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ERRATA:

Page 19, table ~ United States: Gross National Product and
its Disposal 1939-44,
instead of:
2. Private outlay for goods and services:
_... Capital formation . .

~ Consumption . . .

read:
Consumption . . . . 61.7 65.7 74.6 82.0 91.0 975
Capital formation . . 10,9 146 19.0 75 2.2 1.8

Page 20, paragraph 1, last line,

instead of:
{8th August 1945)

read:
(15th August 1945)

Page 152, lines & and 9,

instead of:
31st March 1944

read:
31st March 1945
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FIFTEENTH ANNUAL REPORT

announced at the

ANNUAL GENERAL MEETING ‘
_ of the
BANK FOR INTERNATIONAL SETTLEMENTS
' held at
Basle, 11th June 1945,

Gentlemen,

| have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the fifteenth financial year, beginning 1st April
1944 and ending 31st March 1945, The results of the year's business opera-
tions are set out in defail on page 147. The surplus for the year, after
~ provision for contingencies, amounts to 4,429,562.41 Swiss gold francs, The
Board of Directors decided that, having regard to the exceptional circumstances
at present existing, it is necessary fo make the maximum possible provision
for future contingencies and, consequently, they are unable, at this time, to invite
the Annual General Meeting ‘‘to make appropriations to Reserve and to Special
Funds; and to consider the declaration of a dividend and its amount” as
foreseen in Article 48 (b) of the Bank’s Statutes. The surplus of 4,429,562.41
' Swiss gold ‘francs has been transferred, . therefore, to a Special Suspense
Account 1944/45. At the end of the year the balance-sheet total was 458.7 mil-
lion Swiss gold francs, as compared with 467.3 million Swiss gold francs on
31st March 1944, ’ :

In the year under review the Bank for International Settlements con-
tinued to pursue the policies announced in its previous Reports. These have
enabled the Bank to retain the confidence of the institutions with which it
remains in close touch. '

* ®
’ *

The fourteenth Annual Report of the Bank for International Settlements,

which, as far as the Bank's own operations were concerned, covered the period
from 1st April 1943 to 31st March 1944, was released in the spring of 1945, i. e.
with a considerable delay. The delay, it should be explained, was solely due
to the fact that the monetary and economic review took longer than usual to
prepare, and for this there were two distinct reasons:

Firstly, in order to meet, as far as has been feasible, a universal
demand for information at a time when most other reports of a general
character were no longer issued, the monetary and economic review has
become much more comprehensive, '



Secondly, it has been much more difficult to collect the necessary
information and in particular to select the most significant data and check
thelr accuracy. Moreover, the task of commenting upon the tables and
the graphs, and, as far as possible, formulating some general principles,
has demanded much more work and care than would normally have been
the case,

The drawback inherent in delay has, however, been ofiset to some extent
by the fact that the fourteenth Annual Report, which refers to the business
activities of the Bank up to March 1944, contained, in its monetary and economic
review, material for the two years 1843 and 1944 — most statistical and other
data being brought up to the end of 1944.

With a view to returning as soon as possible to peacetime dates of publi-
cation, the Bank is now issuing its fifteenth Annual Report, containing a
review which seeks to give, within a relatively small space, a general picture
of the monetary and economic situation and, in addition, a statement on the
Bank's own operations together with 'a comparison between the chief items
of the Bank's balance sheets on 31st August 1939 and on 31st March 1945
(cf. page 153).

The war in Europe came to an end in May 1945 through the unconditional
“surrender of Germany, but a return to civilian life was not achieved all
at once. Apart from the fact that the war in the Pacific area continued to
gather momentum in the spring and summer of 1945, thus requiring increased
supplies and making heavy demands on the available tonnage, Europe was faced
with many tasks, including the collection and transport of prisoners, movement
of displaced persons, rearrangement of military formations and restaffing of iocal
and other administrations, all of which was time-absorbing. The tempo of such
demohilisations as could be allowed was thus affected by a shifting of the
war -effort from Europe .to the Far East, which complicated matters. And in
August 1945, when the Japanése Government accepted the terms of the Potsdam
Declaration, including the unconditional surrender of all the Japanese armed
forces, and the second world war was thus brought to an end, the measures
taken to redirect shipping did not at once alleviate the existing tension, but
shortage of tonnage remained a major difficulty, intensified by the need of
repatriating millions of soldiers over great distances.

It stould be remembered that, as'a_ rule, demobilisation presents greater
difficulties than mobilisation, since the conditions under which it will occur
are far less easy to predict, and each step must thus be adapted to the cir-
cumstances of the moment instead of following a carefully prepared plan. So
it happened that, for the first three or four months after the fighting, had
ceased, the movement of goods from one country to another in Europe was
well below even the low level attained dunng 1044,

But life did not stand stili: bridges were rehuilt, roads 'repa'ired. 'a_nd rail-
way services restarted; the first and foremost bottleneck which had to be
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overcome was clearly the breakdown of the communications system, In each

individual- country and area it was necessary to take stock of the supplies

in hand, present and future requirements, and the possibilities of meeting the
essential needs of the population. There were some general difficulties which
affected almost all countries, but there were also special problems in each
area; for the main legacy left by the war was not the same everywhere.

Legacies of the War in Individual Countries.

In the areas where actual warfare was waged material destruction
has been incomparably greater than in the last war. A considerable part of the
U.S.S.R. was ravaged first during the advance and then during the retreat
of the enemy. Though the loss of life has been very high, the population of
Russia is so huge that the country's strength in this respect will not long be
impaired by war casualties. The most obvious wound is the destruction of the
industrial areas west of the Volga., With hard work and the aid of enforced
saving, the Soviet Government succeeded in attaining a high rate of indus-
~ trialisation in the late 'twenties and in the ‘thirties; and at the same time
Russian agriculture was largely mechanised. For the reconstruction after this
war technical skill is available in a higher degree than a guarter of a century
" ago; but, for the equipping of new industries and rebuilding of old ones, a
large volume of savings is required. In the collective system applied by the
U.S.8.R. the need for “‘abstinence” or “‘saving’’ as a prerequisite for economic
progress is not questioned. The volume of savings required may, in Russia
as elsewhere, be obtained wholly within the country or partly from abroad,
as proceeds of credit operations and of reparation deliveries. From the time
of . the revolution in 1917 the Russian people have set their hearts on trans-
forming their country as quickly as possible inio a technically up-to-date
economy; how to restore conditions propitious for a renewed industrialisation
without too much pressure on the standard of living would seem to be the
main economic problem facing the U.S8.S.R. in the immediate post-war perlod.
-Past industrialisation is reflected in the growth of the urban population; in
1900 the inhabitants of towns represented less than 13 per cent. of the total
population, rising to 18 per cent. in 1914; after a setback to 15 per cent. in
1920, the -proportion reached 33 per cent. in 1939.

The countries with frontiers running from Finland to Greece show a great
variety of conditions, Three of them — Finland, Hungary and Roumania —
each agreed to pay $300 million within six years (i.e. $50 million a year) as
reparations to the U.S.S.R., the liability being defined in terms of specified
commodities.* ' '

®* The deliveries to the U.S.5.R. are valued at 1938 prices with certain additions, such as 10 per cent, for
forest products and 15 per cent. for other products in the case of the deliveries by Finland. Dellveries in
arrears are subject to a penalty imposilion of 5 per cent. per month, payable in kind. It should also be
mentioned that under the declaratien of the Potsdam Conference dated 2nd August 1945 the reparation
claims on Germany are partly to be met "“from appropriate German extérnal assets'’; and in this connection
the LLS.5.R. has a claim_on the German assets in Finland (as alse on Bulgaria, Hungary, Roumania and
Eastern Austria, cf. page 12).
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Of the three countries Finland has suffered the least material destruction
but has lost about 7 per cent. of its territory and 12 per cent. of its natural
resources, while it has to find occupation within its reduced area for some
480,000 persons from the ceded territories. Normally, 80-90 per cent. of Finnish
exports consist of forest products, i.e. of commodities in great demand on the
world markeis, After reparation deliveries (in all $100 million in forest products)
have been met from the still subnormal output, the remaining exportable sur-
plus will constitute Finland’s most valuable asset in its commercial relations
with other countries, several trade agreements having already been concluded,
e.g. with the U.8.8.R., the Unijted Kingdom, Sweden, Denmark, Iceland, etc.
After the armisfice, credits amounting to S.Kr. 230 million were obtained from
the Swedish Government; and further access to foreign credit markets is
being sought. In Qctober 1945 it was announced that the payment of Finnish
reparations to the U.S.S.R. would be spread over eight instead of six years,
by which the amount due would be reduced from $50 million to $37% million
a year. Finland's real national income ls estimated to have been about one-
guarter less in 1945 than in 1938, whereas the decline in the volume of pro-
duction of the export industries was by 60 per cent. (as shown in the graph
on the opposite page). ' '

Hungary, reduced once more to the frontiers of the Treaty of Trianon, is-
faced with considerable changes in its social and economic structure, especially
in the agricultural sector.- To meet the reparation liabilities and to provide
employment, as well as a decent standard of living, for a growing population, -
particular attention must be devoted to industrial activities. It is interesting
to note that in 1939, for the first time, the volume of industrial production
attained a higher value than the whole agricultural output. Great difficulties
are experienced in preventing inflation from causing chaotic conditions; by
the heginning of November 1845 Pengd 30,000 (instead of Pengd 5 as before
the war) were paid for one U.S. dollar in the open market.

In comparison with its 193¢ frontiers Roumania has lost one-fifth of its
territory and about the same percentage of its resources. The destruction
caused by actual warfare was in some districts considerable but a great part
of the country has escaped with only slight damage. With railways in not too
bad a condition, Roumania was the only Danubian country spared a general
transport chaos.* In the past Roumania’s chief exports were a limited number
of bulky products — wheat, oif and timber; and for a part of these products
a market will presumably have to be found again, in western Europe in addition
to the commerce with the U.S.8.R. — hence the importance for Roumania of a
general recovery in foreign trade. Unfortunately, the harvest in 1945 was much
below normal, being in- particular affected by the severe drought which in the
summer of that year afflicted large areas in the south and east of Europe
and alse parts of North Africa. in consideration of this calamity, the Soviet
Government agreed in September 1945 to deliver to Roumanla 150,000 tons of
wheat and the same quantity of maize, to be returned in. the years 1946 and

* In comparison it may be mentioned that, aceording to declarations by the Minlster of Commerce In Budapest, .
the Hungarian railways were In the summer of 1945 reduced to 1818 per cent. of their pre-war capacity: -
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1947, plus an addition counting as interest; under the same agreement, more-
over, Roumania’s reparation liabilities were somewhat reduced and various
steps were taken to increase the country’s stock of railway material, etc.

'Three other countries — Poland, Yugoslavia and Greece — have suffered
greatly through actual warfare, while Czechoslovakia and Bulgaria have been
less affected.

In Poland some industrial districts were able to resume their activities
with only slight interruption, if any. Changes in the national territory, the loss,
by premature death, of at least three million of the inhabitants, transfers of
ownership of property, as well as complefe disorganisation of most private
and public services, make reconstruction difficult; but though most of Warsaw
and some other cities has been destroyed the basic wealth of this largely
agricultural country is - still there unscathed. The first task has been a re-
equipment of national services and ‘a restoration of law and order; agricultural
reform is being carried through; agreements have been concluded with the
U.S.5.R., Sweden and some other countries for an exchange of commodities,
Poland undertaking, in particular, to deliver certain quantities of coal and coke.

Heavy loss of life has also been suffered in Yugoslavia along with much
material destruction; over 10 per cent of the 1939 population of about 16 million
have been killed; about one-fifth of the country’s 2.6 million houses have been
wholly or partially destroved. Yugoslavia possesses great mineral wealth, which
it is intended to bring under state ownership or control. One of the most
immediate tasks is obviously to achieve a political and economic reorganisation
with due allowance for the diversity in linguistic and social conditions in the
country — such a. reorganisation being one of the prerequisites for the
establishment of a sound credit basis,

Greece has, since ancient times, been relatively poor in natural resources
and has therefore had to make a living by such activities as commerce and
shipping. Unforfunately a restoration of monetary confidence after periods of
wild “inflation is no easy task; but an orderly resumption of foreign relations,
including transit trade, is of vital importance for the earning capacity and
consequently for the standard of living of the Greek population. Losses during
‘the war have been extensive; ships and houses constitute -the most |mportant
items among assets actually destroyed,

Bulgaria, in contrast to Greece, derives its main income from the land,
and this is cultivated by the peasants in a manner which has been relatively
unaffected by the war; nor is any great change resulting from the agrarian
reform since this touches only a relatively small proportion of the country’s
landowners.

Cze'choslo_vakia's losses during the war were partly due to the occu-
pation, but even more extensively to the suppression by Germany of the Slovak
rebellion and to actual fighting in the later stages of the war. Rallway tracks,
bridges and tunnels were largely destroyed all over Slovakia and in part of
Moravia; and in most parts of the country herds, for instance, have been
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reduced by 40 per cent. or more, The country is faced with problems arising
out of the changes in its political, social and national structure connected with

“transfers of population; and it cannot regain real prosperity without an active

foreign frade.

Austria, which again becomes a separate state with approximately the
same frontiers as under the Treaty of St Germain, suffered serious war
damage in the eastern part of the country, including Vienna itself, Separation
from other areas and large-scale interruption of industrial activity, together
with inflationary tendencies, brought economic life fo a low ebb, Gradually the
demarcation lines between the different zones of occupation have been made
less rigid and measures are being faken to restore a unified economy and
an orderly monetary system.

In ltaly, with its island territories, war was waged for two years, result-
ing in great - material destruction and disorganisation of essential services,
more especially as the country became divided into two areas separated by
the battle-front. According to different investigations, between 16 and 20 per
cent. of the country’s domestic wealth in private ownership was lost in
the war. Both in the rich plain of the north and.in the southern part, moreover,

the prolonged drought reduced the 1945 wheat crops by about one-third,

actual production being 4 to 4% million tons as compared with requirements
totalling 71% million tons. Densely populated [faly will, indeed, need sub-
stantial imports of foodstuffs in addition to supplies . from abroad of such
materials as coal (normally imported at the rate of 12 to 15 million tons a year),
cotton and wool for the textile industry, pulp for the manufacture of paper and
artificlal silk, as well as iron and other metals, A speedy reorganisation of

the means of .communi-

_ o ltaly: - cation and of foreign
Occupational Distribution of the Population. .40 is for ltaly, even

1911 . 1936 ) more 'thgn for other

Groups counfries, a necessary

| Numbers % Numbers % condition for return to

‘Agriculture . . . . .. 9,088,000 56 8,756,000 43 even a moderate level
Industry . . ...... 4,368,000 27 5,375,000 29 of welfare.

Commerce and : .

communications . . | 1,366,000 s | 2207000 12 Nearly one-half of the

Othars . . . .. .. .. - 1,851,000 9 2.,00?,000 17 ‘tanan popu'aﬂon is en-

Total employed . . | 16,371,000 | 100 |18345000| roo gag:ad n agrlcu-lture -

Total population . 34,681,000 | & |azesso00| @ a higher proportion than

in most of the coun-

('} Including the new 1errltorles Incorporaied after the flrst world war, H i
] ?';'“h 2 30{.-ul?ttlgn t:: }mof)ﬂln — loyed in 1911 and 43 t fries In Europe and the
ot cent. of the total population wera employed in an er cent. :
In Jose. pep ploy P Americas.

In Germany material destruction, continued for nearly one year after
the defeat in France, has obliterated large parts of the capital and other main
centres of industry and commerce, and the highly industrial regions of the
west have been particularly badly hit. Even so, not more than 30 per cent. of



O [,

the total industrial capacity would seem to have been lost through damage in
the war itself,” and this is of importance since industry proper (that is to say,
exciuding the ordinary handicrafts, repair shops, etc.) provided directly in the
past over one-fourth of the country’s total employment, fully one-half of the
national income and almost all the export products (including about 40 million
tons of coal a year). ' :

in- addition to the. reparations to be taken by the U.S.S.R. from its own
zone, the U.5.5.R. is to receive from the Western Zones a part of such
industrial capital equipment as is unnecessary for the German peace economy
and is to be removed from the Western Zones, viz. 10 per cent., without pay-
ment, and 15 per cent. in exchange for an equivalent value of food, coal,
potash, zinc, timber, clay products, petroleum products, and such other com-
modities as may be agreed upon, The amount of equipment thus to be re-
moved from the Western Zones on account of reparations must be determined
within six months from the date of the Potsdam Conference and the removals
themselves are fo be completed within a further two years.

It is only with exports of industrial products that Germany can pay for
its imporis of foodsfuffs and raw materials and provide for reparations, in
addition to those made available through the removal' of such industrial
capital equipment as is unnecessary for German peace economy and the
‘transfer of appropriate German assets abroad — both forms of contribution
representing capital assets, the total of which is necessarily limited. In the
restoration of financial order, an immediate task will be to balance domestic
financial accounts, including not only current expenditure for the country's
own public services but also the costs of the occupying forces and the

* There has also been great destruction of dwelling and other houges in practically all Germany's larger towns
and industrial centres, In additton, most of the mercantile marine was already lost during the war, while
the domestic transport system was almost wholly disarganised and could only be very gradually put into
working order again. in the agreement reached at the Potsdam Conference (published on 2nd August 1945)
on the *‘economlc principles 10 govern the treatment of Germany in the initial .control period®, the following
provisions were, inter alia, adopted:

“41, In order {6 eliminate Germany’s war pofential, the production of arms, ammunitlen and
fmplements of war, as wall as all types of aircraft and sea-golng shigs, shatl be prohibited and
prevented. Praduction of metals, chemicals, machinery and -other items that are directly necessary to
a war economy shall be rigidly controlled and restricted to Germany's -approved post-war peacetime
needs to meet the objectives stated in paragraph 15. - i

Productive capacity not needed for permilted production shall be removed in accordance with
the reparations plan recommended by the Allied Commission on reparations and approved by the
Governments concerned, or, if not removed, shall be destroyed. :

12, At the earfiest practicable date, the German economy shall be decentralised for the purpose
of eliminating the present excessive concentration of economic power as exemplifled in particular by
carfels, syndicates, trusts and other monopolistic arrangements.

13. In organising the German economy, Prfmary emphasis shall be glven to the development
of agriculture and peaceiul domesiic industries." .

In *'paragraph 15" it was, in particuiar, laid down that '“Allied controls shall be imposed upon
the German economy but only to the extent necessary:

a) to carry out programmes of industrial disarmament and demilitarisation of l:eparations, and
of approved exports and imports, o

(b? to assure the preduction and maintenance of goods and services required to mest the
negds of the occupylng forces and displaced persons in” Germany and essential to maintain in
Germany average living standards not exceeding the .average of. the standards of lving of European
countries, (European countries means all European countries excluding the United Kingdem and the
Union of Sovlet Sociallst Republics,) . i

(¢) to ensure in the manner delermined by the Control Council the equitable distribution of

tlal ¢ dities beh 1 the several zones $0 as to produceé a balanced economy throughout
Germany and reduce the need for Imports; .

: (d) to control German industry and all etonomic and financial infernational transactions,
including exports and imports, with the aim of preventing Germany from developing a war potential
and of achleving the other oblactives named herein; .

()} to contrel all German publlc or private aclenfiflc bodies, regearch and experimental Ingfltu-
tions, laboraiories, efc., connected wlth economic actlvities.” . .
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German Industries 1936: Employment, Qutput and Exports.

Groups of Industries Persons employed Net production Exports

Number % Million RM 2% Million RM %

. I, Minlng - Synthetic motor fuel,
fubricants, extracting of tar - lron
works - Non-ferrous metals indus-
try = Foundries = Iron and steel
manufacturing industry {heavy) -
Mechanical engineering - Steel
and iron construction — Motor
and cyele industry . ., . . .. 2,354,000 30 10,701 3! 2,203 48

. Electrical equipment industry -
Optical and precision instru-
ments - Manufacture of metallic
goods (lighty . . .. .. ...,. 614,000 &8 2,642 8 635 14

Chemilcal industry —
Applied chemisiry (painis, dye-

stuffs, linoleum ete) . . .. . . 271,000 3 2,276 7 624 13
IV. Taxtite Industry - - ' . :
. Clothing industry ., . . .. .. . 1,142,000 i4 3,584 L) 518 1
¥. Building industry etc. . . . . , . 1,220,000 i5 4,267 12 o 4D H
VELOthers . . oo v v s w v u v .. | 2349000 30 10,707 a1 602 13
Total for all In_dustrles Vo 7,850,000 | © ro0 34,186 100 4,618 oo
Total of persons employed . | 31,500,000% - . . . .
Total national Incomse. . . ., - '- 65,000 .
Tatal gxports e e e e e e . . . . 4,768

* Including about 1,300,000 in domestic service - but excluding about 1,500,000 unemployed. In 1835 about

- 8 million were emﬁloyed in agricullure, nearly 5 million in handicrafts, about 5% million in trade and com-
munications and about 224 million in rublic services. Providing, as it did, most of the means of exchange
for commerce, industry formed the basis for much of the Income earned by other groups and, in particular,
by thase engaged in frade and communications.

payment of reparations, whether-in-kind or not. Since sufficient public revenue
cannot be collected unless the economic activity of the country is resumed,

‘the' economic and financial aspects are closely linked together.

Though the damage suffered by France through intensive bombing and

“prolonged warfare has not, for the most part, been conspicuously great, an

official enquiry has shown that the losses due to the war and the occupa-
tion have been higher, both in lives and in terms of material wealth, than had
been generally expected. One reason is that this time the destruction was not
localised, as in the 1914-18 war.

The national product of France, which had shown an improvement in
1939 and during the early months of 1940, fell progressively in the course of
the occupation, until by 1944 it had been reduced to one-;ﬁglf of the 1938
figure, Consumption for civilian purposes also fell to about one-half of the
1938 volume; in spite of this marked contraction, however, the burden im-
‘posed by the occupation had to be met not only by postponing expenditure on
‘maintenance and repairs but also by loss of industrial equipment and depletion
of stocks, i.e. by a domestic disinvestment, the total value of which is estimated

‘at about Fr.fcs 500 milliard in 1938 purchasing power. With -the addition of
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France: Estimate of Losses due  Fr.ics 50 milliard on account of foreign
to the War and the Occupation. disinvestment and Fr.fcs 460 milliard

on account of actual destruction,
Values with the purchasing power of 1938 ‘f,'fmmanrf: total capital losses amount to around
' francs Fr.fcs 1,000 milliard in terms of 1938
purchasing power, corresponding to

Physical damage, i.e. property damaged

And [0St . oo b e 756 U. 8. $27 milliard* at the rate of $1 =
Budgetary expenditure for war . . . . . 205 Fr fCS 34.65.
Cost of Gerr_nan oecupation . . .. . . 319 )
Total . ., | 1,280 ‘The total in the table does not

: : include damage to persons. An eco-
Note: This tofal is equivalent fo U, S. $37 milliard.

In addition, there are losses not valued in money, nomic evaluation can, of course,’ never
such as loss of working-time as a result of the

c?utr'\‘tm's own was or ﬁ?,d’ later an, at the betost fully reflect the injury caused by loss

occupyin awer, u eportations, ete., f .
these losses being estimaied as cquvalent, i ai, Of life, wounds and under-nourishment.
to 16 million man-years. _ According to provisional estimates,
Moreover, losses of human life amounfed to
238,000 in the armed forces and 415,000 civilians — civilian .and military losses numbered

n all, 000,

about 650,000 dead, as compared
with about 1,400,000 in the 1914-18 war, but the difference would be less
marked if, on both cases, account were also taken of the reduced birth rates.
The combined effect of the two world wars and of immigration in the
interwar ‘period has been a fall in France's population from 41.5 million in

the autumn of 1939 to 40.1 million in the summer of 1945,

In order to regain a degree of productivity sufficient to ensure satisfactory
progress in the task of reconstruction, along with a gradual improvement in the
standard of living, France, like many other countries, will need raw materials
and equipment from abroad and will, in addifion, have to make a determined
effort, by scrapping all out-of-date methods in agriculture and industry, to
attain a rational employment of the country's productive forces, with special
aftention to the international division of labour. Members of the French
Government have repeatedly stressed the importance for France of participating
more actively in international trade and of renouncing the many forms of
economic malthusianism — a development which presupposes a sufficient
economic and monetary equilibrium, both internally and in relation to other
countries, : :

The United Kingdom has lost fewer lives than during the first world
war — up to June 1945 some 429,000 killed or dead of wounds or injuries
(including civilians in the mercantile marine and victims of bombardments), as
compared with 812,000 in 1914-18. Moreover, the birth rate actually took an
upward course in 1942, War damage to properly on land, as a result of the
war against the European Axis powers, is estimated at about £860 million and
to ships (including cargoes) at about £430 million, all in terms of 1938 prices,

* While the United States, as shown on page 19, covered its war expenditure wholly by an increase in the
votume of production and the United Kingdom did so partly by an increase in preduction and partly by a
reduction in congumption, together with drafts on foreign Investments and am accumulation of overseas
liabilities {cf. next pags), France, In spite of a sharp curiail t in con ption, - had to make serious
inrpads on its domestic capital assets. The reconstruction of the country's industrial eciu?ment, the
rebuilding of houses, repairs and the replenishment ¢f stocks will oecasion an increase in Indebtedness,
.partly on foreign account, which will represent, so to say, a kind of delayed foreign disinvestment.
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over 4 million houses ﬁéve been damaged, of which more than 200,000___have
been destroyed, or damaged beyond repair. As long as the war lasted, the
general resources of the nation were unstintingly devoted to its prosecution,
as shown in the following table.

United Kingdom: Gross National Product and its Disposal 1938-1944.

: : 1944
"
For calondar years 1938 1939 1940 1941 1942 1943 1944 ;r;un‘l‘f:ﬁ
in milliang of £
Gross Natlonal Product
at market value. . . . . . | 5682 6,107 7.224. | 8,440 9,237 9,840 | 10,069 | 65,950
Add:
net borrowing from, ot
sale of assets and financial
c¢laims to, overseas {i.e. ’
forelgn disinvestment) . . 70 250 796 795 666 684} 655 454
Total resources . ... | 5752 6,357 8020 | 9244 9,903 | 10524 | 10,724 | 74447
Disposed of as follows:
1. OQutlay on goods and
services by public au-
thorlties for:®
(war ... .... ..|. 358 795 2,575 3,700 | 4,062 4,647 4,678 | 3,400
(ii) civilian purposes 691 - 676 614 G611 621 608 [=e. 440
Total government ouﬂay 1,049 1,471 3,189 4,31 1 4,683 5,256 5,284 3,840
2. Private outlay on goods
and services:
(i} personal con-
sumption. . .. . | 4,153 4,264 4,423 4,633 4,909 4,987 5218 { 3450
(ii} capital formation 550 622 408 300 311 T8 224 154
Total private outlay . . | 4,703 4,806 4,83 4,933 5,220 5,268 5,440 | 3,604
Total outlay. ... . . .. 5,752 6,357 | 8,020 9,244 9903 | 10,524 | 10,724 | 7,44¢

* The outlay "on goods and services” excludes all transfer items such as interest on the national debt and
old-age pensiona, : , - .

MNote: The gross national product includes the '“sums allowed for depreciation and maintenance” {estimated
at £440 million in 1938 and af £475 million in each of the years 1941 to 1944}, that is to say thé sums which
would have to be set aslde if the national caril;al wara to be fully maintained; when, as in wartime, this is
not the case, the said sums become available for current spending. The outlay, on the other hand, includes
grass capital formation.

Figures are given in the last column showing the amounts for 1944 in *1938 pounds’ according to
calculations by “The Economist” (in ihe number for Sth Ma¥ 1945), The index numbers used, 1o allow for
the rise In prices from 1938 to 1944, are as follows (1938 = 100):

: Current government expendlture  137%4

Consumption expenditure 151
Capital items 145

The results are that the gross national product was increased by 23 per cent. between 1938 and 1844
while privale consumption fell by 16 per cent. Sovernment war expenditure rose nearly ten limes ag compared
with the peacetime leval, while civilian eoifipendltuta was compressed by 36 per cent.; private capltal formation
{gross) works out at less than a third what it was in 1938 and drafts on overseas assets were more than
slx times as high {in every case in terms of stable prices).

As shown in the table, overseas assets have been utilised at the fairly
stable rate of around £700 million a year. This employment includes the sale
of British foreign investments and net overseas borrowing (from India, the
Dominions and Allied as well as neutral countries) but not the amounts
obtained under mutual aid from Canada or lend-lease from the United States.
In his report to Congress covering the period from March 1941 to March 1945,
the President of the United States said that for the year ending 30th June 1944
the U. S.- shipments to the United Kingdom represented the approximate
equivalent of the annual labour of 1,820,000 British workers; and he added that
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“without the supplies delivered under lend-lease, the United Kingdom, in order
to keep its fighting forces equipped by increasing the manpower in the war-
production lines and in the production of export goods to pay for raw materials
and other supplies needed for the war economy, would have been forced to
reduce the size of its armed forces by almost one-fifth or by 910,000 men’'.

_ A White Paper was issued in London on 6th December 1945 in connec-
tion with the conclusion of the Anglo-American negotiations regarding a line
of credit of $3,750 million to the United Kingdom together with the arrangement
for a further amount of about $650 million in final settlement of lend-lease,
mutual aid and all other claims of one government against the other, arising
out of the war. The total foreign disinvestment of the United Kingdom from
the beginning of September 1939 to the end of June 1945 was given as
£4.198 million, of which £2,879 million represented a net increase in external
liabilities, while £1,118 million represented funds obtained from realisation of
-external capital assets and £152 million a decrease in the British reserves of
gold and U.S. dollars, the nature of the remainder — £49 million — -being
unspecified. (It is officially stated, however, that the total given for the dis-
investment must probably be regarded as an under-estimate.) These are not,
of course, final figures for the whole war period, since even .after the end of
June the accumulation of external liabilities continued.® In the end, it may be
found more difficult to reconstitute foreign investments than to repair damage
to property at home. To be able to maintain imports and consequently the
standard of living, at a high level, the United Kingdom must seek to establish
conditions conducive to a general recovery in ifts export trade. An increase
of 50 per cent. over pre-war exports has generally been given as the figure
necessary to pay for the pre-war volume of imports (allowing for decline in
other sources- of external earnings): but it was pointed out in the White
Paper that the actual figure necessary to maintain equilibrium may. be nearer
75 per cent. ' ' :

~ Eire has remained neutral, but a considerable number of the country’s
“citizens have either joined the British armed forces or worked in British war
industries — the all-in-all total probably aftaining 250,000. Through surplus
exports and other credit items of the balance of payments Eire has added
to its sterling holdings and seems to have become (with the possible ex-
ception of Switzerland) the world's largest creditor country in proportion to
its population. .

* According to a stalement by the Chancellor of the Exche&uer on 21st Aggust 1945, “Brifain's external
financial obligations" ded £3,500 miflion. To arrive at the wartime increage, the total of these obliga-
tions, almost all In the form of sterling balances, has to be raduced by the amount already exigting In 1938
— the White Paper issued in December 1845 puts the net gold and U. S. dollar reserves on 31st August 1939
at £605 million, the estimate includ_in? rivate holdings of gofd and dollars subsequently requisitioned. In the
“Stallstles relating to the War Effort of the United Kingdom®', published in November 1944, the net sale of overseas
assels was given as £1,065 million and the Increase in overseas liabifiies as £2,300 milllon for the period
September 1939 to June 1044, [t may also be mentioned that in the budget speech on 2dth Aprit 1945 the
then Chancellor of the Exchequer said that, "including the expenditure on clearing up arrears and on de-
mobilisation'”, the total of British liabilitles to overseas countries “is likely to reach at least £4,000 mllllon
before we are finlshad" (cf. pages 85 and 86). .

. The total of the war damage to propérty in the war against the European Axis powers, together with
the overspas disinvestment, amounted In the summer of 1945 to about £6,000 million. 1t has further been
estimated that the loss In working-time suffered on account of service in the armed forces and In the manu-
facture of munitions corresponds to 40 million man-years as far as the United Kingdom is conterned, and
another 134 million for the colonies — this being afso limited to the war agalnst the European Axis paowers.
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.Belgium, Norway and Denmark, during the closing stages of the war,
suffered less damage than had-at one time heen feared; but the total losses
sustained still add up to high figures. And Holland fared much worse in the
end than the others, -

As regards war damage suffered by Belgium, the following p'rovisional esti-
mates, emanating from the Ministry of Finance, became available in September 1945:

- Belgium: Estimate of Losses In terms of 1939 francs,
due to the War and the Occupation. the total losses may be
estimated at 125-150 mil
Categories in millierds of B.fce liard and, in 1945 francs,
of 194045 | of 1839 | ftotal - at 225-260 milliard, These
Hum.a_n losses - « o . o . ... ) ) (uat vboot) losses correspond for the
Military materiai, equipmentand : most part to a reduction in

" installations . , . . . . . " '
HoldtngsofRerchskredltkasseu- current consumptlon year
scheine and German currency 4.2 . 4.2 by year, capital losses being

. te - d simi . S oaape .
Covpomsaspefon andsimiar) - oan | . | 731 | estimated at 52.5 hilliard in
Greditor balance in the clearing | 627 . 62.7 1939 francs (30 milliard in
o Requisitions not covered by the :
S| Torevious items s b v a i a s o 5.0 5.0 the form of war damage to
" War damage property and 22,5 milliard in
i O JSRSR . .

e propay (el 2291 238 the form of exhaustion of
Various losses {8 . . .. ... . 20,0 20,0 stocks etc.). In relation to
' Total . . .| 140.0 88.0 195.0 - the national wealth and the

" él;gsthgg e?ltlimadie reduces the war damage to private property to national income, the war
) milliar

() Omitting maintenance and renewal of bulldings, means of communi- damage would seem to have
catlon, etc.; exhaustion of soil and of stocks of cattle; lose of peen of the same order of

other stocks, efc. E
: magnitude in this war as in
the 191418 war. The port of Antwerp has suffered comparatively slight damage.
Owing to the compactness of the country it proved possible to restore the

network of communications and rebuild an administrative system fairly quickly.

Holland: Estimate of Losses Helland’s total war
due to the War and the Occupation. damage has been estimated
at a preliminary figure of

In milliards | In milliards rys P
Categorles of of 26.7 milliard floring in ferms
floring® | U.S.dollars®]  of thg 1938 price level. This
Materlal toss of the national wealth . . 14 63 | figure includes actual dam-
Damaga owlng to Joss of productlen, . 40 22 ' ‘Bro fines and

Loss owing to transfers to Germany of ) ) age to P perty. !
part of the praduction . . . ... .. 6.0 33 nacessary replacements of

Damags owing to loss of production and H
still to be suffered after 7th May 1845 4.3 2.3 obsole?‘.e eql.upment and
dwindling stocks, and also
Totafl . . . 25,7 14.1

the amount of Dutch pro-

*In florlns and dollats with the purchasing power of 1838, duction which, during _ the
Gl WA bz].:hz:?:'s:msg’:’::ﬁa:;fz::::‘;? e s oo el
tions, another 6 per cent. was reﬁdered unfit for immediate use. the difference between actual
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production and a *‘normal production level”. Of the national wealth, which for
1st September 1939 was estimated at Fl. 35 milliard, about one-third is considered
to have been lost during the war. The number of livestock had, by 1945, been
reduced to nearly one-half the 1940 figure, a fall which precludes any immediate
export of dairy produce. In the last week of August 1945, the first shipment
of export goods (bulbs for the United States) left Holland.

Denmark, having suffered a reduction of about 6 per cent. in its cattle
(though somewhat more in other lines of livestock) was able to resume
exports of agricultural products shortly after the liberation., The major part of
the burden imposed by the occupation, estimated at over D.Kr. 9 milliard, was
met at the time, by a current decline in consumption; but there remains the
cost of repairing damaged property, rebuilding destroyed houses, replenishing
stocks, etc. and also the cost of indemnities to victims of the occupation.

Norway has been exposed to more serious damage, which has been
estimated at a tofal of N.Kr. 21 milliard, including the cost of the occupation
forces and the loss of 3.8 million tons (ocean shipping and coastwise shipping),
this being almost exactly one-half of the pre-war mercantile marine, the recon-
stitution of which will be one of Norway's primary peace tasks.

The two neutral countries Sweden and Switzeriand have suffered
comparatively little damage to property, although Sweden has, for instance,
lost about 1 million tons of shipping. In these two countries the average
standard of living never fell by more than 15 per cent. during the war;
considering the shrinkage of the foreign trade of the two countries to less
than half, it seems almost a miracle that their supplies of raw materials and
consumption goods could be kept up as well as they have been, largely from
the countries’ own resources. One important lesson, however, has been that
a reduction in imports of animal feeding stuffs alters the character of a
country's agricultural production and thus causes a decline in the supply of
fats, which, as time goes on, even begins to affect capacity for work in all
grades of the population. Both Sweden and Switzerland added to their
monetary reserves during the war; at the same time, they have received
relatively large numbers of refugees; and, as an aid to reconstruction, they
have placed gifts and credits, forming substantial totals, at the disposal of
other countries (the amount granted or under consideration being S.Kr. 2 milliard
in the case of Sweden.) '

In the Iberian Peninsula, Portugal has heen able to add considerably
to its monetary reserves as a result of keen demand at high prices for its
own export products and those of its colonies. Although the public finances
have been in good order, the export surplus has been accompanied by a
marked monetary expansion and sharp increases in living costs, which necessitate
the raising of wages and affect the economic equilibrium with foreign countries.

Spain has for two years suffered from subnormal rainfall, which, apart
from its effect on the crops, has considerably re_“duced the output of electric
current, The repercussions of the inflation engendered by the civil war and
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subsequent heavy government expenditure still make it difficult to attain a
real balance of foreign account, even if price rises elsewhere have narrowed
the margin of disequilibrium between the Spanish and other economies.
In 1944 the weight of the country's foreign trade was less than half of what
it had been in 1933-35 (before the civil war). In 1944 the United Kingdom
and the United States were the most important trade partners, instead of
Germany as previously, - ' '

Qutside Europe, no extensive war damage to property has occurred
except in the Far East. It is a remarkable fact that in the United States
the war effort required of the natien — corresponding in terms of Federal
expenditure to a sum of over $280 milliard from December 1941 to the end of
hostilities in August 1945* — has been covered in full by an increase in pro-
duction above the pre-war level, as shown by the following figures.

N

United States: Gross National Product and its Disposal 1939-44,

1939 1940 1941 ‘1942 1943 1944

in milllards of dollars

Gross Mational Product .., .| 886 | 970 | 1196 152,1 196,85 198.7

Dispossd of as follows:
1. Govtoutlayforgoodsandservices: '
Federal war expendlture . . . . 1.4 2.7 128 50.3 81.3 B86.4

Fedaral non-war expenditure . . &.5 6.1 5.4 5.0 4.9 5.6
State and local expenditure, . .’ 8.1 7.9 7.8 7.3 74 T.4

Total Government outlay . . . 160 16.7 28.0 62.6 ' 933 99.4

2. Private outlay for goods and
gorvices:

" Capitat formation . . . . .., . 61.7 65.7 74.6 §2.0 91.0 o97.5
Consumption . ...+ .. 10,9 14.6 19.0 7.5 2.2 1.8
Total private outlay., . . . . . 72.6 - 80.3 93.6 89.5 93,2 99.3
Total cutlay, ., . .. ...... 88.6 o7.0 11956 152.1 186.5 198.7

- The increase in the gross national product is, of course, influenced by
the rise in prices, but it has been estimated that in terms of a stable price
level the gross national product increased by fully 75 per cent. Thanks to this
achievement, private consumption needs could be more than fully met, which
meant that a cut in the supplies of durable consumers' goods (automobiles,
etc.) was more than counterbalanced by increased supplies of other consumers’
goods (food, clothing, etc.). The war expenditure includes the lend-lease
shipments of the United States, totalling $42 milliard, an amount equal to
about 15 per cent. of the country’s total war expenditure, while reverse lend-
lease is valued at $7 milliard, For the period 1942 t6 1944 about three-quarters
of total U.S. exports were made on lend-lease account, with the resuit that
the trade balance for this period as a whole registered a commercial import
surplus. To meet the cash payments thus necessitated and to defray various war

* Of the total war expenditure up to the end of hostilities in August 1945 some $170 milliard are regarded
as altocable to the war against Germany. It is further estimated that the working-time lost threugh service
in the armed %orces and the manufacture of munitions, as far as the war apainst Germany Is concerned,
comes o 41,5 million man-years.



expenses in foreign parts, the accumulated gold stock was drawn upon to the
extent of $2.6 milliard (to the end of June 1945), This took about one-third
of the gold which had been gained between the end of 1938 and the end of
1941, when other countries made large payments fo the American market,

At home, the amount of money in circulation rose frem $7 milliard in the
summer of '193_9 to $27 miliard in the summer of 1945 and, at the same time,
bank deposits increased from $55 milliard to $137 milliard, while the Federal
Reserve Bulletin has calculated that the liquid asset holdings of individuals
and businesses rose from $66 milliard in December 1939 to $194 milliard in
December 1944. Of this large amount of actual and potential purchasing power
thus placed in the hands of the public, a part, at least, will presumably be
translated into an impatient demand, especially for clothes and certain more
durable goods {automobiles, refrigerators, etc.), now that the war is over. Such
a demand, providing an outlet when civilian production recovers, may make it
easier to attain a balance in the cost and price structure and thus aid in the
process of reconversion, which is estimated to affect about 6% million, or about
12. per cent. of all the workers employed in the spring of 1945 (including those
in government service), while an additional 9 million are due for release from
the American armed forces between VJ-Day (8th August 1945) and July 1946,

Similar problems are found in Canada, although in that country
20 per cent. of the national income is derived from agricufture, as compared
with only @ per cent. in the United States. Industrialisation has proceeded at
a rapid pace all through the war years; Canada is now the fifth industrial
country in the world, after having been aimost without any industry in 1913 —
a fact which shows. how quickly new enterprises can be launched in our time,
given certain favourable conditions, such as technical and financial ability,
an adequate number of workers anxious to be trained, supplies of raw materials
at reasonable prices, and well-to-do customers to buy what is produced, Thanks
to an adequate supply of at least the necessities of life, Canadian price control
has proved successful in limiting the wartime increase in the cost of living to
about 20 per cent. Total war expenditure in 1939-45 amounted to Can. $18.2 mil-
liard, of which some Can.$4.5 milliard was for mutual aid and other help to
the United Nations. About one-half of the cost of the war was met.by borrow-
ing, the increase in the national debt being al internal. Indeed, Canada’s
external indebtedness was actually reduced by as much as Can.$1.5 milliard
during the war period.

Among the other British Dominions,” Australia and New Zealand have
heen closest to the actual war zone, being this time more immediately affected
by the world crisis than a quarter of a century ago. Expotfs from these two
countries have largely been in the form of direct shipments to the military and
naval formations, while imports have been difficult to obtain. In both countries
the imposition of strict control measures has kept the movement of prices and
wages well in hand. The lesson which the war has brought home most
strongly would seem to be a realisation of the politically dangerous position of
‘a sparse population in a vast territory with great economic. potentialities.
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It has been estimated that New Zealand can give its population the
pre-war generous diet with the employment of only 8.6 per cent. of its labour
force, while the export of foodstuffs requires another 14.2 per cent, and the
production of industriat materials, such as wool, hides, etc., 4.9 per cent.,
making a total of nearly 28 per cent. of the working population.® Ausfralia,
also an exporter of foodstuffs, employs only one persen in five on the land
and, with 1.3 million in Sydney and 1 million in Melbourne out of a total popu-
lation of 7.4 million, is actually the most urbanised country in the world,
followed, incidentally, in this respect, by Great Britain second, New Zealand
third, Austria fourth (on account of Vienna) and the United States fifth.

Scouth Africa has benefited by the increase in the sterling price of gold
from about 148s. 5d. to 168s. at the beginning of the war, especially since the
output of gold reached a racord figure in 1941, from which the subsequent
decline has only heen at the rate of about 15 per cent. The counfry has

Gold Price in London and the United States.
{Monthly average prices for sne ounce of fine gold until August 1939)
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covered a greater percentage of its war expenditure by current revenue than
any of the other active beliigerents and has utilised its substantial surplus
in the balance of payments to repatriate the government's entire sterling debt,
as well as a considerable part of the private sterling debt, and even to
repurchase other sterling securities. Steps have been taken 1o develop a
variety of industries in an attempt fo make the country less one-sidedly
dependent on gold production. :

A more substantial improvement on foreign account has been realised by
India than by any other country in the world. Some 300 million of India's
sterling debts have been repaid or repatriated and, in addition, the monetary

* Estimate by Celin Clark in "“The Condifions of Economic Progress® {London, 1940) page 252,
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sterling reserves have risen by over £1000 million, turning India into a net
creditor country, This abrupt change in the external position has been mainly
due to payments by the British Government to meet the cost of defence
against threatened invasion. '

During the war, the industrialisation of lndia made further -'brogress,
especially in the armament sector, but it is hoped that the newly established
or expanded enterprises will be speedily converted to peacetime production,
While the increase by about 50 million, shown by the census of 1941 to have
occurred in the Indian population since the census of 1931, is very likely
somewhat exaggerated (the administrative machinery having meanwhile im-
proved), it is safe to say that it can be no easy matter to find suitable work
for such a great number of newcomers, especlally since modern industries
use so many labour-saving methods. It seems, indeed, difficult to indicate
even a theoretical solution for the many pressing economic problems which
beset India in common with several other densely popl.jlated countries, where
* the number of inhabitants is still increasing rapidly.

The fortunes of other parts of the British Empire, and of the
- many rich, territories of -the French, Dutch and Belgian Empires, have
been mainly dependent on the course of the war. Such areas as have been
overrun (becoming, in many cases, theatres of war) frequently suffered great .
"~ material destruction and a disorganisation of their public services and private
undertakings. But such areas as remained untouched by the war were often
able to develop their productive capacity and make considerable progress,
~ although it should be added that many reports on the size and importance of
new establishments have contained great exaggerations. Even in the Belgian .
Congo, which made a substantial confribution to the finances of the Refugee '
Belgian Government in London, the whole white population is, for instance,
only about 35,000. Indeed it should be remembered that Africa, a continent
known to the peoples on the eastein arid northern sides of the Mediterranean
from the dawn of  history, has a total population of about 158 million but a
~white population' of barely 4 million, of which 2 million live in the Union of
South Africa. In order to promote local development, the mother countries.
have increasingly made as complete inventories as possible of the natural
reseurces in the different areas under their sovereignty.

Egypt, Iran and Irag, as well as Palestine, have been able “to
repay debts and to accumulate large monetary reserves out of the amounts
expended in their areas for war purposes at a time when imports were
restricted. These countries are hungry for European and American goods, but
it is probable that steps will be taken to reserve foreign assets, as far as
possible, for development schemes, The Government of Iraq has, for instance,
planned to devote. £41, million to railway improvements over a three-year
period, ' ' :

During the war, Latin American countfries were able to increase the
value of their exports from the equivalent of about $1,700 million in 1940 to
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nearly $3,000 million in 1944, while the corresponding rise in imports was only
from $1,400 million to $1,850 million, the main providers of import goods — the
United Kingdom and the United States — concentrating on their war effort.
For the whole of the period 1940 to 1844 the export surplus amounted to
about $3,500 million, according to an article on ‘‘Monetary Developments in
Latin America’’ in the Federal Reserve Bulletin for June 1945, '

The substantial export surplus
Latin American Countries: led to an extraordinary accumulation

Total lmports, and Exports. of gold and foreign exchange in the

Yeatly, in milliards of doliars. .

35 15 reserves of the Latin American coun-
' fries. In comparison, other influences
30 : : Exports 135 | in the balance of payments were
of minor importance: the aggregate
250 , 25 amount of short-term funds entering
. '{\(‘”Ww the Argentine market, American in-
20 20 vestments, especially in Mexico, and
> imports - loans granted by the U.S. Export-
15 Import Bank were, in fact, more than
_ offset by a repatriation of bonds from’
10 1 "abroad, redemption of foreign credits
and payments for services, In all, the
gold and foreign exchange reserves
_ rose from the equivalent of $828 mil-
wiﬁ 193 1930 940 1961 192 1943 194k 198 ° lion at the end of 1939 to $3,335 mil-
: : ' lien by the end of 1944, '

Such amounts of gold and foreign exchange as went to increase the
monetary reserves were bought by the central banks against their own cur-
rencies, with a consequent expansion in the domestic supply of money.

in all except a few countries the expansion in the supply of money went
further than the increase in the reserves, domestic factors (such as credits to
the government) having their effect; but in Venezuela and Uruguay the mofietary
expansion was held in check. In the former country the budget was balanced,
revenue exceeding expenditure by 68 million bolivares in 1943-44 (as a result
mainly of higher petroleum taxes). In Uruguay also, the state finances have
been in order and the central bank, which is at the same time the most
powerful commercial bank in the country, has controlled directly, to a large
extent, the volume of commercial-bank loans as well as of central-bank credit.

The last two columns of the next table show the increase in the supply
of money and in living costs. The correspondence is perhaps not so great
as might have been expected, but it is recalled that cost-of-living indexes are
in some measure influenced by artificial factors such as rent control and
subsidies under systems varying from country to country, and, moreover, they
do not always reflect the full increase in costs for an average family,

Thanks to the improvement in their monetary reserves, several of the
Latin American countries have been able to relax their exchange control and



— 924 —

Latin American Countries: Increase. in Monetary_Reser\fes,
Supply of Money and Cost of Living,

Money supply () o
- Percentage increase

Increase 1939 to 1944 ; :

National Total from 1939 to 1944
Country curre]rt:cy end increase in domests
. un of 1944 monetary | COMST g) total in money | in the cost
reserves %) supply of living
in millions of natlonal currency units

Argentina . . ., .| Pesa . 5,937 3,024 314 3,338 128 70
Urpguay . . . . . | Peso 322 . 252 (— 84) . 168 10% 22
" Paraguay . . .. | Guarani 47 | 27 _ 7 34 262 89
Brazil .. ..., Cruzeiro 42 997 11,048 17,910 28,956 208 70
Venezuela . . . . | Bolivar 803 308 (— 16} 292 94 37
Colombia . . . . | Peso 407 235 | 26 261 179 50
Ecuador . . . . . Sucre 615 A26 27 453 280 723
I Poru,...... Sol §,004 a5 597 692 222 73
.Chlle., . . .... Peso 6,387 1,671 2,192 3,863 153 i26
Bolivia . . . . .. Boliviano 1,888 a39 ABT7 1,325 236 237
Costa Rica., . . . | Colon 156 ) 62 47 108 232 76
Micaragua . . , . | Cordoba 80 27 31 58 787 i70
El Salvador . . . | Colon 73 42 5 4T 187 —
Honduras . . . . | Lempira 13 11 (= 4) 7 127 —_
Guatemala. . . . | Quetzal 22 14 o) 14 175 —_
Mexlco . . . . .. Peso 3,302 222 1,551 2,473 289 ioo
Cuba....... Peso 553 425 —= 11 414 - 298 83
Haiti. . . ... .| Gourde 24 ) 26 — 1 16 200 —_—

{1 I, e. notes, cains outside banks, and ‘demand deposils.

(2 Conslsting of gold and foreign exchange, 1.e. of assets recelved from abroad in seﬂlemeni of a surplus
in tha bkalance of paymants.

() Such as crediis granted by the central bank to the government, fo the private banking” system or directly
fo private business.

Note: As regards the details of the table, see page 531 of the Federal Reserve Bul[etin for June 19845,

have seen a reduction in the volume of transactions at black market rates.
But the rise in commodity prices in a considerable number of these countries
makes it a difficult problem to secure conditions under which equilibrium can
be maintained more permanently on forelgn account.

In the course of the war, intra-continental trade has been developed and
local industries built up; but difficulties in obtaining machinery and in finding
skilled technical staff have retarded industrial progress in all the Latin American
countries.,

Besides doubling its monetary reserves, the Argentine has repatriated
a considerable part of its external — and especially its sterling — debt (to
the extent of about Pesos 600 million up to the middle of 1945). A cerfain
unification has been achieved in the complicated Argentine system of multiple
foreign exchange rates, but the bulk of commercial and monetary transactions
with foreign countries still remain subject to official control measures and
comparatively wide margins are maintained between buymg and selling rates
for foreign currencies.

In Brazil the coffee crop for the season which began in July 1945
has been estimated at 12 million bags {of 60 kilogrammes each), which is
1.4 million more than for the previous season, but still only half the average
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volume for the last ten years before the war. The country has, however,
gradually become less dependent on its coffee exports. Indeed, a consider-
able part of the foreign income is obtained from exporting cotton and cotton
textiles and from the export of mineral products in increasing quantities.
By a series of arrangements affecting its foreign debt, the service of this
debt has been reduced from the equivalent of £23.1 wmillion in 1930 to
£3.3 million in 1945.

Mexico, also a country rich in natural resources, is by its geographical
position most closely linked to the United States, which takes fully 80 per cent.
of the exports and furnishes fully 70 per cent. of the imports. After the U.S.
price for foreign silver was raised in September 1945 from 45 to 71.11 cents
per iroy ounce, Mexican taxation of silver reverted to a sliding scale under
which, with silver at 71.11 cents, the mines receive 50 cents per ounce (in-
stead of 36 cents under the war emergency taxes previously in force}). It is
understood that, thanks to the higher yield of the.silver taxation (21.11 instead
of 9 cents per ounce), the government will be able to maintain the service

.of the foreign debt in accordance with the agreement of November 1942,

In the spring of 1945 an economic mission was sent by the Mexican Government
to various European countries to study possibilities of purchasing suitable
machinety and certain “other important products: but the country ‘will no doubt
stil look to the western hemisphere for its main contacts. In September 1945
it was announced that a $10 million plant, financed to the extent of 49 per
cent. by American and 51 per cent. by Mexican capital, would be built near
Mexico City to manufacture refrigerators, wireless sets and other types of
electrical equipment. '

In the Far East the fighting reached its clii'nax_'with the termination of
the war in Europe, to come to a sudden end in August 1945.

China has heen split up into separate areas and has, consequently, fo
solve a number of difficult problems of a political and economic nature. It
has, moreover, to combat inflationary tendencies at a time when domestic
output is still low and imports are impeded, especially by transport difficulties.
The turn of political events, however, hrought an almost autematic improvement
in certain monetary trends. At the beginning of August gold was quoted on
the market at hetween Chinese dollars 180,000 and 190,000 per tael, which
caused the authorities in Chungking to raise the official price to $175,000.
But, in the third week of August, the market price fell to $78,000, to stiffen
in the course of the autumn to $88,000-115,000. The cost of living in Chungking

at the beginning of 1945 is reported to have been 300 times as high as in

1936, while by the end of July 1945 wheolesale prices were 1,900 times as high.
it is, of course, realised that without internal stabilisation, which presupposes
the restoration of orderly finances and a recovery in domestic production,
stable exchanges cannot be maintained nor equilibrium reached in the balance
of payments,

- In Shanghai, the. Philippines, Burma and Malaya the notes of
circulation issued by the Japanese monetary authorities were demonetised at
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one stroke and arrangements made for reopening the branches of British and
American banks. The dollar of the Straits Settlements has been issued
again, transfers taking place at the pre-war parity of $1=%£1.85.0d. Great
efforts are being made to restore economic life. In Malaya it has been found
that, in general, the rubber trees have not been destroyed and the plantataons
are expected to vield rubber again in the course of 1948,

It is a peculiarity of the southern part of China, as well as of south-eastern
Asia, that it possesses only limited deposits of Iron ore and of several other
important metals, the principal exceptions being tin in Malaya and nickel in the
Caledonian islands; but China has much ceal, and oil is found in Borneo;
rubber and sugar plantations exist in many places and spices famous on all
markets come from the Duich East Indies.

According to the Potsdam Declaration (dated 26th July 1945), Japan will
retain sovereignity over the islands of Honshu, Hokkaido, Kyushu, Shikoku, and
such minor islands as may be determined. The country will presumably comprise
a territory with a population of about 78 million (the 1944 figure), i.e. about

3 per cent. of the total world
Japan Proper*: . population, and with an area
Occupational Distribution of Population.  of 382,000 square kilometres

or about 0.3 per cent. of

Groups 1920 1936 the total arga of the five

Numbers | 2 | Numbere | 2% continents of the world.

Ag}icultum ...... 14,300,000 | 52 | 14,100,000 | 43 . In 1854, when Japan

Industey o + .70 o 4 . 5,100,000 19 7,800,000 24 entered into COﬂta_Ct with the
Commerca and f '

" communications . . | 4,600000{ 17 | 6100000 | s | OUtside world,the country’s

Others . . .. ..... 3200000| 72 | 4400000 14 population was about30 mll-

lion. The increase has been

Total employed ., . g,g,g 10 jz.gﬁ oo at a high and steady rate,

Total population . | 86,900, - T | from 1.2 to 1.5 per cent.

* |, e. without tha followling territoties: Area Population i

ie w e followlng i e pulation !aer annum, with an avelra-ge

Korea . . .. ...... , 221,000 241 increase of nearly 1 million
Eorn:g::g ......... . sg.ggg ?g fro 19.20 to 1944

wantung . . . .. . .. . . . .
Sakhatin . L .. .. . P 36,000 04 a year jrom _

Total . . . 206,400 31.6 .
It may further be mentioned that the territory known as Manchukuo Point 11 of the Potsdam

has an area of about 1,303,000 square kilometres (503,000 square i
miles). and in 1942 had a populaiign of 45 million, Declaration jays down that
““Japan shall be permitted

to maintain such industries as will sustam her economy and allow the exaction
of just reparations in kind, but not those industries which will enable her to
re-arm for war. To this end access to, as distinguished from conirol of, raw
materials shall be permitted. Eventual Japanese participation in world trade
relations shall be permitted.” :

*

This brief review shows what a variety of problems present themselves
in different parts of the world, Some countries have to repair actual damage
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~ caused by hostilities within their own territories; some are also affected by

Unprecedented displacements of population; others chiefly feel the need of
adjustment owing. fo a reduction in their foreign -assets, while, for all and
sundry, disturbances in the normal monetary and economic organisation have
followed in the wake of war. Additional light is thrown on the situation by
certain international comparisons hased -on materlai which mostly became

" available .in the autumn of 1945,

Some International Comparisons.

In the Twentieth Report to Congress on Lend-Lease Operations (for the
period ended 30th June 1945) the President of the United States says:

*“The over-all costs of the war cannot be measured in dolars. They
must be and have been met in blood and toil, in lives lost and men
maimed, in the immeasurable wreckage of human lives and happiness and
the desfruction of homes and cities. These are the costs of war that can
never be evaluated in monetary terms.

To the extent that the cost of each nation’s contribution to the war

"~ ¢an ‘be measured in financial terms, probably the best measurement is the - -

proportion of its’ na’nonal income which each of the United Nations is
devoting to the war

By way of an illustration the report reproduces a chart showing the
war expenditure of six nations, calculated from year to year as a per-
centage of the country’s national income, the graph being based on
the following table prepared by the Foreign Economic Administration (one of
the war agencies of the United States) according to the best and most recent
information available. Care was taken, however, to point out that “‘obviously
the accuracy .and reliability of such measurements vary from year to year and
country fo country” and that, in view of the great imperfections in the basic
data, the ratios should be regarded ‘“as general approximations of trends and
magnitudes rather than as exact statistical measurements’’.

According to these
figures, the highest per-
centage for 1939 was in
respect of spending for

Percentage .
of National Income devoted
to War Expenditure.

- 1930 | 1940 | 1041 | 1942 | 1943 | 1944 defence purposes by the

Country : ' U.S8.8.R.; in the following

: Percentages years, however, the pro-

United Kingdom . . | 15 | 33 | 49 | 83 | 84 | 54 portion which war expen-
USSR .... 22 o7 35 48 Py 44 diture in the United Kingdom
Canada ... ... 2| 10] 19| 4 | sa | 52 | bore to the national in-
New Zealand . 2 o | 23 | s0o | 54 | a0 come was exceeded by
Australia . . . . . . 2 | 12t 28 1 a3 | a8 | 44 no other nation, although
United States . . . 2 3 11 as | 48 | 48 equalled in 1943 by Canada

L and New Zealand.
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in October 1945 a combined committee of American, Canadian and British
representatives submitted a report on the impact of the war on civilian
consumption in the United States, Canada and the United Kingdom.
lts purpose was to provide objective measurements on a basis that would
ensure fair comparisons between the countries.

In 1943 and 1944 about one-half of the gross national product of the
United Kingdom and Canada was devoted to the war and about 40 per cent.
in the United States. In all three countries no addition was made to the stock
of non-war buildings and capital equipment; in many cases replacement
ceased and stocks of civilian goods ran out. But only the United Kingdom
suffered a net reduction in national wealth — a reduction which was of material
proportions. ' '

Before the war, cotisumption per head in the United Kingdom would
seem to have been between 10 and 20 per cenf. lower than in the United States
 but practically the same as in Canada. Wartime conditions affected consumer
purchases very differently, In alcoholic beverages and tobacco, reading matter,
amusements, public transport and communication services there was a slight
rise in the United Kingdom and, in general, a somewhat greater rise in the
United States and Canada. A sharp curtailment occurred, on the other hand,
as regards the purchase and running of motor vehicles, the use of private
cars almost ceasing in the United Kingdom and being cut most severely in
the other two couniries. Food consumption declined in the United Kingdom
but rose in both the United States and Canada.

The volume of general civilian consumption per head in the
. United Kingdom from 1938 to 1944 is calculated to have fallen by 15 to 20
per cent,, while in the United States and Canada the volume of consumers’
purchases per head in 1944 was 10 to 15 per cent. higher than In 1939 and

' about equal to the figure

Food Consumption per head, for 1941. (Judged by the
valued at U. S, .pre-war prices. level of actual employment,
- Oth it would seem as if for

Frash er A
animal s'r’;'dmugt's Other Total the United States and
Country products | B other | oS Canada the year 1941 might
0 fats 9 @ best be compared with 1938

1. S. dollarg per head

in the United Kingdom.)

United Kingdom Moreover, it should be re-

1934-28 average . 47 11 a3 91 )

1943, ., . ..., 36 14 34 84 membered that the impact
United States .

1935-35 averaye . 48 5 " 104 of the war or.1 consumpflon
1943, ..., ... 54 16 42 112 came later in the United
Canada ’ .

1635.20 average . &3 o a1 93 States and Canada and

1943 ., .. ... 60 12 31 103 that the effect there was

% gli!!t]ter,.dﬂlilid whc‘lj!e Tilk. th'{BShfaTsats'dpoﬁltryh aéne. gs? ang eqgs. mMore gradual and less
er dairy products, other 5 and olfs, dried and liquid eggs . .
and canned meats and fish, 1 9% severe than in the United
{ Includes sugar, syrups, potatoes, pulses, nuts, fruits, vegetables, . .

prain products, tea, coffee and cocoa. i Klngdom.
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In the United Kingdom 55 per cent. of the total labour force was engaged
in war employment (armed forces, manufacture of munitions etc.), as compared
with 40 per cent. in the United States and Canada. In all three countries,
hut particularly in the United Kingdom, withdrawal of manpowet reduced the
number of doctors and dentists in civilian practice, and of domestic servants,
while the calling-up of experienced school-teachers outstripped the provision

of trained substitutes. Moreover,

Mobilisation of Labour Force for War. special shortages occurred in con-
Position in June 1944, gested areas, - affecting not only
housing but also schools, medical
Hems Kimied | dokted | canada | care, refail shops, recreation faci-
Willions of persons lities and other localised services,

' After 1942 the shortage of labour

War employment:

Armed forces . . 5.2 15 oa in the United Kingdom. imposed
Civilian . , . .. 78 13.4 13 an over-all -limit on production, .
Total .| 130 24.9 21 necessitating restrictions on the

- Other employment ., 10.4 36.3 29 . -
_Unemployed . . ., 0. 1.0 o1 use o:j workers :or non-war ?utput
Grand Tota] .., .| 238 622 5.1 . in-a degree no lattempted in the

other two countries.
* . . *

*

in wartime, the supply of manpower is, indeed, a mafter of outstanding
importance; and, when the war is over and each country has to take stock
of the situation, it not unnaturally pays much attention to the frend and pro-
spects of its own ponulation.

Never before in the history of the world have population problems
ceme in for so much official investigation or been followed so closely by the
general public, It is, in this connection, interesting to note that, when the new
French Cabinet was being formed in November 1945, a ‘‘Ministry of Population”
was esfablished, for the first time in world history, the functions of the former
Ministry of Health being transferred fo the new department.

In the fourteenth Annual Report of this Bank attention was drawn to the
fairly widespread increase which had occurred in birth rates from 1938 to
1943 — a development sharply contrasting with the predominant trend during
the first world war. - As may be seen from the following table, the upward

tendency, as a rule, continued in 1944 in spite of the difficulties necessarily

caused by a long war.

it was also pointed out. in ihe fourteenth Annual Report that Germany
was a conspicuous exception to the upward tendency; in 1944 there was a
further reduction in the German birth rate, reflecting, no doubt, a sense of
impending defeat and of deterioration in the material conditions of life.

At first the increase so generally apparent in the birth rate seems to
have been the natural result of a rise in the marriage rate; but, later on,
and certainly in 1943 and {944, the average size of families became larger,






