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ERRATA:

in the table, a footnote reference (%) should be added to the heading
“Direct aid’”;
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in the table,
instead of: Raw materials and imported products,
read: Raw materials and semi-finished goods.

table — “United Kingdom: Gross national product”, under “Resocurces”,
instead of: Provision for depreciation and maintenance of buildings,
read: Provision for depreciation and maintenance

paragraph 2, line 2,

insteadl of: ... petsonal consumption tose only by about £320 million
and government consumption is found to have declined
by £165 million ...

read: ... personal consumption rose only by about £540 mullion
and government consumption is found to have declined
by £155 million ...

paragraph 2, line s,
instead of: Economic Survey for 1948 ...
read: Economic Survey for 1949 ...

table — ““Wage increases”, add to “France”, as footnote (1),
(M) Figures for 1947.

table — “Amount of wheat covered by the Wheat Agreement”,
Uhnited States, in millions of bushels,
instead of: 68, read: 168.

line 4,
instead of: ... delivered as follows by the exporting countries,
read: ... delivered by the exporting countries as shown in the table

on the preceding page.

in the table ~ “Terms of trade”, the heading should be corrected as
follows:
Average Values of Terms of
Year Trade
Imports | UK. Exports
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paragraph 5, line 1,

instead of: DM 3.33 = $ 1,

read: RM 333 = §1.

paragraph 1, line 5, and) instead of: Economic Survey for 1948,
line 4, read: Economic Survey for 1949.
paragraph 3, line 1,

instead of: While with E.R.P. countries ...
read: As regards E.R.P. countries, .

last paragraph, line s,
instead of: ... in unrefined gold which was not covered ...
read: ... in unrefined gold which was covered by the regulation ..

table — “Discount rates of central banks”, footnote (%),
instead of: In effect since 18th March 1949,
read: In effect since 22nd March 1949,

table — “United States: Annual rate of turnover of total deposits”,
delete the sub-heading ““in percentages’.

table — “France: Notes in circulation”, for 1948,
instead of: 933, read: 988.

table — “Bank of France: Balance sheet”, footnote,
mstead of: Including over Fr. fcs 400 million ...
read: ... Fr. fcs 400 milliard ...

paragraph 1, line g,
instead of: 15 to 10 per cent ...
read: 15 to 1z per cent ...

table — “Danish National Bank™: item “Gold",
instead of: 82,729, read: 82.7;

70,568, 70.0;

79,438, 70.4;

paragraph 2, line 2,

instead of: ... Sw.fcs 407 million ...
read: ... Sw.fes 507 million ...
paragraph 3, line 3,
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heading,
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NINETEENTH ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle, 13th June 1949,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the nineteenth financial year, which began
on 1st April 1948 and ended 31st March 1949. The results of the vear's
business operations are set out in detail in the section from page 214 to
page 222 together with a general review of the current activities of the Bank
and an analysis of the balance sheet as at 31st March 1949.

The financial year closed with a surplus of 5,101,855.91 Swiss gold
francs, of which 300,000 Swiss gold francs have been transferred to
the account for exceptional costs of administration and the remaining
4,801,855.91 Swiss gold francs to the provision for contingencies. At the
end of the previous financial year (on 31st March 1948), the greater part
of the surplus for that year was transferred to a Special Suspense Account,
which thus reached 13,547,201.77 Swiss gold francs. The amount on this
account has now been amalgamated with other amounts set aside in earlier
years to meet contingencies and, in the balance sheet as at 31st March 1949, the
consolidated account is included 1n a new item, ‘Provision for Contingencies’,
which shows a total of 101,448,567.70 Swiss gold francs.

It was expressly stated in the Annual Report for the previous financial
year that ““wider fluctuations must be expected in the financial results of the
Bank than in the years prior to the war, as a much smaller proportion of
income is now derived from interest on investments”. Had it not been
for the fact that the Bank for International Settlements was able to develop
its business relations with the various central banks and thus succeeded in
increasing the volume of its individual transactions, it would have found
it difficult, with rising vosts, to arrive at the comparatively satisfactory results
attained in the financial year under review. As it was, between the end of
March 1948 and the end of March 1949, the total of the Bank’s balance
sheet rose from 555.8 to 722.5 million Swiss gold francs — mainly owing to
an increase of 1626 million Swiss gold francs in deposits received in
currencies from central banks. This increase in the funds entrusted to the
Bank for International Settlements is in itself a sign of a return to more
normal conditions; and, in that way, it may be said to reflect the need here in
Europe for an institution serving the wvarious monetary authorities as a
depository for funds and a source of short-term financing.



I. International Capital Movements and Grants in Aid.

With exchange control in force in almost all countries of the world
(the United States and Switzerland being the outstanding exceptions) and with
some control of capital issues mmposed in almost every market, one of the
shortcomings of the post-war monetary situation has been that, between the
different countries, transfers of capital other than those officially arranged have
been restricted in volume and limited to particular fields. As will be seen
from the figures in the following pages, private investments abroad have been
of real importance only when undertaken for special purposes (e.g. to develop
valuable oil resources) or within special monetary areas (strengthening the ties
between a European country and its overseas territories).

It should be remembered that, not only in the decade following the first
world war, when exchange control, as we now conceive it, was unknown, but also
in the latter half of the inter-war period, capital funds moved from one centre
to another, in search of security (i.e. really to avoid a loss) or for the sake of
speculative gains; the movements in question had at times a distinctly disturbing
effect on the currency situation (even though their responsibility for currency
changes has often been exaggerated, since the real causes — heavy budget
deficits, too high costs — were largely of a more fundamental nature). One of
the reasons advanced for the maintenance of exchange control after the second
world war has been the plea that control was necessary to prevent a recurrence
of unmanageable capital movements. Officially, the need for a control of transfers
on capital account has been recognised: in the Articles of Agreement of the
International Monetary Fund it is stipulated that, subject to certain temporary
exceptions, ‘“‘no member shall, without the approval of the Fund, impose
restrictions on the making of payments and transfers for current international
transactions”, the emphasis on the world “current” signifying that there is no
prohibition against control as regards capital transfers, another article speci-
fically stating that “members may exercise such controls as are necessary to
regulate mnternational capital movements”,

In practice, 1t has so far proved difficult to frame and apply a system
of exchange contro]l that does not stand in the way of desirable capital
movements, one reason being that it is no easy matter to distinguish clearly,
in the daily run of business, between capital movements, on the one hand,
and current transactions, on the other. Sometimes one finds a tendency to
overestimate the amounts involved in capital movements: it often happens
that all purchases of foreign exchange outside the regular channels of the
Control are referred to as flight of capital (see page 132), whereas, when
foreign currencies are bought in parallel markets in order to import com-
modities for which no licence has been granted, this is obviously a trans-
action relating to foreign trade and thus falling within the current account
of the balance of payments (there being no question of a transfer of capital}).
The somewhat arbitrary. character of many of the interventions and prohibi-
tions imposed by the Foreign Exchange Control cannot fail to have a cramping
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effect on such capital movements as are undoubtedly desirable.. For the
fact is that hindrance to ordinary capital movements is largely to be found
in the circumstance that funds will not readily flow to a country which
does not offer sufficient guarantees of monetary stability and from which the
funds cannot be legally repatriated when required. Control encounters the
same difficulty here as in other fields: at best, exchange control secures what
it can actually manage to lay its hands on but, operating by prohibitions, it does
not attract funds and there will, therefore, be few voluntary movements by which
it can benefit. Between most markets there has been a failure to revive both the
so-called equilibrating movements of a short-term character (which used to ease
the strain of seasonal and other fluctuations in the supply of foreign exchange)
and the long-term capital investments which have in the past been such an
important aid in the economic development of the world as a whole.

There is, however, a growing realisation of the part that foreign
investments and some of the other types of capital movements
might play; and the various signs of activity in this field must be
carefully watched.

Only two of the countries

United States for which suffictently compre-
government aid to foreign countries. hensive data are as yet avail-
able, viz. the United States and

Net unilatera! l:‘:;_‘;::ﬂ“’l‘:a‘:fs Net total Canada, had in 1948 a surplus

Period transters  lond investment on the current account of their

in_miffions of U. 5. dollars balances of payments permitting

1945 6,640 841 7,481 a net outflow of capital or a

1948 2,270 3,230 5,509 net reduction of foreign Ilia-
1947 1,812 6,391 8,703 e >

1948 4.308 ea7 4.996 bilities or a strengthening of

monetary reserves. LEven in the

Total 15,099 '1.649 26,868 case of the United States

capital transactions on private
account did not correspond, either in 1947 or in 1948, to more than a
fraction of the amounts going abroad through government grants and
credits. On the whole, it may be said that U.S. aid makes up for the
insufficiency of private movements of capital which for a number of reasons
has characterised the post-war period. The table gives a comprehensive
picture of all the assistance extended by the U.S. Government to foreign
countries in the form of gifts {or “‘unilateral transfers’) as well as long-term
loans and investments from public funds.

All the four years 1945—48 were characterised by a heavy export sur-
plus for the United States. In 1945 and the first half of 1946 this was
financed mainly by unilateral transfers (lend-lease, UNRRA aid, etc.). In the
latter vear, however, the bulk of the financing began to be done in the form
of foreign loans granted by the U.S. Government, and this mode of financing
was even more widely used in 1947. But the funds thus made available
proved insufficient (partly because of special difficulties — poor harvests,
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etc.), and in 1948 the United States again gave its assistance through uni-
lateral transfers — in the first place, the ER.P.

In the table below the U. §. government subscriptions to the capital
resources of the International Bank for Reconstruction and Development and
of the International Monetary Fund are shown as part of the “long-term
loans and investments” for 1947; but the total thus received by the Bank
and the Fund was not at the disposal of other countries in that year. If
allowance is made for this circumstance, it will be found that the net
U. 5. government aid (grants and loans) was about $r milliard less in 1948
than in 1947; moreover, the net dollar disbursements by the International Bank
for Reconstruction and Development and the International Monetary Fund
declined by about $400 million from 1947 to 1948.

United States government aid to foreign countries.

A, Unilateral transfers,

CM"‘.’" . Other
Straight a"".'.': F;:c?sj: su ':Sll,"s Greek- govern- Gross rel;?ast:a Net
. lend- " Turkish | E-R.P. ment |upilateral unilateral
Period tease | YNRRA |occupied ald transfers |  aid transfers [, o etars
aid terri- I ]
tories
in mifions of U.5, dollars
19456 . .. .| 7613 589 BT —_ - 442 | 9,515 2,875 | 68640
1946 . . .. 209 | 1,524 539 - - 245 | 2,517 238 | 2,279
1247 . ... —_ ¥88 980 74 —_— 430 2272 450 1,812
1948 . .. . —_ 84 1,263 349 1,867 1,073 4,636 328 4,308
Total . .. 7922 2,885 3,653 423 1,867 2,180 19,940 3901 15,039
B. Long-term loans and investments, (9
Subscriptions Loan
Lend- $u|::rr':.|h-Is Exgort- to the ta Total Net
. lease - Import Inter- | Mone- | United | Other Inflow
Period cradits p%r)ty Bank |national | tary King- outflow outflow
Barnk Fund dom
in millions of .S, dollars
1945 . ..., 830 63 as — — —_ 12 940 99 a41
1946 . ... 600 841 45 37 -] 00 12 3,320 50 | 3,230
1947 .. .. 2 274 796 318 2,745 2,850 80 7,065 174 G, Bt
1948 . . .. —_ 249 453 —_ _ 300 21 1,023 336 6687
Total ...| 1,432 | 1,427 | 2,220 635 | 2,750 { 3,750 125 | 12,348 699 | 11,649

{") Notincluding net privafe payments: viz. 1945: § 473 million; 1946: $ 598 million; 1947: § 368 million; 1944: § 603 million.

¢) including Interim aid to France, Haly and Austria, the Chinese aid program, war damage payments, grants to
the International Refugee Qrganisation and other transfers. (3 Including lend-lease setblements.

) Not Including net private outflow; viz. 1245: % 454 million; 1946: 5 26 million; 1947:% 744 million; 1948: 8§ 761 miflion.
) Including ship sales.

But this was not the only decline in the dollar resources available to
other countries. During 19047, the countries in question financed about
$4.5 milliard of their purchases in the United States from their own monetary
reserves; in 1948, purchases financed from these sources shrank to about
$360 million.
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To meet the resulting total decline of about $5 milliard in their dollar
supplies, the other countries increased their exports to the United States by
about $2 milliard and reduced their purchases in the United States by
about $3 milhard — which represents a considerable reduction in the trade
deficit of the rest of the world in relation to the United States. In commenting
on these figures, the Survey of Current Business (for March 1049) issued
by the U.8. Department of Commerce expressed the opinion that such a
“result could not have been achieved without considerable progress in foreign
economic recovery and the continued high level of business activity in this
country’”” (i.e. the United States).

If attention is concentrated on the movements of capital (as distinct from
grants and other unilateral transfers), the following table shows the results of
such movements during the years 1947—43.

As compared with the
Movements of long-term capital effective outflow, in grants

to and from the United States. and loans, of government
funds from the United States

1947 1949 (about $6 milliard in 1947

items 7 miions and $5 milliard n 1948),
of U. S. dollars the net outflow of private
Movementof U.S..awned capital: - i
guemont of U S-our long term ‘capltal {at about
OUIFOW + v\ vomn e e e 7,065 1,023 $750 million for each of
L 174 338
these years) represents less
MNet outflow of government long-term
CAPIAl + v vv e ea e 6,591 687 than 15 per cent. of the
Private funds: total outward movement of
OUIOW -« « v v v ee v u e e s 1,600 1,300 funds. Nevertheless, the net
INfIOW. « v v e e 856 539 .
outflow of private long-term
Net outfiow of private long-ferm capita) 744 761 capital m I 947 and 1 948
Movement of foreign capital compares favourably Wlth the
invested inths United States: i "
OULFIOW « + v 2 o b ea e e sn s s 164 216 fnagmtude O.f such cap{tal
Inflow . oo v e i e 58 70 Investments 1 the period
Neat outflow of foreign capital invested
in the United States + . + . . . . . 106 145 before the second world war

(when first the great de-
Total net outflow of capital . . . . . . 7,781 1,693 pression and then fears of

_ war had a cramping effect),
Note: As shown in the table, net forei_?n investments in the United .
States were reduced by § 108 million (n 1947 and $145million in 1948, s but it was exceeded by the
irue that for most countries the existing contro) of foreign exchange . .
prevents capital movements to the United States; but, even in relation volume In 1922 and in the
to countries where rnovements are free {e. g. Switzerland), with-
drawals have exceeded new investments in the United States. years 1926-28.

In 1947 not less than 40 per cent. of the net outflow of private
~ long-term capital from the United States represented direct investments in the
petroleum industry in Latin America and the Middle East, In that year
direct private investrnents by the United States were primarily in the following
areas: Latin America ($408 million); the Middle East and Africa ($r15 mul-
lion); the Far East ($57.5 million); Europe ($54 million) and Canada and
Newfoundland (§2 million).
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The net outflow of private long-term capital in 1948 included a Canadian
Government loan of $150 million taken up by a group of insurance
companies in the United States.

For Canada this Ioan subscribed in the United States was not the
only credit item on the country’s capital account with other countries in
1048; duting the year there was an inflow of capital to an estimated amount

of Can.$152 million, mainly from the United States.*

To the extent of

Can.$68 million this represented direct investments in Canadian property
and businesses (as distinct from portfolio investments in public issues of
Canadian securities and various forms of short-term capital movements). It
may, moreover, be mentioned that the book value of U. 8. direct investments
already existing in Canada is estimated to have risen in recent years by
The Foreign Exchange Control Board

some Can.$1is—1z5 million a vyear.
of Canada in its annual report for 1048 explains that

Canada: Balance of payments.

1947 1948
Items
in milions
of Can, dollars
Current Acgount in relation to:
Unpited States . . . . . .. .. ... — 1,136 — ao
Sterling area . .+ + . 4 v 044 e s + 874 4+ 617
Other countries. . . . . . . . ... . + 346 + 256
Balance. . « v v v v v v e + a5 + 472
Adjust: Contributions of official
velief . . . .. ... .. — 38 - 19
Balance on currentaccount | 4 a7 + 453
Capital Account:
Loans to the United Kingdom and
other governmems . . . . . .. .. — BY¥O — 142
Subscription to International Mone-
tary Fund . . . . .0 o000 o) = 74 -
Government of Canada - borrowing
in the United States , . ., . ... — + 150
QOther net capital movaments() . . . | — 146 + 35
Balance an capifal account - 790 + 43
Balance on current a.nd capital ac—
counts. . . . . . . e e e — {43 + 496
corresponding to the change in‘
Canada’s official holdings 6f gold
and US. dollars (%} . . . - . ... | — 743 4+ 496
|
M Excleding change in Gold uU.s. Total
g End of year dollars
Canada's  officlal .
holdings of goid in mitlions of U.5. dollars
and U.S. dollars. 1945. . . ., 354 | 1154 | 1508
(%) ThetotalofCanada's 1946 . . ... 536 700 | 1,245
holdings of gold and 1947 . . . ., 287 215 502
U.5, dollars was: 1948 . . .. . 401 597 808

“inflows for direct investment
arise out of the decisions of
non-resident Investors to build
factorles or open mines or
diill oil wells, etc. in Canada.
Such inflows thevefore con-
tribute directly to, and are
reflections of, the physical
development of Canada’s natu-
ral resources. They generally
involve, moreover, the provi-
sion of experience and ‘know-
how’ by the non-resident
investors. In this way, foreign
skills and techniques supple-
ment foreign risk-capital in
the direct investment held.

Decisions by non-residents
to undertake direct investments
in Canada are generally based
on long-term expectations. The
physical assets produced or
acquired by the capital inflow
are likely to be much [ess
liquid than marketable secu-
rittes. Direct investments are
therefore customarily not un-
dertaken unless they are viewed
as more or less permanent.
Those who are in search of
liquidity or who are influenced
by speculative considerations
choose some other form of
investment.”

* This inflow of capital and various eother capital movements mentioned in the text are not specified
in the table, where they are included in the item '‘other net capital movements".



The proceeds of the loan subscribed in the United States and the inflow
of capita! were sufficient to meet the amounis needed for retiremenis of
Canadian securities held abroad (about Can.$130 million) and for new loans
and credits to the amount of Can.$126 million (net) granted to the United
Kingdom and other governments.

As shown by the table, Canada’s official reserves in gold and U.S.
dollars increased in 1948 by slightly more than the surplus on the current account
of the balance of payments. This would not have been possible had it not
been for ‘‘the important and helpful part played by the European Recovery
Program, which went into effect in April 1948, in preventing a severe
contraction in the level of our exports to countries participating in this
Program and in maintaining our receipts of convertible exchange from our

Furopean trade”, to quote the report of the Foreign Exchange Control
Board.

Where a net outflow of funds has occurred, it naturally shows itself as
a surplus on the current account of the balances of payments of the capital-
exporting countries; capital funds may have left other countries too, but
such outflows must then have been counterbalanced by foreign grants and
credits or the use of the country’s own gold and foreign exchange reserves.
There have been large-scale movements within the sterling area and some of
these movements have been essentially of a speculative character in that
they have been unconnected with the financing of any particular business
activity. The movement of funds to South Africa would seem to have been
largely ~of this character: the net inflow of capital in the years 1946 and
1947 and the first quarter of 1048 is estimated at £5A150 million {(a sum
equal to two-fifths of the total amount of capital imported between 1870
and 1936; but commodity prices were then lower than In recent vyears).
Much of the capital thus imported was exported again in the three last
quarters of 1948. '

It is well to remember that, when capital movements are said to
be “of a speculative character” in the sense indicated in the text, they
may simply reflect a desire on the part of the owner to diversify his
capital investments. But, if there are many who want to make the same
change in their investments, the resulting flow may, in the aggregate, create
difficulties of a monetary character, And transfers of funds not followed
by actual investments may appear definitely undesirable if they exceed
certain Iimits. Inside the sterling area various steps have been taken to put
a brake on unirammelled movements, in particular of so-called “hot money”.
In March 1948 an exchange control order was issued in the Union of South
Africa banning the acceptance of deposits from other countries in the sterling
area unless the depositor in question could prove that the money was needed
for productive purposes within the Union. As a further step, South Africans
were directed to invest at once any money received from abroad or to
return it within thirty days; and on s5th November 1948 new exchange



and import control regulations were issued by the Union Government to
preserve the country’s foreign exchange resources and gold reserves.

In Australia, no special regulations were enforced with regard to
capital movements, but in April 1948 the Prime Minister issued a warning
against the wuse of the Commonwealth as a refuge for “hot money”,
pointing out that, according to provisions already in force, such money
could not be withdrawn from Australia without official permit; the Minister
for Post-war Reconstruction estimated in the autumn of 1048 that amounts
equal to some £A 50 million had either entered the Australian market or were
seeking to do so.

The somewhat speculative transfers of funds to and from South Africa
and Australia have attracted a great deal of attention but they constituted
only a part of the transfers of funds from and to the United Kingdom —
a country which, both in 1947 and in 1948, increased its external capital assets
and reduced its sterling liabilittes (the main figures being given in the
“Economic Survey for 1949”, which was published in London in March
1949). Since there was in both 1047 and 1948 a deficit on the current account
of the British balance of payments, the overseas investments and the reduc-
tion of sterling liabilities were met by utilisation of gold and dollar resources
obtained from credits, grants, monetary reserves, etc. (Some of the data for
1948 are still provisional.)

Thus the United Kingdom increased its external capital assets and
reduced its sterling liabilities to the tune of about £400 million in 1947 and
£300 million in 1948. The following table shows how these amounts, as well
as the deficit on current account in the balance of payments, were covered

by available resources in gold and dollars.
Of the gold and dollars

United Kingdom: Changes in external obtained from foreign cre-
capital assets and in sterling liabilities. dits, monetary reserves,
Increases (1-) and decreases (—), etc., over 60 per cent
was required in 1947 to
Items 1947 1948 | cover the current deficit in
in millions of £ steing | the balance of payments,
Changes inexternalcapital assets® which meant that less than
of the United Kingdom: .
in the non-sterling area . . . . .. .. + T3 — 100 40 per cent. wen!: to bluld
inthe sterling area. . , « o « o ., « « + 179 + 192 up external Caplta]. assets
Metchangs . .. | + 252 | + @2 and reduce the amount of
Changesin sterling Ilabilitles: sterling liabilities. In 1948,
in relation to the pon-sterling area . . + 3 — 248 however, the percentages
in relation to the sterling area . ., ., . — 145 + 25
were more than reversed:
Net change . .. | — 142 | — 21U less than 30 per cent.
intreasa in external asseis plfus - i
decrease in [Tablilities . ... ... 394 fe e Of the available resources
in gold and dollars was

* Assefs ofber than holdings of gold and dolfars. absorbed by the current



United Kingdom: deficit, over 70 per cent.

Settiement of the gold and dolar deficit. being devoted to streng-
thening the external capital
1947 1948 position. The increase in
inmiions of £ sterling | eXternal capital assets 1s
mostly made up of

Itermns

{ncrease in external capital assets plus

. decreasa in sterling liabilities {as in the 7 T '
precading table) . . . - ... u - 394 303 mvest.ments i British

Deficit on current accountin the balance colonies and other parts
of payments of the United Kingdom . . 630 120 Of the CD onwealth, the

Total deficit to be coversd in : :
gold and dollars . .......... 1,024 423 Economic Survey stressing

that “this is an indis-
pensable element in the

These deficits were covered by:
Orawlng on United States and Canadlan

eredits . . . L . L. ‘o 812 B7 "
Drawing on International Monetary Fund 60 32 programme for develop 1ng
South African gold loan . . . . . P - a0 new sources of supply upon
Marshalt aid . . ... ... e e s — 169 ' .
Use of gold and dollar hotdings . . . . 152 55 which our ultimate hope
Total resources used to cover the of solvmg the dollar pro-
above deficits .. . .... ..., 1,024 423 blem 1is largely base: !r:

Note: This table' includes the net figures faor the whale sterlin and’ as a result Of the

area and, inter alia, £17 million drawn by India on the Internationa :
g‘lc;{letary Fund. finceﬁl htggerer.ththa net [trafnsagi?ns i? 3;?;'3 am:lf strengthening of the finan-
oflars are generally reflec n the amount of sterling lia es o : i Y .

the United Kingdom, the figures in the table give an approximately . Clal posmon n relatlon
correct impression of the changes in the position of the United to countries Whlch hOld

Kingdom itself.

balances of sterling, the
Survey thinks it will be less likely that in future these countries “will be
able to draw gold and dollars from us; indeed, the significant improvement
which has taken place in the position of sterling in the world’s financial
centres has been one of the most striking developments of the last year”.

The Survey does not differentiate between the transters of capital on
government and on private account. It is known, however, that a consider-
able part of the overseas investments took the form of establishing subsidiary
companies or expanding already established firms, mostly in sterling-area
countries, the financial development going together with an emigration of
manual workers and other staff. ‘

France, too, has in recent years made substantial investments in its
overseas territories, although the amounts involved cannot be exactly stated.
Whereas in 1913 commodity exports from Metropolitan France to these territortes:
were only one-eighth of the country’s total exports, in 1948 they amounted
to nearly one-half, while French imports from overseas territories rose during
the same period from one-tenth to over one-quarter of total imports. Exports
have thus risen more than imports, partly as a result of the contribution
made by the mother country to the post-war reconstruction of the various
territories. In the French balance of payments the current deficit of the
French overseas territories (for which Metropolitan France is liable) was equi-
valent to $162 million in 1947 and $190 million in 1948, but this did not
all cotrespond to capital Investment in the territories in question, a part
being, for instance, attributable to special requirements in Indo-China.



Fairly substantial capital movements of a private nature would seem to
have occurred in the form of repatriation of funds to the Swiss market
in amounts sufficient to cover, for the vears 1947 and 1948, deficits of
perhaps Sw.fcs 200-400 million on the current account of Switzerland’s
balance of payments and still enable the Swiss National Bank to increase its
reserves of gold and foreign exchange. Swiss investors have subscribed to
two Belgian loans of Sw.cs 50 million each (one in 1947 and the other in
1948) but, otherwise, private foreign lending, both on short and on long-term
account, has been at a low ebb, there having been a general tightening of
the Swiss capital market in the course of 1948. Early in 1949, however, a marked
change occurred, reflected in a fall in interest rates coincident with the
reappearance of a surplus on the current account of the balance of payments.
It is becoming increasingly realised that the Swiss market has, from current
savings, a surplus of funds available for investment abroad (but only if
suitable forms can be found; for people have not forgotten the heavy losses
incurred on their previous foreign investments). It may be recalled that in
the more favourable years in the nineteen-twenties the Swiss market used
to export some Sw.fcs 400 million a year.

The loans issued for Belgian account on the Swiss market constitute
an operation almost unique in the post-war period, since other issues of
bonds have, practically without exception, been limited to transactions
between countries belonging to the same monetary area — and then they have
mostly been for the purpose of converting old loans. The preponderance of
direct investments, after the war, in the movements of long-term capital
between different countries (quite one-half of the net outflow of private
capital from the United States being of this nature) reflects the investors’
distrust (caused by defaults and depreciations) in the soundness of bond
issues — a form of lending which accounted for the major part of the
international long-term investments after the first world war. In 1947 the
failure of the attempt to re-establish convertibility of sterling meant a further
setback for the revival of ptivate lending, and this, together with other
circumstances, contributed to a most critical situation in the autumn of
that year. Most governments in Europe had already drawn heavily on such
foreign loans and credits as they had obtained and, more often than not,
used up the greater part of their monetary reserves — and that at a time
when they had to face the consequences of an exceptionally poor harvest
{(some 30 per cent. below normal), which rendered them all dependent on
imports of foodstuffs.

Had it been necessary to reserve the available resources in gold and
dollars to pay for priority imports of food, many countries would have been
forced to make drastic cuts in their imports of raw materials, although such a
curtailment might have led to a serious breakdown in the economic life of
more than one country. These were the circumstances in which Marshall
aid was made available, first in the form of Interim aid to France, Italy
and Austria and then, In the course of 1948, as assistance to the wvarious



countries participating in the European Recovery Program. The United States
had adopted a new formula for the granting of aid, in view of the fact that
the Export-Import Bank had well-nigh exhausted its resources and little
remained of the British loan, while the task in hand obviously went beyond
the purposes of such institutions as the International Monetary Fund and the
International Bank for Reconstruction and Development, since, in accordance
with the provisions of their statutes regarding the conditions under which
funds could be made available to borrowers and the repayment of such
funds, they would have had to give full consideration to the economic situation
of the countries concerned.

Much has been written about Marshall aid and the facts and figures
are well known also in circles other than those directly concerned with its
administration, but it is essential to keep the main data firmly in mind
because of their importance for the financing of trade as well as from a
general point of view.

The principle of stop-gap aid to France, Italy and Austria, for the
purchase of essential commodities in the first quarter of 1948, was approved
by Congress through the adoption of the “Foreign Aid Act” on 17th December
1947 and, a few days later, Congress appropriated $540 million, including
$522 million for Interim aid and $18 million for assistance to China. The
Interim aid was divided as follows:

France . . . . .. $ 284 millien
Italy . . . . . .. $ 181 a
Austria . . . . . . § 35v

Total  $ 522 million

By the end of March a further $55 million was appropriated as Interim
aid for France, Italy and Austria, to enable those countries to hold out until
the European Recovery Program would become operative.

The European Recovery Program itself was enacted when the President
of the United States affixed his signature on 3rd April 1048 to the “Foreign
Assistance Act of 1948, of which Title I (under the name of ‘‘Economic
Co-operation Act of 1948”) laid down that assistance should be extended to
the sixteen European countries having signed, on 22nd September 1947, the
report of the Committee of Furopean Economic Co-operation, to their Overseas
Dependencies, to the Allied Zones of Occupation in Germany and to the
Free Terntory of Trieste.

By various decisions, Congress appropriated an amount of $5,000 million
plus the transfer to the European Recovery Program (usually referred to
as E.R.P) of a carry-over of $10 million from the $55 million formerly
allocated as a supplement to Interim aid. In addition, $1,300 million was
appropriated for relief and recovery in occupied areas (including Japan);
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$225 million for military assistance to Greece and Turkey; $35 million for
the Emergency Children’s Fund; $71 million for the International Refugee
Organisation and $400 million for aid to China.

The $5,010 million of ER.P. aid was made available for a period of
fifteen months (from 1st April 1948 to 3oth June 1949} but the ‘“Foreign
Assistance Act of 1948 empowered the President to ask for authority to
use the whole amount by the end of March 1949 and to demand from
Congress new appropriations for the second quarter of 1949. Upon the
recommendation of the E.R.P. Administrator, the President determined that
the entire sum would be required for the first twelve months of the Program
and that he would ask for further appropriations covering the second quarter
of 1949. The programme for the first year was, in fact, prepared on the
supposition that $6,160 million would become available for the fifteen months
up to the end of June 1949, the difference between that amount and $5,010 mil-
lion — i.e. $1,150 million — being appropriated by Congress in April 1949.

The distribution of E.R.P. aid has passed through two different
stages.

At first, when the Economic Co-operation Administration, “E.C.A." (the
U. 8. organisation set up to administer E.R.P. aid, with central offices in
Washington and Parts and American Missions in each of the participating
countries), started working in April 1948, there was no time to prepare a de-
tailed programme, nor was the Organisation for European Economic Co-operation,
“"O.E.E.C.” (the organisation of the participating countries, with an office in
Paris), yet in a position to do so. But the need for aid was urgent and, in
view of this, E.C.A. made a direct distribution of $1,337 million for the
April-June quarter of 1948.

In the meantime O.E.E.C. was preparing its first annual programme for
the fiscal year July 1948 to June 1949 and by mid-October 1948 it was able
to submit a preliminary programme together with a suggested allocation of aid
which, but for some minor changes, was accepted by E.C.A. The amount
for the twelve months beginning 1st July 1948 was fixed at $4,756 million
plus $67 miilion for administrative and other expenses. The primary distri-
bution of ER.P. aid was made on the basis of the estimated deficits on the
current accounts of the balances of payments of the participating countries
in relation to the western hemisphere, i.e. the dollar area. While the
amounts thus made available would enable the participating countries to pay
for their imports from the dollar area, there remained the problem of intra-
European trade. Such trade had been kept up since the end of the war
largely by the granting of reciprocal credit margins as part of bilateral
payment agreements, but such credits, together with the existing monefary
reserves, had for many countries reached exhaustion point and intra-European
trade threatened to contract sharply and thus to counteract the intended
effect of the United States aid.
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In order to relieve the situation, an intra-European payments plan was
worked out and the ‘‘Agreement for Intra-Furopean Payments and Compensations”
was signed in Paris on 16th October 1948 by the governments of the sixteen
participating countries and representatives of the Bizone as well as the French
Zone of Germany and also of the Free Territory of Trieste (see Chapter VIII).
Under this arrangement the mdividual countries, in those cases where it was
estimated that they would be “creditors” on current account of their balance of
payments with any other participating country, received part of their allotments
in dollars as “conditional aid”, this part corresponding to the (estimated)
surplus on current account. Each country thus had to establish “drawing rights”
in its own currency in favour of other countries (according to a schedule
included in the Agreement), so that a part of the E.R.P. aid received m
dollars was passed on, via the national currency, to the final recipients.

The following table shows the distribution of the amount of
direct aid, as well as the amounts of net indirect aid received or
granted by the individual countries and, as the result of these two sets of
figures, the distribution among the various countries of the net total aid

First fifteen months of E.RP. aid.®

Aprit 1948 July 1948 to June 1949 Totall ;Ige;gid:
Countries Jun:owds Diract aid N::;:galﬁt—e;m Net total aid nf;r:e 1941;0
raceived {+}
in millions of dollars

Austria . . . v v v 0. 82 215 + 64 279 321
Belgivm-Luxemburg* , . , . 20 249 — 208 40 80
Denmark . . . . v o v 0. 20 109 +  F 116 136
France® . . ... . ... .. 335 a1 + 323 1,304 1,639
Garmany: (@ )

Bizome . .+ . v 0w .- 109 411 -~ 10 401 510

French Zone . ., . . ... . 20 o9 + 1 100 120
Greecs . . . . 0 o v 50 145 + 67 212 262
tgetand . . . . . ... .. .. 2 5 - 5 ¥i
freland . . .« .« oo i .. 10 78 = 78 -
ltaly . ... v i v 158 555 — 20 535 693
Netherlands® . . . . . .. .. 115 470 4+ T2 541 656
Norway . « « &« v 0 2 o« 0 s 20 83 + 3z 115 135
Swaden, . . . ... ... —_ 47 — 25 22 22
Trieste . . . . . ... ... 4 ig — 18 22
Turkey . . - . . o 0o .. 10 4G - 12 28 28
United Klngdom™* , ., . .. 400 1,239 — 280 945 1,349
Commodity reserve, . . . . . — 13 — 13 13
Total programme. , . ., . . . 1,335 4,756 * 565 4,756 8,091
Administrative and other out-

side expenses. . . . . .. . 2 &7 - 67 69
Totel E.CA, funds . . . .. . t,337 4823 —_ 4,823 5,160

* Including overgeas iertitories. {1} For various rodifications in the figures, see chapter ViU,

(9) Portugal and Switzerland did not receive E.R.P. aid. . )
%} The direct aid to Germany remains a charge against ihe country, pending evenfual setflement, and js,
therefore, not necessarily in 1he nature of a grant.
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allotted for the period 1st July 1948 to joth June 1949. While leaving aside
the Interim aid, the table shows separately the aid allocated by E.C.A. for
the second quarter of 1948 and the aid for the first fiscal year July 1948 to
June 1949, the final column setting out the net E.R.P. aid for the whole
period of the first fifteen months of the European Recovery Program.

Between the Government of the United States and each recipient
country a bilateral agreement has been concluded, in accordance with which
a sum equal to the amount of aid received as a grant from E.CA. is being
currently deposited in the local currency of each country. A deposit is
made as soon as the United States notifies the government of the recipient
country of the amount of aid utilised. The release of any funds thus de-
posited (the so-called “counterpart funds”) requires the agreement of E.C.A.
and is granted usually for certain specific purposes (to provide for the
development of productive capacity or for other investment, or for a re-
duction of public debt — cf. chapter VII}. Apart from such aid as is
received in the form of grants, 31,000 million (of the $5,010 million
made available between April 1948 and March 1949) has been set aside for
loans and investment guarantees, Of the $1,000 million, $27.7 million was ear-
marked for investment guarantees, and as regards the balance — amounting
to $¢972.3 million — E.C.A. has entered into loan negotiations with the
participating countries, loans being arranged for a period not exceeding thirty-five
years at a rate of interest of 2% per cent., no interest being charged before
1st July 1952 and no repayment being demanded in any case before that
date (and in some cases not before 1st July 1956). The loan agreements
further include a provision for the discussion of postponement of payments
and for alteration of terms in the event of "adverse economic conditions or
for any other reasons”,

On 14th April 1949 the U.S. Senate and House of Representatives
approved a $5,430 million authorisation for the operation of ER.P,
comprising $1,150 million for the three-month period April to June 1949
and $4,280 for the year 1st July 1949 to 3oth June 1930.

The President of the United States, however, on the strength of the
recent price decline, requested Congress for a total appropriation of only
$5,272 million, of which $4,198 million should be for the vear beginning
1st July 1949. The House Appropriation Committee voted a 15 per cent.
cut in the latter amount. At the time of writing, a compromise had been
reached, the House accepting the I5 per cent. cut but stating that the funds
thus reduced for 1948-49 could be expended during 10% months, ie. up to
15th May 1950.

In view of the fact that, as originally intended, a somewhat smaller
amount is made available for the second than for the first fiscal year of
E.R.P, it i1s possible that the quotas allotted as “drawing rights” will
be somewhat reduced. In the “Report on Recovery Progress and the
United States Aid”, submitted in February 1940 by E.C.A. for the use of the
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members of Congress, it is explained that the Agreement for Intra-European
Payments and Compensations was designed “‘to prevent a stagnation of intra-
European trade caused by payment difficulties”. This agreement i1s, indeed,
said to have constituted “the first step towards mutual aid among the partici-
pating countries and multilateral balancing of payments among themselves”.
The total amount of drawing rights arranged for the first fiscal year of
ER.P. aid was $818 million; since, however, countries both give and receive
drawing rights, the net amounts of drawing rights came to $565 million.

At the request of the Council of Q.E.E.C. in the autumn of 1948, the
Bank for International Settlements agreed to act as technical Agent under the
Agreement for Intra-European Payments and Compensations, this being in a
measure a continuation of the role the Bank had played as Agent under the
First Agreement on Multilateral Monetary Compensations, which was signed
in Paris on 18th November 1947 by the Governments of Belgium (acting also
for Luxemburg), France, Italy and the Netherlands (and which was described
on pages 142-153 of the eighteenth Annual Report). As explained more fully
in chapter VIII, the intra-European payments scheme adopted as part of.
the E.R.P. operates through a monthly compensation of balances held under
European payments agreements plus the utilisation of drawing rights. The
Bank for International Settlements, acting in a strictly technical capacity, is
responsible for carrying out the monthly operations and is thus entrusted with
the administration of an essential element in the working of the European
Recovery Program.

The countries participating in the Marshall Plan have together a
population of about 270 million, out of the 4oo million which make up the
population of FEurope -— apart from the U.S.S.R. Estimates of national
income are, especially in times of inflationary movements, necessarily subject
to a fairly wide margin of error and must, therefore, be taken as indicating
mainly ‘‘orders of magnitude”; but, even so, a comparison between the
Marshall aid allotted to the individual countries and the cor-
responding national income throws some  light, from another point of
view than the purely ‘‘balance of payments” aspect, on the importance of
the -aid received in each case. In the table on the following page the
actual amount of aid allotted to each particular country for the year July
1948 to June 1949 — the first “fiscal year” of the European Recovery
Program — is shown as a percentage of the national income {converted into
U.S, dollars, it being recognised, however, that this introduces another source
of possible error).

While the indirect aid facilitates trade within Europe, 1t is really the
-amount of net aid received which represents what is available to each
country for the covering of its own expenditure for various purposes. As the
table shows, Switzerland and Portugal had no direct or indirect aid allotted
to them; Sweden and Belgium receive the lowest percentages of net aid in
relation to the national income while the highest percentages go to Greece,
Austria and the Netherlands,



Relation of E.R.P. aid to the national income
of the participating countries and the United States: July 1948 to June 1949,

Aid allotted s July 1948 to June 1949
Matlonal
Countries intome Direct aid Net total aid () Rercenfarg'e;;:;:;f;n:; income
Direcl aid Neof ald
in miflions of dollars (%) % %

Austria  , . . . ... .. 2,000 215 279 10.8 14,0
Belgium-Luxemburg 3, . 7,000 248 40 3.5 a.5
Denmark , , . . . . . . , 3,500 109 116 3.7 3.2
Frange (), . . . ... .. 20,000 === 1,304 4.9 5.5
Gormany (Trizone) (% . , 17,000 510 501 3.0 2.9
Greece . ., . . .2 r 0 s 1,500 145 212 ) 2.7 14.7
lealand . . . . . ... .. ' 100 5 5 5.0 5.0
breland , . . ... ... . 1,000 78 78 7.8 7.8
aly ... ........ 10,000 555 535 5.6 5.3
Netherlands{® . . . . . . 5,000 470 541 9.4 0.8
Notway . ., , . ...... 2,000 83 1ns 4.2 5.8
Sweden. .. ....... 5,800 47 22 0.7 0.3
Trieste . ., . ., ... .. 200 18 18 2.0 | 9.0
Turkey . . . . . v o v 4 2000 40 28 2.0 14
United Kingdom . . ., 40,000 1,239 949 3,7 2.4
Total . . ... 117,800 4,743 4,743 4.0 4.0

Portugal . ... ..... 1,400 — — - —

Switzerland, . . . . P 4,500 - — - -

Total E.R.P.
countries . . 123,700 4,743 4,743 — -
United States . . . . . . 230,000 4,743 4,743 2.1 2.7

() The amount of aid allotted, aceount being taken of the operation of drawing rights as shown in the tables in
chapter VI, 2) Round figures. &) Including overseas territories,
() The total for Germany is made up of the combined figures for the Bizone and the French Zone.

The aggregate ‘‘national income’” of the participating countries comes
to about $120 milliard (for a population of 270 million) as compared with a
national income of $230 milliard in the United States (with a population of
148 million). Thus the United States has a national income which is about
twice as large as the aggregate money income (in dollars) of the participating
countries in Europe and, per head, three and a half times as large. As everyone
who has visited the United States knows, the cost of many articles and services
15 greater in that country than in Europe, but the bulk of the staple
commodities {wheat, meat, petrol, etc.), as well as many mass-produced goods,
are cheaper in the United States than in Europe. It is the size of the real
income per head which enables the United States to extend aid to so many
other countries. Thus, the total aid for the first fiscal year of the E.R.P.
came to little more than 2 per cent. of the national income in the United States,
while the amount of current private savings in the United States is estimated
to have been equal to 15 per cent. of the national income.

For the recipient countries in Furope the aid allotted for the period
July 1948 to June 1949 corresponds to about 4 per cent. of their aggregate
national income. The significance of this figure may be judged from the



fact that before the first world war a proportion of 10 to 15 per cent. of
the national income was saved in the richer countries and invested at home
and abroad — which permitted a fairly regular growth of nearly 3 per cent. in
world production. Thus in 1948—40 Marshall aid, on an average, corresponded
to about a third of the proportion of savings required for normal economic
growth; here as elsewhere it is, of course, the marginal contribution that
counts most, making all the difference, in this case, between a slow and
painful increase in production (even ' assuming . that social and political
disasters could have been avoided) and the fairly rapid recovery which
actually took place, almost without exception, in the E.R.P. countries in
the course of 1948. One of the principal problems to be solved as
Marshall aid draws to its close will be how to ensure sufficient savings in
the participating countries to enable them to continue investments at not
too low a rate. '

While the aim of Interim aid made available for the first three
months of 1948 was primarily to help France, Italy and Austria to extricate
themselves from a critical situation, the application of the full European
Recovery Program socon had a profound effect in the recipient
countries and in the world at large. As the first and most signal
result it must be mentioned that the external aid helped to keep up the
volume of international trade — not only in relation to the dollar area but,
through the operation of the payments scheme, within Europe as well;
if the aid had not been forthcoming, several countries which could not
afford to dip more deeply into their already badly depleted monetary reserves
would have had no choice but to cut down their imports still further,
even though that would have meant a recurrence of unemployment and
would in many cases have impaired the chances of continued recovery; for
they could not very well have suddenly given free rein to the price and
foretgn-exchange mechanism since that would have involved too brusque a
change from the previous system of rigid control, and the adjustments in
such a case might very likely have become intolerable from a soflal point of
view. A second very important result was that inside each individual country
Marshall aid helped to arrest mflation by making more goods available (thus
increasing ‘“supply’’) and by exerting, to the extent that ‘*‘counterpart funds”
were effectively accumulated, a certain restraining influence on spending and
lending (thus curtailing ‘“demand”). In that way, time was afforded for
“reorganisation’” -— and an essential point is, of course, that the time thus
gained should be utilised in a way which really makes the help received
“help towards self-help”. The time must also be wisely used to further
the co-operative aspects of the Program — the strengtherung of the ties between
the participating countries, so that joint consideration can be given to problems
concerning them all and, when occasion arises, common or at least coordinated
action can be taken. The provision of an impetus to think along new lines
— overcoming settled habits as well as old antagonisms — and the recognition
of the necessity for setting up new institutions for concerted action may
one day prove to have been the lasting achievements of Marshall aid.
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Now that a low rate of production is no longer the bottleneck of
world recovery, other problems — and in the first place monetary problems
— can receive lncreasing attention. Depleted monetaty resetves form a very
unreliable basis for recovery — thence the necessity for their replenishment.
Strengthening of monetary reserves should be regarded not only as a step
towards the general re-establishment of confidence in national currencies but
also as a means of enabling the various countries to apply, in relation to one
another and to the world in general, a less arbitrary commercial policy, which
is possible only if they do not live in constant fear of a further shrinkage of
their too scanty holdings of gold and foreign exchange. But a replenishment
of monetary reserves will bring little lasting benefit if it is not accompanied
by the establishment of those internal and external conditions upon which
the ‘maintenance of balance in the economies of the individual countries
depends and without which no monetary standard can work smoothly; moreover,
the measures required to bring about the necessary adjustments will have to
be taken well before the time appointed for the termination of external aid.

- The provision of Marshall aid has been the generator of the main
transfers of funds since the beginning of 1948 but other movements have
also occurred.

In eastern Furope a number of trade and payment agreements have
been concluded in the course of 1948, providing for an increased volume of
trade, generally over periods of five vears and also, as a rule, for some
extension of credit. The U.S.5.R. has undertaken to deliver, partly on credit,
certain types of capital goods and also raw materials to Czecheslovakia,
Poland and Yugoslavia. Moreover, the U.S.S.R. has made two middle-term
loans to Poland: in March 1947 one of $28 million in gold for thirteen
yvears and in January 1948 a ten-year loan of $450 million at 3 per cent. to
finance Polish imports of capital equipment.®* In December 1948, a loan in
gold and Yoreign exchange was granted by the USSR. to Czechoslovakla
but the amount has not been published.

In the trade agreements between the U.5.8.R. and countries in eastern
Europe arrangements are usually made for deliveries of particular commeodities
(sometimes involving an extension of credit); but when a loan in gold has
been granted there does not seem to have been any condition attached limiting
the purchase of goods to a particular country or group of countries. In the
more recent agreements in which the U.S.8.R. has been one of the partners,
that country has increasingly accepted consumption goods — a natural con-
sequence of the industrialisation in eastern Eurcpe, which 1s a line of develop-
ment obviously furthered by the government in Moscow.

The countries in eastern Europe are, however, still largely agricultural,
with a relatively low Income per head of the population. It would seem

* See “Major Economic Changes in 1948" (page 22), published by the United Nations, January 1g4g.



on the basis of recent estimates (confirmed by a comparison with data for
the pre-1939 period, when complications caused by the ‘inconvertibility of
currencies, etc. were somewhat less acute than at present) that, on an
average, the national income per head of the population in eastern European
countries works out at about 60 to 65 per cent. of the average for the other
countries in Europe.

Before Marshall aid became available, several European countries
had beea the recipients of U.S. government funds through the lending
operations of the Export-Import Bank in Washington. Between the
summer of 1945 and the end of 1948 this bank extended credits for a total
of $2,350 million, of which more than two-thirds went to European countries.
In 1948 the credits newly authorised were as follows:

Europe — United Kingdom . . . . . % 22.5 million
Finland . . . . . . . .. $ 107
Germany . . ... ... % 46
Sweden . . . . .. ... 8 22
Norway . . . . . . .. . % o3 .
Total for Europe . . . . . . . . . . .. $ 40.3 million
Bgvpt . . . . . . - T Y
Canada . . . . . . . . . . ... ... $ 5o
Japan . . . .. Lo L 0oL 0 L $ 290.
Central and South America . . . . . . . $ 62,4

Total $138.2 million

In the second half of 1948 the new credits of the Export-Import Bank
were mostly for projects in the other American republics, a loan of $10 mil-
lion to Finland being the only credit to a European country in that period.

While the Export-Import Bank has practically exhausted its lending
capacity on the basis of funds allotted to it by Congress, it should be noted
that during the years 1949-1952 the bank is due to receive some $120 to
140 million in principal and, in addition, some $50 to 6o million in
interest each calendar year {(from which, however, the operating expenses
have to be paid, at the rate of about $13-14 million a vyear, including
some $12 million paid to the U. 8. Treasury as interest on notes).

As E.CA. completes its loan negotiations with participating countries,
funds corresponding to the loans granted are (after consultation with the
National Advisory Council} being allocated to the Export-Import Bank, which
acts as an agent for the E.R.P. loans. At the same time, the availability of
Marshall aid has made it possible for the Export-Import Bank to limit its
own activity. In its sixth report to Congress, for the period January to June
1948, it stated that, as far as its own lending was concerned, its directors
thought that “‘credits to the participating European countries should not be
authorised save in exceptional circumstances”.

A similar attitude has been adopted by the International Bank for
Reconstruction and Development and by the International Monetary



international Monetary Fund:© Fund. The latter institu-
Summary of transactions. tion pointed out in April
1948 that, in the case of
Exchange transactions E.R.P. member countries,
Currency for ihe fourteen far the fiscal recourse to the Fu‘nd ShOUId
months ending year ending be had “only in excep-
30th Aprit 1948 | 20th April 1949 tional and uné s
U. 5, doflar equivalent in millions tona an“ un 0re§eer§ cases
so as ''to mamntain the
Currency sold: SOUrces f F T
U.S.doflars . . ... .. S00.0 108.0 re ces Q the u d at
Belgian francs . . . . . . — 11.4 a safe and reasonable level
Pounds sterling . . . . . 8.0 — . .
s during the E.R.P. pertod
Total currency sold . 608.0 119.4 in order that at the end
of the period such mem-
Currency bought: b ‘ll h
Belgian francs ., . . . . . 330 - ers  wil ave unencum-
Brazilian cruzeiros. . . . —_ 15.0 bered access to . the re-
Chilean pesos . . . . . . 8.8 — '
Costa Rican colones . . . - 1.3 sources of the Fund”.
Czechoslovakian kotuny . -— 6.0
Danish kroner . . . . .. 10.2 — . :
Egyptian pounds . . . . . - 3.0 During the calendar
Ethiopian dollars . . . . . —_ 03 .
Frencl; francs ... ... 12506 — year 1948 the Internatlonal
Indian rupess .. .. .. 28.0 72.0 4
P 280 2 Monetary Fund 1ncreas‘ed
Nethertands guilders , , . 68.5 6.8 the amount of currenciles
Micaraguan cordobas, . . -_ 0.5
Norweglan kroner . . . . 50 4.5 bought frorn rnember Coun-
South Africap pounds . . _ 10.0 :
Turkish firas . . . . . . . 5.0 - tries (more than 97 per
Pounds sterling ., . . . . 300.0 —_ Cent. Of the purchases
Tatal currency bought €06.0 118.4 being against sales of 1.5,
doltars) by $208 million.

Y Up to the end of April 1948, the LM.F. sold 24,000 U. S, dollars
againstmgold and during the fiscal year ending Aptl 1948 But

besides selling
%) Represenis the U, 5. dofiar equivalent calculated at the agreed par . : :
value In force at the time the transactions were effectod, P and purchasing currencies

(which 13 in some respects
equivalent to an extension of credit) the International Monetary Fund is con-
cerned with problems relating to exchange rates, and in its annual report
submitted to the Board of Governors at their meeting in Septermnber 1948 it
took the opportunity to make 1t clear that its task ““to promote exchange
stability’”’ does not

“impose upon the Fund the duty of perpetuating in the name of stability
exchange rates which have lost touch with econormic realities. Stability and
rigidity are different concepts... The Fund has never insisted on the main-
tenance of an exchange rate which was not suited to a country’s economy.
On the contrary, it has always recognised that an adjustment of exchange
rates may be an essential element In the measures necessary to enable a
country to pay for the goods and services it needs from abroad without
undue pressure upon its international reserves. Stability implies that when
exchange rate adjustments are necessary they should be made in an orderly
manner and that competitive exchange depreciation should be avoided.”

In the report it was further explained that “when the Fund was set
up a major preoccupation of those who were concerned with international
exchange policy was the avoidance of competitive exchange depreciation” as



a measure of protection against the effects of deflation. But in recent years
the basic conditions had been virtually the reverse of those existing in the
latter half of the inter-war period. Since there was now gerieral “‘anxiety about
the effect of rising living costs”, the tendency in all countries had been “to
maintain exchange rates rather than to depreciate them”. In this connection
the Fund stressed the view that

“so long as an exchange rate does not hamper a country’s exports, there is
little to be said in present world conditions for altering it. There are
indications, however, that in some countries the exchange rate is becoming
a restraining factor on exports and that it is adding to the difficulty of
earning convertible currencies.”

But i will also be necessary to take “internal financial problems and
policies” into account, and with them “‘the necessity of restraining inflationary
forces, particularly by achieving a balance or surplus in the national budget
and bridging the gap between the volume of investtnent which is undertaken
and the amount of its income the community is willing or able to save”.:

The International Bank for Reconstruction and Development
had, up to the end of 1947, granted loans for an amount of $497 million,
distributed as follows:

France . . . . . . . ... ... . %250 million
Netherlands . . . . . . . .. ... $195
Denmark . . .. ... ...... 8§ 40
Luxemburg . . . . . . . ... .. § 12 .

Total $ 497 million

During 1948 two new loans were arranged: $16 million to Chile
and $12 million to various Dutch shipping companies, these loans being
guaranteed by the government of the Netherlands.

The Bank for International Settlements participated by the provision of
Sw.fcs 17 million as part of the financing accorded by the International Bank
for Reconstruction and Development to the Netherlands, as described in the
eighteenth Annual Report of the Bank, page 8. In the first quarter of 1949
the International Bank for Reconstruction and Development arranged three
further loans:

Mexico . . . . . . . .. ... .. $34 milion
Brazal . . . . . ... . ... ... %75
Belgivm . . . . . ... . ... ... %16

The total amount of ‘loans granted by the Bank for Reconstruction and
Development up to the end of March 1949 was thus brought up to $650 mil-
lion. As regards the loan to Belgium, $16 million of Kingdom of Belgium
bonds were sold privately by the International Bank for Reconstruction and
Development to New York insurance companies; these bonds, which had the
unconditional guarantee of the International Bank for Reconstruction and
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Development as to principal, interest and sinking-fund payments, bear 3 per
cent. interest and mature in twenty years. Belgium as a borrower pays
4 Y per cent. for the funds, which are being used to provide capital for pur-
chases of steel-mill and power-plant equipment.

In the third annual report of the International Bank for Reconstruction
and Development, submitted on 29th September 1948 to the Board of
Governors, the main lines of the Bank’s lending policy were set out:

Since it was clear that United States assistance to Europe would for the
time being greatly exceed any amount which the Bank might lend, it seemed
desirable that the Bank should “... reserve its not unlimited resources to
finance productive projects in other areas of the world and to supplement the
E.R.P. by helping the participating countries in their long-term investment
programs”’. Thus in Europe ‘‘negotiations have been conducted with respect
to 2 number of small loans for specific productive purposes which seem clearly
desirable irrespective of the ultimate form of the ER.P.”. But “the Bank's
continued interest in assisting European recovery has not prevented a definite
Increase In its activities in other parts of the world during the past year; in
fact, the problems of the Bank's underdeveloped member countries are more
and more occupying the major proportion of the Bank’s attention and, in the
long run, they will undoubtedly constitute the Bank’s primary concern’. The

Bank is “... convinced that sound development is best promoted, not by
sporadic injections of large amounts of capital, but rather by a steady flow
of capital in moderate amounts”’. The Bank finds it desirable ... that a

considerable part of the foreign capital employed for development purposes
be in a form of equity investments in order to avoid an undue burden of
fixed charges which might impair the credit of the borrowing country or
intensify its balance of payments problems during a period of declining
trade or falling prices”. Direct investment by foreign business enterprises,
moreover, has ‘“‘the special advantage of supplying technical and managerial
skills as well as capital”, For these various reasons it is one of the principal
objectives of the Bank “to help to create conditions which will encourage
a steady and substantial stream of private investment, particularly equity
investment, flowing into its underdeveloped member countries”. It is pointed
out that “through the use of its guarantee powers the Bank can itself assume
the risk of loans made from private funds” and that “‘the Bank is examining
the possibilities of granting limited guarantees — for example, a guarantee
of transfer of interest — to reduce the special risks involved in international
financing without eliminating the. private character of the investment'’

* #*
*

Marshall aid is by intention and by its very nhature a temporary
form of financing on the basis of government funds. Just as there was a
period after the war during which provision for ‘“‘reciprocal credit margins”
in bilateral trade agreements was justified as a means of giving an initial
impetus to trade so, on a larger scale, Marshall aid has its justification
as a comprehensive measure which will afford strength for recovery and
time for reorganisation. Already minds are beginning to busy themselves
with the problems of further financing after basic recovery has been attained
— being well aware of the fact that many tasks remain to be tackled. The
Bank for International Settlements has, during the past few years, gained some



experience with regard to short-term financing, having granted credits mostly
of an equilibrating nature; and it can see further needs arising, as the
official financing through E.R.P. gradually decreases. The International Monetary
Fund and the International Bank for Reconstruction and Development will
continue to devote their attention to their own particular functions of
international financing. But the financing of international trade and foreign
investments cannot for long rely principally on the provision of government
funds or on the activities of a few specialised international institutions of an
essentially official character. It will obviously be necessary to create the proper
conditions for increased international financing from the resources of private capital.
The attraction of such capital was, indeed, clearly envisaged in ““Point Four”
of President Truman’s.Inaugural Address (delivered on 20th January
1949), dealing with “the improvement and growth of underdeveloped areas”.
The following extracts from the Address show some of the main lines of
the President’s thoughts on this subject:

“Fourth, we must embark on a bold new program for making the benefits
of our scientific advances and industrial progress available for the improve-
ment and growth of underdeveloped areas.

P ITE

I believe that we should make available to peace-loving peoples the benefits
of our store of technical knowledge m order to help them realise their
aspirations for a better life. And, in co-operation with other nations, we
should foster capital investment in areas needing development.

Our aim should be to help the free peoples of the world, through their
own efforts, to produce more food, more clothing, more materials for housing,
and more mechanical power to lighten their burdens.

We invite other countries to pool their technological resources in this
undertaking. Their contributions will be warmly welcomed, This should be
3 co-operative enterprise in which all nations work together through the
United Nations and its spectalised agencies whenever practicable. It must
be a wortld-wide effort for the achievement of peace, plenty and freedom.

With the co-operation of business, private capital, agriculture, and labor in
this country, this program can greatly increase the industrial activity m other
nations and can raise substantially their standards of living.

Such new economic developments must be devised and controlled to the
benefit of the peoples of the areas in which they are established. Guarantees
to the investor must be balanced by guarantees in the interest of the people
whose resources and whose labor go into these developments.

R

All countries, including our own, wiil greatly benefit from a constructive
program for the better use of the world’s human and natural resources,
Experience shows that our commerce with other countries expands as they
progress industrially and economically.”

Investment in underdeveloped areas necessartly means, at the outset, a
fairly lengthy period of waiting for the expected goods to be produced,
and the first effect is, therefore, to reduce the resources available for other
purposes — e.g. an increase in consumption or in the volume of investments
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of the home country. Thus concern with the growth of production in
underdeveloped areas brings no immediate relief to the European countries,
and obviously not in their struggle for an early re-establishment of proper
equilibrium in their own balances of payments. But even if it is a fact
that in some respects a programme of helping underdeveloped territories
(which — 1t should be remembered — are not all situated outside Europe)
involves a momentary burden, there are — as the President emphasised in
his Inaugural Address — a number of reasons why an effort should be made
to proceed with well-thought-out development schemes.

Such a course of action is undoubtedly to the advantage of the terri-
tories themselves, since In that way their productivity can be Increased
and their standard of living raised at a rate which they could not achieve
unaided, especially since modern methods of production and social welfare
can do much for the workers in the underdeveloped areas, where the income
per head of the population is generally less than one-tenth of the income
per head in the United States. But little would be gained if the development
of local industries were simply to be in the direction of autarky behind high
protective walls. The U.S. Secretary of State, Mr Dean Acheson, in a press

conference® on 26th January 1949 explained that the President in his Inaugural
Address had

“pointed out that in so far as his program is successful and in so far as
peoples in less developed areas acquire skills, they may also create the
conditions under which capital may flow into those countries. He [the
President] did not say this was to be governmental capital and, indeed, if
the proper conditions are created, the reservoirs of private capital are very
great indeed. He pointed out that these must be two-way operations. There
is abroad in the world an idea that there is a magic in investment. There
is an idea that if every country can only have a steel mill, then all is well.
There is a failure to understand that it is a long and difficult process to
develop the skills which are necessary to operate many of these plants.
There is sometimes failure to understand that plants should be located
where the natural resources exist and not on purely nationalistic bases.
There is also in many places a failure to understand that unless the condi-
tions are created by which investors may fairly put their money into that
country, then thére is a great impediment to development.”

These warnings did not seek to belittle the tmportance of the idea
expressed in “Point Four” of the President’s address but to ensure that efforts
should be directed along practical lines.

This is the more important since — as past experience shows — an
expansion of production in underdeveloped areas can at the same time be of
great benefit to countries which are already developed. TFull use must be
made of recent technological progress, and possibilities must be provided for
investment of capital; but, if this happens, such areas should gradually
become important sources of supply of raw materials; and, as their earning
power 1increases, they should be in a position to buy more and more from

* Reproduced from the Department of State Bulletin for 6th February 1949.



abroad. The effort of getting new schemes adopted and properly executed
may have in it “‘a vitalizing force’” which can help to overcome any tendency
to stagnation in the older countries, while bringing modern technique into
underdeveloped areas. But a revival of private foreign investment by the United
States means the reversal of a tendency which has prevailed almost uninter-
ruptedly since the middle of the nineteen-thirties.

It should be noted that investments recorded in the graph below
represent investments in securities (bonds and shares), thus excluding
holdings of short-term balances and direct investments. As the graph shows,
there has been an almost uninterrupted decline in American investments in
foreign securities ever since 1934. '

United States investment in foreign securities and
foreign investment in United States securities.
Cumuiated from eand of 1925, in millions of dollars.
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There had been two great waves in the foreign acquisition of American
securities: nearly $1,000 million (net) was bought in the two years 1928-29
and over $1,000 million between the middle of 1935 and the early part of
1937. Experience after the stock-market declines in the autumn of 192¢ and
the spring of 1937 indicates that, while non-American investors (considered
as a whole) bought American securities during the bull markets, they did
not, on balance, sell during the subsequent decline in prices.

But there were sales of securities, together with a withdrawal of funds,
early in the war (to a large extent connected with the requisitioning of
securities by the British Government) and then an appreciable decline in
holdings after the war, partly owing to requisitioning by a number of govern-
ments but partly also to voluntary withdrawals.

The following graph shows the changes in foreign short-term
banking funds in the United States, most of these being demand



deposits with American banks. In the Federal Reserve Bulletin for February
1939 it was stated that “an analysis of the capital movement itself suggests
that, while this movement has been influenced to an important degree by
disturbed conditions abroad, only a limited amount now represents nervaus
foreign money ready to leave this couniry as soon as conditions abroad
become more stable”. In fact, the war vears saw another increase in the
holdings of foreign countries in the United States, the foremost depositors
being Latin American countries. The proportion of the short-term banking
funds now held by European countries is much less than it was In I1930.
In judging the real significance of these

funds account has to be taken of the
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Important though investments in securitiecs and holdings of bank
balances are, the largest single item among U. 5. foreign investments was for
years the total of direct investments, exceeded only in 1947 by the U.S.
Government’s own Investments abroad (i.e. lts loans to foreign countries). The
table on the next page shows the changes which took place during the war in
the international investment position of the United States,
according to the computations of the U.S, Department of Commerce.

It will be seen that the development of a U.S5. creditor position on
capital account corresponds to the amount of foreign loans and other invest-
ments abroad by the U. 8. Government.

If the criterion Is the net amount of income received from investments
abroad, the United States comes out more clearly as a creditor country, since



United States: Internaticnal investment position. in 1948 such in-
come is estimated to
have been equal to
$983 million — the
difference between
$1,257 million re-

End of
. Iteras 1939 | 1946 | 1947

in milliards of dollars

U.S, investments abhroad:
Private fong-term

Direct. . . .. . P 73 a.s 94 i -,
Portfalla . . < .. i i 41 58 5.7 ceived from abroad
Private Short-16rm . . v o v« v v v v e s 1.1 1.3 18 and $274 million
Total private investments . . . . . . .. .. 126 | 166 | 167 paid to foreigners
u.s. ment investments ., . ., .., ., — .
governmen estmen 5.1 12.1 as their return on

Total U.S. investments abroad . . . . ., .. 12.5 20.7 28.8 investments in the
United States (a

Foreign investmants in the United States:

Private long-term
Diract . . . L . e i e e e e 29 26 2,6 large p?’rt Of these
Portfolio . . .. ... .. .......... 58 5.1 4.8 latter 1investments
Private short-ferm . . . . . . .. . .. ... s 3.8 5.2 52 being in the form of
Total private investments . ., . . . ... .. 125 129 12,6 bank balances on
U. S, government ohligations held akroad . .| 0.3 3.8 3.9 .
which a low rate
Total foreign investments in the United States 128 16.4 16.5 . .
of interest, if any,
Net debtor (—) or creditor (+) position of the ' has been paid).
United Btlates . . . . . .. 000 e e —03 |+ 43 |[+123

An expansion of the volume of trade almost always represents a gain in
itself; but triangular trade, in which overseas countries sell raw materials
to the United States while buying a variety of machinery and manufactured
articles from Europe or in which part of the earnings of such countries is
spent by their nationals visiting Furope, has the further advantage of helping
to solve the dollar problem; for trade of this kind makes it possible, so to
say, to get round the U.S. tariff, since most raw materials are duty-free, in
contrast to manufactured articles, which are usually subject to fairly heavy
duties on entering the United States, so that the shipment from Europe of
manufactured goods involves, as a rule, the necessity of climbing over the
American tariff.*

Encouragement of triangular trade is not, of course, a short cut to
solving the dollar problem, but it helps up to a point, and in this field, as so
“often in human affairs, a solution must be sought along many different lines.

On this there 1s probably general agreement, and the same consequently
applies to the desirability of improving production in underdeveloped areas: the
real question is how to translate more or less vague aspirations into practical

* It iz well to remember that, since the middle of the nineteen-thirties, the U. 8. tariff has been greatly
reduced through reciprocal trade agreements, the rise in prices (which has lessened the burden
of specific duties) and further steps taken in connection with the International Trade Organisation.
According to the results given by the usual methods of measuring the weight of protective duties,
the U. 5. tariff level iz now about one-half of what it was in 1932 and it is even lower than it
was after the fairly sharp cut in protection brought about in 1913-14 under President Woodrow
Wilson's leadership. But, as mentioned in an article on “Eurcpe after 1952”" by Professor John
Williarns, in “‘Foreign Affaivs’” for April 1949, it seems to be a fact that the U. 3. triff “sull
accords effective protection in just the range of goods in which Western Europe might otherwisc
compete'’.



modes of action. In some tespects this is part of the wider problem of
restoring capital movements, in general, between countries; for even between
the older countries technical progress occasions questions of give and
take in the matter of up-to-date processes, there being many cases in which
the use of such processes cannot easily spread from country to country
in the absence of some possibility of capital investments, Morecver, it is
dawning upon the world that multilateral trade will not prove possible
without a revival of multilateral capital movements.

Obviously one of the reasons why trade has recovered so well between
members of the same monetary atea (as, for instance, between the countries
within the sterling area) is that, in the relations between such countries,
capital has been free to move whenever it was needed for genuine invest-
ments and financing of trade. A recognition of this fact points to the true
solution of the problem: progress must be made in the monetary
field so that, on the one hand, payments can be carried out freely on
current account and, on the other hand, capital transfers required for
genuine economic purposes will meet with fewer and less serious obstacles.
But such progress will not be possible without the fulfilment of certain
conditions, which can only be briefly indicated here:

(1) there must be no inflationary creation of purchasing power for budget
purposes or through the . credit system — which means that the so-called
“inflationary gap” must be closed;

(i} there must, where necessary, be a return to realistic exchange rates; and

(iii} there must be a minimum of political stability, internally and internationally,
for otherwise 1t will not seem worth while to launch out on ventures which
will take years to bear any real fruits,

But there is obviously one further condition which must be fulfilled,
namely that the older countries will have the resources to mvest in the areas
needing help in the expansion of their production. The real resources which are
needed must be generated by means of genuine current savings, as they were
in the past, when European countries invested their surplus savings for the
building of railways and the establishment of industrial and commercial
enterprises In overseas countries — including the United States. For many
years now, the United OStates has been almost the only country with a
surplus of savings available for investment abroad. The world is suffering
today from a scarcity of current savings; those who feared that monetary
difficulties would arise from a superfluity of savings after this last war have
clearly, but not unexpectedly, been wrong. It is not enough to increase
production: it 1s necessary that resources should be set free for the formation
of real capital at home and abroad. This is obwously a problem which goes
far bevond the particular field of investment in underdeveloped areas; it
reaches the core of the fundamental problem of how to establish a true
balance within each individual country and in the relations of the various
economies one with the other. There will be occaston to return to that
problem in almost every part of this Report.



II. The End of the Post-war Inflation.

Five years will soon have passed since France and Belgium were
liberated in the late summer of 1944 and four years since the war came to
an end on the continent of Europe. It is thus becoming possible to see
the situation in longer perspective: notwithstanding many difficulties of a tech-
nical and political nature and some regrettable setbacks, much progress has
undoubtedly been made; in most cases, production has attained or even
surpassed peacetime proportions, and commodity prices have ceased to in-
crease as they had been doing under the influence of inflationary issues of
money for meeting government expenditure and (but to a much lesser extent)
private demands for credit,

Comparison with the business trend during the four to five
years following the first world war brings out the absence of anything
corresponding to the post-war deptession which began to make itself felt in
the latter half of 1920 and, after bringing a short but sharp fall in prices,
had already run its course by the autumn of 1g922.

The following graph shows the movement of wholesale prices between
1914 and 1925 in the United States, Great Britain and Switzerland.

Wholesale prices are subject to strong international influences and, in
the main, the actual movements after the first world war display common
characteristics for the three countries included in the graph; but, on closer
examination, the avatlable data indicate that the driving force emanated from
the United States, where the wartime shortages were most easily overcome.

Movement of wholesale prices 1914 to 1625.
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United States: Volume of deposits and

monetary circulation 1914 to 1925.
End-of-June figures, in milliards of dollars.*
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It seems sometimes to be
taken for granted that the fall in
the American price level after
the first world war was mainly
due to a contraction of 'credit.
Facts do not bear out such an
assumption, however. The vo-
lume of deposits and the note
circulation had expanded rapidly
up to 1920; in the following
year there was a certain shrinkage
in both; but the remarkable thing
15 that the decline from the top
figure was slight indeed in com-
parison with the previous rise
and, moreover, of really short
duration. By 1922 the volume
of deposits had already regained
the 1920 level and an expansion
then set in, which continued
without a break up to I1930.

In terms of money, the national income also kept up well — another
indication that aggregate monetary demand in the United States remained
practically undiminished all through the first post-war depression in 1920-22.

That being the case, the decline in prices must rather be attributed to
changes in the supply situation. During the war, sudden shortages had sent
prices and profits soaring and an intense demand for labour had made it
possible for numbers of industrial and agricultural workers to obtain an
increase in wages (while large groups of salary-earners and others had found
their real incomes lessened by the rise in prices).

But a reaction followed: as soon as the normal peacetime supplies
reappeared, the abnormally high prices had to come down — and once the

Decline in wholesale prices

1920-1922,
Yearly average Pe
el
Country 1920 | 1922 change
1913 = {1606

United States, . 221 138 -— 37
Denmark . . . . 34 179 — 47
Franca . . . .. 508 327 — 36
Great Britain . . 307 159 — 48
Netl_wrlands ‘. 282 160 — 45
Norway . . . . . 382 233 — 39
Swaden . . ., . ., 358 173 — 52
Switzerland . . . 285 168 — 4F

decline had started the fall was
swift indeed. It took not quite
two years before a new balance
was struck between the wvolume
of monetary purchasing power
left by the war and the re-
constituted supply of goods and
services; but a level of prices
was then reached which remained
practically stable for some six or
seven. years.

The price fall which started
in the middle of 1920 made
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" parities;

itself felt everywhere. In countries
other than the United States,
however, it was mostly accom-
panied or followed by further
complications.

During the war and up to
1920, prices in Great Britain and
Switzerland rose more sharply
than prices in the United States
but, after the reaction came, their
relative decline was ultimately
greater (as shown by the graphs
— and a similar fall occurred
in a number of other European
countries, e. g., Denmark, the
Netherlands, Norway and Sweden).
An obvious reason for the fall
in prices in Europe, as in the
United States, was the overcoming
of wartime shortages. For many
European  countries, however,
another factor came into opera-
tion: the exchange rates of a
number of European currencies
had become depreciated in terms
of dollars in the course of 1919
but the countries concerned were
soon credited with the settled
policy of re-establishing exchange
relations at the pre-war gold
and this belief was

sufficiently strong to bring the actual market rates close to the old par rates.
Those rates, however, meant that the commeodity prices of the countries in
question had to fall precipitously and the volume of credit had also to be
somewhat reduced. That actually happened, and it was an interesting case
of prices’ becoming adjusted to the pre-war partities instead of the exchange
rates'’ being determined by relative price levels, in accordance with the

theory of purchasing-power parities.

The corresponding graphs for the period of the second world war
and for the years 1945-49 reveal a very different picture:

(i} During the actual war period, prices at first rose some 30-50 per cent.,
after which they were as a rule kept more or less stable for about
three vears (a very different state of affairs from the doubling and trebling
of prices at the time of the first world war).



(1)

(iii)
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Once hostilities had ceased, in 1945, an insistent demand {previously
repressed) set in, with the result that prices began to go up, and
between the middle of 1945 and the end of 1946, i.e. during the first
cighteen months after the war, the price level, in many countries, rose
to about the same extent as during the corresponding length of time
after the first world war.

But no such reaction set in as had happened in the middle of 1920.
The rise went on until, by the end of 1948 (i.e. when the war had
been over some three and a half years), prices in the United States
and in a number of other countries had reached a level more than
twice as high as before the war. Thus, although the wartime increase
had been less pronocunced, the ultimate price increase seems to be
higher in the present instance than after the first world war.

It 15 of some interest to consider the main reasons for the

difference in the respectivé price movements after the first

and
(i)

the second world wars:

One of the reasons is undoubtedly the fact that during the second
world war the resolute application of a comprehensive wage and price
control not only went a long way towards neutralising fresh issues of
monetary purchasing power but also, with the aid of rationing and
other measures, prevented shortages from being reflected in higher
ptices. In the fourteenth Annual Report (published at the end of 1944)
it was pointed out (in a footnote to page 1g), that, had it not been for
price control, wartime shortages rght have had a greater influence on the
price level than is generally realised. If — without price control — the
supply of goods and services in a certain country had been reduced

Movement of wholesale prices 1939 to 1948.
Indexes January=June 1839 = 100,
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Note: With regard to any comparison of the relative purchasing power of the paund sterling, the dollar and
the Swiss franc, it should be remembered that In the jate summer of 1938 the exchange value ol the pound was

reduced

by 14 per cent. — a reduction of which no account is taken in the above graph.
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b o cent., th
y 20 per € United States : Volume of deposits

price index would have and monetary circulation 1938 to 1949.
risen from 100 to 125. End-of-Juns figures, in milliards of dollars.®
If, at the same time, Wr-T—T—T 1T T 17 7 1T T 1 1°®
an inflationary expansion 200

of purchasing power had
doubled the volume of
effective monetary de-
mand, the price level
would have been raised

ng

50
40

to 250. Of the in- e 30
N . -
crease, 50 points (l.e. 20 s — 20
. Monelary circulation
one-third) would have ,/’ ¢
been due to the excep- wk S n

tional shortages; to this
extent the rise would

have disappeared when 2—»- 2
the shortages were over- 3k 3
come, if the jncrease in ; )
the volume of money :
and credit remained. If, L0 ey
on the other hand, as 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1349 1950

AR

actually happened in the
second world war, the
control had been successful in preventing the shortages from raising
prices, there would be no compelling reason why increased supplies of
goods and services, after the end of the war, should lead to any
pronounced fall in prices. '

* Logarithmic scale.

In the second world war, moreover, it was part of the policy
of the United States, Great Britain, Switzerland, Sweden and a number
of other countries to keep down the cost of living through the payment
of subsidies, in order to prevent wages from rising too steeply, By the
end of the war, wages in the countries mentioned had in fact risen
much Jless than between 1914 and 1920; and, since the general price
level did not fall even when supplies became more normal, no dis-
equilibrium emerged between wage costs and prices and, consequently,
there was no reason for a general reduction in wages. On the contrary,
as prices went on increasing, wages also were generally raised. But the
whole of this development must be seen in relation to the general
trend of business, as determined not merely by the evident need for
a large amount of work to be done after a destructive war but also
by the combination of such a need with a redundant volume of
purchasing power left over from the war and often dilated by current
financial policy.

(ii) Attention must, indeed, be specifically directed in the second place to
the working of the money and credit system. Since throughout the



period between 1914
and 1920 prices rose as
much as was warranted
by the combinatton of
wartime shortages and
the inflationary expansion
of purchasing power,
it was inevitable that,
when normal supplies
became available, prices
were too high in relation
to the volume of notes
and deposits and, there-
tore, had to come down.
But, at the end of the
second world war, the
controlled prices were
clearly too low in rela-
tion to the volume of
notes and deposits then
in the hands of the
public; the monetary
cloak was In most cases
too big for current
prices to be able to
grow into it, so to
say, by means of greater
production. That being
the case, it was open
to the authorities either
to cut the cloak down
(by the blocking or even
cancellation of part of
the notes and deposits)
or to leave the economy
to grope its way to-
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wards a new equilibrium, which would then be at a higher level of
prices; the United States chose the second alternative, with the result
that the level of wholesale prices in that country rose more in the
three and a half years after the war than during the war itself. Since
the U. S, budget was more or less balanced from the beginning of 1946
(in some years with quite impressive surpluses), there was no inflation
due to current deficit spending by the government, but past creation
of money continued to have its effect, and the cheap-money policy
was, on the whole, maintained —- which made it possible to sell govern-
ment securities at par when funds were required for new capital

investments,




United States: As prices rose, demands were
"War and post-war changes in made for higher wages and, with
wholesale prices and Federal debt. relatively ample profit margins at
their disposal and the feeling that

Changes in .. .
even higher prices could be charged
wholesale |the total gross . .
Period prices Federal debt | without reducing sales, employers
as o in milliards 1 I -
orage | 10ymiliaed: generally put up relatively little re

sistance to requests for increased

September 19392 to ' .
September 1945 + a3 + 221 pay. It happened from time to

September 1945 to ' time that signs on the horizon
December 1548 + 3¢ - 5

were interpreted as forebocling a
recession; but up to the spring
of 1949 the volume of business and industrial activity has
been well maintained, although the “super-boom’’ seems to have come
to an end in the course of 1948.

Economic conditions in the United States have set the tune for the
business trend in the world at large and, now that western European
countries are able to import food and raw materials in sufficient quantities,
thanks largely to American aid and credits, the keynote generally has been
one of profitable business and a high degree of employment. Apart from
all social considerations, it was clearly desirable that, with so much work
to be taken in hand after a devastating war, valuable time should not be
wasted through unemployment; and the absence of any depression has,
therefore, been a blessing. But it must at the same time be remembered that
the sharp but short setback in 1920-22 had at least the advantage (which
has been missed this time) of permitting price and exchange controls to be
swept away at one go and almost all subsidies ta, be abolished, since prices
were coming down so precipitously of their own accord. In 1921 and 1923
wages were also reduced; but, as the reduction was not commensurate with the
fall in prices, real hourly wages were often increased by some 20-30 per cent.,
notwithstanding the extra cost which the shortening of the legal working-
week from about 60 hours In 1913 to 48 hours after the war had imposed on
industrial enterprise in a number of countries., The disappearance of control
and subsidies meant a relief for the budgets, which also benefited by a
reduction in armaments, partly arrived at by international agreement (Washington
Naval Treaty of 1922).

After the second world war, there has been no similar relief for the
budgets. On the contrary, there has been an evident inclination to take
on new tasks, although this has meant that there could be litile or no
relaxation of the heavy wartime taxation. In the boom that has prevailed it
might have behoved the governments to reserve their own activity for a
later date when the trend had turned. The Nederlandsche Bank in its
report for 1947 says that: .

“It 15 one of the disappointing aspects of the present situation that,

while' the requirements of a correct and proper economic policy are, theo-
retically, fully recognised, and the government also has the power to act



in accordance with those demands, the government, just as the free entre-
preneur of former times, cannot see their way to avold excessive activity
in times when economic activity is large and increasing.”

As far as the Netherlands itself is concerned the report stresses that:

“Qur country cannot possibly at the same time restore order and
peace in the Indies, rebuild its own damaged territories, materialise. an
industrialisation programme, provide an increasing population with houses,
schools and such-like and, nevertheless, in the face of disturbed economic
relations with the hinterland, increase the consumption level of the mass
of the population as well.” '

In the Netherlands,* however, steps had already been taken in the
autumn of 1945 — following an example set by Belgium* a vear earlier —
to cope with the redundancy of purchasing power, left by the war, through
an exchange of notes, a proportion of them being held as blocked balances,
while existing deposits were also blocked to a certain extent. A number of
other countries (including Denmark* and Norway*) tock similar measures.

As the technical features of the measures differed from country to
country, so did the repercussions. Nowhere does the volume of current incomes
seem to have been curtailed, and the effect was, therefore, never directly
deflationary. But the limitation placed upon the disposal of accumulated
assets was of some importance (since spending need not be limited to current
income but can also be made from capital); and there was a psychological
factor which should not be overlooked in the possibility that workets and
others might be more willing to refrain from demands for increased pay
when they found that sacrifices were being imposed on all sections of the
public. s

Furthermore, in analysing the nature of price movements, it seems
useful to make a distinction between such increases as are essentially due to
an expansion of monetary purchasing power {and, 1n that sense, clearly
“inflationary’”) and other increases which result from an abolition of subsidies,
higher indirect taxation or an adjustment of exchange rates — the latter
increases being the most effective means of absorbing an excessive volume of
purchasing power (not eliminated by direct methods) and thus establishing a
more realistic price level, at which stabilisation can more safely take place.

* *
*
Germany and Austria provide interesting — in some respects almost
unbelievable — illustrations of the decisive rdle which, under certain condi-

tions, the rates of wages {as well as salaries} may play when it comes to
safeguarding the intrinsic value of individual currencies. Wage and salary
movements are always of importance, since

* As described in the ffteenth Annual Report of the Bank for International Sertlements, pages 6o-65.



(1) wages and salaries represent the most substantial element in the national
income (") and, consequently, in the composition of the demand for goods
and services;

(i) wages and salaries further represent, for the economy as a whole, the
most important single element in the cost of production; and

(iii) wages and salaries — at any rate as regards a reduction of costs —
are usually a most sticky element.

These considerations have been of particular weight since the war: in
Austria and Germany, and especially in the latter country, the maintenance
of existing wage and salary rates (in terms of money) made 1t possible to
save the value of the national currency in the face of a pronounced wartime
inflation.

In Austria money wages and officially controlled prices had been kept
stable during the war (Austria being at that time incorporated in Germany)
and for the first two years after the war; but a sharp increase of approxi-
mately 45 per cent. was agreed upon in August 1947, by which money
wages(® were lifted to a level about 160 per cent. higher than in 1938 and
some I1I0 per cent. higher than in 1929. As described on pages 32-34 of

Austria: Note circulation, deposits and current accounts,

National Bank Other credit institutions
End of month N?tes Current accounts Current accounts Savings deposita
n
circulation free blocked frae blocked froe blocked
In millions of schillings
1947 October . . . , . . 6,219 2818 3,407 4,844 1,878 2,614 6,067
1948 January . . . . . . 34400 2,279()| 2,034 ()| 4,570* . a76*
March . . . . ... 3,094 1,453 1,943 4,802* . 1,119*
Juoe ., . ... ... 4,474 1,173 1.847 4831+ . 1,223+
Saptember. . . . . 5,132 1,076 1,718 4,990+ . 1,229+
December . . . ., . 5635 1,377 428 4,783 . 1,212
1949 March . . . . ... 5,333' 963 1,136 4,930 . 1,461
* Including temporarily blocked accounts, (1) 23rd January 1948.

Mote: The main change In the situation of the National Bank during 19438 was the increase in the total of the
nefe circulation and the *'free™ sight liabilities. The total circulation increased by 23 per ceni, between 23rd
Januwary and 31st Decembar, this being largely due to payments on blocked current accounts io the amount
3f Scli1. 1,606 million — mostly in consequence of the release of Sch. 1,360 million of temporarily blocked
eposits.,

(" In the United States, for instance, wages and salaries together represent about 6o per cent. of the
national income; a pre-war estimate for Germany put the share of wages and salaries at 55 per
cent. of the national income, a further 12 per cent. being represented by old-age pensions and
similar benefits.

() 1f, during the difficult post-war years the wages of industrial workers in Vienna and some other
urban centres have been kept reasonably stable without any social disturbances, one of the chief
reasons has been the maintenance of regularity in the food supply, largely thanks to Allied
assistance, At the titne of the very difficult food situation in the autumn of 1947 (after the poor
harvest of that year), workers in the towns were sure of about 1,700 calories (per day and per
person}, the purchase of which for a family would take about one-third of normal money wages.
Actually, about 50 per cent. of the rationed foodstuffs representing the 1,700 calories were
obtained from the Allies (in the first place from the United States).
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the eighteenth Annual Report, a currency reform was put into effect in
December 1947, under which notes were exchanged at the rate of one new
for three old notes, but Sch. 150 per person could be exchanged at par;
certain exceptions were also made for farmers; and deposits were treated
in a different way, The final result was that'the amount of notes in citrcula-
tion was reduced by about one-third, while deposits previously blocked were
definitively written off. ’

The effects of the currency reform were as swift as, on the whole,
they were salutary. Black-market prices fell within a few months by
4060 per cent. The price quoted for Austrian bank-notes in Switzerland
rose gradually from Sw.fcs1.50 for Sch.100o in December 1947 to over Sw.icsis
for Sch. 100 in April 1949. In that month wholesale commodity prices stood
at an index figure of 363 (December 1937 = 100), which means that they
had risen not quite twice as much in Austria as in the United States.
{This 1s not surprising considering all the vicissitudes through which Austria
has passed since its incorporation in the German Reich in the spring of 1938.)
The. parity of the schilling (which early in 1938 stood at Sch. 5.35 to $1)
had been fixed at Sch. 10 to $1 in October 1946; at that rate the official parity
with the Swiss franc would be Sw.cs 43.15 to Sch.100, and this shows
the gap still remaining between the official rate and the foreign price paid
for (smuggled) schilling notes.

The following graph shows the movements of wage rates in Germany
from 1929 onwards.

In the summer of 1948, wage rates in terms of money were 40 per
cent. higher than in 1936 (when a ‘“wage stop” had been imposed in
Germany) and very little higher than 1n 192930, there having been no
rise of significance in German money wages during the war and, after the
war, a more limited rise in Germany than in other countries. This meant that
a worker was still receiving only RM 0.95 per hour at a time when (in 1946—47)
RM 7 or more would be paid for a single cigarette in the black market and
a kilogramme of butter would fetch as much as RM goo.

As long as the war

Germany: Wage rates 1929 to 1949.
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lasted, strict discipline
still 1mposed by
the totalitarian German
government — without
much difficulty, it might
be added. And, even
after the collapse of the
German Reich in 1945,
the local administrations
carried on their task of
control, their authority

Note: From 1928 {0 1943 the data represent the yearly average of hourly
wages for skilted and unskilled workers and as from 1946 onwards the
quarterly average of hourly earnings in weslern Germany.

being soon reinforced by
orders from the occupying
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powers. One factor which helped to ensure observance of the regulations
was the obsession of the German workers, and the German public in
general, with fear of an uncontrollable inflation; but this would have been
ineffectual had it not been coupled with the fact that the worker continued
to receive a certain supply of rations (approximately 1,800—2,000 calories
per person per day) at controlled prices, which made him certain of a bare
subsistence minimum. At RM o0.g0—95 an hour, a worker would earn (say)
RM 160 a month. Out of this income the rations would cost — for a
family of four persons (parents plus two children) — about RM 60 per
month and rent RM 20-30 per month, so that, in many cases, half the
earnings would be left for other purposes, including a few supplementary
purchases in the black markets (but up to 20 per cent. of this half would
have to go in taxes and wvarious social charges).

Exact figures of the amount of notes issued in Germany have not been
available since 1944, but it has been estimated that (for the whole of Germany)
the total note circulation (including Allied military marks) came to about
65 milliard in the spring of 1948, as compared with RM 8.6 milliard at the
end of 1938 and RM 3.¢ milliard at the beginning of 1933, when National
Socialism came into power. As a result of the redundancy of circulating
media after 1945, the currency became less and less useful as a medwm
of exchange; but it was still needed for the payment of money wages, taxes
and rents as well as for the purchase of the meagre official rations — not
to speak of the transactions in the black mmarket — since it is almost
impossible to do without money in a modern country. It must be said,
however, that the currency in existence could no longer serve as a unit
of account and, of course, even less as a store of wvalue. The German
economy was Increasingly run by way of “barter’”; private individuals
and firms had to learn how to carry out so-called ‘‘compensation affairs”,
which were complicated, mostly illegal, and, therefore, costly. More and more
workers and employers wanted to be at least partly paid in kind, willingly
accepting whatever goods were available, since almost any commodities they
recetved could be exchanged for others which they needed. There was less
and less inducement t earn cash or to make careful calculations of the
money costs of production. Although the industrial output continued to rise
slowly, the economy began to show such signs of disorder that a cutrency
reform was indispensable. Such a reform was agreed upon and put into
effect 1in the three western zones on 20th June 1948.

The main features of the reform were, briefly, as follows:

1. The Reichsmark (RM) lost its quality as legal tender, with the result
that notes and deposits in RM could no longer be used or drawn upon.

2. A new Deutsche Mark (DM) was created, the Bank deutscher Linder
having the sole right to issue the new notes and coins up to a total of
DM 10 milliard — a limit which might be exceeded only in very exceptional
circumstances.



3. The first issues (“Erstausstattung’”) of DM were made as follows:

(a) Each person received in exchange for RM 6o in notes, a .per-capita
allocation of DM 40 in June 1948 and another instalment of DM 20
in September 1948. Thus, with a population of 47 million in the three
western zones, the maximum that could be issued was 2.8 milliard. The
pet-capita allocation was charged against other claims to the new currency.

{b} Business and professional men, juridical persons and associations of persons
had a right to DM 60 per employee against cancellation of RM 600 (and,
if the full amount was not available, the new currency could be obtained

at a correspondingly lower rate — even down to RM 1 = DM 1) In all,
about DM 500 million was issued under this heading {so-called ' business
amounts’’).

{c) About DM 3.4 milliard was issued to the Linder and other local authoritics,
the railways, the post offices and the military governments.

4. In the week from 20th to 26th June everybody had to pay his RM
notes into an account at a financial institution, and the credit balances thus
constituted, as well as the old accounts in RM, were treated in the following
way:

(2} All balances held by public authorities were cancelled but, in exchange,
the said authorities received the special grants in new money indicated
under 3 {c) above (the grants in question being equal to the average
monthly receipts(!) of the authority’ concerned during the six-month period
from 18t October 1947 to 31st March 1948),

(b) All balances of financial institutions inter se were cancelled.

(¢} As regards other balances in RM, the owner was credited in DM with
10 per cent. of the total left after deduction of the per-capita allocations
and the “business amounts’’, and he was able to dispose of 50 per cent.
of this DM holding (this part being the so-called ‘free account”) after
the approval of the tax authorities. The other 56 per cent. was blocked;
on 3oth September 1948, however, it was decided that, of the balance
which had been blocked, 70 per cent. should be cancelled, 20 per cent.
released and 10 per cent. left for later investment in medium and long-
term securities. (*)

If account i1s taken of the per-capita allocation and business amounts
as well as of the cancellation of 70 per cent. of the originally blocked
balances, it will be found that holdings of notes and deposits, etc. entitled to
conversion were curtailed in a ratio of 12.6 :1. The ratio works out at approxi-
mately the same figure if balances owned by public authorities and financial
institutions — which were not entitled to conversion but received the above-
mentioned “‘dotations” — are included in the calculation. The Bank deutscher
Linder has estimated that, after deduction of the amounts paid or charged
against the per-capita allocations and business amounts, there rtemained an

(1} The railways and the postal administration received amounts equal to their half-monthly takings
aniy.

(*) The balances left on so-called “investment account” may be used for the acquisition of newly-
issued securities, provided the securities in question have, by an official decision, been declared
approptiate for such an investment. The first security which was thus authorised was a 6 per ~ent
foan (repayable at the latest in 1959) issued by the German Railwavs in the three western
zones, subscriptions being received from the end of May 1g49. Balances on investment account
not used for acquisition of securities will receive interest at 215 per cent, up to the end of
1953 and be converted into free sight balances from 1st January 1954.



amount of about RM 104 milliard subject to conversion in the ratio of
15.4 : 1, the result of which is expected to be less than DM 6.8 milliard.
If, however, the total amount of notes and deposits actually in circulation just
before the currency reform (probably RM 140-145 milliard) is compared not
merely with the amount of the new currency resulting from conversion of
old currency (about DM 6.8 milliard) but with that amount plus the amount
of initial grants made irrespective of holdings of old currency (another
DM 6.7 millard), ie. with a total of DM 13.5 milliard, a conversion ratio of
I :10.5 to 10.7 emerges. It is probably this latter ratio which gives the most
correct idea of the compression brought about in the volume of currency in
the three western zones of Germany.

5. Claims in RM other than deposits with banks (and similar financial
institutions) were scaled down in the relatton of 10 : 1, with the exception of:

(a) the debt of the Reich and

similar liabilities, which have  yolume of free Deutsche Mark

remained untouched by the ted by initial ¢ d
currency reform (it being create y initial grants an
expected that they will be conversions of RM balances.

largely cancelled);

(b) claims and liabilities in End of
respect of wages, salaries, hem July February
. 1948 1949
pensions, rents, etc., to —
h . 7
which the ratio of 1:1 was D mons
applied. Allocation per head
(“Kopigeld™} ., .. ..... 1,922 2,782
6. It should further be men- Grants to:
: * el "“Lander” and municipalities . 2,266 2,350
tioned that provisions are to be Business firms . . . .. ... 269 472
issued by the German autl_lorngles Railways and post office. . . a1z 316
to ensure a more just distribution | Military governments . . . . . 772 772
Of the ﬁnan(:la! burden’ entalled Total . . . 5,541 6,691
by damage of different kinds, and Add: Free accounts (due to con-
especially that suffered during the version of RM balances). . . [ 3,086 | 5771*
war or as a result of the currency Total ... | 8807 | 12,462
reform or of reparation removals.

The amount of the new  * Including the 20 per cent. released in October 1948 In
respect of the blocked balances. At ihe end of April 1849, the

currency brought into being, in total of initial grants was DM 6,693 million while the total

: on free accounts (due to conversion of RM balances) had
the form Of notes or fr ee depOSltS, risen to DM 5,908 million, maiing together DM 12,802 miifion.

is shown in the table.

Substantial amounts of the new currency having been issued during the
early days of the reform as allocation per head of the population and grants
to “Lander” and municipalities, business firms, etc., there was not much
room for the extension of fresh credits by the banking system. Certain new
credits were unavoidable, but the limit of what was permissible was soon
reached and in the autumn of 1948 credit restrictions had to be applied,
which sharply reduced’ the rate of credit expansion during the winter months
1943-49.

Of the grand total of about DM 19.2 milliard for the end of April
1949, an amount of DM 6.3 milliard was held in the form of notes and
the remaining DM 12.8 milliard consisted of deposits. In addition about
DM 500 million remained on accounts which were still blocked.



Germany: Source of the ““free” amounts of notes and deposits.

Official allocation Extension of credits
Grand
End of e Conversion By tha By the total
L:::?; of RM Total central | commercial Total
balances banks banks
in milligns of DM

1948 July . . ., . 5,541 3,066 B,607 4 1,361 1,355 9,962
August, . . 5719 3,756 9,475 - 32 2,400 2,368 11,843
September , 6,743 4,161 10,904 — 15 3,226 3,150 14,052
Cctober |, 6,702 4,625 11,327 102 3,852 3,954 16,281
November ., 6,691 5,086 1,717 270 4,368 4,638 16,415
December . 6,689 5,413 12,102 282 ° 4,724 5,006 17,108
1949 Januaty , . 5,689 5,508 12197 242 4,928 5170 17,367
February, . 6,691 57N 12,482 222 5,209 5,621 17,983
March . . . 6,690 5,748 12,436 383 5,582 5,965 18,403
April . . . . 6,693 5,908 12,602 - §18 5,941 6,559 19,161

The change brought about by the currency reform seemed miraculous
in more than one respect: one week the German economy was still character-
ised by a scarcity of goods (as great as in wartime, or even worse) and by
a general withholding of stocks from the market; a week later every producer
and business man seemed anxious to sell all he could, the supplies being,
in a surprisingly large number of cases, more than adequate to satisfy the
current demand. Most controls were soon lifted, wholesale prices establishing
themselves at an index figure of about 160 (1936=100). The index of
production rose from 51 in June 1948 (1936 =100) to 79 by the end of the
year and to 89 in March and April 1949. At first, DM notes were quoted
on the Swiss market at about Sw.fecs 55 to DM 100; the quotation dropped
to Swfcs 19 at the end of November but rose again and reached
Sw.fcs 65 in April 1949

Rates of D.Mark notes in Switzerland. (the par via the dollar being
Daily, in Swiss franes for 100 D.Mark. Sw.fcs 129 = I00 DM)_ The
73 7 essence of the change was that
0 - & money had again become scarce
& & and was therefore sought after:
60—~ N r"_"’” in place of the flight from
>3 T the RM, there was a willing-
o0 ' ‘ [~ 'qu__"_"_ 50 ness on the part of the aver-
4 ! l| il 4 age German to sell his goods
i ] 40 against DM, to work for pay-
& Y T ment in DM and to save in
0 A hah N =% | terms of DM. If anybody had
B N _."‘J '''' 2 ever believed that “money
2 N/ - did not matter as a guide to
13— e the economy”, the experience
10 1 10 of western Germany after
5[’?;;:3 N e R 20th June 1948 would have
S W A e 0 provided a striking object-
ks 1248 1949 lesson to the contrary.




A few days after the announcement of the currency reform in the three
western zones, new curtency measures were put into effect in the
eastern zone of Germany also. In some respects these measures resembled
those adopted in the west (which was only to be expected considering that
the occupying powers had previously been discussing the basic principles
of a currency reform applicable to all four zones). While in the west the
provisions adopted were based on essentially monetary considerations, those
adopted for the eastern zone clearly show that privileges in the matter
of conversion have been determined by political and social considerations;
moreover, in the eastern zone the general economic policy remained unchanged
— in contrast to the western zones, where controls were generally lifted and
more economic freedom was thus introduced.

The main provisions of the currency reform in the eastern zone
were as follows: :

1. It was prohibited to import notes or coins made invalid in the western
zone or the new currency issued in that zone.

2. At first the old notes were kept in circulation but with special coupons
attached to them; all fractional currency retained its full value.

3. The rates for conversion of notes were:

(a) 1 :1 for a per-capita allocation of 70 matks;

(b} 10 : 1 for further notes, with a maximum of RM 5,000 for a family, excess
amounts being placed in a blocked account to be available for disposal
only after it had been proved that the money had been rightfuily earned,
i.e. not through war deliveries, speculation, black marketing or illegal
price increases;

(¢) 10 :1, without limitation, for notes held by business enterprises, insti-
tutions, etc.

4. Savings deposits were converted at privileged rates: the first RM 100
in the ratio 1 :1, a further amount up to RM 1,000 in the ratio 5:1
and the remainder at 10:1 — with a reservation (as in (b) above) for
amounts exceeding RM 5,000,

5. Other deposits with financial institutions were in principle converted

in the ratio 10:1 — with the same  reservation for amounts above
RM s5,000.

There were, however, certain privileged bodies whose funds obtained
conversion in the ratio 1 :1, namely:

(a) balances held by the political party and trade-union organisations as on
1st May 1948;

(b) balances heid by public bodies and publicy-owned enterprises;

{c) balances held by other industrial enterprises to the extent that wages were
due and also amounts corresponding to a week's turnover. Firms other

than industrial enterprises received only amounts corresponding to a
week’'s pay.

{d) bank’s own funds in the form of capital and reserves.
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6. Social-insurance institutions had all their funds converted at 2:1 and
other insurance institutions at 5:1.

7. Blocked deposits from the time before the capitulation were generally
_converted at 10:1 and, when they belonged to (Germans, were trans-
formed into a 3 per cent. loan. :

8. Certain amounts were not converted: inter alia, the loans issued by the
Linder in 1946 and the debt of the Reich.

9. No change applied to prices, wages, salaries, pensions, taxes, etc.

New notes expressed in Deutsche Mark of the newly-established Deutsche
Notenbank were issued in July 1948 against the notes to which coupons had
been attached. Only DM 70 were exchanged in cash, amounts in excess of
that limit being credited to temporarily blocked accounts. Further, special
provisions were issued with regard to accounts with financial institutions.

No detailed figures have been published concerning the amounts con-
verted but, according to a statement by the Soviet Military Administration,
an amount of 28 milliard Reichsmark (and Allied military marks) was
affected, against which 4,112 million was issued in new notes of the Deutsche
Notenbank in July 1948. It was estimated that, at the end of January 1949,
814 million “Ostmark” was held by credit institutions and about 3,300 mil-
lkon was in circulation (the latter amount is reported to have fallen to
2,750 million in April 1949). At the same time the amount of deposits
was estimated at 7-8 milliard — making altogether a “‘money volume” of
10-11 milliard Ostmark (as compared with DM 19.5 milliard in the three
western zones). '

Special difficulties arose in Berlin, where the Deutsche Mark of the
Bank deutscher Linder (the “Westmark™) was made legal tender in the
western sectors while the “Coupon mark”, and later on the Deutsche Mark
of the Deutsche Notenbank (the “Ostmark’), was the currency of the eastern
sector of Berlin, as in the eastern zone. The “Westmark” is not valid in the
eastern sector, but the “Ostmark’ was allowed to circulate in the western sectors
even after 2o0th March 1949, when the “Westmark” was made the sole legal
tender in the western sectors. These sectors were at the same time given their
own “Berliner Zentralbank” for the issue of currency, etc. Including an
advance from the Bank deutscher Lander and about DM 145 million for con-
version into Westmark of certain further amounts in Ostmark, the total issue
for the western sectors of Berlin would come to DM 6go million. The money
issued for these sectors is legal tender of the same standing as the Deutsche
Mark current in the three western zones, but the Berliner Zentralbank is not
attached to the central-bank system of western Germany, nor 1s there a
system of free payments from the western sectors of Berlin to the western
zones of Germany but transfers in the reverse direction are allowed. In the
western sectors of Berlin nearly 40 exchange offices have been opened for the
interchange of the two currencies. The rate is fixed every day according



to the supply of, and demand for, Ostmark; at the beginning of June 1949
the rate was 4.50—4.70 Ostmark for one Westmark. There are no exchange
offices established in the eastern zone of Berlin nor in the eastern zone of
Germany, but at the frontier between the eastern and the western zones
amounts in Westmark, which is a currency not admitted in the eastern zone,
may be exchanged at a rate of one Ostmark for 1.25 Westmark.

#* #*
#

Some eight weeks of actual fighting 1ook place between the Allied
crossing of the Rhine on 8th March 1945 and the conclusion of the war
on German soil, but twenty-two months elapsed in Italy between the Allies’
landing in Sicily (on 1oth July 1943} and the final liberation of the north
{on 25th April 1945); and most of these months were taken up by an inch-
by-inch fight, with almost complete disorgamisation of all administrative
services and, in monetary matters, the issue of notes by two rival ltalian
governments as well as by the Allied commands.

By September 1947 effective prices in the black markets were more
than 100 times above the pre-war level, although the note circulation had
risen by only 30 times (the very high wvelocity of circulation which this
indicates reflecting distrust in the currency), while the budget deficits were
still overwhelming and production was at a low rate. But the government
and other services soon began to cope with the problem and, in August 1947,
a shock was administered to the Italian economy by the enforcement of
severe credit restrictions, which applied a brake to the credit expansion. To
obtain funds to meet their expenses, firms were generally compelled to reduce
their inventories, and such reductions, in conjunction with good crops and
post-UNRRA aid from the United States, brought about a sudden reversal
of the price trend. The official index for wholesale prices (1938 =1) fell
from 62 in September 1947 to §1 in July 1948, returning to 57 in December
1948 after food subsidies had been largely abolished and the taniffs of many
public services increased; the free prices (legal or illegal) fell more precipi-
tously — in some cases by over 40 per cent.

The official cost-of-living index remained unchanged, except for the
effects of the abolition, of the food subsidies, which were reflected in a
: rise of 7 per cent. in

Wholesale prices for Milan. the index figure. It
Official prices Free pricas must not be forgotten
that, although money
G £ diti

raups of commodities .Oftg?‘h;r 'Mgigé o?tgo:?r 1“;:% wages were kept stab]e,
lndex: 1938 = 1 individual  households
Raw materials, .. . . 54 58 122 &4 benefited ’by the im-
Semi-finished products 49 49 67 50 proyﬁlament in the supply
Finished products. . . 52 54 113 58 position and  the fall
1 1 0 7]

General index . . . . . 52 55 108 58 m‘ all kinds of *‘free

' prices,




Increased confidence led to a slowing-up of the velocity of circulation,
and more notes were soon requited by the public. In fact, the note circula-
tion rose from Lit. 687 milliard in October 1947 to Lit. ¢70 milliard in
December 1948, i.e. by more than 40 per cent. in fifteen months, but declined
afterwards to Lit. goo milliard at the end of March 1949.

It is a remarkable
ltaly: Note circulation, prices and wages.

Monthly indexes: 1938 — 100, th_iflllg th;t inhItaly, not-
12000 I|||II||]|J[|||I||I!'l|""l'_r]2000 W1t8tanl.ngt.ewarand
n{mo% ....... - —Ineoo] post-war inflation, the far-
10000 /\v/\ —1ne0| mers and certain other
3000 — / \ —1s000 | sections of the population
80001 -+ /.__._ \‘ —{s000 § never ceased to save In
/ \BFach market prices forms of the national cur-

7000 =000 )
['\/ . rency; coupled with the
6000 ’-ﬁmhmesmemi&,s T |%%? | increase in the amount of
_ / /"\/Ml — 00 notes held by the public,
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local banks together with
subscriptions to Treasury
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sible to finance a budget
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- —lgs | fairly large without pre-
judicing the purchasing
o P power or the foreign ex-
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3000 — 3000
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In France, up to the time of the Liberation, disobedience to the
occupying power was felt to be the duty of a patriotic people; but the
result was that rationing and control over prices and wages came to be
largely regarded as alien to French ways, ie. as part of a totalitarian system,
As early as the autumn of 1944, the French authorities had to abandon the
system of obligatory deliveries of agricultural products, in so far as the bulk
of small producers were concerned. “No price control applied under such
circumstances could become effective; regulations remained legally in force
but it is highly debatable whether a mistaken belief, held in some circles,
in the adequacy of the existing control did not for a time delay the taking
of really effective measures. As long as budget expenditure continued to be
covered by inflationary methods, large profits were made and prices rose.
The workers demanded higher pay, and again and again the government had
to authorise increases by 15, 20 or 30 per cent. in money wages; but, since
such increases were generally too large to be met from existing profit margins,



France: Indexes of prices they were necessarily followed by
and note circulation. general price increases. Knowing
that the Control would accept

Averags of Note incre.ases i{] costs as justiﬁcat?on

Meonth “r':;?l‘f;czgd circulation for immediate and corresponding
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upon obtaining a sufficiency of

1938 December . . - - ! ! credit facilities from the banks
:::; :":::::: T : 2-'11' whenever prices. and wages rose,
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1949 February . . . . . 18% 9.2 most of them being anyhow in
:"::;h. ::% 3:: a position to dispose of their out-

put on the domestic market without

having to trouble about exports.
As prices rose, the French people began to use their notes more quickly and
to bring them out of hoards — which was tantamount to an Increase in the
velocity of circulation.

By the end of 1948 prices had risen twice as much as the note circula-
tion; but such a situation naturally afforded an opportunity for action with
good prospects of success, and the beginning of 1949 saw a reversal of the
price trend. By that time the root cause of the rise in prices — the infla-
tionary expansion of monetary demand as a result of budget deficits — had
been eliminated; and further abrupt increases in money wages had been
avoided. The price decline which began to characterise the markets had not
been decreed by the Control but was the combined effect of two sets of
factors: on the one hand, increased supplies (attributable to a better harvest,
higher industrial output and the goods and services received as Marshall aid)
and, on the other hand, the check on the issue of new purchasing power
(by a better balancing of the budget, the application of credit restrictions
and some accumulation of balances on the account representing the counter-
part of Marshall aid). It was thus realised that price policy must not be
thought of as sufficient in itself but as something related to the policies
pursued in the domain of public finance and the credit system, in the feld
of foreign trade and in the system of foreign exchanges.

The four countries dealt with above — Austria, Germany, Italy and
France — have each had a different price histary during the last few years.
In the course of 1948, however, they all arrived at a point of price stability
signifying for them — one may hope — the end of the inflation engendered by
the second world war. But these four countries are not alone in having reached
such a point. A state of affairs in which the price rise has been checked
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and March 1949.

Before indicating the changes in the general supply-and-demand position
and their effect on price movements, it may be useful to make certain
observations of a more general character.

(i) During the past few years there has been a distinct change in the
atmosphere of economic thinking: whie the war was still going
on and for some time after it had come to an end, it was, for instance,
widely believed that before long a post-war depression would set in,
especially in the United States, and that it would consequently be
justifiable to bolster up the volume of monetary demand either by
budgeting for a deficit or by financing investments through an extension
of bank credits. Quite apart from any wish to influence a particular
business trend, it would seem as if the opinion had gained ground that
a fairly abundant volume of monetary demand would be all to the good
in that it would secure the continuance of a high level of employment, the
system of controls being relied upon to prevent an inflationary rise in
prices and the emergence of a dehcit in the balance of payments. But,
during the first four years after the war, instead of a depression in the
United States, boom conditions continued, on the whole, to prevail; those
who practised inflationary financing, moreover, found that, despite all their
measures of control, they could not avoid a disquieting gap 1n the
balance of payments. It was soon discovered that freshly created credits
could not serve as a substitute for genutne savings or make good a
shortage of capital, and 1t became evident that not even a controlled
economy could dispense with a sound currency; for, without it, income
and savings could not bear witness to the availability of real resources.
1947 was an important year in the history of European economic
thinking, for it was then that, under the influence of a number of
sethbacks and disappointments {continuing deficits in the balances of
payments, a gradual exhaustion of monetary reserves, the failure of the
convertibility of sterling and, on top of it all, poor harvests), many a



man in a responsible position — to say nothing of the public in general
— had to discard economic dreams for economic realities. It became
increasingly realised that the supply of money had to be brought into
relation with the supply of goods and that, by and large, the ordinary
physical controls would not work satisfactorily without financial
order. The Interim Report of O.EE.C., published in Paris on
joth December 1948 and approved by the nineteen governments
participating in the European Recovery Program, lays down the principle
that “the budget must be balanced. For there is universal agreement that
inflation cannot be prevented, in the face of an inappropriate fiscal
- policy, by mere multiplication of specific controls over particular prices
and the use of particular resources”.

(i) Those who had expected a depression had primarily the United States
in mind, for they assumed that in that country the current demand for
either consumption or investment goods would not be large enough to
provide outlets for the mounting peacetime output of goods and services.
But, for reasons already explained, no disequilibrium arose between
costs and prices, the demand being so well sustained that prices
continued to rise.* Those who had expected a depression were, how-
ever, right in forecasting a very high level of output in the United
States and also in assuming that the trend of American business
conditions would be of particular importance for the rest of
the world. FEurope had had to bear the effects of the second world
war before the disorganisation caused by its predecessor had been really
overcome; - it suffered, indeed, very great losses in capital (within its
own continent and on its investments overseas) as well as in current
production, and it thus emerged very much poorer from the war. The
experience of the United States had been just the contrary: whereas in
the vyears before the outbreak of war the United States had been
harassed with the problem of about ¢ million unemployed and a
national income which per head of the population was in real terms some
10 per cent. less than in 1929, the great activity after the second world
war provided over “60 million jobs” and the national income per head
of the population rose, in real terms, to about 40 per cent. above the
1929 hgure.

While 1t cannot be denied that the almost uninterrupted rise in
the American price level from the summer of 1945 up to the first
quarter of 1948 helped a number of European countries to maintain
the exchange value of their currencies, it is equally certain that, as
long as prices continued to rise by over 10 per cent. a year in the
United States, it was well-nigh impossible for other countries to achieve

* It may be pointed out that it is not the granting of assistance to FEurope which accounts for the
difference in the business trend in the periods following the first and the second world war respectively,
singe inn relation to the national inceme foreign aid granted by the United States was no greater
in the years 1945-49 than after the first world war (in neither case did it exceed 214 per cent.
of the current national income). : i i
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and untenable posi- |+
tion. In the course
of 1948 industrial raw
materials were also affected, but here again the prices in question
had previously risen more than the general run of manufactured pro-
ducts, the prices of which have so far not fallen very much (and
it is still doubtful whether they will do so in the near future).
It is only natural that price movements in the United States should
be closely watched; up to the spring of 1949 all that can really be
said is that the cessation of the price rise in a number of European
countries could not have happened without the reversal which has
occutred in the price trend in the United States.

* Logarithmi¢ scale.

(iii) Although the motive force in the post-war price rise has been an
abundance of monetary demand in relation to supplies, the strategic
position held by movements of money wages and other
personal incomes must not be forgotten, It could clearly not be
expected that workers in general would be satisfied with an unchanged
money income while an expansion of monetary purchasing power was
sending up prices and swelling the earnings of many other mcome
groups. The workers themselves soon found, however, that increases
in money wages which were followed by corresponding increases in
prices did not benefit them but, by the disorganisation caused to the
general economy, led rather to a deterioration of the position of most
people (a typical and unwanted exception being the black-market
operators). Without some respite from continuous increases in the
level of money wages, it was obviously difficult — if not impossible —
to establish a balance in the general economic situation and reverse the
inflationary trend. The methods adopted to gain the necessary respite
have varied from country to country, a solution being in some cases



arrived at through agreements with representatives of the workers and
other interests involved — sometimes only after prolonged conflicts.
But, whatever the method adopted, a position would seem to have been
reached early in 1949 in which such increases as may be made in
future in personal money incomes need not occasion a general rise in
prices. If that should prove to be the case, the increases in money
wages would amount to a real improvement In the workers’ position;
indeed, an improvement all round would result from an increase in
supplies combined wth a downward adjustment in prices (even if the
reduction were not so pronounced generally as with regard to certain
foodstuffs in France, where prices of potatoes and vegetables fell
- by some 30—40 per cent. in the late autumn of 1948).

In a “Statement on personal incomes, costs and prices”, presented
to Parliament in February 1948, the British Government emphasised
that “the danger of inflation is ever present” and how “experience has
shown that, when it comes to a race between rising prices and personal
incomes, prices will always win in the long run, so that conditions
become progressively worse for the holders of all personal incomes but
particularly for wage-earners. It is essential, therefore, that there should
be no further general increase in the level of personal incomes without
at least a corresponding increase in the volume of production.”

The reversal of the price trend means the disappearance of the super- -
boom and, at the same time, of the pronounced sellers’ markets which still
prevailed in most countries in 1948. It may well be that in a boom period
production and trade reap, for a while, some real advantages from an unusual
state of animation — in the past four years, for instance, there has been a
high degree of Investment activity, especially by means of profits ploughed
back into industry. But the danger is that at such a time many projects
are started without due discrimination — that, indeed, there is a temptation
to do too much in too many fields, with the result that too great a
strain is imposed upon the economy, and a serious lack of balance emerges
before long.

A reversal of the trend may then administer a salutary shock, in which
case. the sobering effect would lead to the elimination of inefficient traders and
producers and the resumption of proper business calculations. The consurner
would once more be served with efficiency and consideration, and quality
would again count. Fach phase of business has, however, 1ts own difficulties;
producers faced with falling quotations begin to ask for price support to be
given them by the government, and other new problems arise. It must be
remembered that many maladjustments (including, for instance, the main-
tenance of unrealistic exchange rates}) may have only slight adverse effects
so long as the boom lasts, since sales are then easy, but that such mal-
adjustments will make themselves increasingly felt when a buyers’ market
ptevails once more. The gradual return to a normal structure of demand will
necessarily call for a return to the normal structure of production, and this
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will often involve a new relation between the output of capital and consumers’
goods and an adaptation of agricultural production to the general rate of
recovery,

There are more and more indications that the world economy is passing
through a period of transition from concern with the problem of insufficient
supplies to mindfulness of the problem of maintaining sufficient demand.
Typically enough, measures are already being taken in the United States
for a relaxation of the cash requirements of banks and of the restrictions
which generally apply to the granting of instalment credits. But the new
phase is only in its infancy and has not yet become characteristic for ali
countries. In reviewing the past year the essential task is to analyse the
changes in supply and demand which have brought the post-war inflation

to an end.

¥ *
#*

1947 had been a year of vicissitudes in Furope: it had started with a
severe winter and a fuel crisis; it went on to a rainless summer resulting
in a bad harvest. 1948 fared better; production could proceed normally,
shortages were gradually overcome and the weather happened to be unusually
favourable — all of which helped the supply position.

Volumse of industrial 1. For the world as a whole, the volume of
production. industrial production would seem to have been
Indexes: 1947 = 100, 5 to 10 per cent. higher in 1948 than in 1g947.
150 501 World figures are necessarily somewhat unsure, since
125 " 125 | estimates have to be made for vast territories regard-
100 koA W 100 | ing which the information available is rather scanty.
V\ United Kingdom

75 15
L o—| 125

In the United States, the most important

125 | industrial country in the world, the physical output

100 —/w —1100 | of the factories and mines, as measured by the
Czechoslovakia : . . . .

15 75 | Federal Reserve index of industrial production, was

3 per cent. larger in 1948 than in 1947, while

|
7 A /J‘-r\”a"f 2 the corresponding increase had been at the rate
108 ! M 1 of 10 per cent. from 1946 to 1947. The slower
BN ‘_*—/—_' 2 | pace in 1948 was mainly due to the fact that
175 t— 175 | reconversion had been completed; but — especially
150 150 | towards the end of the year — it seems also
s || A Germany 5 | to have been a sign of something like a turn in
the business trend. :

1000 ] 100

75 [ ‘ 75 In 1948 the industrial output in the United
150 f/ 50 | States was 92 per cent. above “the 1935-39 average,
- _ J tustria s but in most of those years there were some 9 mil-
o Mmwhmmmlmm] lion unemployed and an average volume of pro-

947 1948 1949 0 1 duction 10 per cent. below the 1929 level. 1940
reask was a year of rearmament, with production 13 to




14 per cent. higher than in 1929. It is interesting to note that, even so, the
volume of industrial production in 1948 was fully 50 per cent. above 1940.

After the first world war it was in almost every respect appropriate to
take the year 1913 as a starting-point and basis for comparisons, that year
(although not conspicuously a boom year) marking the peak of a rapid
industrial expansion at the beginning of which the various currencies had
already been in substantial equilibrium with one another for a long time.
No year immediately preceding the second world war possesses these charac-
teristics. In the first post-war vyears it was usual to take 1938 as a basis;
while in that year the harvest was definitely above the average, industrial
production in most countries had suffered a severe setback in comparison with
the previous year. Recently, a number of institutions have adopted 1937 as the
basic year and in some respects it undoubtedly provides a better basis. But, for
certain countries greatly dependent upon
the trend of the world “Konjunktur”

Industrial duction in 1948
{e.g. Belgium), a period of rapid fluc- d proguct! "

tuations cannot offer any single year with 1037 and with 1933 as base.
which 1s a satisfactory basis. To bring

out the difference it makes if 1937 is Country 1937=100 | 1938 =100
chosen as the basic year instead of

1938, the following table shows for some Belgium . . . . 23 1s
countries the index of industrial pro- Canada . . . .. 168 17
duction calculated on the:one basis and rt":';“ """ 992 ! ;;
then on the other. As regards inter- Nethorlands . 114 13
national comparisons, motreover, it must Sweden . . . . . 144 143
be remembered that in 1937, as in United Kingdom 109 116
1038, the exchange value of a number United States, . 170 216

of currencies was subject to fluctuations.

In the graphs on the two preceding pages, showing the volume of
industrial production, the period January-June 1939 is taken as base (= 100).
In that half-year production had in most countries recovered somewhat as
compared with the level in 1938.

In Europe as a whole — excluding the U.8.S.R. but including Germany
and eastern Europe — the volume of production in 1948 did not reach the
1938 level and was probably some 10 per cent. below the 1937 level. But
the drag was mainly Germany: without that country, the production level
of 1938 is estimated to have been passed by 13 per cent. and it follows that
the 1937 level was probably exceeded by 5 per cent.

Western Germany recovered very quickly after the currency reform
(see page 43) and elsewhere in western Europe good, though less spectacular,
progress was made. With one or two exceptions, the industrial production
in this group is above the level for the best pre-war year. But, as the
United States will serve to show, once conversion to peacetime purposes has
been achieved and most enterprises are working at full capacity, it is no longer
possible to count on such a rapid expansion as In the first post-war years.

2. As regards agricultural production, the 1947 harvest in Eurcpe
was 20 to 25 per cent. below the average for the years 1937-38; in 1948
the shortage had been reduced to between 10 and 15 per cent. But, if it



were possible to count all that is obtained from the more intensive use of
gardens, small plots of land, etc. or simply escapes the statistics (since it is
disposed of in a clandestine way), the margin between the actual present
production and the normal pre-war output would probably prove to be very
small. When in any country relatively free trading in foodstuffs has been
restored, prices in unofficial markets have often fallen and, in more than one
case, the supplies then appearing have been almost as large as before the
war. Otill, Europe remains vulnerable as regards food: its population has
risen by 10 per cent. since 1938; in some places the soil has become
exhausted; and structural changes of diverse kinds and difficulties of trading
between different parts of Europe have not helped to bring supplies to the
markets. In this respect, the receipt of Marshall aid has supplied wtally
necessary assistance for some of the countries in western Europe. "

3. The transport system of Europe has also been put into working
order, including the reconstitution of ocean-going ships, owned and operated
by European companies, up to the pre-war tonnage. This is improving
Europe’s earning power; and other invisible items (tourist traffic on a
scale exceeding pre-war records) are also making their contribution. Neither
individual European countries nor Europe as a whole can forget what trading
in a wide sense (including banking, insurance, etc.) contributed to their
earning power. Close contact in commercial and financial relations often
forms a basis for the rapid adaptation of production to what is effectively
demanded in different parts of the world.

4. Finally, Europe’s own resources in 1948, as in the previous post-
war years, were supplemented by assistance from abroad. Full information
is not available regarding the loans and other forms of assistance received by
the eastern European countries from the U.S.8.R. but some indications are
given on page 22. As regards the western European countries, the deficit
in FEurope’s balance of payments shown in the table in chapter III was
practically all on their behalf, so that they accounted for about $51% milliard
in 1948. In the previous year Europe’s deficit had been about $2 milliard
higher but then a certain part was in the form of UNRRA aid, etc. con-
nected with eastern European countries. If the difference of $2 milliard had
all been a reduction suffered by the countries in receipt of Marshall aid,
this reduction would have been equal to less than 2 per cent. of the
aggregate of their present national incomes. Thanks to the better harvest
and the rise in industrial production, western Europe increased its current
income of domestic origin by more than 2 per cent. from 1947 to 1943 and,
by the end of the latter year, it had a much better supply of goods and
services than a year earlier (as could be perceived without the aid of statistics
by anyone having visited western Europe during the vears in question). The
assistance received from abroad represents a very valuable addition to the
recipient countries’ own resources and it is well understood, and agreed, that
the aid must not be used for current expenditure but for the building-up



— 60 —

Commodity aspect of Marshalt aid. of net capital assets.. The accom-
' panying table shows the main
Commodity groups al:rt?n::::::i?:s cattagories of CommOditi?S .for

_ "™ | which procurement authorisations
mifiions of dolars}  had been issued by E.C.A. up to

Food, fesd and fertilisers . .., . . 1,384 the end of [)e‘;:;ern]:)er]r 1948 o
Fuel .. ... ..... 0. v..-. 562 .
Raw materlals and imported products 1,039 The fact that, apart from
Machinery and vehicles . . . . . . . 577 capital goods (such as machinery)
Miscellaneous and unclassified . . . 145

and industrial prerequisites in the
Total . . .. 3,707 form of fuel or raw materials,
Europe has received a considerable
proportion of the aid in the form
of consumable goods (mostly food but also some others) does not in any
way mean that this part of the aid.has not been used for capital purposes.
A country may, of course, import food to be consumed by workers who
produce capital goods and a similar use may be made of other kinds of
imports. For purposes of comparison it may be mentioned that in the past
many a country borrowing abroad for the construction of railways has im-
ported the wheat, lard and coffee which the railway workers consumed
while engaged on the building of the railway.

But, if it is not the nature of the commodities imported which deter-
mines whether the aid is for current or for capital purposes, attention must
be directed towards the really decisive circumstances, which are intimately
connected with the whole economic and financial situation of the country
concerned (as referred to more fully in chapter VII).

Hand in hand with the rise in output, the authorities in most countries
have made more intense and largely successful efforts to curb every expansion
of monetary purchasing power not warranted by increased production, their
object being to arrive at a proper limitation of effective demand. For
such a result to be achieved different methods have had to be employed.

1. In some countries measures were obviously required to do away with
a redundancy of money inherited from the war and, as shown previously,
a direct curtailment of the velume of money has been effected
since the autumn of 1947 in Austria, in the USSR, and in the eastern
as well as the western part of Germany.

The rise in the level of wholesale prices in the United States by more
than 50 per cent. since 1945 caught up an increase in prices which had al-
ready occurred in some countries, while in others it gave rise to a ‘'sym-
pathetic’’ price increase. In both cases an adaptation to the redundant volume of
monetary purchasing power was facilitated. It remains a moot point whether
In certain countries liquidity is not even now too great — in some markets
there is still a possibility of monetising part of the heavy national debts.



2. The most important measures for the curtailment of excessive demand,
however, have been those taken for the purpose of putting the budgets
in order and it cannot be denied that in this field great progress has been
achieved. Let it be satd in passing that international comparisons of govern-
ment revenue and expenditure present great difficulties, since the distinctions
between ordinary and extraordinary, current and capital, over-the-line and
under-the-line, expenditure vary considerably from country to country. Qutlay
is, moreover, sometimes charged to Treasury accounts without being shown
as part of the budget expenditure. Finally, social contributions outside the
budget often represent a heavy charge, which can no longer be neglected
in comparisons of this kind; and here a particular difficulty arises from the
fact that some countries include the greater part of the expenditure for social
benefits in the budget and thus cover such expenditure by taxation, while
other countries keep 1t outside the budget and meet it through special
contributions from employers and employed.

Whatever the system adopted, however, it is necessary to stress the
great progress which has been made in establishing a true equilibrium be-
tween current expenditure and current revenue; most countries go even further
and aim at paying at least part of their capital expenditure from the yield of
taxation. And a few countries in Europe (Switzerland and the United Kingdom)
have managed to produce a surplus of revenue over all current and
capital expenditure and have in that way been able to reduce their national
debts, while Sweden has budgefed for a small over-all surplus for the vear
1949—50. Qutside Europe, the United States had in 1947-48 a budget surplus
of over $8 milliard, which was helpful in re-establishing balance in the credit
system; but it would seem as if, with a reduction m taxation and somewhat
higher expenditure, there will be a slight deficit in the fiscal vear ending
3oth June 1949.

Budgeting for a surplus has come to be regarded as an anti-inflationary
measure by which a kind of forced savings can be procured as an offset
against heavy investments; and, although a budget surplus alone (without
an appropriate credit policy) may not produce all the desired results, the
realisation of a surplus is no doubt a wvery potent factor. But, at the
same time, it must be remembered that heavy taxation required to bring
about an over-all budget surplus can hardly avoid taking toll of already
existing capital assets (and not only through the collection of death duties)
and it will also very likely diminish the current flow of private savings.
Thus the surplus in the budget will not, in its entirety, constitute a net
addition to the volume of genuine savings. To what extent a budget surplus
really generates savings in an economy becomes a question of fact rather than
of principle.

~ When all current and some, or all, capital expenditure is paid for by
current revenue the burden of taxation then begins to be severely felt; it will
at the same time be brought home to people that heavy taxation makes for
rigidity in economic life and in that way represents an obstacle to economic
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enterprise and progress as well as to individual liberty. Demands for retrench-
ment of government expenditure have recently become insistent; the question
arises not only of eliminating waste in each branch of the administration but
also of overhauling the scope of government functions, including those assumed
during and after the last war. The problem is not merely one of equili-
brium in the public finances; it i1s also a question of the level of government
expenditure on all counts.

3. The example of several countries (the most typical being that of Italy
in 1947) has shown that even with a moderate budget deficit it may be
possible to reverse an inflationary trend by the application of credit restrictions;
and it 1s a fact that, whatever the outcome of its budget accounts, each
country has to frame an appropriate credit policy.

Immediately after a devastating war, when the main task is to get the
economy into working order again, even an inflationary resort to credit creation
may be temporarily justified; but such methods of financing must not on
any account be mantained for long. Bitter experience has taught more
than one people that the wuse of the banking system to cover budget
deficits involves inflationary spending and steps have been taken nearly
everywhere in FEurope to guard against such a danger; but it has not
been so clearly understood that what is sometimes called “pre-financing”,
i.e. the extension of credit while the work of producing capital
assets is still in full swing, may be equally dangerous. For when it is a
question of capital assets, e.g. the building of a factory, the amounts
invested will only gradually be returned by slow amortisation over many
years. Indeed, the producer, if he is to keep up the construction of capital
assets, is likely to need more and more credits. That is how '‘pre-financing”
differs from borrowing for the provision of working capital: nowadays the
construction of a factory may take no more time than the manufacture of
many types of consumption goods (especially certain woollen fabrics — not
to mention “durable consumers’ goods” such as automobiles, radios, refrigera-
tors, etc.); but, when consumers' goods are sold to a customer and paid for
in the normal way, the working capital of the producer is reconstituted, so
that he is under no compulsion to make new demands on the banks for
more funds to maintain his production. The producer may not be able to
repay the bank immediately, since he may have continued need of his
working capital; but, granted relatively stable prices, he should not require
more. In the case of long-term investments in fixed capital, the same
thing will happen provided that, after the pre-financing by the banks has
been running for three or six months or (say) even longer, the firm that
acquired the capital goods is able to repay the producer (and the producer
the bank) from current savings, i.e. from the proceeds of an issue of bonds
and shares or from savings within the particular firm ("‘self-financing’).
But the trouble with many markets in recent years has been that savings
have not been forthcoming for the “unloading” of the bank credits extended
for the purpose of “pre-financing”. When no such unloading takes place,



freshly created bank credits used for the reconstruction of fixed assets or
new equipment are just as inflationary in their effects as the financing of

a government deficit.
»
To keep the demands on the credit system within safe limits and at

the same time to encourage savings, rates of interest have been raised in a
number of countries — and in some quite considerably (see chapter VII). As
a rule, an increase in interest rates has not been the only means employed:
it has usually been combined with the application of qualitative and quanti-
tative credit restrictions. There is, of course, no necessary contrariety between
using methods of direct control and resorting to price changes in order to
establish equilibrium, since the one method can be employed to strengthen
the effect of the other. For examples of such combinations see chapter VII.

4. Reference must finally be made to another way of generating monetary
purchasing power, namely, the one which comes into operation through the
agency of the public itself when the wvelocity of circulation increases.
In the past the velocity of circulation both of notes and of deposits has
often, with relatively slight cyclical variations, been extraordinarily constant
over long periods. But in recent years there have been important changes
in a number of countries. When confidence is upset, people may reduce

_ the amount they habitually
“Real value” of note circulation.* hold as cash in notes and

o such a reduction is tantamount
1] .
 Note to the productton of a larger
circulation 1945 l 1946 | 1947 | 1948 .
of effective demand by the same
Indexes January-June 1939 == 100 . £ . .
quantity of money In cir-
Austria . , . . . . 333 180 173 culation. That happened in
Buloaria . . . .| 363 an 318 : France from the middle of
Czechoslovakia 95 133 183 218
Denmark, . . .| 211 210 198 183 1946 up to the end of 1948
Finland ., ... | . 122 150 142 141 — but after that there was
R .
France . . o6 % 63 45 a manifest reversal of the
Hungary . . . . . 24 41 61 s
taly . .. ... ) 70 73 88 trend. And in Germany the
Nethertands . . &8 114 120 119 first eight to nine months
Morway . ...| 198 248 268 274 . .
portuanl .| 180 To4 o 1o after the 1ntr0duct10n‘ of the
Spain . . . .. 108 o8 100 o8 currency reform witnessed
Sweden . . . . 171 175 164 171 several changes — and even
Switzerland . . | 126 131 133 140 .
A B 120 12 1 rather ab}'upt ones in
United Kingdom | 184 184 160 143 the wvelocity of circulation
United States . 306 249 220 214 (see chapter VII).
* Index of circulation as divided by the a of the wholesal
price index and the cost-of-lving (or retail-prTce) index (in each . As monetary conﬁdence
case, January-June 1939 = 100), is restored, however, there

MNote. The index figure of 100 means that the note circulation .

has risen to the same exient as prices aas was, for instance, will be a return to greater
the c¢ase in Spain at the end of 1947, according to the above table}. . .

In most countries the neote circulation has rigsen more than prices: steadmess 1n regard to the
in the Unlted States, for instance, 114 per cent. more than prices . . S

by the end of 1048 — an_extra rise largely expisinable by the velocity of circulation; and
increase In preduction. In France, Hungary and ltaly, on the other

hand, there was a greater rise In prices than In the note circulation. It Mmay even be that a



propensity among the public to hold more notes (simply for reasons of ex-
pediency) will actively help the authorities to regain control of the monetary
situation (as was the case in Italy in 1947 and 1948).

What such control means is not “‘deflation” but an aclaptatl.on of the
volume of money and credit to the flow of production and the growth of

the real earning power of the country through its intermal and external
activities.
%* #*

*

It is evidently necessary to think of “supply” and “demand” as aggre-
gate items and thus relate them to the total available resources (whether
of domestic origin or obtained from abroad) and to the use made of those
resources. A general view of this sort is gained by compiling estimates after
the manner of “national accounting”, as is now done in an increasing number
of countries. There are, however, some dangers involved in such a form of
presentation. The circumstance that, in the tables giving the comprehensive
data, both sides of the accounts necessarily add up to the same total (although
often with the help of some balancing item) may convey a false assurance
- that everything is in order. Another danger is that attention is too exclusively
directed to the broad problems; consequently it may be forgotten that produc-
tion capable of meeting competition at home and abroad depends largely on
the efficiency of the individual firm and that the balancing of the economy
as a whole presupposes that not only the separate sectors of the economy but
also the great majority of individual enterprises will be in equilibrium as
regards costs and prices and thus be working on a remunerative basis. There
is, of course, also the danger that the estimates (often based on incomplete
material) are not sufficiently reliable. But, after all these reservations have
been made, it is still a fact that a review taking the form of national accounts
brings out some useful relations. Among them must spectally be mentioned

United States: Gross national product and its uses.

1947 | 1948 1947 | 1948
Gross national product Uses
In milliards in_mifllards
of dollars of dollars
MNational Income at factor Expenditure:
cost: . .
1 consumption . .., . 165 | 178

Wages and salaries . , ., . .. 128 140 Personal consumption
Proprietors’ and rental income 46 51 Government purchase of goods
Corporate profits . . .. . ... 25 20 and services . . . . . . 4. 23 36
Interest . .. .......... 4 5

Gross private domestic invest-
ment ., . ..o e e e e 0 40

Total national income at factor cost | 203 225

Add: Net forelgn investment . . . . . 2 14
Indirect taxes less subsidies . . 16 16

National income at market
prices . ..., ..., ... 219 241

Add:
Capital-depreciation allowances . 13 14

Gross national product . . . . . .. 232 255 Gross national expenditure . . . . | 232 | 2565




the link between the volume of internal expenditure and resources, on the
one hand, and the deficit or surplus on the current account of the balance
of payments, on the other (although the existing compilations do not always
bring out the relationship as clearly as might be desired).

In the United States estimates of the national product and of its
uses are compiled concurrently and published with great promptitude: those
for 1948 appeared in the number for February 1949 of the Survey of
Current Business issued by the U.S. Department of Commerce.

The national income (and the same applies to the gross national
product) rose by about 10 per cent. from 1947 to 1948 but most of this
increase was due to higher prices rather than to a larger physical volume of
production (cf. page 57). As the table shows, there were some imporiant

changes in the use made of the national
United States: product.
Percentage distribution of
the gross national product
according fo use.

The share of personal consumption
has fallen from about 76 per cent. in
1929 to less than 70 per cent. in 1948.
1920 | 1948 The primary explanation of this fall is a

. Hterns . . » o1k :

peTcentiges reduction . consumers’ disposable income,
which in 1ts turn (as pointed out by

Personal consumptlon . 75.9 69.7 : .
the Survey of Current Business) was not

Gross private domestlc N K
investment . . . . . . 152 | 156 due to any extraordinarily large gross
Net forelgn investment . 07 0.8 retained business earnings (since total

Government purchases ) : .

of geods and services | 82 | 141 business savings hlad gone down t?rom IT per
cent. of the national product in 1929 to
Total ... [ 1000 ) 1000 | o ner cent. in 1948) but to the increased

tax revenue collected by the government.

The volume of gross private investment rose from 1947 to 1948 but the
most pronounced change during the same period is the fall in the item “net
foreign investment”. To appreciate the exact nature of this decline it should
be borne in mind that the ‘‘net foreign investment” includes loans granted
by the U.S. Government but excludes all “‘unilateral transfers” of U.S.
government funds (cf the table on page 8). The change-over from loans
to the granting of Marshall aid thus largely explains the shift in expenditure
from "net foreign investment” in 1947 to ‘‘government purchases of goods
and services” in 1948.

In this connection it should be noted that in the balance-of-payments
statistics of the United States the ‘“‘unilateral transfers” of U.S. government
funds are shown as a separate item and not as part of the U. 8. government
expenditure abroad (in the latter case it would be included under service
items). Account has to be taken of this fact in relating the analysis of the
gross national product to the current surplus in the balance of payments as
usually presented (see chapter III).



In the United Kingdom, estimates of the total available resources,
their ortgin and the use to which they are put are presented to Parliament,
as a White Paper, each year at about the time of the budget speech (ie. in
the course of April).

United Kingdom:
Gross national product and its uses at market prices.

Resources 1947 1948 Cost of 1947 1948 .
in millions of £ sterling in milions of £ sterling
MNatlonal income . . . . . . 8,725 9675 Personal consumption . . . 7,465 8,004
Provision for dapreciation .
and maintenance of buflds Government consumption . . 2,069 1,914
ings . ... 750 826 Groes capital formatlon at
home . ..., .. ..... 2,040 2,352
Gross natlonal product . . . 9,475 10,500 .
Indirect taxes
less subsidises ., . ... 1,452 1,650
Borrowing from abroad, sale
of assets to foreigners,
farelgn gifts . . . . . . . P €30 120
Total avallable resources . . | 11,574 12,270 Gross national expenditure . | 11,574 12,270

While the national income is estimated to have increased by £g950 miflion
from 1947 to 1948, personal consumption rose only by about £320 million
and government consumption is found to have declined by £165 million
(owing largely to less expenditure in Germany and elsewhere abroad). As the
Economic Survey for 1948 points out, it was the restraint upon consumption
(which, if account is taken of the price rise, remained almost unchanged in
aggregate quantrty) that permitted practically the entire expansion in national
output to go to increase exports and investment. The following table gives
details of the capital formation and of the resources by which it has been
made possible.

United Kingdom: Investments and savings at market prices,

Capftal formation 1947 1948 Covered by 1947 1948
in millions of £ sterling in millions of £ sterling
Gross fixed investments Savings:
‘(construciion and plants) . 1,800 1,980 Porsonal, including addi-
Other investments tion to tax reserve , , . . ., 225 <6
{stocks, etc.). . . . . ... 240 362 Corporate undistributed
protits including addition
Gross capital formation. . . 2,040 2,352 fo tax reserve ., , , . . . . 470 T05
Provision for depraciation and Public:
maintenance . . . . . « .t — 750 — 825 {a) current surplus of
public authorities . . | — 341 427
tb) transfars to private
capita! account*. . . 306 179
Total net savings . . . . 660 1,407
Reaources obtained from
abroad . . . . ... ... 630 120
Rasources available for nat
Neot capital formation . . . . 1,280 1,527 Investment. . . . .. .. 1,220 1,527

* Refund of taxes, war-damage indemnification, etc,



The most important changes in the flow of savings have been, on the
one hand, a further decline in personal savings and, on the other, a more
than compensatory increase in corporate savings and an even greater offset
in the fact that a deficit of £341 million in 1947 in the budgets of public
authorities was turned into a surplus of £427 million in 1948.

The difference between the amount of capital formation and the yield
of domestic savings had in each vear to be covered by ‘“resources obtained
from abroad”, corresponding to the deficit on the current account of the
balance of payments. It is noteworthy that when equilibrium was restored
mternally between savings and investments in the latter half of 1948 equi-
librium was also reached in the over-all balance of payments, and aid
from abroad could thus be used for a reduction of debts (as explained in
chapter VII).

In the accounts for the United Kingdom the difference between the
total national expenditure (for consumption and investment), on the one hand,
and the total available resources of domestic origin, on the other {or what
comes to the same: the difference between mvestments and savings), cor-
responds, as it should, to the deficit (or surplus, as the case may be) in the
current account of the balance of payments; and similar correspondence is
found in the national accounts for the Netherlands, Denmark, Norway and
Sweden, and others, too. When, as in France, commodity prices have been
fluctuating wildly and the balance-of-payments statistics are even established
in dollars to render them more comparable with the aid received, while the
statistics of national resources and expenditure are naturally compiled in the
national currency, there is almost bound to be some divergence between the
estimates. But in France, also, the difference between the national resoutces
and expenditure appears as a deficit in the balance of payments.

France: National resources and their uses.

National resources 1938 1948 Expenditure 1938 1948 %
inmilliards of 1938 francs! inmilliards of 1938 francs

National income , . . . ., . 353 260 Private consumplion . . .. 3 314
Addmaintenance and renewal 50 50 Government consumption ., . 22 21
Gross national product . . ., 403 410 | Gross public and private in-
Add deficit in the eurrent vestments . . . ... ... 58 85

account of the balance of

payments . ... ... .. 8 10

Tota) . . . 411 420 Total ., . . 411 420

* Yearly figures on the basis of estimates for the second half of 1948,

It will be seen that in the second half of 1948 the national income was
slightly higher than before the war but that more resources were devoted to
investment, so that consumption was not up to the pre-war rate. Investrents
are also helped by resources derived from abroad — obtained, before 1948,
in a variety of ways, including the use of the French monetary reserves (see



table cn page 8¢), but now accruing mostly through the Marshall aid. In
1947 the situation was more critical since, on the basis of the decisions
which had been taken up to November of that year with regard to the
budget, investments, etc., it was estimated by a special “‘Commission du
Bilan™ that, considering the amount of genuine savings to be expected, there
would be an “inflationary gap” of Frfcs 365 milliard in 1948 (ie. an
excess of demand, at existing prices, over and above the available supplies).
The Commission in question further pointed out that, if no new measures
were adopted (e.g. the imposition of higher taxes), the gap would exert an
influence conducive to a rise in prices.

In other countries also similar calculations have been made in order to
find an expression in figures for the tension between projected expendi-
ture and the resources which are likely to be forthcoming, The “gap”
Is not, of course, synonymous with the ‘“budget deficit”, being affected by
utilisation of credit for private as well as for public purposes — even though
a deficit on government account is usually the main contributor to the gap.

During the war, the “inflationary gap” had been essentially a result
of uncovered expenditure in connection with the national effort, which was
centred in the government. But at that time a rationing system which
embraced almost all types of goods and services made it well-nigh impossible
for the public to spend the whole of the money income coming into its
hands; and, since private investments were strictly limited (often even ruled
out altogether) by the system of allocation of materials, etc., a considerable
part of the new money distributed through budget deficits came back via
the banking system to the Treasuries as a kind of more or less forced
savings. In the midst of a terrible struggle, the aim was to reduce private
consumption almost to the subsistence minimum in order that the largest
possible proportion of the available resources should be set free for the all-
eclipsing task of winning the war.

In peacetime, on the contrary, the aim of economic policy is to raise
the standard of hiving of the people and to stimulate private investments in
order to improve productivity. An inflationary increase in monetary purchas-
ing power (i.e. in effective demand) will then find its expression in increased
spending, with consequent increases in prices, which i1s what has happened
Il SO many couniries in recent years.

The mere desire to acquire goods or to build houses has, of course,
in itself no direct economic influence; for an effect to be produced, those -
who entertain the desire must possess the monetary purchasing power which
will turn volition into “effective demand’. Generally, people obtain
monetary purchasing power by contributing to production (as wage-earners,
owners of capital goods, etc.) and, if the amount of money earned (including
payments via the budget) is not more than the counterpart of the contribu-
tions thus made, the likelihood is that balance between demand and supplies



will be preserved.* For an inflationary gap to arise in the domestic
economy, it is necessary that addittonal monetary purchasing power
should come into existence and be injected into the domestic
economy, and the three main ways in which this may happen are as
follows:

(1) a budget deficit may be financed through recourse by the government to the

banking system and, in particular, through the creation of new money by the
bank of issue;

(i) investments in excess of real savings may be financed in a similar way by
creation of new money via the banking system; and,

(iii) in connection with investments but also for other purposes a part of the
public debt may be monetised through the transformation of government
bonds into monetary purchasing power available for current expenditure.

If no new money were provided by the banking system, the desire to
buy goods would be ineffective in practice and no inflationary gap would
arise. '

As regards the emergence of a deficit in the balance of payments,
it is likewise necessary that, failing current supplies from the exchange
market, some institution should be ready to provide importers with
the foreign exchange required to pay for their purchases; otherwise
excess imports would soon have to cease. Since the second world war, the
central-bank reserves of the respective countries have been drawn upon to
provide importers (including the government) with forewgn exchange at fixed
rates, and funds for the same purpose have also been obtained through
payments agreements and foretgn loans and grants.

Thus the emergence of an inflationary gap at home and of a deficit in
the current account of the balance of payments presupposes that:

(i) fresh monetary purchasing power is being created by the central bank (or
else via the banking system) in addition to income really ecarned; and that

(it} foreign exchange, in excess of the market’'s own deliveries, is being supplied
to importers at fixed rates of exchange by the central bank or some other
institution.

It is generally agreed that at home every effort shouid be made to put
a stop to the artificial creation of monetary purchasing power, by the balancing
of the budget and the adoption of a suitable credit policy. This does not
mean, of course, that no foreign assistance is needed by the European coun-
tries still feeling the after-effects of the war. But it makes a great difference
both internally and as regards the foreign exchange policy whether the
assistance is obtained in time, so that it can be appropriated to specific
purposes and be drawn upon when the need arises, or whether money is

* During a severe depression, the c¢reation of pew money may be justified as a means of keeping
up demand in relation to the awailable or potential supply of resources; but that is very far from
having been the case in the sellers’ markets of the last few years, with a shortage of goods in
moest lines and no lack of employment,.



simply being spent on the basis of an excessive extension of credit without
any provision having been made for the resulting deficit in the balance of
payments, which will then most likely make itself felt as a dollar shortage.

The two aims — the internal: to establish balance between the
effective demand and the available supplies in the domestic economy; and the
external: to achieve a balance in relation to other economies through a
suitable exchange pohicy, etc. — are closely interrelated and must
be pursued together.

After the first world war, it was the merit of the Financial
Committee of the League of Nations that, when it undertook the task
of reconstruction in Austria, Hungary, Greece, etc., it paid atten‘ion both to
the internal and to the external aspects of the situation to be put in order.
Here it may be of interest to recall that the reconstruction in question was
in each case carried out with the aid of comparatively moderate foreign loans
and that the proceeds of the loans were generally employed (with the possi-
bility of switching according to the circumstance) for three purposes:

(i) one part of the proceeds was used to meei budget deficits; these had to be
compressed by a rationalisation of the administration (including a reduction
in the number of officials) and, in addition, an increase in revenue, the latter
being facilitated by stabilisation of the currency (usually a relatively small

fraction of the loan proceeds sufficed for the purpose of meeting the current
deficit);

(ii) a substantial part was employed for productive investments (electrification of
railways, the draining of swamps, etc.); and

(iii) a third part was used in connection with an immediate reorganisation of the
central bank, particular attention being paid to the need of strengthening its
reserves in gold and foreign exchange and, inter alia, to ensuring conver-
tibifity of its currency.

It is obvious that similar needs must be attended to at the pressnt time.
It was only natural that for the first period of Marshall aid, when foreign trade
was threatened with a breakdown, the foremost objective should be to meet
deficits in the balances of payments in relation to the western hemisphere.
But it seems equally natural, now that the post-war inflation appears to have
come to an end and pre-war levels of production have been generally sur-
passed, that the aid should be adjusted more directly to the urgent tasks
which remain to be carried out before a couniry can gain its economic
independence of foreign assistance. The difficulties and problems are not the
same for all countries but one obvious requisite 1s to render each country’s
currency more invulnerable to pressure from abroad. Side by side with repay-
ment of debt and the promotion of productive investment there is in many
countries the need of replenishing monetary reserves — which is also a form
of investment.



III. Towards a more balanced position in Foreign Trade.

In these post-war vyears, governments as well as the public in almost
every country have been much concerned about the state of the balance of
payments — and no wonder: it was in most cases palpably clear that the
standard of consumption and the general welfare of the people could only
be kept up by the receipt of food and other commodities from abroad and
that, without surplus imports of raw materials and machinery, industrial
recovery would have to be slowed down; but while, in the domestic sphere,
governments could prescribe price control and obtain fresh purchasing power
from the banks even if that meant inflation, and could, at a pinch, requisi-
tion whatever goods were available, at the frontier their sovereign powers
ceased: they were dependent on whether their own countries had sufficient
goods to export and whether those goods could be sold at competitive prices,
whether their own reserves of gold and foreign exchange were in danger
of exhaustion or whether they could obtain loans and credits or other assis-
tance from abroad. It is true that they could mmpose a stringent control
on foreign trade and curtail imports of non-essential goods; but experience
soon. taught them that when imports were cut down exports also declined.
As long as expenditure for consumption and investment was kept up beyond
the limit set by the national output, there remained a problem of restoring
equilibrium on foreign account and especially in relatton to the United States.

In examining the various aspects of the problem of the balances of
payments some useful purpose may no doubt be served by adding together the

Turnover of world trade, monthly, in mitlions of doltars.
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figures of visible and invisible trade for certain groups of countries, e.g. all
the countries in Europe or, more particularly, those belonging to O.E.E.C,,
and by studying the more comprehensive figures thus obtained in relation
to the trade of other groups of countries, e.g. the dollar area. Certain
general trends may then be discovered and an idea gained of the order of
magnitude of imports and exports inside Europe and in relation to other
continents or of the net amounts paid in dollars over different periods.
But the general statistics thus compiled must not be allowed to obscure
the paramount importance of the problems of each separate
country. For it is still largely the particular conditions with regard to
budgets, investments, etc. inside each country which determine the state of
its balance of payments. In these respects, conditions in Europe are still very
varied. One country — Switzerland — has continued to receive an influx
of dollars, despite its attempt to stave off receipts of funds in that currency
by means of a fluctuating rate for fnancial dollars; a few countries, e.g.
Belgium and Italy, have begun to add to their gold and dollar holdings,
thanks, inter alia, to a domestic policy of credit restrictions and to Marshall aid
{operating both as direct assistance and as a helpful factor in the general improve-
ment in Europe); a few other countries ~—— Denmark and the United Kingdom
— have been in a position to reduce their foreign liabilities, while some of
- the rest — the Netherlands, Norway and Sweden — had to draw on their
monetary reserves in 1943 and were still doing so in the early months
of 1949. In view of these important differences, it is obviously necessary
that the main facts about individual countries should be presented and
examined in addition to any general tables.

In recent years there has been a juxtaposition of unstable price condi-
tions on the one hand and officially fixed exchange rates on the other,
fluctuating prices in fact coexisting with nconvertible currencies of fixed
official value. In these circumstances special difficulties in valuation have
unavoidably arisen with regard to imports and exports and, as a consequence,
the actual flow of trade has often been less reliably reflected by the ordinary
trade statistics of individual countries than ts the case in normal times. Not
infrequently a marked discrepancy has been found between the import and
export figures in the returns compiled by the customs administrations (that
is, the ordinary trade statistics) and the foreign trade figures based on receipts
and allocations of foreign currencies by the Exchange Controls. As a rule,
the exchange-control figures (duly adjusted) are regarded as the more correct
ones and are, therefore, preferred for the compilation of the estimates of
balances of payments; but these figures are generally rather late in appearing
and, since they are not classified in the same detail according to commodities
and with regard to the distribution of trade between different countries, it is
as a rule necessary, for these purposes, to fall back on the ordinary trade
statistics.*

* Another complication arises from the fact that the customs statistics refer to f.o.b. prices for
exports and to c¢.if. prices for imports, while the compilers of the estimates of balances of pay-
ments are increasingly adopting the use of f.o.b. prices not only for exports but also for imports



World trade turnover.

Pre-war Post-war
Trade of:
1920 | 1937 | 1938 1948 | 1947 1948
in milliards of current U,S. dollars

Unlted Kingdom . . . . . ... ... 15,2 73 6.5 9.1 12.0 15.94
United States. . . .. ... .. P 18.1 6.3 5.0 14,3 214 19.7
4l countries . . .. ... .. ... 421 19.7 17.2 283 42,5 47.6
Total for 43 countries . . . T3.4 33.3 28,7 81.7 75.6 82.4
Estimate for rest of world . . . . . . 428 205 18,2 21.1 278 2.7
Totat(, .. ..... PR 116.2 53.8 470 728 103.4 1151

() Pre-war according to League of Nations tables of world trade.
Post-war according o an estimate of the International Monetary Fund.

It would seem that the ordinary trade statistics are used for the com-
putation of such comprehensive statistics as exist with regard to world trade;
since this involves, in addition, the conversion of national data into some
common. curtency (e.g. the U.S. dollar), andther possibility of error is
introduced. But even if the available estimates of movements of world trade
or of the aggregate trade of certain groups of countries can only be regarded
as rough approximations, they are probably sufficiently reliable to indicate the
general tendencies of world trade.

In the publication of the United Nations called “Major Economic
Changes in 1948” it is pointed out that the quantum indexes, i.e. the indexes
which measure the volume, as distinct from the value, of trade, “are likely
to be more reliable but they are not perfect since they fail to reflect changes
in the average quality, or degree of processing, of goods belonging to each

statistical itemn'’.
#* *

The main facts brought out by the figures for world trade up to the
end of 19048 may be summarised as follows:

(i) Measured in U. 8. dollars, the turnover of world trade (exports plus imports)
has continued to increase without interruption since rg4s.

(i1) The increase from 1947 to 1948 in the dollar turnover of world trade
comes to about 10 per cent., which is rather more than the rise in prices.
There was thus a slight increase in the volume of world trade in 1948.
The Department of FEconomic Affairs of the United Nations gives
figures as regards exporis only {since export figures are considered a
more reliable measure of the changes in world trade than import figures).

(and consequently, in making the estimates, have to reckon with other ﬁgures for the income
and expendlture from shipping and insurance). One result of this practice is that the currently
available statistics of monthly imports and exports as published by the customs administration
. are not directly comparable with the trade figures in the estimates of balances of payments, this
making it more difficult to form an idea of the real significance of the currently published figures.
It would be well if those who compiled the yearly estimates would establish and make known
some relatively simple formula for ftting the current (monthly) figures into the over-all picture
of the balances of payments where this is possible.



{(iii) The fact that for the world as a whole the volume of trade did not increase
appreciably in 1948 has been due almost exclusively to the continuous decline
in exports from the United States since the middle of 1947

There has thus heen a 40 per cent. contraction in the export surplus,
due partly to a smaller volume of exports and partly to a larger volume of
impotts. The increase in the imports of the United States corresponds, of
course, to an increase in the exports of other countries to the United States.

(iv) The quantum of exports of all countries other than the United States increased

in 1948 by about 10 per cent. but was nevertheless only three-quarters
of what it had been

in 1937, the failure Quantum of world exports.
to attain the pre-
war figure being due Uﬂ':a f:;'a" l:iollelrof value Quant
+ - num
mainly to the low Period (price movement) exports
level of exports from

H =1
Germany and Japan, Base : 1967 = 100

If these two coun- 1987 ... ... 100 100 100
tries are excluded, the 1938 ... ... 95 as Y
quantum of exportsis | 1946 - ... .. 167 127 76
found to have been 1947 L. 200 192 91
within 10 per cent. 1948 (first half) . 215 194 ap*

of the 1937 ﬁgure and * To judge from preliminary material, there seems lo have been an in-
almost  as large as crease in the volume of trade for the full year 1948, and it may be that
: 8 even for the first half of 1948 the estimate in the table will be found to
n 193a. have been too low when more complete data are available.

It will be seen from the following table that in 1948 most countries
were able to cover a greater part of their imports by current exports than
had been the case in 1947

This improvement has been due to the following main causes (which
are clearly interconnected):

(1) the general increase in production (in industry as well as agriculture), partly
In consequence of progress in reconstruction and partly thanks to favourable
weather for the harvest;

(i1} the brake put on inflationary financing by better balancing of budgets and
by increasingly effective credit restrictions, which are somewhat easier to apply
now that much imperative investment has been completed;

(1t} the special arrangements which, thanks to the Marshall aid (including the
European payments scheme), it has been possible to make for the financing
of foreign trade. It should be remembered that, without this aid, exports
from a number of other extra-European countries besides the United States
would have been severely handicapped.

While it was at first natural to look at Marshall aid primarily as a
means of financing trade with the western hemisphere and — through the
payments scheme — also inside Europe, the related internal effects have not
to be forgotten: obviously, western European production as a whole could
not possibly have increased as much as it did without the receipt of foreign
assistance nor could inflationary financing have been so effectively arrested.
But it must also be observed that, in so far as the resources provided by



Exports as percentage of imports Marshall aid have been
(special trade). used In the separate coun-
: tries as cover for internal
Country 1938 || to46 | 1947 | 1948 m‘g:: ot expgnditure — mostly of
seaniauss an investment characte‘r —
and thus led to a mainte-
Westarn European Countries nance of exports to Europe,
Belghum® . . . . . . 94 | 52| 72| 85 105 Europe was at the same
Denmark . . ., ., ., . 95 57 5 B8O TE . .
Erancs (). . v\ .. o6 | 43 | & 6 83 time freed from the obli-
Haly o vovvn . o3| sa | a7 | 7 72 gation of paying through
Netherlands® . . . . | 74 || 23| 44 | s5 63 its own exports for the
Norway. . ...... 66 || 65 | 48 | 56 57 surplus of goods and ser-
Sweden . .. .... & | 7] ez ] ®0 8o vices which it received.
Switzerland ., . . . . 82 78 &8 6o 77
United Kingdom ('}, . | &1 70| 63 | 76 8s Whether import re-
North America strictions have contributed
USA®. . ..... 157 || 198 | 268 | 178 183 appreciably to a reduction
Canada . ....... 124 || 120 [ 108 | 117 103 in the trade deficits is very
South America 1 doubtful, since a cut in im-
Argentina . . . .. .. 00 | 170 100 . . pOftS a.ﬂ-eCtS the ﬂOW Of ex-
Brazil, . . ... ... 100 || 140 | 93 [ 103 . ports, including those of the
Chile®. . . . .... 136 4 110 | 105 | 1200y - country which applies the
Poru oo 182 1123 | 92| 97 restrictions (see final s:ction

(1} Including trade with overseas territories., of this Chapter)‘

(%) General imports and exports including re-exporis.

) Proceads of copper and nitrates not available for payment for imports. If these items were excluded, the propoertion
of imports covered by exports would be as foliows: 1938 — 40 per cent.; 1945 - 39 per cent,; 1947 - 27 per cent.

() January and February. *) 41 manths.,

* #*
*

For Europe as a whole the deficit on the current account of the balance
of payments fell from the equivalent of about $7,600 million mn 1947 to
about $z,600 million (according to estimates made by the International
Monetary Fund); three-fourths of this is due to a reduction in the adverse
balance of the United Kingdom.

For the United Kingdom, total

United Kingdom: Foreign trade. imports rose from £1,795 million
Annual trade, in milliens of £ sterling. 1 115 ]

r— e | TI047 to’£2,08c’>m1lhon1n 1948 but
e t [ exports (including re-exports) rose
2500 ——+— l—| (l 200 | more sharply, from £1,1¢8 million
ook [/ . S to £1,648 million, which meant
A 1N Irn'poy ]—‘ that the trade deficit was reduced
15001 — i hd"wiﬁyfl\\‘g A oo | from #£597 million in 1947 to
i [ // £432 million in 1948. This 1m-
= W0 | provement in the foreign trade
80D ez Bootsl | 1 position must (as i‘fl the case of
[ [ som> other countries) be seen

) l a . ' . . .
19361939 1940 1941 1947 1943 1944 1945 1946 1947 1948 1949 primarily in connection with the
i internal policy of “disinflation”;




United Kingdom: Foreign trade.

26

Exports .
Tatal Bal

Period imports| U.K. | Re- | Total |272"C°

goods | sxports | exports

in millions of £ sterling

1938 yearly total 920 47 62 | s33 | — 287
946 ,, ,  ...| 1301 215 50 265 | — 336
1947 ,, . ...| 1795 | 1,138 60 | 1,198 | — 597
1948 ,, , ...| 2080 | 1,583 65 | 1,648 | — 432
1846 monthly average . 108 76 4 80 | — 28
1947, w 150 95 5 100 | — 50
1948 ,, " 173 132 5 137 | — 36
1949 January . . ... 197 159 -] 164 | — 23
February . . . . . 162 141 4 145 | — 17
March .. ,... 190 160 6 tee | — 24
Aprll . ., .. .. 188 137 5 143 | — 45

but i this particular
case the improvement
was greatly helped
by the application
of ‘“‘export quotas”,
which made 1t obli-
gatory for manufac-
turers to sell abroad
a certain (often quite
high) proportion of
their output. In that
way a large part o
the country’s produc-
tion was deliberately
diverted to export
markets, even when

the home market was characterised by a grave shortage of many of the
goods thus exported. As a result, exports rose more than current produc-

tion:

in 1948 the volume of exports was 126 per cent. larger than in

1938, while, for instance, the production index of manufacturing registered

United Kingdom:
Exports of manufactured articles.

Groups

Woollen and worsted yarns and
manufactures . . . ., ... ...

Vehicles*, . . ,
Machinary . . .
Silk and artificial sélk . . . .. ..
Pottery and glass . . . . .

e e e e s

Iron and steel manufactures. . . .
Chemicals, drugs and dyes
Others

Cotton yarns and manufactures , . .

Electrical goods and apparatus , .

Man-ferrous metals and manufacturss

1938 1947 1948
" in millions of £ stefling

50 78 191
27 sa o5
14 49 73
44 168 244
58 181 282
& 30 39
10 33 45
12 40 55
42 a4 106
22 67 84
a0 212 252
365 1,000 1,378

* Including locomotives, ships and aireraft.

a rise of 24 per
cent. over the 1938
level. The accom-
panying table shows
impressive  increases
in the export values
of particular commo-
dities (it being neces-
sary to remember
that export prices
for the United King-
dom rose, on an
average, by 147
per cent. from 1938
to 1048).

In the first quarter of 1949 the volume of exports was as much as
56 per cent. above the 1938 level.

Apart from Switzerland, whose productive capacity was unhurt by the
war, the United Kingdom is the only European country which has raised

its export volume above the 1938 level.

Great as this achievement is, it

has to be remembered that in 1938 the United Kingdom had a deficit of
£70 million on the current account of its balance of payments and that its



United Kingdom: Balance of payments. exports in that pre-war

year only covered 51 per

Home 1938 | 1946 | 1947 1943 cent, of its imports,

in miltions of £ sterling while the ratio of 85 per

Visible trade cent. attained in the

Imports (fob) . -« .. .. 835 | t007 | 1541 | 1,768 spring of 1949 corre-

Exports and re-exports (f.o.b.) 533 889 1,100 1.850 SpOIldS more dosely to

Balance of visible trade . . | —302 | —208 [ —44t | —218 the “normal”’ average for

Government expenditure the countries in western

overseas (nety, . . ....|— 16 | —205 | —207 | — 109

Europe.

Qther invisible items (nat)

Intevest, profitsanddividends | + 175 | + 73 | 4+ 47| + 50 n addition to the halv-

Shipping . . .. . .....|+ 20 + 17|+ 24| + 6O ing Of the trade deﬁcit,

Travel . ... ... vl = 12l - 33|~ 59|~ as .

Films . o o v v v v v v v - 7| = 17|~ 14|~ 10 expenditure abroad by

Otherftems . .......[+ 72| + €3[|+ 20|+ 142 the British Government

Net total of other Invisible was reduced in 1948
income . ... ... + 248 | + 123 | + 18| + 207

by about £i100 million,
otcomnenceaneurren] _ 70| —aso | —6s0|—120| while the net balance
of other invisible items
improved by nearly £190
million, so that the total deficit on the current account of the balance
of payments came down from £630 million in 1947 to £120 million in
1948.

With the reconstitution of the mercantile marine, the net income from
shipping has risen, and for 1948 it exceeded, in real terms, the corresponding
income for 1938, while the net income from foreign investments represented,
in real terms, only between one-sixth and one-seventh of what it had
been in 1938 (with the possibility, however, that the ploughing-back of
retained profits may have increased the aggregate value of British-owned
direct investments abroad).

The division of the total balance of payments into separate balances
with four main areas of the world reveals a varied and complex pattern
of commercial and financial relationships.

United Kingdom: The deficit in relation to
Regional distribution of the current the western hemisphere (indi-
account of the balance of payments. cative of the “hard currency”
problem) has been reduced but
Reci 1947 1948 is still substantial, while the de-

gion L . .

i milions ofEsiaring|  ficit in  relation to the Middle
East and the east of Europe has

Sterling area. . . . . . . . .. + &5 + 225 B
O.E.E.C. countries. . . . ... — 25 | + 80 grown from 1947 to 1948. But,
Western hemisphere . . . . . — £585 — 340 at the same time, the surplus

Othar countries (mainly Middle . . .
East and eastern Eurape) . . | — & | — 85 with the sterling area has in-
Total ... | —eso | — 120 | creased and a deficit with the

Q.EE.C. countries in 1947 was




turned into a surplus in 1948. The Economic Survey for 1949 states the
opinion that “as long as the non-dollar world remains critically short of
dollars, it is not possible for us in general to earn from the countries with
which we have surpluses the dollars which we need to finance our dollar
deficit”. It is further explained why the surpluses in relation to the sterling
area and the O.E.E.C. countries are considered inevitable for the time being.
The surpluses consist of;
(i) a part which reflects the establishment of drawing rights in favour of some
Q.E.E.C. countries under the intra-European payments scheme, since this

has enabled the countries in question to buy from the United Kingdom
and the rest of the sterling area more than they could send in return;

(i) another part which represents investments made in various parts of the
Commonwealth (cf. page 12); and

(i) a further part which serves directly to strengthen the British financial
position by reducing sterling habilities.

This analysis shows the, in any case self-evident, connection between
the distribution ahd pull of financial resources and the flow of trade in
goods and services in response to effective demand.

The way in which the current deficit was covered and other items on
capital account of the balance of payments were met has been shown on
page 13. It might be added that for the first four months of 1949 the
trade deficit {with imports counted ¢.i.f.) was about £rog million, at which
figure 1t was probably covered by net income from invisible' items, so that
Marshall aid could be devoted to capital purposes of a nature to strengthen
the long-term British position on foreign account.

In France rapidly rising prices in the years after the war caused great
difficulties in the valuation of both imports and exports. For any comparison
of the figures from year to year, account must always be taken of the price
factor, and some guidance can also be obtained from the statistics of foreign
trade 1n metric tons.

It is estimated that in 1948 the foreign-trade turnover of France had
practically regained the pre-war level. But in this connection it must not
be forgotten that in 1938 the volume of French exports was insufficient
to ensure equifibrium in the balance of payments, being some 40 per cent.
below the level reached in 1929.

As regards imports, the level reached in 1947 and 1948 represents
almost the same volume as in 1929, te. what France imported in a pros-
perous year, In view of the loss of invisible income, the maintenance of
such a volume of imports will. require a considerable expansion of exports
(to more than twice the average 1948 level} if there i1s to be equilibrium
in the balance of payments. After the war, there was a particularly
marked expansion in exports to the French overseas territories, the
proportion rising from over one-eighth of the country’s total exports mn 1913
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France: Foreign trade.*

Index Yalue Weight
Period ot
who!esale Imports Exports Balance imports Exports
prices in miliards of current French francs in millions of metric tons
1938 yearly total . . . . . 1 46 31 — 15 47 27
1946 " 6% 234 104 — 133 30 10
1947 “ H a4 213 — 134 <) 14
1948 . 17 €54 431 — 223 42 19
1946 monthly average . . &% 19 8 - 11 25 0.8
1947 " 10 29 1) - 11 31 1.4
1048 1 17 55 36 - 19 3.5 1.5
1949 January . . . . .. 9y 73 57 — 1€ 40 1.9
February . . ... 3] 74 &5 ] 4.5 2.3
March . . ., ... 8 7 63 — 14 4.3 2.2
April. . ... ... 18 as 69 — 16 4.3 25

* Including trade wilh overseas territories.

to not far short of one-half in 1948 and the corresponding imports from
one-tenth to over one-quarter. Between metropolitan France and these territories
the balance of trade has, moreover, remained in substantial equilibrium. In
commercial relations with foreign countries (other than France) the French
overseas territories had substantial trade deficits only partly covered by
invisible income, with the result that the current deficit of these territories
came to the equivalent of $162 million in 1947 and $190 million in 1948 —
the liability resting on France itself *

In the inter-war period the United States and Canada habitually fur-
nished France with 14 per cent. of its imports — a proportion which rose to
29 per cent. In 1947 but fell back to 18 per cent. in 1948. In its direct relations
with these two countries {(i.e. the bulk of the dollar area) France had a
trade deficit of about $100 million 1n 1938 and about $80o million in 1947,
reduced to $400 million in 1948, This reduction in the trade deficit with the
dollar area was, however, followed by an increase of an approximately equal
amount ($400 million) in the deficit in other directions — chiefly towards
the sterling area. As a result the credit margins available to France under
payments agreements began to be exceeded, and this often entailed
payments in gold and dollars. A kind of indirect dollar crisis ensued, and
it was to avoid the necessity of a drastic curtailment of imports by France
(and by some other European countries in a similar position) that the intra-
European payments scheme was instituted, through which France was
allocated net drawing rights amounting to $323 mullion.

Estimates of the French balance of payments have been made in
current dollars, a mode of presentation which permits a readier comparison
with the figures for foreign atd.

* France’s net payments on account of the overseas territories represent, In part, a contribution
made to past-war reconstruction by the supplying of industrial and agricultural equipment; in
part, exceptional expenditure in Indo-China and elsewhere; and, in part, a seepage of funds, the
overseas territories affording opportunities for export of capital.
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France:
Current account of the balance of payments.
ltems 1945 1946 1947 1948%
in millions of current U, S. $
Trade balance
imports . . . . ... ... 904 1,980 2,492 2,404
Exports . . . . .. .. .. 43 453 1,040 1,060
Balance of trade . . . .| — B61 | — 1,827 | — 1,452 | — 1,344
fnvisible items {(nef)
Freight . . . .. ... .. — 26| — 246 | — 311 | — 220
Interest and dividends . .| — 26 | — 21 | — & | — 84
Transfer of wages . . ., .| — 15 | — 45 | — 69 | — 100
Other Hems . . . . . .. — 188 [ + er |+ 38|+ 196
Balanteof invisibleltems | — 256 | — 225 | — 61 | — 208
Deficit of French
ovarseas territories .| — 375 | — 297 | — 162 | — 180
Balance on currant
account. . . 4. .| — 1,491 | — 2,048 | — 1,675 | — 1,742
* Estimates.
France: Cover for current deficits
in the balance of payments.
Methods of financing 1845 1245 1947 1948%
in millions of current U.5. %
Requisitionlng and voluntary
private repatriation of assels — 200 184 90
Use of official reserves of gold
and foreign exchange ., . . . 62e a3 346 2N
Cradits utilised underpayments
agreements and counterpart
of foreigners’ franc accounts 53 167 22 138
Credits and grants frem the
United States . . . .. ... 211 B49 1,101 1,074
Credits and grants from other
countries., . . ... ... .. 538 131 136 187
Total 1,530 2,285 1,789 1,780
* Estimates.

In 1948, the pro-
portion of French
imports covered by
exports being still less
than 50 per cent.
(withforeigncountries)
and 66 per cent. if
French overseas terri-
tories are included, a
deficit equivalent to
about $1,300 millicn
temained on visible
trade; invisible iterns,
together with the de-
ficit of French over-
seas territories, added
another $400 million
to the adverse balance.

The rapid ex-
haustion of France's
own resources in gold

.and foreign exchange

was followed by in-
creased rehance on
foreign credits and
other foreign aid, ob-
tained chiefly from the
United States. Fortun-
ately in the first
quarter of 1949 ex-
ports covered 83 per
cent. of imports* —
indicating a decisive
improvement in the
trade situation; more-
over, it is eXpected

that the tourist traffic may vield $200 million in 1949 against (net) $9o mil-

lion in 1948,

In Italy the improvement in the foreign-trade position was very rapid
once effective credit restrictions, together with other measures, had been
imposed (in September 1947) as safeguards against a continuance of inflation
and at the same time the official exchange rates had been brought relatively
close to the free-market rates — this adjustment being accompanied by a certain

* Including trade with French overseas territories.



ftaly: Foreign trade.

index Value Weight
Peried of
who!osala Imports [ Exports Balance Imports Exports
prices in milliards of lire in millions of metrc tons
1938 yearly fotal . . . . . 1 1 10 — 1 206 4.5
1946 ,, . 29 92 65 - 27 10.0 1.1
1947, b e e e 52 9320 339 -- 591 i85 1.9
1948 b 54 821 571 — 250 17.8 3.8
1946 monthly average . . 29 g 5 - 2 0.8 L1 %]
1947 " " 52 77 28 — 49 1.5 0.2
1948 " " . 54 &8 47 — 21 1.5 0.3
1948 October . . . . . . 57 62 54 - B 1.5 0.3
November . . . . . 57 66 &5 -1 1.4 0.4
Decembar . . . . . 57 65 58 + 3 1.3 c.4
1949 January . . . .. . 57 62 52 - 10 1.2 04

fall In prices. Roughly speaking, the weight (in tons) of exports in 1948 was
twice as great as in 1947 while, in stable-money values, the increase was
about 60 per cent.

Value figures of Italy's foreign trade in U.S. dollars show that tmports
increased by perhaps 5 per cent. from 1947 to 1948 and that, in 1948,
they were paid for to the extent of fully 70 per cent. by exports (as
compared with less than 5o per cent. in the previous year). In November
and December 1948, for the first time since the war, the monthly trade
statistics (expressed in dollars) showed export surpluses, the dollar equivalents
of which were $0.1 million and $6.7 million respectively.

In terms of U.8. dollars, the current account of the Italian balance
of payments shows the following figures for 1948,

italy: Balance of payments 1948. During 1948 the Italian
monetary reserves rose by
ltems Inqillonef | the equivalent of $175 mil-

lion and the credit balances
on payments agreements ac-
counts by some $100 million,

Balance of visible trade. . .. ... ., - 320

Invisible Itams:

Freights and insurance . . . ... ... — 107 . e
Tourist traffic . . .. .. ... ..... + 24 making together $275 mllion.
Emigrants’ remiltances . . . . .. ... + 85 . . . .
Miscallaneous . . . . . . ... + 46 This increase 1s explained
Balance of inyisible items , . . . . . + 48 (m the table) by the sur plus

of $108 million, together
with some $go million of
240 foreign  assets  repatriated

Total balance on current account . . 272

f

Thisdeficit was more thancovered by:

Post-UNRRA aid, Interim aid, E.R.P. +
Gift parcels, International Chlldren’s through  the franco-valuta
Fond, etc. . . .. . . ... .. + 40 .
import system and some
Total cover . . . . .. ... + 380 $100 million representing
Surplus + 108

the net utilisation of foreign




credits (from the Argentine, etc.). Thus, Ttaly is a countty which has
reserved a considerable part of the proceeds of foreign loans and
credits for the particular type of investment consisting in- the reconsti-
tution of its almost depleted monetary reserves with a view to streng-
thening confidence in the national curtency and regaining more freedom
in shaping its commercial policy.

Switzerland bhad, in each of the vears 1947 and 1948 an import
surplus of about Sw.fcs 1,550 million, which would seem to have been
covered to the extent of Sw.cs 1,100 to I,300 million by net income from
tourist traffic and other invisible items. The large amount of imports in
the two vyears in question (in volume exceeding pre-war imports) reflects a
process of restocking, undertaken on a considerable scale as soon as supplies
became available. It would seem that towards the end of 1948 sufficient
stocks had been accumulated, and in the first quarter of 1949 imports
fell, while exports were relatively well mamntained. :

With the fall in the trade deficit there must have been a surplus
in the current account of the balance of payments during the first three
months  of 1949, reflected, it might be added, by an increase of
Sw.fcs go million in the gold holdings of the Swiss National Bank during
the same period.

Swiss exports consist almost exclusively of manufactured articles, largely
of a non-essential character, the sale of whith is often hampered by trade
and exchange controls in other countries. It has been the objective of Swiss
negotiations to secure the granting of licences for non-essential as well as
essential exports, so that the consumers in foreign countries should be free
to buy Swiss goods of this type if they wished to do so. At the same time
Switzerland has wanted to make sure that the Swiss franc balances accumu-
lated by other countries should, apart from a certain margin, be used
for the purchase of Swiss goods and for other payments in Switzerland.

It has not always been easy

SWitzerland: Foreign trade. to arrive at an agreement on
g imports | Exports émm:" these matters — and with
erio 1 wplus | France there was at the end

in millions of Swiss fran . .

L of April 1949 a break in the

1938 yearly total . . . .| 1,607 1317 | — 200 | negotiations, which led to the -

1946 , , ....| s428 | 2676 | — 7147{ suspension of the payments

1947, ., ...} 4820 | 23268 | — 15521 gaoreement and an interrup-
1948 ., ., ....| 49 | 343 |— 1564 R

tion in the normal settlements

1947 monthly average .| 402 212 |~ 1s0| Detween the two countries.

1948, . .| @8 286 | — 130| Fortuhately this was only

1949 Janvary . . . . . 363 252 | — M1l of 3 most temporary nature,

February . . . . . 324 268 - 56 P 1 lati

March. . . 364 200 | — 74 or normal relations  were

Aprit . ... 306 270 | — a8 | re-established from 1st June

1949.
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Belgium: Fereign trade,

Period Imports Exports Balance
in millions of Belgian francs

1938 yearly total . . . .| 23,069 21,670 | — 1,399
1945 |, " 52,862 29,6584 | — 22908
1947 o 85,559 61,655 | — 23,904
1948 " a7,418 74020 |— 13,388
1947 monthly average . 7,130 5,138 |— 1,992
1948 " " 7,285 6,168 | — 1,117
1949 January . . . . . 5,580 6,138 | — 442
February . . . . . 6,503 &728 [+ 222
March . . .. .. 7,160 7613 |+ 453

April . . ... 6,662 7012 |+ 343

Belglum:

Foreign trade with the United States.

fems

1247 1948

in milliards of B.fcs

Balancs . . ., .

Beigian exports to United States .
Belgian Impoerts from United States

21N 4.45
22.66 15.65
o — 1995 | — 11.20

‘on  cutrent account.

Belgium has also pro-
gressed towards a better foreign-
trade position, the import surplus
falling from B.fcs 23.9 milliard
in 1947 to B.fcs 13.4 milliard
in 1948. There was in particular
an tmprovement in the balance
with the United States.

In recent months the Belgian
trade returns have registered an
export surplus — the first of
its kind since the second half
of 1939. '

Official estimates of the
balance of payments of the Belgo-
Luxemburg Union give for 1947
a deficit of B.fcs 13,334 million
Together
with B.fcs 1,860 million of
Belgian net long-term investments
abroad, the current deficit was’
covered by net repatriations of

private capital to the extent of B.fes 10,755 mullion and by a net reduction
in the amount held in the form of gold and foreign balances by official
and banking institutions.

There is no official estimate of the balance of payments for

1948

but, according to a private estimate,* the current deficit was reduced to
B.fcs 1,898 million for that year, which has been more than covered by the
proceeds of various capital transactions and Marshall aid as well as con-
tinued repatriation of funds, permitting an increase in the gold reserves by
B.fes 1,218 million in 1948.

Netherfands: Foreign trade.

Period

1938 yearly total . . . .

1947, .,
1948 ,, .

1947 monthly average .
1948 (1] (1] -
1949 January
Fabruary
March

Import
Imporis Exports surplus
in_millions of florina

1,459 1,074 - 385
2,363 815 — 1,548
4,278 1,692 — 2,386
4,965 2,718 — 2,247
356 158 — 198
414 227 — 187
465 asg — 147
401 245 — 156
476 283 — 193

* By Prof. F. Baudhuin of the University of Louvain.

The Netherlands has also
seen some improvement in the

" balance of payments, although

the foreign-trade deficit
mained substantial in 1948.

re-

Of the Fl. 1,474 million for
which cover had to be found
in 1948, the dollar charge came
to the equivalent of FI. 1,133 mil-
lion or $427 million. Under
the heading of Marshall aid,
$112 million was received in
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Netherlands: Balance of payments.

Items 1947 1948
in millions of foring
Current Account:
Trade balance ., . . . ... ... — 1,823 | — 1,426
Interast and dividends, etc. + 79| + 125
Other services (pet) . . ., . . . . + 118 | + 350
Balance on current account. . | — 1,666 | — 951
Account must also be taken of
the following itams oh capital
a¢tount which are in soma re-
spects similar to current expan-
diture :
Amortisation of government
cradits . . .. . .. 0L, — 6401 — 154
" Credits granted (mostly 1o
Indonesia). . + - + « o o . o & — 355 | — 2369
Total charges . . . . ., . — 2561 | — 1,474

actual dollars and the equivalent
of $15 million as drawing rights,
etc. A further $130 million was
obtained through government
credits and an almost equal
amount through net reduction
in foreign investments {essentially
repatriation).

While in 1946 exports had
only amounted to 33 per cent.
of imports, the corresponding
figure was 65 per cent. iIn
the last quarter of 1948, as
compared with 74 per cent.
for the whole year 1938. DBut
the Netherlands will presumably

have to cover a larger percentage of its imports with exports than before the
war, in view of the decline in invisible income owing to the loss of foreign
investments (including the uncertainty of Indonesta) and the reduction — at
any rate for the time being -— in transit trade in relation to Germany.

Denmark: Foreign trade.

Period imports Exports Balance
in millions of D. Kroner
1938 yearly fotal . . . . 1,626 1,535 - 80
94, 2,848 1,618 — 1,230
1947 ., . 3,000 243 | - 777
o4, 3,424 2,731 — €93
1894€ monthly average . 238 135 - 103
1947 " " 258 193 — 65
1948 " " . 285 228 - 57
1849 January . . . . . 325 252 - T3
February . . . . . 342 240 — 102
March . ., . ... 409 276 — 133
Norway: Foreign trade.
Period Emparts Exports Balance
in_millions of N. Kroner
1938 yearly lotal . . . . 1,193 7897 — 406
1946 |, " 2,197 1,202 — 985
1947 . ., 3,620 1,620 — 2,000
1948 ,, 3,708 2063 | - 1,645
1946 monthly average . 183 100 — B3
1947 . " 318 152 — 166
1948 " " 309 172 — 137
1943 January . . . .. 283 169 — 114
February . . . . . 376 173 — 203
March .. . ... 343 228 — 115

In the group of northern
countries, Denmark has been
able to reduce the deficit- on the
current account of the balance
of payments, from D Kr. 413 mil-
lion in 1947 to D.Kr. 270 million
in 1948, thanks to a fall of
D.Kr. 63 million in the adverse
trade balance and an increase of
D.Kr. 80 million in the income
from invisibles (mainly shipping).
Marshall aid payments made it
possible to reduce the (net)
foreign liabilities of the National
Bank from [2.Kr. 667 million at the
end of 1947 to D.Kr. 553 million
at the end of the following vear.

In Norway, the current
deficit in the balance of payments
was reduced from N.Kr. 1,365 mil-
lion in 1947 to N.Kt. 8go million
in 1948 but, notwithstanding
Marshall aid to the equivalent of
N.Kr. 285 million and various
credit operations, Norway had
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to draw upon the accumulated foreign currency reserves of the Norges Bank,
other banks and certain shipping concerns to the extent of N.Kr. 267 million.
The freights earned by Norwegian shipping furnished a net amount of
N.Kr. 790 million in 1048, covering practically half the trade deficit in that year.

Sweden, too, had to draw on its monetary reserves in foreign exchange
in 1948, the combined losses of the Riksbank and the commercial banks
amounting to S5.Kr. 275 million. In the previous vear, the trade deficit had
reached the all-time peak of S.Kr. 1,080 million, with a current deficit of
S.Kr. 1,440 million in the balance of payments. This led to the reimposition
of a stringent control over foreign trade; at the same time, taxation was
increased to secure a budget surpius, and investments were cut down (in
the building trade by 10 per cent.). A “plan” for the country's foreign trade
was worked out and adopted as a guide but, as shown by the following
table, actual trade has exceeded the figures anticipated.

The import surplus was

Sweden: Foreign trade. thus about S8.Kr. 240 million

1oa7 1948 1949 larger than had been “planned”

Tems . l and the result was a current
an  |Actualtradel Plan . g

e Tens TS K deficit of _S.Kr. 450 mllion

\mports. . .| 5220 4,346 4877 .20 for 1948 in the balance of

Exports. . .| 3240 | 8675 | 32965 | 3780 | Payments. Imports from the

Balance . .| — 1980 | — o0 | — o1z | — 80 United States had been se-

verely cut down but exports

to that country could not be
Sweden: Trade with United States kept up, the sales of pulp
and United Kingdom. and paper, in particular, lag-

ing behind expectations.
ltems 1947 1948 Differenca g g.
in_millions of S.Kr, Swedish export prices rose
Swadish imports . from 1947 to 1948 by about
from: 12 per cent., which to some
United Statos . . . . . 1,640 600 —. B82 . ) .
United Kingdom . . . 244 839 + 398 extent explains the increase in
Swedish exports to: the value figures for Swedish
United States . . . . . 349 205 — 54
United Kingdom . . .| 491 673 + 182 exports  over and above the
estimates In the plan.

In 1945 the volume of Finland’s foreign trade reached barely 18 per
cent. of the 1935 level, but by 1948 imports came to 121 per cent. of 1935
and the volume of exports to 67 per cent. without the reparation deliveries,
and 79 per cent. including those deliveries. The terms of trade had, however,
moved strongly in favour of Finland: with 1935 equal to 1oo, c.i.{f prices
of imports stood at 9¢6 in rg48, while f 0. b. prices of exports had risen
to 1,278. ' :

If account is taken of invisible income (mainly freights earned abroad

by the Finnish merchant fleet), it would seem as if the current deficit in the
balance of payments has been considerably reduced if not wholly wiped out,



— 86 —-

Finland: Foreign trade. By a decision of the

Soviet Union the war-

beriod Inder ! | lmports | Exports | Batance r':tel::.s* reparation debt remaining

e _ i exports™l  on 1st July 1948 was re-

in_mifliards_of Flnnish markkas duced by one-half, which

1935 yearly total . . [ 1 53 62 | + 03 - meant that of the original

1938 ,, , ..|] 1t | &6 B4 | —02| -— total of $300 million (at

to4s a 68 Bz | —16| 82 1938 prices) an amount of

1246 , 6 243 23,1 — 1.2 8.8 $73.5 million, or 24.5 per

:::; oo ;‘ :;-‘: gi : ;-; :?:‘; cent., was cancelled. It has

oo : 1 ' been calculated that, after

1947 monthiy average| 6 3.9 38 | — o1 0.9 the cutting of the yearly

1948, " ®% | 58 47 ' —o08 ! 10 instalments by half of their

1948 January . . . 91 4.1 31 — 10 08 original amount, their
February . . .| 9% 42 37 | —08 | o7 .

March . | ey in 26 | — 09| o8 charge upon the national

income will be reduced

* Not included under "Exports’”. to less than 4 per cent.

For 1948 as a whole, 0.8 per cent. of Finnish exports went to Germany
but virtually no imports were obtained from the latter country, while in
1938, on an average for imports and exports, 17.5 per cent. of Finland’s foreign
trade was with Germany.

This is an extreme case but it illustrates the complete dropping-out
of Germany as an active trade partner over a vast area in Europe. The
aggregate volume of exports of the various zones in Germany to other
countries in 1948 would seem to have been barely one-fifth of Germany’s
exports in 1936, while the volume of imports (kept up thanks to assistance
from the western countries) was between 35 and 40 per cent. of the pre-war
figure, and Germany’s domestic production was perhaps 5o per cent. of normal
(it being difficult to give any exact figures owing to much "clandestine’ -output

and trade). But as far as the
Bizone of Germany: Foreign trade, three western zones were con-

cerned there was an appreciable
January to] July to Whole x
o s | Dacember | yoar Improvef'nent after the monetary
1948 1948 1948 reform in June 1948.
in_millions of RM or DM . .

For the Bizone, i.e. the

Imports . . .
Food .. ....... 747 1,078 1,825 combined American and British
Other goods . . . . . 424 918 1,339 zone, the accompanying trade

Total Imports . . . [ 1,171 1,993 | 3,164 figures have been published.

Exports

Staple goods* . . . 230 620 859 The adverse trade balance
Other goods . . . . . 246 712 a58 of 1,347 million marks in 1948
Total exports . . .| 485 1332 | 1,817 (RM up to the monetary reform,
Impost surplus . . . . .| 808 61 1,387 afterwards DM), as well as ‘the
net outflow for other foreign-

* Coal, coke, timber and scrap Iron. exchange purposes, was (like the



Bizone of Germany:
Balance of payments.

trade deficits of the pre-
vious. years) offset to some
extent by an income sur-
plus from ‘services” and,
for the rest, by assistance
from abroad. The table
shows the figures {converted
into dollars) of the balance
of payments for the Bizone
from 1945-46 up to 1948.

Fairly reliable data
have gradually become
available for the estimates
of trade in goods and of
services, the compilation
being made on the basis of
the J.ELA. (Joint Export-
Import Agency) statistics;
but it must be clearly
stated that, especially for
the vperiod before 1947,
the figures are incomplete.
For the distribution of
the Bizone's foreign trade
in 1948, the Economic
Commission for Furope
gives a series of figures
which, as to the totals,
tally fairly well with the
trade figures for the same
year in the table.

() Covering the period from 1st August
1945 to 31st December 1046,

{7} The item “Foreign trade" includes
exnort and import of electric current.

() For 1945-48 the export and import
figures include the service items.
{9 The service items include the usual
iterng of invisible income but no
payments of Intetest and dividends.

{} G.A.RLO.A, stands for “Govern-
ment Anppropriations and Relief
for Imports in Occupied Areas"
(as granted by the U.S, Congress
to prevent disease and unrest in
these areas, viz. Germany, Austria,
Japan, Korea and Trieste).

) Including export and import of elec-
tric current.

¢) Included in export and import
figures.

() Mobilized from previous German

ayment for imports into the

ltems 1945-46(") 1947 1948
In millions of U.S. dollars
Current account
Fareign trade: (O
Exports . . . . . « o+ v . 163 () 200 540
Imports . . . . .« .. . .. T30 (% Jos 1,404
Balance of foreign trade . . .| —576() | ~— 508 — B84
Services: (1
Incoma . ... . N DR ] 25 58
Expenditure., . . . . . . .. . &1 3 11
Balance of services . . . . . . O+ =22 + 48
Balance on current aceount — 578 — 483 — B16
On capital account the
following amountis were
available: .
GARLOA S, ... ... .. — 600 899
ER.P.. .o h i e — — 99
Not specified . .. ... ... 576 —_ —
Total availabla on capital account | + 576 + 600 + 988
Ditference beiwaan total avail-
able on capltal account and
the deficit on currant account:
foreign exchange available for
import payments (+) . . . . . — 117 18z
French Zone of Germany:
Balance of payments,
ltems 1945-46 (") 1947 1948
In millions of U. §. dollars
Currant account
Foreign trade: ()
Exports . . .. .« v+ ... 54 120 106
Imports . . ., ... ..., 46 120 179
Balance of foreign trade , , | + 18 _ — T3
Saryices:
lngomea . . . . ... . y) 4 3
Expenditure. . . .. . ... - M 15 9
Balance of services., . . ., . o — 11 — 6
Capital account
ECA ... ...+ —_ — + a7
Assets In Sweden ® . . . . . — -— + 4
Not specified . . . . . . . .. -~ 18 + 1 + 3B
Total . . ., — 18 + 11 + 19

French Zons. belng made subject
to the reservation that a sefflement
is ultimately reached with France.
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The Fconomic Survey Germany: Foreign trade in 1948,
of Europe in 1948 (pub- \mports Exports Bal
lished Geneva, May 1949) Regions ke b aanee

in_millions of U, S. doltars

notes three striking features
of the foreign trade of the | Blzone’s trade with:

. the United States. . . . 840 28 — 812
Bizone: other overseas
, couniries . . . . . .. 285 43 - 242
(1) abnormal dependence western iEurolmu'- as7
1 countries . . . . . ., 538 + 181
on imports from the caztern European
United States — even, countrles . . . .. .. 26 16 — 10

to a certain extent, as

, Total . . . . 1,508 625 — e83
regards products which .
mjght be obtainable in Othey zones™* . . . .. 278 2:’58 — 20
Europe; Whole of Germany . .| 1,786 883 — 903

(it} large export surplus Compare:
with western Europe; wholsof Germany: 1938 1,836 2,033 + 197

and since the exports .
of the Bizone consisted * Excluding trade beiween the USSR and the Sowviet zone of Germany,

largely of essential goods o
{coal, timber and machinery), the receiving countries could generally be forced
to pay in dollars for surplus imports; and

(iti) the virtual absence of trade with eastern Europe; while in 1938 about one-
fifth of total German exports went to the eastern European area, only 2% per
cent. of the exports of the Bizone went there in 1948; and it is iron and steel
products, tools and machines, chemical products and some other specialities of
western Germany that the easiern European countries need most to import.

It may be recalled that before the war western Germany obtained what
it needed in the way of grain and several other foodstuffs largely from the
domestic production of the eastern parts of the Germany of that day;* but
this generally meant that relatively high prices had to be paid, since German
agriculture was heavily protected. It is not impossible that western (Germany
might be able to obtain its food more cheaply through imports from the
west, provided that German exports can count on not meeting with too great
obstacles in the form of tariffs, etc. Less exporting to the east and more to
the west will mean that Germany will have increasingly to cocmpete with
highly industrialised countries, which will in their turn feel the impact of the
added German competition, It is not that competition in itself is to be
feared, but there will be a loss all round if trade is not allowed to develop
in directions where natural outlets exist and where an exchange of goods
and services would be of most benefit to all parties.

For the eastern zone of Germany, Poland was the second trade
partner in 1948. In that year reparations payable to the U.S.SR. were
officially fixed at 10 per cent. of the gross industrial production and de-
liveries to the Soviet occupation troops at § per cent, but no return
is available as to the value of actual deliveries, while for 1949 a total of
12.4 per cent. of the gross production is to go to reparations and the occu-
pation troops in the east.

* In 1936, the whole of Germany imported 350,000 tons of cereals, potatoes and sugar, while, in 1948,
the Bizone alone imported 5.6 million tons of these commodities,



UNRRA aid as of 30th September 1947. In the immediate post-
war period it seemed as if the
Countries In millions Percentage of tofal for | cqyntriesineasternEurope,
5. 1d .
Europe | Wos after having been cut off from
Atbania . . . . ... .. 26 ' 1.0 the general circuit of world
Czechostovakia . . . . . 261 11.2 9.2 trade, were being brought back
Hungary . ....... 4 0.2 o.1 into it by the movement of
Poland . .. ... ... 471 20.3 16.7 .
Yugoslavia . . ... .. 407 17.5 14.4 goods and services through
US.SR: . ...... 249 10.7 8.8 which UNRRA aid was made
Byelo-Russia . . . . . 61 2.5 2.1 available (with these countries
Ukraine ., ... .. 188 a.r 5.7 . . R
as its chief beneficiaries).
Total for eastern Europe 1,418 s1.0 50.2
Reast of Eureps . . . . . 206 39.0 32.0 .
But UNRRA aid came
Total for Europe . . . . 2,324 160 a2.2 ﬁnally to an end in the ﬁrst
World Total - . . . . 2826 _ o0 half of 1947 and in thf:lt and
the following years certain new

_ circumstances had the effect of
adding to the distance, in matters of commerce, between eastern and western
Europe: )

(i) The non-participation of the eastern Furopean countries in the Marshall aid
co-operation which was inaugurated in the summer of 1947.

(i1) The fact that a very poor harvest, due to the prolonged drought, not only
deprived these countries of a large part of the supplies usually exported to
the west but made them dependent upon obtaining food from the UB.S.R,
which led to increased trade in the eastern direction.

(ii) Difficulties and delays in arriving at commercial agreements — one reason
for the protracted negotiations being differences of opinion with regard to
compensation of foretgn shareholders in enterprises which had been national-
ised. '

(iv) Announcements by the United States (the first one in March 1948) of a list
of goods (including tools and machinery) which for strategic reasons would
not be sold to the countries in eastern Europe; and similar announcements
later on by a number of other countries.

(v) The controversy regarding Berlin, which in June 1948 led to the discon-
tinuance of land traffic (replaced in a large measure by the air bridge) and
then the prohibition of trade between the western zones and the Saviet zone
of Germany —— these measures having repercussions on the volume of trade
even outside Germany (e. g. transit trade).

So it happened that, when production in Europe began to recover
(apart from the exceptionally bad harvest of the single year 1947), east-west
trade did not recover to the same extent; and no large-scale arrangement
of credit or other form of assistance proved possible. In 1947 exports from
eastern Europe to O.E.E.C., countries came to less than the equivalent of
$1 milliard and in 1948 they increased only to $1!4 milliard. It has been
calculated that the corresponding imports in 1938 were equivalent to $3 14 ml-
liard (at the prices prevailing early in 1949). Thus in 1948 trade between
western and eastern Furope barely reached 4o per cent. of pre-war.



Poland, For Czechoslovakia, Hungary
Czechoslovakia, Hungary and Bulgaria: and Bulgaria foreign trade sta-
Foreign trade equivalents in dollars. tistics are available in national

currencies, while for Poland
Countries Imports | Exports | Balance | fioures converted into current
in_milllons of U, $. doftars dollars are the only ones pub-
Poland: lished. It has been the practice
1947 . ... 318 248 — 70 : :
leas | . a4 250 A in several of these countries
Czechosiovakia: to convert trade statistics into
1947 ... . ..., 678 571 — 1 dollars.
1948 . ... ... .. 754 753 -1
Hungary: . - Inr1948 there was an increase
i A -« . -% of about 50 per cent. in the
Bulgaria: turnover for the four countries,
:g:; ........ s o8 + ;(1) with a reduction in the deficit
""""" for Poland and its practical
disappearance for Czechoslovakia
Czechoslovakia: Foreign trade. and Hungary, while Bulgaria saw
a surplus change to a moderate
Distribution of trade 1947 1948 |Disference| deficit.
in millions of U.S. dollars As is shown by the ﬁgures
Eastern Europe: i the accompanying table, a
Imports . . . .. ... 114 268 + 154 .
Exports . . . . .. .. 109 287 | + 178 larger exchange of goods with
Total trade with sastern other countries in eastern Europe
Europe . . . . .. . 223 565 + 392 was responsible for the whole

Other trade: increase in Czechoslovakian im-

lmports . . . . . ... 464 486 + 22 .
Exports . . . ..., . 452 466 + 4 ports, as well as exports, in 1948.
Total trade with other

countries . . . .,.| 926 952 | 4+ 26 As regards Hungary, 46 per

cent. of the mnports and 41 per
cent. of the exports were In
relation to the eastern European countries. For Poland it is reported that
46 per cent. of the total turnover (in both directions) was with the east of
Europe, including 22 per cent. with the US.S.R. as partner.

New trade agreements concluded between vanous eastern European
countries for 1949 or for longer poriods seem to indicate an intention to
Increase Intra-eastern European itrade — in some cases by only 30 per cent.,
in others up to 150 per cent. At the same time there is, however, a reduction
in the trade with Yugoslavia, which has seen a severance of its commercial
relations with a number of the countries in the eastern European area.

* *
*

The turnover of foreign trade of the countries in eastern Europe re-
presents about one-eighth of the total trade turnover in Europe. Moreover, the
aggregate balance of payments of these countries as a bloc seems to have been
in equilibrium in 1948 For this reason, the deficit on current account, as
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well as the other figures in the following table on Europe’s balance of
payments, reflects in the main the developments in relation to visible and
invisible trade of western Europe (the O.E.E.C, countries).

The current deficit of $5.6 milliard in 1948 was covered mainly by
$3.6 milliard in U.S. Government grants, $0.7 milliard in U.S. Government
credits, $0.3 milliard in loans from the International Bank for Reconstruction
and Development and amounts drawn on the International Monetary Fund,
$0.4 milliard through a South African gold loan to the United Kingdom,
$o.5 milliard through drawings on sterling balances, Canadian and Latin
American credits, and $o.z milliard through the net use of gold and
dollar assets.

Europe: Current account of the balance of payments.

1938 1947 1948
Item : Other wom- Other mon- Other nen-
g:z: Enropaan Tetal gg{':’ Ewropagn | Tolal g:::: Eurapean Total
coonlries cownirins cauoiies
in milliards of current dollars
Europe’s imporls
Hobd .. ... 1.3 4.2 5.5 6.1 7.8 13.9 4.8 10,0 14,8
Eurepe’s exporls
(fob) ... .. 0.6 3.1 3.7 0.9 55 6.4 11 7.5 8.6
Balaate on trade
P11 1111 R — 07| — 14 — 18| —82| —23|— 78| —37|— 25| — &2
Income irem invesimants
(met). ... ... + 04 + 14 4+ 1.2 — + 061+ 06 — + 05!+ 05
Transport (net) . . . |1 " — Q.7 +03|— 04 — 02|+ 05|+ 03
dther avisibles net) . (ST 02| T 04| 08 o2l —o05({— 03] +03]— o5[— o2
Batance on Ievisiblas
aceeuml . ., . . .| + O3 + 15 + 1B| — 08 + 04— 04 + 01|+ 05|+ 06
Batanta on qovds and
services . . . .| — 04 + 04 —_ —57| —19|— 76| — 36— 20|— 586

Note: The estimates for 1947 and 1948 were prepared by the Research Deparfment of the International Monelary
Fund. More detalled data on national balances of payments are found in the Fund's publication *‘Balance of
Payments Yearbook', published in Washington, 1948, “. * Provisional.

As may be seen from the above table, the improvement in Europe’s
balance of payments from 1947 to 1948 was all in relation to the United
States and was achieved through a reduction of $1.3 milliard in Europe’s
imports from that country and an increase of $o.2 milliard in Europe’s
exports to that country plus a change-over from a deficit (of $o.5 milliard)
to a surplus of $o.1 milliard on invisible items (mainly on account of shipping
and tourists). According to the table, Europe had in 1948 a current
deficit equivalent to $2 milliard in relation to non-European countries other
than the United States. A small part of this was paid for by sales of capital
assets but most of it would seem to have been settled in dollars. In fact,
the International Monetary Fund estimates that Furope as a region (and thus
excluding all intra-European settlements in gold and dollars) paid $1.9 milliard
to non-European countries other than the United States out of the dollar
receipts obtamned in the continent’s relations with the United States. These



payments were thus instances of multilateral settlements and, although the
estimate is subject to many reservations (since it assumes that the item for
errors and omissions in Europe’s balance of payments was entirely attribut-
able to Europe’s transactions with countries other than the United States),
it seems that most of the multilateral settlements have been official in
character and that the transfers of funds covered by the estimate are broadly
in accordance with the known course of payments.

Balance of trade of the O.E.E.C. countries with other countries,

North Total
and South western | Sterling Eastern
Period Cantral | America hemi- area® Europe Others Total
America sphere

Annual rates, in milliards of ¢current dollars

1947: 1st hatf ., . ., . . — 49 — 08 — 57 + 01 + 0.1 — 04 — 58
2nd half . . . .. - 6.7 -- 08 — 6.5 — 01 — 02 + 0.1 - 8.7
1948: 1st half . . . , . — 4.0 — 0.9 — 4.9 - 02 — 0.3 — 04 — 5.7
2nd half . . . .. — 35 — 04 — 3.9 + 0.2 - 03 — Q2 -— 4,2

* Excluding the United Kingdom, Iceland and Ireland, which are in the group of 0.E.E.C. countries.

The difficulties which beset Europe in the course of 1947 are reflected
in the increase in the trade deficit from the first to the second half of that
year. The figures for 1948 show a distinct improvement — and it may be
added that the first quarter of 1949 confirms the continuance of the improve-
ment. It is interesting to note the restoration of a traditional pattern: the
O.E.E.C. countries have developed a trade deficit (of some $650 million on a
yearly basis) in relation to eastern Europe which, indeed, through its surplus
sales to western Europe obtained purchasing power to pay for imports from over-
seas countries (largely the sterling area). On the other hand, it should be noted
that the O.E.E.C. countries achieved a surplus in relation to the sterling area.

The foreign-trade fAgures just quoted reveal no mean improvement in
the course of 1948. An adjustment has been taking place and is continuing
in 1949. Sometimes the obstacles in the way of the restoration of a satisfactory
balance may seem formidable and there may be impatience with the diffi-
culties involved in removing the obstacles. Obvicusly, things are far from being
in perfect order in Europe; but it is sometimes hard to tell whether, for
instance, existing exchange rates are in general a great drag upon recovery in
trade. Rarely is the statistical evidence of relative costs and prices conclusive,
especially as regards prices of finished goods, where quality plays a con-
siderable role. But 1t is important not to exaggerate the extent of such dis-
equilibria as no doubt remain. Generally speaking, costs, prices and exchange
rates in western Europe cannot have been very much out of lme with
intrinsic currency values; otherwise the improvement which has taken place,
and 1s still going on, would hardly have been possible.

#* *



The complementary aspect of the improvement of European and other
trade balances {Canada’s, for instance) is a reduction in the export surplus of
the United States from $9.6 milliard in 1947 to $5.5 milliard in 1948, or
by 40 per cent. The reduction is due to a decrease of $2.7 milliard in ex-
ports and an increase of $1.3 milliard in imports; if account is taken of the

United States: Foreign trade.

Exporis Export surplus
Total
i I
Period mports Total Cash Ald gnd Total Cash
reliof
in milliong of dollats
1 2 3 4 1—2 1-3
1933 Yearly total . . . . .. 1,960 3,094 3,004 — + 1,134 + 1,134
1946 ., L, - . 4,909 9,739 7,964 1,775 + 4,830 | + 2,085
1947 " [P 5,733 15,340 13,682 1,658 + 9,607 + 7,949
1948 e e e 7,070 12,614 11,056 1,658 + 5,544 + 3,986
1946 Monthly average . . . . 409 812 664 148 + 403 + 265
1947 " e 473 1,278 1,140 138 + BODO + 662
1948 |, " e 589 1,051 a1 130 + 462 + 332
1949 Japvary . . . . . . . . 5a89 1,086 * » + 497 -
1949 Fabruary. . . . . . . . 568 1,028 * * + 460 -
1949 March . . . . . . . .. 63z 1,152 * . + 520 -

* Not yet available separately.

rise in prices, 1t would seem that, in real terms, the export surplus fell by
one-half from 1947 to 1948. It is not only in relation to Europe that the
United States has a smaller export surplus; the same applies to almost all
its trade partners.

Geographical distribution of U, 8. foreign trade.

Rest Tota) Africa Oceania
ltems EEnEic of for Canada al‘m:" and Near | and Far Total
and Years o %S | Europe Europe merica East East (Y]
in millions of doltars
Exports and re-éxports®
1936-38 (%) 1,120 125 1,254 454 488 148 557 2,967
1946 3,278(% 886 4,145 1442 2,100 583 1,328 9,739
1947 5,206 472 5,768 2,074 3,858 1,043 2,346 15,340
1948 4,183 196 4,379 1,914 3,161 1,043 1,888 12,614
General imports
1936-.38 (%) 606 119 725 345 542 81 757 2,489
1946 679 191 870 og3 1,760 422 880 4,909
1947 695 182 877 1,085 2,150 frid 1,008 5,733
1948 B55 186 1,141 1,553 2,329 526 1,327 7.070
Balance of Trade
1936-38(H | + 523 + ®© !+ 520 |+ 109 ) — 57 | + 68 |— 200 |+ 478
1946 + 2,600 + 678 |+ 3275 |+ 659 |+ 340 |+ 161 | + 448 | + 4,830
1947 4+ 4,601 + 290 |+ 4891 |4+ 979 |+ 1,708 |+ 666 | 4 1,248 | + 9,607
1948 + 3,228 + 10 |+ 3238 |+ 361 {+ 832 |+ 517 |+ 861 | + 5544

(") Including areas other than those specified. (7} Including lend-lease and various kinds of relief. (% Average.

1] Excludin?, in 1846, civilian supplies l¢ Germany, which — it should ke noted — are included in the figures
for the following years, .



United States: Foreign Trade.

Imports and exports, menthly, in milliens of dollara.
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United States:

Percentage changes in geographical distri-
bution of foreign trade from 1947 to 1948.

Trade with

Exports
from tha
United States

Imports
Into the
United States|

Export

surplus

of the
Unijted Statas)

1048 as percentage of 1947

Q.E.E.C. countries . . . .
Rest of Europe . . . . . .

Total for Eurcpe . . . . .

Canada . . . ..... ..
Latin America , ., . . . .
Africa and the Near East
Oceania and the Far East

Total for the world . . , .

— 27 + 37 — 30
— 58 + 2 — 97
— 24 4 a0 — 34
— 8 + 42 — 63
— 18 + & — 51
— 0 + 40 — 22
— 20 + 2Ff — 55
— 18 + 23 — 42

$337 million for ocean freights. Secondly,

The United States
had in 1947 and 1948
a surplus with all the
separate areas shown In
the table, although in the
latter year the surplus had
shrunk to a very small
one in relation to Furopean
countries other than those
participating in O.E.E.C.
The percentage changes in
foreign trade from 1947
to 1948 reveal even more
clearly the shift which has
been taking place.

It seems somewhat
paradoxical that in the
first year of Marshall aid
the United States should
have exported less to Europe
than in 1947. For one
thing, not all of the Mar-
shall aid went to pay for
exports from the United
States, about one-third
being used in settlement
of “off-shore purchases”,
i.e. purchases in countries
other than the United
States. {In 1948 total pro-
curement authorisations for
the purchase of commodities
amounted to $3,707 mil-
lion, of which $2,299 mil-
lion wete on account of
the United States.) In
addition to commodity
purchases, authorisations
included $r.2  miilion
for technical services and

it is important to remember

that by the end of 1947 a large number of the countries in Furepe had
depleted their dollar reserves to such an extent that they became almost
wholly dependent upon foreign aid for the payment of surplus imports and,
therefore, simply had to cut down their purchases in the United States.
Thirdly, the year 1947 saw the disposal (generally on credit terms) of the



United States: Export surpfus of goods and services.
Annual rates, in milllards of dollars.*

15

0

S

1956 1947 B8 1959

* Department of Commerce data.

bulk of the American war
stocks left behind in the
recipient countries. Fourthly,
there is the more satisfac-
tory circumstance that the
recovery in European pro-
duction made some American
exports unnecessary; this ex-
plains the decline in European
imports of $200 million in
coal and of $500 million in
machinery, in rolling stock
and ships — to mention
only some of the most im-
portant items.

On the other hand, the increase in imports by the United States tis
encouraging, although it has not as yet gone very far. In 1948 total imports
" corresponded to 3.2 per cent. of the national income — a proportion no larger

United States:
Imports and tourist expenditure
as percentage of the national income.

than mn 1932, i.e in the
very depth of the depres-
sion.

Were the percentage
rates for the boom year

1929 applied to the national
income of 1948, total im-
ports would have been
$11,200 million and tourist

expenditure $1,230 million,
which seems to indicate
the possibility of a greater
power of absorption of

European goods by the

—
Imports Tourist expenditure
National :
Income Amount as Amount as
Year percentage in percentage
of millions of
in_millions national of national
of dollars income dollars income
1929 97,400 4,400 5.0 480 .55
1932 41,700 1,320 3.2 260 0,62
1937 73,600 3,080 4.2 aso 0.48
1947 202,500 5,730 2.8 540 0,27
1948 224,400 7.070 3.2 G600 0.27
usually assumed — and In 1929 the American

does now (see footnote page 3I).

American market than is
-tariff stood higher than it

Both in 1947 and in 1948 the United States had a net income from
invisibles, which thus had to be added to the surplus of exports in fthe

current account of the balance of payments.

While among the invisible items the income from investments rose
slightly, the income from “other services’ gave place to a net out-payment in

1948. This was due principally to a decline in

the net foreign demand for

transport from more than $1 milliard to $440 million, the reduction in the
volume of American exports having been accompanied by an increase in the

share carried by foreign vessels.



United States: The main movements on the

Current account of the capttal account of the balance of
balance of payments. payments have already been referred

to on page 9. In 1948 net U.S.

. Hems 1947 1948 Government gifts and other uni-
in_miflions of § lateral transfers came to $4,308 mil-

Export surplus . . . ... ... + 9%85| + 5687 lion, the net amount of long-term
ot meome fram msments | 2267 | =283 | loans and investments by the United
Balance of goods and services. | + 11,279 | 4 6,335 States Government to $687 n‘nlll-or1
' ' and the net outflow of other, i.e.

. private, capital to 3906 million.
These figures show the overwhelming part still played by transfers on
government account — in itself a measure of the exceptional conditions which

still prevail.

#* *
*

Among the countries which in 1948 managed to establish a better
balance with the United States there is, in the first place, Canada. As can
be seen from the table on page 10, 1948 brought a shifting of Canadian
exports towards the United States in comparison both with 1947 and with
pre-war years. Thus, the triangular pattern of a heavy trade deficit with the
United States compensated by a surplus with the United Kingdom (and some
other countries) has been tending to be replaced by a relationship of more
direct equilibrium in both directions — an achievement in its way, no doubt,
but nevertheless a sign of the regrettable necessity of developing trade at the
present time according to the dictates of bilateral equilibrium.

The countries in the sterling area,* on the other hand, have been
able both to improve their balance with the United States and to develop
their trade with western Europe, whose imports from that source increased by
more than $1,700 million in 1948 as compared with 1947, A certain connec-
tion can, no doubt, be seen between this advance and the state of freedom
from hampering monetary restrictions between countries using transferable
sterling. With more general application, a similar reason provides an ex-
planation of the improvement noticeable in trade between countries within the
same monetary area (e.g. the relations between metropolitan France and the
French overseas territories) and this constitutes indirect evidence that at the
present time the most formidable obstacles in the way of foreign trade may
be found in monetary — as distinct from merely commercial — restrictions.

To a considerable extent, however, the increase in European exports to
the sterling-area countries reflects a flow of goods in settlement of past
liabilities (so-called ‘‘unrequited exports’”), paid for with sterling balances
which originated in relations with the United Kingdom during the war (see

page 77

* Fxcluding in this context the United Kingdom, Iteland and Iceland, since these are participants in
O.EEC.



How far a shift in the availability of financial resources affects trade
currents is also illustrated in a general way by the countries in Latin
America, which in 1945 had at their disposal nearly $4,000 million in gold
and U.5. dollars accumulated during the war. A considerable part of these
holdings were soon used up to pay for restocking purposes, and some
of the Latin American countries also began to execute ambitious in-
vestment programmes which requited surplus imports. The result has been
that several of the countries in question have run into payment difficulties
and are trying to regain their balance under conditions which do not vet
allow a resumption of all-round multilateral trading. A continued recovery
in the European economy should facilitate the task for the Latin American
countries — but increased trade with Europe necessarily implies readiness to
accept manufactured goods and, in general, to use Furopean services in the
sphere of transport, banking, insurance, etc.

Re-establishment of multilateral trade is certainly a very important
matter as far as Europe's internal relations are concerned. But such a re-
establishment must in no way be limited to Europe: a more far-reaching
success in the return to multilateralism, with a recovery in triangular trade,
requires the adoption of appropriate commercial and monetary policies in
countries and areas outside the continent of Europe itself.

L *
*

The restoration of sufficient balance in international trade, after the losses
brought about by the biggest of all wars and the consequent displacements of
wealth, could never have been a simple task. New lines of trade, with all
that they involve, are not easily developed. There are undoubtedly some strong
forces which tend to re-establish traditional currents of trade according to
deep-seated differences in basic resources, technique and output. But old ways
may have to be altered: the flow of goods and services cannot but
take account of major changes in the distribution of effective
purchasing power between the varlous nations and continents.

The inter-war period already taught the world how difficult it is to
rearrange the paitern of commerce so that it corresponds to the shift in
purchasing power. In the first place, certain conditions must be fulfilled in
the exporting country, including an adaptation (if necessary by credit
restrictions) of domestic purchasing power to the actual production. of goods
and services, so that goods which should be exported are not used for con-
sumption or equipment at home; there must also be a sufficient degree of
flexibility to enable labour and other factors of production to be transferred
to the requisite export industries from other modes of employment.

But certain important conditions must also be fulfilled in the import-
ing country, which —- in the world as we know it — means, in the first
place, the United States. If, as may be expected, the flow of grants and other



Visible and invisible trade of 2 number of countries.

Surplus of | Surplus (+) | Surplus (+)
. Exports Imports | #xports (1) |or deficit (<) | or deficit(—)
Countries Years mﬁgires P e or of service | on current
imports (—) items account
In millions of {national} currency units
United States. . .| 1938 Dollars 3,243 2173 + 1,070 + 210 + 1,280
1846 12,140 5,264 + &,876 + 1,287 + 8,133
1847 16,056 6,071 + 9,985 + 1,292 4+ 11,278
1948 13,398 7.1 + 5687 |+ 648 [ + 6335
Canada , ., .. ., .| 1938 Can. % B44 549 o+ 195 | — 85 + 100
) 1946 (1) 2,393 1,822 + 5N —_ 214 + 357
1947 (1} 2,723 2,535 + 188 | — 141 + 47
1948 (1) 3,020 2598 |+ 432 | + 21 |+ 453
Belgium . . . .. 1938 B. fcs 21,670 23,069 — 1,395 . '
1946 29,694 82,662 | — 22,908 . .
1947 61,609 85,628 — 23,918 + 18419 | — 5500
1948 74,020 87,418 | — 13398 | + 11,800 | — 1,808
Bulgaria . . ... 1938 Leva 5,580 4930 | 4+ 630 . . .
1946 14,940 17510 | — 2,570 . .
1947 24,530 21,420 | + 3,110 . SR
1948 26,200 32000 | — 5800 . ..
Crechoslovakia . . | 1937 Kig 11,972 10,989 + o83 | - 583 + 400
1946 14,283 10,308 + 3,875 . . .
1847 27,880 334800 | — 5,500 4 2,280 | — 3,250
1948 a7,648 37,716 |— 68 . .
Penmark .. .. .| 1938 D, ¥r. 1,582 1,665 —_ 83 + 194 + 111
1945 1,633 2964 | — 1,291 |+ 301 |— eso
1947 2,371 3144 | — 713 |+ 380 |[— 413
1948 2,740 3450 [~ 710 |+ 440 [— 270
Finland . ., .. .| 1938 FM 8425 8,590 —_ 166 + 575 + 410.
1646 (0 23,050 24,270 — 1,220 + 1,850 | + 630
1947 @ 46,250 46970 | — 720 | + 1,925 | + 1,205
1948 (9 56,505 66,368 | — 9864 . .
France (9 . .. .. 1938 Us.s 385 625 —_ 239 + 234 | — 5
1945 453 1,980 — 1,527 | — 225 | — 1,752
1947 1,040 2402 | — 1452 [ — 61 | — 1,513
1948 1,060 2404 | — 1,344 | — 208 | — 1,552
Hungary .. ... 1938 Pengt 522 411 a1
1946 Forint 420 37 + 49 ' '
1947 1,042 1,453 - 411 . f
1948 1,833 1,975 — 42 P -
Maly . ...... 1938 | U.S.% 515 708 |— 193 )+ 1M |[— 22
1946 489 903 —_ 414 + 46 | — 368
1847 666 1,566 — 200 + 7B | — 522
1948 1,670 1,390 | — 320 | + 48 | — 272
Netherlands. . . .| 1938 Fl. 1,086 1,245 —_ 159 | + 176 + 17
1946 81s 2143 | — 1,328 | + 238 | — 1,002
1847 1,772 3,595 — 1,823 + 257 | — 1,666
1948 2,738 4164 | — 1426 |+ 415 | — 51

(' Excluding official relief but including, in 1946 and 1947, receipts by War Supplies Ltd, ) Including UNRRA imports,
& Excluding exports for reparation payments and commodities surrendered in compensation for German assels.
(4 Excluding overseas territories ; but in 1838 including sstimated import surplus of overseas countries.

G) At June 1846 purchasing power.



assistance should come to an end and private lending and other forms of
investment should not immediately assume any considerable proportions, then
the purchasing power which, through the loans and grants, used to be put
at the disposal of the other countries will be retained in the United States.

The
best

question then arises under what conditions that purchasing power will
be able to attract goods and services as imports into the United States.

(1) The purchasing power retained in the United States should be effectively

(i)

used and not allowed to run to waste, as happened in the depression of the
nineteen-thirties, Since a part of that purchasing power will presumably be
saved and, if it is not to languish in idleness, will have to be invested, it is
imperative that the United States should be able to achieve a fairly high level
of economic activity — which means that it will require substantial imports.

The United States should not, by its tariff, put too great obstacles in the way
of imports. The fact that the United States has in most lines a very high
productive capacity is not in itself a hindrance to trade: highly developed
industrial countries — e.g. Great Britain and Germany — have in the past
often been each other's best customers, since it is a question of compara-
tive costs between different lines of production. But suppose a high tariff is
maintained for the very goods which foreign countries are relatively most

_ capable of producing, These countries may nevertheless have no choice but

to export the goods in question to the United States. In technique, how-
ever, American production in those lines may also be first-rate and, therefore,
the differential advantage in costs which the other countries must have in
order to surmount the tariff may have to be obtained through the payment of

Visible and invisible trade of a number of countries (contd.)

Surplus( of |Surplus (+) | Surplus ()
. Exports Imports | @%ports () |or deficlt (=) |or deficlt (—)
Countries Years ref;;s po pet or of servics | oh current
Imports {(—) itams actount
in millions of {national} currency unite
MNorway . . . ... 1938 N. Kr. 824 1116 |— =292 {+ 381 |+ 99
1946 1,239 2428 | — 1,189 | + 8602 | — 587
1947 1,888 3,800 — 1802 | + 837 | — 1,365
1948 : 2,140 3,666 — 1,526 | + €36 | — 890
Poland . ... .. 1938 u.s.s 224 245 — 21 . .
1946 127 146 | — 19 . f
1947 248 any — 69 . ‘ .
_ 1948 460 540 | — 60 . .
Swaden . . .. .. 1938 | S.Kr. ' 1,843 2,082 — 239 | + 265 | + 27
1946 2,580 3,380 —_ 840 | + 750 | — 390
1947 3,240 5,220 - 1,880 | + 540 | — 1,440
1948 3,960 4870 —_ 210 | + 460 | — 450
Switzerland , . . .| 1922B Sw. fes 1,317 1,607 —_ 260
1946 2,676 3423 —_ 747
1947 3,268 4,520 — 1,552 .
1943 3,435 4,999 — 1,564 .
United Kingdom .| 1938 £ sly 533 835 -— 302 + 232 [ — 70
1946 B89 1,097 — 203 | — 172 | — 280
1947 1,100 18 | — 4 [ — 189 | — 620
1948 1,580 1,768 — 218 | + 98 | — 120
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low wages — a necessity which may have serious social consequences. Thus
the problem is not purely an economic one: limits of a more social and political
character may be reached if, through tariffs and in other ways, a great strain
of readjustment is placed on countries already struggling with their own post-
war difficulties. This is beginning to be well understood and, though it
would be a mistake to draw the conclusion that certain — even painful —
adjustments will not be necessary, it is equally important that an attempt should
be made to alleviate the hardships of these adjustments by, for instance, a
suitable tariff (or licensing) policy in the stronger countries.

If the United States absorbs imports on a sufficient scale, other countries
may be able to continue to purchase American goods without having to
impose heavy restrictions. But if, for one reason or another, this condition
fails to materialise, and if the loans and grants to other countries taper off,
then the United States will naturally be under the necessity of changing its
own export pattern — and the question then arises whether it has the re-
quisite flexibility to effect the change, and whether political resistance to such
a change will not make itself strongly felt. Thus the strain of adjusting the
mechanism may have its political repercussions not only in Europe, and it is
therefore a matter of common interest to make the passage to a new balance
as smooth as possible; and in any case not to cause unnecessary difficulties.

Thus, certain measures designed to facihitate the entry of goods need to
be taken by those countries which have to increase their imports — and
among them predominantly the United States — but it is, of course, vain to
expect satisfactory results unless the financial and economic policy of the ex-
porting countries {as regards budgets, investments, etc.) is such that, over and
above the domestic expenditure for consumption and investment, it leaves a
sufficient supply of goods for export at competitive prices.

-

Since the war, most European countries and several others outside
Europe have tried to restore balance In their foreign trade by way of a cur-
tailment rather than an expansion, the main feature of their control of
foreign trade being a cutting-down of imports. Considering that for almost
every country in Europe the deficit in the balance of payments still persists,
there must surely be some particular reason why the cutting of imports does
not eliminate the trade deficit as had been hoped. As a matter of fact, most
countries find that the curtailment of imports leads to a reduction in exports.
An example (from actual life} may be cited to show the connection between
imports and exports: in a country whose monetary reserves were almost ex-
hausted a licence was refused for the import of a machine costing about
$50,000; since the would-be importer could not do without the machine in
question (fortunately not a very complicated one), he managed to get it made
in his own country at a cost equivalent to about $70,000. But what effect
did this have on the home market at a time when full employment already
prevailed? It is not likely that the making of the machine led to a reduction
in domestic demand; on the contrary, the probability is that such demand
was increased because of the additional spending at home to which the manu-
facture of the machine gave rise. More money being spent internally, pro-
duction for domestic purposes would surely not be reduced; and, that being
the case, the workers and others factors of production required to produce
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the machine must have been taken from. the export industries — with the
net result that exports were reduced and, maybe, by a larger amount
than it would have “cost” to allow the importation of the machine.

Again and again, instances of a similar process will arise as long as
imports are being curtailed. What looked like an ‘“economy” designed to
“save’” foreign exchange thus turns out to be an indirect way of reducing
exports, and often to a larger extent, a vicious spiral being set in motion
which can only be arrested by the adoption of a wholly different policy.

Thus it comes about that refusal to import more of non-essentials than
certain mintmum gquotas can easily result in a more than proportionate
reduction in exports and to a consequent aggravation of the trade deficit,
The exclusion of non-essentials of foreign origin does not, as ex-
perience shows, induce people to save more; other goods are demanded in
their place; it is usually found that a host of small new industries spring up
to satisfy the need for the goods which cannot be imported; many of these
new industries involve a sheer waste of effort, since the domestic production
is generally on too small a scale to be economic and is unduly expensive in
other ways. While in foreign trade the attitude is to look askance at the
importation of anything but essentials, an exaggerated stimulus is given to the
domestic production of luxuries, which are generally not subject to regulation
in the same way as necessities, the price of which is often kept down — an
example of the preposterous contradictions to which controls may lead. And
little knowledge is needed about European economies to realise that for many
of them it is of paramount importance that the distinction between “‘essential”
and ‘‘non-essential”’ should disappear from the tenets of current trade policy.

But is it not a fact that, as regards a large number of products, a
more equal distribution of income after this second world war has
greatly reduced demand? That may be so in the case of a few Iluxuries
perhaps, but it surely does not apply to the great mass of goods often
styled non-essentials. And it would seem to be for the consumer himself to
decide how he wishes to dispose of the income left to him after payment of
all dues and taxes. Curiously enough, it 1s apparently sometimes assumed
that even in the “free-enterprise countries” — and that means practically the
whole western world — it is the governments which always decide what
should be bought from abroad. But, with the exception of particular in-
stances of “bulk buying” (strictly limited to a few necessities), it is the
consumer who, in the last instance, decides whether a thing can be sold;
governments may refuse to grant Import quotas, but even the granting of
quotas does not mean that actual trade takes place; whether the goods will
actually be imported and ultimately sold to the consumers will depend on
the consumers themselves.

It is important to remember this now that, with the return of the
buyers’ market, success in the sale of goods will depend more and more on
the extent to which their quality and price meet the views of the consumers,
Foreign sales generally demand more effort and cost more than sales on the
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home market. As a rule, it is only when the producers cannot sell any more
at home that they apply themselves seriously to a search for foreign markets.
There ‘is a link between what is imported and what must be exported. Im-
ports always absorb a part of the domestic purchasing power and, in a country
where there is no inflation (i.e. no addition. to the volume of purchasing power
‘beyond what the current increase in production requires), this absorption sets
free a corresponding part of the national production for export. (The same
applies, of course, to invisible trade: when nationals of a particular country
go abroad for holidays they reduce the amount spent at home and that helps,
inter alia, to set productive power free for exports and, to some extent, helps
to diminish imports.) In fact, the home producers will be once more under
compulsion to export. The important thing is, on the one hand, to arrest
internal inflation and, on the other, to reinstate the stabilising mechanism
which resides in the fact that, once this full monetary balance has been
established internally, imports lead to exports — and that is the case
not only because imports put purchasing power at the disposal of the seller
countrtes but also because the imperting country must needs export in its
turn if goods are not to remain unsold. The adjustment of production and
the building-up of appropriate sales organisations may be no easy task;
but, if the necessary adjustments are shirked, foreign trade will continue to
languish at a low level and the gain obtained from it will be lost, to the
detriment of the standard of living over the whole world.

To permit- imports of non-essentials as well as essentials must, therefore,
be an integral part of a rational export policy (because an exchange of goods
and services is an advantage in itself and the volume of imports and exports
affect each other); but it has also to be remembered that no export policy
can be isolated from questions of price and exchange rates. A policy of
promotion of exports must never be limited to such matters as the study of
foreign markets or the granting of special credit facilities, etc. but must be
framed more widely, account being taken of balance in the cost and pnce
structure as influenced by the credit policy and related to foreign economies,
the maintenance of appropriate exchange rates, etc. It is not through the
control of foreign trade or through the negotiation of commercial agreements,
however helpful they may be, that the balance of trade is ultimately assured,
but through the budgetary credit and exchange policy of the respective
countries as affecting prices and the flow of trade.



1V. Period of Price Adjustments.

One of the worst features of continuing inflation is (as we know well
by now) that it destroys the mechanism of economic adjustment and
is, therefore, the cause of many distortions. When any kind of enterprise —
small or big, commercial or industrial — can, however badly managed, become
a paying proposition, there is no elimmnation of mistaken ventures, no need
for particular skill or efficiency, no special attention to the wishes and
requirements of the customers and no striving for intimate knowledge of
commodities and markets, since the rise in prices usually wipes out the
consequences of any business error. Profits are often made without justifi-
cation — that 1s part of the trouble in an inflation, although it is sometimes
a question of profits which are large in appearance rather than in reality, the
provision for depreciation charges being often unduly small for a period in
which rising prices demand ever-increasing sums for the replacement of fixed
and working capital. At the beginning of an inflationary period, issues of
new purchasing power may, under certain circumstances, produce ‘‘forced
savings” but, as the inflation proceeds, people become increasingly aware that
saving in terms of the national currency (e.g. in the form of bank deposits
or government bonds) exposes them to a loss of substance; and a more
general awareness of this fact, in combination with easy profits easily spent,
is likely to lead to a dissipation of resources.

Where an overdose of monetary purchasing power on the home market
15 ready to absorb almost all the current output, there is no inducement to
export — a situation which can only result in a deficit in the balance of

payments.

When the authorities at last manage to master the inflation and a period
of price adjustment returns, the process will put an end to many unhealthy
practices but it will not be painless. For the community it is, however,
imperative that inefficient firms and black-market profiteers (many of whom
posed as ‘‘business men’’} should disappear and that, for adequate profits to
be made, it should once more be necessary to look to exports markets. In-
deed, such a process of readjustment is obviously unavoidable if balance 1s
ever to be restored. From a more human point of view, it must be added
that an end to the rise in prices is required to restore the calm necessary for
better work. Only then will husbands no longer hear tales of woe from
harassed wives who, in times of rapidly rising prices, cannot possibly feed
their families without using more and more cash for the daily household
expenses. And when workers of all grades realise that they cannot simply step
into another job round the corner they will give more attention to their
current tasks. -

Al this is well known from experience in recent years: quite apart from
the injustice caused by inflation as between creditors and ‘debtors — a matter
of no little gravity in itself, since it tends to undermine the foundations of
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society — there are the direct economic losses and disturbances brought by
continuing inflation. It is, therefore, satisfactory to find that over a large
part of the world the signals are now no longer set for a continuocus rise
in prices.

It has already been shown in the second chapter of this Report
that the price movements of the year 1043 and the early months of 1949
furnish every indication of a new phase in the world’s price history
in that the various countries are now at the end of the post-war inflation. In
some instances they have already reached what it has become customary to
call “disinflation” — a rather apt term, since i1t denotes a stage when a
brake has been put on undue issues of monetary purchasing power, and
increased supplies of goods and services can consequently make themselves
felt. The process of curbing inflation has been far from uniform in every
country and it is instructive to compare recent developments in some
typical instances — as has been done in chapter II for Austria, Germany,
Italy and France.

Important — one may even say decisive — as the steps taken in these
individual countries have been in their fight against inflation, it would clearly
not have been possible in 1948 to arrest the widespread rise in prices if 1t
had not been for the downward turn in the United States. That country,
which has 7 per cent. of the world's population, is responsible for more than
40 per cent. of the world's industrial output and 1s, therefore, the mam
purchaser of most raw materials as well as of a number of other important
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commodities. The result is that, in so far as it 1s possible to speak of “world
prices”’, such prices are largely determined by the supply-and-demand position
in the United States.

Wholesale prices

. in the United States
Wheat prices, In cants per bushel. .
. reached their post-war
W i .
Ny ) N T peak in August 1948,
0|8 h - when they stood 120
= - T per cent. above the
& l I_ B ! -|# 1938—39 level. In
4 | AR ¥V February 1948 the
- - J 1™ price of wheat had
an e j {20 come down from §3.20
.-:MF{{ {® per bushel to $z2.20
__““‘/-\v K0 but it had afterwards
: T recovered to about
‘ '7{:\!‘*""5;&“ al $2.40  per bushel.
L IR I A I To The decline from the
__‘,._j.jﬁ_?;" M top figures did not
A 1y affect the general
% .

o level of the prices
N o of “farm products’”

o i L3 M
U_lllllll ||'||||||||||||'||I|| '||||l|||||||'|||'| |||IIIJ|I||[|||ilII ||J||||||I|||’||||||_n and fOOdS ' Wh-lc_h
e 100 T30 530 137 633 1% 1915 1% 1967 10 609 1D A 1562 1963 148 1945 6 1T 196 185 1 both reached their
post-war high in the
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course of the summer of 1948. In August a fairly rapid decline set im,
however, bringing the avérage price. for farm products down by 14 per cent.
m half a year.

Commodities other than

“farm products”

and ‘“foods” did not reach

their post-war high until the autumn of 1948, and the subsequent fall
remained moderate up to April 1949, when the prices of these products
were, on an average, about the same as a year earlier.

tUnited States:

Wholesale prices, by groups, 1913 to 1935..

Yearly averages: 1926 = 100.
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Since 1914 the price of
grain has been subject to wide
fluctuations; * during the emer-
gency period comprised by the
1914-18 war and its aftermath,
when foodstuffs were all-important,
the price of wheat rose above the
average level of prices and in
1921-23, as well as in 1930-34,
it fell more sharply than the
average price level. The particular
reason why the price of wheat

drops heavily in periods of de-

pression is not difficult to find: in
such a period industry does not
absorb any manpower from agri-
culture; those working on the
land carry on, as a matter of
fact, without curtailment of effort
or output when prices are falling
and little is earned, and even
when losses are being incurred —
sometimes 1t would even seem
as if the people remaining on the
farms put in more work during
the depression. In industry, on
the other hand, a disequilibrium
between costs and prices soon
leads to a distinct decline in
activity, with increased unem-
ployment and a consequent re-
duction in output. Thus, while
the supply of manufactured goods

‘is reduced, the supply of agri-

cultural products will be kept up
and will lead to a greater fall in
the prices of such products than
in those of manufactured goods.



It is interesting to find from the graphs that in 1929 the prices of wheat
and other kinds of grain (and still more the average prices of farm products)
were well sustained in comparison with the general price level. Animal
products (in contrast to grains in general) were, as a matter of fact, among
the commodities which in 1930 continued to stand up best against the general
fall in prices during that year.

In discussions of special measures designed to maintain prices of farm
products at a reasonable level the fact should not be lost sight of that it has
been only in periods of deep depression that farmers have failed to
secure a price equivalent to that of other producers (in relation to
1913 as basic year). That seems to teach a lesson for the future: it does not
seemn necessary for farmers to be much concerned about the prices their
products will fetch in normal times. In all countries recent years have seen
a greater percentage increase in the pay of farm workers than in that of
other workers; and, with the increase in world population and the fact that
there is no longer so much virgin soil to be exploited, there seems no reason
to expect any particular disadvantages for those who work in agriculture,
at least as long as severe depressions can be avoided.

B Consequently, farmers have every reason to continue to be concerned
about the maintenance of a fairly stable general price level and an absence of
sharp economic fluctuations, and they

Wage increases will thus have an interest in the pursuit -
from pre-war to 1948.* of such monetary and financial policy
as may contribute to the attainment
Agricultural | Industrial
Country workers workers of that -goal.
Indexes ; pre-war = 100 It would seem, however, as if, In
Denmark . . . ... 380 200 deliberations about agricultural prices,
:i“!a..“d ------- :-2‘_:3 ‘r;:g the problem of general price stability
rance . .. .. .. K . . ey

. 270 180 had been relatively little touched upon,
Sweden . . .. ... 230 170 attention being devoted almost exclusively
Switzerland . . .. . 230 190 to the obtaining of immedtate guarantees

Unlied Kingdoem , . 260 120 f fﬁ . l d d .
United States . . . . 220 220 of sufficient sales and adequate prices

- for agnicultural goods.
* Latest flgures avaitable.

In the international field, after two
abortive attempts in 1947 and 1948, a
new wheat agreement (accepted by

Amount of wheat covered by
the Wheat Agreement.

. millions | Eauivalent the representatives of 42 governments —

Exporting countries | of pushets | " MlIONs | in 5 exporting and 37 importing areas)

is up for ratification before the end

Canada . . ... .. 203 5.63 of June 1949. The price has been fixed

Unifed States . . . . 68 4.57 at a maximum of $1.80 per bushel
Australia . ., ., ., . B8O 218 '

France 5 000 for the duration of the agreement; a

Uruguay . . . . .. 2 0.05 minimum price of $1.50 is ﬁxed for

Total . . . e | 1242 the 1949—50 season, the latter price to

be reduced by 10 cents per vyear for
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the remainder of the agreement’s lifetime, thus sinking to $1.20 per bushel
in the fourth and final year. Provision is made for agreed wheat exports to
the amount of 456.28 million bushels (= about 12% million tons) to be
delivered as follows by the exporting countries.

The Argentine and the U.S.S.R. withdrew from the negotiations, the
latter country because it did not obtain a quota of 75 millon bushels
(about 2 mullion tons). According to an estimate in the “Corn Trade
News'', the import needs of the whole world may be estimated at about
7z0 million bushels* (not quite 20 million tons), this representing about
12 per cent. of the world’s total wheat consumption. Assuming that the new
wheat agreement will be duly ratified and come into operation, the volume
of wheat trade outside the scope of the agreement would work out at
720—455 = 265 million bushels or about 7 million tons.

A most important change in the world supply of foodstuffs is the result
of the increased production of wheat in the United States.

The impressive increase in the agricultural output in the United States
above the pre-war level is attributable not merely to a surprisingly long run of
favourable weather but also to a higher standard of technique (increased
mechanisation, sowing of hybrid seeds with a heavier yield, and the use of
more fertilisers); as the number of persons employed in agriculture has

World wheat production.,

1935-39 1935-39
Production in average 1947 1948 average 1947 1948
in millions of bushels agqilvalent in millions of tons
Unlited States . . . .. . 759 1,367 1,268 20.7 37.2 35.1
Canada . . . .. PPN 312 337 393 8.5 9.2 10,7
Australia . . .. ... .. 170 220 200 4.6 6.0 54
Argentina . . . .. .. .. 222 245 170 6.0 6.7 4.6
Total for the “Big Four” 1,463 2,169 2,051 39.8 59.1 55.8
Total for Europe -
not jncluding U.S.5.R. . 1,593 1,020 1,465 43.4 27.8 399
Estimated world total
including U.5.S.R.. . . 6,010 5,790 5,415 163.6 157.6 174.6

Note: Wheat is, of course, the most important but it is not the only bread grain. In central and eastern Europe
(mainly east of the Weser) as well as in northern Europe, rye is a good second and in $ome ar¢as there is a lar-
.get consumption of rye bread than of any other kind. The world's wheat harvest in 1948 is estimated to have
yielded about 6,400 million bushels {= 174 million tons), while rye catne to about 1,700 million bushels
{= 43 million tons). Thus the rye crop was equal fo nearly a quarter of the wheat crop. White the figure
for wheat includes eslimates (of perhaps 1,000 million bushels) for China, efc., it shouvld be noted that practi-
cally the whole of the '“world" supply of rye is harvested in Eurcpe and in the U.5.S.R., the rye crop for the
combined area corresponding to more than one-half of its wheat crop.

* Of the 720 million bushels, 520 million are for Europe as a whole, including 200 million for the
United Kingdony (whose quota under the new wheat agreement is put at 177 million bushels) and
120 million bushels for Cermany.



actually declined, the increase in production since 1938 is due to a 6o per
cent. increase in output per man and a 30 per cent. increase in the yield
per acre. '

In 1933, for the first time, the American farmers obtained price
support through the Agrlcultural Ad]ustment Act and, in 1938, a more
developed system with “parity prices” was introduced. Under that system the
farmer has been assured of getting, for an average assortment of his products,
the same stable amount of goods and services as he was able to buy with
the income obtained from such an assortment in the years 1909—14.
The pnce level for agricultural products has to be maintained at this parity

- - {or just below it), since government
agencies must be prepared to pay
fon an average} 9o per cent. of
the parity price in the form of

Spot and support prices- for
selected agricultural commodities
{28th February 1949).

loans, to give effect to the so-
. . ) Sup Spot 4 : ”
Commodity Unit oot price called “support prices” for the
T . dolre products concerned.
Wheat. . . . .. ‘bushel 223 | 226 e ey
Corn "l bushel 188 148 This “‘parity’’ legislation lapses
Oats, .. ... . bushel 0.70 079 at the end of 1949 and, as regards
::m s:"’ S _:“3::9: : 2-‘1";, g-g the support to be given from the
Oya Deans . . . us e . . - . .
Hogs - . . . .. owt 6.5 23 28 beginning _of 1950, thel government
Eggs ... ... doz 035 0.45 has proposed the adoption of a new
_ g-"t*‘""- SR i -::l : 3‘;-:? 32-;: system, based on the guarantee
ofton . . . . . . A ¥ .. .
- o : : of a “mimmum income” to the
* National average on farm — no market support price farmer, who iIn case of falling

calculated.

Note: At the beginning of 1948 the prices paid for
agricultural products were regularly well above the
“support" prices, so that the parity calculation remalned
of merely theorelical interest., Through the price fall
(by 13 per cent.) during 1948 the situation changed —
but, a8 the commadities tarmets buy also fell somewhat
in price, the situation early in 1948 was simply that the
discrepancy between market prices and support prices
had become narrower. As will be seen from the above
table, it Is really only the price of corn which is well
below the suppor-price level,

prices would receive specially calcu-
lated “‘subsidies’”; the consumers
would get the benefit of a fall
in prices but any difference which
arose would have to be shouldered
by the taxpayer as a charge in the
budget.

Through such measures, the farmers are anxious to obtain a price
guarantee for the future rather than any immediate benefits. Notwithstanding
the decline in 1948, agricultural prices have on the whole kept up well —
the price of wheat having recovered to $2.22 per bushel in the middle of
May 1949, while other farm products have shown a decline over the year.
It is the memory of the terrible price fall in the years 1929-33 that lends
fuel to present fears, notwithstanding much current concern about a “world
shortage of food” and the certainty that, in any case, increased food production
will require a considerable economic effort. '
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- It is not difficult to pick out, in the non-agricultural field, several im-
portant commodities the prices of which have even slightly risen over the
year, e.g. coal, steel billets, iron, tin and quicksilver. But, even so, a pre-
dominant downward pull has been noticeable; and among industrial raw
materials a sudden decline occurred in the spring of 1949, affecting, in parti-
cular, lead, zinc, copper, scrap iron, rubber, hides and crude oil. Production
of metal ore and metals has risen side by side with a slackness of demand by
comumercial consumers and a forced inactivity, for lack of funds, on the part
of the United States stockpile.* This has resulted in the accumulation of stocks
in the hands of custom smelters, who are cutting their prices in the hope of
reviving demand.

It is not yet possible to tell whether this downward movement is likely
to be accentuated. But one result is clear: through this decline prices of raw
materials and of manufactured goods have been brought nearer to each other,

From a European point of view,
United Kingdom: Terms of trade. (hic is a movement of great im-

Average rerme of | POTTRDCE, since Europe is, by and

Year imports Uv&lu&s ::“ trade large, an unporter of raw materials

i and an exporter of manufactured pro-
Indexes: 1938 = 100 : '
ducts. The same ‘favourable” terms

s 87 68 142 of trade for Europe as in the nineteen-
1919 - 238 189 123 thirties may well be out of the question,
1920 217 245 13 ) X )

1921 186 184 101 since the relatively low prices then

1922 148 136 109 : .

b s - b paid for most raw pmaterla:ls reﬂgcjced
" 1924 150 129 116 the low level of industrial activity,
- 1925 151 126 120 with ¢ million unemployed in the

1926 | 138 118 116 X . o

1927 132 112 118 United States at the time.

1928 133 11 120 ] ) )

1929 130 108 119 Neither in 1913 nor in 1928—2¢9
1930 114 104 110 were the terms of trade for the
1 92 93 o8 \ : .
J4d! 86 87 o8 United Kingdom as favour.able as in
1933 83 87 8 1938 but in both the earlier periods
1834 86 89 98 D .
1935 8o oy 100 the state of British mdL'lstnal activity
1936 63 91 163 was a healthy one, with a current

37 107 98 109 .

1936 100 100 100 surplus in the balance. of payments.

1946 211 196 108 When producers of primary products

1947 258 222 116 can no longer meet their costs, trade

1948 289 248 " with many areas is bound to suffer.

Note: The figures under the heading *“'Terms of For the countries 1n Europe a loss

trade'* ahbove show the changes in the volume of H H
exports requited to pay for a fixed volume of imports, resulting from relatively unfavourable

i, a risa in lhe index indicates an adverse movement . \
in the terms of trade. But, mainly owing to variations terms of trade may quite pOSSlbly be

in the make-up of Imports and exports and o uneven H 4
fluctuations in the prices of particular commoeditios, Compensated by the gain reSUItlng

these flgures <¢an only give an approximate measure of 3 M
the fluctuations in the terms of trade. from more active bUSIHeSS all round'

# Under the “Strategic and Critical Materials Stockpiling Act of 1946 materials had actually been
accumulated by the end of 1948 to the value of $821 million ($66 million being the residue of the
pre-war. stockpile, $584 million having been transferred from war surpluses and $171 million representing
new materials acguired). It is reported that at the prices ruling early in 194g the firal goal of the
United States stockpile would work out at something like $3,700 million.
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It may, in fact, be only too easy to overrate the importance of shifts in the
terms of trade since, In the production of many.modern commodities (radios,
automobiles, tools, machinery, watches, etc.), “value added in manufacture”
is of far greater importance than the cost of the raw materials. When, with
a rise in the standard of living, more and more of the national income is
being spent on ‘‘services’”’, the personal element is bound to be increasingly
important. Human skill and training are again coming into their own,
playing a greater role than the possession of natural resources. But, for the
human element to have free play, it seems necessary that peace should reign,
as has been the case in Switzerland — a prosperous country with a high
average standard of living, although lacking all important raw materials. It is
interesting to note that in April 1949 the index figure for import prices
(1938 = 100) stood at 236 while the figure for export prices had reached 250
— a price constellation in Switzerland’s favour.

An examination of the price indexes of a number of other European
countries shows that export prices have, indeed, often risen more than import
prices. In some instances, Finland being one (cf. page 85), the relation thus
revealed signifies a genuine improvement in earming power vis-a-vis other
countries. But that is not always the case. In France, an official enquiry has
found that in the autumn of 1948 it was possible to get 19 per cent. more
goods than in 1938 for the same volume of goods exported; but it should be
remembered, on the one hand, that in 1938 French internal prices were ex-
ceptionally low at the rates of exchange prevailing at the time and, on the
other hand, that in the autumn of 1948 many French prices were rather too
high at the rates of exchange then in force. The “favourable’” terms of
trade in the winter of 194849 were, therefore, purchased at the cost
of an overvaluation of the currency at the official exchange rates and too
small a volume of exports — being thus a source of weakness rather than
of strength.

United Kingdom: Wholesale prices. For many countries
Indexes: January-June 1938 = 100. in Europe the ups and
ZBUL = 280 downs of world-market
2600 260 : :
- _ , » prices have made them-
240 Industrial maleriais 240 . ]
26 ang manufactures oo | Selves felt with a consider-
; . 0 able time-lag. Thus in the
200 _ jf_'" T United Kingdom the
180 /\/51\_?* ﬁg«—_;"‘/ Fooks 130 eﬁ‘ect of the post-war
e and obacto rise in prices was delayed
180 e, 160 P
. for some years by the
WO - 140 institution of official “‘bulk
0 ' buying”’ (or sometimes only
] 20 “centralised buying”) of
N many foodstuffs and raw
|00 il N lie| 11l Iui il 101l 1alul 1l 4, 1l 1l 11401, 00 i . o N
oare 941 1942 1943 944 1945 1946 1947 1048 1949 1950 matef_lals» and the same
practices seem also to have




Price movements in Europe,

I12

Percentage price increase (+) or decrease (—).

Dec, 1948
Countries 1945 1946 1947 1948 Index:
Pra-war = 100

Austria

Wholesale prices . . . . . . — — — + 20 357

Cost of living. . ... ... - + 44 (% + 148 + 22 arzo
Bealgium

Wholesale prices . . . . . . —_ - + 12 + 5 3a4

Costof living, . . ... .. — — + 9 + @9 383
Czechoslovakia

Wholesale prices . . . . . . + 36 + 49 + 2 + & 317

Costofliving. . . . . ... + 29 + 48 - 7 + 2 294
Denmark

Wholesale prices . . . . . . — T + 9 + 9 + 9 239

Costofliving. . . ... .. o] 4+ 1 + 3 + 3 169
Finland

Wholesala prices . . . . . . 4 93 1+ 18 39 + & 980

Costof living. . . ... .. 4+ 99 + 16 4 54 4 11 805
France

Whoilesale prices . . . . .. + T + 80 3+ 44 + 62 1,917

Cost of living. . . . .. .. + &2 + T4 + 57 + 42 1,802
Gresce

Cost of living, . . . . ... + 1,781 () + 96 + 49 - 23 27,075
Hungary )

Wholesale prices . . . . . . —_ — + 183 - 3 642

Costof living. . . ... .. — - 4+ 19 - 9 455
lceland

Costofliving. . ... ... + 4 + 7 + 7 — 1 328
freland

Wholesale prices . . . . .. o + 2 + 1t + 3 229

Cost of Jiving, . . ... .. + 1 — 2 + 5 + 2 184
Italy

Wholesale prices . . . . . . — + 383" + S0 Foo3 5,697

Cost of living., . . .. ... — + 233 + 44 Q 4,977
Netharlands

Wholesals prices . . . . . . + N + 23 4+ & + 4 267

Costof living. . . ... .. + 15 + 11 + 3 + 6 214
Norway

Wholesale prices . . . . . . — & + 4 + 3 + 2 ias

Costofliving. . . ... .. + 2 + 3 — 2 u] 157
Poland

Costof living. . ., .. .. — 1809 + 46 — 2 — 2 i3,000
Portugal

Whalesals prices . . . . . . - 3 — b + 4 + T 256

Costofliving, .. .. ... + 10 + 6 - 1 + 3 215
Spain

Wholesale prices , . . . ., . + 13 + 23 + 12 + & 324

Costof living, . . .. ... + 18 + 36 + 10 + 4 303
Sweden

Wholesale prices . . . . . . — <] + A + 7 + 6 g9

Costof living. . . . .. .. 4] + 2 + 7 o] 156
Switzerland

Wholesale prices . . . . .. _ 3 + 2 + 6 — 05 219

Cost of living. . ., .. .. — 0.5 + 2 + 5 + 08 184
Turkey

Wholesalo prices . . . . .. + 1 -— 2 + 3 + & 469

Costof living, ., ..... + 3 - 3 - 1 + § 352
United Kingdom

Wholssale prices . . . . . . + 1 4+ 6 + 13 + 9 225

Costof living, . . ..... + 1 + &5 + 3 + 5 142

(1) Compared with April 1945 & Compared with January 1946 ) Campared with March 1945
0] o n  November 1944 " v o July 1844



somewhat delayed the moment when the full downward turn in world
prices, which began in 1948, would make itself felt in the British economy.
Thus the prices of imported raw materials reached their highest index figure
in March 1949, when they stood 27 per cent. above the 1947 level (this
representing an index figure of 358 with 1938 = 100, while export prices,
on the same basis, were at an index figure of only 249).

The variety of the price movements in the different European
countries has been so great that any classification under precise headings
becomes somewhat artificial, but it is helpful to review the countries with
reference to the degree of the price rise:

1. In Hungary and Greece prices in 1945-46 rose to such a pitch that the
national currency lost all value: a new basis was established and on that basis
prices in Hungary have risen about six times but in Greece as much as
260290 times. In Hungary the price rise seems to have received a check
in 1948, to judge from the cost-of-living index.

2. In Poland the point reached by prices is at 130-140 times the pre-war
level, with a distinct tendency to stabilisation in 1948. -No statistics are
available for Roumania but there the rise would seem to have been more
pronounced than in Poland.

3. In Italy the price level in 1948 had reached about 55 times the pre-war
level — but showed a distinct decline in the late autumn (the fall in prices
affecting the cost of living also). Rationing having been abolished and black
markets having no longer 2 raison d'étre, it may now be said that the official
price index adequately reflects the real price movement.

4. In France prices regis-

tered their maximum at France: Wholesale prices.*

nearly 20 times the pre- Indexes: 1938 = 100.

war level. Thispointwas | 3000 — 3000
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ments. B ,/"4' |

5. Prices in Finland rose J
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it has been possible to
moderate the rise and * Logarithmic scale.




a decline set in during the winter of 1948—49, when wholesale prices were g
to 10 times as high as pre-war.

. In Austria prices rose again about 20 per cent. in 1948 {cf. page 51} to
a level about three and a half times as high as in 1938, Some difficulties
were experienced in the spring of 1949 in mastering the price movements,
although the supply of goods had greatly improved. Less stress was being
laid on a direct control of prices and more on the taking of financial
measures (increased taxation, credit rtestriction, etc.) designed to check the
expansion of monetary purchasing power.

. In Belgium and Turkey prices have risen by about four times the pre-war
level. The rise continued in 1948 but in Belgium a downward turn set in
during the first quarter of 1949. In that country wages would seem to have
risen as much as the cost of hving and, since most direct controls were
abandoned in 1945, the consumer was, at an early stage, free to arrange his
purchases according to his pre-
ferences — an advantage which,
as a rule, was not enjoyed in other
countries in Europe before 1048.
Although highly industrialised, Bel-
gium used to be a “cheap-wage” Maney wages | Money wages
country; it is true that the Belgian Countries . in national | converted
franc was devalued by 34 per cent. currency | into doflars
after the Liberation, but, even so, lndexes: 1837 =100

it is in Belgium that wages seem

Increase in wages
from 1937 to 1948,

. : Belgium , ., . .. 420 284
to have risen more in terms of crechoslovakia 259 148
dollars (or gold, which comes to France T 1 120 .31
the same thing) than anywhere else. wy 5’290 175
For such a posttion to be tenable m an Yoo '
Netherlands . . . . 182 125
economy so dependent on exports,
o . ; Sweden . . .. . .. 197 215
it is necessary that industrial and :
: Switzestand . . . . . 187 187
other enterprises should have the United Kinad 163 149
capital and other prerequisites for _ gdam . . _
United States . . . . 213 213

carrying through effective measures
of rationalisation without delay.

. In the Netherlands, where prices have risen by about three times, the
amount paid as subsidies from the budget was reduced in November 1948 by
approximately Fl. 130 million from the level of about Fl. 570 million reached
under the system up to then in force. Of the amount by which the subsidies
were reduced, about FlL 70 million reflected a reduction in import prices;
Fl. g0 million was saved on fuel {coal and oil), and FI. 240 million on food-
stuffs. To compensate for the consequent rise in the cost of living, all
emploved persons more than 23 vears old and with a yearly income not ex-
ceeding Fl. 3,700 were to receive one guilder more per week (there being also
an increase in the allowances for children}. Industry and trade agreed to
shoulder the cost of the higher pay without making any increase in the
prices asked for their own products. One reason why such a course was
possible seems to have been that the wage increase was kept within limits set by
what can be regarded as the normal increase in efficiency and output per worker.

. As regards Portugal, Ireland, Switzerland and Sweden, which were
neutral in the war, wholesale prices have about doubled in Sweden (this being
the lowest price rise within the group) and have gone up one and a half
times in Portugal (where the rise has been highest). Sweden has also the
lowest increase in the cost of living (with an index figure of 156}, the
appreciation of the Swedish crown by 16.6 per cent. in 1946 having helped
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prices, although causing Sweden: Wholesale prices.
difficulties in other ways. Monthly indexes: Jarnuaty~June 1935 = 100,
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The flattening-out of the price curves in most European countries has
gone hand in hand with a marked relaxation of controls.* In the United
Kingdom, for instance, rationing of potatoes, bread and preserves was dis-
continued during 1948 and confectionery in May 1049, the one outstanding
difficulty as regards foodstuffs being the strict rationing of meat. On the
other hand, footwear and clothing were progressively released during the
summer and winter of 1948 and taken completely off the ration in March
1949. In the Netherlands also progress was made in 1948, footwear, milk,
furniture, bread, flour and petrol being among the articles no longer rationed.
In Belgium food rationing was largely discontinued 1n 1947 and finally
abolished at the beginning of 1949; in Switzetland it had already beenn com-
pletely abolished in 1948, while in France and Italy practically all restrictions
pertaining to food have now been lifted. And in the Bizone in Germany, the
currency reform was accompanied by far-reaching decontrol, restrictions being
retained only as regards certain foodstuffs and fuel and as regards clothing
and footwear in the retail trade.

The return to a more or less normal supply position with freedom from
rationing brings, in itself, an improvement in real income, since the
individual householder is again able to lay out his money as suits his own
particular needs and preferences; and the very fact that the black markets, with
their high prices, have disappeared is also of importance. Account of such
improvements has to be taken in comparing the trend of real wages in different
countries. But in such a comparison account has further to be taken of the
increasingly important benefits received and contributions levied under social-
securlty régimes, since In many cases the operation of these régimes means
a substantial increase for wage-earners (in France, for instance, an addition

* Information regarding the relaxation of control in different countries has been largely obtained from
the Secretariat of the O.E.E.C. in Paris.
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of about 25 per cent. to the average money wage received). The systems
by which social benefits are provided and their cost met vary considerably,
however, from country to country: in France, the greater part of the cost is
covered by direct contributions from employers and employed, paid in relation
to current wages, and those contrtbutions would seem to enter into the cost
of production. In some other countries, including the United Kingdom, the
greater part of the social-security outlay 1s a charge on the budget, and the
incidence of the cost is then more difficult to determine.

Most countries in FEurope have not as yet seen their way to restore
freedom as regards the movement of wages. In some countries, such as
France, Denmark, Belgium and Norway, direct control has been maintained,
while in others — the United Kingdom, Switzerland, Sweden and Austria —
rellance has been placed mainly on voluntary agreements, between govern-
ments and the representatives of workers and employers, to limit wage in-
creases. In this field, there seem to be two — partly contradictory —
tendencies, connected with the abolition of control over the sale of goods and
the consequent reappearance of competition (intensified by the return of
the buyers’ markets): on the one hand, the fear of rising costs makes for a
greater resistance to wage increases; on the other hand, the need to adjust
production more closely to variations in demand calls for a greater fexibility
all round, including the field of wages. As long as imports are kept down and
price rises therefore escape the moderating influence of foreign competition, 1t
can hardly be possible to abolish all price and wage control. For this and
other reasons, many governments are finding it difficult at the moment to
adopt any clear line of policy, but there seems little doubt that the trend
will be towards greater freedom and flexibility.

The removal of rationing and the lifting of other controls have the
effect of restoring a freer market at home, with the volume of sales depending
on effective demand, for which producers and traders will compete. Once
that is the case, output in excess of what the home market absorbs has to
seek an outlet through sales abroad (cf. page roo). In that way, balance is
restored between sales on the home market and sales abroad. It is difficult
to see in what other way trade can be established on healthy foundations.

Producers and traders who have to contend with competition on their
own domestic market will be steeled to endure the still harder test of com-
petition on foreign markets. For the various countries in Europe, freedom
of trade, acting as a check to excessive prices and as a spur to rationalisa-
tion, constitutes a wholesome corrective to economic rigidity.

It has been one of the dangers of the post-war situation that through
bilateral arrangements and various forms of protection within areas with
special affiliations (the advantages being not infrequently of a monetary charac-
ter), it has often been possible to sell goods at higher prices than they
would fetch in markets where competition is freer. It has even happened that
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in some countries two prices have been quoted for the same product: one
for customers whose choice of markets is limited (e.g. customers who cannot
procure the whole range' of foreign currencies against their own money); and
another price when it becomes necessary to compete on world markets. If
such differences are long-lived and numerous the result will soon be
equivalent to a currency depreciation. And, in the meantime, trade will take
a lopsided course; exports will most likely be diverted from the dollar markets
for sale under softer conditions.

Countries which have been under the direct strain of a terrible war
may not exactly rejoice in the necessity of encountering all-round com-
petition. For them the years of sellers’ markets have afforded a period of
respite, with relatively casy sales whenever goods were available; but, when
it is a question of restoring the economic and financial position, with
equilibrium in the balance of payments and independence of extraordi-
nary financial assistance from abroad, there is no choice but to become
capable of selling in competition with producers and traders of other
countries. For the authorities in each country the task will then be
one of establishing, through suitable commercial and monetary policy,
those general conditions (as regards tariffs, exchange rates, etc.) which
will enable the producers and exporters of that country to face the
inevitable competition without having to labour under any particular handicaps.
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V. Foreign Exchange Rates.

After the first world war, it took more than five years before any
European currency was formally “stabilised”, which at that time meant linked
to gold again at the par rate. Before stabilisation took place, the various
currencies were subject to sometimes rather wild, sometimes quite moderate,
fluctuations; but for each currency there was not more than one rate
quoted (apart from a slight spread between buying and selling rates) and the
various currencies could be bought and sold freely for all purposes at the
rates thus quoted in the respective exchange markets. In order to steady
quotations, central banks (and sometimes governments also) had at times to
support their currencies by entering the market as purchasers or had to buy
up any offer of foreign currencies which might threaten to raise the value of
the national currency more than was desired, those being the early days of
the gold exchange standard. Furthermore, there was always the possibility
of obtaming gold via sterling (gold being dealt in freely on the London
market) or via the dollar, which remained convertible into gold, as it had
been before the entry of the United States into the war.

Since the second world war, the exchange system has been of a
different kind. “Par rates” have been fixed for most currencies and at those
rates current commercial and other transactions have to be settled, the settle-
ments taking place largely through clearing and other bilateral accounts
without any specific transactions in the open exchange markets. Not only
capital transfers but current operations, whether commercial or financial, are,
in most countries, dependent upon an “allotment of foreign exchange’’ by the
official Control. This being so, there are normally no fluctuations in the
official rates. Any alterations (beyond such minor modifications of a fracticnal
nature as the authorities may decide upon from time to time) are, under the
new system, made on the basis of official decisions applicable from certain
definite dates (as was the case in July 1946 when the Canadian dollar was appre-
ciated by 10 per cent. and the Swedish crown by 16.6 per cent.). Thus, the
official par rates are in no immediate way dependent upon quotations in
actual exchange markets; that being the case, any foreign currencies required
in excess of what the control authorities obtain from exporters, etc. must be
supplied from monetary reserves or from the proceeds of foreign loans or
grants.

The fact that some dealings not within the official range of transactions
actually take place accounts for the existence of other quotations, dependent
upon the supply and demand in the particular market in which the dealings
are carrted out. There is a great variety of such outside markets, some being
entirely legal, others rather in the nature of black markets even though they
may be offictally more or less “tolerated’’. At the moment there is not one
currency in the world which has only a single quotation. Even for the
relations between the dollar and the Swiss franc — two of the strongest



currencies nowadays — quotations different from the offictal “par’” apply to
certain transfers, espectally of a financial character. A great diversity of rates has
come into being: particular rates for notes — and sometimes different rates
for different denominations; official rates which are not the same for imports as
for exports, and so on. A whole new vocabulary has been formed, rates being
variously described as official, free, black-market, parallel, or grey, or classified
as security rates, compensation rates, etc. There are rigidly fixed rates — in
or out of touch with reality — fluctuating rates, orderly or disorderly cross
rates, multiple rates, tourist rates, etc. There are countries which, though
members of the International Monetary Fund, have not yet had ‘‘par rates”
established — Austria, China, Finland, Greece, Italy, Poland, Uruguay and
Indonesia — while no clear agreement has so far been reached between
France and the Fund as regards the present French franc régime.

To some extent the situation in France and Italy differs from the
general picture, though in their case also it is true that the official rates are
not established through the interplay of supply and demand in markets
where currencies can be bought and sold irrespective of the purpose of the
transaction. It would, indeed, be difficult — not to say impossible — for
those two countries to contract out of the general system of payments
agreements, etc. as applied in Europe. In France, for instance, the “official
free rate” quoted is not a rate at which anybody whatsoever can sell
francs and buy other cutrencies but a rate which, in contrast to the “par
rate’”’, can be altered from day to day by the Control, thus possessing an
element of flexibility that other official rates lack; through such alterations
it may be possible to maintain contact with freely quoted rates, e.g. the
quotations in Switzerland and New York of French bank-notes.

The exchange system introduced in France after 26th January 1948,
i.e. after the franc had been devalued for the third time since the war, was
described in the eighteenth Annual Report (page 91). As the system was
developed in the spring of that year, “free rates”, applicable mainly to tourist
expenditure and financial transactions, were quoted for three currencies (the
U. 8. dollar, the Swiss franc and the escudo). The free rates were kept around
Frfcs 305 = $1 (with equivalent quotations for the other two currencies).
Commercial transactions were settled at the mean rate which, being the
middle rate between the free and the offictal rates of Fr.fes 21439 = $1,
worked out at about Fr.fcs 260 = $i1. For all other currenctes than the
three mentioned, rates applicable to commercial and financial transactions,
tourist expenditure, etc. were calculated on the basis of the official rate:
Frfes 21439 = $1 (the rate of the pound sterling, for instance, being
fixed at Frics 864 = £1, which, for commercial transactions, made the
cross rate between the pound .and the dollar equal to about £1 = $3.30).

As domestic prices rose in the course of 1948, France had a
growing trade deficit with the sterling area and for this and some other
reasons the decision was taken to effect the so-called “alignment of the
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exchanges’, which took place on 17th October 1948. The purpose was
to equate the cross rates for all currencies (other than the dollar, the Swiss
franc and the escudo)} to the mean rate of the doliar (at the time still about
Fr.fcs 260 = $1), which meant, for instance, that the sterling-dollar cross
rate for commercial transactions would be £1 = $4.03 again. For all
currencies except the three quoted on the free market, official rates are
fixed at the end of each month on the basis of the mean rate of the dollar
multiplied by the dollar parity of the currency in question.

Furthermore, it was decided that payments for all imports and exports
were to be settled at the mean rate, which meant that preferential treatment
previously granted to certain “‘essential imports” was abolished. As regards
freight and insurance, the mean rate was to replace the free rate, which
remained applicable to financial transactions and to tourist expenditure,

Prices paid for gold and doflars in Paris and price itn French francs
of one dollar on the Swiss and American markets.

Price in French francs in Paris of Frenzl:‘cf?'ail:lcs of

one dollar on the

Data one doliar one dollar bank-nots market

onhe napolesn on the official on the parafle! in Zurich and
free market market Mew York
in French francs

1947 April, . .. ... 2,736 119.10* 220 214
Qctober . . . .. 2,834 . it9.10" 296 308
December, . .. 3,584 1i19.1C* 307 a1
1949 January ., . . . . 3,853 119.10° 338 339
February .. .. 3,990 306.52 12 337
March. . ... . 4,181 ’ 305.65 345 358
Aprld ..., ., 4,123 305.10 365 364
May . ...... 3,839 205.60 346 348
June. .. ..., 4,019 3056.97 380 348
July . ... 4,367 306.23 360 a54
August . ., .. 4,378 305.98 365 a7z
September ., . . 5,388 3rr.o2 427 430
Qctober . . . . . 5,083 313.09 475 465
November . . . . 5,745 314.57 475 amn
Descember . . , . 5,858 317.00 512 497
1949 Janvary . . . ., . 5918 318.29 503 491
February . ., . 5,388 31861 449 437
March , , . ., . 4,646 318,768 394 J88
April. . ... .. 4,240 322,14 as2 347
May . ...... 4,283 329,04 363 389
dune fst. . ., . 4,180 329,40 as 353

* Official rate before the establishment of the official free market,

In the spring of 1948 the free rate was within 10 per cent. of the
rates quoted for French bank-notes in the United States and Switzerland and
on the so-called parallel or black markets in Paris, and experience has shown
that, when the margin is no greater, tourists and others may generally be
expected to sell their notes and travellers’ cheques to the Control. But in
the autumn and winter of 194849 the gap between the free rate and the
quotations for the French franc on the foreign markets became much wider
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(at one time corresponding to more than 60 per cent. of the official free
rate) and tourists and others then ceased to convert their currencies through
the agencies of the official Control. It was obviously in the interest of the
authorities to reduce the gap, and they did so both by allowing the official
free rate to rise and by trying to improve the quotation of the French franc
on the foreign markets. Thus, the amount of French bank-notes which a
foreigner {or a Frenchman permanently resident abroad) could bring into
France each month was raised from Fr.fcs 4,000 to Fr.fcs 10,000 at first, then
to Fr.fcs 20,000 and then again to Fr.fcs 40,000, which considerably increased
the demand for French notes in Switzerland. Meanwhile the official free rate
had been going up: within a few weeks the increase in the quotation amounted
to some 5 per cent., a quotation of Fr.fcs 329.80 = $r being reached on
26th April 1949.
Thus, after having
French-franc/dollar rates in Paris. reached Frfcs soo-550 to
Weekly averages of French franc per dollar, the dollar at the end of
0 : 9 1948 and in January 1949,
] the dolar/French-franc rate
N resulting from quotations
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J and in the United States
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1947 198 W 59 pa:nty of about 10 per cent.
still found between .this
rate and the official free
rate (now about Fr.dcs 329) is essentially due to the fact that there are still
a lot of imports and current transactions which, being refused import
licences and foreign exchange allocations, are paid for via the “parallel”
market; thus the closing of the gap between the rates on the ‘‘parallel”
market and the official free rates can only proceed part passu with the
extension of the range of current transactions for which licences are granted.

T 1T
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Nevertheless, the improvement in the quotation of the French franc on
foreign markets has had this important consequence:
(a) for sterling and all the controlled currencies purchased by the authorities at

the mean rate, the free or ‘‘parallel’” rate is, at most, equal to the official
rate, if not below it;

(b) for the dollar, the Swiss franc and the Belgian franc, the premium which
they still enjoy has been compressed, in relation to the official free rate (or,
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in the case of the Belgian franc, the travellers’-cheque rate), within a margin
of about 10 per cent., which means that for a number of transactions the
black market is no longer a paying proposition.

If this rate structure persists (and, even more, if there is a further im-
provement) there should be a prompt normalisation of the intake of foreign
currencies through the official circuit.

In Italy, where the foreign exchange value of the currency was adjusted
in the autumn of 1947 and early in 1948, the official rate for the dollar has
been kept practically stable since May at Lit. 575 = $1, while the rate for
the Swiss franc has varied between Lit. 140 and 145 = Sw.fc 1 (Huctuating
i sympathy with the quotations for “financial dollars” 1n Switzerland).

Italy: Quotation of some currencies.

Official ptice in live of Parallel-market price in lire of
Monthly averages one ons one one one ong
dollar Swiss franc | £ sterling dollar Swiss franc | £ sterling

1948 January . . . 576 141 1,637 592 141 1,425
February . . . 573 135 1,756 6i2 148 1,501
March . ... 573 137 1,838 663 161 1,533
April . . . .. 574 139 1,840 618 151 1,484

May .. ... 575 140 1,851 587 146 1,572

Juns . . ., 575 142 1,947 582 1486 1,819

July . L., 575 143 1,963 583 148 1,648
August . . ., 575 144 1,936 582 148 1,640
Saplember . . 576 145 1,937 615 158 1,666
October . ., . 575 145 1,944 656 187 1,726
November . . 8§75 145 2,038 642 164 1,813
December . . 575 144 2.M7 656 164 1,937
1948 January . . . 575 141 237 672 171 1,993
February . . . 575 141 2,317 689 175 2,036
March . . .. 575 141 217 €70 170 2,073
Aprll . .. .. 578 141 2317 633 161 2,027

May ..... 575 141 2,117 632 162 1,970

* Bince 28th November 1948 the £ stetling has heen pegged 1o the dollar,

Italy, since the currency reforrn of November 1947, has been able to
limit the disparity between the official free rate of the dollar and the rate for
the lira on foreign markets (to which the quotation for the dollar on the
“parallel” market in Italy more or less corresponds) to about 10 per cent.
The rate for the lira on the Swiss market, after a slight decline in 1948
from Sw.fcs 6.70 to 0.60 for Lit. 100, has remained steady at a little over
Sw.fcs 0.60 since the beginning of 1949.

The main alteration. in the Italian exchange system during the year
occurred as a consequence of the agreement entered into with the United
Kingdom in November 1948, by which the fixed cross rate of $4.03 = £1
was adopted (bringing the rate to £1 = Lit. 2,317.25) and ltaly returned to
the group of countries holding transferable accounts within the British
exchange system. The balance of trade being already in Italy’s favour, the
alteration had the effect of increasing the accumulation of sterling by the
Italian Exchange Control, which has also increased its holdings of dollars
since the beginning of 1948 (see page So).



On the other hand, the same consideration for the system of cross rates
was not shown when in April 1949 the Italian-French rate was altered from
Lit. 220 = Fr.fcs 100 (corresponding to the ratic between the official dollar
rate in Italy — $1 = Lit. 575 — and the current mean rate for the dollar
in France — about Fr.fcs 260 = $1) to Lit. 180 = Fr.fcs 100 (corresponding
to the ratio between the above-mentioned official rate and the “‘free rate”
of about Fr.fcs 320 == §1 in France), the alteration being justified as the only
means of balancing the foreign trade relations between Italy and France.

Special mention may also be made of the exchange situation in Belgium,
which is the only European country that has effected a considerable reduction
in the disparity between the official rate and the free rate for its currency
without changing the official rate (fixed after the Liberation), since the reduc-
tion was brought about exclusively by an improvement in the quotations of
the Belgian franc on free foreign markets.

The quotation for Belglan notes in Switzerland, which stood at about
Sw.fcs 6 to Bics 100 at the beginning of 1947, rose to about Sw.fcs 8 at the
beginning of 1948 and then declined slightly to about Sw.fcs 7.50 at the end
of the year, only to rise to Sw.fcs 8.50-8.68 in April and May 1949 (the
parity with the free rate for the dollar as quoted in Switzerland being
Sw.fcs 8.90).

This result was obtained thanks to a number of measures which were
put into effect by the Belgian authorities. As regards current operations there
has for some time been no difficulty in procuting the necessary allotments of
foreign exchange (many imports even benefit by the system of ‘“a simple
declaration is equivalent to a licence’”). Moreover, permission was given in
1948 for Belgian notes purchased abroad to be repatriated without limitation
by tourists and for investments. In March 1949 the permission was extended,
in that notes sent by foreign banks to Belgian banks could be credited o
accounts utilisable for various specified payments, including payment for
goods exported from Belgium. In that way the rates quoted for Belgian notes
outside the country have now become closely linked with the official rate,
since any appreciable divergence from, for instance, the official dollar rate
would make it advantageous to buy notes for the settlement of commercial
transactions. In May 1949 the Belgian franc note rate in the United States
was, as a matter of fact, close to the official rate for bank transfers
(B.fcs 100 = about $2.22 being quoted for notes as compared with $2.28 for
transfers).

Spain had not changed 1ts offictal parity since 1941 but only introduced,
in August 1946, a preferential tourist rate equal to Pesetas 16.40 = $1
instead of the usual official buying rate of Pesetas 10.95 = $1. In order to
compensate for an actual “‘overvaluation” of the peseta at the official rate,
the export of a number of products was subsidised and a surtax imposed
on imported goods, varying between 30 and 7o per cent. of the cif. value
of the goods in question.



In December 1948, however, a rather radical change was made by the
introduction of a whole set of new rates, formmng a “multiple-rate” system
somewhat similar to those existing in many Latin American republics.

While the old official selling rate of Pesetas 11.22 = $1 remains in
force for the import of goods not specially listed (in general, “essential”
goods), all other goods (t.e. goods not considered essential} have been
classified in different categories, to which other selling rates apply, varying
from Pesetas 13.14 to 27.375 = $1. A differentiation has also been made
with regard to buying rates. For goods not specially listed the old official
rate of Pesetas 10.95 = $1 remains in force, while a scale of rates varying
from Pesetas 12,50 to 21.00 = §1 applies to the proceeds of different
categories of export goods. And in January 1949 the preferential tourist
rate was increased to Pesetas 25 = $1. It is obvious that, in future, the
average rate for the peseta can be altered by transferring goods from one
category to another in the import and export classifications.

No change in the external value of 1ts currency was announced
by any country in eastern Europe during 1948 or the early months

of 1949,

The currency reforms which were introduced in the two parts of
Germany in the summer of 1948, and have been described on pages 43 and
124, affected the rates of exchange of the mark. At the outbreak of war in 1939,
the official rate was RM 2.49 = $1. At the beginning of the occupation,
in 1945, the Allies fixed a rate of RM 10 = $1; but this rate was chiefly
used for dealings with the occupation authorities and not as a means of
price-fixing in foreign trade, stnce the Joint Export-Import Agency (JEIA})
bought imported goods at world prices and generally sold them at lower
prices in Germany, while it paid German exporters the relatively low
domestic prices, selling the goods abroad at world prices.

In May 1948, a rate of DM 3.33 = $1 was fixed for Reichsmark
payments relating to imports and exports, and after the monetary reform in
June this rate was applied to the new “Deutsche Mark’” — which meant a
devaluation of 25 per cent. as compared with the pre-war rate of the Reichs-
mark.” With the lifting of price control over almost all industrial products,
there was a price rise in Germany which at one time seemed to threaten
the country’s export possibilities. As a transitional measure, exporters
received a kind of premium (conversion factor) from wvarious counterpart
funds, which temporarily brought the rate for the export of finished articles to
about DM 4 = $1; but this practice is being gradually discontinued and will
presumably cease to operate in the middle of 1949.

German wages do not appear high in comparison with those in other
countries but then efficiency is, for many reasons, relatively low {enterprises
working for civilian purposes having for many years had little chance to
rationalise their processes). The gradual liquidation of the system of export



premiums has not prevented a steady increase in German exports, these being stimu-
lated by the disappearance of all inflationary tendencies on the home market.

The difficulties caused by the practice of stipulating for settlement in
dollars for German exports of some “essentials” (coal, coke, potash, etc.)
to European countries have been to some extent lessened by the partici-
pation of the Bizone and the French zone in the intra-European payments
scheme. There is no doubt that in 1048 settlements in sterling were on
the up grade in FEurope, one reason being the increase in exports from
the sterling area.

In current parlance the term “sterling area” 1is still used, but the
official designation of the area within which, broadly speaking, transfers are
freely permitted is ‘“‘Scheduled Territories” as defined by the Exchange
Control Act which came into operation in the United Kingdom on
1st October 1947. In the eighteenth Annual Report {(pages 95-97 -and
149-151) an outline was given of the British exchange-control system, under
which countries having trading and financial relations with the United
Kingdom could be classified in five groups, mainly according to the degree
of transferability of sterling. In the “Midland Bank Review” for February
1949 the following account has been given of the relations between the
different groups (here reproduced by kind permission of the Midland Bank).

During 1948 two South American republics — Chile and Peru — left
“American Account Countries”, the former joining '‘Transferable Account
Countries” and the latter ‘‘Bilateral Countries”. In the same vyear the
Argentine .and Brazil moved from ‘‘Transferable Account Countries” to
“Bilateral Countries”, while Italy (as a result of the Anglo-Italian Agreement
of November 1948) moved in the opposite direction. “‘Bilateral Countries”
now also include Tangier, Syria and Germany, the Bizone as well as the
French and the eastern zones.

Sterling balances accruing to a country thus assume a different degree
of transferability according to the group to which that country belongs.
Since 1t is possible for merchants in a country belonging, say, to the bilateral-
account group to buy goods in the sterling area and resell them (with or
without some minor transformations) to, say, a customer in a country belong-
ing to the dollar area, arrangements may be made between individual mer-
chants for roundabout exchange transactions combmed with movements of
goods. Since sterling of the bilateral-account type may only be used for
direct purchases of sterling-area goods, its quotation in this particular kind
of “market” between individual merchants varies according to the state of the
balance on current accounts of éach of the bilateral countries in relation
to the sterling area and also according to the availability of dollars within
each of the said countries.

The existence of such quotations in fact gives rise to arbitrage dealings,
in connection with trading in commodities. One example of such trading is
cited in the report of the National Bank of Egypt dated March 1949:
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UNITED KINGDOM EXCHANGE CONTROL REGULATIONS
OUTLINE OF PERMISSIBLE TRANSFERS, JANUARY 19049

—= The arrow indicates direction of transfers, permitted without the necessity of individual approval
by the UK. Control, between different categories of sterling accounts. All other transfers require
separate approval.

AMERICAN ACCOUNT COUNTRIES TRANSFERABLE ACCOUNT COUNTRIES
Bolivia Anglo-Egyptian Sudan
Colombia Chile
Costa Rica Czechoslovakia
Cuba Dutch Monetary Area
Dominican Republic Egypt
Ecuador Imer-_t:gsfers Ethiopia
Guatemata > ::;Eied ' Finland
Intet-teansfers Haijti payment is made  Iran
permitted. Honduras from 2n account Italy
Mexico designated 23 a - Norway
N; “Trans{erable Poland
icaragua Account”. olan
Panama Siam
Fhilippine Islands Spanish Monetary Area
Salvador : Sweden
U5 A. and its Dependencies USSR,
Venezuela
y Y

“OTHER COUNTRIES"
Albania, Arabia, Afghanistan,
Inter-transfers Ex-Italian Colonies, Liberia,
permitted. Nepal, Southern Korea

SCHEDULED TERRITORIES (“Sterling Area™)
British Commeonwealth and Empire except Canada and

Broadly speaking,

inter-transfers are Newfoundland
freely permitted; British Mandated Territories of Cameroons
but some MNauru
!irn]tations. are New Guinea
rpesed by Joal South West Affica
South Africa, Fiji, Tanganyika
Hongkone, Togoland and Western Samoa
India and British Protectorates and Protected States
Australia. Burma, Iceland, Iraq
A
“BILATERAL" COUNTRIES
Argentina Palestine
Austriz Paraguay
,Belgian Monetary Area : Peru
Brazil Portuguese Monetary Area
Inter-transfers Bu]garia Roumania
not Canada and Newfoundland Switzerland
permitted unless China Syria
specifically Denenark {including Farie Islands and Greenland)  Tangier
authorized by : .
UK, Control. France and French Monetary Area Transjordan
Germany (Bizonia; French and Russian Zones)  Turkey
Greece Uruguay
Hungary Vatican City
Japan Yupgoslavia

Note: This diagram was originally designed, in the Overseas Branch of the Midland Bank, in September 1447 and has been revised
{rom time to time.



cases occurred where cotton bought from us in sterling was resold
in hard-currency countries at prices a good deal lower than those correspond-
ing to the official exchange parities.”

Measures have been taken to avoid the loss of dollars which (as in the
case of Egypt) results for the cfficial control from such trading. It is difficult
to tell the extent to which dealings of the type just described take place In
transferable and other sterling; but they are of some importance and it was
presumably with reference to them that the “Economic Survey for 1948”7
noted ‘‘the significant improvement which bhas taken place in the position of
sterling in the world’s financial centres” {(cf. page 13). Similarly, in Switzerland
the quotation for pound notes has improved by about 20 per cent. from
May 1048 to May 1940.

Within the sterling area, the rate of the New Zealand pound was
altered in August 1948 from the old rate of £NZ r1.25 = £1 to the new rate
of ENZ 1 = £1. New Zealand, not being a member of the International
Monetary Fund, could make the change without prior consultation. At the
time of the revaluation of the currency by 20 per cent., it was emphasised that
prices in New Zealand had risen between 10 and 20 per cent. less than in Great
Britain. And in relation to the United States the following comparison was
made: in 1937 the average rate between the New Zealand pound and
the dollar had been £NZ = $3.97; since 1937 prices in New Zealand had
risen 5—6 per cent. less than in the United States; thus there seemed
nothing against returning to a rate around four dollars for one New Zealand
pound.

Canada, which had appreciated its currency by 10 per cent. in July
1946, had some difficulties in its balance of payments for a year or two but
was able to replenish its monetary reserves in the course of 1948.

In the United States there is an unofficial market in “inconvertible”
Canadian dollars, with an average price of Can. $1 = U.S. $0.917 in 1948
The market is a relatively small one, with a turnover of probably less than
$200 million as compared with an aggregate figure of several milliards for
Canada’s international transactions in 1948, The ““Foreign Exchange Control
Board” mentions in its annual report for 1948 that the market is essentially

. comprised of the professional exchange traders in the United States who
provide facilities for residents of the United States who receive capital
payments In Canadian dollars which are not convertible at the official rate
of exchange, to dispose of these Canadian dollars to other residents of the
United States, if they wish to do so, at a price in United States dollars agreed
between the buyer and seller ..."

“ ‘Inconvertible’ dollars are not acceptable payment for exports from Canada
nor for most types of services performed by residents; consequently they
are purchased mainly to pay for investments or tourist expenses in Canada.
When they are used to purchase Capadian investments there is no net
withdrawal of non-resident capital from Canada ...”
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“When, on the other hand, ‘inconvertible’ dollars are used by tesidents of
the United States dollar area to meet travel expenses in Canada there is a
net withdrawal of capital from Canada ...”

Outside Europe some rather important alterations have been made in
existing exchange systems, to which only brief reference will be made here:

In Japan, a new official rate of Yen 360 = $1 has been applied as from
25th April 1949 to all permitted foreign trade and exchange transactions. In
1938 the dollar rate was Yen 3.50 = $1 and at the begmning of 1949
Japanese prices would seem to have been 160 times as high as in 193738,
and thus to have risen 85-go times more than in the United States. But
Japanese prices have probably not yet been completely stabilised and, further-
more, Japanese exports m 1948 paid for only 40 per cent. of umports.

In China, monetary disorder has continued to prevail. In August 1948
an attempt was made by the National Government to introduce a new cur-
rency: a new gold yuan, with a parity of Gold Yuan 4 = 81 and Gold
Yuan 12 = £1, was issued at the rate of one new gold yuan for 3 million
old yuans. New notes issued amounted to Gold Yuan 2 milliard and a
monetary reserve was built up by the requisition of foreign exchange in the
possession of private individuals and enterprises and by earmarking for
this purpose part of the American aid.

At first, the reform seemed to show some success but already in
November 1948 the new yuan had to be officially devalued by 80 per cent.
Then in February 1049 the Chinese Government, in order to safeguard the
real value of at least part of its fiscal revenue, created for special purposes a
new currency, the Customs Yuan, one unit being equal to $o.40.

In Mexico a rate of Pesos 4.86 = §1 had been ensured by the inter-
vention of the Bank of Mexico but in July 1948 this bank suspended its
operations in the foreign exchange market in view of the heavy losses in gold
and foreign exchange that its support of the rate involved. The market’s
immediate reaction was a rise in the dollar rate to Pesos 6.85-6.95, which
held until February 1949, when the quotation went to about Pesos 7.30 for
the dollar, while for fiscal purposes a provisional rate of Pesos 6.50 = $1
was maintained.

In June 1948 the rates of exchange at which the monetary authorities
buy the proceeds of exports were altered in the Argentine, the alteration
amounting to an average depreciation of about 20 per cent. Three different
buying rates and five different selling rates are quoted (ranging between
Pesos 3.35 to 5.00 = $1}, besides black-market quotations rising as high as
Pesos 10.30 = $1 at the end of April 1949.
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In July 1948 the International Monetary Fund accepted the declaration
of the par value for the Brazilian currency as Cruzeiros 18.50 = $1. This
rate applies to all imports and exports of essential goods, while a free-market
rate {(which stood at Cruzeiros 2875 = $1 at the end of March 1949)
applies to financial transactions and to the import of non-essential products.
Since the beginning of 1948 the official selling rate has been increased by a
5 per cent. exchange tax for some special remittances.

By decisions taken respectively in February and December 1948, Chile
and Colombia maintained their existing multiple-rate exchange systems with
some alterations, the rates ranging in the one case between Chilean Pesos
19.37 and 61.95 = $1 and in the other case between Colombian Pesos 1.95
and 2.75 = $1. In Peru also, multiple rates are in force, the system
involving the use of exchange certificates, which 1n March 1949 sold at
Soles 1779 = $1, as compared with an official rate of Soles 6.50 = $1.
Uruguay also has a system of multiple rates, varying from an official buying
rate of Pesos 1.519 = $1 to an official ““free’” rate for non-trade transactions,
which in December 1948 was fixed at Pesos 2.25 = $1. Venezuela also has
several rates, the lowest of which (Bs. 3.09 = $1) is applicable to the proceeds
of the export of petrol and the highest (Bs. 4.80 = $1) to the proceeds of
the export of coffee (this being in the nature of an indirect subsidy).

In s Annual Report for the fiscal year ended 3oth April 1948, the
International Monetary Fund explained that

“certain countries, particularly in Latin America, have used multiple currency
practices as a means of restricting imports without resort to complicated
administrative machinery and without giving the recipients of import licences
opportunities for large windfall profits. They have also had fiscal significance
in some countries in which governmental revenue is derived in large part
from indirect taxes ...

The Fund has advised those of its members which engage in multiple
currency practices of its interest in the unification of exchange rates struc-
tures ...

At present, the .most imporiant consideration is the termination in the
countries concerned of domestic inflation. Until the abnormal demand for
imports can be checked by other means, some countries may have to use
penalty rates of exchange for this purpose ...

In view of their special circumstances the Fund did not take exception to
proposals by some member countries to introduce multiple currency practices
or to adapt existing ones to changing circumstances.”

* #*
*

Returning to exchange conditions in Europe, it is of interest to examine
the trend of quotations on the Swiss and American markets for
foreign bank-notes. Under the Swiss legislation, this 1s a completely free
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market, as 1s the free market for notes and currencies in New York. The
discount at which notes are traded in depends partly on the ban (still existing
In many cases) on reintroducing more than a limited amount of notcs into the
country of origin; but the quotations do not, as a matter of fact, diverge
appreciably from those registered on the market for remittances, which is
in operation and would seem to be dealing in funds of a much greater

usability,

The general impression received from the quotations of notes in
Switzerland as in the United States is one of improvement in the value of the

Price of foreign bank-notes in Switzerland.*
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Note. The Initial rates in the above graph were established as disceunts in relation fo the official rates in
force for each currency at the end of 1946 and thus show the depreciation which at that time the free-market
guotations for the notes involved in relation to the then official rates. Since for some currencies the official
raies were allered in the following years, the curves do not generally retain the same 5:gnifacance but represent
the fluctuations of the price in Swiss francs paid for the foreign bank-notes, :
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Free-market rates for notes in Switzerland
shown in relation to the official rates
for the purchase of dollars.*
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Nate. The quotations for notes in Switzerland correspond closely to
free-market quotations of bank-notes on the Mew York market and
the graph shows the value of the various currencles (according to
the free-market quotations) in retation to the dollar.

The purpose of the graph is thus to show the disparity between
the offictal rates at which the monetary authorities of the countries
concerned purchase dollars, i.e. the official doltar rates in 1849, and
the rates which correspond do the prices paid for bank-poles on
the Swiss (and American) markets, these prices corresponding at
the same fime to the rates generally used for so-called “private compen-
sations’”. The exact significance of the different dolfar rates vasies
somewhat from country ta country. The free rate for the Swiss franc
in the United States is not applicabla, undar Swiss regulations, to
the setllement of commetcial transactions. The official free rate
for the dollar in Paris I3 applicable to commercial transactions as to
50 per cent. only (See page 119).

Swedish trade and foreign exchange in the course of 1948).

different currencies. The
price for 100 Dutch florins
has risen from Sw.fcs 45 at
the end of 1946 to Sw.fcs 106
at the end of May 1949;
the value of the Austrian
schilling shows an even
higher percentage rate of
improvement (but the level
from which it started was
very “low”). The quotation
of the pound note was
Sw.fcs 9.90 at the end
of 1946 and it stood at
Sw.fcs 12 at the beginning
of 1949. It should be added
that the ‘“value” of the
Danish crown (not included
in the graph) has improved
by nearly two-thirds — ap-
proximately the same pro-
portion as for the guilder.

The second graph is
interesting because it shows
how relatively slight the
disparity for the Belgian
franc, the French franc and
the lira now 1s in relation
to the actual dollar par rate.

There has, however,
been no improvement in
the quotation of the Swedish
crown. (following the inten-
sification of the control over
The disparity

between the official rate and the market rate for the financial dollar (or the
dollar note in Switzerland) is due to the restrictions placed by the Swiss
authorities on the purchase of gold and foreign currencies (including the

dollar) as a defence against too great an influx of capital.

There have been

fluctuations during. the year in the price paid for financial dollars or dollar

notes but no great change on balance.

The market for notes in Switzerland may at times have been rather
narrow, but for many currencies the quotations have been the only really
free quotations and it would seem as if increased importance had been

attached to them for several reasons:



(i) It has already been mentioned (page 120) that as long as the discount
between the rates quoted abroad (corresponding to “parallel” rates at
home) and the official rates is less than 10-15 per cent., the Exchange
Control in the. country in question can usually count on collecting most
of the exchange brought in by tourists, etc,, but that, once the dis-
parity becomes more pronounced, this source of foreign exchange will
begin to run dry as far as the legal channel is concerned.

(11} Secondly, there is often a variety of “private compensation’”” transactions,
which are settled more or less according to the rates quoted for notes
on the foreign market. When such rates move sharply against a country,
the economy of that country is generally a loser, since the foreign
partners in the transactions are then, as a rule, able to obtain very
favourable terms of trade. Furthermore, exporters have then an interest
in under-invoicing and importers In over-invoicing goods, so that the
legal circuit is in danger of losing part of the foreign exchange; and the
greater the discount at which the home currency is quoted on foreign
markets, the greater the Incentive to adopt such practices and the greater
the consequent loss of exchange.

(i) Thirdly, considerable attention seems to be paid, not only by the
general public but also in many well-informed financial circles, to the
ups and downs of ‘the quotations of foreign bank-notes, which (being
outside the domestic, controlled sector) influence the degree of confidence
(or lack of confidence) felt in each of the particular currencies con-
cerned. Thus, when an improvement occurs in the quotation for the
notes of a country, this is often seized upon as a sign that confidence
in that particular currency is growing stronger.

There is an increasing number of countries which have deliberately set
out to lessen the difference between the free rates quoted in Switzerland and
the United States and their official rates. As mentioned above, Belgium has
taken measures to induce a progressive mise in the quotation of the Belgian
franc outside the country and to bring it into immediate proximity to the
official parity of the dollar. '

The adoption of the system of official free rates in Italy and France
has permitted a great reduction in the margin between the official and the
“paraliel” rates.

As dealings in notes on the foretgn markets have generally a counter-
part on the black or “parallel” market inside the country, it is sometimes
assumed that all such transactions amount to so much flight of capital
But transactions not infrequently represent mere changes in ownership of
- dollar and other notes already in the country; moreover, the bulk of the
remaining transactions have not been on capital but rather on current account
— French people have, for instance, bought Swiss francs to be spent during
a visit to Switzerland or in order to import commodities for which foreign
exchange is not allocated by the Control.



As regards genumne flight of capital, this can also be contrived, as
mentioned above, through under-invoicing exports and over-invoicing imports.
In both cases, some active outside help is required — plus belief in the
foreign currency concerned. If an export of capital has to be carried out
in a clandestine way, it is not always so easy to stage it successfully as is
sometimes suggested — and it should be remembered that, at times when
credit is severely restricted, there are not so many firms which have excess
funds to export.*

Fear of flight of capital is the reason why it is often thought
necessary to maintain a control over capital movements, even when it is
mtended that exchange shall be freely available for current transactions. But
in the process of deciding what should constitute “‘current transactions”, some
new distinctions have gradually developed. In the Articles of Agreement of
the International Monetary Fund, adopted at Bretton Woods in July 1944,
current payments were defined as comprising “‘normal short-term banking and
credit facilities” and ‘“payments of moderate amount for amortization of
loans or for depreciation of direct investments”’. The next step would be to
conclude that genuine foreign investments should be permitted and even
stimulated. That is the rule applied, for instance, within the sterling area
but, at the same time, measures have been taken within that area to prevent
what may be regarded as more or less speculative transfers. Difficulties
no doubt arise when it comes to applying such distinctions in practice,
but recently greater emphasis has been laid on the fact that certain types of
capital movements are essential for the rebuilding of economic. life as well as
for the restoration of a workable exchange system.

* *
*

During the heyday of the gold standard before the beginning of
the first world war, exchange rates were kept stable (with movements only
within the gold points) and, if a country happened to get out of line as
regards its costs and prices, it had to take suitable steps (through an increase
in 1ts rates of interest or otherwise) to eliminate the disequilibrium which
had arisen. It may, therefore, be said that, at that time, prices had to be

* In the first half of 1948 the weight of French exports in tons (according to the Customs
statistics) increased by 16 per cent., while the dollar equivalent of the value received (according teo
the Exchange Control statlsttcs) fell by 15 per cent. as compared with the previous year. But in
themselves these figures in no way prove a widespread export of capital through under-invoicing. A
large part of the disparity is explained by the increase in exports of heavier products {especially coal,
including deliveries of Saar coal from 1st April 1948). Moreover, the French franc was devalued
by 65 per cent. in 1048 in relation to the dollar, the Swiss franc and the escudo, and when such
2 thing suddenly happens it is likely that the dollar equivalent of the value figures of foreign trade
will rise more slowly than would otherwise be the case — partly because there are always some
sales which were originally expressed in the domestic currency and partly because the amounts
expressed In currencies other than the three just mentiomed are also reduced in terms of dollars,
This shows with what circumspection statistics have to be interpreted in times of rapidly changmg
prices and exchange rates. It is, indeed, probable that in actual fact the flight of French capital in
1948 did not amount to more than at most one-third of the equivalent of $500 million — the figure
which has frequently beenn mentioned. (In any case, the standard argument quoted as evidence for
that figure is not valid, being based on comparison between the Customs and the Exchange Control
statistics, as mentioned above.)
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adapted to exchange rates and not vice versa. But it should be added that,
in the twenty years before 1914, price adjustments did not, as a rule, subject
countries to any painful process of adaptation, since world prices were
gradually rising under the influence of the mounting output of the South
African gold mines. It was a different story in the previous twenty-year
period when, with world prices gradually falling, it had now and then been
difficult for countries to align their economies to the general price movements
on the world markets. The “single-rate” regime followed after the first
world war is discussed on the first page of this chapter.

In the vears since the second world war, the exchange rates of
most countries have been kept at officially stable parities. There have been
those who thought it premature to adopt a régime of official exchange
stability, since cost and price relations could not possibly have reached a
state of balance after the wartime upheavals and severances. But it must be
pointed out that adjustment was facilitated by the persistent price rise in the
United States, which lifted the wholesale price level by more than 50 per
cent. between the summer of 1945 and the end of 1948; this rise undoubt-
edly helped to restore balance to currencies in Europe (and elsewhere) which
would otherwise have remained overvalued. Now that prices are beginning
to fall in the United States, a different situation may take shape; but so far
the state of affairs is that prices of foodstuffs and raw materials have been
reduced in relation to those of manufactured goods, the prices of the latter
having kept up fairly well. If such tendencies continue, the result will, on
the whole, turn out to the advantage of Europe, which i1s an importer of
raw materials and foodstuffs and an exporter of manufactured goods.®

Even more than the movements of the general price index in the
United States, the variations in the different sections of that index should be
closely watched; in addition, each country in Europe would be well advised
to examine — on the basis of all the material it can collect — the competi-
tive price position of its own manufactured goods in relation to the corres-
ponding price structure in the United States. Should such an examination
reveal disequilibria which seem likely to be of a permanent character, the
need will arise of restoring equilibrium either by an adjustment in the
domestic costs and prices or, if that proves impossible, in the exchange
position.

A lively discussion is in progress at present regarding the principles
which ought to guide the authorities in determining appropriate exchange
rates. Considering the structural changes which have occurred during and
since the war, it is not easy to lay down precise rules; but some general
observations may perhaps be usefully made with regard to the influence
exerted by changes in rates on the volume of imports and exports; also with

* Tt has been calculated that for the three western zones in Germany the fall which has
already (May 1949) taken place in world market prices for foodstuffs and raw materials means a
saving of foreign exchange to the amount of DM j3oo to 400 million a year for these zones.
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regard to the need for adjusting rates to the respective levels of costs and
prices; further, with regard to the effect produced by the internal credit and
investment policy; and, finally, as to the chances of collecting a sufficiency
of foreign exchange under the difficult conditions now prevailing.

1. Often a downward adjustment in the exchange value of a currency
1s thought of primarily as a device to stimulate exports and reduce
imports and in that way to restore equilibrium in the balance of payments.
In exchange policy this 1s no doubt a consideration of real importance but
the experience of many countries has shown conclusively that devaluation in
itself is not enough if internal conditions (with regard to budget equilibrium,
etc.) are not in order, the relief resulting from an adjustment in the exchange
rates may be no more than ephemeral in character

If as a result of a budget deficit or excessive investment a deficit
emerges in the balance of payments, there is no reason to expect that resort
to devaluation will bring in from abroad the amocunts required to establish
internal and external balance while national investment programmes remain
the same, etc. The net result may sometimes be the reverse, since de-
valuation, if it goes too far, may in effect reduce the amount of foreign
exchange actually realised as payment for exports. Much depends on the
starting-point: if the national currency has been overvalued, devaluation Is
likely to mean that many products which could not previously be exported
will move into the category of possible exports and thus help to restore
equilibrium fairly quickly. If a devaluation had been feared, the very fact
that it is undertaken (“over and done with"”, as the phrase goes} may just
reverse the preceding movement and bring funds to the country whose -
currency has been devalued.

While with E.R.P. countries it should be possible to arrange for the
requirements of foreign capital without upseiting for their sake the balance
in the foreign-exchange market. And, having eliminated this particular source
of disturbance, the countries should be able to establish rates providing for
the greatest possible degree of harmony between the various economies.

2. The search for harmony is the fundamental idea behind the
theory of purchasing-power parities, which assumed that the actual exchange
rates in the market would be determined by relative cost and price
levels. This assumption obviously presupposed that goods could move freely
and in sufficient quantities from one country to another. Experience showed
that, when that condition was not fulfilled, the rates might fluctuate wildly,
especially since, under such circumstances, little help could be expected from
equilibrating capital movements. But, even when trade flows freely, it may
happen that a country, having lost a considerable part of its foreign invest-
ments or failed to keep pace with technical progress, has to accept a lower
exchange value of its currency than would otherwise be necessary. In such
cases, however, a very wide margin would not seem to be called for. The
experience of the Inter-war period was that on the few occasions when
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relative currency values had been more or less re-established (as in 1929 and
again, for most currencies, in 1938), the relative price levels stood to one
another (with comparatively slight deviations) as in the basic year 1913
although in the intervening period many shifts must have taken place in the
structural strength of the wvarious economies. A deviation of as much as
ten per cent. could then be regarded as exceptional.

But the current price level is not always relevant for determining the
true value of a country’s currency; it has to be a price level at which the
economy of the country in question is reasonably in equilibrium and thus
has sufficient resilience to be able to stand the strain of, for instance, a
moderate depression with a return to buyers’ markets. '

It is clearly to nobody’s advantage that the exchange level of a cutrency
should be pressed down more than is necessary to find, without undue delay,
a self-sustaining level,

3. There have been a number of countries, however, whose exchange
rates seem to have been at a fairly cosrect level from a purchasing-power
point of view (account being also taken of controlled prices) but whose exports
have covered (say) only one-half of their imports, the result being a marked
“penury of foreign exchange”. It is then necessary to enquire why exports
have been at such a low ebb. Immediately after the war, most countries
suffered from a scarcity of goods, which made it difficult to increase exports;
but by the latter half of 1948 production in most western European countries
was back at or above the pre-war level. The reason for a deficit in the
balance of payments can then only have been that total spending (for
consumption and investment by the government and the general public) was
greater than the available resources of domestic origin and thus
on a larget scale than the pre-war total

Admittedly there are circumstances — as just after a war — when, in
order to restore the transport system to working order or to undertake badly
needed industrial repairs and provide new plant and equipment, it is appro-
priate to spend, and especially to invest, more than the domestic resources
would warrant. In this connection, an important question of timing arises,
however. If large investments are undertaken without being matched by
sufficient domestic savings and if — no foreign resources being available at
the time — the funds required are obtained through a  domestic credit
expansion, the effect will generally be inflationary in character, leading to a
deficit in the balance of payments. Since this will cut into monefary reserves,
the country will be exposed to a drain on its foreign-exchange holdings,
including, in the first place, its dollars; and then the public will talk about
a “dollar shortage’.

The proper way of proceeding is clearly to ensure that the foreign
resources required as cover for investments (i.e. as additional capital from
abroad to supplement a country’s own insufficient savings) are available in
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time.  If that is the case, amounts received from abroad will be applied to
the purposes for which they have been obtained; and there will then be
neither an inflationary effect on the domestic market nor a demand for
foreign exchange in excess of the foreign resources specifically provided for
the purposes intended.

But it is necessary that the remaining expenditure — either in the budget
or for other investments — should be covered by genuine domestic resources.
It is also necessary that the exchange rate should be at a proper level; but
experience proves that in a changing world a proper level depends not so
much on calculations of purchasing-power parities as on the harmony attained
in the whole economic and financial policy which a country pursues. It is
interesting to record that when, as in Belgium, internal financial equilibrium
is ensured by a careful investment policy, even a relatively pronounced rise in
the domestic price and wage level may be compatible with a strengthening
of the eschange position {for Belgium added to its gold and dollar reserves
In 1948).

4. When in a particular country foreign exchange is sold to importers
by the central bank {or some other monetary authority) and the imported
goods are sold to the public, those latter sales absorb part of the existing
purchasing power and (assuming that inflation has been completely arrested)
the effect should be — as shown on page 100 — to set free other goods and
services for export. From those exports the central bank should be able to
replace the foreign exchange it had previously sold. But all this will happen
only under certain conditions, one of them being that the exporters really
hand over the foreign exchange to the central bank. There is, in fact, a
separate problem, viz. that of collecting the foreign exchange. If
exporters cannot obtain fresh and easy credits from the banks, they will be
compelled to repatriate most of the proceeds of their foreign sales, since
otherwise they cannot carry on their business at home — the example of
Italy in 1947 and of France in the spring of 1949 provides evidence of how
effective credit restrictions may be in this respect (it would be possible to
mention. other instances, too). One consideration is, no doubt, the price paid
for the foreign currenctes. Reference has already been made to the fact that
a reduction in the margin between, on the one hand, rates quoted for notes on
the foreign markets (or on black or parallel markets at home) and the official
rates, on the other hand, is of real importance (see pages 131-122). It seems
essential that the countries should not be deceived by an illusory security in
the form of rigid rates of exchange (as fixed by the Control) but that they
should lock squarely at the situation and ask themselves what proportion of
foreign exchange is really being collected — and then they might remember
that the difference between soundness and failure of an enterprise is often
determined by a margin of ten per cent.

In the years 1932-34 Austria made a successful adjustment of its
exchange rate by a gradual process in which permission to apply so-called



“compensation rates” was granted more and more frequently until it was
possible to gauge the true level of the newly-restored equilibrium.

In a somewhat similar way, a number of countries in Europe — and
notably Italy and France — have operated along the lines of flexibility of
exchange rates, but a flexibility practised with a view to stabilisatiomn.
Their action in this respect has been more or less in conformity with the
time-honoured methods of the past. But it is by no means out of the
question that a successful result can also be achieved in other
ways such as, for instance, a sudden alteration affecting the whole exchange-
rate structure, 1.e. a modification of the par rate by a definite percent-
age, the new rate being introduced (so to say) with one stroke. In
that way, a new equilibrium may become established if the judgement of
those who decree the change is sufficiently reliable. In either case also, the
foreign exchange control may be retained, but the success of the adjustment
— as of any set of rates in force — will ultimately have to be judged by
the extent to which foreign exchange is freely made available for all current
transactions and all normal capital transactions (the control being retained as
a safeguard against excessive capital movements). Success, however, will
only come if the exchange policy is sufficiently coordinated with appropriate
policies in other fields, and especially as regards budget and credit conditions.
When a country lowers the exchange value of its currency an expanstonist
element is pro tanto introduced into its economy and the country is then
likely to be successful in improving its balance of payments if, at the same
time, 1t applies a relatively restrictive credit policy and shows moderation in
the extent to which its costs and prices are allowed to be adapted.

Considering that the history of prices, costs and all the other phenomena
of an inflation has been a very different one for the various countries in
Europe, it is not to be expected that such exchange adjustments as prove
necessary will be applicable in the same way to all of them. But, even if the
problems are not the same, there are certain minimum requirements to be
fulfilled before a country ceases to be wvulnerable as far as its supplies
of foreign exchange are concerned. One of those requirements is that it
should be free to shape its commercial policy not chiefly with an eye to
day-to-day receipts and outgoings of its foreign-exchange till but in a broader
way. For that to be feasible it must have adequate monetary reserves, other-
wise the management of its whole policy will be on too precarious a basis;
and, without sufficient backing, it will be impossible when some trouble
arises (as it always does) to maintain the confidence in the currency which
is indispensable for the regular collection of the foreign exchange that should
flow, day in, day out, into the monetary reserves.

Now that rehabilitation has gone so far that wartime shortages are being
overcome and, consequently, control can be lifted in one sector after the
other, the material conditions are beginning to be established for a freer
movement of goods and services internationally. That being so, it may once
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more be possible to put greater reliance upon the cost and price levels of the
different countries as the factor determining the rates of exchange. When
monetary reserves are sufficient to provide for temporary deficiencies without
forfeiting confidence, the exchange values of different currencies may soon be
expected to correspond, according to the valuation of the market, to the
buying power of the currencies in question.

Though foreign-exchange control may have to be maintained as a safe-
guard against abnormal movements of capital, it would be dangerous to
allow fear of such undesirable movements to prevent a return to adequate

Official alterations in exchange rates 1939-1949,

U.5. dollar middle rale Percenfage change
Countries :I:rt::::; End of 24th August| December
unijts 24th August| December March March 1939 1945
1939 1945 1948 1949 to to
March 1949

Austria. . . ., Sch. .. 5,34 (1) 10.00 10.00 10.00 — 47 <]
Belgium . . ., | Bfcs .. 29,58 43,83 43.83 43.83 — 33 o
Bulgaria . . . . | Leva .. 83.90 286,660, 286.56() | 286.56(1) — 71 []
Czechoslovakia, | Kis , . . 20,235 50.00 50.00 50.00 — 42 [
Penmark. . . . | DKr. .. 4, 795% 4.80 4.80 4.80 — o, 0
Finland . . . . | FM . .. 48.40 135,70 138.70 135.70 — 64 [}
France , , . ., Frics . . 37,755 11910 289.88%,(3)| 266.79%5) — a6 — 55
Garmany. . . . | RM/DM . 2.493 10.00 10.00 3,329 — 25 1300
Graece . . . . . Or. ... 117.60 500,00 5,000.0C(5 | 5,000.00(%) — o5 -~ 90
Hungary . . . . | P/Frt . . 520 [104,000.00 11.74(% 11.74() — 56 —
faly . ..... Lit. . . . 19.00 100.00 573.0000 | 576.000) — 97 —- 83

Metherlands . . | Fl. ... 1.86 2.65 2.653 2.653 - 30 — ot
Norway ... .| NKrn .. 4.27 4.96Y, 4.96Y, 4.96Y; - 14 o
Poland . . . . . Zh. ... 5,325 — 100,003 | 100,00 — 95 —

Portugal . - . . | Egsc. . . . 23.36 24,815 2491, 24.91% — & — 04
Roumania . . . | Lei . .. 143.59 3,635.00(9 151.5009)]  151.500%) - 5 —
Spain ... .. Pis ... 9.05 11,085 11.085 11.085( — 18 0
Sweden . .. .| sKr .. 4.15* 4.19 3.59Y,(1 3.581; + 75 + 17
Switzerland . ., | Sw.fcs . 4,435 4,30 4.30 4,30 + 3 [
Turkey . . . . . Liras. . . 1,267+ 1.305('3) 2.8126. 28126 | — 55 — 54
United Kingdom | £5ig . . . 473, d 4111%d A4/11%4d 4/11%,4d L o]
Yugoslavia. . . | Dinars. . 44,05 50.00 50.00 50.00 e 32 o
Canada ....|Can§.. 1.0047 1,1025 1.0025 1.0025 + 0.2 + 1o
New Zealand. . | gNZ, . . 3.56 3.20 3.23 4.00 — 7 — 20
Argentina (). . | Pesos . . 4325 4.0675 4.01 4.80Y; — 7o — 15
Brazil (), . . . | Cruz. . . 19.93 19.50 18.72 iB.72 + 6 + 4
Peru* ., , . ., Soles . . 5.36 6.50 8.50 8.50 — 18 [¢]
lean* . .. .. Riafls . . 17.41 3250 . 3250 3250 - 46 [«]
China . .. ., Chinese$ 3.33 20,00 |12,000.00 20,0009 — 83 ¢

Geld Yuan
* Official selling rate. (") January 1938, (2} Officlal rate plus premium of 250 per cent.

{3 Mean rate beiween basic and free official rate. Devaluation on 26th January 1948.

() Export-import rate.

(%) Without exchange cerlificales. With certificates the rate would be about Dr. 10,000 for one U.S. dollar.

(&) The forint was introduced on 1st August 1946 and was equal to 400,000 guadrillion pengd.

(7) Rate fixed monthly by decree of 28th November 1947,

(%) Without premium surcharge of ZI. 300 in practically all financial transfers abroad,

(M Including the supplementary premiums,

(' The new leu was infroduced on 15th August 1947 and was equal to 20,000 old fei.

1} In addition a sliding scale of rates, ranging from Pts 12.5% io Pts 21.90 for specified export goads and
from Ptz 13.14 to Pls 27.375 for specified import goods, has been applied since 3rd December 1948,

(') Revaluation in July 1946, (1% Official rates, excluding premiums. (") Free=-market selling rate.

(' Offictal rale. On 19th August 1948 the pold yuan was Introduced and was equal io 3,000,000 old yuan, lis
initial exchange value was 4 gold yuan for one U.S. dollar. This rate was lowered to 20 gold yuan for
one ). 5. doltar on 11th November 1948,



liberty for normal transactions and then to let whatever control is necessary
over capital movements interfere unduly with freedom in the field of current
transactions. What is clearly called for is the re-establishment, with the
least possible delay, of a normal régime in which commercial transactions
and other current operations can be effected without excessive formalities and
with the certainty that for all current operations the mnecessary foreign
currencies will be obtainable when required. To fulfil such a condition the
exchange régime must obviously aim at being “self-sustaining”, which means
that it will obtain the necessary exchange from the market itself — and a
market freed from artificial limitations as regards all current-account operations.

The trend should clearly be towards greater freedom as regards foreign
exchange transactions. It has to be remembered that the real cost of
exchange control is not to be measured simply by the expenses of the
administration, a heavier item being the loss of time and effort — not to
speak of the actual loss of trade — through the cumbersome formalities, the
delays and uncertainties which seem to be inseparably connected with such
a vast undertaking as the application of effective exchange control.
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V1. Production and Movements of Gold.

No precise information is available with regard to the output of
gold in the U.S.SR. but if, for statistical purposes a figure of 4 million
ounces is again adopted (and maybe it is not very far from the truth)
total world production of gold in 1948 would be equal to 27.8 million
ounces, as compared with 27.3 million ounces in 1947. There has thus been
a slight increase in the yearly output, but this is still one-third below the
peak figure, which was reached in 1940. A few producers — In particular,
the Union of South Africa, Canada and British West Africa — have seen
an increase in their production, while most of the others (although still with
a question-mark for the U.5.5.R.) have shown a decline.

Valued in dollars at $35

Gold production {(annual), an ounce, the world’s gold produc-

tion was equal to $g975 million in

Country 1940 | 1947 | 1948 1948 but. it shc:uld be observed
In_thousands of ounces that' an increasing part of the

South Africa . .. ... ... 14,088 | 11,198 | 11,674 | Output was being sold at prices
Canada . ... ... ..... 5311 | 3070 | aszs| above those officially fixed in the
British West Africa, . . . . . 939 560 666 | various countries. Of the newly-

Total for thres producers . | 20,288 | 14,828 [ 15,770 produced gold, about two-thirds
went into monetary reserves and
this was, in general, paid for at
official prices, 1.e. at about $35
an ounce for fine gold or its
equivalent 1n other currencies.

All other producers . , . .. . 20,712 | 12,472 | 12,030

Total preduction ., .| 41,000 ] 27,300 | 27,800

In 1948, the gold stock of the United States increased by $1,490 million
i.e. by the total output of gold and half as much again. But countries other
than the United States were able to increase their gold stocks too, including
Canada (by $115 million), Venezuela (by $108 million), Italy (by $38 million),
Switzerland (by $3r million) and Belgium (by $27 million), and there were
also additions to the reserves of Cuba and Hungary. Two international
institutions, the International Monetary Fund and the Bank for International
Settlements, increased their holdings by $80 million and $6 million re-
spectively, These various amounts together came to $400 million, so that,
with the increase In the gold stock of the United States, the total Increases
registered were about $1,900 million.

Only about one-third of this increase was derived from the part of the
annual production that was available for monetary purposes, the other two-
thirds being a draft on the reserves of other countries, which fell by an
aggregate reported total of $1,450 million. The greatest loser was South Africa,
which (in addition to its own annual output at the rate of about $400 mullion)
deew on its resetves to the extent of $579 million. For the United Kingdom
the decline was equivalent to $420 million and for the Argentine to $1go million,
while some ten other countries incurred a loss of about $260 million together.



Since in 1948 the United States was no longer the only recipient of any im-
portance, the gold movements in that year were somewhat less one-sided than in
earlier years — a small but welcome sign of some progress towards equilibrium
under the influence of anti-inflationary measures taken in the countries con-
cerned, many of which have profited by the respite afforded by Marshall aid.

Puring the year, gold went increasingly into private hoards in the
Fast and elsewhere. The industrial consumption of gold has been
rising steadily but there is often only a pretence of working it up, since
semi-manufactured or finished articles (e. g. simple statuettes} represent enly
another method of furnishing the metal in a form suitable for private hoards;
as a result, the line of demarcation between industrial uses and downright
hoarding is becoming more and more blurred. In all, it would seem as if
in 1948 the amount of gold taken by the industry or going into hoards had
been of the order of magnitude of 10 million ounces, i.e. around $350 mil-
lion’s worth.

Higher prices — often the equivalent of more than $40-50 an ounce
— have been paid for gold by open or concealed hoarders. At the same
time, the world’s gold producers, harassed by the inflationary pressure of
high costs of production (which affect marginal mines), the scarcity of labour
and the difficulty of finding funds for new investments, have looked longingly
at such higher prices. In 1948, the gold-mining industries in nearly all gold-
producing countries did, in fact, appeal to their governments either for tax
reductions or subsidies or for permission to sell gold on the free market above
the official price. The International Monetary Fund in Washington has again
and again had to investigate and take decisions with regard to the payment
of subsidies in member countries and the prices at which gold might be sold
in domestic markets, There is no indication of any early abatement of the
discussions and controversies regarding these matters.

Output of Gold.

Reference has already been made to the fact — more fully revealed in
the following table — that in 1948 the development of gold production was
not uniform throughout the world.

In South Africa, the decline in the output of gold which had begun
in 1942 was interrupted for the first time in 1948, when output rose by
376,000 ounces, or 3.4 per cent. This greater yield did not, however,
represent any real expansion in production but rather a recovery from the
Iow level of 1947, when demands for higher wages in view of the rise In
prices had led to bitter conflicts, together with strikes in February and March
of that year. These strikes accounted for the loss in output of about
500,000 ounces and also for an increase in costs of production. Consequently,
the increase in output in 1948 was more or less accidental and the same
may be said of the stabilisation of costs in that year — with the result that
these data offer no firm basis for conclusions as to future trends.
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World gold production.

1929 1940 1945 1946 1947 1948
Gold-producing countries
Weight, in thousands of fine ounces

Union of South Africa . 10,412 14,038 12,214 11,918 11,198 11,674
Canada . . .. .. ... 1,928 5,311 2,697 2,833 J0T0 3,528
United States() . . .. 2,208 5,920 297 1,625 2,321 2,099
Australia ., . ..., .. 426 1,644 657 824 937 889
British West Africa. . . 208 939 548 590 560 668
Rhodesia . . .. . . .. 562 833 568 552 523 515
Mexlco . . ... . ... 652 883 439 421 465 450
Colombia . . . . .. .. 137 632 507 437 383 338
Belgian Congo . . . . . 173 855 347 331 208 216
Nicaraguaf®} . . . . . . 12 185 200 182 212 223
Chife . . . ... .. .. 25 343 179 231 169 t64
India . . . .. ... .. 364 289 168 132 173 185
Peru . ... ..« .. 121 201 173 158 116 160+
Brazil . . . . ... ... 107 264 195 140 134 133
MNew Zealand . . . . . . 120 186 128 119 110 100+
Other countries(®) . . . 1,744 8,727 6,423 6,507 6,621 5,461
Estimated

World production. . 19,200 41,000 26,500 27,000 27,300 27,800

Value in milllons of dollars (%)

Value of estimated

World production. . a72 1,435 930 o945 SE5 975

*  Provisional. ("} Including Philippine Jslands production received in the United States through 1945,

%) Gold exports representing about 30 par cent. of gold production,
{3) Estimated. The total for “ather countries” includes for the years since 1940 a conjectural figure of 4 million
ounces for the L.S.S.R ) At the rate of %35 per ounce of fine gold.
In South Africa, as elsewhere, development of the mining industry
dependent upon four principal interrelated factors: prices (of gold and other

commodities), wages, taxation and the payment of dividends.

The official price of gold remained unchanged in the face of rising
costs and prices.

Obviously working costs cannot be stabilised in the absence of a
comparatively stable level of prices, since changes in money wages are largely
bound up with the movement of retail

Union of South Africa: prices. Only such branches of production

Prices and cost of gold as were in a position to counteract the

production, increase in retail prices by an increase in

S money wages could enrol and maintain

Working Commadity prices a sufficient volume of labour, and in

Yerr | perox o |V ™°| Rewit | that connection the possibilities of the

Indexes: 1933 = 100 gold-mining industry, subjected to an

1938 100 100 100 inflexible gold price, were clearly limi-

1945 1385 153 | 132 ted. The number of natives employed on

1946 144 156 134 the Witwatersrand fell from 280,000 in
1047 151 164 140 .

1948 148 175 148 December 1946 to 276,000 in December

- - 1947 and then agaimn to 257,000 in
Y Witwatersrand and extensions.
) Including imported goods. December 1948.
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Witwatersrand Gold Mines:

Working revenue of the companies.

Yearly, in millions of £ SA.
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Indexes of share prices in

South Africa,

Producing Industrial

Year gold mines antarprises
Base: 1938 = 100

1938 100 100
1932 96 83
1940 o4 93
1941 59 110
1942 92 128
1943 111 158
1944 121 170
1945 131 179
1946 137 219
1947 123 247
1948 123 252

Dividends, which reflect
the profit-making ability of
gold mmung and are, there-
fore, of real importance for the
attraction of capital, declined
continuously from 6s. 10d.
(per ton milled) in 1939 to
4s. 5d. in 1947, the real value
diminishing even more be-
cause of the increase in prices.
This reduction had its effect

- on the quotations of gold-
~ mining shares as contrasted

with those of other shares.

The quotations of shares
in industrial enterprises as a
whole have risen faster than
prices, while the shares of
gold mines lag behind the
rise in prices,

Of the factors affecting
costs of production, the only
one which it was within the
power of the South African
QGovernment to imitigate was
taxation. To relieve the posi-
tion of the mining industry,
the tax formula was reduced
and the amortisation allowance
was raised from 221 to 27%
per cent. in the autumn of
1948. The gains of the gold-
mining industry resulting from
this reduction were estimated
at £goo,000 for a full fiscal
vear. Already, as a result of
earlier tax reductions, govern-
ment revenue derived from
the gold mines (comprising
tax, lease and other payments)
had declined from 8s. 3d. per
ton of ore milled in 1942-43
to 25 4d. in 1947-48.

Helpful as this lowering
of taxation was in protecting



gold output from a sharp decline, it could not by itself solve the problem of
further development of the mining industry as dependent on the purchasing
power of gold in South Africa and on international markets. As to measures
with this end in view, see page 156.

Canada, faced in 1947 with a heavy deficit in its balance of payments
with the United States and unable to obtain sufficient dollars as payment for
its surplus exports in other directions, began to pay more attention to the
profitability of its gold-mining industry (affected, inter alia, by the apprecia-
tion of the Canadian dollar in July 1946) and, in the autumn of 1947, set
on foot a subsidy scheme, which, after some modifications, was approved by
the International Monetary Fund. It was probably the subsidy payments that
helped to maintain the upward trend of gold production, which increased by
15 per cent. from 1947 to 1948 {even with this improvement, however, it
only came to 66 per cent. of the gold output in 1940). Though the gold-
mining industry is still hampered by a shortage of manpower, some easing of
the position has already taken place in this respect and 1t is expected that more
labour will become available in the event of a decline in the activity of the
manufacturing industries. :

After a temporary recovery in 1946 and 1947 in the gold-mining
industry in the United States, there was a decline by 10 per cent. in the
output in 1948, probably reflecting the relatively small profits to be made in
gold mining as compared with the possibilities in other lines of production.
But surprisingly little was heard about the difficulties encountered by the
gold-mining industry; in view of the general prosperity, the decline in the
output of gold could obviously not be presented as a serious drawback (the
United States being in a different position from countries largely dependent on
the export of gold and much of its gold output being extracted rather as a
by-product). '

L]

In Awustralia, the gold-mining industry, feeling the strain of rising
costs and prices, urged the Federal government to support mining activity by
way of subsidies or to allow sales on Indian markets, where the demand for
gold was quite strong at relatively high prices. The government did not
agree to any form of general assistance but, after a thorough mvestigation by
Treasury officials, it gave financial assistance in the autumn of 1948 to three
mines (the claims of some others remaining under consideration); the com-
panies in question were to be allowed to pay a dividend of 4 per cent. on
their issued capital,

In British West Africa, output increased by mnearly 20 per cent.,
which would seem to be the highest proportionate increase anywhere. In
addition to the usual difficulties of rising costs, etc., the industry had had to



contend with an export duty, which had been reduced in 1946 from z0s. 11d.
to 17s. sl%d. per ounce but was still felt as a hindrance to production,
especially for the marginal mines. In 1948, this duty was replaced by a new
form of taxation based on the ratic of profit to recovery and involving a
reduction in the tax burden by about 10 per cent.

In Southern Rhodesia, dependent on gold as a source of foreign
‘exchange and especially of dollars, a maximum subsidy of 40s. per ounce
was granted to certain low-grade mines as eatly as in 1946. Then in May
1948 the government announced its intention of paying a subsidy of 27s. éd.
per ounce for all gold produced in the Colony, the cost to be met by a
special surcharge of 10 per cent. on all income-tax assessments. And, in
connection with this subsidy scheme, the Minister of Finance announced that
Southern Rhodesia could no longer accept, without question, the monetary
policy of the United Kingdom.

It was at once clear that, through this scheme of uniform subsidy
payments, the price of gold was increased in a way which the International
Monetary Fund had refused to approve in the case of the original Canadian
subsidy scheme (dating from the autumn of 1947). Since Southern Rhodesia
was not itself a member of the International Monetary Fund but is closely
linked with the United Kingdom, the question arose to what extent the
mother country had any responsibility in the matter and what steps could
be taken by the International Monetary Fund. It proved possible in the
second half of 1948 to reach an agreement between the Fund, the British
Government and the Government of Southern Rhodesia regarding a modifica-
tion of the subsidy scheme which had been put forward. The new scheme
of May 1949, which is more complicated, is based on the tonnage milled and
the recovery grade for primary treatment, payments being made on a sliding
scale ranging from 1s. to §s. per ton of ore with a recovery grade not
exceeding 4 dwts; thereafter, the subsidy will be reduced by 1d. per ton
for each additional tenth of 1 dwt., until it fnally fades out at a recovery
grade of 10 dwts. Mines producing mote than 3,000 ounces a month do
not qualify for the new subsidy, which will be payable for the first time on
the output of June 1949 and which is estimated to cost the taxpayers abou
£500,000 per annum. :

In the Belgian Congo the decline in the output of gold which had
begun during the war was reversed in 1948 for ‘the first time, but the
financial position of the mines was difficult. To help them, a scheme
indicated on page 156 below was set on -foot.

Elsewhere, too, the gold-mining industry was growing restive in face of
rising costs and difficulties in recruitment of sufficient manpower. The
question of subsidies often arose. The International Monetary Fund has



asked members to consult with it prior to introducing any new measure to

subsidise their gold production. In its annual report
1648 it explained that it

“took the position that a subsidy in the form of
ounce for all or part of the gold produced would

submitted in September

a2 uniform payment per
constitute an increase in

price which would not be permissible if the total price paid by the member
for gold were thereby raised to any amount in excess of parity plus the

prescribed margin of one quarter of one per cent.

The Fund emphasised

that other types of subsidy may constitute an increase in the price of gold
and that each proposal for subsidy must be examined on its merits with
regard to its specific provisions and in the light of surrounding circumstances.
The Fund stated that any subsidy on gold production, regardless of its form,
is inconsistent with Article IV, Section 4 (a) of the Fund Agreement if it
undermines or threatens to undermine exchange stability.”

Movements of Gold.

The main recipient of gold in 1948 was again the United States,
although not on the same scale as in the previous year. The following table
analyses the changes in the country’s gold stock according to the channels

United States monetary gold stock:

Analysis of changes.

ltems 1945 1946 1947 1948

in millions of dollars

Met Imports (+). . . .
of exports (—) . . . .

Earmarked gold
increase (=) . . .

— 106 + 312 | + 1,866 | + 1,680

or dacrease (+) . . . -— 357 + 465 | + 210 | — 159
Total . . . — 463 + 777 | + 2076 | + 1,524

U.5. gold production . + 32 + 51 + 76 | + 74
Other factors , , . . . — 123 — 364 | + 73| — 105

Increases (+)or . .
decreases (—) in . . — &84 + 464 | 1 2,225% + 1,490
monetary gold stock

Gald stock at the
ond of the year . 20,065 20,529 22,754 24,244

* This change al'lows for the transfer of $687.5 million in gold as subgcription
$¢ the International Monetary Fund; if it had not been for this transfer the
increase In the gold stock would hava been evan more considerable in 1947,

The main characteristic of the gald movements
they have not served for the settlement of seasonal

through  which gold
flowed in or out.

The amount of
ecarmarked gold which
other countries hold
in the United States
was somewhat increased
again in 1948, evidently
with a view to strength-
ening their liquid po-
sition on the New York
matket. The amount
of gold held under ear-
mark rose to $3,778 mil-
lion at the end of
1948 but at this Hgure
it was still below
the record total —
$4.312 million at the
end of February 1946.

since the war is that
deficits in the balance

of payments but have been used to secure a transfer of capital required in
the country losing the gold because a defcit in its balance of payments may
have been caused by a deficit in the current budget or too large a volume of

nvestments or heavy repayments of foreign liabilities.

Since the United States



United States: Gold held under earmark
by Federal Reserve Banks for foreign account.*
Monthly, in millions of dollars.
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* Including gold held for the account of intermational instifutions, The change in February 1947 reflects primarily
gold subscription to the International Monetary fund.

was, In these post-war years, the only country with sufficient resources to
sustain. a substantial export of capital, the gold would have a tendency to
flow to the Uruted States. And, at a time when the United States was furnish-
ing aid (by government loans and grants and private investments) to other
countries, it necessarily had a surplus in its balance of payments. This surplus
was so large that even the large-scale influx of gold to the United States
covered only a minor part of the active balance — less than one-tenth in
1946 and about one-quarter in 1947 and 1948.

In 1947, the U.S. surplus on the current account of the balance of
payments was — at $11.3 milliard — greater than the value of all the gold
held in reported monetary reserves outside the United States. Obviously,

the value and volume

United States: of the excess flow of

Current surplus covered by receipt of gold. goods and services from
the United States was

Hems 1946 1947 1948 such that a settlement

in milliards_of dollars was bevond the capacity

U.5. exports of goods and sarvices 15.0 19.7 16.89 and OUtSIde the sphere

U.S. imports of goods and sorvices 7.2 T B4 10.5 of monetary reserves and

Balancs . . . | + 7.8 |+ 113 | + 63 could only be effected by

Sale of gold to the United States 07 28 1.5 appropriate transactions

Parcentage relation on other accounts. In-
between the sale of gold and the . M—

active balance on current aceount 34 259 24 % deed’ the runnng down

of monetary reserves
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would only create difficult problems for the future, since a country can
hardly be said to have regained its economic balance unless it has at its
disposal adequate reserves of gold and foreign cxchange. In its “Economic
Survey for 1948”, the British Government explained that

“from the start of the E.RP. the Government has been working on the
principle that the reserves should be maintained throughout the E.R.P. period
at their level at the beginning of the period (3rd April 1948) and thus that
dollar outgoings should be limited to dollar income plus external aid.”

In a speech of sth July 1948 the Chancellor of the Exchequer said that
on 31st March 1948 the reserves of the United Kingdom in gold, U.S. and
Canadian dollars stood at £552 million, Throughout the E.R.P. period there
would, he added, be some lag in reimbursement but it was hoped that, even
so, 1t would be possible to keep the reserves at round about the £500 mil-
lion mark.

In a sense the monetary reserves of the United Kingdom constitute
the central reserve for the whole sterling area and, as pointed out in the
footnote to the table on page 13, the settlement of the gold and dollar
deficit of the United Kingdom takes account of the pet position of the whole
sterling area through the operation of the changes in external capital assets
of the United Kingdom.

As shown In the same
table, the United Kingdom

Gold reserves of Central Banks.*

End of month, in millions of dollars. used €152 million of its gold
3000 3000 | and dollar holdings in 1947
26800 —— 2800 and £55 million in 1948 to
2600} f"- oo | cover a part (about one-
i f \ seventh in each case}) of
wo ‘ "‘\\] Nl s %% | its gold and dollar deficit.
2200 \U"M fngdom | 2200 £55 million is equal to about
2000 v A w0 | $220 million, while the
500 ‘\__‘ \/ w0 | table on page 150 shows a
_ ] decline by $420 million in
1600 \ ©00 | the gold holdings of the
1400 TN it | United Kingdom. The differ-
1200 ,/ swizeand |0 | ence is probably to be ex-
000 /] ! aco | Plained by an increase in
. 4 [ . .
P 1 the dollar holdings (which
800 \'-*{... = ""”m%;h Belgiom 800 seems confirmed by the fact
SRR QX0 | that the total liabilities of
400 ] = =1 3 | ra"'l?e 400 U.S. banks in relation to the
200 bmapiors |3 Sweden b o Nlerents |00 United Kingdom rose from
y a1 7 I T S $326 million at the end
o T30 TOH0 1941 1942 1043 194 1945 1945 1967 194D 1999 1950 of 1947 to $540 million by

United Kingd fticial hald) t gold and the end of 1948). In the
* For the United Kingdom gross official holdings of geld an . .
U.S. dollars as reported by the British Government. “Economic Survey for 1949



Gold reserves of Central Banks and Governments
(including International Institutions)

End of Loss (-} or gain{+)
during
Raparting Countrlas 1938 | 1944 | 1945 | 1946 | 1947 | 1948 | 1940 | 1332-
in millions of U.5. dollarg

United States ('} . . . . . 14,512 20,619 | 20,0685 {20,520 |22,754 |24,244 [+1,490 [+9,732()
Venezusla . .. ... .. 54 130 202 215 215 323 1+ 108 1+ 269
ftaly . .......... 1893 24 24 28 28(7) 66+ 38 |— 1273
Switzerland (® . . . . ., 701 1,159 1,342 f.430 1,356 1397 [+ 91 |+ 686
Belgium ) . . ... ... 728 Taz2 716 735 597 624 |+ 27 (— 104
Cuba . . ... ... -, . 111 191 226 279 289 |+ 10 |+ 289
Hungary . ... .. ... a7 23 24 24 34 38s |+ 1 |- 2
Canada(® . ....... 192 13 T ki 7 8 |+ 15— 1843
Austria . .. ... ..., 88 o 4] O 5 5 0 |- B3
Egypt . ... ...... 55 52 B2 53 53 53 0 |- 2
Spain . .. ... 0., 525(%) 105 110 11 " it 0 — 44
New Zealand . . . . . ., 23 23 23 23 23 23 8] 0
Pery . ... ....... 20 a3z 28 24 20 20 v} o
Denmark . . .. .. ... 53 © a4 39 ag 32 32 o |- 21
France{T . . . ... ... 2,430 1,777 1,080 766 548 548 O [—1.882(%
T 26 128 127 149 142 140 |— 2 |+ 114
Chile . . . ... ..... fcln] 79 82 B85 45 43 |— 2 |+ 13
Turkey . . .. ...... 29 221 241 237 170 162 |— 8 [+ 133
UrMguay . ... ..., 73 157 195 200 1715 164 |— 11 |+ 9t
India . ... ... .... 274 274 274 274 274 285 |— 18 |— 18
Colombla . . . . ... ., 24 92 127 146 B3 6&m— 18 |+ 41
Norway . . . .. ..... B4 54 80 o1 15 53 |— 22 - at
Swedon . . . .. ... 321 4563 482 3a1 105 ‘8t |— 24 |— 240
Brazll .. ........ az 3z2g 354 354 354 317 |- 37 |+ 285
Mexico . . .. ... .. . 29 222 294 180 100 4¢@— &6 |+ 185
Netherlands . . . . .. . 998 500 270 265 232 167 |— &5 |— &3
Argentina . . . ...... 431 992 1,197 1,072 322 131 |~ 191 |— 300
United Kingdom{'® , , | 2,690(M| 1,855 1,995 24156 2,030 1,610 |— 420 |—1,080
South Africa . . . .., . 220 814 14 939 762 183 |[— &79 |~ 37
International Monetary

Fund . .., ... ... — —_ — 15 1,356 1,436 [+ B0 |+1,436
Bank for International

Settlements. . . . ., . 14 37 39 32 30 B |+ ‘6 |+ 22
Reserves : (10

Reported . . . . ., ... 25,700 | 32,000 |32,100 |32,500 |33,500 |234000 |+ 500 |4+8,300

Unreported . , . . . . . * 4,300 4,900 4,900 4,500 4800 |+ 100 hd

Total . . ........ ¥ 36,300 | 37,000 | 37400 |3B,000 (38600 |+ 600 | *

" Not tncluding goid held in the Exchanpe Siabilization Fund: $80 million end of 1838, $12 million end of
944, $18 million end of 1945, $177 million end of 1346, $114 mimon end of 1947 and $154 mitlion end of 1948

@ Not Inc!udin? $30 million gold kept in the U.S.A. for the purpose of the subscriplion to LM.F,

&) Including d owned by the Swiss Government.

) Not including goid held by the Treasury: $44 ﬂ'll"lOI"l end of 1938 and $17 million end of 1944 and 1945.

& In May 1940, gold belonging to the Bank of C was transferred to the Foreign Exchange Control
Board. Since then gold reported is gold held by the Ministry of Finance, Geold held by the Foreign Exchange
Control Beard amounted to $354 million end of 1945, to §535 miltion end of 1948, to 3287 milllon end of
1647, and to %400 million end of 1943 ) End of Apvil 1936,

) Not including gold held hy the Exchange Stabilisation Fund and the Caisse Centrale de la France d'Outre-
Mar: $331 million end of 1938, $214 million end of 1944, 3457 millien end of 1945, §77 million end of 1844,
8 million end of 1947 and $3 million end of 1848.

(%) End of June 1 {*) End of August 1948, (% Partly estimated,

{1} Not including gold held by Exchange Egualisation Account: $759 million end of September 1938.

(2} Parily estimated, and including other countries.
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the gold and dollar holdings of the United Kingdom at the end of 1948 were
given as £457 million (equal to $1,840 million, as compared with gold holdings
on the same date amounting to $1,610 million),

In the first half of 1948 the United Kingdom received a gold loan of
£80 million from the Union of South Africa which, with gold reserves
exceeding £5A 187 million at the end of 1947 and its current gold produc-
tion running at the rate of about £5A 100 million, still appeared to be in an
excellent position; but heavy investment expenditure within the country was
stimulating imports, while the exports of gold from current production, sold
at the fixed price, covered a steadily falling percentage of imports at rising
prices. Excluding all gold shipments, the current deficit in 1948 in the
balance of payments was estimated at about Z£8A 260 million, of which
£5A 81 million was in relation to the sterling area and £SA 179 million
vis--vis other countries (chiefly the dollar area). It is estimated that the net
capital inflow still amounted to £SA 75 million, while the current output
of gold available for monetary purposes yielded, as mentioned above,
£#5A 99 million, after which there still remained a deficit of £SA 86 million.
South Africa made good this deficit by drawing on its gold reserves to the
extent of £3A 62 million and on its exchange reserves to the extent of
£5A 24 million, while buymg about $8 million (say, £5A 2z million) from the
International Monetary Fund. In all, the combined gold and foreign exchange
reserves of the South African Reserve Bank, the commercial banks and the
Union High Commissioner in London declined by #£5A 164 million during

19438,

To cope with the internal situation, the minimum reserve of gold which
had to be kept against notes and other sight liabilities of the South African
Reserve Bank was reduced from 30 to 25 per cent. in the autumn of 1948
and, for the purpose of calculating the percentage, the bank was permitted
to deduct from its liabilities to the public an amount equal to its foreign
assets. Furthermore, in March 1949 it was reported that the South African
Government had requested the British Government to repay, in sterling, a
part of the £80 million gold loan and that the Umted Kingdom had trans-
ferred sterling funds to the wvalue of roughly £5 million to the Union
Government as redemption payment. Repayment in sterling continued in
April, when it was announced that further repayments would be dependent
upon the state of the Union’s trade balance with the sterling area. As
mentioned on page 11, trade and exchange control had already been intro-
duced in South Africa in November 1948.

How South Africa has been affected since 1940 by the fall in the out-
put of gold, and the fact that it has to be sold at a constant price although
the general level of commodity prices has doubled, may be illustrated by the
following comparison; in 1940 the value of the gold exported from South
Africa (in all, 107 million ounces) represented about two-thirds of the
country’s exports and financed 85 per cent. of all imports but in 1948 the
export of gold derived from current production represented only 33 per cent.



of all exports and covered 28 per cent. of total imports. That is the
obvious reason why the South African Government has sought to obtain
higher prices for at least a part of the newly-produced gold.

Other gold-producing countries are exposed to similar difficulties
tesulting from the decline in the purchasing power of gold. Thus, in the
Belgian Congo the percentage of gold exports fell from 24 per cent. of
total exports in 1940 to 4 per cent. in 1948 and in the Gold Coast Colony
from 53 per cent. in 1940 to 20 per cent. In 1947.

Among natural resources, petrol has clearly proved a more valuable asset
than gold in recent years — witness the fact that, after the United States
and Canada, Venezuela is the country which in 1948 added most to its
gold reserves (viz. the equivalent of $108 mullion).

Cuba, with its sales of sugar to the U.S. market, had also a current
surplus in its balance of payments and thus registered an increase of $10
million in its gold holdings. In fact, most of the republics in the Caribbean
area have export surpluses in relation to the United States and also receive
many American visitors, while trade with Europe has been sagging and is no
longer of primary importance. These countries have generally been able to
maintain their reserve position, an exception being Mexico. The gold
reserves of that country, after reaching $294 million by the end of 1945, had
been reduced to $100 million by the end of 1947 and the latest available
figure is for August 1948, when they were down to $44 million. At that size
they could no longer serve as a decistve factor in the management of the
exchange, and in the course of 1948 and at the beginning of 1949 several
adjustments were made in the rate of the Mexican peso (see page 128).

At the end of the war, all the L.atin American republics together
held about $4,000 million in gold and foreign exchange (at the time mostly
dollars) but of this about $1,400 million had been used up by the end of
1948. Mexico's share in the amount thus used represented about $250 million
but a much greater loss was suffered by the Argentine, whose reserve of
gold alone went down from $1,197 million at the end of 1045 to $131 million
at the end of 1948 — a reduction by 9o per cent. Chile has lost 50 per
cent. — a drop from $82 million at the end of 1945 to $43 million at the
end of 1948 — while Brazil and Uruguay have only lost between 5 and
10 per cent,

But for the Latin American couniries in general the size and the com-
position of their exchange holdings are particularly important, Thus, at the
end of June 1948, their total gold holdings came to about $1,600 million,
while the exchange holdings were returned at the equivalent of $1,350 mullion.
Besides amounts of U.S. dollars which were still substantial, the latter total
included European currencies (not only sterling but others as well) and, while



these currencies could not as a rule be converted into dollars, they served to
maintain trade with the continent of Europe, this being especially so for the
countries south of the Caribbean region. For Brazil the proportion of trade
handled with the United States is still fairly high (sales of coffee); but,
before the war, often less than 10 per cent of the export trade of the Argentin-
and Uruguay, consisting mostly of foodstuffs, was with the United States.
For Europe and for these countries themselves it is of importance that Europe
can once more furnish the goods they need; and the table on page 92 showed
that in the second half of 1948 the O.E.E.C. countries were able to reduce by
one-half their combined import surplus in relation to South America, as com-
pared with the three previous half-yearly periods.

Qutside the countries already mentioned, neither the losses nor the
gains of gold were absolutely or relatively of any great importance in 1948.
For one thing, the availability of Marshall aid made it less imperative to
draw on reserves, and that not only because the aid paid for imports but also
because it permitted the re-establishment of a better balance internally,
gradually ensuring a cessation of inflationary tendencies. Two among the
E.R.P. countries were even able to augment their gold reserves during the
year — ltaly, to the extent of $38 million, and Belgium, to the extent of
$27 million. The movements in the balance of payments which led to this
addition are set out for Italy on page 81 and for Belgium on page 83.
Particular account should also be taken of the fact that in the two countries
the governments have been chary in providing funds for reconstruction and
that private investment has been kept back by a somewhat restrictive credit
policy, including the applicatton of higher interest rates. Without such a
policy the monetary reserves would not have been replenished — and it may,
indeed, be said that countries have, to some extent, had a choice between
launching substantial programmes of internal investment and concentrating
on a restoration of their monetary position. Those countries which have
chosen the second alternative, however, will very likely, in years to come,
experience the need of foreign capital to supplement domestic savings as they
go ahead with reconstruction and modernise their economic equipment.

For Europe as a whole the monetary reserve position is, as vet, in
no way assured. At the end of 1938 Europe (without the U.S.S.R.} had gold
reserves amounting to about $10,400 million. Ten years later, by the end of
1948, the corresponding reserves were about half as high — not exceeding
$5,300 million. The United Kingdom has a little more than halved its holdings
(from $3,450 million at the end of September 1938 to $1,610 million at the
end of 1048) while Switzerland has practically doubled its holdings (from
$700 million at the end of 1938 to $1,300 million at the end of 1948). These
two countries, together with Belgium, now hold $3,620 million or 70 per cent.
of Europe’s gold. The gold reserves of the Bank of France amount to
$548 million. For some of the other countries also, the amount of gold held
must be said to be offset by the existence of liabilities in clearing accounts
and under similar arrangements.



The insistence of the British Government on the need of adequate gold
reserves at the end of the Marshall aid period might be echoed by other
countries and this circumstance may well become a consideration of growing
importance in the framing of immediate financial and economic policy.

Gold outside monetary reserves.

When gold coins formed part of a country’s circulation and were
actually utilised as means of payment there could, of course, be no question
but that such gold had to be counted as part of the monetary stock (originally
it was the monetary stock). Now, an actual circulation of gold coins freely
exchangeable at par with the paper currency is nowhere to be found but
there are still places where gold coins of various kinds and denominations
(often of foreign provenance) are not only widely held by the public but
actually used to pay for goods and services as well as for the acquisition of
capital assets. In such cases, the gold obviously performs monetary functions
as a means of payment and a store of value. Hoarded gold is probably
looked upon essentially as a store of value, but only because it is known or
believed that there will always be somebody else willing to exchange assets
against it — and there is even the additional consideration that it might prove
especially useful as a means of payment in an emergency. It is probably a
matter of fine distinctions whether such gold could be regarded as part of the
monetary stock. In statistical analyses it is normally left out, since 1t 1s
becoming increasingly the practice to exclude all gold outside the centralised
monetary reserves, it being clearly impossible to specify any marks which can
be used for distinguishing different kinds of gold held by the public. Refine-
ments in those fields do not serve much purpose, since it is hard enough to
obtain even approximate information about the total amounts involved.

Among the countries in western Europe, the propensity to hoard gold
has probably been strongest in France; the French people, remembering the
old gold {franc introduced by Napoleon in 1803 (the so-called “franc
germinal”’), which maintained its value intact up to 1914 and thus with-
stood the strain of two lost wars — 1814 and 1871 — as well as a number
of other vicissitudes, cannot help thinking that, compared with the paper
franc which since 1914 has lost 99 per cent. of its purchasing power, gold,
irrespective of any short-term fluctuations in the price paid for it, is in the
long run a trustworthy basis for savings.

It is not possible to estimate exactly the amount of gold held pri-
vately within France but a recent calculation * has put the amount of

* The calculation appeared in an article entitled "“L’or de la France”, in “'Perspectives” of
rgth February 1949, It was estimated that:

(1} in 1931, when after the prosperous years from 31026 {0 1930 hoarding was resumed in France,
the amount of gold held by the public was 250 tons, at most;

(ii} at the beginning of 1938 the amount in question had risen to 600 tons, with an addition
of perhaps 150 tons in 1938 and probably more in 1939;



such gold held at the beginning of 1949 at approximately 2,000 tons (as
compared with 1,750 tons held mainly in the form of gold coins by the
French public immediately before the first world war, i.e. at a time when,
as a means of payment, gold in the form of coins was as important as
notes).

2,000 tons of fine gold has a value of about $2,200 million (at $35 per
ounce}, to which a certain amount should be added in respect of gold held by
Frenchmen in foreign countries. An estimate referring to the time of the
Liberation put such gold at a figure of 2 milliard 1914-francs, which would
be equal to about 600 tons. It is not easy to tell whether since 1945
the amount of gold thus held has risen substantially or not, since part of it
may have been brought home to France. It would seem, however, as if
the privately-held gold, all told, would amount to around $2,500-3,000 million.

In France the trade in gold is predominantly in “napeleons’, the price
of which has regularly been above that paid for other gold coins of the
Latin Union and as much as 25 and even 30 per cent. above the price for
bullion. Great variations in the quotation have taken place (see the table
on page 120), Farly in 1946 the “napoleon’ sold at more than Fr.fcs 6,000
but by the first half of 1947 the price had declined to Fr.cs 2,500 (this
being at a time when the Swiss authorities sold gold coins on the market of
their country), In the course of 1948 the price again went beyond Fr.fcs 6,000,
only to fall back to about Fr.fcs 4,300-4,500 in connection with the successful
issue of the Reconstruction Loan in February-March 1949 and the mani-
' fest improvement in
France: Movements of price of gold coin France's economic and

and free dollar rate in Paris. financial position, the

Dally rates in French francs. . .
wen | price dropping even
to Fr.fcs 4,000 by the
end of April 1949.

In February 1948,
a free gold market
was opened first in
Paris and afterwards

| FA ...... . ] in a number of impot-
M seirie TR tant provincial towns.
The transactions partly

represent change in
ownership of gold
already in France and
partly the sale of gold

A
1949

(iii) at the beginning of the second world war, the amount of gold held privately by the French
public was thus about 1,000 tons:

(iv) through further influx during the war, the amount was increased to about 1,250 tons at the time
of the Liberation; and

v} tl}rough additions in the years 1945-48, the stock was brought up to 2,000 tons at the beginning
of 1949.
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which has been brought in (through smuggling or otherwise) from foreign
countries. Since the beginning of 1949 some gold has also come from the
French mines in Africa, the reason being that permission had been given
to sell so per cent. of the production on the free Paris gold market and the
remaining 5¢ per cent. on foreign markets, with the obligation to repatriate
the foreign exchange proceeds resulting from sales abroad; and in April 1949 it
was announced that the whole gold output could be sold on the French
markets. :

In Belgium no free gold market has been established but an authori-
sation has been given for 40 per cent. of the gold produced in the Belgian
Congo to be sold for industrial purposes at prices higher than the official
price.

Since for the purposes of the International Monetary Fund the French
and Belgian overseas territories form part of their respective mother countties,
the sales of colonial gold on the free market or, in the case of Belgium,
above parity have been regarded as “internal movements of gold” and thus
not contrary to the principle announced by the Fund in its statement of
24th June 1947, in which the Fund made it known that it “‘strongly deprecates
international transactions in gold at premium prices and recommends that all of
its members take effective action to prevent such transactions in gold with
other countries or with the nationals of other countries’.

For the International Monetary Fund a more difficult problem arose
when in February 1949 the government of the Union of South Africa,
after rejecting devaluation as a way out of the country’s financial difficulties,
announced that it had contracted to sell gold for non-monetary purposes to a
leading firm of London bullion brokers at the rate of 12,500 ounces of gold
weekly for eight weeks and at a price of $38.20 per ounce, payment to be
made in dollars. After discussions between the South African Government
and the International Monetary Fund, an agreement was reached in May 1949
in accordance with which the Union might sell fully fabricated gold as well
as semi-fabricated gold at a premium to manufacturers. As long as the Union
took care that the gold was fully fabricated before export, the Fund would
raise no objection to the Union's patticipation in this trade. As regards sale
of semi-processed gold, the Union would be entitled to export such gold pro-
vided that the transaction took place exclusively with the manufacturer and
that certain other conditions were fulfilled (presentation of import licences
from the manufacturer’s country, etc.).

The arrangement between the International Monetary Fund and the
South African Government thus admits the applicability of special prices to
gold genuinely used for industrial purposes. In the United States, where
the authorities have refused to restore a free market for gold, there have been
dealings, however, in unrefined gold which was not covered by the regulation
that “gold in its natural state (i.e. gold recovered from natural sources which



has not been melted, smelted, or refined or otherwise treated by heating or
by a chemical or electrical process) may be acquired, transported within the
United States, imported, ot held in custody for domestic account without the
necessity of holding a licence therefor”.

The selling price of such gold in the United States has been reported
to be about $39 per ounce of non-refined gold of an assay of 85 per cent.,
which corresponds to about $46 per fine ounce.

Even higher prices have been quoted in some other parts of the world.
A distinction has to be made, however, between sales against actual dollars
and sales against various national currencies; in the latter case, conversion at
official rates of amounts paid for gold sometimes gives prices of $90 per fine
ounce and even more, but then the gold price partly reflects a free (or
black) market valuation of the national currency in question.

In the Fast, where fear of inflation has gone hand in hand with political
uncertainty, very high prices have been paid for gold, especially since supplies
have been curtailed: In April 1949 the famous free gold market in Hong
Kong, which had been one of the most active premium-gold markets in
the world, acting as a transhipment point for China, was suppressed by a
decision of the colony (it being presumed that the decision was taken after
contact with London and in consequence of the principles proclaimed by the
International Monetary Fund).

Switzerland, also, has seen fit to take steps to prevent the use of its
transport and other facilities for international movements of gold. It had
become more and more common for use to be made of free-port depots and
transit certificates, a practice which, under the regulations then in force,
required no authorisation from the Swiss National Bank. To obtain sufficient
control the Swiss Government decided in December 1948 to extend the appli-
cation of certain earlier regulations (of 7th December 1942) in such a way
that not only imports and exports but also gold in transit would be subject
to authorisation by the Swiss National Bank.

While in Europe the free transactions in gold are, in principle, being
limited to “internal movements”, new transit arkets in gold are growing
up elsewhere, e.g. in Beirut and Macao. The governments of Syria and
Lebanon decided to authorise the free transport of gold through their terri-
tories without imposing any stipulations regarding declaration of destination
and the means of transport employed. And Egypt continued to be an im-
portant gold market. In the December number of the Economic Bulletin of
the National Bank of Egypt it was stated that the supply of sovereigns in
Cairo had been ample since the oil companies in Saudit Arabia had begun
paying royalties in sovereigns early in 1948, and that considerable quantities
were being disposed of in the Egyptian gold market Musky, as the nearest
free gold market. The same source added that the main supplier of newly-
mined gold to the Musky market had been Ethlopla but that imports frorn
that country had recently ceased.
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ive monetary reform
in 1948 made people turn increasingly to precious metals; in February
1949 the government announced a series of reforms providing, inter alia,
for a free market in silver and gold and the selling of bullion by the
central bank whenever necessary to stabilise the market.

The high prices paid for gold by the public in free and
clandestine transactions are influenced predominantly by two factors: on
the one hand, the monetary and economic conditions of the country in
question, and, on the other hand, the current supply of gold available for
sale to the public.

One difficulty in amriving at any firm conclusions as to the importance
of these “free’” quotations is that the reaction of the public in these matters
varies considerably from country to country. In the United States, for
instance, there is only a very small section of the population which pays any
attention to the higher prices quoted for gold in its natural state and which
would even remotely entertain the idea that the real value of the dollar
might be affected by such quotations. In fact, the average American seems
to be more apprehensive of the possibility of a devastating deflation than
of any strong inflation affecting the dollar.

There are also some other countries in which the public is not at all
“gold-minded”, being completely unmoved by any separate quotations for
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gold as in any way influencing the value of their national currency. To
this group of countries belong, besides the United States, the United Kingdom
and, among others, the northern countries, Denmark, Norway and Sweden.
In these countries gold is regarded as a valuable asset useful for the
settlement of international commitments, and 1t is the level of prices and
the flow of funds, not the quotations for a certain weight of gold, that
are regarded as significant for the intrinsic value of the currencies concerned.

There are other countries, however, in which the public has not the
same detached attitude. Having had the experience of strong doses of
inflation once, twice or, maybe, even more often in the same generation, it
looks upon the quotations of very high prices for gold as a sign that the
national currency is discredited, and it pays particular attention to “free”
quotations existing side by side with the ‘‘controlled” exchange rates.

It may be true that the free and clandestine gold markets are often
very narrow and, therefore, subject to special influences of supply and demand
but the prices quoted in those markets cannot be wholly overiooked — and
there is, therefore, a problem of how to treat them correctly.

Clearly one possibility is to arrange for increased supplies of gold in
the hope that the price will then fall and people be less keen to buy — as
1s usually the case in a falling market and as, indeed, happened in France up
to the middie of 1947, when gold was to a certain extent being brought in
from Switzerland where it had been sold to the public by the Swiss National
Bank and by the Finance Department in Berne. But, at the moment, no
single principle is universally applied with regard to unofficial trading in
gold. On the one hand, there is the prohibition against “international
movements” of gold, mentioned on page 147 above. This prohibition was
imposed because it was thought that unofficial trading, when permitted on an
international scale, would be injurious to the maintenance of exchange stability
and lessen the possibilities of strengthening monetary reserves. The sup-
pression of the free market in Hong Kong 1s a typical instance of this
tendency to prevent unofficial movements of gold between different countries
and continents.

On the other hand, gold is being made increasingly available for
industrial uses by the granting of permission to gold producers to sell at
least part of their output at unofficial prices either to manufacturers of
articles made from gold or directly on free markets. In that way particular
sectors of demand are being supplied and, at the same time, dealings in
gold are being allowed more freedom on some domestic markets (involving
only “internal movements’).

In the spring of 194g there were some new developments with regard
to sales of gold by South Africa and other countries, as mentioned earlier
in this chapter, and it is possible that, in the light of the attitude thus
adopted, the principles governing unofficial trading in gold will be further
clarified.
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The present industrial demand for gold, which is more intense than
in normal times, reflects in part a lack of monetary confidence in not a few
currencies. It is evident that, notwithstanding the progress made in over-
coming inflationary tendencies, the demand for gold objects as well as the
high unofficial prices quoted for gold are influenced by the monetary uncer-
tainty which still prevails. There can thus be no doubt that the restoration
of greater confidence in the various currencies would go a long way
towards closing the gap between the official and the free (or clandestine)
market quotations for gold.

It is not possible to tell in advance to what extent further progress in
restoring monetary confidence will lead to a disappearance of the special
gold prices and, therefore, help to solve this whole problem. It is, in
particular, difficult to foresee the strength of the Eastern demand for gold and
what influence such demand may exert on markets in the Western world.
But, since action with a view to the restoration of monetary confidence will
continue in any case, a most careful watch must obviously be kept on the
effects which progress in this fleld has upon the quotations on the free and
clandestine markets — a case in point being the marked fall in the price
of gold on the French market in the early months of 1949.

In addition to the particular problems occasioned by the spectal prices
thus quoted for gold, there is, as often pointed out, a wider question
of the possible influence that the price of gold may exert in different respects
and especially with regard to the trend of commodity prices — a question
on which, it should be added, there is a great difference of opinion. As
always in time of war, it was the volume of government expenditure, rather
than variations in the supply of gold and the credit policy of the banks,
that determined the movement of prices up to 1945; and in a number of
countries the price trend is still affected by the aftermath of war financing,
with all that this involves with regard to the relative values of currencies
and the possibility of attaining a more stable price level all round at a
time when government expenditure is still very high and investment needs
are great.

These are obviously the problems claiming first attention. It would
certainly be a mistake — since it would only involve unnecessary delay —
if any solution that should be arrived at in the field of currency values or
other similar questions were to be held up in expectation of a general change
in the price of gold.
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VII. Internal Credit conditions, the trend of Interest Rates and the

use of Counterpart Funds.

Great progress towards financial stability was made in 1948 in
practically every country and it is likely that 1948 will go down in
economic history as the year in which post-war inflation came to an end
almost everywhere. Not all countries succeeded in completely closing the gap
between their total spending (for consumption and investment) and the total
available resources, as derived from current production and financial assistance
from abroad. But even those countries which could not wholly close the
gap were able to move decidedly nearer to a balanced position, especially
towards the end of the year. In the late autumn of 1948 prices began to
decline even in a country such as France, where the year as a whole had
still been one of rapid inflation; and this may well be taken as a sign of a
distinct break with the ways of inflationary financing. :

The methods used to achieve financial equilibrium varied
according to the institutional framework within which the authotities operated
and the financial practices employed in the individual countries. Three main
groups are distinguishable: '

(i) In countries in eastern Furope, with a fully planned economy based on state
ownership, it i1s, of course, still necessary — if balance is to be maintained
— for investments to be covered by genuine savings through a surplus in the
budget, surplus gains by nationalised enterprises and such voluntary savings
as are forthcoming, eked out by aid from abroad. Since savings involve a
reduction of current expenditure, strict “‘austerity’” may have to be imposed
to generate the necessary capital-formation, especially in countries with a
relatively low average income per head. :

(i) The United Kingdom, -the Netherlands, Norway and Sweden form another
group, whose policy has been characterised by the application of comprehen-
sive investment controls {together with the maintenance of foreign trade and
exchange control) as well as reliance on fiscal policy, which in the United
Kingdom and Sweden has procured increased savings through a budget
surplus.

(i) In a third group of countries including Belgium, France, Italy and Germany,
investment control is either non-existent or ineffective. Measures had, of
course, to be taken to balance the budget but, in addition, reliance was placed
mainly on monetary policy In a narrower sense, l.e. an increase In interest
rates, together with qualitative and quantitative credit restrictions for the pur-
pose of adapting the monetary purchasing power to the actual level of national
production. .

It is not possible to bring every country into one of these groups.
Switzerland and the United States both had substantial budget surpluses 1in
1947-48, which were helpful in ensuring financial stability, but in neither
country was there any application of investment control,
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As regards the movement of interest rates, no general tendency
can be found mn 1948.

Discount rates of central banks.

Discount rates at the end of Change from
Central Bank of May Dec. 1947
1929 1938 1945 1946 1947 1948 19‘49 to May 1949

United States{) . 414 1 % 1 1 1% 1% + Y
Canada . . .. .. . 2y 1% 1% 1% 1% 144 .
Switzerland ., . . . 3 1% 14 114 1% 1% 1%

England. . . . .. 5 2 2 2 2 2 2

Czechoslovakia . . 5 3 2% 2% 2 24 2% .
Ireland . . . . .. 6 3 2% 2 2 2% 21 .
Metherlands. . . . 4Y; 2 2%, 2y 2y 2y 2y . . .
Norway . . . . .. 5 3 3 2% 2% 2% 2% .
Portagal. . . . .. a 414 21 214 2 2y 2% .
Sweden . . .. .. 5 2% 234 24 2% 21 - 2% .
France . ... .. In 2% 15 154 2y 3 30 + %
Yugoslavia . . . . 6 5 3 2%-6{) 1-4 1-3 .1-3 nil to —1
Austrla . . . ... TV 4 ay ay 3y 3y 3y .
Belgium. . . . .. 41 2y 1% 34 3y, 3%

Denmark . . . . . 5 4 4 <)’ 3, 344 ay

Buigaria, . , ... | 10 6 5 414 4% 34 3y — 1
Turkey . . ... . . 4 4 4 4 4 4 .
Spain . . .. ... 54 4 4 4 4% 4% 4(9 - %
Maly, o« v v vu s 7 4y, 4 4 5% 5% 4% ® — 1
Germany . . . . . 7 4 3y 3y 3% 5(%) 44 + 1
Hungary . .. .. ™ 4 3 7 5 5 -] .
Aoumania 8 3% 4 4 T & 5 - 2
Albania . ., . . . . -] 6 8% 3 5 5 )4

Poland . .. ... B% 4v; 414 4% 6 =3 =3 .
Fintand .. . . . . . 7 4 4 4 VA kA L PAG + 1Y
Greece . . . ... -] =] 7T [{n] 10 12 12 + 2

* At the end of March 1949, the following rediscount rates were in force: Danmarks Nationalbank: 3 per cent.,
National Bank of Poland: 34 per cent,, Bank of Portugal: 2 per cent.,, Bank of Spain: 3.20 per cent. and
Sveriges Riksbank: 2 per cent.

{!) Ratez of Federal Reserve Bank of New York for advances secured by government obligatiens and for dls-
counts of, and advances $ecured by, eligible paper. For other secured advances: 2 per cont.

() During the period between 4th and 29th September 1348 the rate for public securities and bills representing
sales was 3% per cent. and the rate for other commercial bills 4 per cent.

@) Since the amalgamation of Institutions of the public sector with the National Bank, differential rates have
been introduced according to the type of debtor. ) In effect since 18th March 1949.

) In effect since 9th April 1949,

{6} Sin¢e 28th June 188 the discount rate for Linder central banks has been 1 per cent,

M In effect since 27th May 1949, The Berliner Zeniralbank also lowered Hs discount rate to 4% per cent. on
18t duna 1949 and the Deutsche Notenbank in the Soviet Zone from 6 to 5 per cent. on the same dafe.

(8 In effect since Fehruary 1949,

Switzerland maintained the official discount rate unchanged at 11z per
cent, but its long-term rates were allowed to fluctuate according to the supply
of and demand for funds in the market; from the middle of 1947 to the
spring of 1948 long-term rates rose by about 1% per cent, the vyield of
Federal government bonds attaining a level of about 3% per cent. But a
decline then set in (aided by repatriation of capital, largely from the United
States) and by the spring of 1949 the corresponding long-term rates had
fallen to about 234 per cent.

Such a degree of flexibility (with rates moving freely up and down from
one period to another) has, however, been an exception.



In eastern Europe the rate structure varies considerably from country
to country. In Czechoslovakia and Yugoslavia the rates charged by banks
for advances to enterprises have been related to the official discount rate of
21 per cent. in Czechoslovakia and to a multiple-rate structure of 1 to 3 per
cent. in Yugoslavia.®* But in Hungary the discount rate i1s 5 per cent. and
in Poland 6 per cent.

Fairly high interest rates, at 7 and 8 per cent. (or even more), are
charged for bank credits in Italy, Germany and Finland — and some-
what lower rates in France. The relatively high level of interest rates has
undoubtedly been helpful in checking demand for bank loans — but in each
of these countries the interest-rate policy has been reinforced by qualitative
and quantitative credit restrictions,

In the countries applying comprehensive investment control — the
United Kingdom, the Netherlands, Norway and Sweden — interest rates
have been kept low. In Sweden this has been done by support purchases of
government bonds by the central bank; in the Netherlands and Norway more
by the continuing high liquidity of the whole financial system; and in the
United Kingdom (where, however, a rise in long-term rates occurred in 1948)
by the weight of money in the market, as fed by a variety of capital trans-
actions on the part of the Treasury.

* #*
*

The forces which since the end of the war have brought about an
expansion of the money supply in the United States, and have thus been
largely responsible for the general price rise in that country, were still
operative through most of the vear 1948. The Federal Reserve System, in
co-operation with the Treasury, consequently continued its policy of hardening
credit conditions in the money market until a change in the general trend of
business led, in the spring of 1949, to a reversal of the credit policy,

Three main factors threatened to sustain the inflationary tendency in 1948:

Firstly, the demand for bank loans on the part of business
continued to increase during the greater part of the year.

Secondly, inflow of

gold amounting to United States: All commercial banks.
$1,490 million in 1948 Total

: . Cash | Total of
increased deposits and End of Loans | invest: assets | deposits *

provided the banks

. i illiong of U, 5, dolla
with reserves for cre- nm o

dit expansion. 1946 Decomber . . | 31,122 | 82,871 | 34,228 [ 126,377
Thirdly, non-bank in- 1947 Decamber . . 38,057 78,226 37,502 | 131,071
vestors, particularly 1948 Decamber . . | 42,600 | 71,620 | 37,480 | 120,420

' 1049 March . . . .| 42310 | 70,130 | 24,100 | 125340

insurance companies
and other institutional « Excluding interbank deposiis.

* The rates thus quoted may, however, be partly artificial, since in Yugoslavia, for instance, the
rate paid on savings deposits has been as high as 5 per cent. For consumers’ short-term credit it
varies between I and § per cent.



investors, shifted from government securities into higher-yield corporate
securities and mortgages; and the commercial banks themselves sold
government bonds in order to switch over to bank loans and obtain
additional reserves. The securities sold by these institutional investors
were bought largely by the Federal Reserve System in pursuance of
its policy of supporting the prices of medium and long-term government
bonds. These purchases, like the gold influx, increased commercial-
bank deposits and at the same time improved the reserve position of
the commercial banks. The total of bonds bought by the System in
19048 amounted to $8.1 milliard. Purchases, however, practically ceased
in November; and from the beginning of December the bond holdings
of the System began to decline again.

United States: Reserve Bank credit outstanding.

U. 5. government securities
Disc ts
- All other
End of month and Bills, items* Total
advances Bonds certlficates Total
and notes
in millions of U.S. dollars
1947 December . . . . 85 2,853 19,706 22,559 536 23,181
1948 December . . . . 223 10,977 12,356 23,333 542 24,007
1249 March .. .... 299 9,276 12,552 21,828 251 22,378

* Includes industrial loans and acceptances purchased,

Several steps were taken by the Federal Reserve Banks and the Treasury

in order to offset the effects of these factors on the supply of money:

(1) The Treasury used its cash surplus of $8 milliard in the calendar year 1948

(in)

largely to redeem public debt held by the Federal Reserve System. As can
be seen from the abave table, the decline in short-term securities held by the
System almost completely offset the increase in the bond holdings.

The Board of Governors raised reserve requirements three times during the
year. In February and again in June the reserve requirements in respect of
net demand deposits at the two “central reserve cities”, New York and
Chicago, were raised by two percentage points each time. In August the
Board was granted additional power to raise reserve requirements by four
percentage points for net demand deposits and 1%/, percentage points for
time deposits. In September the Board, making use of these new powers, raised
the requirements on net demand deposits by two percentage points and on
time deposits by 1%/, percentage points. These increases required approxi-
mately $3 milliard of new reserves.

(iii} In order to increase the attractiveness of short-term government securities a

(iv}

further rise in short-term rates was agreed to in 1943. In September the
Treasury announced the offering of 1!/, per cent. one-year certificates for the
certificates and the notes maturing on 1st October and 1%/ per cent. 18-month
notes in exchange for notes maturing on 15th September. Rates on Treasury
bills and other short-term securities fell into line with the higher rates on
these two types of securities.

Finally, the rediscount rate was raised in August 1948 from 1/, to 1Y,
per cent.
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Yields of U.5. government securities.

9 o 12-month 2 to S.year
Date S'E‘Iﬁgm cartificates of taxable ;5 dyea:s
indebtedness issues nd over
in percentages per annum
194G average . . . . . . .. 0.375 0.82 1.16 219
1947 . .604 0.8 1.32 225
1948 s e e e e 1.043 1.14 1.62 2.44
1248 June . .. ... ... 0.999 1.09 1.49 241
v September . .. .. 1.090 1.18 1.69 2.45
w Degember . . . ... 1.154 1.2 1.54 2,44
1249 March . . .. .. .. 1.162 1.22 1.54 2.38

These policies succeeded in preventing a further expansion of commercial
bank deposits; at the end of 1948 they were $2.8 milliard below the [evel
at the end of 1947. And, for the first time since 1937, the total supply of
money (as measured by adjusted demand deposits and currency in circulation)
ceased to rise and even declined somewhat. The fall continued in the
early months of 1949, but this decline reflects, in part, the usual seasonal
fluctuation in the supply of moaney.

United States: Member-bank reserves, reserve-bank credit and related items.
Monthly, in milliards of dollars. . .
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United States: Demand deposits To put a stop to further credit
and currency in circulation.* expansion seemed all the more neces-
sary as the velocity of circulation
Bemand | Currency of money had shown a rising
End of daposits in Tatal .

adjusted | circulation trend since the end of the war. The
in_miliions of dollars annual rate of turnover of deposits in
1946 December | 83,314 | 28730 | 110,044 New York had risen from 190 in
1947, 87,423 | 26476 | 113,599 1946 to 23.7 in 1948 and in other
1948 86,800 | 25100 | 111800 {  reporting centres from 10.0 to 12.9.

1949 March . . | 81,000 | 25,100 | 106,100

Several indexes seemed to show,
towards the end of 1948, that the
upward trend of business activity

* Total demand deposits adjusted and currency oulside
banks.

United States: Annual rate could not be expected to continue
of turnover of total deposits  in 1949. The wholesale-price index
(except interbank). had begun to decline in September

ter 1048; _construction cc?ntracts showed

Date New York City ,izz:mg a falling tendency in the second

half of the year; a slackenmng of
demand for the products of several

in percentages

1946 average . 190 10.0 industries was noticeable and sales
1947, . 21.0 120 began to lag, with bank loans de-
1948, . 23.7 12.9

clining in the early months of 1949.
Such danger signals induced the
Board to change its policy in the
spring of 1949. FEarly in March 1949 and again at the end of April the
Board decided to relax instalment-credit controls on automobiles, furmture,
appliances and related goods by stretching all instalment payments and by
reducing the down-payments (except on automobiles). At the end of March,
margin requirements for stock purchases were reduced from 75 per cent. to
50 per cent. The Board lowered the reserve requirements, with effect from
sth May, from 26 per cent. to 24 per cent. for demand deposits and from
7Y, per cent. to 7 per cent. for time deposits for the central reserve city
banks; from 22 to 21 per cent. for demand deposits and from 7%3 to 7 per
cent. for time deposits for reserve city banks, and (as from 1st May) from
16 to 15 per cent. for demand deposits and from 75 to 7 per cent. for time
deposits for non-reserve city banks — an action which freed $1.z milliard
of reserves.

1949 March . 231 12.89

If comparison is made with earlier periods of decline in business, it
must be said that this time the authorities have been quicker than ever before
in adopting a policy of easing the conditions of credit.

With a total domestic expenditure (for consumption and investment)
which in 1947 exceeded the resources of domestic origin by £630 millien
(reappearing as a current deficit in the balance of payments where it was met
by net loans and gifts from abroad and sales of foreign assets), it was clear
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that in the United Kingdom steps had to be taken for restoring an over-
all equilibrium in the economy. The task was taken in hand by budgeting
for a substantial surplus in the estimates for 1948-49 and by tightening the
direct investment control (carried out through the agency of the Capital
Issues Committee and also by means of the allocation of materials required
for the construction of capital assets).

Through the wvarious measures taken, the difference between the total
expenditure for consumption and investment and the resources of domestic
origin was brought down to about £120 million in 1948 — which indicates
the rate of progress made. The whole gap was not closed, as shown inter
alia by the continued rise in prices and wages and the failure to bring
down the demand for non-essential goods (and the consequent failure to make
labour shift to any large extent from ‘‘non-essential” to ‘‘essential” industries,
as explained in the Economic Survey for 1949).

There were many who had expected a decline in bank deposits as a
result of the budget surplus, but such deposits continued to rise throughout
the year 1048.

London clearing banks.

Cain, Advances
notes and | Money Treasu to Total
halances at call © o Bills 4
p . deposit Investments | customers net
End of ‘;22;2? and t?hnrt discounted | . oipts and other | deposits¥
England nofice accounts
in_millions of £ sterling
1938 . . . 243 159 250 - 635 966 2,188
1946 , . . 499 432 610 1,560 1,427 980 5,439
1947 . . . 202 480 783 1,288 1,483 1,206 5,682
19498 , . ., 502 485 741 1,397 1,478 1,378 5913
1949 Aprii 500 481 799 1,025 1,501 1,435 5,665

* Total deposits minus balances with, and cheques in course of collection, on other banks.

From the end of 1947 to the end of 1948 net deposits rose by £231
million, which was only slightly less than the rise in the previous year. This
rise was more than accounted for by an increase of £172 million in bank
advances to customers and of £109 million through government borrowing
in the form of Treasury deposit receipts.

An important difference between 1947 and 1948 was that in the earlier
year the Treasury had much larger sterling receipts from the net sales of
foreign currencies {out of reserves, loans and credits obtained, etc.) since n
that year the current deficit of £630 million in the balance of payments was
£510 million bigger than in 1948. In Brtish statements 1t has been repeat-
edly stressed that the budget surplus for 1948-49 was required to offset the
decline in receipts due to the reduction in the balance-of-payments deficit.

The considerable extent to which the Treasury borrowed from the
banks despite the budget surplus was in part accounted for by special
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transactions. The Treasury had to borrow for the redemption of the 3 per cent.
Conversion Loan 1948-52 and payments in connection with the purchase by
the Argentine of the British railways in that country wete responsible for the
sharp increase in the deposits 1n March 1948, On the basis of published
material, the recourse of the Treasury to the banks in the last nine months
of the year cannot be traced in detail to its sources. Tax payments in the
first quarter of 1949 had, by March 1949, reduced the volume of deposits to
roughly the level of March 1948.

United Kingdom:
Note circulation and deposits,

- Hotes Net deposits
In civculation, of
Period average London clearing
of Wednesdays banks *
in milligns of £ sterling
1946 . .., . 1,358 4,932
1947 . .. ... 1,394 5,463
1948 . ... .. 1,254 5,713
1948 March , . 1,239 5610
June . . . 1,249 5,736 .
September 1,243 5,771
December 1,276 5912
1949 March . . 1,242 5621
April ., . 1,275 5,666

* Averages for the full years 1946-48 hbut selected dates
wilhin each month for the monthly figures March 148 to

April 1949,

United Kingdom:
Yields on government securities.

Short Medlum- 2%
Perlod dated dated_ par cent.
gacuritios | securities | Consols
in percentages
1638 average 2.73 3.27 3.38
1245 2.44 299 292
1946 2.09 2.65 260
1847, 2.18 2.67 2.76
1948 2.02 2.79 3.21
1948 January. . . . 2.40 2.86 3.08
April ., .. 217 2,02 3.28
dJuly. . .. .. 1.93 2.82 a.28
OQctober ., . . . 1.85 | 2.69 3.8
1249 January, . . 1.68 261 3.12
February . . 1.62 2.60 .09
March . . , . 1.61 2.61 3.1
April . ... - 1.82 2,56 3.10

Bource: Monthly Digest of Statlstics Issued by the Central
Stalistical Office. Representative securities (changed from time
1o time} are taken; shori-dated: 2Y,% Mational War Bonds
1952-54 from January 1945; medium-dated: 21,9, Savings
Bonds 1964=67 from January 1948, The Treasury=hill rate, of

primary impertance for the money market,

has fluctuated

very little; the average rate was 0.61 per cent. in 1936 and

0.51 per cent. in 1948,

against inflation. It

While deposits have risen,
the note circulation has not,
present figures being well below
those for 1946 and 1947 This
has permitted a reduction in the
fiduciary issue, which by the end
of March 1949 was £150 million
below the level at the end of 1947.

The rising trend of interest
rates which characterised the yeat
1947 was reversed in 1948, when
the vields on short-dated sovern-
ment securities fell almost uninter-
ruptedly and the yields on medium
and long-dated government se-
curities joined in the decline in
the latter half of the vear. The
issues of the 3 per cent. British
Transport Stock 1978-88 in Janu-
ary 1048 and of the 3 per cent.
British Electricity Stock 1968-73
m. the following April were readily
absorbed by the market.

Though progress towards
financial stability was undoubtedly
made in 1948, the pressure of
liquid funds and of monetary
purchasing power in the hands of
the public has not wholly ceased.
“In 1049”, says the “Economic
Survey for 1949", “the nation will
face a further stage in the fight
is still ne-
cessary to restrain home demand
in order to maintain the export
drive. We expect this year to be
able to reduce our dependence
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on foreign aid and to eliminate the balance of payments deficit of rg48. This
change, welcome as it will be, will have inflationary effects which must be offset.
In addition, we must try to secure some further easing of the pressure of demand.”

In France the supply of money continued to expand throughout the
vear 1948; notes in circulation however increased at a much slower rate than
in the previous two years, whereas deposits grew more rapidly.

France: Notes in circulation and deposits,

Total deposits
End of Notes of all banks
in_milliards of French francs
1246 . ... .... , 722 625
1947 . . ... oz T4
948 | ., ... L., 933 1181
1949 Janvary . . ., .. 1,002
February ., . , ., . 1,025
March . ..., .. 1,045
Aprlh. . ... L., 1,047

Bank of France:

Balance sheef.

End of
Items 1946 1947 [ 1948
in milliards of French francs
Assets:
Credils to governmeant and
other public hodies* | . G2g 824 824
Credits to banks, private
business, ete, ., ., ... .. 58 92 205
Gold . ,........... 85 55 53
Other assets , . , ., ... . 18 44 B4
Total assels , . 793 1,015 1,176
Liabilities:
Moles in circulation . , , . . 722 o921 988
Sight liabilities . . ., ... &4 83 173
Other liabilities . . . ., . . 7 LN 15
Total liabilities 793 1,015 1,176

* lncludian over Frics 400 million in respect of advances which the
ral

Bank af

nce was forced to contract

ar the payment, during the

war, of occupation costs and amounts advanced in the clearing with

Germany, efc,

France: Public and private credits by banks.

Mems

End of
1946 | 1947 [ 1943

in milliards of French francs

Cradits to government and
other public hodies . ., . .

Cradits to private business, stc.

235
250

179
388

243
662

Money wages rose at
the end of 1947 by 35
pet cent. on an average
and again by 15 per cent.
in September 1948 while
wholesale prices rose by
about 60 per cent. be-
tween the end of 1947
and the end of 1948 and
there was also a substan-
tial increase in production.
Nevertheless, the note cir-
culation increased by only
8 per cent, — which in-
dicates a considerable rise
in the velocity of circula-
tion (see page 63). Such
a situation confronts the
monetary authorities with
some difficult problems
but at the same time
affords an opportunity for
action with good prospects
of success.

The Treasury did
not increase Iits borrowing
from the Bank of France
during 1948 as it had
done in the previous year,
but instead turned increas-
ingly to the commercial
banks. The distribution
between credits granted for
the government (and othet
public bodies}, on the
one hand, and for private
business, on the other, is
shown in the accompanying
table,



In order to limit credit expansion by the banking system, the monetary
authorities took measures along the lines of qualitative as well as quantitative
credit control. The considerations which directed the credit policy in France
in 1948 have been described by the Conseil National du Crédit as follows:

“The main task of the Conseil National du Crédit has comsisted in
1048, as before, ... in making sure that business undertakings do not lack the
credit which 1s required for the expansion of their assets, for production and
distribution; but it consisted also in not allowing easy credit conditicns to
contribute to undesirable price rises or to prevent desirable price reductions.
This line of conduct, simple in its motives and its ends, implied however in
its application a constant awareness of the double faculty which credit
possesses: it helps productive activity but it also feeds inflation.”

The banks were directed in January 1947 to grant business credit only
for essential purposes and only to firms which could not obtain the funds
otherwise. And advances above Fr.fcs 30 million — later Fr.fcs 50 million
— had to be approved by the Bank of France. These restrictions did not
apply to the discounting of commercial bills, which increased sharply,
however, upon the restriction of other forms of credit. As qualitative credit
control was difficult to apply, the authorities in September 1948 imposed
quantitative restrictions:

(i) The banks have to maintain a special reserve in cash and in short-term
securities amounting to 20 per cent. of all new deposits received after
1st October 1948.

(i) The banks agreed not to reduce the proportion existing on 1st October 1943
between public investments and old deposits.

(1it) Rediscounting with the Bank of France is subject to a “ceiling” fixed for
each bank individually, the maximum for all banks together amounting to
Fr. fcs 188 milliard.

Finally, the rates charged by the Bank of France were raised.

The rates charged to bank customers are related to the rates of the
Bank of France. The banks take a commission of 0.60 per cent. per annum
for the discounting of prime commercial paper, so that the rate charged by
the banks on this type of paper has amounted to 3.60 per cent. since the

end of September 1948,

Long-term interest rates in France. The rates on advances,
3 per cent. | Government overdbrafts and 1otherdpalper
perpetual securities Corporata va etween an er

Average rate government with fixed bonds y . 3 /") . 7P
bonds Interest rates cent. Since the middle of
in percentages December 1948 a rate of
1946 , .. .. .. 317 407 438 7775 per cent. has been
1947 ... ... a.91 817 4.98 charged on mortgage loans
1948 .. 462 6.47 586 by the Crédit Foncier and
1949 January . . . 401 7.37 G.54 7 per cent. by the Credit

February . . 3,95 7.39 &.12 Nati 14
March . . . 474 7.67 6.64 ational for two to twenty-
vear advances.



In January 1949 the government issued a “‘National Loan for
Reconstruction and Equipment” (Reconstruction Loan). It was an irredeemable
loan, issued at par and bearing 5 per cent. interest. Some special features
characterised the loan, the most important being that: (i) if the government
before 1st January 1960 should issue new loans at a rate of 51% per cent. or
more, the interest paid on the Reconstruction Loan will be increased cotres-
pondingly; (li} up to 5o per cent. of the subscription to the Reconstruction
Loan could be made by cession of “rentes” at 3 and 3% per cent. The
second feature was largely responsible for the success of the loan, which
brought in Fr.fcs 108 mulliard in new money. It was also responsible for
the rise of the 3 and 3% per cent. “rentes” in the market in February 1949
(reflected in the fall in the vield in February 1949 — see table page 170}

The policy of maintainung relatively high interest rates and of applying
qualitative and quantitative credit restrictions has been increasingly discussed
m the spring of 1049 on the ground that it subjects the economy to an
undue shortage of credit. While 1t has been admitted that a decisive down-
ward turn in the business trend might reduce the demand for credit and thus
render the restrictions unnecessaty, such a stage has by no means vet been
reached. It would, however, be preferable if restrictions could be eased thanks
to a more ample supply of genuine savings and through the reconstitution of
monetary reserves by purchases of foreign currencies, since this would provide
the banks with more funds and at the same time strengthen the market for
long-term capital issues — which would be another way of reducing the demand
on banks for credit accommodation. In any case, the credit policy should be
brought intc a harmonious relationship with the country’s general budget,
price and exchange polictes.

Great progress was made in Italy i 1943 towards financial stability
in spite of the fact that budgetary equilibrium had not yet been attained.
Prices had risen sharply until September 1947 but declined in the autumn of
that vear as a result of severe credit restrictions imposed on the banks; and
prices remained approximately stable throughout 1948, as did wages. On the other
hand, the volume of currency in circulation continued to rise throughout the
year, though at a slower rate than in 1947. In the first three months of 1949,
a seasonal reflux of notes to the Bank of Italy reduced the circulation by
70 milliard.

It should be noted that the channels through which the notes came
into circulation in 1948 marked a significant difference in the state of affairs
as compared with the previous vear. Whereas in 1947 the largest single
item responsible for the increase in the note circulation was the credit given
by the Bank of Italy to the Treasury, it was the accumulation of foreign
balances which accounted for the larger part of the Increase in the note
circulation in 1948 (in that notes were issued against the purchase of foreign
currencies). The following table shows the factors making for an increase or
decrease in the note circulation in 1947 and 1048.



Italy: Note circulation.
Factors making for
an increase () or a decrease {—).

1947 1948

tems

in_milllards of lire N

Bills discounted(" in the Italian

market . . . . 00 e s e e s + 893 — B
Advanees. . . . - v o v 0w s - 4+ 21 + 17
Credit to the government ., . . . . + 118 + 980
Amlire (l.2. notes lssued on behalf

of the Allied command). . . . . + a 4]
Foreign exchange accounts(®). . . 4+ 18 + 169
Deposits at the Bank of Haly (). . + 26 — o3
Balance of remalning items - 2 — 8
Mote circulation ., . . . .. .. .. + 283 + 175

() ©f the bills digcounied, wheat bills accountsd In 1947 for an
Increase of Lit. 67 milliard; In 1948 there was practically no change
in tha total amount of wheat bills.

() The Marshall aid counterpart funds are deducted from the credit
to the government.

3) Foretﬂn exchange held by the Bank of ltaly and advances made to
the Ufticio ltallano del Cambi, The amounts shown in the table
under ihe heading “Foreign exchange accounts" correspond to the
foreign exchange held by the Bank of ltaly and the “Debitori
diversi”’, which, however, include seme minor items besides the
advances to the ltalian Foreign Exchange Control.

) An increase in deposlis causing a decline in 1he note circulation
is indicaied by & minus sigp.

The increase of Lit. 98
milliard in the item '‘Credit
to the government and other
public bodies” during 1948
did not, in point of fact,
exclusively represent credit
given by the Bank of Italy
to the Treasury, since Lit.
64 milliard of the increase
was due to the growth
of “Investments in securi-
ties on Treasury account”,
which represented invest-
ments of the reserves the
commercial banks are re-
quired to hold and thus
really amounted to credits
given to the Treasury by
the commercial banks. In
the previous vear, the
amount of such credits

had increased by only Lit. 15 milliard. The extent to which in 1948 the
Treasury turned from the Bank of Italy to the money market as a source of

financing is also reflected in the table below.

ltaly: Public and private credits
granfed by commercial banks.

End of
ltems 1546 1947 1948
in milliards of lire
Lending to government . . , . . 370 350 550
Lending 1o private bank cliants . 420 710 1,060
Total . . . . 790 1,100 1,710

italy: Currency in circulation,
chegque accounts and circular cheques.

End of Increase in

Items 1946 ] 1947 } 1048 | 1947 | 1948

in milliards of lire percentages

Currancy in circulation 513 798 9Tt { + 55 | + 22
Cheque accounts of

credit institutions 345 499 37| +45 | + 48
Circular cheques aof
the Bank of ifaly

and cther credit
institutions . , . . . 100 133 152 | + 33 | + 14
Total . . . 958 | 1,427 [ 4,860 + 49 + 30

The credit expansion
by commercial banks in
1948 through public and
private lending naturally
increased the wvolume of

deposits. If the cheque
accounts of commerctal
banks and the “circular
cheques” issued by them
and by the Bank of
Italy are added to the
cutrency In  circulation,
an approximate Imeasure

is obtained of the supply
of money in the Italian
economy.

The percentage in-
crease in the money supply
in 1948 was much lower
than in 1947. The whole-
sale-price index at the
end of 1948 was only
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3 per cent. higher than a year earlier, whertas at the end of 1947
it had been 50 per cent. above the level at the end of 1946. The
relative stability of the price level despite the large increase in the volume
of money 1s not accounted for entirely by the increase in production. Pro-
duction shows an Increase by 71, per cent. from 1947 to 1948 and it is true
that the real increase in the supply of goods was greater since, up to the
autumn of 1947, inventories had been accumulated as an inflation hedge and,
after the credit restrictions of the autumn of 1947, began to be thrown on
the market. But the factor most responsible for the relative stability of
price level in 1948, in spite of monetary expansion, would seem to have been
the decline in the velocity of circulation. Though Ilittle statistical
evidence is available to prove that such a decline

italy: actually took place, observers agree that the velocity

Budget deficit. of circulation, which was very high in 1947 as long

as prices continued to rise, returned to normal in
Year In militards 1948. If this has really been the case, it cannot be
expected that the money supply can be expanded
1946-47 — 578 in 1949 on the same scale as in 1948 without
1947-48 — 787 bringing about a further nise in the price level.
1948-49 () — 410
1949-50 (9 — 174 The budget deficit therefore gives some cause

(@ Figures given by the Mimister fOr concern, although it is expected that it wiil be
,°,§,,F'gi.?§;; in aAs'?{?leciladg’efore substantially reduced in the financial years 1948-40
() Estimated. and 1949-50.

Interest rvates continuwed high through 1948, although the vield on
government bonds with a maturity of 5-9 years showed a noticeable decline
to about 515 per cent. Bank customers had to pay a rate of g% per cent.,
to which a commission must be added, so that the rate actually amounted
to over 10 per cent.* The high interest rates were regarded by many as
partly responsible for unemployment in Italy (amounting to between 1.5 and
2 million). In order to relax credit conditions, the Minister of Finance, in

his speech before the Senate

italy: Interest rates. in April 1949, announced
a reduction of the dis-
(tems 1946 | 1047 | 1948 | 1949 count rate and the rates
f_psrcentages on Treasury hills, As a
Perpetual bonds (average) { 513 | 572 543 | 5160 | sequel to the reduction
Long-term Qovernmant ' h
securities (average). . . 4.78 559 6.48 6173 of the discount rate by
Government securities I per cent, the rates
with 5-8 years' maturiky
{average} . . . ... .. 5.55 6.88 5.45 5.21 % Charged to bank customers
Discount rate . . . . . , . 400 | 650(}| 550 | 450()| by commercial banks were
Rate on Treasury bllits :
{10-12 months) . . . . . 450 | 5000)] 500 | aso| Teduced correspondingly.
Rats on Treasury bills As the supply of savings
. e e " . 1 . . 3 . . .
(1-2 months) ., . 2.75 2250y 325 2,75 (%) increases or capltal is

() Changed in September. () Average for February 1949. ) Changed in April, obtained from abroad for

* See “Interest Rates in Italy”, by C. Bresciani-Turroni, “Review of Economic Conditions in Italy”.
Bance di Roma publication, January 1949, page 12 .



investment expenditure, credit conditions will naturally become easier in
Italy; but, with monetary demand still as great as it is at present, it is of
course an illusion to think that capital resources can be reconstituted by
issues of new money.

The event which contributed most to the revival of the economy in the
western zones of Germany during 1048 was the currency reform of 2oth
June of that year, the main features of which are described on page 42.

In connection with the currency reform the balance sheets of banks and
other financial institutions were put in order. Before the reform the liabilities
of the banks had mostly their counterpart in securities of the old Reich
government; 1n respect of these securities, however, no payments for interest
or amortisation had been received since the spring of 1945 and many of these
securities had matured but had not been redeemed. Other assets of the
banks had also suffered during the war so that even a reduction in their
liabilities by go per cent. did not suffice to right their position.

Through the currency reform the banks lost practically all their cash
and their balances with other banks. On the other hand, they received from
the central banks in the individual “Linder” an advance payment in the
form of a liquidity allocation corresponding to I per cent. of their liabilities
in RM. For cover of the liabilities assumed in the new currency period each
central bank of an individual “Land” received at the Bank deutscher Linder
a book credit corresponding to 30 per cent. of the deposits it owed; each of
the other banks received at the central bank of the individual “Land” con-
cerned a book credit corresponding to 15 per cent. of its sight liabilities and
715 per cent. of its time liabilities and the savings deposits held with it. To
the extent that these assets would not suffice, all financial institutions (includ-
ing the Bank deutscher Linder) were given claims (so-called “Ausgleichs-
forderungen’”) against the “Land” mm which they were located and in the
case of the Bank deutscher Linder against the Bizone and the wvarious
“Lander” in the French zone. The claims were made sufficiently large to
provide the banks with a capital of their own equal to, as a rule, 5 per cent.
of the lizbilities arising from the conversion of assets in RM.

The claims thus given to the banks are non-marketable book assets and
bear 3 per cent. interest but can be used as security for borrowing from
.central banks or can be bought by central banks.

A limit of DM 1o milliard, which can only be exceeded through
decisions of three-quarters of the members of the Central Bank Board and of
six “Lander”, was set for the note circulation; and reserve requirements,
which had previously never been applied in Germany, were introduced. The
Central Bank Board attached to the Bank deutscher Linder has to fix the
various minimum requirements: the reserves which each central bank would
have to maintain at the Bank deutscher Linder had to be fixed at between
12 and 30 per cent. on demand deposits; and the reserves which other banks
would have to maintain at the central bank in the “Land” in which they



are located had to be fixed at between 8 and 20 per cent. on demand
deposits and at 4 to 10 per cent, on time and savings deposits. In fact, the
minimum reserves of the ceniral banks in the individual “Linder” were, for
the time being, set at 20 per cent. and for other banks at 10 per cent. on
demand deposits and at 5 per cent. on time and savings deposits.

The total amount of DM in notes and deposits (in the form of “free
accounts’”) which emanated from the currency reform was DM 12.6 milliard
by April 1949. The free accounts were

Germany (western zones): only gradually released, so that the volume
Note circulation and deposits. of money originating in the reform in-
creased continuously throughout the second

Not F .
End of month clrcu?a?lon dspr:;ts half of 1943; but b)" February 1§49 this
= miilions of DV process had practically come to an end.
In addition, new money was brought into

1949 July . ...| 3,831 6,131 beine th h th . b .
August . . .| 4,78 7,683 eing through the granting of bank credits.

September , | 5,359 8,606 Up to 7th August 1948, credits could be

October . .| 5,885 9,396 granted only on the basis of commercial
Novernber | 8,017 10,398 . . . o
December .| 6319 | 10,789 bills or in favour of public authorities,

1949 Janusry . .| 6167 | 11,200 but later on the granting of credit was
February. .| 6,216 11,767 on a relatively large scale, the amount of
March ... 6188 | 12215 new credits outstanding being DM 6.6 mil-
April . ...} 6334 | 12827

hard at the end of April 1949.

The fear that budget deficits of the German Linder would contribute to
the increase in the money supply turned out to be unfounded. Although all
the various budgets showed cash deficits in the first quarter after the reform,
some of the Linder were able to accumulate a substantial cash surplus after
October 1948.

The increase in the money supply throughout the second half of 1948
led to sharp price rises for industrial products. They were greatly accen-
tuated by the high velocity of circulation of money, which was partly the result
of pent-up demand for consumer goods — a demand which, for the first
time in several years, could be at least partly satisfied by purchases in
shops. No price index exists by which the price increases can be adequately
measured, but increases in retail prices by 100 per cent. and more were not
uncommon. Agricultural prices were still controlled and in this field the price
increase expressed itself in higher black-market prices. Expectations of
further price increases led producers and traders to hold back goods from
the market, and that contributed to further price rises.

The monetary authorities viewed these developments with concern, but
their power to influence the volume of money was limited. They could not
stop the gradual expansion of the amount of DM which had come into being
through the currency reform, and their power to influence the volume of
¢redit granted by the commercial banks was still restricted by the fact the
the great liquidity of the latter in the first months after the reform made them
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largely independent of the central banks.* And, although recourse to the
central banks increased substantially towards the end of the vear, the commer-
cial banks still had considerable excess reserves — an anomaly which can be
traced, to a large extent, to the unequal distribution of such reserves, but
in some cases also to the “hoarding” of reserves for fear of an increase in the
discount rate.

Germany: Central-bank credit and excess reserves,

Bank deutscher Linder
and ceniral banks Reserveos of
Month of tha Lander: credit inatitutions
Bills discountad {monthly averages)
and advances
in milliens of DM
Required Actual ‘Excess
1948 September . . .. ... 361 o1 1,468 547
Ociober . . .. . ..., e38 843 1,071 228
Novamber . . . . . .+ .. 1,327 847 1,120 343
December . . . . .. .. 1,628 1,151 1,528 377
1949 January . . « . .0 v . 0 1,459 1,174 1,582 408
Fabruary .. ... ... 1,516 1,179 1,443 264
March . . v« o v v v a s 1,561 1,200 1,472 272

In order to put a stop to further price rises the authorities in the
fourth quarter of the year took special measures to restrict credit expansion,
In November 1948, the Central Bank Board recommended the commercial banks
not to increase credits beyond the level reached on 3rst October (a re-
commendation which was not entirely effective} and the Board further restricted
the eligibility of bankers’ acceptances for rediscounting. Moreover, from
1st December the Board raised the reserve requirements on demand deposits
from 10 to 15 per cent. for all banks located in places where a central
bank is represented. The rediscount rate was left, however, at 5 per cent.
and the lombard rate at 6 per cent., with the commercial banks charging
6% per cent. on their loans to customers.

These measures, together with heavy tax payments at the end of the
year, forced firms to sell, and thus brought prices down. In fact, prices had
already begun to decline in December and continued to do so in January
1949, and for many products also in February, although some price increases
were again reported in the course of that month.

The reaction against the inflationary price rises was not reflected In a
fall in the production index but it led to a number of adjustments generally
necessary after a long period of redundant money; and with these adjustments
came an increase in unemployment; the number of unemployed in the

* The liquidity of the banking system was largely the tesult of the transfer to certain groups of the
commercial banks of the initial allocations made to the German railways, the post office and the public
bodies — the amounts in question having been originally credited with the Bank deutscher Lander
or with the central bank of the Land concerned, As these deposits were transferred, the
reserves of the commercial banks increased.



Trizone, which in the period August-December 1948 had oscillated between
784,000 and 700,000, rose in January 1949 to ¢62,900 and in April to
1,229,000. In April 1949 the index of production for the Bizone (1936=100)
was 86 as compared with 77 in December 1948 and 51 in June 1948 (adjusted
for the number of working days).

Inflation being kept in check, the Central Bank Board in March 1949
cancelled the “stop order” issued in November 1948 for the prevention of
further credit expansion. Furthermore, in May 1949 there was a relaxation
of the principles guiding the purchase of, and granting of credits against,
bank acceptances and, at the end of the month, the discount rate of the
central banks of the various Linder was reduced from 5 to 4% per cent.
and the lombard rate from 6 to 5% per cent. The minimum reserve
requirements on demand deposits were at the same time reduced from
15 to 10 per cent. for all banks located in places where a central bank is
represented and from 10 to 9 per cent. for banks in other places.

The greatest need of the German economy is capital for long-term in-
vestment purposes. Although there are signs that private savings are again
beginning to come forth (in January 1949 in-payments Into savings accounts
exceeded out-payments for the first time), the supply of long-term capital from
this source cannot be expected to be large in the near future. In April the
Anglo-American Control Office began to release part of the “counterpart
funds” (which had resulted from imports provided as direct Army relief) for
long-term investments in coal mines, electric-power projects, inland water
transport and some other industries. E.R.P. counterpart funds may also be
released for long-term investment purposes, and in April the American
and British Military Governors submitted to governments of other countries a
proposal to lift the ban on foreign investments in Germany. The sums so
far invoilved are small in comparison - with Germany's need, and lack of
capital will presumably continue to characterise the German economy for a
long time to come.

France, Italy and Germany all belong to the third group of countries
described at the beginning of this chapter (page 161). Another country in
this group is Belgium. In July 1948 two laws were passed by the Belgian
Parliament which somewhat changed the status and the balance sheet of the
Nationial Bank of Belgium; in September an extraordinary meeting of the
shareholders of the Bank approved these changes. The structure of the
balance sheet was simplified; the various claims of the National Bank of
_ Belgium against the state and against the Brussels Bank of Issue {(which had
been set up by the Germans during the war) were offset against the state’s
claims on the National Bank of Belgium. In addition, the Bank surrendered
to thz state the profits which it had made during the war and the Bank’s
capital -was doubled (from B.fcs 200 to 400 million), the new shares being
subscribed by the state. All these changes left the Bank with a credit,
vis-a-vis the state, of B.fcs 37.¢ milliard, of which B.fcs 35 milliard was
consolidated and the remaining B.fcs 2.5 milliard was to be held by the
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Belgium: Currency circulation
and free accounts,

Curli'ﬁncy Cheque
End of year circulation () accounts ()
in milliards of B.fcs
1946 79.3 720
1947 84.6 66.9
1948 894 726

178 —
Bank in the form of Treasury certificates.
The amount of public credit that can be
extended by the National Bank of
Belgium (against Treasury certificates,
government and government- guaranteed
securities) was limited to B.fcs 10 mil-
liard by an agreement between the govern-
ment and the Bank.

{1} Bank-notes and Treagury currency.

() Current accounts of the Matienal Bank of
Belgium, postal-theque accounts, and demand
deposits of private and semi-public banking

institutions.

One reason for the continued increase,
in Belgium, of notes in circulation and
deposits was the freeing of temporarily
blocked accounts (having their origin in

the currency reform of October 1944} to the extent of B.fcs 4.8 milliard
in June 1948; and another reason was the acquisition by the National Bank
of (net) B.fcs 2.5 milliard in gold and foreign exchange.

Total deposits of the commercial banks declined from B.fcs 54.5 mil-
liard at the end of 1947 to B.fcs 49.8 milliard at the end of 1948; against
this there was a decrease in credit to the government and other public bodies,

Belgium: Commercial-bank credit.

while the amount of credit
granted to business under-

takings increased some-
Privats credit Publi what (as it had been
ublic
End creqit | Vol doi ; ), Th
of year | Commer- | 4o s | Totale oing since I1945). e
cial paper . .
: withdrawal of deposits was
in milliards of Belgian francs X
largely responsible for an
1946 3.7 12.1 15.8 33.5 49.3 . b B f 6 l
1947 56 13.0 19.6 32.4 51.0 increase by D.ICs 1.0 mul-
1948 59 13.2 19.4 20.7 48.8 liard 1 1948 (as against

* Not including rediscounts.

only B.fcs 663 million in
1947} in bills rediscounted.

The budget deficit in 1948 was halved as compared with 1947 and the
budget for 1949 shows a further decline in the deficit. The Treasury raised

Belgium's
budget deficit*
{ordinary and extraordinary}.

In milliards of
Year Belgian francs
1947 20.9
1948 10.4
1949 4.8

* The figures exclude expenditure for
the amortisation of the Currency
Reform Loan and the proceeds of

the capital levy imposed in connec- .

tion with the currency reform. They
also exclude the subscriptions to the
EBreffon Weods insiifutions,

Bfcs 3.7 milliard by the issue of cettificates
with a maturity of five to ten years and borrowed
$50 million in the United States, obtaining, in
addition, roughly B.fcs 1 milliard through the
increase in postal-cheque accounts.

Hardly any change occurred in interest
rates — with an official discount rate of 3% per
cent. and a yield of about 4.70 per cent. on the
4 per cent. Unified Rente — while the National
Bank continued its selective credit control in 1948
in order to prevent credit from being used for
speculative purposes, for consumption and the
hoarding ‘of inventories.
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Netherlands: Money volume.®

Currency
End in Daposits Total
of year circulation
in millions of Jlorins
1945 1,386 2,714 4,100
1946 2,801 3,392 6,193
1947 3,062 3,892 6,954
1948 3,184 4,148 7,332

* Calculated in conformity with the recommendations of the
International Monetary Fund.
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In the group of countries
mentioned on page 161, of
which the United Kingdom is
the most important member,
the Netherlands in the
fiscal year 1948-49 received tax
amounts which, including the
yield of an extraordinary capital
levy, corresponded to more than
40 per cent. of the national
income. But official financing
was also influenced by the fact
that some of the receipts were
in the form of funds which
had been blocked. The total
of notes in circulation and
deposits continued to increase.

According to an analysis
given in the annual report of
the Nederlandsche Bank, the
increase in 1948 was the net
result of the monetary ex-
pansion caused by:

1047 1948

in milions of florins

(i} Financing of the Treasury’s deficit .. T 525 + 535D
(i) Creation of credit by the banks, for private industry . . + 165 + 180
(iti) Unblocking of balances with credit institutions . . . . . + 165 + 120

and the monetary contraction caused by:
(1) Decrease in foreign assets held by the Nederlandsche

Bank and the commercial banks e e 4 110 — 60
(ii) Increase in deposits -on local-currency accounts (%) — — 347
(i) Increase in the banks’ own reserves and time deposits -— 204 — 6o
+ 761 L 378

In 1948, as in 1947, the Treasury’s operations were the most im-

portant factor in the Dutch money market.

But in 1948, in contrast to

1947, the inflationary effects of the Treasury's recourse to the banking system
and of its drawing on funds hitherto blocked were largely offset by the

(1) Increase in the Treaswry’s indebtedness to the Nederlandsche Bank {+ Fl 500 million), minus
decrease in its indebtedness (— Fl 365 million) to private banks, plus the net amounts paid out
by the state in {free money although the funds in question had been received in blocked form
([ Fl. 410 millions).

(3 ER.P. counterpart funds.



Netherlands:
42 commercial banks.
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sterilisation of money in the local-currency

account, l.e. by the counterpart of
Marshall aid.

Public credit | Private credit
End of vear . . .
in_millions_of flerina Unlike the Italian and French Treasuries,
1946 3,448 696 the Dutch Treasury increased its mdebted-
::; :'g ;: ness to the central bank while at the same
: ' time reducing its indebtedness to the com-

mercial banks; but, even so, the commetcial
banks’ assets in the form of public credit were, at the end of 1948, still 4.4 times
as large as their assets in the form of private credit. The slow expansion of
bank credit to private business undertakings indicates that firms were largely
able to finance themselves out of their own liquid funds.

The liquidity of the market found its expression in the continuance of
cheap-money rates. The discount rate of the Nederlandsche Bank remained
at 2.5 per cent. — its level since June 1941 — but it is hardly effective, since
commercial banks have not much need of central-bank funds. Long-term interest
rates varied little, the vyield of the irredeemable government loan averaging
3.00 per cent. in 1948 as compared with 3.06 per cent. in 1947. At the
beginning of May 1948 the government proceeded to convert the 3-31% per
cent, State Loan of 1938, giving the holders the choice of taking either a
3 per cent. government loan at par, redeemable in 1962-64, or a 3% per cent.
loan at 100l per cent., redeemable within fifty years. Both loans together
amounted to FI. 1.5 milliard, a sum greater than the total of the old [oan
outstanding (FL 1.2 milliard). The new loans were fully subscribed. Also in
May, 1948, FL 152.6 million in 3 per cent. invéstment certificates and
Fl. 27.4 million of 3 per cent. stock were issued and absorbed by blocked
funds,

In spite of the steps taken in Norway to cope with the redundancy of
money {including the exchange of notes in 1945), excess liquidity continued
to be a characteristic of the Norwegian banking system, which in rg48 was
able to increase its investments and loans to private clients; but this, com-
bined with a loss of reserves connected with an increase in the note circu-
lation, lowered the ratio of its reserves (i.e. cash on hand plus balances with
the Bank of Norway) to
deposits from 133 per
cent. at the end of 1947

Bank of Norway: Selected items,

Assets Liabilities to 21 per cent. at the
of o | St rsin | Ogcmton | Wotos | qo | S0 of 1045t bee
folchange, o circulation | deposits Stll:l a high _hqu:dlty

n milligns of Norwegian Kroner ratio, however.
1946 1,157 8,108 1,033 5,217 Referting to the
:g:; ::.:. 3:32: z?:: ;g: latent possibilities of
: credit expansion  still
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remaining, the Governor : Norway: Joint-stock banks.
of the Bank of Norway
stated in February 1949: Cash on, bonds | Bl
“ End balances | Vreasury and advances | ponogits
Today the of year | with Bank bills shares I:r'd
Norges Bank is in- of Norway ) morigages
capable of being an in_millions of Norweglan Kroner
instrument for the 1946 696 1,691 548 1,354 3,185
community or the 1947 1,266 952 8654 1,852 3,821
government in_this 1948 814 821 1,013 2,337 3,886
{monetary) field, but
in a disinflated mon- _
etary systern, the Bank might become an instrument which — coordinated
with the budgetary policy of the government — could restore the balance

and contribute to maintaining the policy of stabilisation which has been
pursued since the war.
The Governor emphasised that in the exi-

. . . ‘ way: Bu ' .
sting circumstances in Norway it- was the task of Norway: Budget results

the government rather than of the central bank oo T mlions
to free the economy of excess purchasing power of N.Kr.
{mainly by using its capacity to tax). The budget 194647 (aciual) 6
for 194849 still reckoned with a deficit of 1947-48 — 127
N.Kr. 113 million, but it was later estimated 194849 (budget) [ — 113
that there would be an approximate balance. The 1949-50 + 10

budget for 1949-50 anticipates a small surplus.

Technically speaking, the problem of disinflating the economy is the
problem of reducing and finally eliminating the occupation account, which is
by far the biggest asset of the Bank of Norway, Part of the counterpart
funds from Marshall aid have been used to this end. As long as excess
purchasing power exists in the economic system, interest rates are likely to
stay low. The discount rate (which is an ineffective rate in wview of the
liquidity of the commercial banks} was reduced to 214 per cent. in January
1946 and has remained at that level ever since. The price of 215 per cent.
government loans averaged 100.58 for 1948 as against 100.14 In 1947.

To restore balance in its economy, Sweden has relied on direct invest-
ment controls (through the granting or withholding of building licences, etc.),
fiscal policy (through budgeting for a surplus) and income stabilisation
(through limitation of wage rises, etc.) rather than on a flexible interest
policy. In 1948 the Sveriges Riksbank continued to give support to the 3 per
cent. interest rate on government bonds but its bond purchases were on a
smaller scale than in the previous year. Helped by the provision of liquid
resources from the Riksbank, gross investments in Sweden came -to 30 per
cent. of the national income in 1947, while gross savings were 24 per cent.
of the national income — the difference appearing as a current deficit (of
S.Kr. 1,440 million — see page 85) in the balance of payments. While this
deficit made an inroad on the monetary reserves, the sale by the Riksbank
of foreign exchange absorbed monetary purchasing power and helped to keep
down the increase in the note circulation, as shown in the following table,
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Sveriges Rikshank: Balance sheet.

Gold and | Bonds and Sight deposits
End of year foraign Treasury Dol;?lei:ﬂc ciml:l‘l);:ion
of month | exchange bills State °°';"“:"°'a' Others
HANKS

in millions of Swedish Kronar

1945 . . . . 2,880 434 7 2,782 B3 81 41
1946 . . . . 2,083 1,644 49 2,877 706 B4 - 85
1947, . .. Ee9 2,747 38 2,885 831 1oy 72
1948, . .. ™™ 3317 &5 3,112 679 359 102
1949 March 672 29713 49 2,953 641 age 67

* Mastly seasanal decline.

Owing partly to the strict scrutiny to which the banks, on the recom-
mendation of the Sveriges Riksbank, subjected applications for credit, but also
to the import cuts and the reduction in the government’s investment pro-

gramme during 1948, bank

Sweden: Commercial banks. advances declined shghtly
in that vyear. Total de-
Treasury [Advancesand { i

- Cash easury |Advancesand!  peposits posits of the cc_;mmeraal

and bonds |  paper banks, however, increased,

n_milliens of Swedish Kronor and the banks were able

1945, , . . 947 2,152 5,763 6,669 to enter the market as

1946, . . . 362 981 7,242 6,939 buyers of government se-
1947, , . . 499 533 7,937 7,200 s b )

1948, . . . 652 717 7,830 7,490 curities, whereas 10 1947

1949 March 329 996 7,837 7,526 they had been unloading

such securities.

Since industrial bonds offered a somewhat better yield than government
bonds (3.33 per cent., on an average, as against 3.08 per cent.), there was an
"inducement for holders of government bonds to shift from these into indus-
trial bonds. The Minister of Finance conferred with savings banks and
insurance companies with a view to obtaining an undertaking that they would
not reduce their holdings of government bonds and came to an agreement
with the latter but not with the former. '

During the war and after the Liberation, the monetary authorities of
Denmark consistently pursued a policy of mopping up excess purchasing
power which had been created as a result of the occupation. The
government reduced its debt to the Danish National Bank, the so-called “regu-
lation account” (which had originated in the financing of the occupation),
by a further D.Kr. 518 million in 1948 and at the same time increased the
credit balance on its account with the National Bank by D.Kr. 116 million.
The budget surplus, the proceeds of loans and the counterpart funds from
Marshall aid (which are kept in a special account with the central bank)
were available to carry out this disinflationary policy.



Danish National Bank: Selected items,

Assets Llabilitles
End of year Gold Cgm:'l::.i;al Ragulation ef:r::?gne Notes in | Government Sight
advances account (net) circufation deposits deposits

in millions of Danish Kroner

1946 82,729 3.7 6,626 483 1,633 1 ,'fl 4 2,985
1947 70,568 a7 b,609 667 1,641 1,742 1,618
1248 70,438 59 5,091 553 1,614 1,958 1,063

As a result the reserves of the commercial banks declined from D.Kr. 1,987
to D.Kr. 1,252 million. Bank deposits also fell and, in order to finance
part of the increasing demand for credits, the commercial banks unloaded
government securities. Under these circumstances, it is not surprising that the
market tightened in the second half of 1948. The index for bond prices
fell from 109 in December 1947 (1938=100) to 100 in December 1948

and long-term interest rates had

Denmark: Commercial banks, thus returned to their pre-war

level with a vield of about 4 per

td | J‘?i’iﬂk 1:;::; L:::s Total cent. on govgrflment bonds. TcT
of yoar | “daposite' |(21= 204 giecounts deposits | ease the position of the banks

the reserve requirements of the
commercial and savings banks

n millions of Danish Kroner

1946 3,810 1,282 2,652 5,785 were reduced at the end of

1947 1,097 1,333 3,286 5,436 . .

1048 | 1252 | 1199 | 3016 | 8377 1943 — an action which set free
~  D.Kr. 200 million. .

The Bank of Finland, in its fight against inflation, resorted in 1947 and
1948 to the classical method of raising its discount rate, until in February
1948 1t reached 714 per cent. Other interest rates followed suit; in parti-
cular, the commercial banks increased their lending rates by 2 to 215 per
cent. and the rates paid for deposits by 2 per cent. This policy is reported
to have restricted the demand for credit, increased the flow of funds to the
banking institutions and generally contributed to the growing confidence
in the Finnish mark; while undoubtedly increasing the flow of genuine savings,
the rise in Interest rates helped rather than hindered production.

There was, indeed, no increased recourse by the banks and by business
undertakings to the Bank of Finland. After having grown by as much as
20 per cent. in 1947, the Bank’s total bill holdings {of which only a small part
are rediscounted bills), though fluctuating from month to month, finished the
year 1048 at the same level as at the end of 1947. The pace at which the
note circulation expanded was also much reduced in 1948, the increase by
FM 2,207 million during that year being equal to ¢ per cent. of the volume
outstanding at the end of 1947, whereas in 1947 the note circulation had
increased by 38 per cent. On the other hand, total loans of commercial
banks continued to expand at approximately the same rate as in 1947
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Nevertheless, as from 1st Feb-
ruary 1949, the Bank of Finland
lowered its discount rate again
by one-half of 1 per cent.

Yields of shares and government bonds,
in percentages.

%8
6 -
5

&%

Denmark, to some extent,
and Finland, more decidedly,
differ from the other northern
countries in that they have em-
ployed the rate of interest as a
primary weaponin their struggle for
monetary equilibrium. Switzer-
land has done so, too, but in
that country much narrower
movements were sufficient for
the purpose. The rates for Swiss
Federal bonds reached their
highest point with a vyield of
3.55 per cent. in March 1948
(after having been below 3 per
cent. in the course of the pre-
vious vyear). But in the latter
half of 1948 a downward trend
set in again on the money and
capital markets in Switzerland
and this continued in the open-
ing months of 1949, the vyield
of Federal bonds falling back to
2.87 per cent.
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Sw.fcs 407 million in fresh funds
was made available to the market by the National Bank; of this amount
Sw.fcs 320 million was due to the acquisition of gold and foreign exchange by the
National Bank and Sw.fcs 187 million to the freeing of formerly blocked proceeds
of exports.
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Swiss National Bankﬁ Selected items.

Gold and Bills Securities Motes ’ Siaht

End foreign and and In i bi?‘t' "

nd of exchange advances Treasury bills circulation tabllitie

in_millions of Swigs francs

1846 . ... ... 5,108 234 67 4,091 1,164
1947 . .., ... 5,369 395 68 4,383 1,172
1948 , . .. ... 6,058% 205 49 4584 1,243
1949 March . . , 6,229 186 46 4,326 1,666
May .. .. 6,402 138 40 4,279 18t

* Part of the Increase in 1948 in the gold and foreign exchange holdings of the Mational Bank represented
amgunts taken over directly from the Confederation,
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Switzerland: 43 banks.

End of Cash ('} Bills Loans” Mortgages Securities Deposits (7)
in millions of Swiss francs
1946, , .., 540 1,434 3,500 6,653 2,713 14,007
1947 ., . ., 664 1,289 4,299 6,946 2,424 14,706
1948, . . .. 939 1,736 447 7.331 2,162 15,367

("} Excluding interbank balances.

) Including "Kassenscheine'’, "'Obligationenanieihen’’, and ''Plandbriefdarlehen’’, but exctuding interbank deposits,

The new central-bank funds took the form of notes, the circulation of
which rose by Sw.fcs 21 million m 1948. At the same time, the deposits
of the Swiss banks with the National Bank increased by Sw.fcs z10 million.

Apart from the njection of new central-bank funds, a reason for the
easing of credit conditions was the slackening of the demand for bank ac-
commodation on the part of business undertakings. Bank loans, which had
risen sharply in 1947, reached their maximum around the middle of 1948, as
did commercial bills held by the banks.

Polish investment programme. As regards the group of countries

o ] with a planned economy based on state
anned Tnvestments ; .

ownership (see page 161), comparatively

End of year | iiards | ®Percentase | detailed information has been published

of natfongl .

of zlotys income about the investment programme for

Poland and its financing. The Three-

:gﬁ ;50 2: Year National Economic Plan envisaged

2 . .
1948 180 ' fpr 1948 total-m\re‘stments of Z1. 190.6 mul-
1949 310 () 200) liard, corresponding to 19 per cent. of

the national income. To finance this pro-
gramme the government relied on funds
from various sources:

(M OFf thls amount, ZI. 290 milliard s intended to be
apent under the state invesiment plan,

) In addlfion to commodily siocks representing
G per cent. of the national income.

{1) Out of a budget surplus of about Zl. 45 milliard, ZIl. 41.6 milliards would be
contributed in 1948,

(i1) Since voluntary savings are small, a law was passed in March 1948 under
which persons in receipt of a monthly income above Zl. 20,000 would have
to deposit part of their income in blocked accounts. Private enterprise was
subjected to a similar kind of forced saving, the rates being, however,
considerably . higher than those applicable to individuals. This system of
saving was expected to produce Zl. 2o mulliard.

(ii1) The third source was the granting of bank credits. In this the National
Bank of Poland participated to a large extent not only directly but indirectly
through the extension of credits to the other banks. The réle played by
‘the National Bank of Poland in financing investments became less important
‘in 1948, however. Two years ecarlier some 66 per cent. of the total bank
credit had been granted directly or indirectly by the National Bank; by the
end of 1948 the proportion in question had fallen to 46 per cent.  The
various credit institutions are all controlled by the Ministry of Finance.
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Poland: Credit institutions.
National Bank of Poland Other credit institutions
End of year Dirsct Note . Deposits Investment | Debt to Bank
cradits (1) . ., Credits and currant
to industry circulation accounts accounts (7} |  of Poland
in milliards of zlolys
1946 176 60.1 &0.6 25.2 36 are
1947 590 21.5 169.7 s51.7 37.0 86.2
1948 785 130.7 383.1 1123 1450 137.5

('} Credits by the Bank of Poland to other credit inslitutions are included in the amounts shown in the last

ecolumn of the table,

@ Including funds of government departments for special purposes,

In October 1948 three decrees were passed for the reorganisation of the
Polish banking system, The National Economic Bank descnbes the purpose
of the reform in question as follows:

“The aim of the banking reform is to subordinate the whole banking
system to one central authority in order to realise efficaciously the principles
of a planned financial and credit policy, as well as of financial control of the
national economy.”

Banking activities would henceforth be entrusted to (i) six state banks,
(11} three banks with the status of joint-stock companies and (iii) co-operative
credit societies. The range of direct credits by the National Bank of Poland
{previously restricted to the three key industries — coal mining, electric
power and metallurgy) was to be widened. A new “Investment Bank’, which
was to replace the National Economic Bank, would be the executor of the
entire state investment plan.

In Czechoslovakia, as in Poland, the central bank carries a large part
of the burden of financing the government’s investment programme, which for
1947 and 1948 was set at K& 86 milliard. In Czechoslovakia, however, there
was no surplus in the budget but a deficit of Ké&s 10 milliard in 1948.

National Bank of Czechoslovakia: Selected items?

Assets Liabilitiss
Bankers'
- Gold and
End of foreign Credits GOthers Bank-notes balancesi a||11d Others
exchange other sight
liabilities
in milliards of Kés

1946 ' 53 7.9 135.6 436 100 18.7
947 ., ..., 4.8 17.4 63.6 58.5 7.3 21.2
948 . ., .. 4.2 30.2 47.2 72.0 2.0 7.8

* Only accounts in new currency, except for '“other' assels in 1946. Assets and liabilities relaling to the old
circulatien were transferred to a "Currency Liquidation Fund™ in August 1947,
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The recourse had to the National Bank is reflected in the table on page 186.
Total credits granted by the Bank increased by Kés 9.5 milliard in 1947 and
by Ké&s 12.8 milliard in 1948, while the note circulation rose by Kés 14.9
milliard and 13.5 milliard respectively.

No figures are available for the credits granted by-: banking institutions
other than the National Bank but certain inferences can be drawn from the
movement of their deposits.

Czechoslovakia: Total credits granted by
Deposits with financial institutions. the banks must have been
: larger than the increase in

“Deposit Daposils in . .
End of e currant Total deposits, since the banks drew
' accounts heavily on their own deposits

in_milliards of Kes with the central bank.
1946 . . . . 15.2 42,5 57.7

O 54.3 518 _ The structure of the bank-
1948 . . ., 33.6 53.3 88.9 ing system underwent further
1949 February 35.9 62.9 98.8 changes in 1948. In the middle

*

Excluding bankers' balances, of the year three laws were passed

concerning the reorganisation
of the banking system. A merger of the nationalised commercial banks
reduced their number to two, one for Bohemia and Moravia and one for
Slovakia. Henceforth, the banking system will comprise (apart from the
National Bank) two commercial banks, an investment bank granting long-
term credits for investments under the economic plan, the Post Office Savings
Bank and the People's Banking Centre, each with a network of district and
local banks, the latter taking the place of the local co-operative loan societies
and communal savings banks (which were merged into a unified type of
co-operative local bank to be known as a “Savings Bank and Loan Society’).
The whole banking system i1s under the control of the Minister of Finance,
who also has authority to fix mterest rates, Making use of this power, the
Minister in December 1948 announced a complicated schedule of interest
rates. The rate on short-term bank loans was fixed at 4 per cent. and that
on long-term loans at 3% per cent., excluding fees, for which very detailed
instructions were also given. '

In every country the operations of the Treasury in the handling
of government finance have exerted a considerable influence on internal credit
conditions, whether a budget deficit had still to be financed, or foreign
assistance had to be fitted into the credit situation, or the government had
actually a surplus for redemption of national debt.

Towards the end of 1948, the turn in general business conditions
from super-boom to a less extreme but still high level of activity began
tc make itself felt also as regards credit. In the United States and in
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Notes in circulation.

End of
Countries June 1939 Dec. 1846 Dec¢. 1947 Dec. 1948 Dec. 1048
in millions of natignal currency units %r;;ggxﬂdl.:gg
Austria . . ., . . e e e 200 (M 5,656 4,326 (%) 5,335 6265 (3)
Belgium . .. .. e 22212 73,891 79,761 84,861 382
Czachoslovakia . + . . + .+ . . 10,740 (1 43,589 E£8,539 71,997 570
Detimark . . <« v v v v v v s 446 1,633 1,641 1614 352
Eire. . ... e e e e 16 a5 48 50 307
Finland , ., ........ 2,200 189,233 25,162 27,369 1,244
France . . ... ....... 122611 733,797 920,831 987,621 805
Greece . . .. .00 e, 8,002 537,463 973,609 1,052,000 13,146
Hungary ... .. e 885 {5) 968 () 1,992 () 2817 318 (8
lceland . . . ... .. ... |. 12 167 107 175 1410
Italy . ..... e e 21,533 (%) 512,400 () 794,888 () 970,853 () 4,509
Netherlands . . ... .. .. 1,045 2,744 3o 3,152 302
Norway . . . . . ... ... . 475 1,933 2,088 2,159 455
Poland . . ... ....... 1,848 60,068 91,483 130,713 7,074
Portugal . ... ....... 2,006 8,793 8,752 8,696 415
Bpain. ... ..., 13,536 & 22,777 26,014 26,472 156 ®
Sweden. . ... ......., 1,089 2,977 2,895 3,113 294
Switzeddand . , . . . . e 1,729 4,081 4,383 4,594 266
United Kingdom . . ... .. 499 1,422 1,350 1,203 259
Canada . . . .+ v oo o ov 213 1,031 1,046 1,115 523
United States . . . ... ... 1047 28,952 28,868 28,224 40t
Argantina . . . ... ... .. 1,128 4,065 5,346 7,694 582
Balivia . . .......... 20 1,683 1,848 2,169 720
Brazil . . . « v v v v v v 4,803 20,494 20,399 21,626 452
Chlle . . ........... 866 3,565 4,067 4,720 545
Colombia . . ... ... ... 57 260 298 362 637
Costa Rica . . .. .. . 28 72 B86 12 408
Ecuador . ... .. PN 54 362 339 376 584
Guatemala . ... ... ... B 20 30 34 434
Mexico . . . .o v v v v i n e 318 1,804 - 1,762 2,000 528
Nicaragua . . .. .+ v« 4 . 11 44 49 50 468
Paraguay . . ., . . .. ... 12 (%) az 43 65 525 (1)
Petu . ., ... v ua, 113 599 €99 T61 673
Salvador , .. ... .. ... 15 50 54 57 385
Uruguay . . -+ s v v v ov s 91 214 241 271 298
Venezuela . . ... ... .. 133 (10} 505 606 769 577 (")
Turkey . . . . . 0 v w0 e 21 937 881 o932 443
Eg¥pt. . .. .. .. .. v 21 137 138 154 743
India , ... .. ......, 1,846 12,252 12,388 11,882 (%) 644
Irap . . .. .0 v v e, 893 6,859 6,905 6,631 743
L T 4 40 as 35 807
South Africa . . ....... 19 66 66 68 357
Australta . . .. ... .. .. 43 207 205 218 458
New Zealand . . ... .. .. 16 50 82 - 83 341
dapatt ., . . ... w0 e e, 2,490 93,399 219,142 355,280 12,427
('} Tth March 1938. %) 7th December 1947, . (%) Compared with 7th March 1938.
(%} Estimate of total circulation in Bohemia, Moravia, Silesia and Slovakia. ) In Pengd.
(€} In forints, compared with the peng® circulation. (" Including State and Alled Military currency.
#) End of December 1341, () Compared wilh end of December 1941, (% End of December 1839,

("} Compared with end of December 1939, (") India notes in circulation in Pakiglan are not included,



Switzerland (as the clearest case among the European countries), the demand
for fresh bank accommodation showed signs of subsiding. In the Swiss money
and caprtal markets, where flexible conditions had been allowed to prevail all
through the post-war period, the slackening of demand, together with an
influx of funds from abroad, led almost automatically to a cheapening of
credit, including a decided fa'l in the level of long-term interest rates.

Early in 1949, upon the continuance of the decline in the business
turnover, the authorities in the United States, anxious to apply a credit
policy designed to lessen the tendencies prevailing m the economy itself
(whether towards boom or towards depression} began to ease, in a number
of important respects, the prescribed requirements for the extension of credit,
etc. (as set out on page 166 above). While it will clearly not be possible to
avoid all painful adjustments after so prolonged and intense a boom as the
one which, dating from the war, lasted well into 1948, there is no reason why
the necessary adjustments should be made more difficult than they perforce
must be,

The authorities in the United States are, for various reasons, in a posi-
tion to adopt an expansionist credit policy without running any great risk
of occasioning a new bout of inflation. First of all, recent estimates show a
volume of private savings of the American people corresponding to 15 per
cent. of the national income, which is as much as or more than the richer
European countries ever achieved before the first world war (when taxation
was still moderate), while, with few exceptions, these countries now only
arrive at a proportion of § to 6 per cent. for private savings in relation to
the national income. In the United States it may before long be a case of
preventing savings from runn'ng to waste whereas, with one or perhaps two
exceptions, the European countries will still have insufficient domestic savings
at their disposal.

Secondly, the United States has its large gold reserves which — even if
there were not the export surplus — would make it unnecessary for that
country to worry about the emergence of a deficit in the balance of payments.
The situation of most European countries is in this respect a very different
one, which greatly limits their freedom of action in more than one feld.

It 1s still too early to tell what the business trend will be in the United
States under the influence of the anti-depression policy so promptly applied by
the authorities. From a general point of view, it is clearly of importance that
precisely the country which holds so strategic a position in regard to the
world business trend has shown itself prepared to take counteracting
measures at an early date. As regards most countries in Europe, 1t still
seems to be incumbent upon them to continue the policy of consolidating
their credit position and to rely more on the ease which will result from an
mmprovement in the balance of payments than on relaxation of internal
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credit conditions. It is of interest in this connection to quote some words
from the conclusion of the report for 1948 recently issued by the National
Credit Council in France, where the opinion is expressed that “internal
cred:t need not alone be asked to constitute the basis and the counterpart of
the necessary mncrease in the volume of money but it is desirable that circum-
stances should permit a reinforcement of the gold and foreign-exchange
reserves of the Bank of France, which would at the same time help to
reconstitute the means available for international settlements and a currency
circulation provided with an indisputable backing”. This statement may be
taken as indicating a growing realisation of the connection between the
internal credit policy and the outcome of the balance of payments — a
mechanism which works both ways.



Local- Currency Counterpart Funds*

Deposits made on the special accounts opened in various European
countries for ‘‘local-currency counterpart funds” exceeded the equivalent of
$2,200 million by the end of March 1949; the equivalent of $1,300 million
had been withdrawn and spent in certain approved ways, while the equivalent
of $900 million remained on the accounts. The size of these figures brings
home the great importance of these ‘“‘counterpart funds” in the European
economy during the past year.

“Counterpart funds”’ in local currencies arise as a direct con-
sequence of United States aid to FEurope under the European Recovery
Program, as previously under “Interim aid”. When commodities are received
by European governments in the form of “‘grants’” (or gifts) from the United
States, the recipient governments sell the commodities on their internal markets,

and the proceeds in

interim aid: Local-currency counterpart funds.” the local currencies
Position on 2nd April 1949, (at a rate of exchange

) agreed with E.C.A.)

E.C.A. approvals for use Actual are placed to special

Rty | Debt can- |Productive| other | L., aramis | accounts known as
cellations | purposes | purposes : “counterpa rt fun dS”.

local-currency equivalent in millions of dollars (In practice the local

Austria . . . . 73 29 4 106 166 currencies are usually
NS o " % 1 *2 | paid into the special
accounts of counter-

Total . . R 428 & 506 463 part funds before the

sale of commodities
() The unencumbered porlions of Iocal-currenct depasits, for the domestic .
utilisation of which E.C.A, assumed responsibility of approval under the takes place n the
Foreign Rellef Program and Forelgn Aid Acts of 1847,

[ocal markets.)

The main lines of the administration of counterpart funds under ER.P. are
laid down in American legislation concerning E.C.A. and are repeated in bilateral
agreements made between the United States and the recipient countries.
Five per cent. of the local currency thus deposited is allocated to the United
States while the remaining ninety-five per cent. may be used by the recipient
country, with the approval of E.C.A., for purposes including internal mone-
tary and financial stabilisation, the stimulating of productive activity and the
development of new sources of wealth, etc, '

Counterpart funds do not arise for those countries which receive E.R.P.
aid only in the form of loans, viz. Iceland, Ireland, Sweden and Turkey
(nor, of course, for Portugal or Switzerland, which receive no E.R.P. aid
at all). The evolution of the counterpart funds on account of E.R.P. aid is
shown in the following table.

* The sources of the information contained in the following paragraphs are {a) E.C.A. Report on
Recovery Progress and U, 8. Aid (dated 14th February 1949} and (b} the monthly reports on local-
currency counterpart funds prepared by E.C.A. (Fiscal and Trade Policy Division and Division of
Statistics and Reports). . .
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E.R.P. Local-currency counterpart funds.
Pogition on 2nd April 1949,

Deposits actwally made () E.C.A. approvals for uso of 95 per ceal (%) Aclua)
Dapesits with-
o required 95 por cenl. Debt drawals
Retipient Country ¢y  |Bpercenl.| for Totd! | con. |Preductive{ Other 1 o, | from 85
. for U.5. | demestic callalions | PrPSES | puwposes fer cont.
uzey depostt (4}
local-currency equivalent in millions of dollars
Austria . . . . . . ... 204 7 137 144 12 — - 12 12
Belgium . ... ..., 3 Q 3 3 - — —_ — —
Dentnark . . . . . . ., 43 2 31 a3 - o] - o ]
France . . .. ... .. 723 27 514 541 100 189 - 289 28%
Germany: Blzone ., , ., 179 5 88 103 | -~ —_ 1 1 1
French Zons 55 1 24 25 - —_ — - —_
Greece . . . .- ... 1"as 4 . 84 f- ) - 23 89 112 (7
ftaly . ... ...... 227 8 156 164 — 342 93 438 —
Methorlands . ., . . ., 160 5 20 95 — — - - -
Morway . . . . .+« .. 53 2 43 45 22 — — 22 2
Trieste . . . . .. ... 8 o] 7 a8 -_— 13 - 13 7
United Kingdom . . .. 562 24 460 484 433 2 D] 433 433
Totals . . . § 2,331 B7 1,647 | 1,733 | sS67 568 182 1,318 828

(') The agreed local-currency values of E.R.P. dallar aid on a grant basis.

(<) Local currency placed by recipient governments to the speclal accounts at the domestic central bank.

{*) Total amounts approved by E.C.A., including amounts not yet expended.

(7 Actual expenditure of amounts approved by E.C.A. The division of these amounts according to the purpose
of utilisation is given in the next table.

The first column, ‘‘deposits required”, indicates the dollar value of
ER.P. grant aid up to 2nd April 1949, adjusted to take into account the
“drawing rights’” given or received under the mtra-European payments
scheme (see chapter VIII). Actual deposits made usually lag behind the U.S.
grant expenditure owing to the time necessary for E.C.A. to notify the reci-
pient countries of the detailed items and for the governments to make the
required deposits. By 2nd April 1949, $2,33r million had been notified in
this way for E.R.P. and the equivalent in local currencies of $1,733 million
had been deposited.

As regards the use of counterpart funds, ie. of the amount
actually deposited, the equivalent of $87 million, that is to say five per
cent., was for the use of E.C.A. On 2nd April 1949, E.C.A had spent $30
million of this amount, $22 million for the purchase of strategic materials
(industrial diamonds, rubber and sisal) in the United Kingdom and the
balance almost wholly for the administrative expenditure of the E.C.A. missions
in the various countries and by the Office of the Special Representative of
E.C.A. in Paris, '

But in so far as “aid” is concerned, the real interest attaches to the
ninety-five per cent. which may be utilised for approved purposes in the
domestic economy. In general, proposals for expenditure of such counterpart
funds are first formulated by the recipient government and discussed with the
E.C.A. mission in the country concerned. The recommendations of the
mission are reviewed by E.C.A., Paris, and E.C.A., Washington; the latter
office formulates a final recommendation after discussion with other organs



of the U.S. Government (State, Treasury and Commerce Departments and the
Federal Reserve Board, all of which are represented on the National Advisory
Council, and E.C.A. Public Advisory Board).

The establishment of internal financial stability is a prerequisite to
the accomplishment of the aims of E.R.P. Subject to this basic factor, utili-
sation of local-currency counterpart funds is directed towards the stimulating of
productive activity and the exploration for, and development of, new sources of
wealth, in order to achieve the maximum recovery in the participating countries.

Under the Economic Co-operation Act of 1948, E.C.A. is responsible
not only for the counterpart funds arising under ER.P. but also for the
utilisation of the unencumbered portions of local-currency deposits made in
connection with “Interim aid” {under the Foreign Relief Program and
Foreign Aid Act, both of 1947).

The broad purposes for which E.C.A. has given approval are classified
in the two preceding tables. Approvals total some $1,820 million in all.
Generally, approvals are soon followed by utilisation, but it is noteworthy that
for Greece, Italy and Trieste approvais have gone ahead of the amount
deposited. For Italy it is significant that, comparted with $527 million ap-
provals, only $490 million has been actually expended; a programme (including
$122 million for agriculture) has been approved but actual releases are made
only on the basis of specific projects.

To obtain a clear picture of the amounts actually expended from “Interim aid”
and E.R.P. counterpart funds, it is useful to draw up a combined statement.

E.R.P. and interim aid: Lacal-currency counterpart funds
actually withdrawn for domestic purposes.
Position on 2nd April 1949,

Actually withdrawn Asmaining
unused 5
Reciplent country Debt | Productive |  Other yory || on special | TORIS
cancellations| purposes purposes ota ’ accounts
local-currency equivalents in millions of dollars
Austria . . . ... .., BS 29 4 119 124 243
Belgium . . ... ... — - — - 3 3
Denmark . . . ... .. - o - o <1} 31
France . .. ... ... 100 497 —_ 597 225 822
Germany: Bizone , . - - 1 1 a7 28
French Zone — - — - 24 24
Greace . . . . .. .. — 23 40 G4 (1 | 20 . B4
Teaty ... ....... —_ 49 —_ 49 199 248
Netherlands . . . . .. - - - - j S0 90
S Norway . ... .. 22 — — a2 21 43
Trieste . . . ... ... - 7 — 7 1 7
United Kingdom . . . . 433 0 Q 433 2? 460
Totals . . . 640 605 45 1,291 (0 862 () 2,153 (%

(" Inthuding $1.8 miltion of temporary advances.

@y 3463 million on account of “Interim aid”’ and £828 million for E.R.P. [see previoys tables). Small differences
arige from adding figures rounded off to the nearest million dollars. )

(%) $43 million on account of “Interim aid’* and $879 miltion for E.R.P.

() The simple addition of ihe two previous columns,
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Out of $r,291 million actually withdrawn from the special accounts,
about one-half has gone for debt cancellation (nearly three-quarters of it in
the United Kingdom) and the other half for productive purposes (nearly
five-sixths of it in France). Debt cancellation in the United Kingdom and
productive purposes in France thus make up three-quarters of all the actual
expenditure of counterpart funds for domestic uses up to 2nd April 1949.

The $497 mullion utilised in France for the promotion of production
can be divided into a few broad classes: $226 million has gone to light and
power facilities (electricity and gas); $86 million to railways; $85 million to
coal mining; $40 million to strategic materials; $23 million to the merchant
and fishing fleets; and the remainder to a number of miscellaneous industries
(agriculture receiving $8 million).

The $49 million utilised in Italy for productive purposes has been
used entirely for the railways.

The only considerable utilisation of counterpart funds for “other purposes™
than debt cancellation or production has been the $40 million in Greece;
$18 million has gone for the care of refugees and $17 million for housing .
(and further considerable amounts have been approved for the same purposes).

The table shows that, after withdrawals of $1,290 million, $860 million
still stood on the special counterpart accounts on 2nd April 1949; with the
$o0 million put at the disposal of E.C.A. in local currencies (5 per cent. of
the local! counterpart of ER.P. grants), the total amount paid into the local-
currency counterpart accounts reaches $2,240 million — a measure of the
Interim aid and E.R.P. deliveries in grant form up to 2nd April 1949.

These few paragraphs do not amount to more than a brief de-
scription of the counterpart mechanism, with an indication of the amounts
involved. As the ER.P. deliveries grow and reporting time-lags are made up,
the volume of local-currency counterpart funds deposited and released for
domestic use will run into the equivalent of several mulliards of dollars. It is
no exaggeration to say that the direct effect of E.R.P. deliveries and the wise
use of the resources thus made available will be 2 decisive factor in the
re-establishment of economic and financial order in western Furope.

As regards the release of counterpart funds, it should be pointed
out that the Act and the bilateral agreements specify that each participating
country shall make appropriate provision for taking financial and mone-
tary measures necessary to stabilise its currency, establish or maintain a valid
rate of exchange, to balance its governmental budget as soon as practicable,
and generally to restore or maintain confidence in its monetary system...”.
The responsibility of E.C.A., one of whose functions it is to assist the
participating countries and, in that connection, to release the counterpart funds
for approved purposes, is clearly very great.



Much thought has naturally been given to the principles involved in
the release of counterpart funds, and the rule is that, in each country, the
release should be based on an assessment of the réle which counterpart funds
can play within the economy considered as a whole. Within the general field
of action determined by the need of promoting financial stability (a need
which is very much stressed), counterpart funds may be released to finance
projects which, after examination of total investment requirements and possible
sources of internal financing, are considered to be of first-rate importance for
production. But counterpart funds may in no case be expended to postpone
essential economic and financial reforms. Indeed, the counterpart funds should
be used ‘... for the purposes of internal monetary and financial stabilisation,
for the stimulation of productive activity, and the exploration for and development
of new sources of wealth or such other expenditures as may be consistent with
the Economic Co-operation Act ...”. And this Act may be summarised as
having the following main purpose in view: to aid the participating countries
to become independent of extraordinary outside economic assistance within
the period of operation of the E.C.A.

There is no doubt that the technique of accumulating counterpart
funds and of releasing them for definite purposes constitutes an important part
of the administration of Marshall aid, which involves the largest international
movement of funds that has ever taken place in time of peace.

For each participating country it is clearly the actual receipt of
goods and services from abroad that makes a decisive addition to
the total resources and in that way represents the essential
element of the aid.

It 1s also clear that, in order to determine how the aid is really being
used, account must be taken of the “entire economic-financial situation in
the participating country” — which appears to be one of the points stressed
among the guiding principles for the release of counterpart funds. The
economic effect of the aid must thus be judged in relation to the general
lines of action with regard to the amount of total resources available in each
country, its budgets, investments, credits, costs and prices, foreign trade and
exchange rates and, more particularly, in relation to the money and credit
situation.

In this connection, the accumulation and use of counterpart funds has
naturally focussed attention on a phenomenon that existed in many countries
long before Marshall aid was given. A similar set of problems arose, in
fact, when countries after the war put to use the proceeds of foreign loans
and credits (as the British did with regard to the American and Canadian
loans and the French with regard to several foreign credits). It Is even
possible to find a simpler case, viz. when a country uses up its own
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monetary reserves of gold and foreign exchange; it is, indeed, helpful to
make comparisons with what happens in such cases, in order to throw light
on the problems involved. But the situation can perhaps best be understood
from the examination of a few concrete cases.

1. The Netherlands has received Marshall aid and accumulated counter-
part funds but no releases had been made by 2nd April 1949 (the
date to which the table on page 192 refers). That does not mean,
however, that no use had been made of the material resources which
arrived. The very fact that a country has an over-all deficit on the
current account of the balance of payments signifies — as is so clearly
brought out by the modern methods of national accounting — that
the volume of investments in that country exceeds the flow of domestic
savings. Had it not been for the receipt of material resources from
abroad, the tension between the large volume of investments (if main-
tained) and the insufficient savings would have given rise to an infla-
tionary creation of credit. Thanks to the arrival of the foreign resources
and the accumulation — one might even say the sterilisation — of the
counterpart funds at the central bank, the credit system was able to
find the funds for the financing of the investment projects without any
mflationary tendency.

It is clear that in the example chosen — which corresponds to
what has happened in more than one country — the actual ‘‘use’” of
the resources has been immediate; thus if the amounts accumulated as
counterpart funds were to be released and spent at a later date for new
investment purposes, there would then be no further provision of corres-
ponding material resources and the result would be an inflationary
tendency. The Nederlandsche Bank explains in its report for 1948 that,
in so far as the situation which has arisen continues, ‘“‘maintenance of
monetary equilibrium demands that the local-currency counterpart be
employed in such a manner that the neutralising effect on the inflationary
tendencies still prevalent is maintained. This can be attained by
designating the counterpart funds for redemption of government debt
to the central bank or for payment into the government's Treasury
for financing productive expenditure already provided for in the budget”.
If the funds went to finance expenditure already provided for in
the budget the use thus made of them would clearly not give rise to
any fresh expenditure.

2. Another, somewhat simpler, case is that of France, where the equi-
valent in French francs of some $597 million of E.R.P. and “Interim aid”
counterpart funds had, up to 2nd April 1949, been released and actually
~withdrawn to provide cover for real-investment expenditure in the budget
{under the so-called “Monnet Plan’). This case is simple because it corres-
ponds fairly closely to what has happened in the past when a country has



borrowed abroad and used the funds thus received for the financing
of domestic investment projects. In such cases the provision of financial
means for the projects in question has gone hand in hand with the
actual using-up of resources and there has, therefore, been no separa-
tion between the methods of internal financing and the provision of
foreign exchange to pay for the import surplus which resulted. When
that is the case, the receipt and the use of Marshall funds have in
themselves neither an inflationary nor a deflationary effect. As far as the
receipt of the aid and 1ts application to investment expenditure was
concerned, the result was, in fact, the avoidance of inflationary pressure,
which would have ensued if the volume of investments on the scale
contemplated had continued to be financed by resort to the banking
system.

In France, however, the amount released up to 2nd April 1949
included the equivalent of a further $100 million withdrawn for the
purpose of debt cancellation — in effect, for repayment of government
debt to the Bank of France.

It is probable that when, in 1948, the aid was actually received
there was m France a tension between investments and savings; and
it has, therefore, no doubt seemed appropriate that some of the
counterpart funds should be definitely removed from the possibility of
further spending (a measure which, incidentally, is in conformity with
the ideas expressed imn the report of the Nederlandsche Bank).

. As may be seen from the table on page 192, the United Kingdom
is the country which has had the largest percentage withdrawals of
counterpart funds and practically the whole amount withdrawn has been
used for retirement of debt. The effects of the receipt of the aid
should be viewed against the. progressive improvement in the credit
situation and the balance of payments in the course of 1948. In his
budget speech on 6th April 1949, the Chancellor of the Exchequer re-
ferred to the reduction by £453 million in the total national debt between
the end of March 1948 and the end of March 1949. He added that
this happy result atose from two causes: “First, the over-all budget sur-
plus which has been realised and, second, the sterling proceeds of the
Marshall aid special account, of which £107 million has been applied,
with the consent of the U.S. Government, to the redemption of short-
term debt.” It is of interest to compare this with the main figures for
the balance of payments in the second half of 1948.

The reduction in sterling liabilities was achieved by means of the
surplus, mainly vis-a-vis the sterling-area countries, in the current
account of the balance of payments plus certain direct releases of dollars.
As may be seen from the table, it was thanks to the receipt of the



aid under E.R.P. that over-all United Kingdom:
balance could be maintained Balance of Payments
notwithstanding heavy ‘“‘unre- July-December 1848.
quit§d” exports ‘mainly f:O July - Decamber
sterling-area countries. In his ftems 1948
budget speech, the Chancellor {provisional)
of the Exchequer specifically Current sccounts In millions of
mentioned that the debt re- Western hemisphs;'e ..... — 140
duction (resulting from the Sterlingarea . ... ..... + 160
budget surplus and the use Other countrles - - . -« - - - r 10
Total . . . + 30

of counterpart funds) has been
mostly for the meeting of

Capital account:

floating-debt maturities “‘which Reduction in sterling |labllities )
arose from the reduction in, In¢rease in British assets abroad 7
sterling balances of oversea Total . . . 199
holders””. Thus it is permissible Net gotd and dollar deficit . 169
to say that, from an economic Dlifference + 30

point of view, the equivalent

of Marshall aid covering the | The net gold and dollar deficit
has besn coverad by:

deficit in relation to the dollar ' Recsipts under ER.P. . . . . 147
atea has been one of the Uss of gold and dollar holdings 22
factors making possible a net Totat . . . 169

reduction in sterling liabilities. .
* [n¢lucdes £6 million drawn by India from the 1. M. F.

. In Italy releases have been approved but no withdrawals had actually
taken place up to 2nd April 1949, so that the amounts accumulated on the
E.R.P. special account remained untouched. The whole year 1948 showed
deficits on the current accounts of the balance of payments; but towards
the end of the year monthly export surpluses had begun to reappear
in Italy and it is quite possible that around the turn of the vyear
1948—49 equilibrium — at least for the time being — had been reached
on the current account of the balance of payments. No such result
could have been attained without internal investments’ being kept down
to the volume of domestic savings — and it is well known that in
Ttaly considerable restraint has been observed in appropriating funds for
reconstruction of houses and for public works other than the restoration
of the railway systems, ports and roads to working order, etc. Since
domestic expenditure for consumption and investment could thus be
kept in balance with available resources, without counting in full the
Marshall aid, it followed that the use of E.R.P. dollars to pay for a
greater part of the excess imports from the western hemisphere would
set free resources for other visible and invisible exports, some of which
might even lead to payments in actual dollars (as might happen to
part of the income from tourist traffic). The non-utilisation of
the counterpart funds consequently resulted in a strengthening of
the gold and dollar reserves. Actually, the chain of events has



been somewhat more complicated, owing to other capital tranmsactions,
but the analysis just given brings out some of the most essential factors
in the development. It may be added that the Governor of the Bank
of Italy, in his report for the vear 1948, states that the sale of
goods recetved from abrecad as a grant amounted in 19048 to some
Lit. 150 milliard — a sum almost equal to that which the Bank
of Ttaly has advanced to the Exchange Control for the financing of
the accumulation of foreign exchange.

By starting public works or encouraging other forms of outlay, it
would not have been difficult to increase total domestic expenditure in.
Italy to a point at which a substanttal deficit 1n the balance of payments
would have emerged, with no strengthening of the gold and dollar
reserves. In that country there are, however, domestic tasks which cry
out to be taken in hand and it may squarely be contended that, in so
far as the fundamental purpose of the Marshall aid is to “aid the
participating countries, through their own individual and concerted efforts,
to become independent of extraordinary outside economic assistance
within the period of operation of the E.C.A’”, the greatest possible
encouragement should be given to the replenishment of monetary reserves,
since the absence of such reserves will always put the countries in
question in a vulnerable posttion.

_ The effect of accumulation, release and withdrawal — Le. the technique
of handling the counterpart funds — must thus be seen in relation to the
total available resources of domestic origin, Investment programmes, etc.; but
that is not to say that the technique in itself is of no importance. The
investment programme of a country may clearly be influenced by the technical
decisions taken, ie. it may, for instance, be cut down if releases should not
be made for the purposes contemplated. Conversely, there is perhaps a
greater danger that the accumulation and consequent magnitude of the
counterpart funds may be a temptation to expenditure, even though the aid
through which the counterpart funds came into being had, from an economic
point of view, already been fully utilised when the dollar imports arrived,
and had at that time specifically helped to keep back inflation. Accumulation
as such clearly has its dangers; 1t may, therefore, be wise to allow releases
as a [continuous process, whether for productive purposes or for debt
cancellation. Since the ultimate effect of any action has to be taken into
account, it is obviously most important to ensure that aid already made full
use of is not, via the counterpart mechanism, spent twice, so to say; for if
that happens an inflationary pressure will be exerted which may upset the
stability that was to have been attained and reinforced.
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VIII. Intra-Furopean Payments and Compensations.

The Agreement for Intra-European Payments and Compensations,
which had been preceded by months of careful examination of the problems
involved and by much drafting and redrafting, was signed in Paris on
16th October 1948 by the ministers of sixteen European governments and
by representatives of the Military Governors of the Bizone and French Zone
of Germany and of the Free Territory of Trieste — in all, the ‘‘nineteen” who
form the Organisation for European Economic Co-operation (O.E.E.C.). The
Organisation itself was set up under a Convention of 16th April 1948 and
during the first six months of its existence it was able to make the allocation,
among the countries concerned, of the American aid received under the
European Recovery Program (E.R.P.) for the vear 194849 (the scheme of
apportionment having been worked out by agreement between the bene-
ficiaries) and also to complete a European agreement which had the effect
of redistributing, inside Europe, part of the American aid so allocated.

While the drawing-up of an international treaty between soc many
participants and the reconctliation of the inevitably conflicting local interests
was necessarily a most complicated task, it 1s noteworthy that the Agreement
reposes upon two fairly simple fundamental principles:

i) “Western-hemisphere” and “overall” payments deficits were dealt with
by a combined operation, On the one hand, the E.R.P. dollar allocations
were made in proportion to the estimated deficits of the participating
couniries vis-a-vis the western hemisphere and, on the other hand, a further
sub-allocation of aid inside Europe was made under the payments scheme m
order to meet the estimated intra-European deficits, as revealed by the
movement of the accounts established for the working of the bilateral
payments agreements. These accounts — it should be noted — not only
relate to European territories but also comprise the extensive monefary areas
associated with sterling, the Belgian and French francs and the Dutch forin,
and the “intra-Furopean” payments scheme thus extends its influence over
a large part of the world.

The combination of the western-hemisphere deficits and the intra-
European surpluses and deficits of the participating countries {including their
monetary areas) was taken to be a sufficient measure of the “overall” deficits,
Certain territories were perforce excluded, the most important being the
countries of eastern Europe and the U.S.S.R. The estimates which were
finally agreed for the vear ending joth June 1949 are summarised in the
following table.

Each of the participating countties received dollar aid m proportion
to its estimated deficit with the western hemisphere and it either gave or
received “‘indirect aid”, in the form of ‘“drawing rights” inside Europe,
according to its European position. In this way, the creditors on current
account of intra-European payments pass on to the debtors the equivalent
of part of the aid received under E.R.P., the aim being to facilitate the flow
of intra-European trade, so essential for the proper working of ER.P.

(i1 The second general principle observed was that of the automatic " off-
setting” of certain debts and credits inside Europe. This operaticn,
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taking the form of so-called “first-category compensations”, is a further
development of the scheme already adopted in the autumn of 1947, under
which balances on the payments-agreements accounts were reported by the
central banks of the countries concerned to the Bank for International
Settlements, acting as their Agent.

E.R.P. dollar aid and intra-European payments scheme:
July 1948-June 1949,

Intra-European payments schame
Total
Soliar dohar ; Net e
da || Crams | Oree® | rceintei) | flropean
granted recelved I"'E“P; aid
in milllons of dollars
Austria . ., . . ... ... 215 212 3 67 + 64 279
Belgium-Luxemburg . . . 248 29 219 11 — 208 40
Denmark . . . ... ... 109 104 5 12 + 7 16
France . . . . ... ... o981 o971 10 33 + 323 1,304
Germany :
Bizone .. ... ... 41 302 08 20 -— t0 A0
French Zone . . . . . =11 B84 i56 16 + 1 100
Greecs . . ... .. ... 145 145 - 67 4+ 67 212
lgeland . ., . .. ... .. 6 5 — -— —_ 5
fretand , . . ... .... T8 78 —_ —_ —_ Ki:]
Maly . .......... 555 508 a7 27 — 20 535
Netherlands . ., . ., .. 470 458 t 83 + T2 541
Norway . . . .. ... .. 83 67 16 48 + 32 115
Portugal . . ... . ... — — — — —_ —
Sweden . . . ... .. .. 47 12 35 10 — 25 22
Switzerland . . ., . ., . - - — —_ —_ -
Trieste . . . ... .. .. 18 18 _— -— - 18
Turkey . .. .. ... .. 40 1 29 17 — 12 29
Unlted Kingdom . . . .. 1,239 =3 |2 320 30 — 290 949
Commodily Reserve . , . 13 . 13 — - —_ 13
Tolals . ., . 4,756 3,938 818 818 I &65 4,756

The payments plan based on these principles had the active partici-
pation of the Economic Co-operation Administration (E.C.A.}, the American
organisation charged with the application and supervision of E.R.P. When
goods supplied under ER.P. grants (as distinct from the part of the aid
furnished in the form of “loans’) are available for sale in the recipient
countries of Furope, the proceeds in national currency, called “counterpart
funds’, are placed to a special account in the central bank, where they
are earmarked for approved purposes. For the purposes of the payments
scheme, it became necessary to establish a new form of ER.P. aid, neither
loan nor grant, called “conditional aid", the condition being that, on receipt
of the dollar aid, the countries concerned place an equivalent amount of their
national currency at the disposal of their debtors on current account of the
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balance of payments. In that way, the creditor countries are able to obtain
dollars against a surplus of exports to the other participants inside Europe,
and with these dollars they are able to pay part of their deficits in relation
to the western hemisphere. Thus “conditional aid” was a basic element of the
plan and the creditors were not required to make available more of their
currency than was covered by E.C.A. “firm allotments of conditional aid”.
(It may be noted in this connection that it is the country receiving drawing
rights which is bound to place an equivalent amount of its national currency
to its special account of “counterpart funds”.)

In the practical arrangement of the scheme a high degree of co-opera-
tion was demanded, especially from the creditors. The ‘‘western-hemisphere”
deficits and the allocations of dollar aid had been agreed upon before the
intra-European payments plan was drawn up. “Conditional” dollars for the
creditors were, therefore, not “additional” dollars but part of the original
dollar aid they expected to get in any case. How the payments plan
affected the various countries will have been gathered from the table.

It is evident that, for the svstem to work smoothly, the western-hemi-
sphere deficit of any country, which sets the limit of possible ‘““conditional
aid” for that country, must be larger than its European surplus, otherwise
drawing rights granted would be insufficient. The only country for which
this condition was {(and still is) of particular importance was Belgium,
whose real European surplus was probably greater than its western-
hemisphere deficit.

Before proceeding to describe the working of the plan it may be useful
to give a summary of the Agreement itself. The Agreement for
Intra-European Payments and Compensations is divided into two parts, the
first dealing with compensations and the second with drawing rights, In
summarising the Agreement it is convenient to maintain this distinction
although, in practice, all operations are carried out simultaneously on
the same value date each month.

Compensations. The Agreement of 16th October 1948 formally
terminated the First Agreement for Multilateral Monetary Compensations of
18th November 1947, for which the Bank for International Settlements, as
indicated above, had acted as Agent. The earlier agreement and the mechanism
of the “compensations” were fully described in the eighteenth Annual Report,
pages 142 to 153, and it is unnecessary to go into greater detail here.

The principles and mechanism of these compensations were taken over
in the new scheme with a notable extension of the automaticity of operations.
Under the earlier agreements, Belgium (and Luxemburg), France, Italy and
the Netherlands (which were the signatory countries), plus the Bizone of
Germany, were ‘“‘permanent” members and only these accepted automatic
‘first-category” compensations; all other adherents to the agreement, viz:



Austria, Denmark, Greece, Norway, Portugal, the United Kingdom, Sweden,
Switzerland, Turkey and the French Zone of Germany, were ‘“‘occasional”
members, i.e. they retained the right to reject any of the Agent’s pro-
positions for compensations. Under the new agreement all countries partici-
pating in the scheme (except Portugal and Switzerland, as non-recipients of
ER.P. aid) undertook to accept all “frst-category’” (or offset) operations
prescribed automatically by the Agent; to the extent that these compen-
sations reduce any deficit on the month, they economise the use of drawing
rights. ‘“Second-category” operations, which imply a certain transferability of
currencies and entail an increase in the amount of cutrency balances for
one of the countries affected, remained optional, as before, and subject to the
general transfer policy. of the countries concerned.* First-category operations
involving Portugal and Switzerland also rematned optional for all countries.

Drawing Rights. Fach of the signatory countries which was estimated
at the beginning of the plan to be in surplus on its current balance of
payments with other O.E.E.C. countries established ‘‘drawing rights” in

Intra-European payments scheme: Drawing rights established
(granted and received). :

Am . Countries granting drawing rights
yoar T3t July 1948 Gerwany i
10 30th June 1949 1| % s | § £l 12| =z |8
Sz |F| BB |2 |2 S| EI2|F|E2 %
Reclplent - ] 2 “w = & = = - =¥ -
countres in_millions of dollars
Austria . . . . . — 45| a9 20 | 320| 05| — 1.0 1.6: — - 25.0 66.6
Belglum . . . .| — — — — — — 11.0] — — —_ — — 1.0
Denmark . . . — 65 — 2.7 10| 02| — —_ — — 1.5 — 1.9
France . . ., . . - 400] — — 63.0| 140 | 110 | — 50| — — |200.0| 333.0
Germany :
Bizone . . . . — 1701 — — —_ — 101 —_ 80| 50 |120| 465| 936
French Zone. —_ 4.0 — - — - 26| 20| — —_ 1.5 5.5 15,6
Greece , . ., .| 04 13.0| 20 | 50 4.3 04 70| 50| 20| 50| 130| 100 66.8
Italy . . . ... 2.0 — —_ — — — —_ —_ —_ — —_ 250 27.0
Netherlands . . | — 725 — — 85| — — — — 20| — — 83.0
Norway . ... | — 23.0| — — — -— 05| 25| — |28 | OS] — 483
Sweden . .. .| 07 60| 3.0 — — — 0.1 —_ _ —_ _ - .8
Turkey . . . . .| — 20| — — — —_ 80| 08B — 1.0; — 80! 168
United Kingdom | — | 30.0] — — —_ — — — — — — — 30.0
Totals . . .| 34 [2185; 51 9.7 [108.8) 148 | 47.3 | 11.3 | 16.5 | 34.8 | 2B8.5 |320.0] 8184

Mote: Six of the ninotsen signatory countries are missing from the table above. Portugal and Switzerland
did not recelve E.R.P. aid and did not take part in the European system of drawing rights; Luxemburg is
incloded with Belgium, and lreland and lceland, being members of the sterling arca, ars covered by the
figures for the United Kingdom: Trieste did not take part in the European scheme. The figures in the table
are taken from Annex C of the Agreement of 16th October 1348 with the addition of $8 million, the drawing
rla;|l1t215 IvaJn by th?ulglnited Kingdom to Turkey according to an agreement made between the two countries
on anuary .

* For a detailed examination of the transferability of sterling as regards European countries and of
its relation to second-category compensations, see the eighteenth Annual Report, page 140.



favour of the countries which were expected to have -the corresponding
payments deficits (requiring to be financed because means of payment in the
shape of existing resources or credit margins were not available). The
amounts of drawing rights were “established” in dollars, as shown in the
preceeding table, and they remained denominated in dollars until they had been
“made available” — generally in the currency of the country granting the
drawing rights (but occasionally in the currency of the partner or in a third
currency).

It should be noted that no “pool” or “fund” has been established,
and the Agent is an agent and not a principal. The drawing rights can be
“made available”, or drawn, only by the Agent and in accordance with the
provisions of the Agreement and of the directive to the Agent; the amounts
drawn are passed directly from the creditor to the debtor country without
any funds' passing even momentarily through the books of the Agent.

Drawing rights as shown in the table apply to the whole year from
1st July 1948 to 3oth June 1949.. As, at the time when the Agreement
was signed, funds had been voted by Congress only up to 31st March 1949,
not more than 75 per cent. of the drawing rights could be made available
before that date. The remaining 25 per cent. became available in April 1949.

Two changes were made in the table of drawing rights for the vyear
1948—49 as it had appeared in Annex C of the Agreement of 16th October
1048

(i) By agreement concluded between the two countries in January 1949, the
United Kingdom extended a drawing right of 38 million to Turkey. In
February 1949, the Council of O.E.E.C. confirmed the withdrawal of a
Turkish reservation on Part II of the Agreement and the establishment of
the new drawing right (included in the above table), raising the total from
$810.4 million, as in the Agreement, to $818.4 mullion. Turkey took part
in the system of drawing rights from February 1949 onwards.

(ii} Although estimates were established for the whole year from 1st July 1948
to 3oth June 1949, the Agreement came into force only from 1st October
1948, so that adjustments hdad to be made for the quarter July-September
1948, when the plan was not in force. These adjustments were introduced
by 2 second protocol, signed on 31st March 1949. Adjustments were made
to take into account the “off-shore purchases” amongst participating countries
during the third quarter of 1948. In principle, dollars placed at the disposal
of exporting countries as payment for off-shore purchases made by importing
countries were deducted from the “basic aid” allocated to the importing
countries, and the year's drawing rights were left unchanged. Importing
countries, however, retained the right to utilise drawing rights, where they
still existed, to repurchase from the exporting countries an amount of dollars
equivalent to the off-shore purchases (these dollars being, of course, in excess
of the dollar aid which the exporting countries would otherwise have received
under E.R.P.). However, in order not to cause embarrassment in those
cases where the exporting country had already disposed of the dollars, drawing
rights were reduced in three cases, as follows: Bizone in favour of France by
$23.3 million, Bizone in favour of Austria by $2.9 million and Turkey in favour
of Greece by %0.7 million. In all other cases the importing countries retained,
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during the last months of the scheme, the right of dollar repurchase by the
use of drawing rights. (As the adjustments mentioned in this paragraph
apply to the June-September quarter of 1948, no changes on this account
have been made in the table of drawing rights for the year 1948-49 given
above.)

The Agreement provides that drawing rights are to be made available
monthly, normally on the basis of the payments deficit on the month, through
the adopted mechanism (as described more fully below). Provision was also
made for additional amounts to be drawn in special circumstances, e. g. for
the repurchase of gold which had been paid in previous months. Drawing
rights as established could be revised only in special circumstances; any
drawing rights remaining unutilised at the end of the period were not to
be cancelled.

Forming part of the Agreement are three Annexes: Annex A deals
with balances which may be excluded from the compensations; Annex B
deals with exchange rates; and Annex C contains statistics of the drawing
rights established and also of the so-called “agreed existing resources’.
It had been expressly agreed that certain existing resources should be
taken Into account before drawing rights were exercised. These were as
shown in the table.

Thus agreed amounts of

Agreed existing resources. Greek and Italian sterling hold-

ings were to be utilised before
Country Country in whose | Equivalent of the | - Greece and Italy respectively could
Rosseseing  [currency resources o ount | avail themselves of their drawing
inmillions ofdolars)  rights in relation to the United
Greece . . ... .| United Kingdom 13.0 I?in‘gdom, and  the BiZODE had
Maly . ... .. United Kingdom 45.0 similarly to use up its Swedish
Bizone. . . . . Sweden . . , . . 9.8 crowns before being able to
Yotal . . . pe utilise drawing rights in relation

to Sweden.

Although this is not mentioned in the Agreement, the United Kingdom, in con-
nection with the arrangements made in Paris, agreed that sterling funds, equivalent
to $150 million, held by the Netherlands, Sweden and Turkey could be used to cover
deficits which, it was estimated, would arise in the balances of payments of these
countries with the United Kingdom during the period of the Agreement. This sum,
added ‘to the $58 million shown in the above table and a net amount of $290 million
in drawing rights, gives a total of nearly $500 million as having been made available
by the United Kingdom to O.E.E.C. countries for payments by them in sterling
during the year 1948-49. The surplus exports, visible and invisible, of the United
Kingdom alone were estimated at not more than one-fourth of this amount, the
remaining three-fourths coming from the rest of the sterling area.

In order that the provisions of the Agreement should come into force
from 1st October 1948, i.e. without waiting for its ratification by all the
participating countries, a protocol of provisional application was adopted at
the same time as the Agreement.
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After the signature of the Agreement, on 16th October 1948, a number
of technical measures had to be taken with great dispatch to enable the
scheme to be put info working order in time for the first compensation to
be carried out on the basis of the accounts as at 31st October 1948. These
technical measures included authorisations given by each of the central
banks to all of its partners: (a) to disclose the state of its accounts at
the end of each month to the Bank for International Settlements as Agent
of the scheme — this involving to that extent the lifting of banking secrecy
— and (b) to give authority for the instructions of the Bank for International
Settlements as Agent to be accepted for debiting and crediting the accounts
for the purposes of the payments plan.

The Agent circulated an aide-mémoire to the central banks, specifying
the forms of telegrams to be used and going into the necessary details with
regard to the reporting and related matters. Further, the central banks
gave information to the Agent on a number of questions, e. g the
currency in which drawing rights would be made available. On the part
of E.C.A., it was necessary to set up a mechanism to provide firm allotments
of conditional aid on the successive value dates and to coordinate the
Administration’s own activity with that of the central banks and the Agent.
On the part of the Agent, a series of internal administrative measures had
to be taken to cope with the stream of figures coming in at the end
of the month, to sift and reconcile the information received, and to
handle the resulting data for the purpose of calculating the compensations
and drawing rights.

* *
#

An essential factor in the operation of the payments scheme is the
monthly reporting by FEuropean central banks to the Bank for International
Settlements, acting in its capacity as Agent.

At the close of business on the last working-day of each month each
central bank sends a telegram to the Bank for International Settlements. The
telegram, followed by confirmation on a special form, gives the position of
the accounts which the central banks of all other participating countries hold
at the reporting bank (generally, in the currency of the reporting country).
. In addition, it contains information regarding exchange rates, credit margins
and working balances and also gives details as to payments made in gold
and dollars between the participating countries, forward exchange transactions
and any other information (such as movements to or from blocked accounts)
necessary to maintain the comparability of the figures reported each month.

Utilising this information, the Agent is able to establish (1} the position
of each country vis-a-vis its partners at the end of the month and (ii) the
net movement from month to month, by means of which the payments
deficit or surplus on the month s measured in each bilateral relationship.

On the basis of the position of each country the automatic compensa-
tions are calculated, and on the basis of the monthly deficits the amounts
of drawing rights to be made available are ascertained. The compensations
are thus calculated on the total balances while the drawing rights are made
available according to the adjusted movement of the balances.



The Agent has received a directive from O.E.E.C. which lays down
the principles to be applied and also sets a strict timetable for the operations
each month, By the end of the second working-day the Agent should have
received all necessary information from the central banks, a further day being
allowed for reconctliation and rectification. From the fourth.- to the eighth
working-day the Agent calculates the compensations and drawing rights. On
the ninth working-day the Agent sends instructions to the central banks for
all automatic operations, i.e. first-category compensations on total balances
and the utilisation of drawing rights calculated on the monthly deficit; at
the same time the Agent makes proposals for compensations involving Portugal
and Switzerland and also for second-category opetations, all of which have to be
submitted for the approval of the central banks concerned. By the eleventh
working-day replies to these proposals have been received, as well as any
requests for additional drawing nghts. On the twelfth working-day the Agent
sends final instructions to the central banks and requests E.C.A. to make
“firm allotments of conditional aid” to the countries granting the drawing
rights. The value date for all operations is the fifteenth working-day of the
month following that to which the end-of-month statistics refer. :

Calculations, for which the Agent has five working-days, thus cover:
(a) the automatic first-category compensations on total balances; and
(b} the drawing rights based on the deficits of the previous month.

The first step for both of these calculations is to establish the end-of-
month position of each country vis-a-vis its partners. In cases where there
are double accounts in accordance with the payments agreements (such cases
forming the majority), it is necessary to take the net position: if, for instance,
the Bank of England holds French francs and the Bank of France holds
sterling, the difference is taken in order to establish the net position between
the two countries. All the net positions are then converted into U.S. dollars,
the chosen unit of account, for the sake of comparability and to facilitate
the current working of the scheme.

In order to calculate the automatic first-categoty compensations, the
table showing the net positions is adjusted to take into account working
balances, which may be excluded from the compensation at the request of
a reporting country. The resulting adjusted positions are then subjected to
a mathematical process which produces the “optimum circuits” of first-
category compensations, i.e. those giving the largest reduction of balances for
the group as a whole (“balances” in this sense applying to the net debtor
as well as net creditor positions). Each “circuit”’, to be complete, must comprise
at least three countries, the first being creditor of the second, the second -
creditor of the third and the third creditor of the first. This system of
automatic first-category compensation means that a country’s assets are auto-
matically offset against its debts, in so far as there is a third country which
completes the circuit. Thus countries which are preponderantly debtor or
creditor rarely enter the automatic circuits but it may be noted that, during
the first six months of the scheme, all the thirteen countries which adhered
to the automatic system had entered the circuits at least once. (And, of course,
all countries are open to proposals for second-category compensations.)

For the calculation of drawing rights, the net positions at the end
of each month are compared with the positions of the previous month,
adjusted for the operations, compensations and drawing rights, prescribed by
the Agent in the previous month. The movement of the net positions during
the month is further adjusted for gold and dollar payments, movements to
and from unreported accounts and other items affecting the comparability of
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the figures, in order to obtain the deficit or surplus of payments on the
month for each bilateral relationship. In general these calculations determine
the drawing rights to be given or received automatically on the month in
those cases where drawing rights have been established, ie. in 63 out of the
78 bilateral relationships forming the total for the thirteen countries concerned.
Further adjustments had, however, to be made: (i) particularly for the effect
of the first-category compensation calculated for the current month (where this
reduces the dehcit on the month and thus the need for drawing rights);
(1) to ensure that no more than 75 per cent. of the drawing rights would
be used up before the end of March 1949; and (iii) to comply with a number
of provisions which have been laid down as instructions to the Agent.

These instructions may affect particular cases as, for example, when
ad-hoc accounts have been opened for the utilisation of drawing rights; or
the instructions may be of a more general nature, providing, for instance,

(a) that drawing rights' should not be used materially to increase a balance or
decrease a debt compared with the position at joth September 1948; if a
country in whose favour drawing rights have been established builds up a
balance by having two successive surpluses which in the third month are
followed by a smaller deficit, no drawing right is given for the third month
nor, indeed, until the balance has been drawn down to about the level at
which it stood when the scheme came into effect;

(b} that drawing rights should not be made available by a country which has
a debt to the recipient country until that debt has been reduced below the
credit margin, etc.

It 1s also possible for countries to demand “additional” drawing rights
for specific purposes such as repurchase of gold paid in a previous month,
and such “additional” drawing rights have also to be brought into the
operation. '

After these calculations, the Agent is in possession of all information
necessary for the automatic part of the monthly working and can turn
to the non-automatic operations. For that purpose it is necessary to
readjust the end-of-month positions for the calculated effect of the automatic
compensation and, on that new basis, to calculate further (first-category
circuits including Portugal and Switzerland. Moreover, with the information
at his disposal the Agent has to prepare second-category operations (which
may lead to the increase of a balance) with the object of relieving the
difficult payments positions and, if possible, preventing gold movements
inside Europe.

The Agent then sends out to the fifteen central banks (including Portugal
and Switzerland) telegrams in three parts: the first part gives information
regarding the calculation of the drawing rights; the second part contains the
Agent’s Instructions for the automatic operations (both first-category com-
pensations and the utilisation of drawing rights); the third part contains pro-
positions for compensations with Portugal and Switzerland and for second-
category operations. When the replies have been received to the third part of
the telegrams, the resulting operations are prescribed on the same value date as
those which are the subject of the second part of the telegrams, i.e. on the
fifteenth working-day.

The Agent further telegraphs full information regarding drawing rights
to E.CA, ashington, and requests it to make “firm allotments of con-
ditional aid” (also with the same value date as before) to those countries
granting drawing rights.
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No information has been published regarding the turnover of the
compensations on total balances, but O.E.E.C. in Paris has regularly published
each month a summary of the drawing rights exercised, as shown in the
tables.

Intra-European payments and compensations:
Utilisation of drawing rights.

1. Drawing rights granted.

Actually utilised
s
Country Eshed 1948 l 1949 ;];?uta;:d
for yoar Oct. , Nov, ' Dec. | Jan. Feb. March nl'l.;nstilfs
in thousands of dollars

Giranted by:
Ausirda ., . . 3,100 177 146 - - 22 17 362
Belgiwm . ., . . | 218,500 24,8965 23,894 16,716 16,225 30,254 34,814 | 147,468
Donmark . . . 5,100 3 - 79 687 203 153 1,195
Framee . . . . 9,700 45 1,150 1,499 1,708 —_ - 4,402
Germany :

Bzume . . . | 108,800 5876 895 9912 17,707 7,661 14,821 56,871

French Zene . 14,800 29 - 61 _— 55 20 225
Gramce , . . . —_ —_ — -_ - — - —
Maly . . ... 47,300 3,284 3,575 7,460 1,658 4,791 4,582 25,350
Helhoriands . 11,200 728 1,363 —_ 203 756 1,127 4,247
Norway . . ., | 16,500 — - — 531 1,047 19 | 1657
Sweden , . . . 34,800 a,7e7 5,857 7,550 2,039 81 €92 20,006
Turkey . . . . 28,500 — — - — 3,363 3,467 6,830
Uniled Kingdem. | 320,000 28,210 19,908 ar,188 27,360 32,807 16,385 | 155,858

Tolaks . . . | 818,400 67,143 56,708 74,455 68,088 81,840 76,157 | 424471

2. Drawing rights received.

Actually utilised
roe o
Country ﬁsshed 1948 1948 utilis:d
for year Oct. Nov. Dec. Jan, Fab. March l_::;nﬁ:s
in thousands of dollars

Received by:
Mugria . ., . | ©6,600 926 154 2,541 15462 | 11,049 8,386 | 38518
Belgium ., . . . 11,000 2,762 2,211 1,334 1,688 285 —_ 8,250
Denmavk . . . 11,900 3,569 2,120 51 — — 837 6377
France , . . . | 333,000 32013 27,314 41,248 25,196 33,498 31,083 190,352
Sormany :

Blzoge . . . 98,600 447 1,002 6,126 2,026 5,380 5,665 20,656

Franch Zene , 15,600 —_ 360 -_— 3,032 439 28 3,859
Grodcs , . ., 66,900 580 5437 6,722 4,138 2,485 4,134 23,506
My .....| 27000 - - - - - — -
Networiands . . 83,000 6,661 3,154 6,753 9,454 20,315 15913 62,250
Herway . . . . 48,200 6,660 5,653 8,601 6,268 2,360 2,953 33,486
Sweden . . . . 9,800 252 146 79 865 4617 17 5,976
Torkey . . . . 16,800 -_ —_ — — 1,402 7,341 8,743
Unkisd Kingdom, 30,000 13,263 9,237 —_ — —_ — 22,500

Totalz . . . | B18.400 67,143 56,7688 74,455 8,088 81,840 76,157 424,471
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3. Net drawing rights granted (—) or received (+).

Actually utillsed (nat)
Toatals
estab- Net totals
Country fished 1940 | 1949 utilised
P 1
oF year Oct. L Nov. Dec. Jan. | Feb, ‘ March ;11::!:5
in thousandg of doliara
Musltis . . ., [+ €3,500) + 749 + 8|+ 2541 | +15462| + 11027 | + 8360 |+ 28,1586
Balgium . . . . |—207,500| —22,103 | — 21,683 | — 15,282 | 14,567 | — 20,669 | — 34,814 [ 139,218
Denmark . .. |+ 6,800+ 3566 + 2,120 ) — 28|-—- 6571 — 303 |+ 484 |+ 5,182
Fronce . . . . |+ 323,300 + 31,868 | + 26,164 | 4+ 39,748 | 4 23,488 | + 33,498 | + 31,083 [+ 185,950
Gormamy:
Bizene . . . |— 10,200| — 5428 | + 107 | — 3,786 | —158682 | — 2271 | — 5,186 — 36,216
Framch Zope . |+ 800 | — 89 | + 360 | — 51|+ 3082+ 384 | + B4+ 3834
freees . . . . |4+ G6BOO] o+ B0 | + 5437 4+ B,722 | + 3,138 + 2,485 ] 4+ 4,134 |+ 23,506
faly . .. .. — 20,300 - 3,284 | — 3575 |— 7460 | — 1689 |— 4,791 | — 4582 |— 25,350
Nelherlands . . |+ 71,700] 4+ 5,863 | -+ 1,791 | + 67583 | + 9,251 | + 19,559 | + 14,786 |4- 56,003
Nerwsy . . . . |+ 31.800| + 6660+ 5653 | + 9601 |4+ 5727 |+ 1,313 | + 2,874 |4~ 31,828
Sweden. . . . |— 25000|— 3535 | — 5711 |— T4T1 | — 1174 |+ 4536 | — 675 |— 14,030
Turkey . . . . |— 11,700 - - - - — 1,961 | 4+ 3874 [+ 1913
Unlied Kingdom, |-— 290,000 | — 14,947 | — 10,671 | — 31,188 | — 27,360 | — 32,807 | — 16,385 |— 133,358
Tolals . . . [t B6a700| Ta9306 | H A1 640 | 265,366 | Te1,008 | X 72802 65612 |1 348,172

Attention has naturally been concentrated on the actual utilisation of
drawing rights as compared with the estimates made a year in advance.
The tables show how closely the monthly figures have in fact followed the
estimates: out of an aggregate of $818.4 million established for the vyear
1948-49, $424.5 million, i.e. 52 per cent., were utilised in the six months
ended March 1949; further, drawing rights utilised for each individual
month of the half-year were reasonably close to one-twelfth of the total
estimate (which would work out at $68.2 million).

While the over-all figures thus show an even working of the scheme,
there has been great diversity in the extent to which mdividual drawing
rights have been used. The United Kingdom’s single drawing right (on
Belgium) was utilised up to 95 per cent. in the second month of the
operation of the scheme while Italy’s drawing rights (on Austria and the
United Kingdom), totalling $27 million, had not been utilised at all during
the first six months., These are the extreme cases; the larger drawing rights,
particularly those in favour of France, have been more regularly utilised.

The procedure described in the preceding paragraphs has, in fact,
worked smoothly and without delay or incident. Regularly, on the fifteenth
working-day of each month, the drawing rights due have been credited to
the current debtors and the current creditors have received their correspond-
ing “firm allotments of conditional aid” from E.C.A. It has invariably been
possible, by direct contact, through telephone calls or otherwise, to overcome
any minor difficulties which arose. The Agreement signed in Paris (including
the instructions to the Agent) may be said to have stood the test of prac-
tical application, in that it provided the technical machinery necessary for
the distribution of the indirect aid.
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The intra-European payments scheme must beé judged for what it is
and what it has been able to do and not for what ‘it is not and could not
possibly do. In particular, it could neither redress a shaken financial position
in any country, nor do much to right such fundamental disequilibria as
still existed between O.E.E.C. countries, nor yet charm away the practice
of bilateral trading in Europe.

The payments scheme is a practical technical mechanism superimposed
on existing trade and payments agreements. As such it is open to objections
(some of which are mentioned below). But it helped to maintaitn and develop
intra-European trade at a time when a serious breakdown was threatening;
it affords an opportunity for curative measures; and in itself it has repre-
sented a certain progress towards multilateral settlements; the basic principle
of first-category compensation is the automatic repayment by the participating
countries of debts, whenever they occur, by the utilisation of credit balances,
wherever they may exist (one essential techmical requirement being the
completion of the circuit within the group).

As regards the maintenance of trade within Europe, the result of the
scheme has been that in the first six months of its operation about half
of the intra-European deficits were covered by drawing rights which, being
an indirect form of grant, leave no problems of indebtedness behind them.

At the same time as the Agreement on the payments scheme was
signed, the Council of O.E.E.C. approved certain “trade rules” to be followed
by the participating countries (the text is given as an Annex to this Report,
page 231). How far these rules have been observed is difficult to tell, it
being easier to prescribe than to ensure observance; but the rules can be
invoked in case of need.” In addition, it may be said that the payments
scheme as such has been instrumental in securing some progress in related fields:

(a} a number of accounts were opened with countries (such as Greece and

Turkey) where there had previously been no direct financial contact and
trade had hitherto been on a barter or “‘private compensation’” basis; -

(b) new credit margins were established in some cases where none had previously existed;

{¢) a number of consolidations and rearrangements of old indebtedness were
undertaken to relieve difficult debtor positions;

{d) gold and dollar payments due at the end of any month as a result of the
overstepping of credit margins were postponed until the value date of the
" next compensation (if, indeed, such payments were not made unnecessary
by the operation of the compensation).

This progress in adjacent fields has not been a negligible factor and
is likely to become of greater importance as time goes on. In particular,
it is not easy to imagine a fully multilateral system of trade and of payments
on current account without some degree of freedom for capital movements,
at any rate within the group of O.E.E.C. countries.

O.E.E.C. regarded the payments scheme as one of the first fruits of
co-operation but it recognised that the scheme as such could be no more
than a palliative, providing a breathing-space during which the
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underlying causes of disequilibrium in Europe should be remedied.
The ultimate objective was the release of FEuropean trade from hampering
restrictions and the restoration of a multilateral payments system; but,
as noted above, “the immediate and vital problem was to make European
trade possible at all”.()

Before the war about one-half of the trade of the participating countries
was with one another but by 1947 intra-European trade had fallen to less
than two-thirds of its pre-war level. Before the war the total imports of
the participating countries from one ancther had been almost four times as
great as their purchases from the United States; but by 1947 imports from
the United States had grown so much that they were almost equal to the
total of imports between the participating countries. In the first half of 1948,
however, mtra-European trade began to regain importance, imports between
the participating countries being already 5o per cent. above imports from
the United States. For a time in 1948, E.C.A. financed part of this intra-
European trade by allowing countries to purchase supplies from other parti-
cipants with ER.P. dollars. These were the well-known “off-shore” purchases,
a temporary device to meet a pressing problem; it was this device which was
replaced by the intra-European payments scheme, which invested European
currencies with a minimum degree of transferability instead of utilising dollars
for the trade inside Europe. But at the same time it was recognised that
“more complete convertibility of currencies of the participants must await
the correction of excessive disequilibria...”.®)

It is hoped, before the period of the Marshall aid is over, to restore
EBuropean trade to at least its pre-war volume, although the pattern of trade
is likely to be different owing to major changes in the structure of western
Europe. The circumstance that western Germany, with a greatly increased
population, is now forced to import foodstuffs, previously obtained within
its pre-war frontiers, introduces a new factor for the future. The loss of
invisible dollar income by the United Kingdom is another important new
factor affecting a number of countries; for before the war European countries
relied largely on their export surplus with the United Kingdom to cover their
dollar deficit, this being particularly true of Germany and the Benelux countries.
On the other hand, trade with the large sterling area forms an economic basis
for the use of sterling as an important medium for International settlements.

It will evidently be necessary for western Furope to obtain an over-all
balance in its payments, including a balance in relation to the dollar area;
but, as O.E.E.C. emphasises, “the need for balance in dollar accounts must
not drive western Europe into unnecessary bilateralism”.() To secure the

(}) Interim Report on the European Recovery Program, Volume I, dated joth December 1948, issued
by the Organisation for European Economic Co-operation.

{#) A Report on Recovery Progress and United States Aid, dated February 1949, issued by the
Economic Co-operation Administration.

(%) Interim Repott on the European Recovery Program, Volume I, dated zoth December 1943, issued
by the Organisation for European Economic Co-operation.
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requisite balance and the expansion of intra-European trade, increased pro-
duction, not necessarily on traditional lines, is one of the necessary require-
ments, and relief may further be obtained through the opening-up of new
sources of supply as a result of action in the form of technical aid to, and
investments 1n, underdeveloped areas.

There have been a number of criticisms of the payments scheme:
e. g. that it is backed exclusively by American aid; that it is too bilateral in
character; that it does little to assist in the building-up of central-bank
reserves, etc. There is some truth in these strictures but a number of answers
suggest themselves. In addition to progress in related fields (mentioned above)
it should be remembered that the Agreement was drawn up in two parts, the
first dealing with the European mechanismn and the second part alone dealing
with drawing rights backed by American aid. It may be assumed that, even
if the second part lapses, the first part should remain in force so that a
permanent nucleus of a regional nature may continue to exist. Moreover, a
considerable volume of useful information and statistics, never before available,
are being centralised and studied for their bearing on the present and future.

When ER.P. aid first came into effect there was hardly any other choice
than to build on what existed, 1.e. the bilateral payments agreements in
Europe. On that basis a scheme was prepared which has shown itself
capable of practical application and which has helped to sustain the volume of
intra-European trade. The detailed description earlier in this chapter may
have given the impression that the scheme 1s extremely complicated. That
is not so; In its principles and application the plan is really quite simple.
But it can never equal in effectiveness the traditional multilateral settlements
which worked so smoothly in the past. Before they can be resumed, however,
it is necessary that fundamental equilibrium should be restored within the
various economies in a measure not yet attained and that sufficient monetary
reserves should be available to cope with normally recurring fluctuations and
to strengthen the feeling of confidence, While the restoration of freedom
to European payments is thus dependent upon progress towards a solution
of the major problem of European equilibrium, there are, of course, technical
improvements which can be introduced into the current scheme with a view
to rendering payments more flexible and providing more suitable incentives,
Thus the payments scheme which has taken its place as part of the present
European effort to achieve a greater degree of collaboration and unity may,
through the experience gathered and the practical machinery which is being
developed, lay the foundation for a more satlsfactory monetary order in the
future.

The relevant documents, reproduced as annexes to this Report, com-
prise: the Agreement for Intra-European Payments and Compensations;
the (first) Protocol of provistonal application; the decision of the Council
of O.EEC. on the application of certain principles of commercial policy,
the Council decision on Turkey; and the (second) Protocol for the revision
of Annex C of the Agreement.



IX. Current Activities of the Bank.

1. Operations of the Banking Department.

The balance sheet of the Bank as at 3rst March 1949, examined and
certified by the auditors, is reproduced in Annex I to the present Report.
The form in which it is drawn up shows some slight differences as compared
with last year. The assets and liabilities arising from the execution of the
Hague Agreements of 1930 appear under a separate heading on each side of
the balance sheet, at the foot of the column. Further, the item ‘‘Provision
for contingencies and miscellaneous items” has been split up so as to show
separately the figure for the “Provision for Contingencies”.

At the same time, in view of the unblocking of the Bank's assets in the
United States and of the fact that since 1947 the assets and liabilities con-
nected with the execution of the Hague Agreements have been segregated
under a special heading, it has been possible to simplify the explanatory
notes on the balance sheet. In this connection, the paragraph which has
appeared for many vears stating that ‘“the Bank holds assets in gold
at each of the places where gold deposits are repayable and in short-
term and sight funds in the same currencies as the corresponding
deposits, in all cases substantially greater than the deposits in question”
has been deleted as being superfluous. Needless to say, no change in the
policy of the Bank is implied by this amendment and, throughout the
yvear and as at the date of the balance sheet, the statement just quoted

remained applicable.

# *
#*

The balance-sheet total at 31st March 1949 amounts to 722.5 million
Swiss gold francs (of 0.2903... gramme of fine gold) against 555.8 million on
31st March 1948. This is 43.6 million Swiss gold francs above the immediate
pre-war level (as on 3Ist August 1939) and is the highest figure recorded
in a monthly statement of account since 3oth April 1933, 1. e. just after the
devaluation of the dollar.

As in preceding vears, the method of conversion of the currencies
included in the balance sheet is based on the U.8. Treasury’s official selling
price for gold and on the exchange rates quoted for the various cutrencies
against dollars on the date of the closing of the Bank's accounts. With two
exceptions, which are of minor importance as regards the balance sheet, the
rates are the same as last year.

Paralle]l with the increase in the resources at the Bank's disposal, there
has been a considerable expansion in the business handled by the Bank, the
turnover being two and a half times as large as in the preceding year.

The progress which the volume of the Bank’s activities began to show
in 1947 has continued all through the financial year 1948—49. Both as regards



credit facilities extended to central banks and gold operations with central
banks, it has been possible for the Bank to increase the scope of its action,
this being due in part to the increase in deposits; the Bank has also been
able to continue the policy of maintaining a large proportion of its assets
in actual gold. Certain problems arise for the Bank from the circum-
stance that its balance sheet is in terms of gold, while of necessity it must
hold, in the leading currencies of the world, the amounts required for its
transactions tn such currencies. Naturally, the Bank’s position has been made
easier by the fact that it has received larger deposits in the various
currencies; the possibility, mn some cases, of combining spot and forward
transactions has served a similar purpose.

The Bank is, indeed, endeavouring to play its part as an instrument
for co-operation between central banks. And, when these banks deposit a part
of their gold and foreign-currency reserves with the Bank for International
Settlements and thus provide it with increased resources, they at the same
time enable the Bank to render greater services whenever required.

*

. Earmarked gold, not included in the balance sheet, had amounted to
47.3 million Swiss gold francs on 31st March 1948, when it was held on four
different markets. By 3ist March 1949, the amount of such gold had risen
to its maximum for the financial year, namely 169.5 million Swiss gold francs,
and it was then distributed among six markets. So high a figure had not
been recorded since 3ist July 1939, the increase being partly due to fresh
deposits in gold and partly to the conversion of currency deposits into gold
held under earmark. It is obvious that, the latger the volume of gold
deposited with the Bank, the greater the opportunities the various depositors
will have of offsetting or exchanging holdings on the wvarious markets
through the instrumentality of the Bank, which will in such cases be able
to carty out orders with the minimum of expense.

In the past the Bank used to receive relatively larger deposits in
earmarked gold; on 31st March 1939, for instance, deposits of this nature
amounted to 236.7 million Swiss gold francs compared with a balance-
sheet total of 606.5 million, and, on 31st March 1938, 479.1 million
compared with a balance-sheet total of 644 million.

* o*
*

The general development of the Bank’s statement of account
during the financial year under review can be outlined as follows.

The first appreciable rise brought the total up from 555.8 million Swiss
gold francs on 31st March to 579.3 million on 30th June 1948 and to
605.9 million on 3rst July. After falling to 579.4 million on 3oth September,
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the total passed the 6oo million mark once more in October and reached
642.3 million on joth November, 663.0 million on 3ist January 1949,
683.8 million on 28th February and 722.5 million on 31st March,

The amount of bills rediscounted with the Bank’s endorsement
and guarantees given, which at the beginning of the financial year stood
at about 7 muillion, or roughly 1.3 per cent. of the balance-sheet total, rose
to its peak on 31st August with ¢ million (1.5 per cent. of the total). A
new low level was reached with 4.1 million at the end of November, and
again at the end of December, The closing figure of 4.4 million, on 31st March
1049, represents only 0.6 per cent. of the balance-sheet total.

A. Assets.

The item gold in bars and coins amounted to 122.4 million Swiss
gold francs on 31st March 1948. After falling to ¢2.7 million on 3oth June,
the figure rose steadily to 134 million on 3oth November, went down to
109 million again on 31st January 1949 and finished the financial year at
150.8 million, which is the highest figure recorded since the establish-
ment of the Bank. But, even so, it does not include the amounts of gold
involved in current operations when, for instance, spot sales are made in
combination with forward repurchases. By the inclusion of such operations
and the deduction of gold sold forward and of the weight-of-gold commit-
ments, as they appear among the liabilities under the heading ‘“‘Short-
term and sight deposits (gold)”’, the figure for the Bank’s net stock of
gold is obtained: this stock amounted to 83 million Swiss gold francs
on 3ist March 1947 and 124.9 million on 31st March 1948, while on
31st March 1949 it reached 166.2 million, this being twice the amount held
two vears earlier.

As mentioned in the Annual Report for the preceding financial year, the
amount of 3,740 kilogrammes of fine gold was to be restituted by the Bank,
in virtue of the agreement concluded on r3th May 1948 in Washington,
as representing monetary gold received from the Reichsbank and subsequently
identified as looted.*

The American, British and French Governments having, either directly
or through their representatives on the Tripartite Commission for the
Restitution of Monetary Gold, requested the Bank to place the gold in
question at their disposal at the Bank of England, London, the said gold
was so deposited on 24th June 1948. On 28th July the Bank of England
confirmed the fact that the transfer of the 3,740 kilogrammes of fine gold

* As explained on pages 1t and 12 of the eighteenth Annual Report, the gold in question, received
during the war, represented payments connected with operations carried out by the Bank for
International Settlements as far back as r930-31 in application of the Hague Agreements, the Bank
then acting in virtue of the Trust Agreement through which it was associated with the creditor
governments recipients of the Annuities under the Young Plan. At the time, these operations gave
rise to a series of investments and during the war the Reichsbank continued to effect transfers in
the form of remittances of gold or Swiss francs {against Reichsmarks) corresponding to the interest
earned on these investments together with a very limited repayment of capital.



in favour of the three governments had duly taken place. Leiters subsequently
received from each of the three governments constituted an official re-
cognition of the complete and final execution by the Bank of the obligations
it had assumed in virtue of the Washington Agreement.

As also mentioned in the Annual Report for the preceding financial
year, the amount of gold fixed in the Agreement of 13th May 1948 included
about 374 kilogrammes of fine gold received by the Bank for the account of
a third party (a central bank). The central bank in question has effected
repayment of this amount to the Bank for International Settlements. The net
amount of gold restituted by the Bank for its own account thus comes to
3,366 kilogrammes of fine gold.

Cash on hand and on current account with banks amounted to
42.6 million Swiss gold francs on 31st March 1948. This fisure was not
exceeded during the financial year, in the course of which the item under-
went considerable fluctuations, falling to 10.4 million on 31st August and
recovering to 38.7 million on 31st March 1949.

The Annual Report for the preceding financial year mentioned the
progressive transfer of the Bank’s liquid reserves to the United States —
a movement which was continued during the financial year under review.
Cash held in Swiss francs had represented about 8¢ per cent. of total cash
holdings on 31st March 1947 and 7 per cent. on 3ist March 1948 but it
accounted for less than 3 per cent. on 3ist March 1949, when practically
the whole of the cash on hand was held in dollars. Gold and cash holdings,
taken together with sight funds at interest (which have remained, as
a rule, below one million Swiss gold francs), amounted to nearly 190 million
Swiss gold francs on 31st March 1949, representing more than a quarter of
the balance-sheet total.

In this connection it must be remembered that the Bank has received
fresh deposits, and that at the present time difficulties are often experienced
in obtaining suitable short-term investments; the Bank has, however, not
only to keep certain amounts of cash as counterpart for its sight deposits
but also to maintain a working-fund, thanks to which it can be ready at
any time to respond to requests made by its central-bank correspondents.
Experience has shown that swift and not infrequent changes are liable to
occur in the position of these correspondents, and this can from time to
time occasion demands for amounts which may be fairly considerable, either
in gold or in a currency, of which the correspondents in question are, by
turns, buyers and sellers. :

The rediscountable portfolio, which amounted to 23.8 million
Swiss gold francs on 31st March 1948 and rose to 31.3 million on 31st May,
fell to 15.1 million on 31st October and fimished the fnancial vear at
17.7 million, when the total was divided almost equally between commercial
bills and bank acceptances, on the one hand, and Treasury bills, on the
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other. Most of the bills and acceptances had been purchased on the
New York market, which, it may be added, is extremely nartow. To find

short-term paper with a yield that is barely satisfactory is becoming more
and more difficult.

During the financial year 1947-48 the total of the Bank’s liquid
resources had shown a larger increase than the balance-sheet total, and the
other items had therefore registered a decline. In the financial year 1948-49
the reverse happened: against a rise of only 19 million Swiss gold francs in
liquid resources, the increase in “Time funds and advances” and in
“Sundry bills and investments” amounted to some 142 million, as may be
seen from the following table. '

Time funds and

B.I.S.: Time funds : advances varied between
and sundry investments. a minimum figure of
; . 7.7 million Swiss gold

31st March|31st March| paereonea | franf:s recorded on 30th
Hems . 1948 19249 Apr]_l 1948 and a maxi-
: in millions of Swiss gold francs mum of 33.4 million
Time funds and advances recorded on 301:11 June
1. at loss than & months . . . 15.9 26.3 + 104 . ;
: 19438 ndry bills and
2. at more than & months . . . - 0.4 + 04 X 949; su ¥ b
- _ investments began the
Sundrybillsandipnvestments . .
1. at less than O months . . .| 504 1759* | + 1258 financial vyear at their
,2. at more than B months ., . . 8.0 13.4 + 54 lowest level (58.4mi]lion)

* Ineluding 174.4 million not exceeding three months. ' 3r_ld ended it at. FhEIr
: highest (189.4 million).

Funds invested in Germany in execution of the Hague
Agreements of 1930 rose from 29r1.2 million Swiss gold francs on
31st March 1948 to 297.2 million on 31st March 1949. This increase of
6 million, already announced in the preceding Report, reflects the incorpora-
tion in the Bank's claim against the Reichsbank of the part of the gold
restituted by the Bank for its own account under the Agreement of 13th May
1948 which had not already been included in the balance sheet as at
3Ist March 1948.

The Annual Report for the financial year 1946—47 set forth the situa-
tion of the Bank as regards the funds which it had invested in 1930-1931 m
execution of the Hague Agreements.

All the interest payable in the financial year on the Bank’'s investments
other than those in Germany has been duly received.

B. Liabilities.

The Bank's capital and reserves as well as the long-term deposits
received in execution of the Hague Agreements of 1930 show the
same amounts at the end of the financial year as at the beginning. The



item “Miscellaneous’” and the “Provision for Contingencies”, which
together totalled 106.9 million Swiss gold francs on 3i1st March 1948, work
out at almost exactly the same figure for 31st March 1949. The Provision
for Contingencies amounts to 101.4 million Swiss gold francs.

Short-term and sight deposits expressed in a weight of gold
remained at about the initial figure of 17.7 million Swiss gold francs up to
the end of October 1948 and amounted to 22.4 million on 3oth November.
After falling to their lowest level — 5.1 million ~— on 31st December,
they quickly recovered, reaching 28.z million on 28th February, when they
were higher than at any time since the end of October 1944. The closing
figure for the financial year was z21.7 million.

The flexibility which is possible in the handling of these accounts, since
any weight of gold, however small, may be debited or credited to them,
makes them particularly useful in connection with various gold operations,
such as an exchange of gold — more especially since differences, in terms
of a weight of fine gold, can be placed to account in this way. Holders of
gold deposit accounts with the Bank numbered twenty-one on 3ist March
1949, against twenty a year earlter,

The short-term and sight deposits in various currencies at the
beginning and at the end of the financial year are shown in the following
table, according to the type

B.1.S.: Short-term and sight deposits of depositor and the character

in various currencies. of the deposit.
' 31stMarchi315t March|31st March ) There has be_en a con-
Hems 1947 1948 1949 siderable increase in the de-
in millions of Swiss goltd francs posits with the Bank, the
Central banks for their amount held at the end‘ of
own account . .. .. .. 81 48.4 2189 the financial year under review
czf“:'::e'r:’"k""r“c"""t 0 65 o7 being the highest since zoth
Other depasitors . . . . . 0.6 08 0.6 September 1937. The 1{'13‘*’1"31

; L .
Total . . .| oe 574 2202 of the Bank’s activity during
the past two years is all the
Deposits at: more striking if it is recalled
Btobmonths . ... .. - —_ &2

not more than 3 months. 3.6 24.4 142.3 that on 3I§t March 1_947 the
slght « .o oo o v 6.0 3.0 AR corresponding deposits were
Total .. .| o8 574 220.2 only 9.6 million Swiss gold

francs.

~ After various fluctuations in the period up to the end of September,
when the deposits in question amounted to 83.8 million Swiss gold francs,
there was a relatively steady increase until the end of December, and a more
marked rise during the last three months of the financial year. The following
table shows how the deposits in gold and in various currencies have grown
during the past three vears.
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B.l.S.: Deposits in gold It is interesting to note not only the
-and in various currencies. increase in the total but the fact that this
increase owes much to the rise in time

End of Sight |Short-ferm| deposits, which now represent 6o per cent.
Macch deposits | daposits f th b d ﬁ Th d . .
in mlllions of Swiss gold francs o . ¢ combine _gure' € new distri-
bution adds considerably both to the

1946 21.4 0.3 21.7 te T : :
s 238 26 277 Bank’s liquidity and to its means of action.
1948 50.5 24.6 76.1 The resources thus obtained from a fairly
1949 91| 1487 | 2418 considerable number of central banks may,

as already mentioned, be used for the
benefit of other central banks; a number of the credit operations handled
by the Bank have, indeed, been triangular in character, since the deposits
(or credits) received by the Bank in currencies have been lent almost imme-
diately to other central banks in need of the currencies in question.

As regards gold operations, the Bank has continued to effect the
normal transactions ~— purchases, sales, exchanges and shipments — which
its correspondents have asked it to carry out, there having been a larger
volume of such operations than in the previous financial year. The various
transactions have been arranged on the basis of the official prices fixed by the
central banks concerned. The Bank has, moreover, made a point of applying
certain self-imposed rules, by limiting its business of this nature not merely to
such transactions as are cleatly in conformity with the principles adoptecl but
to transactions initiated by central banks themselves.

Among the factors which have tended to restrict the scope of these
operations has been the circumstance that requests of the central banks in
the field of gold transactions have been reduced in so far as the receipt of
ER.P. aid in various forms has enabled them to avoid making use of their
own reserves. It has also happened that movements of gold m which
the Bank has been asked to co-opetate have been largely in the same direc-
tion, which has limited the possibilities of “offsetting”’: in such cases the
Bank has often been able to furnish the counterpart itself for a certain period;
thus, in spite of the various limitations, there have been a number of occasions
on which it was possible to meet the requirements of the central banks, and
the operations then effected were on a comparatively large scale.

During the financial year under review the Bank was asked to lend its
assistance to international organisations of a public and charitable
character — an activity which falls within the scope of its functions; in
every respect possible the Bank has given such organisations the technical
help required, as regards the opening of accounts, transfers and extension
of cash facilities,
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2. Intra-European Payments Scheme.

The Agreement for Intra-European Payments and Compensations was
signed in Paris on 16th October 1948 by representatives of the Governments
of Austria, Belgium, Denmark, France, Greece, Iceland, Ireland, Italy,
Lusemburg, the Netherlands, Norway, Portugal, Sweden, Switzerland, Turkey
and the United Kingdom, the Commanders-in-Chief of the French, United
Kingdom and United States Zones of Occupation of Germany and the
Commander of the British/United States Zone of the Free Territory of
Trieste. (The texts of the Agreement and of other relevant documents are
annexed to this Report [page 231. See also page 200].)

The Council of the Organisation for European Economic Co-operation
had already requested the Bank for International Settlernents to act as the
Agent of the Organisation for the purposes of the Agreement. In accepting
the invitation to become Agent of the Organisation the Bank made it a con-
dition that its duties under the Agreement should be of a purely technical
nature and without political implications of any kind. As a contribution to
European co-operation the Bank offered to render its services without any
profit or commission on the transactions it carries through; the Bank only has
its out-of-pocket expenses reimbursed by the Organisation (these expenses
amounting to less than one-tenth of one per mille on the turnover of the
operations carried out).

The compensations, including the utilisation of drawing rights, take
place on the basis of the statistics furnished by central banks at the end of
every month. Each month the Bank as Agent gives instructions for specific
amounts of drawing rights to be made available by the crediting of the
central-bank accounts of the debtor country and, at the same time, requests
the Economic Co-operation Adminisiration to make firm allotments of con-
ditional dollar aid to the countries giving the drawing rights (as explained
more fully on pages 203). Full details of all operations undertaken are con-
tained m the monthly report made by the Bank to the Organtsation.

The Bank has been authorised by the countracting parties to give in-
structions for the debiting and crediting of the payments agreements accounts
‘held at the central banks to the extent necessary to carry through the
compensations and to make available the drawing rights under the Agreement.
The first operations applied to the month of October 1948 and similar
operations have taken place regularly each month In accordance with the
Agreement. For the six months up to 31st March 1949 the turnover of
all operations under the Agreement exceeded $500 mullion,

3. Trustee and Agency functions of the Bank.

There has been no change or development, during the year under
review, in the Trustee and Agency functions of the Bank described in
earlier Reports. .
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4. Financial Results,

The accounts for the nineteenth financial year ended 3ist March 1949
show a surplus, including net exchange gains, of 5,101,855.91 Swiss gold
francs, the Swiss gold franc being as defined by Article 5 of the Bank’s
Statutes, 1.e. the equivalent of o.290322358... grammes fine gold. This
compares with a surplus of 9,541,433.80 Swiss gold francs for the eighteenth
financial year. As was mentioned in the previous Annual Report, wider fluctua-
tions are to be expected in the financial results achieved from year to year
than was formerly the case, owing to the fact that the income of the Bank
is now derived to a much smaller extent from interest on investments and
in a much larger measure from receipts arising from various banking operations.
It was pointed out that this position is muainly the consequence of  the
suspension of the interest receipts on the funds invested by the Bank in
Germany in 193031 in application of the provisions of the Hague Agreements.

For the purpose of the Balance Sheet as at 3r1st March 1949, 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
or in accordance with special agreements applicable to the respective currencies
and all assets have been valued at or below market quotations, if any, or at
ot below cost.

With regard to the surplus of 5,101,855.91 Swiss gold francs for the
financial year ended 3rst March 1949, the Board of Directors has decided
that it is necessary to transfer 300,000 Swiss gold francs to the account for
exceptional costs of administration and 4,801,855.91 Swiss gold francs to the
provision for contingencies. The surplus for the previous financial year ended
3rst March 1948 was transferred, as to 500,000 Swiss gold francs, to an
account for exceptional costs of administration and, as to 9,041,433.80 Swiss
gold francs, to the Special Suspense Account 1944—45. This Special Suspense
Account, which thereafter had a balance of 13,547,201.77 Swiss gold francs,
has now been amalgamated with other amounts which were set aside in
earlter years to meet contingencies, as indicated in the Profit and Loss
Accounts for those years. In the Balance Sheet as at 31st March 1949, the
consolidated account 1s included In the new item “Provision for
Contingencies”, which shows a total of 101,448,567.70 Swiss gold francs.

Taking account of the reduced dividends for the financial years 1942—43
and 1943—44 and the absence of dividends for the financial years 1944—45 to
1948—49, the total of the dividends declared is less than the 6 per cent.
cumulative dividends laid down by Article 53 (b) of the Statutes by 208 Swiss
gold francs per share,

The accounts of the Bank and its nineteenth annual Balance Sheet have
been duly audited by Messrs Price Waterhouse & Co., Zurich., The Balance
Sheet, together with the certificate of the auditors, will be found in Annex I
and the Profit and Loss Account is reproduced in Annex IL
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5. Bank building.

During the financial year under review, the Bank was able to purchase
on satisfactory terms the whole of the share capital of the company (Grand
Hotel and Savoy Hotel Univers Ltd) which is the proprietor of the ‘main
building occupied by the Bank since 1930. In the Balance Sheet of the
Bank as at 31st March 1949, the shares in guestion are included amongst
the ‘“Miscellaneous Assets”.

6. Changes in the Board of Directors and in Executive Officers.

Since the publication of the last Annual Report, the following changes
have taken place in the composition of the Board of Directors. Upon his
appointment on 7th August 1948 as Governor of the Banca d'Italia,
Dr Donato Menichella became an ex-officic Director of the Bank.
Dr Menichella. appointed Prof. Pietro Stoppani as a Director under Article 28
(2) of the Statutes, and Dr Paride Formentini as his Alternate.

In January 1949, the term of office of Monsieur Emmanuel Monick as
an ex-officio Director came to an end upon his retirement as Governor of
the Bank of France. Monsieur Monick had served as an ex-officio Director
since October 1944 and his cordial interest in the problems and the work
of the Bank has been of the greatest value. Monsieur Wilfrid Baumgartner,
who succeeded Monsieur Monick as Governor of the Bank of France, and thus
became an ex-officio Director, appointed as his Alternate, under Article 28 (1)
of the Statutes, Monsieur Jean Bolgert, who had already acted in that capacity
for his predecessor on the Board.

Mr Cameron F. Cobbold joined the Board as an ex-officio Director
on 1st March 1949, upon his appointment as Governor of the Bank of
England in succession to Lord Catto, who had always given his valuable
support to our institution. Mr Cobbold has long been associated with the
Board and its work; he has appointed Mr G. L. F. Bolton, and, in the
latter’s absence, Mr J. S. Lithiby, to serve as his Alternate.

The term of office of Mr Ivar Rooth under Article 28 (3) of the
statutes expired on 31st March last. Mr Rooth had first served as a Director
in the early years of the Bank and had been again elected in 1937, since
when his texm of office had been regularly renewed. The valuable col-
laboration of Mr Rooth, both in normal times and during the years of war,
has been deeply appreciated. In April 1949, Mr Klas Bosk, who had succeeded
Mr Rooth as Governor of the Sveriges Riksbank in December 1948, was
elected a member of the Board under Article 28 (3) for a period of two
years. Dr M. W. Holtrop, President of the Nederlandsche Bank, was re-
elected under the same Article to be a Director for a period of three years,
ending 31st March 19352,



In March, the Bank learned with deep regret of the death of Herr
Frnst Hiilse who, at the time of the foundation of the Bank, had been
appointed as the first Assistant General Manager. Herr Hiilse had rendered
valuable services in that capacity for over five years. Thereafter, he had
acted as an Alternate until January 1939.

#*® %*®
*

At its meeting held on 14th June 1048, the Board decided to elect,
under Article 39 of the Statutes, the Chairman of the Board, M. Maurice
Frére, to be President of the Bank, the term of office in this latter capacity
to coincide with that of Chairman of the Board. At the same time, it was
decided to appoint M. Roger Auboin, General Manager of the Bank, to be
Alternate of the President, his term of office as Alternate to correspond to
that of M. Frére as President.

In June last, M. Marcel van Zeeland, Head of the Banking Department,
was nominated as First Manager of the Bank.

Mr Fabian A. Colenutt, previously Head of the Administrative Sectton,
was appointed Deputy Secretary,



. Conclusion.

1948 has undoubtedly been a year of general economic and
monetary progress, especially in western Europe, The volume
of production, both industrial and agricultural, has reached or exceeded
pre-war levels and the fight against inflationary tendencies has been success-
fully waged in almost every country in Furope. Essential as these improve-
ments have been for raising standards of living and laying the foundation for
further advances, such is the nature of economic life that the new stage,
reached with so much effort, immediately brings forth its own set of problems
and preoccupations, and it may seem as f the new difficulties are in many
respects even greater than those which have just been overcome. For in the
vears directly following the war the action which had to be taken comprised
a number of obvious steps to arrest the inflationary trend and push on in
almost any line of production, while now the task s to adjust an increasing
volume of output more exactly to demand under conditions of growing
competition and, in general, to establish a balanced position which is at the
same time durable and self-sustaining.

The disappearance of the sellers’ market has, indeed, given rise to some
very real difficuliies; since it is no longer possible to find almost everywhere
a. ready buyer for practically any commodity, much more attention must
now be devoted to questions of price and quality. There is hardly a producer
ot trader who has not begun to be concerned about “‘markets”, in which he
must be able to sell at a competitive price. It is still too early to tell
whether the change in the complexion of the markets points to a downward
turn in the general business trend, since the volume of trade and production
has mostly kept up fairly well and there are many sustaining factors operating
in the markets. But here again the authorities and the public are concerned
about different problems from those which worried them a year ago.

These are clearly fresh developments, but it is not as if there were no
expertience, derived from somewhat similar situations in the past, to serve as
a guide. It is encouraging to observe that in the last few years a much
better insight has been gained into one very important relationship: the close
connection between the volume and methods of internal financing (of any
remaining budget deficit or outlay for investments) and the outcome of the
balance of payments, requiring financing from foreign resources. Important
Questions arise in this connection in regard to the use of the counterpart in
national currencies of Marshall ard (questions to which some attention has
been given in this Report).

It is also fortunate that, through the progress recently made, the differ-
ences found from countty to country as regards the balancing of budgets,
the arresting of inflation, the available supplies, etc. have been much reduced
and the approach to internal balance has clearly brought the countries to a point
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where the international aspects of the different problems involved can receive
more attention and individual measures can be considered more carefully in
relation to the requirements for general long-term progress.

Unfailing attention to international conditions is, indeed, indispensable
when the countries get to grips with the problem of adjusting their pro-
duction to the new state of the markets. Throughout the world the key-
note today is more production through greater efficiency — and
rightly so. '

But it is not only a question of volume or even of costs; it is evidently
necessary to produce precisely what is in demand. Almost all the manufac-
tured products which Europe itself has for export have to be sold to indivi-
dual customers all over the world — and there 1s no doubt that adaptation
to a largely new situation of world competition constitutes a very real test
for the viability of Europe. If the price systern is not allowed to play its
part as an Indicator of what is in demand and should be produced, how can
the variegated econmomies of the European countries possibly find the right
lines of output? There 1s clearly no other way of knowing to what extent an
effective demand exists for Europe’s output of largely non-essential goods than
to feel the pulse of demand in the markets of the world today; but the
indication which those markets supply will not be of real value unless
sufficient freedom prevails in them — and, even then, 1t will be of little
avail without sufficient flexibility inside the exporting countries. Moreover,
the free movement of goods with the development of multilateral trade,
which has been the condition of Europe’s prosperity in the past, depends
not on European action alone: it requires the adoption of appropriate commer-
cial and monetary policies in countries and areas outside Europe itself.

There must always be a struggle against rigidity — especially in
the modern world, where certain technical developments seem to render
the economy less flexible; surely, then, it 18 not too much to ask that
the authorities, in framing their policies, should not add unnecessarily to
already existing rigidities. An increased volume of production is not auto-
matically followed by larger exports and a better balance on foreign account,
since more production gives rise to higher incomes and consequently
to increased consumption, including demands for better housing, which 1s
an indirect demand for more investments. A better balance will only be
attained if more is saved or more accrues to the state in taxes over and
above what is necessary to meet added spending; it is only pro tanto that
investment expenditure at home will be more adequately covered by the
flow of domestic resources. Production alone, therefore, does not suffice: to
be really beneficial, it must be combined with a suitable economic and
financial policy. If, then, a country is in disequilibrium because its budget
expenditure is too high or its investments are too ample or costs are
maintained at an uneconomic level or the exchange rates have got out of
line with realities {or there is a combination of two ot more of these factors)
with the result that an untoward deficit has arisen in the balance of payments:



if, in such a state of affairs, the country concerned obstinately refuses to
make any alteration erther in its budget or credit policy or in its control of
prices or exchanges, there is no reason to assume that the lack of equilibrium
will not continue — and this will mean that the monetary reserves of such
a country will be eaten into and the proceeds of foreign loans and grants
wasted simply to perpetuate the rigidities which were at the bottom of its
difficulties. The receipt of foreign resources is of such great value to a
country that they should not be wastefully put to uses which will simply
postpone necessary adjustments.

The Imes of policy adopted in this year 1949 may well prove
to be of vital importance. The disappearance of the sellers’ market,
together with the price reductions that have befallen some producers and
traders, has led to almost instant demands for remedial measures of one kind
or another — but with little, if any, consideration for the needs of adjust-
ment in the economy as a whole or the urgent need of earning more foreign
exchange in order to get rid of balance-of-payments deficits before the internal
restrictions are taken off.

It would indeed be a matter for regret if the countries in Eutrope
which have taken steps to balance their budgets and restrict the granting
of credits were to abandon this policy of restraint prematurely. Such a policy
has, of course, not been imposed for its own sake, but because the arrest
of internal inflation is usually the only means of bringing about an expansion
on the foreign account, with a reconstitution of monetary reserves and a
suppression of arbitrary restrictions with regard to currency payments and
the exchange régime generally. An imprudent relaxation of the credit
restrictions before decisive results have been obtained in the field of foreign
exchanges might jeopardise the achievements so far realised.

The position is in these respects different in the United States. That
country, with its high rate of domestic savings and its ample gold reserves, is
in a position to adopt immediately, and without incurring any real risk, a
liberalising policy designed to lessen the deflationary weight which is beginning
to make itself felt in its economy. By doing that the United States may, indeed,
contribute to greater steadiness in the trend of business for the whole world.
But European countries, with only a weak flow of genuine savings and scanty
monetary reserves, are in a different position: only when they can permit
ordinary trade and other current operations in their balance of payments to
be settled without hampering restrictions will they be able to reap the full
rewards of freer commercial intercourse. It is a point to remember that certain
measures of direct control (and not least trade and exchange control) tend
to intensify the trend towards nationalistic insulation, while the indirect,
essentially financial, types of control help to strengthen the ties of free inter-
national intercourse. In no case must the co-operation between European
countries take the form of a joint imposition of further restrictions, for then
the danger of establishing enclosed areas with an autarkic tendency would
be a very real one.
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It would be a mistake, however, to underrate the difficulties in the way
of an advance towards a more normal system of foreign payments, with
greater competition from abroad. Control, with 1ts curtailment of imports,
seems to many a necessary means of ‘“‘saving” foreign exchange — but then
it is forgotten that expenditure inhibited in one direction mostly leads to
increased expenditure in another, to the detriment of exporis.” Vested
interests have also grown up which are in no way anxious to see a dismantling
of restrictions. But, despite all obstacles and hesitations, it will be necessary
to arrive at a situation in which restrictions are no longer the rule and free-
dom the exception and one in which ordinary trade in merchandise, the
movements of tourists and the regular exchange of services can take their
course without interference dictated by monetary considerations. Creditor
countries naturally incur little or no risk in admitting imports more freely but
debtor countries must also be aware that the practice of keeping out non-
essential goods, if applied all round, would soon prevent them, too, from
ameliorating their trading position. It is, indeed, becoming increasingly clear
which will be the countries with the best chance of standing up to inter-
national competition: it will be the first countries to revert to a system of
greater freedom by adopting a policy in which each set of measures in the
fields of credit, prices, costs and foreign exchanges contributes in a harmomous
way to the establishment of a balanced position. When contradictory policies
are pursued, as has happened only too often in recent years, it becomes almost 1m-
possible to re-establish the credit position without which no genuine contribution
from savings will be forthcoming as a durable basis for investments. In these
matters, the general public, even though it may be uninformed about many
technical details has, after all that has happened, acquired a knack of judging
whether the steps taken are likely or not to achieve the desired resuits.

More is mneeded of true planning, which consists less In fixing
“targets” than in determining precisely what measures should be taken in dif-
ferent fields over (say) the next six or twelve months in order to correct
unbalanced positions and achieve further progress. An essential task will be
to bring back into operation those parts of the mechanism of adjustment
which the modern economy has at its disposal for the purpose of keeping a
balance between supply and demand on the markets, between payments and
receipts in the balance of payments, etc.,, and it is then especially necessary
to ensure that no artificial creation of monetary purchasing power, beyond
what is really earned by contributions to production, upsets the balance at
home and in relation to other economies. It is neither more nor less planning
that is needed but planning of the proper kind. All too often uncoordinated
— and, what is worse, contradictory — measures are adopted by separate
branches of the administration having little or no contact with one another.
This is then mistakenly given the name of “‘planning”, whereas real planning
must, first of all, aim at a proper harmony in the lines of official action and,
secondly, relate these measures to the manifold free activities of the people
as producers, traders, income-earners and consumers, so that their vanous
efforts are fitted into the general picture under conditions conducive to



all-round balance. And this kind of planning must, further, be undertaken with
an eye to what is happening In other countries and what opportunities are
offered for coordinated action on an international scale. It may well be that
no measures would be more likely to combat any deflationary tendencies
appearing in the various economies than a speedy abolition of quantitative
and other trade restrictions, for that might give just the right expansionist
impetus now needed. It is dawning upon the peoples that there is no solution
in separation; that those who protect their markets from foreign influences
are liable to be less capable of sustaining competition and improving their
standards of living, and that, indeed, a truer harmony and added strength
are to be found in developing appropriate forms of international co-operation.

Respectfully submitted,

ROGER AUBOIN
General Manager.
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AGREEMENT
for INTRA-EUROPEAN PAYMENTS and COMPENSATIONS

Paris, 16th October, 1948.

The Governments of Austria, Belgium, Denmark, France, Greece, Ireland,
Iceland, Italy, Luxemburg, Norway, the Netherlands, Portugal, the United
Kingdom, Sweden, Switzerland and Turkey, the Commanders-in-Chief of the
French, United Kingdom and United States Zones of Occupation of Germany,
and the Commander of the British/United States Zone of the Free Territory of
Trieste:

DESIRING to move forward towards the liberalisation of Intra-European
Payments envisaged in Article 4 of the Conventlon for European FEconomic
Co-operation signed in Paris on 16th April, 1948;

DESIRING to adopt immediately a plan for limited compensation to be
applied until it shall be possible to take further steps towards the establishment
of a full muitilateral system of payments among themselves;

HAVING REGARD to the adoption on 16th October, 1048, by the Council
of the Organisation for European Economic Co-operation (hereinafter referred to
as the Council) of a Decision approving the text of the present Agreement; and
to the adoption on 16th October, 1948, of a Decision recommending a distribution
of American Aid;

CONSIDERING the Decision on commercial policy taken by the Council
on 16th October, 1948;

HAVE agreed as follows:

PART 1

Article 1 — (a) Subject to the provisions of the present Agreement, the
Contracting Parties shall carry out currency compensations. Such compensations
shall be first and second-category compensations as defined in Article 18. Com-
pensations shall be used to facilitate all iransactions which the Contracting Parties
may at any time allow in accordance with their respective transfer policies and
with the terms of their payments agreements.

(b) Subject to the provisions of Article 5, the balances available for compensa-
tions shall be the balances of accounts kept by one central bank in the name of
other central banks. For the purposes ofthe present Agreement, central banks
shall be the central banks or other monetary authorities designated by the
Contracting Parties.



Article 2 — The Bank for International Settlements (hereinafter referred to
as the Agent), acting in accordance with the agreement between the Bank for
International Settlements and the Organtsation for European Economic Co-operation
(hereinafter referred to as the Organisation) made in pursuance of the Decision
of the Council taken on roth September, 1948, shall be the agent for compensation
for the purposes of the present Agreement.

Article 3 — (a) Compensations under the present Agreement shall take place
monthly and in accordance with directives given by the Organisation to the Agent.

(b} The Agent shall submit monthily reports to the Orgamsatlon on the
compensations completed during the month.

Article 4 — (a) First-category compensations shall be applied without the
ptevious consent of the Contracting Parties,

(b) Second-category compensations shall require the previous consent of the
Contracting Parties directly concerned in each second-category compensation.

(¢} The Contracting Parties, while not binding themselves to accept second-
category compensations, intend to co-operate fully in facilttating any reasonable pro-
positions put forward to them by the Agent, having regard to all the circumstances
concerning such compensations.

(d) In arranging second-category compensations the Agent shall endeavour to
facilitate those compensations which will ease the most difficult debtor/creditor
relationships, bearing particularly in mind the desirability of avoiding so far as
possible settlements between Contracting Parties in gold or foreign currencies and
interruptions in trade or payments.

(e) Nothing in this Article shall prevent any Contracting Party from informing
the Agent that it is prepared to accept, without its previous consent, all or any
class of second-category compensations which may be arranged by the Agent.

Axticle 5 — (a) When calculating the balances available for the compensations
in respect of any month, the Agent, at the request of a Contracting Party, may
exclude certain types of balances owned by that Contracting Party. The types of
balances which may be excuded and the procedure for requesting their exclusion
are set out in Annex A, which shall form an integral part of the present Agreement.

(b) No balance excluded under paragraph (a} of this Article from the com-
pensations in respect of any month shall be included, by the Contracting Party
requesting the exclusion, in the calculation for the purpose of any settlement in
gold or foreign currency which weuld be due to that Contracting Party under a
payments agreement made before the signature of the present Agreement and which
might follow immediately after the compensations in respect of that month,

Article 6 — Each Contraciing Party undertakes not to cause abnormal balances
in the currencies of other Contracting Parties to be held by banks other than central
banks or otherwise to place such balances so that they will not be available for
the purpose of compensations.

Article 7 — (a) Whenever a gold or foreign currency settlement falls due in.the
course of any month, under a payments agreement between any two Contracting
Parties made before the signature of the present Agreement, the settlement shall
be postponed until after the compensations in respect of that month.



(b) Any settlement in gold or foreign currency which shall remain due after
the compensations in respect of that month shall then be effected immediately.
Any such settlement shall be reported by the debtor to the Agent and the Organisation.

(c) Nothmg in the provisions of this Article shall preclude a Contracting
Party which is 2 creditor from making different provisions by agreement with an-
other Contracting Party, if, owing to the operation of this Article, a credit margin
granted by the former to the latter is being continuously exceeded.

Aaticle 8 —{a) Each Contracting Party shall communicate to the Agent:

(i) All information necessary to enable the Agent to have a clear under-
standing of the nature and operation of its payments agreements with other
Contracting Parties;

(i) A monthly statement of the balances on the appropriate account or accounts
available for compensations, and of the balances which the Contracting
Party desires to exclude in accordance with Article s5;

(iii) A monthly report giving a single rate of exchange agreed with each
other Contracting Party at which the Contracting Party reportmg is
prepared for compensations to take place;

(iv) A monthly statement of settlements in gold or foreign currency made by
the Contracting Party to other Contracting Parties during the month;

(v} Such information as will enable the Agent to ascertain the amounts
of curtencies which may be used in accordance with Part II of the
present Agreement; and

(vi} Such further information as the Contracting Party considers may assist
the Agent in his task.

(b} In the case of Contracting Parties without a unified cross-rate structure,
the balances and rates of exchange reported under sub-paragraphs (ii) and (iii) of
paragraph (a) of this Article, shall be determined in accordance with the provisions
of Annex B, which shall form an integral part of the present Agreement,

PART II

Article ¢ — (2} Each Contracting Party which has for the purpose of the
present Agreement been estimated to be in credit with any other Contracting Party
on current balance of payments for the year ending joth June, 1949, after taking
into account the agreed existing resources of that other Contracting Party, shall
establish drawing rights in favour of the latter Contracting Party.

(b) The amounts of drawing rights established by each creditor in favour
of each debtor, equivalent to the United States dollar value of goods and services
to be provided by the United States Economic Co-operation Administration for
the purposes of the present Agreement (hereinafter referred to as conditional aid) to
each creditor, are shown in Annex C, which shall form an integral part of the
present Agreement.



(c) No debtor shall be obliged to repay to a creditor any amount in respect
of drawing rights established by the creditor in its favour, if that creditor has
received from the United States Economic Co-operation Administration an equi-
valent amount of conditional aid to which no obligation to repay is attached.

(d) For the purposes of this Part of the present Agreement ‘‘creditor” and
“debtor” mean, with respect to any two Contracting Parties, those which are shown
as creditor and debtor in relation to one another in Table III of Annex C.

Article 10 — Drawing rights shall be made avallable and used only m
accordance with the provisions of the present Agreement. The amount to be made
available and used shall be calculated in accordance with the provisions of Annex B.

Article 11 — (a) Subject to the provisions of paragraph (b) of this Article,
drawing rights shall be made available in the currency of the Contracting Party
making them available, or, if another currency is normally used for payments be-
tween that Contracting Party and another Contracting Party, in that other currency.
Each Contracting Party shall, not later than 31st October, 1948, report to the Agent
the currencies mm which it will make drawing rights available in accordance with
this paragraph.

(b) Any two Contracting Parties may agree, not later than j1st October, 1048,
that the drawing rights established by one in favour of the other shall be made
available in a currency different from the currency in which they would otherwise
be made avallable under paragraph (a) of this Article. A report on any such
agreement shall be given by the two Contracting Parties to the Agent not later
than 31st October, 1948.

{c) An agreement between two Contracting Parties under paragraph (b} of
this Article shall not prevent them from subsequently making an agreement that
the drawjng rights established by one in favour of the other shall be made available
either in the currency of one of them or in a currency which, at the time of the
subsequent agreement, is normally used for payments between them. Immediately
after any such subsequent agreement, the two Contracting Parties shall make a
report thereon to the Agent.

: Article 12 — Amounts of currency in respect of drawing rights shall be made

available to the Agent immediately upon request by him, provided that a
Contracting Party shall not be required to make amounts of currency available to
the Agent earlier than the time at which equivalent amounts of conditional aid
are firmly allotted to it.

Article 13- — Requests under Article 12 in respect of the drawing rights
established in favour of any Contracting Party in any currency shall not be made
before the agreed existing resources of that Contracting Party in that currency, as
set out in Annex C, have been exhausted.

Article 14 — The Agent shall use amounts of currencies made available under
this Part of the present Agreement in compensations under the present Agreement
in accordance with the following provisions:

(a) (1) The Agent shall be entitled to use in any month an amount of any
one currency up to the total of each deficit on the month between
each debtor and each creditor to the extent to which the remaining
amount of agreed existing resources of that debtor in that currency
is not sufficient to cover that deficit.
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(i} If in any month an amount of such currency is not made available
as a result of the operation of Article 12, the whole or part of that
amount, when it becomes available, may be used by the Agent in
any succeeding month in addition to the amount which he may use
under sub-paragraph (i) of this paragraph.

(b} The Agent may, at the request of a debtor, use all or any part of amounts
of a particular currency, additional to those which might be used under paragraph
(a) of this Article, as the debtor may intimate to him, provided that:

(1) any Contracting Party, whose monthly deficit against the Contracting
Party by which the drawing right has been established in favour of the
debtor is to be reduced by the use of the amount, has no balance
standing to his credit with the Contracting Party which has established
the drawing right, or

(1) the consent of the Contracting Party by which the drawing right has
been established has first been obtained.

{c) If in any month the aggregate amount of any one currency which the
Agent is entitled to use under sub-paragraph (a} of this Article exceeds the amount
of such currency available under this Part of the present Agreement, the Agent
shall, in principle, use such currency as between the Contracting Parties in deficit
on the month in that currency in proportion to such deficits, but may make
moderate adjustments in this proportionate distribution having regard to the
desirability of creating & minimum of interruption in trade and payments and of
assisting in the avoidance of gold and foreign currency settlements.

Article 15 — Not more than 75% of the amount of drawing rights established
by a Contracting Party in favour of another Contracting Party as shown in Annex C
shall be made available and used in compensations in tespect of the nine months
ending 31st March, 1949. In particular cases this percentage may be increased by
decision of the Organisation. '

Article 16 — (a) If a Contracting Party, either under a payments agreerment
or because it has no available credit balance in the currency of another Contracting
Party, has made a payment in gold or foreign currency falling due on or after
1st October, 1948, to that other Contracting Party because at the time of payment
drawing rights established in its favour by that other Contracting Party could not
be used by the Agent as a result of the operation of the provisions of Articles
12 and 15, the Agent, at the request of the Contracting Party which has made the
payment, shall take the necessary steps to enable such drawing rights to be used
to repurchase the whole or part of any amounts of gold or foreign currency so
paid provided that the use of the drawing rights is no longer prevented as a result
of the operation of the provisions of Articles 12 and 13,

(b} The request and arrangements under paragraph (a) of this Article shall
be made and put inte effect during the course of the compensations in respect of
the month when the provisions of Articles 1z and 15, as the case may be, cease
to prevent the use of the drawing rights.

(¢) The amount which the Agent may use under this Article in respect of
any month shall be in addition to the amounts which the Agent may use in respect
of that month under Article 14.

Article 17 — (a) It is contemplated that drawing rights will normally be used
as established under Article ¢ of the present Agreement. The procedure for
revisions provided for in paragraphs (b), (c) and (d) of this Article shall be adminis-
tered with this in mind.



(b) Revision of the amounts and distribution of drawing rights shall take
place, at the request of a Contracting Party, only In circumstances resulting from:

(i) force majeure or catastrophe;

(i1) a situation in which a debtor maintains and satisfies the Council that it
has been unable to use the whole or any part of its drawing rights
although 1t has made all reasonable efforts to do so; or

(iil) a situation in which a creditor maintains and satisfies the Council that
the whole or any part of drawing rights established by it are no longer
required by a debtor for the purposes for which they were established.

{c) The Council shall establish appropriate bodies to deal with cases arising
under this Article.

(d) The Council shall decide what recommendations for revision of the
amounts of and for the redistribution of drawing rights should be made to the
United States Economic Co-operation Administration.

PART II1

Article 18 — (a) “First-category compensation” means an operation which pro-
duces for any Contracting Party all or any of the following results:

(i) a decrease in one or more debit balances against an equivalent decrease
in one ar mote credit balances, or

(ii) the offsetting, by the use of amounts in respect of drawing rights
established in its favour, of the whole or part of its deficit for the
month with the Contracting Party by which the drawing rights have
been established, or, in the case of amounts which may be used under
Article 14 (a) (i), the offsett.ing of the whole or part of a deficit with
that Contracting Party remaining uncovered from a prev10us month or
months,

provided that amounts in respect of drawing rights shall, to the extent to which
they are not used to offset deficits under sub-paragraph (it} of this paragraph, be
treated for the purposes of sub-paragraph (i} as if they were credit balances.

(b) '‘Second-category compensation” means any operation, other than one
included under paragraph (a} of this Article, which results in the increase of a
balance or the formation of a2 new balance in comparison with the posmon before
the operation.

Article 1g — If a Contracting Party in placmg 1nf0rmat10n at the disposal of
the Agent for the purposes of the present Agreement intimates that it desires the
information to be treated as confidential, because the information has not been
published by it, the Agent shall have due regard to the 1nt1mat10n in ma.kmg use
of the information.

Article 20 — (2) Any compensation. which requires the use of the balance of
any account kept by or in the name of the central bank of Portugal or Switzerland
shall be subject to the previous consent of Portugal or Switzerland and the respec-
tive creditor or debtor.
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(b) Subject to approval by the Council, the Government of Portugal or the
Government of Switzerland may, at any time, decide to accept without their previous
consent all first-category compensations. Upon such approval, the provisions of
paragraph (a) of this Article shall cease to apply to Portugal or to Switzerland, as
the case may be, and to their respective creditors and debtors.

{c) Part II of the present Agreement shall not apply to Portugal or to
Switzerland.

Article 21 —If a special Agreement is made between any Contracting Party
and the United States Economic Co-operation Administration with respect to the
loan of United States dollars to any such Contracting Party for the purposes of
the present Agreement, Part II of the present Agreement shall operate in relation
to that Contracting Party upon such conditions regarding its application for the
purposes of the present Agreement as may be proposed by that Contracting Party
in agreement with the United States Economic Co-operation Administration and
approved by the Council. The conditions will, upon approval by the Council, be
communicated by the Secretary-General to the Agent.

Article 22 — (a) The supervision of the operation of the present Agreement
shall be undertaken by the Organisation.

(b) Should any question arise concerning the interpretation or the application
of the present Apreement, it may be referred by any Contracting Party to the
Council, which may take decisions on the question.

Article 23 — (a) The present Agreement shall be ratified.

(b) The instruments of ratification shall be deposited with the Secretary-
General of the Organisation, who will notify each deposit to all the signatories.

(c) The present Agreement shall come into force upon the deposit of instru-
ments of ratification by all the signatories.

Article 24 —(a) Drawing rights not used before the termination of the present
Agreement shall not be cancelled. They will remain at the disposal of the
Contracting Parties in whose favour they have been established under no less
favourable terms than those originally enjoyed.

(b) The precise method by which such unused drawing rights shall be dis-
posed of in the period subsequent to the termination of the Agreement shall be
the subject of discussion by the Organisation at the appropriate time.

Article 25 — (a) With the exception of Article 24, the present Agreement
shall remain in force until the completion of the compensations In respect of the
month of June, 1949, and the present Agreement may be continued in force there-
after on such terms as the Contracting Parties may agree. Article 24 shall remain
in force until the unused drawing rights have been finally disposed of.

(b} Not later than 1st May, 1949, the Contracting Parties, acting through the
Organisation, shall consider how the present Agreement has worked and whether
it shall be continued.

(c) If it becomes apparent that the present Agreement is not likely to be
continued in force, the Contracting Parties shall, at the request of any Contracting
Party, entrust a Committee or Comumittees with the preparation of recommendations
as to the provisions which may be required to avoid



(1) interruptions in trade or payments,
(ii) payments of gold or foreign currency,

(iii) the prevention of repurchase of gold or foreign currency which would other-
wise have been possible under the provisions of the present Agreement, or

(iv) other similar possible consequences,

which may atise, within a reasonable time from the termination of the present
Agreement, as a result of changes in balances caused by compensations made under
the present Agreement.

. Article 26 — The present Agreement terminates the First Agreement for
Multilateral Monetary Compensation signed in Paris on 18th November, 1947, as
from the completion of the compensations in respect of the r_nonth of September, 1948.

Paris, 16th October, 1048.
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ANNEX A

Excluded Balances

1. The following balances may be excluded from compensations under Article 5
of the present Agreement:

() Working balances, which will normally fall under one or more of the
following heads:

(i) normal central banking balances {fonds de roulement), that is to say, suffi-
cient funds to cover outstanding payment orders and to maintain normal
banking relationships, '

(ii) balances held as cover for oversold forward exchange positions, or

(iii) balances held as cover for banking credits due to mature within a short
period.

(b} Balances representing the proceeds of capital transactions expressly under-
taken for the financing of specific capital expenditure.

(c) Balances not arising under a payments agreement or from current trade
transactions and which are freely convertible into gold or United States dollars.

(d) Other balances which, owing to special provisions in payments agreements
in force at the date of signature of the present Agreement, represent the proceeds
of certain exports earmarked for debt services or other contractual obligations.

(e) In the case of Greece and Turkey, in view of the essentially agricultural
structure of their economies, a reasonable proportion of their balances in the cur-
rencies of other Contracting Parties with which they have no payments agreements
providing for credit margins in their favour, it being understood that these balances
would be used, during the year following the date of their first exclusion, to pay
for imports from the countries in which the balances are held.

IL. (a) Each Contracting Party requesting the exclusion, under any of the
foregoing provisions of this Annex, of a balance owned by it shall state to the
Agent the provisions of this Annex under which each reservation is requested and
give information as to the facts in reasonable detail.

(b) If the Agent is unable to satisfy himself with regard to the requested
exclusion from the information given him, he may seek further information,

(¢) If he remains unsatisfied, he shall make a report on the matter to the
Organdsation and shall furnish a copy of such report to the Contracting Party making
the request.



ANNEX B

I. The following procedure shall be used in determining the balances and
rates of exchange for the purpose of reports under Article 8 by Contracting Parties
without a umihed cross-rate structure:

{a) Debit and credit balances in the currency of any Contracting Party with-
out a unifled cross-rate structure in relation to Contracting Parties having a unified
cross-rate structure shall be reported to the Agent in the currency of the latter
Contracting Parties, after having been calculated at a rate of exchange to be fixed
by agreement between the two Contracting Parties concerned. The rate of exchange
so agreed should be that effectively in use for current operations between them.
If there are variable rates, or more than one rate, the rate agreed should be based
on the weighted average of those rates.

(b) The debit and credit balances between each pair of Contracting Parties not
having a unified cross-rate structure, unless expressed in the currency of a Contracting
Party having a unified cross-rate structure, shall be reported to the Agent in the
money of account used for compensations by him, after having been calculated at
a rate of exchange agreed between the two Contracting Parties.

(¢) The Contracting Party shall also report to the Agent the method of cal-
culation of the reported balances including the data necessary to show how the
rates of exchange have been determined for the purpose of their calculation.

II. The following procedure shall be used for the purpose of calculating
monthly deficits and of determining the amounts in respect of drawing rights to be
made available and used in each month:

(a) The Agent shall establish the net balances existing between Contracting
Parties and shall convert such net balances into the money of account on the basis
of the rates already reported to him. The Agent will then be able to ascertain,
in the money of account, the monthly deficits and surpluses and the amounts of
drawing rights to be made available and used in each month.

(b) In the event of the rate of exchange of the currency of any Contracting
Party changing, the Contracting Parties concerned shall advise the Agent of the
balances held between them as at the close of business on the day preceding the
change and give details of any adjusting payments which may have been made in
accordance with the terms of exchange guarantees. The Contracting Parties con-
cerned shall also forward to the Agent a report in accordance with the terms of
Article 8 (a) (iii) of the Agreement giving the new agreed rate of exchange.

This information will enable the Agent to make allowance for the change in
the rate of exchange when calculating the monthly dehcits and surpluses and also
the amount of drawing rights to be made available.

HI. In order to give effect to the compensations in respect of any month,
including the use of amounts In respect of drawing rights, the figures notified by
the Agent to the Contracting Parties in the currency of Contracting Parties having
a unified cross-rate structure or in the money of account shall be converted by the
Contracting Parties, if necessary, in the currencies of Contracting Parties without
a unified cross-rate structure on the basis of the rates agreed in accordance with
paragraph 1 of this Annex.
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ANNEX C

TABLE 1

Agreed Existing Resources

The following table sets out the amounts of the agreed existing resources
referred to in Article 13 of the present Agreement,

. Dollar equivalent of
Contracti Parties
Contracting Amount In wh os:sngurrency the amounts of agreed
Partles of the agreed existing the agreed sxisting resources,
resources existing resources calculated prior to the
are held signature of the
present Agraement
(Figures In millions) {Figures in millione)
Gesoce . . - ... . 3.23 2 sterling United Kingdom . . . . 12
Maly . .......... 11.16 £ sterling United Kingdom . . .. 45
Swedish
Blzona . . ... ..... 35.22 Cowns Sweden . . ... .. .. 9.8
14.39 £ sterling
Total . . . . Swedish Total &7.8
3522 Crowns
TABLE 1I

Drawing Rights

(a) Column z of the table sets out the total amount of drawing rights estab-
lished under Article ¢ of the present Agreement by each Contracting Party which
has been estimated to be in credit with any other Contracting Party on current
balance of payments for the year ending joth June, 1949, after taking into account
the agreed existing resources of that other Contracting Party.

{b) Column 3 sets out the corresponding total amount of drawing rights
established in favour of each Contracting. Party.

(¢} The amounts specified in this table and in table III are subject to adjust-
ment as follows;

(i} From the amount of the respective drawing rights established by any
Contracting Party there shall be deducted the amount of the advance
allotments authorised in respect of the third quarter of 1948 by the
United States Economic Co-operation Administration under the Fconomic
Co-operation Act of 1948 for the payment for commodities sold by that
Contracting Party to any other Contracting Party;

From the amount of the respective drawing rights established in favour
of any Contracting Party there shall be deducted the amount of such
advance allotments authorised in respect of the third quarter of 1948 for
the payment for commodities purchased by that Contracting Party from
any other Contracting Party,

(i)
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The Secretary-General of the Organisation will ask the United States
Economic Co-operation Administration to inform him of the amounts of
the advance allotments mentioned in sub-paragraphs (i) and (it} of this
paragraph. The Secretary-General will submit to the Council for approval
the amounts adjusted in accordance with sub-paragraphs (i} and (ii) of
this paragraph. Upon approval by the Council, these amounts shall be
substituted for the corresponding amounts shown in this table and in
table III and shall be forwarded by the Secretary-General to the Agent not
later than 31st October, 1948,

(d) Subject to approval by the United States Economic Co-operation Administration
and by the Council, the respective amounts of drawing rights may be further adjusted
to the extent to which a Contracting Party has been unable to use any advance
allotment.

"The Government of Turkey, while approving the terms of the present Agreement, reserves
its position as to the accuracy of the figures shown in the Annex C relating to Turkey and will, as
soon as possible, make every effort, under the segis of the Organisation, to reach agreement with the
countties concerned on the adjustment of these figures.

Column 1 Column 2 Column 3
Total amounis of drawlng rights
T:;:;bfir:::dntgyofhg%:m&::ﬂzu established in favour ogf thg
Contracting Parties Parties named in column 1 in Contracting Parties named in
favour of other Contracting Parties column 1 by the other
Contracting Parties
Equivalent In Equivalent in
United States Dollars United States Dollars
tfigures in miflions) (figures in milllons)

Austria . . .« . 0 oo e 3.1 66.6
Belglum-Luxemburg . . . . . . .. 2188 1.0
Denmark . - - - « . 000 v e 5.1 1.9
France . . .. .. v oo v v a.7 333
Gregce . .« - v - v v 4 n e e e, . 66.8
aly . ... oo it m 47,3 27
Netherlands . . . ... ... ... 11.3 . 83 |
MOrway . « « « = « v v v v v m na s 16.5 48.3
Swaden . - « + . v v v e e 4.6 2.6
TUCKSY . - o ot v i e e 28.5 8.8
United Kingdom . . .. ... ... 312 30
Blzone . . . .« v v v v v v ' 108.8 88.6
French Zone . . . . . ...« ... 14.8 156

810.4 B10.4

NOTE: The figures Inserted for the United Kingdom cover alse the countrles (Including Iceland and Ireland)
which comprise the sterlmgk area, that is to say the *‘Scheduled Territories™ as defined for exchange
conirel purposes In United Kingdom legisfation,

TABLE HI
Details of drawing rights

(@) The following table sets out in detail the distribution as between each pair
of Contracting Parties of the amounts of drawing rights set out in Table II.

(b) It also shows the pairs of Contracting Parties which are, for the purpose of
Part II of the present Agreement, creditors and debtors in relation to one another, as
indicated by the figures in the lines opposite and columns under their names.



All figures in millions of dollars,

Goniragiing Partles in Iavour of which ameunts el drawing righls shown are established
Contraciing Parlies {Detitors) Todal amount
by which amwusiz ol o ﬂ?‘g"u
drawing righls shown F-] F 1
tra ealablished | = 5. P & [plablisked by
{cradiors) = 2 E = B T = = | g < E r Cenltacling
g 5| B | & g =t 21| B |E (25| 5|5 | roties
3| 8 [ g = = @ [ Se| & =
Amglva . . .. L, — | =] =1 —1| 04| 20| — — |7 — - - -— 3.1
Balgivm-Luxemburg , | 4.5 — 6.5| 400|13.0| — [725(23.0| 601 20 |300|17.0| 40| 2185
Demaek . ... .| 01| — - | - 20| — - | —-130! — — | - — LA
Framoe . . . ... 20| — 23, — | 8O — | — | — | — el B - 9.7
Breecs . . .. .| — —) - | -] =]=7"— - | = - - -] = -
Maly . . ..... — |1no| — | 1109] 70| — — 05,01 |50 — |10a| 26 47.3
Hetherlands . . . . | 1.0 — - — 50| — - 25| — |oB | — — 2.0 11.3
Norway . . . ... 1.5 — - 80 20| — | =~ — | — — | = 80| — 165
Swedew, . . . . . e e et 50| — 200|218 — 110 — | 50| - 34,8
Torkey . . oo o | — | — 18} — 130 — | — | O8] — — ] — 1120|156 28.5
Unided Kingdem . . | 250 — — [200.0] 100|280 — | — - — | — |46.5]| 85| 320
Bizome . . . ..., 320 — 1.0| 63.0] 43| — 85| — | — e e - 108.8
FremhZew . . . . | 05| — | 0.2] 1401 01| — — -] — - —- | = — 14,8
Tolai amaunis of drow-
Ing Mighls eslabiished
In taveur of Comiracl-
g Partles. . . . .!666,11.0|11.9(339.0/66.8|27.0|63.0|48.3| 98 | 88 |30.0(99.6(156| 810.4

NOTE: (1) The above amounts of drawing rights are based in part on eslimates by the Bizone of coal exports,
If these figures are altered during the year ending 36th October, 1848, adjustmenis may be necessary as oul-
lined In paragraph 7 of the Council Decision on 11th September, 1848, on the division of direct aid and redistri-
bution or confributions and drawing rights {Boc. No. C [48] 158).

{2) The fiﬁures Inserted for the United Kingdom cover also the ¢ountries {including lceland and fraland)
which comprise the sterling area, that is to say the “Scheduled Terrilories” as defined for exchange-control
purposes In United Kingdom legislation.



IN WITNESS WHEREOF, the undersigned Plenipotentiaries, duly empowered
have appended their signatures to the present Agreement.

Done in Paris this sixteenth day of October, Nineteen Hundred and Forty
Eight, in the Fnglish and French languages, both texts being equally authentic, in
a single copy, which shall remain deposited with the Secretary-General of the
Organisation for European Economic Co-operation by which certified copies shall be
communicated to all the signatories.

For Austria: Karl Gruber

For Belgium: Paul-Henry Spaak
For Denmark: Gustav Rasmussen
For France: Robert Schurnan
For Greece: Constantin Tsaldaris
For leeland: Petir Benediktsson
For Ireland: Sean MeBride

As Ireland has no paymentis agreements with other countries
and 15 a member of the sterling area, the provisions of the
present Agreement require no specific action by her and
signature of the present Agreement on her behalf is subject
to the understanding that its operation will not modify the
existing arrangements governing payments between her and
the other Contracting Parties.

For Ttaly: Pietro Campilli
For Luxemburg: Josef Bech
For the Netherlands: D. U. Stikker
For Norway: Brofoss
For Portugal: Marcello Mathias
For Sweden: Osten Unden
For Switzerland: Carl J. Burckhardt
For Turkey: Menemencioglu
For the United Kingdom: Stafford Cripps
For the French Zone of

Occupation of Germany: Tarre

For the United Kingdorn
and United States Zopes
of Occupation of Germany: Cecil Weir
Wilkinson
For the British/United States
Zone of the Free Territory
of Trieste: Ivan White



PROTOCOL OF PROVISIONAL APPLICATION

of the Agreement for Intra-European Payments and Compensations
16th October 1948.

The Signatories to the Agreement for Intra-European Payments and
Compensations (hereinafter referred to as the Agreement) signed this day;

DESIRING to give immediate and provisional effect to the Agreement;
HAVE AGREED as follows:

1. The Parties to the present Protocol shall apply the provisions of the
Agreement provisionally as if the Agreement had been effective on and after
1st October, 1948.

2. The present Protocol shall come into force on this day’s date and shall
continue in force until the Agreement comes into force.

3.(a) Any Party to the present Protocol may withdraw from the Protocol by
giving not less than three months’ notice of withdrawal in writing to the Secretary-
General of the QOrganisation for European FEconomic Co-operation (hereinafter
referred to as the Secretary-(General).

{b) Three months after the date on which such notice is given, or at such
later time as may be specified in the notice, the Party giving it shall cease to be
a Party to the present Protocol.

(¢) The Secretary-General will immediately inform all Parties to the present
Protocol and the Agent of any notice given under this paragraph.

4. If notice of withdrawal is given under paragraph 3, the Parties to the
present Protocol, acting through the Organisation, shall, at the request of any Party,
entrust 2 Committee or Committees with the preparation of recommendations as to
the provisions which may be required to avoid

(i} interruptions in trade or payments,
(ii) payments of gold or foreign currency,

(iii) the prevention of repurchase of gold or foreign currency which would
otherwise have been possible under the provisions of the Agreement, or

{iv) other similar possible consequences,

which may arise, within a reasonable time from the date when the notice of with-
drawal takes effect, as a result of changes In balances caused by compensations
made under the Agreement. The Committee or Committees shall also consider the
position of drawing rights which may remain unused at the date on which the
notice of withdrawal takes effect.



IN WITNESS WHEREOF, the undersigned Plenipotentiaries, duly empowered,
have appended their signatures to the present Protocol.

Done in Paris this sixteenth day of October, Nineteen Hundred and Forty
Eight, in the English and French languages, both texts being equally authentic, in
a single copy which shall remain deposited with the Secretary-General of the
Organisation for European Economic Co-operation, by which certified copies shall be
communicated to all the signatories to the present Protocol.

For Austria: Karl Gruber
For Belgium: Paul-Henry Spaak
For Denmark: Gustav_Rasmussen
For France: Robert Schuman
For Greece: Constantin Tsaldaris
For Iceland: Petur Benediktsson
For Ireland: Sean McBride
For Tealy: Pietro Campilli
For Luxemburg: Josef Bech
For the Netherlands: D. U, Stikker
For Norway: Brofoss
For Portugal: Marcelle Mathias
For Sweden: Osten Unden
For Switzerland: Carl J. Burckhardt
For Turkey: Menemencioglu
For the United Kingdom: Stafford Cripps
For the French Zone of

Occupation of Germany: Tarre

For the United Kingdom
and United States Zones
of Occupation of Germany: Cecil Weir
Wilkinson
For the British/United States
Zote of the Free Territory
of Trieste: Tvan White



DECISION of the COUNCIL of O.E.E.C,

on the Application of Certain Principles of Commercial Policy.
16th Qctober 1948.

"The Council:

Taking into consideration Article 11 of the Convention for European Economic
Co-operation dated on 16th April, 1948, which lays down that: “The aim of the
Organisation shall be the achievement of a sound European economy through the
economic co-operation of its members. An immediate task of the Organisation will
be to ensure the success of the Furopean recovery programme, in accordance with
the undertakings contained in Part I of the present Convention”, and

Taking into consideration Article 13 of the said Convention which lays down
that: “In order to achieve its aim as set out in Arficle 11 the Organisation may:
(a) take decisions for implementation by members”, and

Having regard to the introduction of the plan for intra-European payments
and compensations and the circumstances in which it is being introduced;

Hereby decides:—

(1) To call upon members to implement the recommendations in respect of
certain principles of commercial policy annexed hereto.

(il This decision shall have effect as from the date of signature of the
Agreement for Intra-European Payments and Compensations recommended
this day by the Council for signature and shall be hinding only as
between the members which are bound to apply the provisions of the
said Agreement for as long as they are so bound.

ANNEX

General Recommendations
for certain Principles of Commercial Policy during the Currency of the

Intra-European Payments Scherne.

I. In general, it is important that the new resources to be made available
to participating countries under the intra-European payments scheme should be
used wisely and to the maximum advantage of the participating countries taken as
a whole. Further, it is desirable that the development of trade should be along
lines which will facilitate orderly progress towards multilateral trading. It is there-
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fore necessary that the commercial policies followed by the participating countries
should aim both at a restoration of their external equilibrium and at a rationalisa-
tion as well as an increase in the flow of intra-European trade, w1thm the frame-
work of the long-term objectives of the Organisation.

2. In particular, the use of the new resources to be made awvailable to
participating countries under the intra-European payments scheme is intended to
enable debtor countries, to the full extent practicable, to buy under reasenable
commercial conditions goods necessary for their recovery.

3. The Council agrees that, at this stage, it would not be advisable to go
beyond the formulation of certain principles for the guidance of participating
countries In their commercial relations with other participating countries.

4. The participating countries fall into three groups:

(a) Countries which are in substantial surplus (on their balance of payments
on current account) with the other participating countries taken as a whole. For
convenience, these countries will be referred to in this paper as “‘net creditor
countries”’.

(b} Countries which are in substantial deficit {on their balance of payments
on current account} with other participating countries taken 2s a whole. For
convenience these will be referred to in this paper as “‘net debtor countries”.

{c) Countries which are more or less in balance. For convenience, these
will be referred to in this paper as “intermediate countries”.

5. The fundamental task of participaiing countries, as stated in Article IV
of the Convention for FEuropean Fconomic Co-operation, is that they should,
collectively and individually, correct or avoid excessive disequilibrium in their
financial and economic relations, both among themselves and with non-participating
countries. The Council wish to make it clear that the recommendations made in
paragraph 6 below have been formulated, and must be applied, with due regard to
these objectives.

6. In order to attain conditions favourable for the achievement of the
objectives set out i paragraphs 1 and 5, the Council recommends that, subject
to any modifications necessary to conform to any particular policies recommended
by Q.EEC, the following policies should be pursued during the currency of the
intra-European payments scheme.

(1) All countries should seek to increase their trade in order to reach a
sattsfactory level of economic activity with a view to facilitating their
recovery.

(ii) All countries should maintain normal exports necessary to the recovery
of other participating countries and each should do its best to increase
such exports, if this would enable other participating countries to obtain
in Europe goods which are otherwise obtainable only for dollars, pro-
vided that such an increase would not prejudice the exporting country's
recovery programme.

{iil) Net debtor countries and intermediate countries should do their best to
increase their current exports to net creditor countries in order to reduce
the disequilibrium as much and as quickly as possible. To this end,
net debtor countries and intermediate countries should in respect of
exports to net creditor countries take similar steps to those they are
taking in respect of current exports to any other country, although they



should not be expected to have to accord to the net creditor countries
such priorities as may be accorded to exports to countries with whom
they have special relations, including those between a metropolitan
countty and its associated territories.

(iv) Net creditor countries and intermediate countries should buy from net
debtor countries additional goods and services as freely as is reasonably
practicable in order to reduce the disequilibrium. So far as the export
of goods not necessary for the recovery of net debtor countries is con-
cerned, net creditor and intermediate countries should follow a policy
which would help the net debtor couniries*in their efforts to reduce the
disequilibrium.

(v} Net creditor countries should buy from intermediate countries, for the
purpose of safeguarding the latters’ equilibrium, additional goods and
services as freely as is reasonably practicable. So far as the export of
goods not necessary for the recovery of intermediate countries is con-
cerned, net creditor countries should follow a policy which would help
the intermediate countries in their efforts to safeguard their equiltbrium.

(vi) Net creditor countries will facilitate the use of the mew resources to be
made available under the intra-European payments scheme for the
purchase of goods necessary for recovery. More particularly, net creditor
and other participating countries should do their best to increase their
exports to other participating countries of products whose procurement
within the group of participating countries may be understood between
the countries concerned, or may be considered by the Organisation, to
be necessary as a result of decisions taken by the Organisation with
respect to the distribution of aid.

It is not intended that the application of these principles should
jeopardise a vital economic interest in any participating country.

(vii) Net debtor countries should exercise, in their external expenditure, the
maximum of economy compatible with their economic recovery.

7. No attempt has been made at this stage, apart from paragraph 6 (i) and
(i1}, to formulate general principles for the commercial relations of net creditor
countries with each other, or of net debtor countries with each other, or of inter-
mediate countries with each other. Tt is hoped that the appropriate pattern of
trade may be expected to emerge in these cases, if the recommendations in para-
graph 6 are followed in respect of the cases in that paragraph.

8. The Council therefore invites the participating countries to examine
whether the commercial policies pursued by them during the currency of the
intra-European payments scheme are in accordance with the recommendations in
paragraph 6; and to inform the Organisation, in time for a further report to the
Council by a date to be fixed by the latter, of the result of this examination and
of such modifications as they may have made, or may propose to make, in respect
of their import and export policy in conformity with these recommendations.

9. The Council vecommends also that Q.E.E.C. should keep under general
review the implementation of the recommendations in paragraph 6, and that it
should be apen to any participating country to call the attention of O.E.E.C. to
instances in which, in its opinion, the recommendations are not being followed.

1o. The foregoing provisions are not intended to modify the application of
the existing trade agreements between the participating countries, save for possibi-
lities for adjustment by mutual agreement.

Paris, 16th October 1948.



DECISION of the COUNCIL
on the Drawing Rights extended by, or granted to, TURKEY
under the Payments and Compensation Agreement.

16th February 1949.

The Council:

CONSIDERING Annex C of the Intra-Furopean Payments and Compensation
Agreement of the 16th October 1948:

HEREBY TAKES NOTE of the Turkish Government's announcement to the
effect that an agreement has been reached with the countries concerned enabling
Turkey to withdraw the reservation made at the signature of the Payments and
Compensation Agreement of the 16th October 1948, regarding the tables in
Annex C of the said Agreement;

APPROVES the agreement reached on the 2s5th January 1949 between the
Government of the United Kingdom and the Government of Turkey which pro-
vides that the United Kingdom shall grant Turkey a drawing right equivalent to
$8 million U.S. under the Intra-European Payments and Compensation Agreement
of the 16th Qctober 1948;

DECIDES that this drawing right shall be made available and used in
accordance with the provisions of the Payments Agreement on the same terms as
if it figured as a drawing right granted by the United Kingdom to Turkey in
Annex C, Table III of the above-mentioned Agreement.

RECOMMENDS that the United States Economic Co-operation Administration
make suich arrangements as may be necessary for the allocation of the conditional
aid entailed by the utilisation of this drawing right.

Paris, 16th February 1949.



SUPPLEMENTARY PROTOCOL No. 2
amending the Agreement for International Payments and Compensations,

31st March 1940.

THE GOVERNMENTS of Austria, Belgium, Denmark, France, Greece, Ireland,
Iceland, Italy, Luxemburg, Norway, the Netherlands, Portugal, the United Kingdom,
Sweden, Switzerland and Turkey; the Commanders-in-Chief of the French, United
Kingdom and United States Zones of Occupation of Germany; and the Commander
of the British/United States Zone of the Free Territory of Trieste;

BEING THE SIGNATORIES of the Agreement for Intra-European Payments and
Compensations (hereinafter referred to as ‘“‘the Agreement”), signed on 16th October
1948, and of the Protocol of Provisional Application of the Agreement, signed on
the same date, in accordance with paragraph 1 of which Protocol the Agreement
is being provisionally applied as if it had been effective on and after 1st October,
1648;

HAVING AGREED to sign a Supplementary Protocol providing for certain

amendments to Annex C of the Agreement which Annex forms an integral part
of the Agreement;

BEING DESIROUS of giving immediate effect to certain provisions of the
said Supplementary Protocol; and

HAVING REGARD to the adoption on 28th March, 1949, by the Council of
the Organisation for European Economic Co-operation, of a Decision approving the
text of the said Supplementary Protocol;

HAVE AGREED A5 FOLLOWS:

Article 1 — Paragraphs {¢) and (d) of Annex C to the Agreement shall
be abrogated. :

Article 2 — The following paragraphs (e} and (f} shall be added to Annex C
to the Agreement:

“(e) (1) Except as provided for in this paragraph, the amounts specified in
Tables Il and Y1 shall not be subject to any adjustment in respect of
advance allotments.

(2) The following adjustments shall be made: From the amounts of the
respective drawing rights established by the United Kingdom and United
States Zones of Occupation of Germany, and Turkey in favour of
Austria, Prance and Greece there shall be deducted the following amounts:

TABLE IV

Adjustment of Drawing Righis.

Creditors Debtors Amount of adjustment of drawlng rights
{Equivalent in millions of United Siates Dollars)
Bizone . . . . . . i v i e Austria 29
BIZONO. . . v v v v v v e e France 23.3

TUrKBY o . v v v h e e e e e e ke Greece Q.7




(0

{3) The amounts adjusted in accordance with this paragraph shall be
substituted for the corresponding amounts shown in Tables II and III
and shall be communicated by the Secretary-General to the Agent
forthwith.”

(1) In cases not provided for by paragraph (e), any Contracting Party
which has purchased commodities in respect of advance allotments (herein-
after referred to in this paragraph as the ‘Importing country’) from any
other Contracting Party which has established drawing rights in its
favour (hereinafter referred to in this paragraph as the ‘exporting country’)
shall have the right to recover against an equivalent amount of its
drawing rights any amount of United States dollars which the exporting
country has received in payment for the commodities in question provided
that: .

(1) The importing country makes an application with the exporting
country for such payment and notifies the Organisation and the
Agent of its application on or before 3oth June, 1949;

(ii) After the presentation of all necessary documents in support of its
application by the importing country to the exporting country and
subject to sub-paragraph (4) of this paragraph, an amount is
determined between them as the net amount of United States dollars
received by the exporting country in respect of advance allotments
referred to hereinbefore;

(iit) The said net amount shall be determuned after deduction of pay-
ments in United States dollars, if any, received or to be received
on or before 3ist May, 1049, by the importing country in respect
of advance allotments for commeodities sold by the importing country
to the exporting country;

(iv) The United States dollars in respect of which the application is
made by the importing country have in fact been received by the
exporting country on or before 3ist May, I949.

(2) Upon notification by the importing country in accordance with sub-
paragraph (1) (i) of this paragraph that it has made an application to
an exporting country under that sub-paragraph, the Agent shall earmark
the drawing rights in respect of the amount applied for.

(3) The maximum sum which the importing couniry making an applica-
tion under this paragraph can recover shall not exceed the equivalent
in United States dollars of the amount of its remaining drawing rights.

(4) The maximum sum of United States dollars which the exporting
country can withhold under sub-paragraph (1) (iii) of this paragraph shall
not exceed such amount of United States dollars as the importing country
has received or may receive on or before 31st May, 1949, in respect of
the advance allotments referred to therein and which is still subject to
determination as hetween the exporting and importing countries. The
exporting country can withhold such amount up to but not after 3oth
June, 1949.

(5} The importing and the exporting countries shall notify the Organisation
and the Agent of the outcome of their negotiations with regard to any
application made under this paragraph.

(6) For the purposes of paragraphs (e} and (f) the term ‘advance
allotment’ shall mean any advance allotment or supplementary allot-
ment authorised for the third quarter of 1948 by the United States



Economic Co-operation Administration under the Economic Co-operation
Act of 1948 1n pursuance of which a procurement authorisation was
issued which is listed in the Memorandum from the United States
Economic Co-operation Administration dated 218t March, 1949, ad-
dressed to the Secretary-General of the Organisation, which is appended
to the Council Decision of 28th March, 1949, concerning the present
Supplementary Protocol.”

Article 3 — (1) Articles 1 and 2 of the present Supplementary Protocol
shall form an integral part of the Agreement.

(2) Subject to the provisions of Article 5 below, the present Supplementary
Protocol shall come into force as soon as the Agteement comes into force.

(3) The present Supplementary Protocol shall remain in force until the
operations for which it provides are completed.

Article 4 — Upon the termination of the Agreement any transfers of
United States dollars due under Article 2 of this Supplementary Protocol shall
take place as against drawing rights remaining at the disposal of the Contracting
Parties concerned.

Article 5 — Notwithstanding the provisions of Article 3, the Parties to the
present Supplementary Protocol shall apply the provisions of its Articles 1 and 2
with immediate effect.

IN WITNESS WHEREOF the undersigned Plenipotentiaries, duly empowered,
have signed this Supplementary Protocol.

DONE in Paris this 31st day of March, 1949, in the English and French
languages, both texts being equally authentic, in a single copy which shall remain
deposited with the Secretary-General of the Organisation for European Economic
Co-operation, by which certified copies will be communicated to all the Signatories
of this Suppletmentary Protocol.

For Austria: Meinrad Falser

For Belgium: Hadelin de Meeus d'Argenteuil
For Denmark: Ejnar Waerum

For France: Hervé Alphand

For Greece: Alexandre Verdelis
For Jceland: Peiur Benedikisson
For Ireland: T. J. O'Driscoll

For Italy: Agtilio Cattani

For Luxemburg: Nicolas Hommel
For the Nethetlands: D. P. Spierenburg
For Norway: Otto Chr. Malterud
For Portugal: Ruy T. Guerra

For Sweden: Dag Hammarsjkéld
For Switzerland : Gérard Bauer

For Turkey: Burhan Zihni Sanus

For the United Kingdom:

For the French Zone of
QOccupation of Germany:

For the United Kingdom
and United States Zones

of Qccupation of Germany:

Edmund Hall-Patch

Colonel Paguette

Malcolm R. White

For the British/United States
Zone of the Free Territory

of Trieste; Lt. Colonel W. J. Fleming
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SCHEDULE of PAR VALUES
as announced by the International Monetary Fund
and completed up to end of May 1949.

Foreword.

The following is a schedule of the par values which have been established
under the Articles of Agreement of the International Monetary Fund.

The Fund Agreement requires that ‘‘the par value of the currency of each
member shall be expressed in terms of gold as a2 common denominator or in
terms of the United States dollar of the weight and fineness in effect on July 1,
1944”. For convenience, all par values in the following schedule have been
expressed both in terms of gold and of United States dollars in a uniform manner and
with six significant figures, i.e., six figures other than initial zeros. For these reasons,
there may arise in a few cases discrepancies in the last rounded decimal figures.

Par values for the following 32 members were established on December 18, 1946:

Belgium El Salvador Netherlands (3)
Bolivia Ethiopia Nicaragua

Canada France(2) Norway

Chile Guatemala Panama

Colombia (1) Honduras Paraguay

Costa Rica Iceland Peru

Cuba India Philippine Republic
Czechoslovakia Iran Union of South Africa
Denmark Iraq United Kingdom
Ecuador Luxemburg United States
Egypt Mexico -

Par values for the countries listed below have been established subsequently:

Venezuela on April 18, 1947

Turkey on June 19, 1047

Lebanon on July 29, 1947

Syria on July 29, 1947

Australia on November 17, 1947
Dominican Republic on April 23, 1948
Brazil on July 14, 1948

French Somaliland on March 22, 1949
Yugoslavia on May 24, 194¢.

Par values have not yet been establlshed for the currencies of Austna, China,
Finland, Greece, Italy, Poland and Uruguay.-

(M) On the proposal of the Government of Colombia in which the Fund concurred on December 17,
1943, the par value of the Colombian peso was changed to the parities appearing in this issue of
the Schedule.

(* In January 1948, the French Government made a proposal to the Fund which included a change
in the par value of the franc. On January 26, 1048, the proposal of the French Government was
put into effect without the approval of the Fund, and at the present time there is no par value
for the French franc agreed with the Fund. The proposal of the French Government related
to some but not all of the separate currencies in French non-metropolitan areas, but all of these
separate currencies bave been omitted from the Schedule at the request of the French Government,
A par value for French Indo-China has never been established.

(®) A par value for Indonesia has never been established.
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I, Currencies of Metropolitan Areas.

Par Values Par Yalues
In Terms of Gold in Terms of U. S, Dollars
Member Currency Grams of Currency Cutrency U. 5. cents
fine gold per units per units per currency
currency unit trey ounce per unit
of fine gold U. S, dollar
Austealia . . . .. .. ... Pound . . . . | 286507 10.856 1 0310174 | 322,400
Austria, . . . . . .. . Schilling . . . Par Value not yet established
Bsigium . . . ... . Franc . .. .| 002027656 | 1,533.96 438275 2.281 67
Bolivla. . ... ... ... Bollviano . . . | 0.021 1588 ] 1,470.00 42,0000 2,380 95
Brazil . .. ..., ... .| Cruzeiro .. .| 00490363 647.500 18.500 0 5.405 41
Canada. . .. ...« +.. Dollar . . . . | 0BBB6TY 35.0000 1.000 00 100.000
Chile. . ....... . Peso 00286668 | 1,085.00 310000 3.225 81
China ., .. ... .+«+ .. Yoan . . . . . Par Value not yet established
Colombia. . . . ... ... Peso. . . .. 0.455 733 68.249 3 1.945 98 512825
Costa Rica. ., ., . ... Colén 0.168 267 196,528 5581500 17.808 4
Cuba . . v v v v v u e Peso. . . .. 0,888 671 35.0000 1.000 00 100.000
Czechoslovakia . ... .. Koruna. . . . | O.0t7 773 4 1,750.00 50,0000 2.000 00
Denmark. . . . ..+ ... Krone . . . . | D.185 178 167,965 4,798 0 208376
Dominican Republic. . . . Peso . . . . . 0.888 &6T1 350000 1.00000 100.000
Ecuador . . ... ... . Sucre . . . .| 00658275 472.500 13.500 0 T.407 41
Egypt . « « v v v v v v . Pound .. . .| 3672868 9.468 42 0.241 955 | 413.300
El Salvador ., .. .. ' Colén . , . . | 0.355 468 87.5000 2.50000 40,0000
Ethiopia . . . . . .. . Dollar . . . . j 90.357 690 889565 2.494 47 40,2500
Fintand . . . ... . ... Markka . . . . Par Value not yet established
France . . .« v v v v v 0 s Franc . . . . Mo Par Value agreed with the Fund
Greece . . . . . . . . Drachma . . . Par Value not yet established
Guatemata . . . ... ... Queizal 0.888 671 a5.000 0 1.000 00 102.000
Honduras, . . . . .. ... Lemplra . . . | O.444 335 700000 2.000 00 50,0000
Icedand , . . . . R Krona . . . . | 0.136 954 227110 6.489 85 15411 1
India. . ....... ' Rupee . . . . | 0.268E0 115,798 3.308 52 02250
fran . ... .0 i v Rlat . ....| 00275557 | 1,128.75 322500 310078
Irag. . .« v v v v i v v Dinar 3.581 34 8.684 86 0.248 139 | 403.000
Italy . . .. ........ Lira. . . ... Par Value not yet established
Lebanon . . v o v v v o w . Pound . . . .| Q405512 76,701 8 2,191 48 45,631 3
Luxemburg. . . . , . .. . Franc. . . .. 0.020 2765 1,533.96 43,627 5 2,281 67
Mexico . « o . v v v w0 Peso. . . .. | 0.1B83042 169,925 4855 00 205973
Netherlands . . . . .., .. Guilder. . . . | 0,334 987 92,8498 2.652 85 37.695 3
Nicaragua . . ..... .. Cérdoba . . . | 0,177 734 175,000 5,000 00 20.0000
Morway . ... ... . Krone . ... [ 0179067 173.697 4,962 78 20,150 0
Panama . . . . .. .0 . Balboa. . . . | 0.8BB 671 35.0000 1.000 00 100.000
Paraguay . . . « . . « + »+ » Guaranl . , . | D287 595 108.150 3.090 00 32,3625
Peru . . ........ vo | Sol ... .| 036710 227.500 6.500 00 15,3946
Philipplne Republic . . . . Peso. . . .. 0.444 335 70.0000 2.000 00 50.0000
Poland , . . ... ..... Zloty . . « . . Par Value not yet established
Syria , . .. .00, Pound . . . 0405 512 76.701 8 2,191 48 456313
Turkey . . . . . . . v v .. Lira .. ... 0.317 382 88.0000 2,800 00 357143
Union of South Africa. . . Pound 3.581 34 B8.584 B6 0,248 139 | 403.000
tor 173 shilllngs| (or 4 shillings
8.367 pence) | 11.5353 pence)
Unled Kingdom. . . . .. Pound a.581 34 B.G84 B& 0.248 139 | 403.000
{or 173 shillings| {or 4 shillings
B8.36T pence) | 11.553 pence)
United States . ., . . . .. Doftar . . . . | 0.888671 350000 1.000 QO 100.000
Uruguay . . . ... . Peso . . ... Par Value not yet established
Venezusla . . . . . PR Bofivar. . . . | 0.265 275 117.250 335000 208507
Yugoslavia . . . . . . ... Dinar 0T 7734 1,750.00 50.00 2,000
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. Currencies of Non-Metropolitan Areas.

Par Yalues Par Yalues
In Terms of Gold In Terms of U,S, Dollars
- Member and Curlrlatljcy ?nd
. relation 1o .
Non-Metropolitan Metropolitan Grams of | = Currency Currency U.5. cents
Areas Uni - units per units
nit _ﬂne gold per troy ounce per per currency
currency unit | o¢'Ghe gold | ULS. dollar unit
Balgium.
EBletgian Congo Franc . . .« . ... 00202765 |1,533.96 43.8275 2.281 67
(Parity with :
Belgian franc)
France.
French Soemaliland . . Dijibouti Franc 0.004 14507 | 7,503.73 214,392 - 0.466 435
Netherlands.
Surinam &
Netherlands Antilles Gulilder i ivé ':'1. .« |0.471 230 66.004 9 1.885 B5S 53.026 4
Netherlands guilders) |
Indonessia , . .. . .. Guitder . . . . ... Par Vatue not yet established
United Kingdom.
Gambia ... .. ...
Gold Coast . ... .. V\;esjt M?fha"tp"i""“ d
Migeria ., .. .. ... {Parity with sterling)
Sierra Laone . . . . .
Southern Rhodesia . .
Sauthern Rhodesian
MNorthern Rhodesia . | and ... L L
{Parity)
Nyasaland ., . . . ...
2.581 34 8.684 B& Q.248 135 | 403.000
Cyprus. . . . . .+ .. Cyprus Pound
(Parity)
Gibraltar. . . ., .. .. Gibraltar Pound. . .
(Parity)
Malta . ........ Maltese Pound . . .
(Parity)
Baharmas . . . . ... Bahamas Pound. . .
{Parity)
Bermuda . .. .. .. Bermuda Pound. . .
{Parity)
Jamaica . . . ., ... Jamaican Pound . .
{Parity)
Falkland tslands Falkland lglands Pound
{Parity)
Kenya .. . ... ...
Uganda . ... .... East African Shilling | Q179067 173.657 4.9€2 78 20,1500
(20 per pound
Tanganyika . . .. . . sterling)
Zanzibar . . . . . . ..
Barbados. . . . . . ..
British West
Trinidad . . . . . ... Indian Dellar . . . | 0.746 113 41.887 3 1.191 O7 B83.958 3
(4.80 per pound
British Guiana sterling)
Britlsh Honduras . . . British Honduras
Dollar. . . . ... 0.888 671 250000 1.000 CcO 100.0C0
(4.03 per pound
sterling)
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Il. Currencies of Non-Metropolitan Aeras (continued).

Member and
Non-Metropolitan
Araas

Currency and
relation to
Metropolitan
Unit

Par Values
In Terms of Gold

Par Values
In Terms of U.S. Dollars

Grams of
fine gold per
currency unit

Currency

units per
troy ounce
of fine gold

Currency
unlts
per
U.5, dollar

U.8. cents
per currency
unit

United Kingdom (continued).

Maurltius

Malaya (Singapors and
Foderation of Malaya)

Sarawak
British North Borneo

Mauritius Rupea . .
{13% per pound
sterling)

Se ‘cah;lles Rupeed. .
% per poun
terting)

Fijian Pound . . ..
{1.11 per pound
sterling)

Tonrgan Pound . . .
{12525 per
pound stariing)

Honq Kong Dollar .
(16 per pound
sterting)

Malayan Dollar . . .
8.571 428 57
per pound sterling,
or 2 ghillings
4 pence per
Malayan Dollar)

The Sarawak and
Britizh NorthBorneo
Doltars which cir-
culate alongside
the Malayan Dollar
{which is legal ten-
der) have the same
value.

0.268 601

3.228 44

285936

0.223 834

0.417 823

115.798

9.640 20

10,8778

138.958

744417

3.308 52

0.275 434

0.310784

3.97022

2126 M

30.2250

363.063

321,766

251875

470167
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BALANCE SHEET

IN SWISS GOLD FRANCS (UNITS OF 0.29032258...

ASSETS

I—GOLD IN BARS AND COINS. . ., . . ..

N—CASH
On hand and on current account with Banks

HI—SIGHT FUNDS at interest, . . . . . . . .

{V—REDISCOUNTABLE BILLS AND
ACCEPTANCES
1. Commergial Bills and Bankers'
Acceptances . . . . . .. ¢ . o 0.
2, Treasury Bills

V—TIME FUNDS AND ADVANCES

1. Not exceeding 3 months . . . . .. ..
2 Between 3and 6 months . . . . . . ..
3.0verfyear. . . + . v o v v v i iy

VI-SUNDRY BILLS AND INVESTMENTS
1. Treasury Bills
(a) Not excesding 3 months ., . . . . .
(b) Between 9 and 12 months . . . . .
2. Other Bills and Sundry Investments
{a) Not exceeding 3 months . . . . . .
{b) Between 3 and § months , . ., . .
(c)Overt1year. . . . ... ... ...

VII-MISCELLANEOUS ASSETS . . . ... ..

EXECUTION OF HAGUE AGREEMENTS OF 1930
Funds invested in Germany:

1. Claims on Reichsbank and Golddiskont-
bank; Bills of Golddiskonthank and Railway
Administration and Bonds of Postal Ad-
ministration (matured) . . . . . . . ..

2. German Treasury Bills and Bonds (matured)

NOTE [ — For Balance Sheet putposes, the currency amounts of the assets and liabilities have been converted Into Swiss gold
francs on the basis of quoted or official rales of exchange or in accordence with special agreements applicable to the

respective currencies.

The Bank's commitment in respect of the Annuity Trust Account Deposits of the Creditor Governments is not
clearly established, but it is stated at its maximum amount in Swiss gold francs.

%
160,768,767.94 20.9
38,709,121.76 5.4
494,049.66 0.1
8,924,046.38 1.2
8,756,667.68 1.2
: 17,680,714.C6
18,733,547.55 26
7,551,163.84 1.0
354,364.01 0.0
26,639,075.20
43,036,310.41 6.0
1,119,735.89 0.2
131,339,214.97 18.2
1,526,373.14 0.2
12,329,598.51 1.7
189,351,232.92
1,643,015.36 0.2
221,019,557.72
76,181,040, — 297,200,597.72 4141
722,486,574.62 100.0

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE.

In conformity with Article 52 of the Bank's Statutes, we have examined the books and accounts
the information and explanations we have required. Subject to the value of the funds invested in
is properly drawn up so as to exhibit a true and correct view of the state of the Bank's affairs
books of the Bank, as expressed in the above-described Swiss gold franc equivalents of the currencies

ZURICH, May 4, 1949,



AS AT MARCH 31, 1949

GRAMMES FINE GOLD — ART.5 OF THE STATUTES)

ANNEX |

LIABILITIES
%
I—CAPITAL : o
Authorised and issued 200,000 shares, each _
of 2,500 Swiss gold francs. . . . . . . . . . 500,000,000, — :
of which 26% paidup . ... ... ... 125,000,000, — 17.3
. I—RESERVES
1. Legal Reserve Fund . . . . . . . . .. 6,527,630.30
2. General Reserve Fund . . . . . . . . . 13,342,6560.13
_ 19,870,280.43 2.7
HI—SHORT TERM AND SIGHT DEPOSITS -
. {Gold)
1. Not exceeding 3 months . . . . . . . . 244,319.37 0.0
2. 8ght. . ... ......¢.c.... 21,409,447 49 _ : . 3.0
: 21,653,766.86
IV—SHORT TERM AND SIGHT DEPOSITS
{various currencies)
1. Central Banks for their own account:
{a) Between 3 and 6 months . . . . . . 6,166,076.80 . . 0.9
(b} Not exceeding 3 months . . . ... 142,213,562.55 19.7
{c) Sight . . . .. .. e e e e e : 70,496,735.82 - 9.8
2. Central Banks for the account of others:
Sight . . « - ¢ . ¢ v v o e e 688,741.11 0.1
3. Other depositors: _
(a) Not exceeding 3 months . . . . . . ' 88,400.91 0.0
(B Sight . . . . . . ... o 540,003~ . . 01
. 220,193,530.79
V—MISCELLANEQUS . . . .. .. ... ... " 5,411,053.84 0.7
VI—PROVISION FOR CONTINGENCIES . . . . 101,448,567.70- 14,0
EXECUTION OF HAGUE AGREEMENTS OF 1930
Long term deposits: _
1. Annuity Trust Account Deposits of Cre- :
ditor Governments . . . ., . . .. e 152,606,250, —
2. German Government Deposit . . . . . . 76,303,125.— 298,900,375, — 3.7
722,485,574.62 100.0
NOTE Il — Bills rediscounted with the Bank's. endorsement and guarantees given amount to Swiss gold franes 4,370,979.70,
NOTE [l — Dividends declared prior to the date of the Balance Sheet are less than the 6 % cumulative dividends laid down
by Articte 53 _(h)_ of _thg Statutes by Swiss gold francs 170.50 per share or in total S\_nlss gold ira_ncs 34,100,000,

of the Bank for the financial year ending March 31, 1949, and we report that we have cobtained all
Germany, we report that in our opinion the above Balance Sheet, together with the Notes thereon,
according to the best of our information and the explanations given to us and as shown by the

concerned.

PRICE WATERHOUSE & Co,



Transfer fees

PROFIT AND LOSS ACCOUNT
for the financial year ended March 31, 1949

{including net exchange gains)

Costs of Administration:—

Board of Directors — fees and travelling expenses. . . . . . .

Executives and staff— salaries, pension contributions and travelling
GXPENSOS . . . v . v . s e e e e e e e e e

Rent, insurance, heating, light and water
Consumable office supplies, books, publications . . . . . . . .
Telephone, telegraph and postage . . . . . . . . . . ... ..
Experts’ fees (auditors, interpreters, etc.)
Cantonal taxation . . . . . . . . . . . . .0 i e e e e
Tax on French issue of Bank's shares . . . . . . . ... ...
Miscellaneous

-----------

...........

.........................

Less: Expenses incurred as Agent under the Agreement for
Intra-European Payments and Compensations dated October
16, 1948 ' '

..........................

The Board of Directors has decided that it is necessary to transfer

to the account for excéptional costs of administration . . .
to the provision for contingencies .-

.............

.................

.............................

Net Income from the use of the Bank's capitai and the deposits entrusted to it

......

------

142,678.21

1,913,189.86
96,913.20
187,418.73
69,701.71
29,326.88
35,483.50
27,605.40

123,101.02

2,625,508.51

111,629.23

ANNEX Il

Swiss gold
francs

. 1,614,851.44
883.75

7,615,735.19

2,513,879.28

300,000, —
4,801,855.91

5,101,855.91

5,101,856.91




T S N 2 A R M e e MR

BOARD OF DIRECTORS*

Maurice Frére, Brussels Chairman of the Board of Directors
President of the Bank

Sir Otto Niemeyer, London  Vice-Chazirman

Wilfrid Baumgartner, Paris
Klas B&6k, Stockholm

Baron Brincard, Paris
- Cameron F. Cobbold, London
Henti Deroy, Paris a
Dr M. W. Holtrop, Amsterdam
Albert E. Janssen, Brussels
Prof. Dr. Paul Keller, Zurich
Dr Donato Menichella, Rome

Prof. P. Stoppani, Rome

Alternates

Hubert Ansia.ux, Brussels

Jean Bolgert, Paris

George L. F. Bolton, London, or
John 8, Lithiby, London .

Dr Paride Formentini, Rome

EXECUTIVE OFFICERS

Roger Auboin General Manager,
Alternate of the President

Dr Raffa;le Pilotti Secretary General

Marcel van Zeeland  First Manager,
- Head of Banking Department

Per Jacobsson Economic Adviser,
: Head of Monetary and Economic Department
Oluf Berntsen Manager

Frederick G. Conolly Manager

Fabian A. Colenutt  Deputy Secretary

* With regard to the German and Jopanese membership of the Board, thé legal
consequences arising from the situation at the date of this Report remain to be
determined.

13th June 1949.



