 15 28 38 32 26
Portugal . ... .. 121 138 213 260 328 338 14 54 22 26 20)
South Africa . . . .| 111 130 161 213 274 303 16 24 32 29 H
Brazil . . . . ..., 103 108 138 17 228 204+ 5 28 24 33 [38)
Chile . ... .... 113 136 172 220 268 285 20 28 28 22 14
Colombia . . .., .. 112 113 136 188 228 284 H 12 39 2r 44
Salvador ... ... =1} 90 125 180 245 277 9 39 44 | as 30
Costa Rica , . ... 101 105 134 211 274 275 L 28 57 a0 13
New Zealand . . . .| 1256 134 | 160 200 |. 2456, 248 7 ie 25 23 13
Unlted Kingdom . .| 112 126 164 189 223 237 13 22 23 18 7
Sweden . . . .. .. 139 145 1686 197 222 229 4 14 io 13 1o
Eira (" .. .. ... 110 130 148 183 208 208 78 14 24 14 ¥2
Argentina . . . . . . 102 109 124 144 170 192 7 14 is ia 24
Switzetland ., , . . .| 119 i32 136 153 177 185 rr 32 73 16 T4

Note: Only the circulation of the central bank has been faken Inio account except in those cases where some

_ other procedure appeared more approptiate. Thus, for the United -Stafes, the total of “money In clrcula-
tion"” has been used for the index; for Germany, the net issue of Rentenbank notes has been added to
the circulation of the Relchsbank; for Canada and Eire, where the commercial banks refain & partial right
to issue noles, their issues have heen added to that of the central bank. :

The indexes are based on the averape circulation for the six months January to June 1339, which
is taken as egual to 100. The countries are arranged In the table according to the height of the Index
in September 1944, or the latest preceding date for which fipures were avajlable. Thus, Albania heads
the Hst because, on the last date for which the circulation was published, it had the highest index of afl
courdries In the table; similarly, Norway is inserted at what appears the appropriate level, above Finland,
accarding to developments wp to the Jatest known estimate at the end of 1942,

Index numbers marked with an asterisk (*) are for August 1944, except Ecuador (July), Palestine and
Roumania (June} and Manchukuo {(May): {he figures in brackets in the last column give the percentage
increase from the corresponding month of 1943, The index for France is that of 5th October 1944, after
which date the circulation declined; and for Belgium the index refers to 24th August 1944, before the
btocking and withdrawal of notes {which took place In Cctober). . ** Reund estimates.

" Estimated for December 1940 on basis of the tast pubMished figure of the Nationa) Bank of Albania, for
Septomber 1940 (index 336). Mo later information avaitable. -

(-1 See footnotes on the opposite page.
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1. British Empire - Oftl]e Br.itish Empire group the
fndexes of Note Circulations, Jan.-June 1939 = 100. circulation in the United Kingdom,
600 = r 1% [ although more than double the
:[Iﬁ] ] pre-war figure, continues fo show
w b ) P the least expansion — a result of
- ﬁa i many factors, including an effective
R : : absorption of ‘purchasing power
wo j¢ d q.05| through heavy taxation and a high
- ,'I.’mral:a 5 proportion of genuine savings; the
B 7 ] comparatively low circulation is also
300 - e ¥ /// \fﬂim 4300 [ a reﬂecti?n of th'e highly dev?loped
L. y - commercial-banking system in the
[ /. / /"u;;u/ i country.® 1n 1940, when a large war
400~ e 9 12| industry got under way in Canada,
B ] that country showed a greater in-
o0 bt ot ol inlobibsholubebfoda by mmmm 00 crease than the others in this group;
oo 140 19AL 1942 1943 1944 1945 the circulation of the Reserve Bank
United S L A of India in 1944 rose to five times
2. United Stat n tin eri :
Indexes orf“Note Clrcuelitiins,.lar?.Lune Tgagiioo . the pre-war volume, the increase
500 - 50 | having been particularly great since
: ] the entry of Japan into the war in
N 1. December 1941 and the consequent
4001 /‘ Fa "] rapid rise in expenditure incurred
- Bolivia 7 ] by the United Kingdom on India’s
B ' _,_//5 A defence.
300 - 300
.- 7 ] By the autumn of 1944, the
N y /3’“' N money in circulation in the United
00l N _ 10| States hadexpanded by three and a
- /,,J,/ / ,,-"‘E;;emma . half fimes the amount in the ‘hase
B il g S e 3 period and slightly exceeded the
loﬂﬁ-ﬂ?ﬁﬁ;uiululu ulsladulntuiulottetid e | total gold stock (see page 178).
1940 (94 1962 1943 1944 1945 . . . .
il Latin American circulations group

* A nofable feature of the ctearing banks' returns since 1940 has been the stabilitg of the till maney (of notes
and coin) at around £140-150 miilion. As the banks® deposits and total cash reserves (HH money plus
balances at the Bank of England) and the note circulation have increased, the proportions held as fll
money have declined; thus the clearing banks’ till money has fallan from slighily over one-half of their total
cash reserves before the war to only one-third at the end of 1944, declining in the same period from one-
quarier to one-elghth of ihe total notes in circulation.

(?) Bank of Greace; estimated for December 1943 on basis aof 17170 for September 1943, The inilation
proceeded very rapidly in its later stages: in September 1943 the civculation was Dr. 134 million million
{Dr. 1,276 milliardd; in Jitile over a year it had risen by about 2 million fimes and in November 1944 the
Governor of the Bank of Greece estimaled the circulation at Dr. 2% mlillion million millign,

%) $nsufficient information is available to make a conliruous index for Chungking China. The figure given for
the end of 1942 is a reugh Indication; based on June 1939, the index for the nole circulations of the four
banks {the Bank of China, the Central Bank of China, the Bank of Communications and the Farmers’ Bank)
would have keen about 860 in June 1942, *} Yugoslavia up to March 1941, From that date,
42 per cent. of the currency ouistanding, indicated by the State Bank of Croatia as applying to that territory,
has been taken to continue the series. (The index for December 1342 is esiimated}.

{5) No relurn of the MNational Bank of Bulgaria has been published since February 1943 ; the index for December
1943 is a round esfimate. A ligure of Leva 40,700 million for the circulation at the end of September 1944 was

jven by the Minister of Finance in a radio speech in Movember 1944; there were also some Leva 15,000 million
EI]'xraasur}.r certificates in circulation, which would raise the index for September 1944 to over 1,900.

) For {taly, no regular dala have been puhblished since the end of 1940, Other figures are largely estimates based,
“inter alia, on those piven by the Minister of Finance in the middle of 1943 and, later, towards the end of 1944,

(") The figures for Iceland are high, but it must be temembered that the number of foreign troops stationed there
was relatively greater (compared with _the local population) than in any other country and that supplies were
made available on lend-lease terms. The rale of increase has fallen considerably since 1942,

) The Norges Bank has published no return since March 1940, but round estimates of the circulation were
available for the year-ends up to 1942, (*) Bank of Canada plus chartered banks.

(') For the United States the tofal *money in circulation' has been taken,

") Central Bank of Ireland plis Consolidated Bank Motes (and old issues).
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3. Germany and Western Europe
Indexes of Note Circulations, Jan.-June 1939=100.
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themselves round that of the
United States: in Bolivia, Mexico
and Peru the expansion has been
greater, in the other countries
generally less, in the Argentine

considerably less.

In western Europe the
expansion of currency in Germany
to over five times the pre-war
volume is paralleled by that in
France; soma reasons for the
increased rate of issue by the
Reichsbank in 1944 are given
on page 297. In Holland, the
calling-in of large notes (of
Fl. 500 and 1,000) in the spring
of 1943 produced a sudden but
temporary fall; the curve for
Belgium finishes before the with-
drawal of notes in October 1944,
Amongst the northern countries
in this group Denmark, in spite
of the acceleration of issue in
1943 and 1944, remained lower than

- the countries further south, while

Norway and Finland ‘stood higher;
in Finland there was a reflux of
notes during 1943 as the result
of discussions regarding a forced

- loan in the form of a reduction

in the value of the notes in
circulation, while in 1944 the
acceleration was partly due to
the evacuation of the Carelian
popufation. '

In south and south-eastern Europe inflation has gone farthest; in
Slovakia the expansion appeared relatively moderate until the spring of 1944,
but there was a rapid acceleration in the second half of the year; for Roumania,
no figures are available since the National Bank's balance sheet for June 1944,
but there is reason to believe that here too the expansion continued at a rapid
pace. In Hungary the note issue more than doubled in the second half of 1944,
jumping from Pengd 5,288 million in June to Pengd 10,672 million in November;
the annual percentage rate of increase rose from 49 in December 1943 to 90
in September, and 156 in November 1944; as the country became ever more
closely involved in the hostilities, various emergency measures, including the
payment to officials of three or four months’ salary in advance, led directly to
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4. Southern and South-eastern Europe :a rapid expansion of the note-
- Indexes of Note Circutations, Jan.-June 1939 =100. issue. In both Hungary and Haly

H 333 the circulation during 1944 exceed-
it iifit ed ten times the pre-war base, as
& 3;* & was the case with Croatia and

ok LIS

count only of the note issue, while

1000 ; | 1600 . \ .
:Fﬁ i ;ﬂ : . Bulgaria already in 1943 and with
F & ! B ] Greece as early as 1942. Roumania
ol ! ;‘l Yoo | lagged somewhat behind the others,
T i i ] probably owing to the withdrawal
- E j - of currency in ceded territories;
800 |- Lot J tsw | furthermore the index takes ac-
H {

atia
f
;
/
. ’,-' the actual circulating media have
700 J 0 1 been swollen, as in Bulgaria from

(L]

Hungary
December 1942, by issues of special
“Treasury certificates' in 1943, and
(o ' i ; by “payment certificates’ in 1944,
{ lz‘ ! _ instruments which change hands
o Greece] saly/ Ruuman.'a 500 without formalities as currency.
Similarly, in northern ltaly, “‘circular
1 cheques™ issued by the banks
Sk 1.0 | added to the volume of means of
payment. '

T 0 41
P L

600

1111

1L

L
1111

400

1111

Albania:

300 300 By September 1944, the cir-
/ culation in Italy and Bulgaria was

/{ at least 14 times the pre-war

200 p magnitude and in Croatia it was
' _ 331 times; in Greece it was about

THTVIN T YRRTEIARETT RN FTARRET THRUNY V1 FTARTALTIYI BT 300 times by the end of 1943 and,
1960 1941 1942 1943 1944 1945 in 1944, the issue reached astro-
nomical proportions, the circulation
' being estimated by the Governor of
Bank of Greece: Note Circulation. the Bank of Gresce, late in 1944, at
- 2,500,000,000,000,000,000 drachmae.

el
E I

208

100 ==
HERRE.

In million mill .
Month O rachmae In this group should also come
Albania, which, when figures were
1943 Septembet . . ... S 1* : :

? . last available in 1940, showed the

1944 August, , . 4. - ... 500 ' . .
September . .. . ... - . 2 503% greatest expansion, and Serbia,
November . . . ... .. .. s where no statistics have been

* L a. Dr. 1,276 milliard. published.

~ The European neutrals are comparatively uninteresting — the note
citculations have about doubled in Switzerland, Eire and Sweden, and trebled
in Portugal. In the Middle East the expansion has been considerable in some
. cases, particularly for Iran ‘and Irag, where Allied troops were stationed, the
circulations being respectively seven and nine times pre-war; the rate of
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5. European Neuirals
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increase is, however, falling in both

oy

1945

end of 1941,
China has been computed on the

il1]
basis of annual figures for the

cases. Japan, in the Far Eastern

there being

The circulation for

group, has reached six times the

pre-war circulation,
a particularly marked acceleration
from the middle of 1943 (the rate

of increase attaining 85 per cent.
per annum by December 1944);

in Manchukuo the expansion has
been even more rapid since the

,',':ﬂ, 1940 . 1941
four banks; in June 1942, the combined circulation was eight to nine times
what it had been in June 1939, and it has since increased at greater speed;

although there are no data giving the exact measure, other indications are
symptomatic of an advanced stage of inflation,
6. Middle East 7. Far East .
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General reasons for the increase of note circulations were given
in the thirteenth Annual Report of this Bank (pages 303-305). International
comparisons should always be made with caution, and particularly at the
present time; for example, two factors of considerable importance in Europe
during the war have been troop movemenfs and changes in the territory in
which the notes circulate.

The effects of movements of troops on note circulations have been
most clearly evident in England and Germany. In England, the concentration
of Allied forces, paid in sterling, was one of the factors making for an accelera-
tion of the note issue up to June 1944; in the summer, after the invasion of
the continent, there was a distinct slackening in the rate of expansion, in spite
of the holiday season, which would normally tend to kesp the note circulation
high. in Germany, there was a sharp fall from RM 4 to 2 milliard in the
annual rate of increase of the note issue in the summer of 1940, when the
German army was largely outside Germany and was paid in Reichskreditkassen-
scheine or in local currencies, while the reverse movement, reinforced by
other factors, made for an increase of the Reichsbank’s issue in the second
half of 1944 (see page 297).

Territorial changes in recent years have led to many new issues of notes
— and to withdrawals: thus notes of the Bank of France were withdrawn (in 1940)
in Alsace-Lorraine, notes of the National Bank of Roumania in Transylvania
and South Dobruja, and notes of the Bank of Greece in eastern Thrace, while
the area of circulation of the Reichsbank, the National Bank of Hungary and
the National Bank of Bulgaria' correspondingly increased. 1t is not easy to
take proper account of these changes bhut certain indications may be given.

As regards Germany, the President of the
Reichsbank Reichsbank declared at the annual general meeting
Note Circulation. of the bhank in February 1944 that the index of
' the note circulation, which was 285 at the end
End of year | 1933 | 1843 | ‘of 1043 compared with 100 in 1939, would be
reduced to 270 if allowance were made for the
expansion of the territory of the Reich. This
factor would thus seem responsible for about
. RM 1,760 million of the circulation of Reichshank
notes at the end of 1943, i.e. some § per cent. of the increase in the
note issue since the end of 1939. '

AM millions | 11,798 } 33,683
tndex . . . . o0 285

An unofficial estimate made in France placed the amount of Bank of
France notes withdrawn in Alsace-Lorraine at Fr.fcs 5 milliard, say 3 per cent.
of the total note circulation of Fr.fcs 160 milliard in May 1940; this would
account for some RM 250 million of the increase in the Reichsbank's note
circulation at the time of the withdrawal of the French currency and, if the
expansion in Alsace-Lorraine was equivalent to that in Germany, for perhaps
RM 650 million by the end of 1943, Towards the end of 1944, the Bank of
France began the exchange of Reichsbank notes for its own issue {at the
rate of Fr.fcs 15 equal to RM 1, see also page 41). In the autumn of 1943



— 278 —

notes of the Bank of France had been replaced in Corsica by notes of the
French National Committee of Liberation.

Hungary in the years 1938 to 1941 had attached territories previously
forming part of Czecho-Slovakia, Roumania and Yugbslavia, and the crown, leu
and dinar notes circulating in these areas were exchanged for notes of the
National Bank of Hungary. The foreign bank-notes thus withdrawn were trans-
ferred to the Hungarian Government (for eventual repayment by the issuing
country) and the amounts booked as a debt of the goverament to the National
Bank in its return. In round figures, some Pengd 500 million of the increase
of the note issue of the National Bank of Hungary was due to the exchange of

o foreign bank-notes, say
National Bank of Hungary. 25 per cent. of the total
circulation of the bank at

Foreign bank-notes withdrawn () Total the end of 1941. As the
End of czeano | g | yusest sireulation ! circulation in the attached
nd of year OVa M QEa f .
crowns | MATAN | dinars | Total NaBt;zr;al territories probably ex-
@ f panded at a rate similar
il : :
R TETons o pengd to that in the rest of the
1937 ~— = — — 466 n ne-
toon - - ol aoe country, as much as of
1939 95 — — 95 | o8 quarter of the Hungarian
}31? oa {f; 191 e }:331 note circulation outstand-
1942 (9 80 . . 504 2,958 i
1945 & X S X e o ing at the end of 1943
may have heen due to the

(" As shown by the Hunparian Government debt fo the Natienal Bank, H i
® Ehde ﬁi;_juras incl(l.jldeta sma[iﬁamt?unt of cein, increased aree_i m WI—E:)Ch
educiions are due to amortisations. : H
3} From February 1942, only the total for all Currencies was given in the the notes CerUIated'
r'?tti:rg g:.ltt I{'Ih thie annual ;e%orl of 1}}he II';f_atlcmdal _Banltch for 1942 it \gas A ding tothe ab
state a & increase of Pengd million during the year was due ccoraing io the apove
to a further Penpd 18 million leu and dinar netes exchanged and the ° g .
amortisation of Pengd 8 million on account of Czecho-Slovak crowns. table the leu notes with-
No analysis of the reduction in 1943 was given in the repost for that year. L
drawn from Transylvania

since August 1940 by the Hungarians amounted to some Lei 6 milliard; this
formed one-tenth of the total circulation of the National Bank of Roumania,®
amounting to Lei 60 milliard at that time. No estimate appears to have been
published regarding the volume of Roumanian notes outstanding in Bessarabia
when this province was taken over by the U.S.S.R. in 1940 but, when the
province again changed hands in July 1941, the National Bank was authorised
to issue a maximum of Lei 1,000 million notes for account of the Roumanian
Government for the exchange of roubles; this exchange took place at the rate
of one leu for one rouble, against the previous official rate of 40 lei equal to one
rouble; when the province was taken over by the U.S.5.R. early in 1944, the notes
outstanding were again exchanged — at 100 [ei for one rouble. From August 1940,
when South Dobruja was attached to -Bulgaria, until the end of the year, the
National Bank of Bulgaria showed in its detailed return an increase of its
holding of foreign bank-notes by Leva 200 million, the equivalent of about
Lei 300 million, a low figure which suggests that some special method of
regulation was found. The amount of drachma and dinar notes withdrawn by the
Bulgarians from western Thrace and Macedonia in 1941 has not been published.

Footnotes ('} and (9 see opposile page.
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Alterations in currency areas especially in south-eastern Europe thus gave
rise to a network of claims and counter-claims amongst the countries concerned,
leading to a situation which in some cases was complicated by the considerable
amounts of notes smuggled from one area to another. When Yugoslavia was
partitioned in 1941 difficulties were caused to the new central banks in
Croatia and Serbia by the smuggling of large amounts of dinar notes back-
wards and forwards across the practically open lines of demarcation, in accord-
ance with rumours as to their freatment in one or the other country. The -
Finance Minister of Croatia, writing in a Croatian periodical,* gave some
reasons for the sixfold increase of the note issue (and giro accounts) of the
State Bank in thirty-two months {(from Kunas 7.9 milliard in April 1941 to
Kunas 48.7 milliard in December 1943); besides mentioning the financing of
the clearings, the occupation- of large sections of the country for nearly
two years by Italian troops, and the activities of the partisans, he drew
attention to the '*fluid .frontiers” of the country. :

In 1941, Italy took the Dalmatian coast of Yugoslavia and notes of the
Banca d'ltalia were issued there to an unknown amount in exchange for
Yugoslavian dinars. After the political developments of 1943, Halian bank-notes

* in an adicle in the Agramer Wirtschaftsblatt, as teporled by the ''Siidost-Echo'* of 10th March 1944,

{‘)‘i'he area_In which the notes of the Mational Bank of Hunga ry circulated increased by 85 per cent. from
1937 to 1941 but, as the newly-attached tevritories were less densely popuiated, the fncrease in the populallon
was by under 60 per cent.

Arga Populati
Hungary — Territerial changes 1937-41 (thousands opu ation

' of sq. km.) (millicens)

Originat (Trianon) ferritory end-1937 . . . . + + « . v v v v v v v w0 0 %3 9.3
Attached tertifories:

from Czecho-Slovakia — November 1838 . . . . . . . . . . . ... .. 12 1.9
from Czecho-Slovakia — March=April 1839 . . . . . 4 . v v v v 2 s v s 12 0.7
from Roumania — August 1940 ., . . . . L L L L s e e e 41 28
from Yugoslavia — ApTIb 1841 L L L e e e e e e e s 12 19
Tofal attached . . . . . . . . . . .. . o ... R ‘e kil 5.4
Territory at end of 91941 . . . . . ... e e e e s e e e 172 4.7

* Census made in 1941,

(?)The area in which the noles of the National Bank of Roumania circulated was reduced by about one-third
in 1840, an approximateiy similar reduction occurring in the population.

Area Populati
Roumania - Territorial changes in 1540 (thousands (o.:m_a on
of sgq. km.) mlilions)
.| Original ferritory end-1_939 C e r e e e e a e P e e e e e e, 295 20.0
Detached territories {(August-September 1940):
to U.5.5.R. {Bessarahia and North Buko\rma) e e e e e e e 50 a7
ta Bulgaria (South Dobruja}. e G e s T 0.4
to Hungary (Transylvamia) . . &« « + o v & 0 v v v a a w0 o v v a s a s 43 28
Totat detached . . . . . . . . . ¢ o v i i e e e e PN 100 6.7
Territory at end of 1940 . . . . . . . .. oo o000 000 e e e 195 13.3

fn July 1941 Bessarahia and North Bukovina were reoccupied by Roumanian troops but notes of the
Hational Bank of Roumania were not reissued there, the National Bank pulting out special notes for account
. of the government., Early in 1944 Bessarabia and MNorth Bukovina were again occupied by Russian troops.
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in the Dalmatian region were exchanged by the State Bank of Croatia for its
own kuna notes. When Sicily and southern ltaly were invaded in 1943, Allied
military notes were issued there, while notes were issued .in northern italy to
cover the German occupation costs from September onwards; in November
1944, the I[talian Minister of Finance estimated the note circulation at
Lit. 180 milliard, to which must be added Lit. 40 milliard circulating in northern
ltaly and Lit. 35 milliard *'amlire’ issued by the Allies (up to August), mak-
ing an approximate total of Lit. 260 milliard for the whole country (against
Lit. 96 milliard in July 1943 and Lit. 25 milliard at the beginning of the war).
In the former Halian Empire there were no local colonial banks of issue (as
in the French Empire, for example) but notes of the Banca d'ltalia circulated
there, the bank having branches in Eritrea, Abyssinia, Libya and Rhodes; no
estimate of the circulation in the colonies appears to have been published
and it is thus impossible to indicate what part of the total note issue
canstituted the former circulation of these territories.

Military developments on the eastern marches of Europe have recently
caused some changes profoundly aifecting the newly-established note-issuing
institutions in those areas. The district under German civil administration in
1942 and 1943 with the title of the Reichskommissariat Ukraine, which
included the administrative areas of the Crimea, Dnjepropetrovsk, Nikolajev,
Kiev, Shitomir and the old Polish province of Volhynia, was reoccupied by
Russian troops in the early months of 1944; thus the Ukraine Central Bank,
which first opened for business on 1st June 1942 with its head office at
Rovno (Volhynia) and issued notes denominated in Carbovanez, had to close
its doors after less than two years’ activity. The same applied to the Bank
of Transnistria, owned by the Government of Roumania, with its head
office at Odessa, which conducted its operations in Reichskreditkassenscheine
{denominated in Reichsmarks) in the territory situated between the rivers Bug
and Dnjestr. The Reichskommissariat Ostland comprised the administrative
areas of Estonia, Latvia, Lithuania and White Ruthenia; the Ostland Central
Bank, which opened for business on 1st April 1943 with its head office at
Riga, also effected its transactions in Reichskreditkassenscheine. In the early
months of 1944, Russian troops entered the territory of the Governor-
Generalship of Poland, where the Issue Bank had been set up in 1940,

The ebb and flow of military and political developments outside Europe
have also had their direct repercussions on central hanks., In the Far East,
new central banks were established during 1944 in Burma and the Philippines,
bringing up to seven the number of central banks under Japanese control
in the ‘'co-prosperity sphere” of Asia: the Bank of Japan and the central
banks in North China, Manchukuo, Nanking-China, Thailand, Burma and the
Phitippines.
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An interesting sidelight on payment habits in different countries may be
obtained, even in the present disturbed circumstances, by comparing note
circulations with national incomes, as in the following table relating
to five countries where sufficiently reliable data are available. While direct
comparisons of national income from country to country must be made with
caution, cerfain Interesting conclusions can legitimately be drawn from the
table, especially as to the trends.

National Incomes and Note Circulations.

United United 1 Switzer-
Calendar years States Kingdam Canada () Sweden fand (1}
In millions of national currency unlts
1939 ¥0,829 4,968 4,375 11,500 8,318
. . 1940 77,809 5,945 5,200 12,000 8,733
National incemes 1941 95,618 6,885 6,200 13,300 9,400
1942 119,73 7,604 8,000 15,300 9,800
1943 147,900 8,172 8,800 17,000 10,000 ()
In millions of national currency units
[§]
1939 7,088 507 278 1,121 1,802
Note circulations 1940 7,926 575 363 1,433 2,082
{annual averages) 1941 9,699 652 434 1,485 2,108
1942 12,876 808 637 1,735 2,251
1943 17,839 266 822 2,018 2,647
n percentages
Note circulations 1939 700 10.2 63 9.7 217
1940 70.2 9.7 7.0 11.9 23.8
:‘s p,'”cff““e 1941 10.7 9.5 7.8 17.2 22.4
of national incomes 1942 10.7 10.6 8.0 1.3 22.0
1943 12.1 11.8 2.3 11.9 26.5

{1} Mational income figures for Canada in 1940-43 and Switzerland in 1941-42 are provisional.

) Private estimate. (% Total “money in circulation®,

The figures show that in the five countries the average note circulation
has risen somewhat more than the national income, but in none of them
does the rise appear so pronounced as to make it impossible to speak of a
certain regularity in the proportion of note circulation to the national income
— for the United States, the United Kingdom and Sweden at abouf
10-12 per cent., for Canada around 7-9 per cenf. and for Switzerland some
22-26 per cent. This relative stability must be regarded as a remarkable
phenomenon when war conditions are taken into consideration — in the United
States, for instance, money in circulatieon and national income more than
doubled between 1939 and 1943; hut, as shown later on, the movement
in recent years ‘has in fact been much greater than was the case in
more normal times. Since the estimates for the national incomes and the
figures for the note circulations are separate and independent statistical
series, there can be no question of an optical illusion in the regularity of
the relationship.

The low proportion in Canada would seem to reflect the habits of
a relatively large agricultural population implicitly entrusting its “'economies™
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Finland ' to savings banks and similar

- National Income and Note Circulation, institutions. The proportion was
: equally low for Finland, to

. { Average Note eirculation judge from the figures in the
ational- as percentage :

Calendar 1 fncome o on of national three years for which al:ltho-
¥ income ritative estimates of national

in_méifions of FM per cont, income have been published.

1926 19,162 1,307 ,

rggo 20,001 1,331 gt On the other hand, the
1938 31,262 2,092 6.69 note circulation in Switzerland

appears to be relatively high;

* Volkseinkommen Finiands in den Jahren 1906-38, by Walter . .
Lindberg {Abteilung fiir Konjunkturforschung der Fintandsbank). this goes to confirm the
general opinion regarding the

heoarding of Swiss notes on a large scale at home and abroad — although
the proportion may be somewhat exaggerated since the national income
is perhaps underestimated. As the following graph shows, however, similar
high figures are also found in other cases, e. g. in Holland in the
early 'thirties, when estimates were available for that country. But pro-
portions hased on unofficial estimates of the national incomes in France
and Italy in 1943 appear to be vitiated by the fact that these incomes
are placed too low: in
France the proportion would
work out at about fifty

Note Circulation as percentage
of MNational Inconie*

ceptionally large part of its
possessions in  the form
of notes.

{3 years moving averages.) per cent. and in ltaly as
% 2h %%l much as sixty per cent.;
24 |- 1,4 | there is, however, no doubt
- ) - that in both these coun-

22 22 . , . .
8 /sviimr]and ] tries the public is in the
2y PN 20 | habit of keeping an ex-

*, Hoiland‘; v / m

In ail of the five coun-
tries in the table on the
preceding page the propor-
tion which the note circula-
tion bears to the national
income shows a tendency
1. | to rise, especially from 1941.

T T - This trend is brought out
1920 (925 1930 1935 1% (a5 | in  the graph; to the
e five countries in the table

* To cobtain the stafistical bhasis fcfr this graph it was necessary, in Germany and Holland have
some cases, 1o link together different series of estimates of the o
national incomes, e.g.! for the United Kingdom, unofiicial estimates heen added and, to bring
before the war with hudget White Paper statistics from 1938 an- -
wards; for Germany, on the other hand, official flgures up to 1932 out the trend. a three
with unofficial estimates for later years. Allhough such linked  year moving average has
series cannot be considered whoily satisfactory, vet it is believed
that the graph gives a reasonably correct piclure of developments. heen taken.
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A definite similarity of trend is noticeable:

() generally falling curves in the "twenties, signifying that national in-
comes af the time were expanding more rapidly than note circulations;

(ii) sharp rises in the early ’thirties, as national incomes contracted
without a corresponding change in the note circulations;

(i) a subsequent decline lasting, in general, until- somewhere near the
outbreak of the war, as national incomes again expanded more
rapidly than note circulations; and

(iv) a surge upwards from this point.

It would be possible to comment at some length on this graph: to
compare the rather flat line for the United Kingdom with the more volatile
curve for the United States, to aftempt an explanation of the large rises in
Holland and Switzerland in the early 'thirties (when continental banking systems
and currencies were under pressure) etc.; but more immediate interest
attaches to the recent and universal upward phase. This latest rise of the
curves, so pronounced during the war period, is of particular importance
because it occurred precisely when national incomes — at least in a nominal
sense — were going up with great rapidity. !t implies that the expansion
of note circulations has been even more tempestuous; and the available
evidence all goes to show that this development since the beginning of the
war has been world-wide.

Since the whole of the twenty-year period up to the war must bhe
considered in some degree abnormal, it is interesting to take an even longer
view, which is possible

Sweden: National | e and Note Circulation for Sweden, where an

! : al ncome an o1e LArCUlation. Rl . . .
clm:uelim In millions of Swedish crowns, i:;:: authoritative series of
25000 2500 estimates of the national
2250080 . 2750 income has been pub-
20000 Ivote. i 2000 lished for each year from
c"cu‘a"""[ 1861 onwards. The ac-

17500 1750 .

/ companying graph shows
15000 : _ 500 | the annual develop-
12500 Nafiord) 1250 ment of the national
10000 : incomele ! 1000 income with the total
7500 \/fy 750 note circulation of the
i j Riksbank plus the private
5000 _ 500 : privat
2500 _HJ 20 banks' issues until their
{13850 2 05w PP THUTY T FORTT TSN FYNRT I VIR SYTURTITY UUTT TRTLINARUPTTTA SATTANNITA () disappearance in 1906.
oz 060 701660 1850 9500 N0 . 1320 193¢ 1940 1950 For convenience of pre-
sentation the note cir-

Estimates of the national income from 1861 1o 1922 are iaken from ““The .

Nalional income In Sweden 1851-1930'", Stockholm Economic Studies, culation has been drawn
ﬁublished in connectlion with the Institute for Soclai Sciences of Stockholm .

niversity {Alternative | to 1895 and Alternative Il from 1896 to 1922) and ©ON ten times the
frem the Siockholm Institute of Business Research {1923 {0 1%43). The R

note circulation is that of the Riksbank plus the private banks' issues up Scale of the national
to 1305 (end-of-year figures, as these only are avallable for the private .

banks) and of the Riksbank alone from 1906 onwards (yearly averages). INCome.



— 284 —

The national income of Sweden grew steadily from under S.Kr. 700 mil-
lion in the 1860's to S.Kr. 3,600 million in 1914; then came the ups and downs
connected with the first world war, followed by a steady rise up to 1929 (in
continuation of the curve before 1914), After the low point touched in the
depression, the nafional income (in money terms) more than doubled within
the space of ten years, reaching some S.Kr. 17,000 million in 1943,

For the greater part of the period the note circulation followed a more
or less parallel course, lagging somewhat behind the movements of the
national income in the ‘twenties but rising more rapidly from 1933 onwards.
The relative developments are clearer it the note circulation is given as a
percentage of the national income, as in the following graph.

For about fifty vears

Sweden: Note Circulation (from, say, 1875 until the
as percentage of National Income. (Annually} late 1920's) the propor-
LA 71"% | tion which the total note
B 1% | circulation bore fto the
R 7 1% | national income presented
! v A 4 ::] a striking stability — fluctu-
1: Ry '\ Total circulation 1, | ating only between 61/,
adv““" \ \ S I [ 1 and 9 per cent. — and this
7k \_;f RTA [\’ \ 17 despite the fact that the
sk [ 1e national income during
5 T\ 15 these fifty years rose by
4 '\\\JA = s nearly eight times and the
3: \V{?mﬁa;i:nufRiksbank netes 1 economy of the coun_try
2 12 was developing very rapid-
t _—I';J:-g 11 ly. It should be added
INET1 PTTT I AT ] 1P

[ERRFRITISARRIT) FRRRE APETY FYTTA AT |||JI|II|III|IIII]_lIIIIIII[IIIi .
1650 1670 1680 1890 1900 1910 1920 %0 140 teso | ‘that, in Sweden, there
kil was never any circulation

of gold coins (a factor
which in other countries often makes it difficult to estimate the amount
of currency in circulation). There can be little doubt that the relationship
shown by the graph denotes a remarkable steadiness in the velocity
of the currency circulation in Sweden during the whole period from
the ’eighties untii the late 'twenties. From the ‘thirties onwards, an altogether
new trend is, however, observable, the percentage of note circulation to
national income having risen almost continuously from 6.6 in 1929 to 11.9 in 1943
—the most sustained upward trend leading to the highest proportion recorded.*
Thus, if the velocity of the note circulation was previously very steady, the
pace seems tc have slackened considerably during the last ten years or so.

Statistics of national income are usually prepared only once a year, but
for the United States a further analysis is possible, since monthly esti-
mates of "income payments’ have been compiled by the Department of

* There was also a femporary jump to 11.9 in 1040, due to a sharp expansion of the note circulatien in April,
when Norway was invaded,
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Commerce, separate figures being given for ‘'salaries and wages'’, ‘'total non-
agricultural income' and '‘agricultural income, including government payments''.
In order to afford a more detailed view of the period 193843, the monthly
average of ‘'‘money in circulation’” has been calculated as a percentage of
monthly income payments (put on an annual basis).

' This table, which

U.S. Money in Circulation summarises the figures
as percentage of Income Payments.*® in recent years, brings
out the fact that even
Monthly . cip s
figires on Low High Range | Average Wlthln. the. year the
annual basis mgnth | per cent. | month | per cent. | per cent. | per cent. note circulation bears a
1938 Dec. 9.2 | Aug.| 104 1.2 5.8 very stable relation to
1939 " 2.0 " 10.9 1.9 10.0 the national income. The
1940 . 2.5 - 11.3 7.8 104
1941 " 9.8 | Feb.| 114 1.6 10.5 general upward trend
1942 Jone 10.6 o 1r.9 1.3 i1z i
1043 " 11.8 | Nov. | 735 1.7 12.6 between 1938 and 1943
is evident but seasonal

The main difference between *income payments™ and “national income'*
(Incomet prodlilcgd) shown in the tab;emo?] page §81 is thatt inceme movements were very
payments exclude business savings (which may be a positive or a H .

gﬁgeative iatctor)tﬁ Thisd onl'lil:sionh lsh not suﬁici?nth ttodimalke any tmafte;;\al Shght' December gener-
fflerence to the trend although there is a slig splacement of the

percentages. For instance, the total of income payments in the year a"y showed the lowest

1942 amounted to $115.5 milliard, i.e. 34.3 milllard below the total s

national incomtja qncolmtie pl;uduv:iedt)'.1 at?#a lth?imrcentage wn{sic_h 1;2; proportion of any month

average money In circulation boare 1o -] of InCome payments in H

was 11.2, against 10.7 to the total natfonal income {income produced), (the expansion of money
in circulation being rela-

tively less than that of income payments at the end of the year), while the
high points were found in February, May, August and November. In fact, any
real seasonal movement appears to be swamped by the farge stable factor
of salaries and wages.

Since salaries and wages form a very constant component of the
national income in the United States (as, indeed, in most countries), the
recent expansion of money in circulation is greater than can be accounted
for by the rise in wartime payments to workers. More significant is the fact
that the ratio of retail sales to national income, which before the war was

very stable,™ fell, from 1941 to 1943, by
United States over one-quarter; relatively to consumer
expenditure the amount of money in

Retail Sales relationships.
circulation has thus risen even more

retolue of 1o Maney sharply than in relation to the national
‘Colandar | a2 propartion i ‘;;':;’:o‘:t;g: income — indeed, compared with the
income of retail sales value of retail sales, there was over
percentages - sixty per cent. more money in circulation
:ggg 503 17.1 in 1943 than in 1941.
59. 16.9
ok sos iyl The expansion in note circulations
1942 49.2 22.3 has consequently gone further than can
1943 : 42.5 28.4 . . .
he explained by increased salaries and

wages or by higher prices, for in that

* The Cleveland Trust Campany, in its Business Bulletin of 15th January 1944, produced a graph showing a
very close correlation of nationa! income and retall sales monthly from 1920 fo 1938 and Hlustrating {he
subsequent divergence. :
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case the circulation would have risen parallel with the national income,
The expansion is most striking in relation to consumer expenditure as
measured by retail sales — and the same is undoubtedly frue for many other
countries besides the United States. This increase of currency has, moreover,
been accompanied by a relative decline in the importance of bank deposits
(see table on page 208). An article in the Federal Reserve Bulletin®, in a
discussion of this subject, contained a suggestion that the great bulk of the
currency outstanding was in the hands of individuals and stated that there
can be little doubt that “‘a major reason for the large currency growth has been
the great war-period income expansion of the lower and middle income groups,
who have typically made little use of bank accounts’’; in other words, it seems
evident that the public is doing substantially more “banking on the hip'' or
“in the mattress"” than has been customary in the past. The article in its
tentative conclusions says that, while this and other developments ‘“‘are partly
traceable fo special war-period factors, they may also reflect a lasting
increase in the volume of currency demanded by individuals in preference
to demand deposits".

*

The article mentioned above also drew attention to a change in the
denominational pattern of the money in circulation, there being a propor-
tionately greater expansion in notes of high denominations: in 1941, it was the
note of $20 which showed the greatest percentage increase as compared with
other denominations issued during the vear, and it still held this position in
1942; but, in the following year, it had to vield place, in this respect, to the
next highest denominations, $50 and $100. ' '

The shift in the centre of gravity of the money in circulation in the
United States towards the larger notes is no new thing, having persisted, in
fact, for several years; indeed, this phenomenon is not confined to the United
States but appears in many other countries also, having been evident in some
cases for a considerable time. To illustrate such a trend it is usual to
prepare an analysis of the note circulation of a particular country for a number
of years and to calculate the value of the notes of each denomination as a
percentage of the total circulation in each particular year. This method is,
however, not entirely satisfactory: it is too complicated and the results do not
stand out sufficiently clearly from the mass of material needed moreover it
precludes straightforward international comparisons.

A more simple approach to the question, and one which makes such
comparisons possible, may be found in the concept of the “*average note
in circufation”, i.e. the quotient obtained when the aggregate value of
all notes in circulation is divided by the total number of notes issued. This
gives, indeed, a weighted average — it is the average denomination of note
issued, weighted by the number of notes in the various denominations: in
France, for example, there were 1,882 million notes in circulation at the end

* “Currency In circulation” by G.L.Bach in the Federal Reserve Bulletin for April 1944,
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of 1943, with a total value of Fr.fcs 488 milliard, so that the “*average'’ note in
circulation was Fr.fcs 265. If continued for a number of years, such figures
give a reasonably clear indication of the shift in the composition of the note
issue over a period of time.

In order to make the results internationally comparable, an index of the
average note has heen constructed on the base 1933-38 equal to 100. This
period was chosen as a reasonably broad base of immediate pre-war years
and also because it was thought desirable to include both the United States
“(for which adequate data are not available before 1933) and England (for which
no analysis of note circulation has been published later than 1938).

One important adjustment has been made: small notes issued to supple- .
ment or replace the higher denominations of coin have been excluded from
the calculations: thus, in Switzerland notes of five francs, for which value
coins are also in circulation, have been left out of account. Such an
adjustment is of particular importance in wartime, when the shortage of coin
is keenly felt and, although the mints in almost all countries have beaten
previous records of production, it has become necessary to issue new serles
of small notes or fo expand earlier series. 1 in Switzerland, for example,
the new series of five-franc notes, issued at the beginning of the war, had
been included in the calculations, the value of the average note would have
fallen from Sw.fcs 82 in 1938 to Sw.fcs 63 in 1943, thus cloaking the rise in
the average of the previously existing notes (of twenty francs and upwards)
from Sw.fcs 83 to 838.* The results of calculating the value of the average
note in thirteen countries since 1937 are given in the table on the next page
and indexes have been plotted in graphical form for a longer period.

By and large, the general shift towards the higher denominations is clearly
observable as an increase in the value of the average note outstanding. It
will be seen that the (adjusted) value of the average note. for the hase period
1933-38 shows wide variations from one country to another when converted
into dollars (as has heen done for convenience of comparison). At the
equivalent of about $41%, the value was very low in Denmark and Finland and,
at around $20, very high in Holland and Switzerland; these variations are due
partly to the fact that, whereas the lowest note included in the calculations
“was in most countries the equivalent of $2-4, in Switzerland it was §5% and
in Holland $6. It should be added that the average note in England, at only
slightly over £1, may be somewhat on the low side, since notes of ‘“‘over
£100°' (amounting to less than 10 per cent. of the total circulation) have
been counted as notes of £500 (the next highest denomination}, in the ab-
sence of detailed data for the large denominations; such notes do not actually
circulate to any great extent, being principally utilised as bankers’ reserves
and as cover for Scottish and Irish note issues.

* The circutation of five-franc notes increased from Sw.fcs 1.4 million at the end of 1937 to Sw.fcs 72.8 million
at the end of 1943, rising from 0.09 per cent. of the folal value of the circulation to 2.39 per cent. The
number of ive-franc notes in circulation rose from under 300,000 in December 1937 (when such notes were
hardly met jn ordinary business) to over 14,500,000 at the end of 1943, when this note had largely replaced
the five-franc coin and was numerically the most important denomination in circulation,
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Value of the Average Note in circulation: thirteen countries.

ng gt"ﬂ:: England | Germany | Framce | Belgium | Halland Su;:lnz;r- Sweden | Nerway | Denmark | Finland | Hungary | Turkey

year @ [©)] “ %) ©) O] * & ] n (1% (% {)
'} 3 £ RM Fr.fcs | B.Jics Ft. |Swfes| SKr. | NKr. | DKr. | FM P, £T

Average note [all denominations)

1937 6.4 1.25 | 31.1 218 277 | 304 | 800 | 2281224 | 176 82 | 284 [ 4.82
1938 6.4 1.23 28.8 236 283 33.0 81.9 234 | 227 17.8 84 ano .88
1939 | 6.6 . 27.6 | 224 300 | 323 | 645 | 262 [ 242 | 21,04 119 | 349 | 079
1940 | 6.9 . 27.7 | 199 . 30,8 | 655 | 265 . 221 | 156 | 314 .57
1941 7.3 . 282 | 215 . 335 | 64.7 | 2686 ! 220 ] 156 | 33.7 | 858
1942 | 8.0 . 204 | 248 . 333 | 642 | 274 . 229 162 | 407 | 9.27
1943 8.8 ' 218 | 265 |[. . 266 | 629 | 294 . 25.0 | 148 | 47.2 | 1097
Average note adjusted (omitting small dencminatiens)
1937 | 12.4 1.25 | 32,0 229 277 | 304 | 814 28.2 | 274 206 | 210 } 28.4 | 111
1938 | 12,6 .23 | 9.3 ] 247 283 ( 330 | 29| 287 | 274 208 | 216 | 340 [ 120
1939 | 13.0 . 28.0 1 291 300 | 323 | 823 | 319 | 290 245 | 252 | 349 | 15.7
1940 | 13.3 + 28.0 | 293 . 30.8 | 838 | 323 . 258 | 323 | 359 | 168
1941 | 13.4 . 28,3 | 330 . 335 | 838 | 324 . 266 | 319 [ 376 ] 168
1842 | 13.5 . 28.4 379 . 33.3 86.4 334 . 276 | 254 41.0 [ 174
1942 | 143 . 31.6 | 394 . 266 | 878 | 355 . 205 | 355 | 47.4 | 201

Index of Average note adjusted (1933.38 = 100}

1837 | 100 106 95 100 108 o8 101 104 100 29 104 a5 a7
1938 | 101 104 87 107 108 104 103 106 101 29 107 113 23

1939 | 104 . a3 122 115 102 103 118 107 17 125 116 122
1840 | 107 . 83 128 . a7 105 119 . 123 | 1681 120 131
1941 | 107 . 84 144 . 105 104 19 . 127 158 125 131
1942 | 108 . a7 165 . 105 108 123 . 132 176 137 136
1943 | 114 . 94 172 . 84 109 13t . 141 177 158 156

Average note (adjusted) 1933-38
in national currencies

$ £ RM Frics B.cs H. Swics | SKr. | NKr | DK FM P, | &7
125 i.18 | 33.8 | 230 262 | 31.8 | 80.2 | 27 | 271 209 | 201 300 | 128

equivalent in U.5. dollars at 1933-38 average rate
$12.5§ $5.7 |$13.0 1 $120 | 356 [ $19.2| 3222 | 368 [ 3466 | 345 | $4.3 | g7.5:1 $9.9

Lowest denomination of note included in the index
in national currenci

3 £ M Fr.les B.lcs Fl. Swics | SKL HEKr | DKr M P AT
2.0 05 10,0 50 50 10 20 10 10 10 100 10 5

equjvalent in U.S. dollars at 1933-38 average rate
$2.0' £24 | $3.8 | 326 $1.8 | $6.0 $55 | 325 | 324 | 322 | 324 $25 | sa.8

Details of nofes
included In index 1933-38

('} Except for England (yearly average of Wednesday figures) and Holland (end-March}.

{3 1.8, “Paper money in circufation”: Federal Reserve Issues, Mational Bank noles and various forms of
Treasuty paper currency {principally silver cettificates), i. e. total “money in circulation™ less coins in
clrculation; denominations from $1 to $10,000, adjusted o exclude notes of $1 only.

(% Bank of England notes: denominations 10s. to £100, plus nofes of “‘over £100™ taken as £500 {in the absence
of paricularg); no other adjustment necessary. Mot published since 1938.

(% German Reichsbank notes: adjusted to include all notes of RM 10 fo RM 1,000 issued by the German
Reichshank, the Rentenbank (until 1941) and the private banks {until 1335) and to exclude the new RM 5 of
Ehe kRaa:chsban;k (1943 only), the RM 5 of the Renienbank {1927-43} and the new BM 1 and 2 of the Renten-

an

%) Bank of France notes: denominafions from Fr.fes 5 to 5,000: adjusted to exclude notes of Frfcs 20 and under, -

(%) Mational Bank of Belgium notes: denominations from B.dcs 50 to 10,000; adjusted, for 1320-25 only, to
exclude notes of BJdcs 20 and under. Not published since 1939,

) Nederlandsche Bank notes: denominations from Fl. 10 fo 1,000; no adjustment necessary.
(3} National Bank of Switzerland notes: denominations from Sw.fcs 5 fo 1,000; adjusted to exclude Sw.fcs 5 only.
) Syeriges Rikshank notes: denominations from S.XKr. 1 to 10,000; adjusted to exclude notes of S.Kr. 1 and 5.

(") Norges Bank notes: denominations from N.Kr, 5 to 1,000; adjusted to exclude notes of NLKr, 5 only. Not
published since 1939,

(') Danmarks Naticnalbank notes: denominations from D.Kr. 1 to 500; adjusted to exclude notes of DLKr. 1 and 5.

(%) Bank of Fintand notes: denominations from FM 0.25 1o 5,000; adjusted to exclude notes of FM 50 and under
© {ten denominations).

(') National Bank of Hungaty nodes: denominations from Pengd 1 {o 1,000; adjusfed to exclude notes of
Pengd 1 and 2 :

(" Central Bank of Turkey notes: denominations £T 1 to 1,000; adjusted to exclude notes of £T 1 and 2%..
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Value of Average Note in Circulation 1920-43.
Indexes on”base 1933-38 =2100,
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* Including noles of 5,000,

. ** Excluding notes of 5,000,

The similarity in the
international trend towards
higher denominations of notes,
whatever be the -value of the
lowest note issued, is brought
out more clearly in the graphs.

The countries have been
arranged in the order of the pro-
portionate rise in the (adjusted)
value of the average note from
the base period to the end
of 1943 (Norway, Belgium and
England being fitted in accord-
ing to their positions on the
latest date for which figures
are available). In- Finland and
France the average note was
over 70 per cent, higher in 1943
than in 1933-38; the percentage
rise was also high in Hungary
(58), Turkey (56) and Denmark
(41); only in Germany and
Holland were there declines
from the base period, for which
there were special reasons.

Taking a longer view, the

- general stability, or even de-

clining trend, in the ‘'twenties

appears very striking, the only

exceptions heing France and
Belgium, where the exchange
value of the currencies was
falling at the time. The upward
jump in Germany, from RM 25
in 1930 to RM 38 in 1932, was
doubtless connected with the
hoarding of large notes as a
consequence of the wave of
bank failures in 1631, the re-
percussions of which were felt
in Switzerland and, to a smaller
extent, in Holland; the con-
sequent abnormal theight of
the curve in Germany during
the base period appears to
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be at least one of the factors accounting for the position of the curve
in 1943, below 100 - '

The beginning of the war brought about a temporary shift towards notes
-of lower denominations (even ‘apart from new issues of small notes) and this
is shown as a kink or a flattening of the curves. But this was a passing
~ phase which did not affect the upward trend noticeable in all countries, except
Holland, where large denominations of notes were withdrawn in 1943.

Additions to or changes in the denominations of the notes in
circulation are rare in normal times but in recent years there have heen
a nutmber of tendencies which deserve atiention: (i} the issue of very small
notes, (ii} the withdrawal of large notes; and (iii) the issue of large notes;
each with their particular significance,

(i) The universal shortage of coin during the war, mentioned in the thir-
teenth Annual Report of this Bank {(page 312 onwards), led to issues of
small notes by central banks or Treasuries to supplement the coinage.

(i} Apart from the comprehensive plan for the withdrawal of notes in
Belgium in October 1944, which was of a special character, the most
important recent withdrawals of large notes have taken place in

. England and Holland; in both cases the withdrawals of the highest

~ denominations in 1943 aimed at hindering black-market and other
illegal transactions (as described in the thirteenth Annual Report, pages
310 and 311). Recent analyses of the note circulation are not avail-
able for England, but for Holland the effect of the withdrawals is revealed
in the table on page 288 by the decline in the value of the average
note from 33 to 27 flerins. '

(iii) New series of 'b_ank—notes of very high denominations are very
unusual but, around the beginning of the war, such issues were made
in three Eurqpean countries, as shown in the table.

New high denominations of bank-notes.

New high denominations ] Pravious highest denomination
Central bank Percentage ) Perceniage
: of: First Amount of total First Amaunt of total
date of in national circulation year of “in national circulatlon
" issue currency at end of ssue T currency at end of
) 1943 1943
France .. . .| Sept 1938 Fr.fcs 5,000 ' 16.6 ' 1803 | Fr.fcs 1,000 54.3
Finland . . . .| ©Oct. 1939 FM 5,000 3.6 1911 FM. 1,000 53.9
Sweden-.". . .| Dec. 1939 | 5.Kr. 10,000 | 1889 5.Kr. 1,000 12.3

The Bank of France issued a. new series of Fr.fcs 5,000 notes in
September. 1938, when large withdrawals of notes by the public were taking
place; the Fr.fcs 1,000 note had remained the highest denomination since 1803,



- 29 -

when it was first issued (except for an essentially temporary issue of Fr.fcs 5,000
and 10,000 notes in the crisis of 1845). The issue of Fr.fcs 5,000 notes, begun
in 1938, grew rapidly and amounted to nearly 17 per cent. of the total value
of the circulation at the end of 1943,

A temporary issue of FM 5,000 notes was made in Finland in the
autumn of 1939, when the total note circulation expanded sharply, but the
regular FM 5,000 notes were not issued until 1940; these notes increased to
9.4 per cent. of the total circulation at the end of 1942, but fell to 3.6 per cent,
at the end of 1943 (probably owing to a proposal that a forced loan should be
imposed by stamping the notes in circulation and replacing them partially by
government securities, a plan which might have fallen more heavily on the
higher denominations of notes).

The note of S.Kr. 10,000 (equivalent to nearly $2,400) issued in Sweden
from December 1939 is interesting as being one of the largest denominations
of bank-notes in circulation in the world; it is true that notes of $5,000 and
$10,000 are issued by the Federal Reserve banks, but such notes accounted
for only 0.15 per cent. of the total money in circulation in the United States
at the end of 1943; in Europe, the next highest denominations in ordinary
circulation amongst the public in 1944 were probably the £100 of the Bank of
England* and the RM 1,000 of the Reichsbank.

In order to show the effect of the new high denominations on the average
note, a broken line has been added to the curves for France and Finland in
the graphs on page 289, indicating the average note without the new series;
for Sweden the new issue is so small that its exclusion would make no
practical difference,

A further five European countries, Croatia, Bulgaria, Roumania, Hungary
and Greece, have also issued new series of high denominations in the course
of the war, Thus, the Croatian State Bank, whose highest note had been
Kunas 1,000, began to issue notes of Kunas 5,000 in May 1944. In 1943, the
National Bank of Bulgaria, in an attempt to hring the threatening monetary
situation under control, had called in for withdrawal its two highest denomina-
tions of notes, Leva 1,000 and Lleva 5,000, which formed two-thirds of the
circufation at that time; to supplement the currency, however, special ‘‘Treasury
certificates’” were issued in denominations as low as Leva 1,000 but running
up to Leva 100,000, such certificates, in fact, taking the place of bank-
notes; by September 1944, Leva 15 milliard of these Treasury certificates
were in circulation, in addition to Leva 41 milliard bank-notes. In 1936, the
National Bank of Roumania began to issue a new series of notes of Lei 5,000
but these were withdrawn after three months since it was found that such
large denominations facilitated evasion of thé foreign exchange regulations
* From April 1943, the Bank of Englénd ceased to issue any new notes of dénominations of £10 and upwards,

such denominations being gradually withdrawn as they returned to the banks, A withdrawal of notes in this
manner would normally fake some fime (indeed, a number of notes of the £300 and £200 denominations,
Eholr lopat ender statis. But, o Japuary 1045, an Order i Council suthorised tho Bank o <all In ile notes
of denominations of £5 and upwards; this step was a corollary to the measure fakeén in April 1943 and

extends the Bank’s authority over the whole of its issue (power .to cali In the smaller notes, of 10/ and £1,
had already been given to the Bank by the Currency and Bank Notes Act of 1928 but has not been utilised).
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through smuggling over the frontiers. The rise in prices in 1943 was, however,
of such proportions that business men had to carry around suitcases of
notes to conduct their affairs, which was not only personally inconvenient but,
through the time expended in the tiresome counting of small bank-notes, a
direct hindrance to business; so in February 1944 a new series of Lei 5,000
notes was brought out. But of much more importance was the issue of
so-called ‘‘payment certificates’” by the government in denominations of
Let 10,000 up to Lei 1,000,000, transferable without endorsement or other
formalities. In Hungary, the denomination of Pengé 1,000 notes was with-
drawn from circulation in 1934, for much the same reasons as in Roumania;
but, towards the end of 1944, a new series of this value was again put
into circulation. The most rapid and far-reaching inflation in recent years has
taken place in Greece and has produced the usual symptoms, including the
issue of very high denominations of notes. While in April 1941, when the
country was occupied by German troops, the highest denomination was
Dr. 5,000, notes of as high a value as Dr. 5 million were issued in July 1944,
By the autumn of 1944, it was necessary for the larger firms in Greece to
have tellers or "money counters” to supplement the normal work of the
cashiers — in banks such tellers worked in shifts and all day on Sundays.

Statistics of the circulation of coin by denominations are rarely avail-
able, so that it is difficult to obtain a picture of the evolution of the “average
coin” in circulation; but for

Germany: Value of Average Note and Average Coin (.BBrman.y s';ufficlently.re—
in circulation 1927-1943. liable statistics are publish-

In Reichsmarks. ' | ed to permit calculations

_t Al i1 | for all forms of currency.

6 60 Q60| —— ____,'i'_f_>\__________.___._..%__,,,.,. Eéﬂ'm On this graph three

i \\
_ / AN C 4 scales are used for con-
b 40 G fooformme DGO ey ey | venience of presentation,
. i b " . .
N ., . the curve for coin heing
+ 50 046 ’ ~lsi9me | on one hundred times,
=
- FO Notes q and that of alll currency
330 040 = ——ei¥u00 | (notes and coin) on ten

T‘\;\_ / - times, the scale for notes

2000 : ATl curréncy N 200 | alone: thus, \A'.'hereas the
= Cnoles cndcoin? average note in 1943 was
110019 = S - 1100 § RM 31.6, the average coin
— [ _ : T was only 48 Pfennigs.

0 goml_t s Lot 1 4 Lodoe bt 18 G000
v W5 979301 2 5 419356 7 8 1401 2 3 ¢ 19 The curve for the average
. note corresponds to that

Note: The curve for notes of RM 10 and upwards aj f[les to all notes iINn the graph on page 289;
of these denominations of the German Reichsbank, the Rentenbank .
and, untll 1935, the private banks. Up to the end of 1842 al and the average coin
denominations issued by the Reichshank are included but, in 1943, the il
new"s?ries of fR%lllf is exccliuded; 2lée agdiiiign ofi 1hie cg»rn)l:u‘ara(ti\weilgir follows a very simnar
small issues o 10 and upwards by the private banks (unfi
?:1??['5) and tbyththell Rent%_?.lhank (untfil 1941]) r?akle% pra'cjtic?cllly ng.i path — at about one-

erence to the line. e curve for coln Jncludes, besides a .
c?ir;‘.hiln‘circt:tlagon{ 1heg£en§§nb;nllc ?Togeskof RM sfaréii igorn tglae, seventieth of the value
an 3 for 1943, nk isgue o is
included. o TeIFiehant Issue ' 43¢ ot the average note.



—_ 993 —

The combination of the two curves, however, gives an entirely new picture
owing to the great weight of the number of coins in the calculations in
comparison with the number of notes. This is particularly striking for the
years 1930 to 1932, when the value both of the average note and of the average
coin rose by over forty per cent.,, but the average unit of notes and coin
together fell by ten per cent., as shown below.

Germany: average value of notes and coin in circulation.””

. All currency
End Notes () Coin (notes and coin)
of number vatue | Average | number | wvalye | Average | number value | Average
year in In RM valug in in RM value in in RM value
millians | mifliong_| in RM_| millions | milflons | in RM | millions | millions | in RM
1930 214 5,391 26.2 2,334 1,008 | 1043 2,548 | 6400 2.51
1932 110 4,148 a7.e 2,367 1,502 | 063 | 2,477 5,650 2,28
{") From annual reports of the German Reichsbank. . C} All notes of RM 10 and over.

(3} All_coins plus small notes of RM 5 and under.

The new curve for the average unit of currency at first shows a
remarkably regular development — a smooth decline from RM 2.82 in 1927
to RM 207 in 1935, followed by a similar rise to about the previous level
in 1941; then comes a sharp increase up to RM 4,16 in 1943.

The concept of the average note, described in the preceding paragraphs,
gives some insight into the changing composition of the note circula-
tions throughout the world and confirms the impression of an almost
universal shift in the centre of gravity towards the higher denominations.
Black-market operations, wartime tax evasion and other illegal practices have
heen given as reasons for this movement but this cannot be the whole ex-
planation, since such a trend was already very noticeable in some countries
before the war. Hoarding has undoubtedly become a significant factor, partly
because of the relative prosperity of farmers in wartime; but rising commodity
prices provide the logical and, doubtless, the dominant reason for the upward
trend: in those countries where inflation has gone furthest, e.g. in the Balkans,
new series of very high denominations have made their appearance,

* *

An extension of central-bank credit is reflected most characteristically by
a corresponding expansion in the noté issue but also, in varying degrees, by
changes in the so-called ‘‘other sight liabilities’' of the central bank, i.e.
those demand deposits and similar accounts which may at any time be with-
drawn from the central bank in the form of bank-notes. The private banking
business of most central banks being very restricted, these deposits generally
consist, in a preponderant part, of the ‘“cash” reserves. which commaercial
banks hold, either by law or in practice, against the deposits made with them
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" Central Banks' ‘‘Other Sight Liabilities” as
percentages of the Note Circulations 1938-44.

Twelve-month moving averages.
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by the public; the current deposits
usually maintained at the central

" bank by the government — whether

deposits of the Treasury or of such

. institutions as the Post Office —

are as a rule of much smaller im-
portance. That these “‘other sight
liabilities™ are a potential although
latent part of the circulating media
was generally recognised in the
more modern central-bank statutes,

~ which required that resetves should

be held against '‘total sight liabili-
ties’, i. e. the note issue plus

“other sight liabilities™.

In normal times movements of
these “‘other sight Habilities"” do
not present very great interest; if
the relation of note circulation to
the total of deposits at the com-
mercial banks remains unchanged
and the hanks hold a constant pro-
portion of their deposits as reserve
balances with the centraf bank, then
“other sight liabilities’ will - yun
more or less parallel with the note
circulation. If this parallelism is
upset, it indicates some change
in these relations. In recent years
considerable changes have, indeed,
taken place and, to illustrate this,
the proportion which the “‘other
sight liabilities” of a number of
central banks bear to the note

-circulation has been calculated as

a percentage each month over a
series of years.

The curve for the United States
reflects the growth of ‘'excess re-
serves’' in the hands of the member
banks and, later, their utilisation. in’
England, the banking system has
been kept on an even keel, the
mildly falling trend from slightly
above to slightly below 20 per cent.
indicating a certain decline in the
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relative importance of commercial-bank deposits, while the cash reserves
of the banks were maintained at a fairly constant proportion. - {In this case
the so-called ‘‘other accotints', largely internal accounts of the Bank of
England, have been omitted.) In Germany, too, the giro accounts at the
Reichsbank declined gently to under 14 per cent. of the note circulation in
the spring of 1942, from which point an increase, to above 20 per cent. in
1944, took place.

The rapid decline of the curves for Holland and Finland denotes the
difficulties experienced in . bringing about a return movement of notes to the
hanks, the consequent growth in the importance of the note circulation vis-a-vis
bank deposits and the relative tightness of the banks as their cash reserves
declined. The ‘same is tfrue, in a lesser degree, of France and Belgium,
where, however, special influences were at work which somewhat obscured
the situation: in France the temporary accumulation of funds on the account
of the Reichskreditkassen raised the percentage in 1940-41, and in Belgium
"the growth of the special “current accounts” held at the I[ssue Bank in

Brussels, largely for German

Danmarks Nationalbank. organisations, had a certain
importance from 1941 on-
Notes |  ‘“Other sight liabilities” wards, Denmark presents

in Banks Govern- .
End of year circulation efc, ment Total an altogether excephonai
: O @ : picture, the accumulation

in milliohs of Danish crowns

of “other sight liabilities™

1938 . ... a4 142 — 142 : :
1939 ... | - 600 193 - 133 and their gr.owth .relatlv.ely
1940 . . . . 741 353 — 353 1o the note circulation being
1941 .. .. 842 882 148 1,030 _

1942 ., .. 283 1,002 . 600 1602 | due partly to the larger
e :;223 3;333 _ 2.23'3; 2:336::' cash reserves of the banks

and partly to increased

{) Deposits at sight and current accounts, due chiefly to the com- .
“ merclal tha?kﬁl' tre of E1 i th ! nereniad deposits of the government
cecount of Ministry nance, including the special "sterilisation ' 1 ilien.
accounts from July 1942, At the end of 1838 and 1939 there was {especially on the ''sterilisa
an overdraft amounting to D.Kr. 80 and 148 million respectively. tion" account).

The neutral countries, Switzerland, Portugal and Sweden, show certain
distinct similarities as well as differences; the fail of the curves to 1940
reflects a growing pressure on commercial-bank reserves as notes were with-
drawn and brought into circulation, The subsequent piling-up of these reserves,
despite differences in degree and quality, in all cases indicates a considerable
liguidity in the banking system, largely connected with an intake of money
from abroad. The decline from 1941, in Sweden and Switzerland, reflects
the acquisitions of short-term government securities by the banks. The
composition of the 'other sight liabilities”  of the National Bank of
Switzerland is not shown monthly, but it is known that the government's
account has remained smalf, the movement being almost wholly to the
deposits of the banks. ' '

In Portugal, the government has issued loans and placed the proceeds
to its account at the central bank, thus mopping up some of the surplus



Bank of Portugal. funds from the market, in

- T a way somewhat similar

N?;es Other ségo':ter:b'wes to the “'sterilisation” mea-

End of month  “Iejrculation| Banks mg)nt T‘::)al sures in Denmark. Re-

ceipts by various state
institutions in Sweden,

in milians of escudos

1938 December. . 2,279 645 as4 1,074

1839 ., ..| 2550 603 161 871 among them the Social
1940, ..! 2903 851 247 1,318

1941 "t dass | 2a43s 325 3101 Insurance Boards, led
1ea2 o ..| Bam | a189 | 1,933 6,538 i i i
IFots =l Eeto 5288 byt oes to steadily increasing
1944 June. . . . . 6946 | 6,701 2,501 9,577 balances on government

: account at the Rikshank;

(" Account of the FPublic Treasury, i .

® :?%Iﬁid'mg ?threlatt’ivew small amount of other deposits and sight b_Ut the tightening effect
abilities of the hank. which this would other-

wise have had on the

market was offset by the

Funds Riksbank, which placed

Sveriges Riksbank.

Notes | “Other sight fiabilities” | fent fo '
Averages Iin Govern N;ﬁmal approximately correspond-
of end-of-month | clvcu- " el . . .
oures fation | ment | Banks | T | oOffice ing amounts at the disposal
o @ & of the National Debt Office.
in millions of Swedish ¢rowns Yearly average figures are
1938 Jan.-Dec. oTT 321 491 817 — given in the accompany-
1939 , . 1121 | 37 ag8 773 — : .
1940 . 1,433 | a75 137 619 259 ing table, since the cash
1941 . w | 1488 | 384 s34 0 895 1 300 reserves of the commercial
1943, z0ta | 555 260 836 603 n i
1944 . . | 2230 | se8 | 274 | @92 | eos banks were except OI:I&”Y
low at certain periods

() The Treasury and state institutlons. i i -
(@) Including a small amount of other depaosits. owing to issues of Trea

@ Funds placed at the disposal of the National Debt Office fo offiset  SUrY bills,
accumulation of funds on government account.

A movement of some interest, as shown in the graphs on page 294, is
the growth of the relative importance of giro deposits at the German Reichs-
bank, expéc'ially if account be taken of the acceleration in the increase of the
note circulation itself from the spring of 1943 onwards. '

Throughout 1942 and early in 1943 the note circulation of the Reichsbank
was increasing at a rate which kept the current figure some RM 5 milliard above
the level of the corresponding week in the previous year, but from May 1943 the
increase accelerated until by the end of the year the annual increment some-
what exceeded RM 9 milliard. The ‘“‘other sight liabilities” of the Reichshank,
which consist mostly of giro accounts, rose with even greater speed, being
equal in December 1943 to nearly one-quarter of the notes in circulation. The
intensification of the war in the air was a contributory cause of both the
increased note issue and the higher giro accounts: just as the public held
large sums in cash for emergencies so also the banks were forced to hold
higher cash reserves against a possible withdrawal of deposits; and it is also
probable that official bodies concerned with relief and evacuation maintained
larger cash balances at the Reichsbank. '



297

German Reichsbank

Increase of Note Circulation and Giro Accounts
in 1939—44 above corresponding week of previous year.

In milliards of Reichsmarks.

In 1944, there was
a striking acceleration
of the annual rate of

2 increase in the note

2

!:Ig, i issue, from RM 9 mil-
an_- ! b Hard in August to over
" 3 RM 16 milliard by the

- / . end of the year {when

1 . .
4T _ { 1" the total circulation
" Total sight liabiltes " reached RM 50 mil-
ol "“Ur {/ 1o liard}. Indeed, from

2 I/ W[ | the summer of 1944, a
10 [ 0 number of new causes
R /| Note lreuttion s came Into play in

- . -,,J// 1 addition to these al-
o /va/ Gire accouts Ik ready mentioned. A
s \ 28 —¥ ‘ large proportion of the
E%J w"rn\ {F 1, German army in the

. b+ M i west, which since 1940
ow“mm bl il ARV ATCE FEE PR TS SV P AT ST ST E N ETE P P PR 0 H H
e 19391940 941 1962 1963 1984 1945 had .been paid n

) French francs, Belgian
) francs and Dutch
German Reichshank, florins, was w1thdr_awn into Germany
and the expenses of upkeep had
Sight liabilities to be paid out in Reichsmarks.
End of month Note Giro
circulation| accounts | Totaf F.tla:tﬁer, tlhere was a .re'ﬂux .of
e oF R civilians, firms and administrative
Totals outstanding officials both from the west and
1940 December. . .| 4,033 2,561 16,504 from the east, and arrangements
hot! v ;2:3—,2-2 3:3;3 23;33 were made for Reichsbank notes
1943, .. .| 33683 8,186 | 41,869 to be given in partial exchange for
1944 March . . . . gg;ggﬁ = i;:gﬁ the currencies they brought with
September . .| 42,301 9,088 51,380 . i
Devombar. | | o302 | 19998 | avear thel'n. French franc:s, Belgla.n francs,
1945 February 16th | 53,649 | 13,956 | 67,605 Polish zloty and Reichskreditkassen-
| , scheine (from the Ostland). In
ncrease over figures of previous ysar . . )
1941 ‘December. . .| + 5202 { +1.088 | + sas0| addition, many foreign workers in
1942, + 5050 + 1,643 | + 6,693 able to
1943, .. .|+ 93008 +2894 |+ 12,202 Gerfnany .were ‘no longer \ ble t
1944 March . .. .1+ 9085 + 2897 | + 11.092] remit their savings: to their home
dune . .. .. + 9270 + 1,873 | + 11,143 jes. i as
Sopember | || & 12208 | 1 8407 | T 15608 countries . All  these mﬂuenc'
 December. . .| 16419 + 5349 | + 21,768 | exerted their pressure on the cir-
1945 February 15th | - 20,908 | + 7,609 | + 28,517 culation of the Reichsbank from

about the same time in the summer

of 1944 and reinforced the internal reasons for the expansion, amongst which
should be mentioned the new simplification order for the quarterly payment of
salaries and wages (paid in advance by some concerns).

*

*
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Bank Deposits as a percentage of the Note Circulations.

" Deposits  } Year g?;::: l(ll'nn;:r:n Germaany | France | Belglum | Holtend | Hungary | Denmark | Finlatd | Swadan Su;;t::r
rooe | 4s7 | 439 | 224 48 . g2 | 220 | 258 | 337 | 366 { sI12
re30 | a58 ) 480 | 213 46 . 88 | 298 | 283 | 381 | 371 | 508
rear | 3321 430 | 145 43 . 60 | 2224 | 26t | az2 | 375 | 291
re32 | 323 | 478 | 184 43 . 62 | 264 | 268 | s86 | ara | 270
7933 277 456 161 40 . 59 258 257 552 380 256
1. 7934 | 226 | 449 | 146 37 . 58 | 262 261 | 525 | 321 | 233
Big banks| 7935 | 320 | 455 | 131 34 . 56 | 252 | 273 | 505 197
9 re36 | 315 | 431 | 118 32 44 ¥ | 247 | 2v6| asa | 282 | 213
only | yo37 | 300 | 402 | 116 32 43 75 | 246 | 285 | 4ata | 265 | 2tz
1938 | 308 | 386 89 30 a5 67 | 128 | 280 | 442 | 262 | 178
reas | 316 | 384 &9 28 23 50 | 122 | 210 | 228 | 204 | 147
1930 | 318 | a9 77 28 25 49 | 103 | 178 | 214 | 194 | 138
1947 | 260 | 379 & 28 22 45 82 | 188 tao| 192 | 135
1o42 { 217 | a36 66 24 20 32 &7 | 180 | 182 | 171 | 127
re4z | 196 | 319 57 22 22 36 87 | 146 | 172 | 174 | 118
roze 1,013 | €06 | 372 g0 | 211 | 208 | 382 | 534 | 550 | 612 |1,164.
1930 | 'sae | 626 | 380 80 . 219 578 | 602 | 611 | 1,366
1937 | 686 | 587 | 254 74 | 136 | 122 | 380 | 588 | 571 | &10 | 'B8a
1932 | 587 320 71 | 112 | 121 | 422 | 559 | 659} 595 | as2
2 1933 | 522 | 622 | 2065 65 | 119 | 118 | 408 | 529 | 633 | 560 | a8
All Com- 1934 531 €09 28 60 . 125 377 533 508 502 a7e
re35 | 663 | 617 | 266 68 o2 | 123 | 360 | 545 | 577 | 462 | 845
mercial | ;936 | 666 | 580 | 242 62 91 [ 157 | 350 | 544 | 827 | 4 813
banks 1937 542 | 235 &4 &1 166 520 | 489 | 408
193s | &ar 173 61 74 | 144 | 179 | 523 | 516 | 402 | 689
1939 28 513 149 56 45 ri:] 176 409 267 209 564
tog0 | 623 | 520 | 173 58 | 46 140 | 353 | 243 29 508
1947 | 540 172 59 43 6t | 115 | 370 287 | 506
1942 4 BOS 448 171 52 40 98 261 186 256 463
1943 | 484 | 422 | 174 a9 A7 50 B4 | 3095 | 200| 284 | 419
rozs | — — 13 6. 15 13 32 5 — 7 22
1930 | — — 12 7 13 14 20 8| — 9 22
ro3r | — - 11 8 13 15 35 al — 10 19
1932 —_ —_ 12 5 14 17 43 8 — 13 20
3. rosa | — - 14 5 15 20 33 26 | — 10 22
Postal rezs | — | — 15 5 17 22 33 19| — 13 24
asta 1935 | — — 15 5 14 23 32 21 | — 132 25
giro 1936 | - — 14 5 16 25 38 19| — 14 26
accouhnts 1937 — -_— 14 6 18 27 39 18 —_ 14 30
| 7938 — —_ 12 -] 18 28 25 17 — 16 28
ress | — - 12 7 16 28 22 2| — 15 26
1940 —_ —_ 12 T i5 30 33 14 10 4] 28
roar | — - 11 7 16 27 a5 22 13 20 30
1942 | — — 11 7 11 2t 28 17 21 30
1943 | — — - 7 11 27 27 20 19 22 28
re2e | 198 | 111 46 40 86 a0 | 885 | 306 557 | 110
o330 212 115 240 49 48 a6 34 591 346 556 111
rezr | 200 | 119 | 228 60 51 87 26 | 624 | 2347} B89 48
re32 | 203 | 125 | 334 &8 55 g7 58 | 637 | 417} &o1 81
4, 1933 | 198 | 130 | 345 72 60 | 108 33 | 569 | 4001 s63 ag
Savings | 1924 | 129 | 136 73 60 | 112 36 | 560 | 401 | 835 94
g 1935 | 190 | 143 | 342 76 54 | 127 37 559 | 404 | 450 | 100
bank 1936 | 174 | 138 | 318 67 54 | 139 37 | sa2| 385 | a3s 91
deposits | 7e37 | 176 | 137 | 313 66 62 | 128 a9 519 { 360 | 416 91
o3¢ | 169 | 148 | 244 58 61 | 122 24 ) 502t 397 | 408 82
reze | 167 | 146 | 203 a5 45 | 103 26 { 363 | 202 | 308 69
roe0 | 137 | 151 | 223 32 as 61 25 1 286 | 157 | 286 60
reqr | 106 | 153 | 222 28 26 43 21 277 | 122 | 269 60
1942 78 | 150 | 236 24 21 33 18 | 263 | 108 | 244 55
1943 66 | 155 | 228 24 21 39 18 | 219 | t24| 247 | a9
1929 |1,210 | 716 | 889 | 140 | 265 | 308 | 444 {1,094 | 855 [1,176 | 1,296
re30 1,158 | 740 | €11 | 136 | . - 329 | 472 {1,076 | 948 [1,176 | 1,519
1931 | '866 | 706 | 491 | 130 | 200 | 234 | 441 {1180 | 918 [1.208 | ‘@81
7032 | 790 | 775 | 666 | 144 | 181 | 235 | 494 [1204 |1,076 |17208 | 963
1933 | 720 | 752 | 654 | 142 | 194 | 244 | 474 [1,124 {1034 (17133 | S8a
5. re54 | 831 | 748 | 652 | 138 . 259 | 445 [1.113 1 '©99 1049 | 995
All ro35 | 853 | 759 | 823 | nae | 1860 | 272 | 420 [17125 | o981 | ‘965 | 970
deposits | 7936 | 840 | 718 [ 575 | 134 [ 161 | 313 | 425 [17306 | 912 [ aat
p 1937 | 820 | 679 | B62 | 138 | 170 | 320 | 431 |[1.066 | 540 | 839 | 220
733 | 807 | 673 | 430 | 125 | 153 | 294 | 227 1042 | 913 | 823 | 795
1930 | 785 | 650 | 365 | 108 | 106 | 209 | 223 | A4 | 469 | 627 | 658
19q0 | 760 | 671 | 409 o7 o8 | 156 | to7 | es3 | 411 | s88 | 598
ro47 | 646 | 658 | 405 95 85 | 131 }. 175 | 660 | 338 | 575 | 596
1042 | 583 | 599 | 418 B3 73 o8 | 144 | ea7 | 311 | 521 | 542
1943 | 630 | 577 | 411 80 79 | 115 | 120 | 547 | 344 | 523 | a9s
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" An interesting comparison may be made between the evolution of
note circulations and of the deposits held by the public with the
banking system. In the twelfth Arnual Report of this Bank (page 213)
attention was drawn to the almost universal decline of deposits with the big
commercial banks relatively to the note circulations in recent years.

As regards Continental Europe the inclusion of deposits with the postal
giro system gives a more complete picture, while recent increases in savings-
bank deposits (which in some countries have expanded as a result of the
loosening of «restrictions on the amount of individual deposits, etc.) make
it desirable to take account of this element also. A comprehensive table for
eleven countries is given on the opposite page, deposits of all kinds being
shown as a percentage of the note circulations.

The general trend of bank deposits has, of course, been upwards, but the
increase has bheen less marked than that of the note issues, with the result
that notes in circulation have everywhere gained in importance in relation to the
volume of deposits. The relative decline at the big commercial banks has
been least pronounced in the United Kingdom, where, from 1929 to 1943,
deposits at the '‘big five'' receded by about one-quarter in relation to the
note circulation; in the United States, France, Holland, Denmark, Finland and
Sweden, the corresponding recession was by about one-half; and in Germany,
Hungary and Switzerland it was hy three-quarters.

In some cases, deposits at the smaller commercial banks were relatively
more stable, the big banks in certain countries, e. g. Germany and Switzerland
in 1930-31, bheing particularly affected by oufward movements of funds, In
other countries, especially in Holland, the smaller banks showed a2 more rapid
contraction. Thus, the relative decline in all commercial-bank deposits
(including those of the big banks) was more or less severe than for the
big banks alone, according to the particular circumstances of each country.

Postal giro accounts (the importance of which was discussed in the
thirteenth Annual Report, pages 318-320) show a striking deviation from the
general trend; they have either declined relatively much less than deposits at
the commercial banks, as in Germany, Belgium and MHungary, or have even
grown in importance, as in France, Holland, Denmark, Sweden and Switzerland.
This latter increase in the postal giro as compared with the note issues implies,
of course, a still greater growth in relation to commercial-bank deposits.

Just as savings deposits are sometimes held at commercial banks, so
some commercial deposits may he made at savings banks, e.qg. the giro
accounts kept at such banks in Germany; and for various other reasons it is
appropriate to include savings deposits in a review of this character, Here
again a tendency fo decline relatively to the note circulation is evident, es-
pocially in recent years, there being two important exceptions: Germany (since
1939) and the United Kingdom (with a scarcely interrupted rise since 1929). In
France, Belgium and Holland* savings deposits appear small (although they are
as great as deposits at the big banks); and in the United States, savings

* The figure for Holland would be higher if statistice of the Bogrenlegnbanken were avafiable.
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deposits as such are of less relative importance; for Switzerland the low figures
-shown in the table are partly due to the fact that the canfonal banks have
been classified with the commercial banks. In Finland, savings-bank deposits
were somewhat higher than the note circulation at the end of 1943 and in the
United Kingdom they were one and a half times as high, notwithstanding the
popularity of the savings issues of the British Government,® the total of which
is about double the total savings deposits, In Denmark, Sweden and Germany,
savings deposits were more than twice as high as the note circulation; in
Germany, deposits at savings banks are, indeed, four times as high as deposits
at the five Grossbanken.

Taking all deposits together, the lang-term tendency to decline in
relation to the note circulations is manifest, The highest ratios are found
in "1929 or in the early ‘thirfies; the lowest are in every case in the most
recent years, a reflection of the more rapid rise in note circulations from the
beginning of the war. The relative decline in total deposits from their highest
level is more particularly brought out in the accompanying table.

' Everywhere the reduction in the propor-
Total deposits tional figures has been severe, with falls, in

as multiples of the general, of one-half or more. For 1943 the
note circulations. highest proportion of total deposits to note
circulation is found, rather surprisingly, in the
Country ,'333?;‘2 1943 United Kingdom, a fact connected with the
comparatively moderate expansion of the note
Switzorland . . . | 12 3 circulation in that country. Foreign funds have
Denmark . . .. | 12 5 ne longer much influence on the figures in the
United States . . 12 5 . .
Finfand . . . . . 11 3 table, except perhaps for Switzerland (which, for
oy nadom | 3 b years, has been to some extent ‘‘the savings bank
::ng:(?’ c g : of the Balkans™)}. Foreign deposits held in London
Belgium . . . . 3 % at commercial banks are, of course, included,
France ... - - A & but these would seem to be comparatively un-

important, since the great bulk of the funds
belonging to overseas countries are invested in government securities. On the
other hand, the clearing balances with the Deutsche Verrechnungskasse, which
constitute a special type of foreign deposit in Berlin, are not included, since
no tigures are currently published; at the end of 1943 some RM 26 milliard
was held in this way, a sum greater than the total deposits of the Berlin

Grossbanken. :

* L]
*

The expansion in note circulations, worid-wide in character since the
outbreak of the war, has in the most favourable cases (e.g. Switzerland and
the Argentine) led to. a doubling of the issues; in central and western Europe
{e.g. Germany and France) the expansion has bheen by five times; and, in
south and south-eastern Europe, by ten times or more (ltaly, Yugoslavia,
Bulgaria, etc.). And this expansion has been accompanied by a number of

* Non-marketable National Savings cerfificates, Defence bonds and Savings bonds, see {able, page 182,
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striking phenomena of a universal character: note circulations have gained in
importance compared with bank deposits; the composition of the note issues
has changed with the rise in the proportion of higher denominations; and
note circulations have expanded relatively to national incomes,

In all European and most overseas countries the volume of consumption
goods currently offered for sale has fallen, in some cases considerably, so
that the note circulations have increased, in relation to what can be bought
by the consumer to an even greater degree than is shown by the indexes
of monetary expansion. As a consequence of the surplus buying power, black
markets have arisen side by side with the rationed and price-controlled
supplies; these black markets are as a rule ‘illegal and in most countries
centinued efforts have heen made to suppress them. On the other hand, as
a direct consequence of scarcity, barter trade in used second-hand goods
has grown up in many European countries; even if at first declared illegal
(since they were thought to offend against the price-control regulations}, barter
trade transactions have generally proved to he inevitable, especially in such
exchangeable articles as children's shoes, and have, indeed, been officially
organised and controlled. In addition to such countries as Greece and Croatia,
where inflation took a firm hold, barter has become of great importance in
Germany. A barter market in second-hand goods was organised in Bremen
by the town authorities as early as July 1943; in a few months there was a
turnover of 250-300 deals a day, and barter centres have also been opened in
many other towns. A German periodical* says on this subject:

In barter proceedings the original value relations of the
goods are as a rule maintained, particulariy since the goods exchanged
are, for the most part, of an equal degree of scarcity and of the same
order of urgency in the scale of consumption requirements; moreover, in
barter transactions the accounting in terms of meoney is generally done
separately and at legal prices. The existence of a certain barter market
may, perhaps, even have the advantage of making the supply of goods
for the black market still less considerable. Above all, the barter market,
by the very fact that it does not distort price relations, places no strain
of any kind upon the future of the natlona[ econom?, it wilt d1sappear

even more quickly than the black market . Co

A further step towards the w:der dlstrlbutlon of the limited volume of
consumption goods was made near the end of 1944, when a number of
retailers in Germany, especially of such durable articles as electrical household
appliances, adopted, with official approval, the practice of hiring out their
wares instead of selling them. This applied to new as well as second-hand
goods and was due, not only to shoriages, but also to dlffrcultles experienced
in connection with repairs,

Another development away from a money economy has been the growth,
in most south-eastern Eurcpean countries, of payments in kind. To induce
the agricultural population to part with the foodstuffs they produce, premiums
have been officially paid, inter alia, in Bulgaria, Croatia and Serbia, in the form

. “Bankwirtséhaﬂ”. ist December 443 (and see also number of 1st February 1944).
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of consumption goods of an industrial nature; in some cases industrial firms
have been allowed to exchange their manufactures directly with the peasants
for foodstuffs, which were reserved for their personnel. Numerous other
examples of payments in kind are offered by south-eastern Europe, including
wages (in Greece) and taxes (in Croatia).

A further step in the same direction has been taken in those countries
where “‘Sachwerte” loans have been issued; such loans are an attempt to
guarantee for the subscriber the value of the currency he subscribes by adding
a '‘goods clause” to the contract. The most notable of such operations in
recent times has been a ‘‘wheat loan’ of the Hungarian Government, issued
in two tranches, in December 1943 and Fehbruary 1944, for a total of 10 million
quintals of wheat, the equivalent of Pengé 400 million, in 3 per cent. 25-year
bonds. The loan was actually denominated in quintals of wheat, but subscrip-
tions were received in cash at the rate of Pengé 40 per quintal, the current
official price at the time.* Interest was payable and the capital redeemable in
terms of wheat, with a guaranteed minimum price of Pengd 40, so that, if the
price of wheat rose, the valuation of interest and capital of the {oan increased
proportionately; it was hoped in this way to induce the public, especially the
agricultural sector, to subscribe to a government loan at long term. A few
other loans of a similar nature have been made, notably an issue by the Milan
municipality for Lit. 1,000 million in March 1944, of which one-haif of the
" interest was made payvable in electric current, at a fixed price.

In  connection with these developments, it should be remembered,
when the wheat loans of ancient Egypt and Babylon are referred to, that wheat
was the principal product of the Nile Valley and Mesopotamia and “‘the wheat
unit’’ was the monetary standard of those times. A real “Sachwerte’ loan intro-
duces some standard other than the national currency as a unit of account;
there were many examples in the inflation period after the last war, the best-
known being the German '‘rye loans™ in 1922, foliowed by loans denominated
in coal, potash, units of electricity and a number of other commodities.

None of these modern "devices has been able to claim any degree of

7 -success; in fact, they have tended to discredit the national currency, con-

fidence in which must be the foundatioh-stone of all ‘successful government
financing. Investors must feel sure that '‘money will keep its value”.
Speaking on 7th December 1944 at the National Savings Assembly in London
on the necessity to continue savings in the post-war. period of reconstruction,
the British Chancellor of the Exchequer dealt with this matter in the follow-
ing words: _

“*As Chancellor | have said that loans to the state will be honoured

without exception or qualification, and the Prime Minister has said that
it is the duty of the state to redeem its faith in an equal degree of value."

Confidence in the national currency and the orderly conduct of government
finances are, indeed, interdependent; the one cannot long exist without the other.

* The official ptice of wheat, which had been Pengd 20 per guintal in 193839 and 193940, was raised to
Pengd 30 in 1941-42 and 194243, and to Pengd 40 for 1943-44% and it was refained at this level for 1944-45,
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VHIl. CURRENT ACTIVITIES OF THE BANK.

- 1. OPERATIONS OF THE BANKING DEPARTMENT.

The balance sheet of the Bank as on 31st March 1944, examined and
found correct by the auditors, is reproduced in Annex | to the present Report.
It shows a total of 467.3 million Swiss gold francs (of 0.2603.... grammes
of fine gold) against 483.4 million on. 31st March 1943 and 476.6 million on
31st March 19342, As in earlier years, the method of conversion of the cur-
rencies. represented in the balance sheet is based on the U. S, Treasury's
official selling price for gold and on the exchange rates quoted for the various
currences against dollars on the date of the closing of the .Bank's accounts.
Such slight variations as have occurred in the resulting figures between
st March 1943 and 31st March 1944 have affected currencies whose influence
on the keeping of the Bank’s accounts is practically negligible. .

In its operations the Bank has continued to apply the principles of strict
neutrality adopted at the beginning of the war. As was to be expected, the
volume of business shows a further decline, the Bank's turnover having fallen
by ‘not quite one-third during the financial year under review. In contrast to the
preceding year, gold transactions, however, reached a slightly higher figure as
a result of certain exceptional circumstances explained below. .

The Bank has continued to follow economic and monetary developments
in the various countries with. the closest possible attention and has again
added to its practical experience of the machinery of wartime finance. Besides
its Annual Report, the Bank has published, as in the past, the fext of laws
and decrees regarding exchange restrictions and has produced compilations of
financial documents, which are always in great demand.

There has been a further appreciable increase in the already considerable
liquidity shown by the balance sheet. At the end of the financial year the
Bank’s assets in gold for its own account attained their absolute maximum and
represented neaily 20 per cent. of the balance-sheet total, ' '

During the first eleven months of the financial year under review, fluctua-
tions in the total of the Bank's monthly statement of account remained within
fairly narrow limits. From 483.4 million Swiss gold francs on 31st March 1943,
the total rose to 486.5 million on 30th June; from then until 28th February 1944
(485.2 million) it barely departed from that level — the lowest point reached
being 483.8 million, on 31st July; but at the end of the financial year it had
fallen to 467.3 million, owing to a decline in deposits expressed in a weight
of gold.

Beginning the financial year at 49.3 million Swiss gold francs, earmarked
gold, not -entered in the balance sheet, remained almost constantly above that
tevel. At the end of January 1944 it amounted to 54.5 million and finished the
year at that figure,
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A comparison of the principal items in the Bank's balance sheet on
31st March 1943 and on 31st March 1944 calls for the following observations:

A. Liabilities:

Apart from the reduction of the reserves from 21 million Swiss gold francs
to 19.6 million and fluctuations in the item ‘‘Miscellanecus' in consequence of
the appropriation for the payment of the dividend for the financial year 1942-43,
the only changes recorded. during the year affected the volume of shori-term
and sight deposits. '

Deposits of central banks for their own account began the financial
year at 15.2 million Swiss gold francs, of which rather less than 4 million
represented deposits for a term not exceeding three months., After slight
fluctuations, the' total of deposits of this category reached its maximum,
16.8 million, on 30th June, fell to 59 million on 31st October with the dis-
appearance of the time deposits, and stood at rather more than 7 million on
31st March 1944,

Deposits of central banks for account of third parties,émounting
to 1.3 million Swiss gold francs on 31st March 1943, remained more or less
stationary at that [evel throughout

8.1.S. — Liabilities. the financial year.
End of month, in millfans of Swiss gold francs,

Deposits of other de-
positors, almost exclusively sight
funds, likewise began the financiai
year at about 1.3 million Swiss gold
francs. After declining to just over
1 million on 30th June, they increased

& to 1.8 million on 30th November
\ y and stood at 1.6 million on 3ist

Slang ferm depasns March 1944.

\ . The fluctuations in gold de-
J posit accounts were more marked.

3 On 31st March 1943 these deposits

totalled 39.7 million Swiss gold francs,

\ ‘ including 0.9 million for a term not

exceeding three months. On 31st May
the total had faflen a fittle below 39 mil-
lion; on 31st October the maximum
for the year was reached with 50.6 mil-
lion; that level was more or less main-
tained until 31st Janhuary 1944, after
which the total fell to 48.8 million on
29th February and fo 29.6 million, the
minimum for the year, on 31st March,
when 0.3 million represented deposits
 for a term not exceeding three months.

475
ol
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Although there was only a slight reduction in the number of transfers in
settlement of international postal payments, the sum total of those transfers,
which pass through the gold deposit accounts, was appreciably lower than in
1942-43, the reason being that in that year certain operations had been for
relatively large amounts. The increasing difficulties experienced in arranging
gold operations naturally constitute a hindrance to the use of the gold deposit
accounts for the purposes which they have served in the past (transfer of cash
margins, seitlement of fractional balances, etc.). Thanks {o the advantages
which these accounts offer, however, they have continued to find favour with
the Bank's correspondents, being used whenever occasion has risen. On
31st March 1944 accounts of this kind in the Bank's books numbered 27,
against 268 on 31st March 1943,

The graph on the opposite page shows the movement of the principal
items on the liabilities side, month by month, during the financial year under
review.

B. Assets.

On the assets side, the Bank's metallic reserve has increased by the
equivalent of more than 43 million Swiss gold francs, while the total of easily
realisable assets in various currencies has fallen by more than 61 miilion, and
funds at longer term have remained at practically the same level as before,

The following table, showing figures on certain representative dates,
traces the movement of gold in bars and of the Bank’s own stock of gold
during the financial year:

Thus, during the first

Movement in gold holdings. : few months. of the financial
year, the total of gold in bars
remained more or less at

* the original level of just over
75 million Swiss gold francs,

Weight-of-gold| Bank's own

Gold In bars deposits stock of gold

End of month

in milllons of Swiss gotd francs

1943 March . . 75.1 {min.) 39.7 35.4

May .. .| 758 350 368 while commitments expressed
October. .| 8185 50,6 (max)| 308 (min){ | i
e ar | 1973 4 e in a weight of gold showed

1944 January. .| 137.0 (maxy| 505 074 rather a tendency to decline.
February .| 136.8 48,8 88.0 On 31st October, however,
March . .| 1183 29,6 (min.) a8.7 (max.) the increase in gold assets

_ . having failed to keep pace
with the growth of commitments, the Bank's own stock of gold registered the
minimum figure for the year, namely 30.9 million Swiss gold francs.

The large -increase in gold shown in December 1943 was due to the fact
that the Bank exercised its right to rediscount its investments on the Halian
market and to convert the proceeds into gold which, by virtue of an agreement
mentioned below, had been reserved for that purpose by the Banca d'ltalia. .
This gold was subsequently transferred to Switzerland under the prowsnons
of Article X of the Hague Agreement
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The Halian invesiments thus realised had been made during the early
years of the Bank's existence, at a time when the probable duration of the
operation could not be foreseen, With a view to ensuring and facilitating the
ultimate liquidation, it was agreed that the entire sum involved could, on
demand by the Bank for International Settlements, be realised in gold as
- indicated above. The fulfilment of this engagement under circumstances of
-~ exceptional difficulty has impressively confirmed the soundness of the Bank’s
policy in connection with this transaction.

The difficulties inevitably attending this whole operation in the abnormal
circumstance which prevailed were successfully overcome thanks to the efforts
made by the debtor and by such other competent authorities as were concerned
with the transfer of the gold.

The satisfactory carrying-out of an agreement of this kind, despite all
the wartime difficulties, bears striking witness to the fact that the Bank for
International Settlements, through ifs policy of strict neutrality, has been able
effectually to protect its own interests on various markets, and it also stands
as a confirmation of the international privileges covering the assets of the
Bank.

Finally, there is no need to underline the importance of this operatlon with
regard to the financial position of the Bank itself.

Withdrawals ‘from gofld sight deposit accounts in March 1944 led to a
roughly corresponding decline in the Bank's assets in har gold; the Bank's
own stock of gold, however, registered a further slight rise and attained its
maximum, 88.7 million Swiss gold francs, at the end of the financial year.

The cash held in ditfferent currencies stood at 28.7 million Swiss
gold francs on 31st March 1843. On 30th April the maximum for the year
was reached, namely 29.6 million. After fluctuating within fairly narrow
limits in April and May, the total declined progressively to 18 million on
30th September, rose again to 22.7 miilion on 30th November and from
then onwards fell continuously to 17.8 million, the minimum for the year, on
31st March 1944, : '

At the end of the financial year the aggregate amount of the Bank’s gold
and cash holdings was 136.1 million Swiss gold francs, against 103.8 million
a year earller and 75 million on 31st March 1942,

The fotal of sight funds invested at interest remained at approximately
the same. level from 31st March 1943 to 31st October, the figure on both dates
being 15.4 million Swiss gold francs. A temporary adjustment of the Bank's
cash margin brought the total of sight investments to 38.9 miilion on 30th November.
By 31st December it had fallen again to 7 million, and remained at that flgure\
till the end of the financial year.

On 31st March 1943 the rediscountable portfolio totalled 147.2 miilion
Swiss gold francs, comprising 119.3 million in bills and acceptances and
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B.Il. S. — Assets.

End of month, in millions of Swiss gold francs.

undry bills and investments|

SCommercial bills 8}
bankers accgptancgs

;§{

l'
A

27.9 million in Treasury bills. The
fotal rose gradually to 151.8 million
on 31st July, the proportion between
bills of exchange and Treasury bills
remaining more or less stable. After
standing at much the same leveil for -
three months, the portfolio déclined
to 126.2 million on 80th November
and 106.3 million on 31st December.
On 31st March it totalled 105.3 mil-
lion, of which 81.3 million represented
bills and acceptances and 24 mil-

“lion Treasury bills. Thus the hold-

ing of bills of exchange showed
the greater decline during the year,
namely 38 million, against a reduction
of only 3.9 million in Treasury bills.
In this connection reference may be
made to the substantial increase in
the Bank’s holdings of metallic gold,
mentioned above, that movement
being the . counterpart of the change
which has occurred in the portfolio,

Throughout the financial year,
time funds invested at interest
stood at practically the same lavel,
just over 21 million Swiss gold francs.

Sundry bills and investments showed no great fluctuations during
the year. The final figure, 197.5 million Swiss gold francs, was only once
exceeded and then by very little (197.7 million, - on 30th September); the
minimum for the year was 192.7 million, recorded on 31st July 1943,

The practical aspect of the Bank's liquidity position is shown in the

following table:

Liquidity position.

Balance sheet of: — 1943 1944

31st March | 31st March |

in: parcentages

Goldin bars , . . . ... 15,6 253
Cash, sight funds and
Time funds, sundry bilis

and investments, other
assets . . . 0. .. 44.8 46,8

rediscountable portfolio 39.65 27.9

Total . . . 006 100.0

It may be of interest to note
in this connection that on 31st
March 1944 the Bank’s holdings,
in Switzerland, of assets belonging
to it in Swiss francs and gold-

represented more than 20 per cent.

of the paid-up capital.

During the financial year under
review, in spite of difficulties arising
at times from the abundance of -
liguid funds on certain markets, the
investment of the Bank's resources
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presented no insuperable problem, thanks to the assistance of the central
banks. As mentioned in another section of the present Report, new regulations
have been introduced in the United States for the confrol of investment
of foreign funds. In accordance with. indications supplied by the American
monetary authoritles, the Bank has fulfilled the requisite formalities and followed
the certification procedure necessary to enable it to carry on its customary
operations on the American market under the new General Ruling No. 17,

The redemptions carried out during the financial year by the National
Bank of Hungary, under the arrangement concluded in 1940, led to a further
reduction by about 30 per cent, in the balance of its debt to the Bank for
International Seftlements still outstanding on 31st March 1943. Additional
capital repayments, of less impartance, have taken place on other markets.

Successful negotiations led to the transfer of outstanding interest, men-
tioned in the preceding Annual Report as an exception to the current settle-
ment of interest payments. Interest earned on other investment markets has
been regularly received, as before.

At the beginning of the present chapter it was mentioned that the volume
of gold operations had slightly increased during the year under review. It
should be noted, however, that the figure includes the conversion operation
referred to above. Apart from that item, gold transactions in the strict sense
of the term have actually failen off.

As already mentioned In earlier Reports, wartime conditions have had an
increasingly restrictive influence on the Bank's action to assist in the
financing of international trade; the extent to which the Bank has been
concerned with such transactions In the year under review has been very
small, lIsolated demands for accommodation seem; however, to point fo a
sustained interest in the procedure which has been devised for reciprocal trade
financing, and this procedure may, indeed, prove its use once again when
more normal cwcumstances return.

Along the lines mdlcated in previous Repbrts. the Bank has continued
to render assistance to International Red Cross organisations and to other
institutions of a recognised International character.

2. TRUSTEE AND AGENCY FUNCTIONS OF THE BANK,

During the year under review, there has been no change or development
in the Trustee and Agency functions of the Bank.
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3. NET PROFITS AND DISTRIBUTION,

It is for the present General Meeting fo consider the declaration of a
dividend. The net profit for the year, after making allowance for contingencies,
is 5,263,903.12 Swiss gold francs, the Swiss gold franc being as defined by
Article 5 of the Bank's Statutes, i. e, the equlvalent of 0.20032258 ... grammes
fine gold. This compares with a figure of 4,508,953.89 Swiss gold francs for
the thirteenth fiscal year. For the purpose of the Balance Sheet as at 31st March
1944, the foreign currency amounts of the assets and liabilities have been
converted into Swiss gold. francs on the basis of the quoted or official rates
of exchange for the respective currencies on that date, and all assets are
valued at or below market quotations, if any, or at or below cost.

After providing for the Legal Reserve that is required by Article 53 (a)
of the Statutes, to an amount equal to 5 per cenit. of the net profits, I e.
262,695.16 Swiss gold francs (1943; 225,447.69 Swiss gold francs), there remain
4,991,207.96 Swiss gold francs available towards the payment of a dividend.
This sum, together with the balance of 446.53 Swiss gold francs brought
forward from the thirteenth fiscal year, i.e. a total of 4,9% ,654.49 Swiss gold
francs, would enable the Bank to declare a dividend of 24,95 Swiss gold francs
a share (1943: 29.55 Swiss gold francs}, The amount required for this dividend
would be 4,990,000 Swiss gold francs, leaving 1,654.48 Swiss gold francs to be
carrled forward to the fifteenth fiscal year, and it is recommended that the
General Meeting should take the necessary resolutions to this effect. If these
proposals -be adopted, the Legal and General Reserves at the end of the
fourteenth fiscal year would amount to a total of 19,870,280.43 Swiss gold
francs.

it will be observed that, as was the case for the thirteenth fiscal year,
the amount available towards the payment of a dividend from the net profits
of the fiscal year to 31st March 1944 is not sufficient to pay the dlvidend of
6 per cent. to which reference is made in Article 53 (b) of the Statutes. This
dividend would have amounted to 37.50 Swiss gold francs a share for each of
the years in question, so that the total amount by which the dividend declared
at the last General Meeting and the dividend now proposed together fall short
of the 6 per cent. cumulative dividend is 20.50 Swiss gold francs a share.

The accounts of the Bank and its fourteenth Annual Balance Sheet have
been duly audited by Messrs Price, Waterhouse & Co., Zurich. The Balance
Sheet will be found in Annex |, as well as the certificate of the auditors to
the effect that they have obtained all the information and explanations they
have required and that in their opinion the Balance Sheet, together with the
notes thereon, is properly drawn up so as to exhiblt a true and correct view
of the state of the Bank's affairs according to the best of their information
and the explanations given to them and as shown by its books. The Profit
and Loss Account and the Appropriation Account are reproduced in Annex I,
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4, CHANGES IN THE BOARD OF DIRECTORS.

During the past year various changes have taken place in the composition
of the Board., On 1st October 1943, Mr H. Kano, upon his return to Japan,
retired from the Board after having served as a Director since June 1934 and
as a Vice-Chairman for a number of years. In his stead, the Governor of the
Bank of Japan appointed Mr K. Kitamura under Article 28 (2) of the Statutes
to be a member of the Board.

in February last the Board sustained a grievous loss by the death of
M. Alexandre Galopin, who for many years had been a Director and had also
served as a Vice-Chairman of the Board.

The retirement of Mr Montagu C. Norman on 18th April 1944 as Governor |
of the Bank of England brought to a close his long association with our
Institution. As one of the founders of the Bank Mr Norman attended the
meetings held in Rome in .February 1930 and served as an ex-officio member
of the Board from the time. of the inception of the Bank in May 1930. Lord
Catto was elected to succeed Mr Norman as Governor of the Bank of England
and thus became an ex-officio Director of the Bank for International Settlements.
Lord Catto reappointed Mr Cameron F. Cobbold to act as his Alternate.

The following changes among the ex-officio Directors have also taken
pface: in October M. Emmanuel Monick was nominated Governor of the Bank of
France and in the following month M. Maurice Frére was appointed Governor
of the National Bank of Belgium. M. Frére nominated M, Hubert Ansiaux as
his Alternate. A second Belgian Director has not yet been appointed.

_ A ist, in the usual form, of the members of the Board of Directors, in
office in December 1944, appears at the end of the present report.

In May information was received, with much regret, of the death of
Prof. A. Beneduce, a former Director and Vice-Chairman, who, at Baden-Baden
In 1929, had participated in the preparatory work of organising the Bank and
who had served on the Board as one of its original members until May 1939.

In March 1944, the Bank suffered a great loss by the death of its Legal
_Adviser,' Dr. F. Weiser. Since 1930 Dr. Weiser had taken a teading part in all
matters of a legal aspect concerning the Bank and the opinions he gave were
always of the greatest value,
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CONCLUSION.

The decisive factor in shaping the reconstruction policy after the
first world war was undoubtedly a desire to return as speedily as
possible to the conditions of 1914. Popular irritation at restrictions and
the wartime reduction in the standard of living made the '‘pre-war period",
with lts growth in wealth and welfare and the comparative securlty then
enjoyed, take on a kind of mystic radiance. In such a frame of mind an early
abolition of the specific wartime controls was a matter of course; this policy
may have imposed severe hardships in a number of cases, but it had also its
advantages: the field was quickly cleared of many  bureaucratic institutions
which, if they had been allowed to remain, might have delayed the process
of adjustment and placed formidable hindrances in the way of an expansion
of production and trade. Costs, prices and money rates were soon left '‘to
find their own ‘levels'’; in general, equilibrium was so far restored that a
profitable business could be worked up, with a chance for initiative and enter-
prise to make their contribution. Moreover, the restoration of the gold standard,
i.e. a system essentially international in character, implied a reaction — which,
as a rule, did not go unheeded — against national exclusiveness in monetary
and economlc matters.,

As a result of these various endeavours, world production and trade had
already regained the “pre-war’’ level by 1925, and had surpassed it by thirty per
cent. in 1929. Then came the great depression with falling prices and growing
unemployment, Downward adjustments of wages and other costs, lowering of
interest rates, oven increases in tariffs — methods which had been used In
the past to overcome a cyclical decline in business — no longer seemed
capable of bringing about, unaided, a change for the better; and in a desperate
mood people lost the belief ‘‘that things would right themselves'”. The
business world, threatened by heavy losses, and the workers, threatened by
unemployment, were both a prey to growing anxiety under the onslaught of
economic forces in face of which they felt helpless; and together they raised
a demand for greater “‘security”, to be attained by government measures.
The convulsions of the second world war have in many respects led to an
intensification of these demands and their extension info the sphere of
international economlics and politics.

The factors which were responsible for the depression of 1930-33 have
hardly as yet been fully elucidated, but the effect of this upheaval on economic
thinking has been unmistakably to strengthen belief in greater state inter-
vention. This does not mean, however, that people in general feel that they
can dispense with those powerful forces which are constituted by private
initiative and enterprise. Their hope Is rather that in a new state of affairs the
activity of private business may be supplemented by government
measures designed not only to ensure greater ‘‘social security”
but also to provide for a steady expansion in economic life,
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Neither of these twin purposes should be forgotten in concentration upon one
alone: measures adopted to atfain either should not be inconsistent with the
realisation of the other. Industrial and other organisations, In resorting fo self-
help for the “protection" of their own interests, frequently make arrangements
which tend to put a brake on economic advancement. This is the case when
business groups unduly limit their output and when labour unions cling to
restrictive practices incompatible with a rationalisation of production. There is
a similar danger inherent in state measures, when for the sake of security,
regulations are made which tend to impede the adjustment of business to
changing conditions; many examples of such regulations could be cited from
different fields (production, commerce, the labour market and housing). An
increase in tariffs may well give a temporary fillip to particular industries of
one country; but, by its Injurious effect on the trade of other nations, such
an increase may have pernicious results even for the country that made the
first move. International negotiations present a peculiar danger, in that the
delegates of any government are apt to regard a “'concession” in such matters
as tariffs, capital movements and immigration, or an adjustment of exchange
rates, as a "‘sacrifice”; it is easy for them to be blinded by considerations
of prestige to the fact that the change envisaged may well represent a most
appropriate line of policy from their own national point of view and not merely
a quid pro que in a hard-driven bargain. '

Attainment of economic expansion should go a long way towards calming
sectional fears and thus induce people to adopt a more helpful attitude with
regard to their own practices. Could a steady increase in production
be ensured, the solution of many problems would be facilitated in no mean
degree: unemployment would be less; real wages, i.e. the standard of living,
would be raised almost automatically; promotion would be quicker; and the
governments would - more easily find the resources from which to meet
increased social charges, as well as the cost of heavier debt service, greater
military establishments than before the war, subsidies to agriculture, etc. No
wonder the problems connected with ‘‘creation of wealth" have come to the
fore in a number of countries! As was to be expected, success in ralsing
production has been found to depend most of all upon the human element,
i.e. the spirit and capacity of all the different grades in trade and industry.
Not the [east perfinent aspect of the gquestion is whether the bhreaking of fresh
ground may not be considered more important than a defence of established
positions. To foster the dynamic forces and to furnish them .with a suitable
environment, the general monetary and economic policy must, of course, be
one adapted to that purpose, but policy is in the last analysis only a reflection
of the spirit which animates a pecple.

in an expansionist policy, financlal measures designed to sustain the
volume of purchasing power are an important element: there is certainly
much to learn as to the proper methods of adding to the money voiume
and of timing such additions; but the need for a more active policy in this
field is generally accepted. It seems to be widely realised, however, that too
much cannot he expected from monetary measures alone; in the immediate



- 33 -

post-war pertod there will presumably be no scarcity of money (as far as this
period is concerned, one of the main tasks may still be to withstand in-
flationary pressure instead of adding further to the money volume). In general,
an injection of new purchasing power through government spending is regarded
as an agreeable process, while most of the other measures which may be
required to get business going, e. g. cost adjustment, the shifting of productive
power from one branch of industry to another, or the liquidation of unsound
and obsolete concerns, are painful indeed but not less important than the
monetary intervention. Should recovery be checked by failure to make such
corrections as are necessary, capital and labour will both suffer. In hardly any
country does the return on capital exceed one-quarter of the total national
income; and, since the share paid to owners of capital is the most heavily
taxed, more than four-fifths of any net increase in the national product is
likely to represent remuneration for current work, with the major portion going
to industrial labour.

Societies built on private initiative and enterprise have been able, over long
periods, to secure a proper balance in the cost and price structure and have,
indeed, shown a highly developed power of adjustment, readily adapting
output to variations in demand and methods of production to advances in tech-
nique. Before 1914 the rate at which adjustments had to be made was, on the
whole, rather slow; though money wages were teduced from time to time, the
reductions were mostly on a limited scale and the underlying (leng-run) tendency
in the standard of living was everywhere upwards. It is offen said that the
flexibility of economic life was much diminished after 1914-18; but examination
will show that, in point of fact, the actual changes in prices and wages,
especlally in the years 1930-33, often went very far, exceeding what more
than one expert in these matters would have thought possible. Since the last
war, general conditions have unfortunately been so unstable and monetary
channels so obstructed that even very wide cost adjustments have not been
able to bring about a balanced position. But this does not mean that cost
adjustments are never of any use; in all such matters it is largely a ““question
of degree'”. While a business community cannot be expected to adjust itself
to a thirty or fifty per cent. fall in commodity prices, an adjustment of (say)
ten per cent. might not present undue difficuities; and such an adjustment,
when it forms part of a general anti-depression policy adopted in agreement.
with representatives of different economic groups, including labour, may well
hasten the recovery of business as well as permit the maintenance of more
stable exchange rates. Without steadiness, flexibility may be ihe cause of
wild gyrations; while steadiness without flexibility may easily degenerate into-
stagnation. Here, as elsewhere, man must seek harmony by a reconciliation
of opposing fendencies: business cannot be allowed to ride roughshod over
personal welfare; on the other hand, enterprise should not be swamped
by security. '
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BALANCE SHEET

{N SWISS GOLD FRANCS (UNITS OF 0.20032258.,,

ASSETS

_ %
~GOLD INBARS . . ... ........ _  118,272,065.34 |° 253

I-CASH :
On hand and on current account with Banks |- 17,796,309.94 3.8

HI—SIGHT FUNDS at intevest . . . . . ... 6,938,194.28 1.5

IV—REDISCOUNTABLE BILLS AND
ACCEPTANCES

1. Commercial Bills and Bankers' _

Acceptances . . . . . . ... .. ... 81,273,767.35 174

2. Treasury Bllls . ., .. ... ...... 24,065,808.19 5.2

105,339,575.54

V—TIME FUNDS at Interest

1. Not exceeding 3 months . . . . . . . . 21,061,634.50 4.5

2. Between 3 and 6 months . . . . . .. 5,680.95 0.0
21,067,315.45

VI-SUNDRY BILLS AND INVESTMENTS |
1. Treagury Bills . . . .. .....,.. 81,441,879.12 174
2. Railway, Postal AdmInistration and Other

Bills and Sundry Investments . . . . . 116,068,809.19 24.8
‘ 197,510,688.31

VIIFOTHER ASSETS . . . . . . . . . i e et i i e e e s 331.548.11 0.1

NOTE 1 — The Bank holds assets in gold at cach of the places whete gold deposits are
repayable and ip shott-term and sight funds in the same currencise as the
corresponding deposits, in all cases substantlally greater than the deposits
in guestion {ltems IV and V — Llabilitles).

he use of dollar assets and bar gold held In the U). 5. A. Is subject, under
wartime regulations, to U. 5. Treasury license, As regards assels held in
counttles whose currencies are subject fo exchange restrictions, the Govern-
ments concerned have, alther as signatories of the Hague Agreement of 1930
(Article X) or by special measures, declared the Bank to be immune *from
any disabilities and from any restrictive measures such as censorship, requi-
sition, seizure or confiscation, In ime of peace or war, reprisals, prohibition
or restriction of export of gold or currency and other similar interferences,
restrjctions or prohibitions™. Moreover, after providing for the German Governs
ment Deposit out of investments in Germany, neady 509% of the assets then
remaining are covered by special contracts guarantee ng their gold value.
The Bank's commitment in respect of the Annuity Trust Account Deposits
Is lgoft clearly established, but it is stated at s maximum amount in Swigs
gold francs. : .
For Balance Sheet purposes the currencg amounts of the assets and
liabllities have been converted into Swiss gotd francs on ithe basls of quoted
of official -rates of exchange for the respective currencies. .

NOTE [1 — Dividends declired prior to the date of the Balance Shest are less than
the 6 % cumulafive dividends lald down by Arficle 53 {b} of the Statutes by
Swiss gold francs 7.95 per shara or in total Swiss gold franca 1,580,000, 467,255,607.97 100.¢

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF THE BANK FOR iNTERNATIONAL SETTLEMENTS, BASLE.

In conformity with Article 52 of the Bank's Statufes, we have examined the books and accounts
ation and explanations we have required and that in our opinion the above Balance Sheet, together
Bank's affairs according to the best of our Information and the explanations given to us and as shown
currencies concerned. : :

ZURICH, April 27, 1944,



ANNEX |

AS AT MARCH 31, 1944

' GRAMMES FINE GOLD — ART. 5 OF THE STATUTES)

LIABILITIES
%
I—CAPITAL
Authorised and issued 200,000 shares, eac
of 2,500 Swiss gold francs. . . . . . . . . 500,000,000.—
of which 26% paidup . . . .. ... .. 125,000,000, — 26.8
II-RESERVES
1. Legal Reserve Fund . . . . . . . . .. 6,264,935.14
2, General Reserve Fund . . . . ., . . . . 13,342,650.13
19,607,585.27 4.2
il—LONG TERM DEPOSITS .
1. Annuity Trust Account Deposits . . . . 152,606,250, — 328
2. German Government Deposit . . . . . . 76,303,125, — 16.3
228,909,375.—
IV—SHORT TERM AND SIGHT DEPOSITS '
{various currencies)
1. Central Banks for their own account:
Slght . . . . . . .. 7,036,273.18 15
2. Central Banks for the account of others: :
Sight. . . ............. 1,273,478.17 0.3
3. Other depositors: :
{a) Not exceeding 3 months . . . . . . 24,421.34 o 0.0
) Sight . . .. ... ... ..., 1,550,426.40 0.3
1,574,847.74
V—SHORT TERM AND SIGHT DEPOSITS
{Gold) .
1. Not oxceeding 3 months . . . . . . .. 251,107.06 0.1
2.8ght., . ........ .. 0. 29,300,057.25 6.3
29,551,164.31
VI-MISCELLANEOQUS. . . .., .. ...... 49,048,624 .65 10.5
VII-SURPLUS . .
1. Brought forward from the financlal year
ended March 31,1943, . . . . . .. . 446.53
2. Profit for the financial year ended '
March 31, 1944 . . . . . . .. .. ... 5,253,903.12
i i 5,254,349.65 1.1
467,255,607.97 100.0

of the Bank for the financial year ending March 31, 1944, and we report that we have obtained all the inform-
with the Notes thereon, is properly drawn up so as to exhibit a true and correct view of the state of the
by the books of the Bank, as expressed in the above-described Swiss gold franc equivalents of the

PRICE, WATERHOUSE & Co.



PROFIT AND LOSS ACCOUNT
for the financial year ended March 31, 1944

Net Income from the use of the Bank’s capital and the deposits entrusted fo it,
after necessary allowance for contingencies . . . . . . . . . P .

Commission earned as Trustee {or Fiscal Agent to Trustees) for International Loans
Transferfees . . . . . . . . ... . o o e

Costs of Administration o

ANNEX 11

Swiss gold
francs

7,119,389.97

71,406.27
21.33

7,190,817.57

1,936,914.45

Board of Directors — fees and fravelling expenses . . . . . . 77,798.44
Executives and staff — salaries and fravelling expenses. . . . 1,475,192.18
Rent, insurance, heating, light and water . . . . . . . . . .. 93,975.63
Consumable office supplies, books, publications . . . . . - . 145,138.52
Telephone, telegraph and postage . . . . . . .. PRPEPEPR 32,169.34
Experis’ fees (Auditors, interpreters, ete.} . . . . . . . ... 11,046.10
Cantonal taxation . . . . . . . . . . . . . . P 35,421.50
Tax on French issue of Bank's shares . . . . . ... .. .. 26,091.91
Miscellaneous . ... . . . . .. A 40,080.83
NET PROFIT :—

APPROPRIATION ACCOUNT

NET PROFIT FOR THE FINANCIAL YEAR ENDED MARCH 31, 1944. . . . .
To the Leg_al Reserve Fund in accordance with Article 53 (a) of the Statutes,
— 5% of 5,263,803.12 . . . . . L L e e e e e e
Brought forward from the preceding financial year . . . . . . ... .. ..

Dividend of 24.95 Swiss gold francs per share, as recommended by the Board
of Directors to the Annual General Mesting called for May 22, 1944. . .

Carried forward . . . . . . . . . .. e e e e e e e e e e e e e e

5,253,803.12

5,253,903.12

£62,695.16

4,991,207.96
448.53

4,991,654.49

4,990,000.—
1,654.49
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Ernst Weber, Zurich =~ Chairman
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