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Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-second financial year, which
began on 1st April 195F and ended 31st March 1952. The results of the
year's business operations are set out in detail in Chapter X, together with
a general review of the current activities of the Bank and an analysis of the
balance sheet as at March 31st 1gs52. :

The financial year closed with a surplus of 6,399,601.22 Swiss gold
francs, of which 500,000 Swiss gold francs has been transferred to the
account for exceptional costs of administration and 3,200,000 Swiss gold
francs to the provision for contingencies. The net profit for the year thus
amounts to 2,699,601.22 Swiss gold francs. After the allocation of 5 per cent.
to the Legal Reserve Fund and with the inclusion of the balance brought
forward from the preceding year, there is an amount of 5,490,443.60 Swiss
gold francs available. :

The Board of Directors recommends that from this amount the present
General Meeting should declare a dividend of 12.60 Swiss gold francs per
share, payable in Swiss francs in the amount of 18.00 Swiss francs per share,
and that the balance of 2,970,443. 60 Swiss gold francs should be carried
forward.

The surplus for the previous financial year, ended 31st March 1951,
was 6,088,603.31 Swiss gold francs, of which 300,000 Swiss gold francs was
transferred to the account for exceptional costs of administration and 2,700,000
Swiss gold francs to the provision for contingencies. After the inclusion of
the balance brought forward and the allocation” of 5 per cent. to the Legal
Reserve Fund, the amount then available was 5,431,822.44 Swiss gold francs.
The dividend declared at the last Annual General Meeting was 12.53 Swiss
gold francs per share, payable in the amount of 17.90 Swiss francs, and
the balance carried forward was 2,925,822.44 Swiss gold francs.
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The surplus for the financial year just ended has thus reached a level
slightly above that for the preceding financial year. The following table
shows the movements of the Bank's active resources during the last five
financial years.

B.I.5.: Active resources and their utilisation.

Resources Utillsatlon

Date :e?r':f:.;d The Bank's ::;u ?n!nfe(:g ancdrg\irt:st-
sight [9own I‘-""ds Total ments | ments in Total

deposits in gold | currencies

in millions of Swiss gold francs

1948 3Mst March . . . ... ... k-] 184 255 143 116 259
1989 L, . ae.... | 22 183 425 186 237 425
1980 B on e e 497 189 686 285 401 686
1951 o e e e s 761 196 957 377 580 957
1862 ., B rr e e T41 201 942 513 429 942

* Including reserve for minor [labilities.

The transactions of the Bank, whether they have been in comnection
with deposits and credits at short term, with foreign exchange operations, or
with sales, purchases and exchanges of gold, have all been carried out, as in
previous years, in conformity with the monetary policy of the central banks
concerned.,

The Bank, as a centre of co-operation between the European central
banks, has continued to render these banks the services which lie within its
power. Its financial situation has remained satisfactory although no resumption
of transfers on the assets conmected with the Hague Agreements has as yet
been possible. Negotiations for the resumption of these transfers have been
initiated at the International Conference on German Debts, which opened in
London last February.

The Bank has continued to petrform the functions of Agent for the
- Organisation for European Economic Co-operation in the working of the
Agreement for the European Payments Union. It has also continued to
co-operate on a satisfactory basis with the other technical international
organisations and commissions, in particular the International Bank for
Reconstruction and Development and the International Monetary Fund.

As in previous years, the Monetary and Economic Department has been
actively engaged not only in the preparation of the Annual Report and the
other documents which are published from time to time, but also in making
spectal studies of the economic and financial position of individual countries.
These studies have been undertaken, in each case, at the request of the
central bank concerned; and on these and other occasions the FEuropean
central banks have again given evidence of the value which they attach to
the maintenance of close contact with the Bank for International Settlements.

#. *
*
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In the first half of 195o, before the outbreak of the conflict in
Korea, there was a real approach to economic balance throughout the world.
In the United States, the slight recession noticeable in 1949 had come to
an end, and from the spring of 1950 onwards, mainly under the influence
of intensified building activity, the upturn in American business really began
to gather momentum. This prosperity had a stimulating influence on con-
ditions elsewhere. In the raw-material-producing countries in south-eastern
Asia and in other parts of the world, the worst ravages of the war had
been repaired, and these areas were again in a position to serve as im-
portant partners in triangular trade, on account of the increase in their dollar
earnings resulting from exports to the American market, In western Europe,
further efforts were being made to increase production and balance budgets,
good progress had been made in getting rid of the excess of money which
was a legacy of the war, and current investments were being financed to an
increasing extent from genuine domestic savings, reinforced by foreign aid. The
devaluations of the autumn of 1949 may be said to have led to a more realistic
alignment between the European currencies and the dollar area. On current ac-
count, the balance of payments of western Europe in relation to all other countries
showed, for the first six months of 1950, a deficit of no more than $930 mil-

lion (which was less than

Gold d dollar hoidi one-fourth of the corre-
old reserves and dollar holdings ! th

of western Europe (0.E.E.C. countries). Spoqdlng deficit in 1947).
At the end of December, in millions of U.S. dolars. Dunng the same half.year,

woge | almost all the countries in
western Europe were able
to increase their mone-
tary reserves, so that the
stage was set for a further
5000 liberalisation of trade under
' the auspices of O.E.E.C,
— a process which was
also helped on its way
by the special mechanism
0 of the European Payments
Union (in effect from
1st July 1950). '

Yet the equilibrium was none too sure. The economies of the
various European countries had been .strengthened, but favourable conditions
were not destined to last for long; soon their powers of resistance were to
be exposed successively to two very severe tests:

16006

worgr 1945 1946 1967 1943 1949 1950 95l

(1) the ouibreak of the conflict in Korea in the middle of 1950; and then
— after an interval of a year or more —

(i) the rearmament effort initiated by an increasing number of countries in 1951.

It was only when conditions had changed, and the strain of Korea
and of rearmament was beginning to make itself felt, that it was duly
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apprectated how advantageous the situation had been for most countries in
the first half of 1950, thanks to three important factors: the business recovery
in the United States, to which reference has already been made; a reflux of
funds to the countries which had devalued their currencies in. the autumn
of 1949 (with, in the sterling area, a further improvement in the balance of
payments as a result of the restrictions on dollar imports agreed upon in the
surnmer of that year); and the fact that in 1950 the flow of Marshall aid
was effectively at its maximum. Confidence in the capacity of the nations to
_ redress their economic and financial position was steadily growing, when
suddenly the shrill warning note of Korea told the countries of the wes-
tern world that their troubles were by no means over. Among those countries,
the United States was the power most immediately affected and also, not un-
naturally, the first to increase its imports. Intensified demand from the United
States, both by the country’s authorities (for stockpiling purposes) and by the
private economy {which normally absorbs nearly one-half of the world output
of industrial raw materials), had an instantaneous effect on prices, especially
those of staple commodities, as may be seen from the sharp rise registered
by Moody’s, Reutet’s and the ‘“Volkswirt” Indexes.

International Commeodity Prices.
Monthly indexes: June 1950 = 100.

160 |— 160
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In retrospect, two points In connection with the price rises during the
past two years are particularly worthy of note:

1. Since, as usual, prices of manufactured articles did not rise at the same
pace as those of raw materials, the terms of trade deteriorated for
industrialised countries in general — and it is interesting to note that
the extent of the deterioration was about the same for the United
States as for the main manufacturing countries in western Europe.

The fact, brought out by the table, that the degree of deterioration was
very much the same for the United States, on the one hand, and
the United Kingdom, France, the Netherlands and western Germany, on
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Terms of trade of cerfain countries,

Index of export prices divided by index of Import prices {unit value)
Period
g e e e o e e

1848 .. ... P 100 100 100 100 — 100 100 100
1949 . ....... o7 100 o8 93 100% | 104 105 108
1950 1st half, . . . ez 95 95 88 88 110 93 [B1-

2nd halt ., , . 84 &a a8 az 83 106 o2 113
1861 1st half, . . . 80 78 a7 Fi-) T8 a5 97 103

2nd half . . . 72 83 B8 T8 B4 o8 104 104

* July to December 1949 = 109,

the other, would appear to indicate that the devaluations as such
did not decisively influence the terms of trade, important though their
effect has been In other respects.* This 1s a somewhat surprising fact,
and it may be due in part to statistical discrepancies, but it cannot
be wholly explained away on such grounds. For the United Kingdom,
the existence of bulk contracts prevented the prices of its imports
from rising as rapidly as they would otherwise have done. Further,
after the devaluations, export prices, along with wages and prices in

‘general, soon began fo -nise in the countries which had devalued.

In the United States, on the other hand, the price of export goods
(reckoned in dollars) fell somewhat on an average between September
1949 and June 1950; at the same time, a large proportion of
the country s ‘imports consisted of those goods which rose sharply
in price,

This last fact is connected with the second point, namely that it was
not dollar commodities, but commodities from the sterling area and
other areas attached to European currencies, that rose most sharply
In price, as is shown in the table on the following page, in which the
prices given are those quoted on the U.S. markets (the only exceptions
being rubber, for which the London price also Is given, and wool,
for which only the price at British auctions is given.)

* Switzerland, alihough an importer of raw materials and an exporter of manufactured goods,
was fortunate enough — unlike other European countries in a_similar position — to see its
terms of trade improve between 1048 and 1950. The very fact that Switzerland did not
devalue its currency naturally made some of its imports cheaper when bought from countries
with freshly devalued currencies. On the other hand, 2 large part of Bwiss exports consists of
highly specialised machinery for which, in terms of Swiss francs, the prices received remained
very much the same as before, whereas, in the first half of 1950, Belgium had to lower
considerably the prices for the steel it exported, and had to wait till rgsr before the more
intense demand for steel, resulting from rearmament, and for some other export products
brought about an improvement in its terms of trade. It was also of importance for Switzerland
that its exports of textiles were greatly helped by increased purchases by Germany and other
countries, especially after the O.E.E.C. liberalisation had given a fillip to trade in finished
articles. The above table does not include figures for the important exporters of taw
matesials in northern Europe (Finland, Norway and Sweden) which were able to register
a remarkable improvement in their terms of trade {as shown in the table on page 10).
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Prices of some typical dollar and sterling-area commodities.

Datlar commoditles Sterling commadities
Wheat | Sugar | Cotton | Copper] Lead } Zinc | Cocomn | Tin RAubbar Wool
Amarican | Domest! A's,
End of | spot, | Spob Imiddling, | Electro, |gowvore | ESE | %012 | Strats London, | British
How York [ NewYork | spot, | Mew York %L Louls SPet, | Nawark | MewYork | RsS. [ auctions
Nenw York , New York _ B!
pmﬁahuaﬂ  in cents per ¥, . in d. per b,

1943 June . (226.63 | 7.86 | 33.41 | 16,0 [ 120 9.00 | 19.50 [103.00 | 18.37 10516 M
Dec. . 125387 | 805 | 31.66 ] 185 | 120 9.75 | 26.87 | 77.50| 18.00 | 15516 47

1950 June . 249,13 | 7,70 | 3479 225 | 11.0 | 1500 | 32.26 | 78,25 ) 31,25 | 24,50 €5
Oec. . 127T1,75| B.20 | 4417 ] 245 | 17.0 | 17.50 | 34.25 |151.00| 75.00 | 5500 | 146

1951 June . (261,87 BED | 4606 | 245 | 17.0 | 17.80 | 36.60 [108.00 | 6800 ; 4500 | 101
Dec. . [285.00 1 820 | 42.60 | 24,5 | 190 | 12,50 ; 32.50 [103.00 | 52.00 | 41.25 70

1952 Awril . (292,25 | 8,68 | 38,15 | 24.6 | 19.0(9) 19.80 [ 38.37 (121,50 4'35?3) 31.25 80

Percentagle increases
belween June 1950 and

1950 Doc, . |+ 91|+ 65|+ 270+ 89|+ 54.5] + 167+ 6.2] + 93.0| 41400 |+ 124.5| 51248
1952 Aprif .|+ 138 | + 128+ 12.5|+ 8.9 +6‘3(.g + 300 + 19.0 + 55.3 +55(3?5 + 276 | — 23.7

(3 Monthly averages. )

@) The ptlce of lead was reduced to 13 cents per Ib. in the middle of May 1952, this price corresponding
to & percenfage increase of 36.4 since June 1950, ’

(3 The price of rubber was reduced in New York to 38 cenfs per lb. in the middle of May 1852, ihis
price corresponding to a percentage Increase of 21.6 since June 1950.

It is only fair to mention that before the outbreak of the conflict in
Korea some sterling-area commodities (in particular, tin and rubber -— the
latter being exposed to competition from its artificial substitute) were
among those whose prices had risen least since pre-war days. In response
to sudden fears that supplies from south-eastern Asia would be cut off, the
price of rubber then rose by nearly three times within five months
(from June to November 1950) and the prices of some other sterling-
area commodities, such as wool, registered increases almost equally
spectacular,

In general, countries were naturally anxtous to import such commodities
as they feared would not long remain procurable in the quantities which they
required. This was a primary reason why the United States, in the first
place, purchased materials not supplied on a sufficient scale by the dollar
area, For somewhat similar reasons a number of countries on the continent
of Europe ~— Belgium, the Netherlands, western Germany and Switzerland —
which -were afraid of having their supplies cut off in an emergency
began to import at full speed before the end of the summer of 1930,
while the United Kingdom and France, for instance, did not display the
same haste. On the contrary, these two countries, in which imports were
strictly controlled, used up part of their accumulated commodity stocks in 1950
— and this was one of the reasons why there was an increase in their
holdings of gold and foreign exchange.
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Countries with rising import figures had, of course, to have the where-
withal to make increased payments to other countries. Switzerland — hke
the United States — had no problem in this respect. Beigium, too, had
the necessary reserves, provided the period of trade deficits was not too long;
and, faithful to the principles of the flexible credit policy which it had
followed ever since the war, the National Bank raised its discount rate from
3% to 3% per cent. in September 1950 and also tightened up the eligibility
requirements for rediscounting commercial paper representing import trans-
actions, while commercial banks were requested to restrict the volume of
outstanding consumer credit and, in general, to refrain from extending credit
for speculative purposes. As a result of these measures and thanks to a
growing demand for Belgium’s main export articles, it was not long before
surpluses were again achieved in the balance of payments.

The monetary reserves of most of the other countries on the continent
of Europe were, however, comparatively meagre and, had it not been for the
credit facilities afforded by the European Payments Union, which began
its first accounting period in July 1950, more than one of these countries
would have experienced considerable difficulty in securing the raw materials
required. In this connection, it was of the greatest mmportance that pay-
ments via the Union could also be made for purchases from the raw-
matetial-producing regions in the monetary areas attached to the European
mother countries; this meant the inclusion of the sterling area, the French
and Belgian franc areas, the escudo area and also, via the guilder, Indonesia
as well as the Dutch colonies.

" As it turned out, there was another advantage for these countries in their
adherence to the European Payments Union: when quotas came near to being
used up, consultations were initiated with a view to effecting a rehabilitation
of the position, there being the possibility of providing certain additional
credit facilittes. This became especially important in the case of Germany,
which found, as early as October 1950, that its quota in the Union would
soon be exhausted. In that same month the discount rate of the Bank
deutscher Linder was raised from 4 to 6 per cent. and obligatory reserve
requirements were tightened after discussions had taken place within the
framework of O.E.E.C.

These initial measures were followed by the grant of a spectal credit
amounting to $120 million by the European Payments Unton as part of a
general programme for the rehabilitation of the economy of western Germany.
At the end of January 1951 further credit measures were taken, including
the issue of a set of rules according to which the commercial banks were to
keep the total of various classes of short-term credits granted by them within
specified multiples of their capital and reserves. A second crisis developed,
however, and in February control was imposed on the issue of import
licences. But, apart from that special step, there was no interference with
the lines of policy which had already been adopted: indeed, further mea-
sures were taken to ensure a reduction in the volume of short-term credits
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Germany's position in relation to the European Payments Union.

E.P.U. Quota Special credit arrangement
Credit .
obtalned | Dollar pay- Dollar pay-
. Deﬁﬁ‘}t (—() f-')l' b;&fer?'la)ny ments made Use (—) or | ments made
surplus (+ i {—, by German repayment | by German
Quarterly periods In E.2.U. | the Union, | to —) o | Tota (+) of to (—) or Y
. cradlt repaid| received . credit by raceivad
or extended | from (+) the Germany |from (+)the
to (+) the Union Unlon
Union
in_millions of U.S., dolfars
1950 July-September, . | — 185 — 142 — 3 —~173 | = -
October-December — 184 — 50 — 97 — 147 — 24 - 12
19561 January-March . . — B9 — — _— — 56 — 33
AprilJune. . . . . + 173 + =] + 39 4 47 + BO + 48
July-September . , + 167 + 718 + 89 + 167 — —
October-Dec¢ember + 148 -+ 148 + 1 + 149 - —
1952 January-March . . + 92 + 74 + 18 + B2 - —
+ t23@) + e + 18 + 1358) — —

(") The change-over fram deficits to surpluses in rafation to the Eurorean Paymenis Unfon occurred in the course
of the firat quarter of 1951, Germany had a deficit of $42 million for January, followad by another deficit
of 358 million In February, but in March & surplus of $11 million was attaine 'and since then every month
up to the date of writing (May 1952} has shown a surplus,

# The difference of $12 rnillion hetween the total credit extended by Germany to the EP.UL. and fu-:'ul':!, received
by Germany from the {3135 million at the end of March 1852) and the total balance of the monthly
sirrpluses or dsflcits (3123 muuon at the same dafe) results from the use made by Germany of “existing
resources”.

outstanding; and as early as March 1951 a surplus for the month had already
been achieved in the E.P.U. accounts. {This was before the control of import
licences had had time to have any appreciable effect, for licences to a total
equivalent to more than $6co million were outstanding in relation to other
E.P.U. countries, and imports from E.P.U. countries were larger in March
than in February. In the following months, however, the cut in imports was not
without importance,) By the end of May 1951 the special credit obtained from
" the Union bad been repaid in full, and by the end of the year Germany had

' not only wiped out its

Western Germany: Forelgn trade, cumulative deficit but
Monthly, in millions of DM, could even show a small

150 T y 750 | surplus in relation to the
500 {R- - A== 500 | EPU. At the begin-
1250 Ive /P ——— 50 | ning of 1952 the liberali-
1000 ',‘\‘ ”“P"fs,' 2 _ oo | sation of trade under

L . -
750 _,,_r‘.;._“é\;,f . |7 | the ordinary O.E.E.C.

500 rules was resumed but at

500 ¢
¥ Exporls .
20 ’u_,v—-n/v s | first did not go beyond
' 0

j\ Export surplus 57 per cent. (as against
the normal proportion

0

=250 - Import surplus —-250 of 75 per cent.); from
-500 - W 1 rst April 1952, however,
_?50|,|.||,||!|,_._|_|]|;l|1h_11||||||1||||||||l||||| 0 th . £

1949 1950 1951 1952 & proportion ot 75 per

por-8s. cent. was established.
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In the Federal Reserve Bulletin for December 1951 the following
comment was made:

“The success of Belgium and Germany in overcoming post-Korean
inflationary pressures is largely the result of their credit policies. Their
current E.P.U. surpluses, while clearly related to these policies, must
also be ascribed to their ability to deliver goods urgently needed by
other countries for rearmament or industrial expansion.’

In Italy no new credit measures were taken in the year after the
outbreak of the conflict in Korea. The Bank of Italy already possessed adequate
means of action, and these were applied with sufficient stringency to pre-
vent the emergence of a dangerous disequilibrium. In fact, the Bank of Italy,
while keeping the official discount rate at 4 per cent. (the level to which it had
been reduced in April 1950) and warning the commercial banks, in August
1950, to be most careful in their granting of credit, firmly resisted all
demands for a reduction of the 25 per cent. minimum reserve requirements
when commodity prices began to rise and manufacturers and merchants were
anxious to obtain increased credit accommodation.

In some of the other countries where the strain of increasing imports
was being felt, it was found necessary to make a new departure in the sphere
of credit policy. To complete the picture of the changes introduced after the
outbreak of the conflict in Korea, mention must be made here of the follow-
ing measures (while a fuller account of the credit policies pursued in the
countries referred to here and in a number of other countries will be found
in Chapter VII):

(i) In July 1950 Sweden discontinued its policy of maintaining a stable
yield of 3 per cent. on government securities by means of central-bank
purchases in. the market; and, as from 1st December 1950, the discount
rate was raised from 214 to 3 per cent. When, however, the yield on
government securities showed a tendency to exceed 31% per cent., the
central bank again made support purchases to keep the yield at that
level. This support was continued until, In the autumn, the market
began to be fed by funds which were derived from a surplus in the
balance of payments (mainly due to the éxceptionally high prices fetched
by the export products, pulp and paper) and which were allowed to
add rather dangerously to the market’s liquidity.

(i) In Norway, the only change which occurred was an increase in the
vield of government securities from about 2.5 to 2.8 per cent. between
June 1950 and June 19s1.

(iii) Denmark, on the other hand, is one of the countries in which very
decisive credit measures have been introduced, including an increase in
the official discount rate from 3% to 4 per cent. in July and from
4 to 5 per cent. in November 1950. :



Terms of trade of four northern countries.

index of export prices divided by
index of import prices {unit values)
Period
Denmark Norway Sweden Finland

1948 . .. s e e e 100 100 100 100
1849 . . L e e e e 105 | 100 a2 =1
1950 1st half, . . . .. ... .... ) 94 88 B4 78
2nd haf, . . . . . .00 92 =1:] 88 82
1961 1st hatf. . . .. ........ 82 o8 102 23
end hatf, ., . . ... .., ) 83+ 101 13 123

* The improvement in the Danish ferms of frade is not yet visible in the statistics for the second half of
1951. But in January 1952 the terms of trade almost regained their 1950 level,

(iv) In the Netherlands also, recourse was had to an increase in the
official discount rate, which was raised from 2% to 3 per cent. in
September 1950, other important steps being taken in the following
spring. o

(v) In November 1950 the official discount rate of the Bank of Finland
was raised from 53} to 734 per cent., this being the highest official
rate applied in any country in Europe, except Greece. A vear later, a
stabilisation scheme was worked out and put into effect.

While, in 1951, Norway, Sweden and Finland all obtained higher prices for
some of their main export products, Denmark saw a considerable deterioration
in its terms of trade and had to contend with other difficulties as well. Accord-
ing to calculations made by the Finance Department in Copenhagen, the fact
that import prices rose more than export prices meant that (even after allowance
for higher income from freights) an extra cost of D.Kr. 1,100 million (equal
to two and a half times the annual amount of Marshall aid received) had to
be borne in the country’s balance of payments in 1951 as compared with 1949.
To cope with the difficult situation that threatened the country and, in parti-
cular, to arrest the growth of the foreign indebtedness of the National Bank,
a whole series of measures were introduced in the autumn of 1950 and
during the following winter — including drastic action to limit imports, higher
taxes, cuts m budget expenditure and curtailment of both public and private
investments. In addition to the raising of interest rates, certain special con-
cessions with regard to the rediscounting by the central bank of bills in
respect of building operations were withdrawn in October 1g950. Fortunately,
towards the end of 1951 somewhat better prices were obtained for Danish
agricultural products, while most imports of raw materials cost less than
before; moreover, in volume, exports increased by 12 per cent. while im-
ports declined by 7 per cent.,, and the amount earned abroad by Danish
ships was some D.Kr. 300 million more in 1951 than in 1950. The com-
bination of improved external circumstances and a resolute disinflationary
policy at home reduced the deficit on current account from D.Kr. 700 million



In 1950 to less than D.Kr, 100 million in 1951 (see Chapter 1IV) and, as
regards the foreign exchange position of the National Bank, it actually turned
a net indebtedness amounting to D.Kr. 300 million at the end of August 1951
into a credit balance of D.Kr. 24 million by the end of the year and
D.Kr, 98 million by the end of April 1952. It seems to be agreed that the
restrictive money policy and the higher taxation, by materially reducing the
amount of purchasing power, whether in the hands of the public or of
business firms and credit institutions, have discouraged the accumulation of
stocks and, in doing so, have also helped to reduce imports, while at the
same time the shrinkage in

Denmark: Net forei ] iti
Nationl Bank ang defies 1n Epo0. 0 " ﬁem?d ¥ the hh(;me marke;
Montbly, in milllons of D.Kr. as rorced a whole range o
208 - 7 industries to concentrate more
and more on exports — as
100 —]—f—— m { is shown by the increase in
exports of industrial articles
of / 0 during the year. In view of
/\ / the improvement which had
10 Nelloreign exchange posifion. AN taken place, some allevia-
tions were introduced in the
200 fr——— h - 200 autumn of 1951, including
T a restoration of  rediscount
300 30 privileges in connection with
o \ // building operations and cer-
Debtar position in ERU, .

i w | tain releases of counterpart
LE? \/ funds — in themselves signs
- '19[50' Ll IIQJSII vl by Ilgls.z' LJ-cq of the success of the policy

o pursued.

The Netherlands, another country largely dependent on agricultural
exports, experienced a similar deterioration in its terms of trade. In addition,
it was faced with difficulties caused by the loss of Indonesia, an almost
complete lack of domestically-produced raw materials, a large npatural in-
crease in population (which meant that employment had to be found
for growing numbers of workers) and a heavier armaments burden
(adding some Fl. 00 million a year to the budget). After a pro-
longed cabinet crisis in February-March 1951, steps were taken to cope
with the situation: in April the discount rate was raised by another one per
cent., which brought it up to 4 per cent. (114 per cent. above the rate
quoted up to the autumn of 1950); the volume of investment was compressed;
about 60 per cent. of the food subsidies in the budget were abolished
(involving a reduction of FI. 275 million in expenditure); and only one-
half of the consequent rise in the cost of living, estimated at about
1o per cent, was immediately offset for the workers in the form of an
increase in wage rates. At the same time certain taxes were increased
and provision was made for closer scrutiny of the budgets of the local
authorities with a view to retrenchments.
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After a lapse of four months, i.e. in the second half of July 1951, the
first signs of a change for the better could be observed and the Netherlands
finished the year with larger monetary reserves than it had had at the begin-
ning, the debt to the E.P.U. being repaid in full by the end of January
1g952. And this was achieved without the country’s going back to any appre-
ciable extent on the measure of trade liberalisation previously adopted;
balance was, in fact, attained almost as much by expanding exports as by
taking advantage of the decline in imports which resulted from market
conditions — a solution which is in any case desirable and should certainly
be attempted during a boom, when demand on the world markets is strong,
From the beginning of March 1952 liberalisation under the O EE.C. rules
was extended from 71 to 75 per cent.

Important as the particular measures taken in the spring of 1951 were
for the Dutch position both at home and in relation to other countries, it
should be borne in mind that the steady reduction in excessive liquidity
which had been brought about in previous years by repayments of short-
term debts, etc. was an essential condition for the re-establishment of equilib-
rium and consequently for the success of the whole rehabilitation effort.

Netherlands: *in the spring of 1951 cerfaln
. i
Foreign trade and balance of payments, P B o

were taken, a procedure which,
Curtent on the face of it, might have been
Trade account expected fo reduce the volume of
Imports* | Exports balance | balance of imports and thus result in a set-

payments back for the likeralisation of Dutch
. trade, But in practice the quotas
in miltions of floring j established were found te be ade-
quafe, and in other respects also

Quarterly totals

1950 Jan.-March . , . 1,712 1,109 — 803 } 718 the trade restrictions were 50 ap-
. — bt plied that imports were curtafled
April-June . . . . 1,996 1174 §22 very little, if at all, by the diract con-
July-Sept. . . . . 1,906 1,347 — 589 }__ 376 troi: the decrease which occnired in
Oct.-Dec., ., .. 2,138 1,658 — 480 the second half of 1951 was rathet

the result of general market con-

1951 Jan-March . , . 2,428 1,647 — 781 }_ 702 ditions, as influenced not only
April-June . . ., ., 2,706 1,777 — 929 by the change in credit policy
July-Sept. . . . . 2,406 1 — 552 and the ofher financial measures
Oc‘lFDe:t 2132 2’?:: 5 } + 540 but alse by the decline in prices
THRG e ' y + {(which made buyers hesitant)

1952 Jan.-March . . ., 2,297 2,140 — 187 . and the existence of fairly large

stocks in many branches.

While it has unquestionably been of importance that producers have
generally been able to count on finding ready markets for their export
products (with the exception of just a few commodities, such as, in recent
months, certain lines of textiles), it is at the same time necessary to stress
the fact that as long as prices of raw materials were rising rapidly — as
they continued to do up to February 1951 — the credit measures taken in
the individual countries in Europe did not prove sufficiently effective to
arrest the expansion of the volume of credit and the rise in domestic
prices. As far as the raising of interest rates is concerned, it is unlikely that,
if prices for a number of commodities rise as much as 2 to 3 per cent.
in a month, an increase in discount rates of ¥ or 2 per cent. a year
will prove a deterrent to the taking-up of credits. But a time came, in



the early spring of 1951, when the quotations for most staple commodities
stopped rising and began, instead, to decline and, in the next phase, from
the summer onwards, more stable price conditions prevailed on the world
markets. Once the rise in world-market prices had been checked, the increase
in interest rates and the other credit measures which were -taken became very
powerful instruments for the restoration of internal equilibrium and also for
the improvement of the balance of payments.

Since the trend of world prices is so largely dependent upon develop-
ments in the United States, price movements in that country, as in-
fluenced by the policies pursued there, are, of course, of the greatest impor-
tance. One of the outstanding achievements of 1951 was the success with
which, in the American economy, a halt was called to the inflationary rise in
prices, so that a firm structure was provided, to which the monetary stabilisa-
tion efforts of other countries could be linked.

The fact that the change on the world markets came precisely in
February-March 1951 is in itself an indication that it was in some way
connected with the turn of military events in Korea — the connection
being that, with the improvement in the military situation, it  suddenly
seemed possible to count once more on continued supplies of rubber and
tin from the important raw-material-producing areas in south-eastern Asia

and, with even greater certainty, on supplies of wool from Australia and
New Zealand,

When the prices of a few commodities began to fall, the spell which
had bound the markets was broken. It suddenly became apparent that
manufacturers, wholesalers and retailers had laid in very large stocks of
raw materials and other commodities and, since in many lines the
inventories proved over-large in comparison with the volume of consumer
demand, these stocks pressed upon the market and thus played a very useful

part in preventmg prices
United States: from rising.

Business inventories (book value).* _
* Seasonally adjusted. Stocks held

- : officially, whether as government
: M:unrli';:c Wholesale|  Retali Total stockpile or as inventories In
End of month industry trads trade Federal or other publicly-owned
enterprises, are not included in
In milliards of dollars the figures in the table, which
. refer only to private business
1948 Deceémber . . ., ., L B g 8.1 188 55,6 inventories. The actual stockpiles
. held by the U.S. Government
1948 Decomber . . . . 28.7 7.7 14.5 509 increased (at marked piices of
30th Juns 1951) from an announced
1950 March . . . ... | 284 7.8 14.9 51.1 value of $1.8 milfiard at the end
dune , ., ... .. 29.1 aa 156 52.8 of 1949 to $2.5 milliard at the end
September ., . . 20.1 8.4 16.8 58.1 of the fo"a;ving y:ar and tPen to
$3.4 milliard at the end of 1857,
December . . . . %3 54 178 60.4 .. by about ane-third in each of
1951 March , . .. .. 958 8.9 18,7 65,2 :he two yearsd n que:,tiont;lAt thke
i ast-mentioned date the total steck-
June ., . ... 390 102 0.3 69.4 plling oblectlve stood at $9.3 mil-
September. . . .| 411 0.1 188 700 liard, so that some 37 per cent,
Decamber , , , . 420 10.0 18.1 70.1 of ItheJtarget had by then been

I y




At the time when, in the autumn of 1950 and the early months of
1951, the huge additions to commodity stocks — including the official
stockpiles — were pushing up prices (in some instances quite unreasonably),
the rearmament programme had not yet begun to affect government expen-
diture, whereas the downward pressure which the accumulated stocks exerted
on prices from the spring of 1951 made itself felt (and most usefully) at a
time when the outlay for rearmament was beginning to assume appreciable
proporttons.

When, as an additional factor, crop forecasts for 1951 began to point
to a very good harvest and it became clear that, except as regards certain
metals and other products directly required for the production of armaments,
there would be no dangerous shortages, not only did all signs of panic buy-
ing disappear but the general public soon began quite definitely to reduce its
purchases — perhaps less in the hope of lower prices in the future than with
a view to accumulating a store of ready cash. Experience shows that in the
United States almost all classes make a point of increasing their rate of saving
in a national emergency — and t6 the American public, more than to the public
in several other countries, the conflict in Korea has assumed that aspect. An
increase in saving took place in the first and second world wars and also — in
the case of those who could manage it — during the great depression of the
1930s. The low rate of personal saving in the first quarter of 1951 is an indica-
tion that, during the autumn of 1950 and the following winter months,
the public was not yet making the traditional response to its view of the
situation. Instead, its attitude would seem to have been prompted by the
fear of impending shortages, and to some extent also by anticipation of

United States: Financing of gross investment (unadjusted).

1950 1251

items Total 1st 2nd 3rd 4th Total
quarter § quarter | quarier | quarter

In milliards of dollars

Total gross private domestic Invest-
ment Including changes in bhusiness in-

Yentorles . . . . 4 v h a e i e e e e 48,9 16.7 . 14.4 14.7 13.4 59.1
Deduct: capital consumption allowances . . 21.2 56 5.8 5.9 G.1 235
Réh‘lain s: total net privato domestic invest- .

MONt . « v v v e e e e e e e e 2.7 1.4 8.6 5.8 7.3 356
Amounts of finance available from:

personal 2AVINGS . . . . . v v b e e e s 07 0.0 6.6 648 38 17.2

business savings . . . . . . . . P 136 ad 2.7 2.2 1.5 a5

Total private, |, e. personal and busi-
ness, savings ... .. e e e 24.3 a4 9.3 2.0 5.3 26.7

Mote:; The Bbusiness savings represent the difference between 'corporata profits after tax™ and "dividends'.

In 1950 corporate profitz atler tax amounted to $22.8 milliard and dividends to $9.2 milliard (equal to 40 per

ggnqt. cﬁl_thea profits after tax), while in 1951 the corporate profits after fax were $18.9 mitliard and the dividends
4 milliard,

In addition to private savings (shown in the above fable) account has also to be taker of *“'public
savings'' resulting, far example, from repayment of governmant debt or the growth of social and other teust
funds in the hands of the public administration. Part of the difference between the fotal of net private domestic
investment and the total of private savings is explained by the contribution from public savings (made available
to the market when, for ingtance, debts are repaid). The remaining difference is accounted for by {i} ret foreign
investment or disinvestment, and (i) a small statistical discrepancy.



irresistible inflation. Once these fears were shown to have been unfounded,
the public went back to its “‘normal”’ habit of increasing its rate of saving.
in an emergency.*

The return to a high rate of saving in the spring of 1951 was, of
course, a great advantage from a monetary point of view, since, needless to
say, credit restrictions are imposed not for their own sake but to ensure the
maimntenance of a proper relation between savings and investments; thus a
plentiful flow of savings enables such a relation to be maintained with
lower rates of interest and less severe quantitative credit restrictions than
would otherwise be required. But, in this case, something more was needed;
for, even though the markets, for the reasons just mentioned, were ripe for
a decline in certain prices, it was indispensable that the change in attitude
and direction should be underpinned by appropriate measures of fiscal and
credit policy — otherwise the improvement would have afforded no more
than a temporary respite to an inflation-ridden world,

On 26th January 1951 price and wage control was reintroduced in the
United States, but it is generally admitted that the downward turn which the
trend took in the spring of that year was due not so much to the fixing of
maximum prices by the authorities as to more general causes. In more than
one case prices fell below the officially fixed levels. It would, however, be a
mistake to think that the direct measures have not had any influence. In a
period characterised by a sudden increase in demand rendered effective by an
expansion of credit, direct control may help to slow down the rise in the

U.S. Government cash receipts and payments
for fiscal years ending 30th June; in milliards of dollars.
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* From the spring of 1951 net saving of all kinds (private and public) in the United States was
running at an annusl rate of about $35 milliard — corresponding to about 13 per cent. of the national
income, or about the same proportion as in Switzerland. At the official rate of exchange, the amount of
$35 milliard is equal to £12.5 milliard, or as much as the national income of the United Kingdom
in I95I. :



cost of living and also in wages, so that time is gained for the taking of
other measures which go more to the root of the matter.*

Among the other measures taken, those in the fiscal field have naturally
been of particular importance at a time of rapidly rising expenditure.

Federal budget expenditure in the fiscal year 1951—52 is estimated at $71 mil-
liard, which is 76 per cent. more than in the year before Korea. A further rise to
§85 milliard is foreshadowed for 1952-53, and in that vyear, according to the
President’s estimates, the outlay on the armed forces, atomic energy and foreign
aid (military and economic) will total $63 milliard, or more than one-fifth of the
national income. -

United States: Government revenue and expenditure
(flseal years ending 30th June).

ltems 194950 1950-51 1951-52* 1462-53*
in milllards of dollars

Budget revehiue. . . . . . .+« v 4 . . e 37.0 481 62.7 L
Budget expendifure, . . . . . ... ..., 40.2 4.6 7049 854
Budget surplus (+) or deficit (—) , . . — 31 + 3.5 — 32 — 44
Cash receipts from the public . ., . . . ... 41.0 53.4 68.7 76.9
Cash payments to the public. . . . ... .. 432 458 6 7.2
Cash surplus (+) or deficit (—) . . . . — 232 + 76 — 440 — 10.3

* Estimates presented by the President of the United States In Januatry. These now appear to have overstated
the deficit by $3 to 4 milliard for 1951-52, and probably by even more for 1852-53.

Note: As an jndicator of the impact of public finance upon the economy as a whole, the cash statement is
more reliable than the budget dposition. since the cash accounts Include trust-fund transactions and exclude
certaln non-cash budget expenditure, such as accrued interest on savings bonds, which is not actually paid
out, It Is worth mentioning that the seasonal pattern in government transactions proved fortunate in that
the concentration of tax payments in the first three months of 1951 produced a cash surplus of $6.9 milllard
in that e?ual'ter, i.e. precisely at a time when [nflationary forces needed counteracting. On the other hand, a
cash deficit of $5.5 milliard in the second half of the vear coincided with a dewnward trend in markets and
the reaction which had set in after the inventory boom,

Prompt action by the government and Congress for the raising of tax rates
has made it possible, so far, to finance the increase in expenditure without any
recourse to borrowing (except for periods within the fiscal year). Three new revenue
acts (dating from the autumn of 1¢5e, January 1951 and October 1951 respectively)
provided for an increase in revenue by an estimated total of $16 milliard, but the
actual yield of this mew taxation, as of older tax measures, was higher, owing to-
the expansion of the national income by 27 per cent. from 1949 to rgsr. In fact,
direct taxes on iIndividuals and corporations now account for over three-quarters

* A slowing-dewn of price rises which affect the cost of living is especially important in cases where
wotkers have the right to automatic wage increases by virtue of a “sliding-scale” arrangement {(or
“escalator clause’’, as the American expression is). Increases granted under such a system are apt
to perpetuate the price rise that has taken place and almost to exclude the possibility of any sub-
sequent downward adjustment, especially since the need for meeting the cost of higher wages usually
gives rise to an immediate expansion of credit. In the United States, escalator clauses were detexmining
the wages of nearly 3 million workers by the end of March 1951, In any country in which the wages
of a considerable number of workers are fixed according to a sliding scale, price rises become singularly
dangerous (for the reasons just noted} and it is therefore of particular importance that all inflationary
tendencies should be nipped in the bud (by a stringent credit policy supplemented by other mweans
of action} so that any cumulative effect is avoided.

The object of a sliding scale is to prevent a decline in real wages, but it is, of course, in
the interest of the workers, as of other classes, that the real national income and the general standard
of living should be raised — and this can really be done only when the monetary and economic
gystem is sufficiently stable to offer an inducement to increased saving, resulting in the provisien
of resources for a larger volume of investment.
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of the total Federal cash receipts. But, in spite of the increasing share of the
national product taken by the Federal Government, the volume of real resources
at the disposal of the rest of the economy actually increased in 1951, as shown in
the following table.

Gross national expenditure of the United States.

Federal ] .
Government Use of product remaining:
purchases | P rociiulct - T%‘:;
Iy
Perlod of goods ?maolt.lhg? Personal | Gross Net State ngtional
and or private forel and
services sectors [ CONSUMP-{ o ostic orean locat product
tion investment
{net} ) investment government|
in milliards of current dollars
19 .. L. ... | 258 231.8 180.2 3.0 0.3 18.1 257.3
1930 . . .. ... .. 228 259.8 1436 49.9 —23 19.7 282.6
L1 41.6 285.2 205.5 59.1 0.2 21.4 327.8
1952 = 1st quarter* . . 52.3 | 2874 209.6 53.4 2,0 22.4 30,7
in milliards of constant (1939} dollars
149 . .. ... ... 13.0 130.5 102.9 17.8 0.8 9.2 143.5
190 ... ... ... 11.0 143.3 108.7 24.8 0.0 9.8 154.3
2L 19.8 147.4 107.2 28.2 2.1 10.0 166.0

* Adjusted for geasonal variations and calculated at the annual rate.

It has been necessary to resirain consumption and investment but not to
reduce them. The voluntary increase in the rate of saving was even sufficient to
allow an increased rate of investment.

The direct danger of inflationary deficit financing having been almost
eliminated thanks to the fiscal measures taken, there remained the necessity
of preventing an unduly large credit expansion for business
purposes and other private uses. Business demand for increased accom-
modation had shot up in the second half of 1950, owing mainly to the
need for financing larger stocks at a time when prices were rising and
funds were being immobilised by a record volume of investment in new
plant and equipment. The measures introduced in the credit field were of
six kinds:

1. Among the first measures taken was the imposition of certain selective
credit restrictions by which specified minimum terms were laid down for the
granting of particular kinds of credit. These regulations were intended to
restrict the amount of credit granted in the three following sectors: consumer
instalment credit, real-estate credit and stock-market credit.

2. The official discount rates of the Federal Reserve Banks were raised
from 1% to 1% per cent. in August Igso. :

3. Reserve requirements were raised in January and February 1951. The
immediate effect of this action was to increase the obligatory reserves of the
member banks from about $16 milliard to $18 milliard, their total reserves
amounting to $19 milliard by the end of February 1gsr.

4. The open-market policy of the Federal Reserve System was changed in
March rg51 so as to reduce the System’s purchases of government securities
and thus curtail the availability of bank reserves.
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5. A funding operation was undertaken in March 1951, whereby new
23, per cent. non-marketable bonds with limited redeemability were offered
in exchange for 21 per cent. ordinarily marketable bonds — an operation
which helped to reduce the volume of realisations by investors.

6. In March 1951 a Voluntary Credit Restraint Program was organised,

* under which financial institutions (banks, insurance companies, etc.) were
asked to conduct their credit operations in such a way as to contribute to
the meeting of defence and other essential needs, while limiting the use of
credit for other purposes.

The decisive change in U.S. credit policy resulted from an agreement
between the Treasury Department and the Federal Reserve System, announced
on 4th March 1951, relating to debt management and monetary policies.
Although, measured by European standards, the increases in interest rates and the
other modifications were decidedly moderate, the cumulative effect of the various
measures has been to reduce the availability of credit facilities,
the amount of credit extended to private borrowers having been considerably
less in 1951 than in the preceding year, In reaction to the reduced availability
of funds, combined with the continuing active demand for credit, there was
a moderate rise in interest rates. Rates charged by the larger banks on prime
loans to customers rose from about 2 per cent. in the middle of 1950 to
3 per cent. at the end of 1951, and a number of other rates are shown in
the following table.

United States: Interest rates in money and capital markets.

Short-term
U3, Govarament sacurities (taxadle) | commprpial gaper ll:"ﬂll‘ yloM of
Federal Prime s
| vt 22| | s | B
Averages Bk | 3monin |9 M 12] 3105 {15ymars| gy sxchange| ra commen
disosunt menlh | yesr and sccopl- | coll-boam | and | ey
In bille papSS,
rite iszues | lssuss | over |4 44 g | 8095 |reowals( publc
rene |90 oy wlikly
hoads
n ) ) &) “* ] ©
in percentages
1946 ., ,....... 100 |oa37s| os2 | 1t | 299 | o8 | 081 | 106 | 274 | 397
1947 . ... 100 loses| oes| 792 | 2.25| 103 | o087 | 1.398 | 285 | 513
1948 ., . ..., ... |725-1500 og0 | rre | 762 | 244 | ras | ri7 | 1,55 | 8.08 | 578
1849 ., ., .. ..., 150 1002 194 ) 143 | 281 | 148 172 1623 | 296 663
1950 January-June . . 1.50 {rys2| 17| 14¢ | 2227 | 197 | ros| 163 | 284 &70

dJuly.September , {7.50-7 .?SL 7.233 | 1.27 r48 | 2.34 1.47 f.re 1.63 | 2.87 | 628
October-Decomnber 1.75 7358 | 1.44 164 | 2,38 i7? 1.37 163 ) 2.88 | 4.62

1851 January-March , . 175 J1400| t62| 7173 | 2.2 | res | rsr| 200 | 288 633
April-dune . . . . 175 |ts32| ree| 2002 | 267 | 220 rs3 | 278 | 3.7 | 636
July-September , 175 lrs28| 172 | r92| 259 | 225 | 163 | 225 | 343 | 599
October-December | 7175 | req9| 173 | 2,05 | 266 | 226 | 165 | 2.20 | 2.19 | 578

1952 Janvary . .. .. 175 | rs88| 175 | 208 | 2.7¢ | 238 | r.75 )| 245 | 3.24 | 533
February . . . .. 1.75 1374 r7o | 207 | 277 | 298| 175 | 238 | a.re| s72
March . ... .. 1.75 | resa| 769 | 2.02| 270 238 | 175 | 238 | 3.9 | 549

{"y Rates on new issues within period, .

2) The serleg includes certificates of indebiedness and selected note and bond issues.
{® Selected note and bond Issues. {9 Averages of weekly prevalling rates.

(3 Moody's corporate-bond yields. € Moody's series, 200 stocks.



One awkward element in the market situation has been the extent to
which banks and other credit institutions have held short-dated government
securities which could easily be monetised. While this is still a difficulty,
some progress towards its elimination has been made through funding
operations; and the decline in the quotations of government securities seems,
as was hoped, to be checking the banks’ practice of selling bonds in order
to raise funds for the expansion of their loans. It is not that the profit to
be gained from such operations has vanished, for the spread between the
yield on bonds and the rates charged for commercial loans was not reduced.
But there has evidently been a decided disinclination to accept a capital loss
on bonds in order to increase the amount of loans outstanding, and at the
same tite the inhibitions built up by the Voluntary Credit Restraint Program
have -had a certain effect. Although all controversy regarding the lines of
credit policy to be followed has not yet died down, a profound impression
has undoubtedly been made by the fact that, ever since the introduction of
the changes listed above (i.e. for the past fifteen months), the average level
of prices has remained remarkably stable, notwithstanding the heavy burden
of government expenditure; moreover, it has been found that certain of the
results which it had been feared would ensue from the new policy — for’
instance, panic sales of securities — have not materialised.

While in most European countries the stiffening of credit conditions
was part of a general policy which aimed at overcoming balance-of-payments
difficulties, such considerations did not apply in the United States where, on
the contrary, a reduction in the surplus on the current account of the balance
of payments would have been welcome from many points of view.

United States: Current account of the balance of payments.

Balance in relation to

Europs other areas all countries (total)
Hems
19471948'!949'19501951 1947]1946|1945/1950]|1951) 1947 1943‘1949!19501951
in_ milllards of dollars
U. S, exports (f.o.b) . 62| 49| 45| 38| 53] 98| 84| 79| 74| 10.4] 160 13,3] 12.3| 10.7| 154

U.S. Imports (f.o.b) . | 1.0] 14| 12| 18] 22| 51| 64| 83| 78y 94| 6.1| 7.8[ 7.1 9.3 1.7

Balance of trade . . . |+52[+3.5)+3.3+21 [4+34 [ H4.7[+20|+2.0|—0.7 |+ 0.7 |+ 9.9 [+55|+53)+1.3]|4-37

Balance on sarvice Lo
account . . . ... - _+0.6 +02—01 A |00 1.0 14+ 1.0|+1.2) 1.3 1.2+ 1.6 [+1.2[+1.3|+1.0|+1.3
Bafance on current

account* . . ..., +&8{4-3.7/+3.2 |+ 17| +3|+-5.7 [ +30H-3.2 1+ 0.6 1+1.9| +11.5 [+6.7[+6.4 | +-2.3|+5.0

* Bacause of rounding, the figures do not add up exactly,

The Increase in mmports of raw materials by the United States in the second
half of 1950 helped to reduce the country’s surplus on current account, which, as
shown by the table above, was only $2.3 milliard for the whole year. Account being
taken of the foreign aid received from the United States (in grants and loans) at the
year’s rate of $4,280 million, a net gain in dollars resulted for other counities, whose



aggregate gold and dollar assets increased by 83,645 million. It had been hoped that
the following year would witness a further decline in the U.S. export surplus, but
developments took the opposite course: the surplus rose tono less than $5.0 milliard,
As regards the origin of the increased surplus in the balance of payments and the
means of settlement required and actually used, a distinction must be made between
the two halves of 1g31. ’ :

United States: Transactions with other countries in 1950 and 1951,

1851
ltems 1650 tsthalf | ‘2nd half | Total

in milllens of dollars

Current account of the U.5, balance of payments:

U.S. exports of goods and services. . . . . . . 14,428 9,658 10,482 20,140
U.5. imports of goods and services. . . . . P 12,128 7.853 7,258 15,111
U.S, export surplus . . . . . . .. 2,297 ) 1,808 3,224 . §j020

Financed by means of:
U.5. Government grants and other unilateral transg-

fars « mainfy ER.P.aid (pe} . . . . . . . .. 4,180 2,314 2,020 . 4,534
Private donations (net) . . . . . ... . ... 491 208 197 405
U.5. Government long and short-term loans (net) 164 142 17 154
U.S. private long and short-term Joans {net) . . 1,316 533 214 47
Doliar dishursements by:

International Monetary Fund (net) . . . . . . . — 20 — 2 - 3 — 24

International Bank for Reconstruction and

Development {(net), . . ., . . . .. ... T 26 55 1]
Errorg and omissions . . . . . .. ... — 156 — 383 — 128 —
Total ... i 5,042 2818 | esm 5,30

Balancing items; dollar assets and gold acyuired
from {(—) or sald to {+) the United States

Dollarassets . . . ... . . . ... ... — 1,902 — 68 — 349 — B
Gold . . . .. e -— 1,743 — 948 + 1,00 + 53
Total of doliar assets and goid . . -— 3,645 — 1,014 + 652 — 352

Total financing of current transactions . . . 2,097 1,805 3,224 5,029

Nearly two-thirds of the export surplus of the United States came into
existence In the second half-year, during which the level of exports, already
high, rose again, while imports showed a decline, attributable to the fact that
American manufacturers and traders were drawing on the considerable stocks which
they had laid up in the autumn of rgso and the following winter.* In the second
half of 1951 the U.5. export surplus exceeded the amount of official aid and
private donations by some %300 million, of which some $200 million was covered
by an outflow of private U.3. capital while the remainder was financed by sales
of gold to the United States (which were large enough to leave something
over for a further building-up of dollar balances). As rtegards private U.5. capital,
however, it should be remembered that this went mostly to Canada and the Latin
American republics and therefore failed to help the balance-of-payments position
in other directions. It was primarily the sterling area that felt the strain; indeed,
most other countries (with the notable exception of France) were able to add to

* In its number for March 1952, the “Survey of Current Busmess , issued by the 1.5, Department
of Commerce, explaing that in the United States “during the last guarter of 1951 ‘manufacturing
production . was still approximately 20 per cent. higher than in the pre-Korea year, but the volume.
of imports had dropped to about 6 per cent. below the average for the same year, An import volume
of crude materials and semi-manufactures correspondmg to the volume of production (based on the
I049-50 relat:onsh:p) would have required an increase in import values at fourth-quarter prices by
about $350 million.”
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their monetary reserves (see Chapter VI). Those which had imported heavily in the
nine months following the outbreak of the conflict in Korea had their accumulated
stocks to draw upon, and in their current purchases they benefited by the decline in
raw-material prices from the spring of 1951 onwards.

According to U.S. statistics, the sterling area as a whole (l.e. the
United Kingdom plus the countries with currencies attached to sterling) still
had a balance-of-payments surplus with the United States of $310 million in
the first half of 1951, but this was converted into a deficit of $570 million
in the latter half of the year. Furthermore, no new allocations of Marshall aid
to the United Kingdom had been made since 1st January 1951, but some aid
allocated before that date was still due to come in, and the amount of
economic aid received by the whole area in 1951 came to about $250 million,
of which about $100 million was received in the second half-year.

The dramatic change which occurred in the payments position of the
sterling-area countries about the middle of 1951 may also be illustrated with
the aid of statistics published in the White Paper on the Balance of Payments
of the United Kingdom. For the whole of 1951 the United Kingdom (alone)
had a deficit in relation to all countries of £521 million (equal to $1,459 mil-
lion), of which £93 million was incurred in the first and £428 million in the
second half of the year.

For the sterling area as a whole the change-over on its gold and dollar
accounts is shown in the following table.

Sterling area’s goid and doliar accounts in 1950 and 1951,

1951
ltems 1950 ist half | 2nd half ! Total
in milliens of £ sterling
Transactlons with the dollar area: ("
United Kingdom:
Balance of current transactions {goods '
and services) . . . . . . . . vl s 0. — 107 — 111 — 335 — 4B
Other transactions (investments, etc.). . 4+ 1M + 15 — 92 - 77
TFotal for United Kingdom . . + 24 . — 95 — 427 — 523
Rest of the sterling area(® ., . . .. ., .. + 255 + 186 — 3z + 164
Total of transactiohs with the
dollararea . . . . .. .. .. + 289 + 100 — 458 — 359
Fransactlons with the non-dollar :
area® ., . ... 000 — 1 + 48 — 104 — 56
Total net gold and dellar balance . + 287 + 148 — 584 | — 416

(") These col c‘prime transactions with the United States, with Canada, and with American Account Countries in
Central and South America, as well as transactions in respect of oil purchased from: othsr countries if paid
far [n doNars. (9 Ircluding sales of gold to the United Kingdom.

@ Including amounts of gold received or paid In settlements with the E.P.U,

The surplus of £196 million (== $550 million) which the rest- of the sterling
area (i.e. countries in that area other than the United Kingdom) still had in relation
to the dollar area in the first half of 1951 was turned into a deficit of £32 miillion
(= $9o million) during the second half, when the United Kingdom’s own deficit
rose to £427 million (say, $1,200 million). The followmg table shows the Shlft in
the position n relation to the Europeari “Payments Union: ~ -~ S



Sterling area's accounts vis-a-vis the European Payments Union.

1850 1951 (1)
ltems ond half tsthalf | 2nd hatt | Total
in milllons of £ sterling
Total of the United Kingdom's transactions . . . . + 103 — 3 — 210 — 248
Transactions of the rest of the stering area . , . + 7 + 114 — 93 + 21
Steriing and dollar transfers, ete.(®. . . . . . .. — 12 — 29 — 82 — 11
Surplug (+) or deficlt () . . . . . + 170 + 47 -— 383 — 33 M
(M Provislonal.

@) As these transfars etc, pass through the account of the sterling area as & whole, it Is impossible to separate
those relating to the United Kingdom from those relating fo the rest of the sterling area.

() This amount includes net gold and dollar payments in relation to the E.P.U. which are already accounted
for In the balance shown in the previous table.

'In relation to the E.P.U. the United Kingdom already had a deficit in
the first half of 1951; the deficit of the rest of the sterling area dates from the
second half of the year.

It would seem that the same tendencies continued during the first quarter of
1952, when the gold and dollar reserves of the United Kingdom fell by an amount
of $635 million (£227 million) to a level of $1,700 million, after having reached as
high a figure as $3,867 million at the end of June 1951. The disappearance of the
dollar surplus of the rest of the sterling area ts all the more sertous since it precludes
the United Kingdom, in particular, from ecarning dollars through the sale of manu-
factured articles to a number of the raw-material-producing countries which are
members of the sterling area.

The balance-of-payments difficulties of the overseas sterling area, which is

a major producer of raw materials, were closely connected with the changes in
world prices and in the volume of goods imported by the United States. When,
in that country, the phase marked by huge additions to inventories (beginning m
the second half of 1950 and continuing through the winter) was followed by a
period of reduced imports, this meant smaller sales for the raw-material-producing
countries and less current income for them in the second half of 1951; but, as
no substantial mopping-up of purchasing power had been effected in those countries
and as thete had necessarily been an interval before the effective utilisation of the
large earnings of the earlier period gave rise to increased imports of goods, it so
happened that their own biggest payments had to be made at a time when their
current teceipts of foreign exchange were already declining. In these circumstances,
country after country in the sterling area was obliged to draw on the dollar pool
in London. The dollar deficit of these countries in the latter half of 1951 was
made more serious by the fact that they continued to run their “normal” defcit
with the United Kingdom, which amounted to £239 million in 1951. How sudden
and how -pronounced the change in the situation was may be seen from the following
table, which shows the net result of the foreign transactions of the “‘rest of the
sterling area” during the first and -

Balance of .payments of the the seconc_:l half of 1951.

. ‘e ox
‘‘rest of the sterllng area in 1851.% Mote: No complete figures ara available for the

balance of payments of the *'rast of the sterling
1951 area”, hut the White Paper on the Balance of
In relation to 15t half | end half Payments of the United Kingdom contalns sepa-

rate figures of the balance on forefgn account
of the 'rest of the sterling area' with (I} the

Inmililons of £ sterling

. dollar area, (i) the E.P.U. (apart from tha United

Dollar area . . ... . ... | +1% | —~ % Kingdom), and (i) the United Kingdom itsel,
EPU.. ...... ..., + 114 -— 93 Thase data together cover well over B0 per cent.
- United Kingdom. . . . . .. — 68 — 17 of the foreign transactions of the *rest of the
. starling area’’. The change-over from the surplus

Total . . . . + 247 — Pag of £242 million to a deficit of £206 mlllion in-

volves a total of £538 millfon {say, $1,500 milllon).

* Provisional,



The increase which occutred in the imports of a number of sterling-area
countries during 1951 would seem to have been occasioned in the main by addi-
tional private spending for consumption purposes, but it also reflected increased
investment expenditure for development purposes. In official pronouncements (such
as that made by the London Conference of Commonwealth Finance Ministers in
January 1952) great stress has been laid on the relation between the condition
of the intetnal economy and the balance-of-payments position. Stop-gap measures
have been taken (by Australia and other countries) for the cuttmg-down of im-
ports, but measures of a really corrective character are also in train, it being
- realised that there is need for considerable retrenchment in comparison with the

previous period of lavish spending.

For the United Kingdom, the deficit of the rest of the sterling area
naturally added to the difficulties arising from its own lack of balance,

United Kingdom: Balance of payments.

' 1951
" Hems 1849 1950 (provisional}
In_millions of £ storling
Current account
Balance In relatlon to rest of the sterding area . . . . . + 266 + 234 + 239
Doflararéa , . . . . .. e e e e s P oh e e e — 307 — 107 — 448
Other countriés . . + . . v v v v v s v s s a s a PR + 4 + 17 — 34
Balance an cyrrent account . . . . . . .. . . + 5 o+ 244 — 5
Net grants received(). . . . . .+ . oo v v oL + 154 + 139 T+ 4
Balance on current account and grants received + 159 + 383 — 478
Corresponding to:
Increase {(+) in U.K. assets abroad™ . . , . . . .. ... + 1719 + 26 + 202
Increase {+} or decrease (—) in UK. gold and dotlar holdings — 3 + 376 — 44
Increase {+) or decrease (—) in U.K, holdings of non-dollar
currencies(} L L L L L L s e e e e e e — 15 + 108 — 283
Tofal gross increase (+) or dacrease (—) In
U.K. foreign asgets . . . . . .. e + 161 + 7o — 425
Adjust for:
Increase (—} or decrease (+) In sterling Nabilities(™® . . - 2 — 327 — 8
Net Iincrease (+) or decreass () in U.K.forelgn assets -+ 159 + 383 — 478

Y] Takin? into account revaluation payments made by the United Kingdom to the extent of £60 million in 1948,
lion in 1930 and £11 million in 1951,
) Excluding from the forelgn assets and ‘the sterling llabilities, in 1949, subscriptions to the Intermational
£1%réeta?i Fund and the International Bank for Reconstruction and Development amounting in all to
miilion
& I'm:lg{:lin?ts in 1950, assets in units of account of the European Payments Unlon and, in 1951, a lability In
such un

In addition to the current deficit of £521 million for 1951, the balance-of-
payments estimates show, for the same vyear, overseas investments leading to an
increase of £202 million in UK. assets abroad — these two items, which add up
to £723 million, having been financed to the extent of £627 million by drafts on
the holdings of gold, dollars and other currencies (including the E.P.U. units)
and, as to the rest, by £43 million in foreign grants and an increase of £53 million
in sterling liabilities. With regard to the increase of £202 million in '‘assets
abroad” it should be observed that, as mentioned in the explanatory notes to the
tables presented to Parliament, this heading covers, inter alia, “the ‘balancing item’
involved in the construction of a complete balance of payments with the whole
world. The inadequacy of data on long and short-term capital movements is an
important factor leading to this balancing item; another factor is the varation in



commercial credit.”” The shifts resulting from that variation — it should be
added — have been considerable; when, in the winter of 195051 and the
following spring, sterling was strong and there were rumours about “revaluation’’,
those who had claims in sterling became inclined to wait for payment longer
than they would otherwise have done, while payments due in sterling tended to
be speeded up. Once it became clear that there would be no revaluation and that,
on the contrary, the pound was exposed to pressure, the current set in the opposite
direction; foreign claims expressed in sterling were called in promptly and foreign
payments due in sterding were delaved. It is difficult to tell what amounts this
change in “leads and lags” involved but even the exceptional gain on this account
during the first half of 1951 would seem to have been more than offset by the
exceptional loss in the second half.

The deterioration in the trade balance from 1950 to 1951 amounted to £642
million and it may be calculated that roughly one-half of this was due to a worsening
of the terms of trade and one-half to the 16 per cent. increase in the volume
of imports, only a small proportion of which was offset by a 3 per cent. mncrease
in the volume of exports. The expansion of the volume of imports was due not
so much to additional consumption of imported food and materials as to the partial
replenishment in 1951 of commercial stocks and of the strategic stockpile, the re-
serves under both headings having been run down considerably in 1950.

Moreover, .invisible income fell by £123 million in comparison with 1950.
This was partly due to the loss of the income formerly derived from Persian
oil, while another important factor was the beginning of the service of the
United States and Canadian loans, contracted at the end of 1945 and eatly in
1946 respectively.

The change in the balance of payments, together with an expansion of the
volume of real output by 2 to 2% per cent. and the rise in prices, resulted in
a considerable increase in the nominal resources used by the British economy.

United Kingdom: Gross natiopal product and its uses.

1950 1951 ’ 1950 1951
Resources _ ] Useas
: in milliens of in miltions of
£ sterling £ sterling
National income . . . . . . . . . 11,088 11,532 Personal consumption . . . . . ., 8,260 9,970
Add: Government consumption . . . .] 2,053 2,440
“ Provision for depreciation and : Gross domestic capltal formation
maintenance . . . . . . . . . 818 ga2 and stack appreciation:
Indirect taxes less subsidies . . .| 1,578 1,782 (i) fixed investment . . . . . . 1,672 1,880
Stock appreciation . . . . . . . 400 1,200 (i} increase in valve of stocks
Gross national income and stock and work in progress. . . . 604 1,570
appreciation , . . . .. L ... 13,885 15,396
Adjust for:
Net granis and loans from abroad
plus certain curreny fransfers| — 296 + 444
Total available resources. . . . . 13,580 15,830 | Total gross expenditure . . . . . 15,589 15,840

According to calculations in terms of stable prices, there was no real
increase from 1950 to 1951 either in personal consumption or in fixed investments,
whereas government consumption of goods and services rose by £r75 million
and the volume of stocks by £300 million.

‘A total increase in gross capttal formation {as shown in the following table
in terms -of current sterling) coincided with a decrease in domestic savings,
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United Kingdom Investments and their cover.

_ : 150 [ 195 1 190 | 1981
._In\restments ’ .in_millions of Cavered by in miflions of
‘ £ sterling ) ] ] £ sterling
Gross domesilc capital formation Savings and provision for stock
and stock appreciation by: appreciation :
1. central government . . . . . 30 370% T.pefsopal ., . . . . .. .. .. 87 o5
2. lecal authorities . - . . . . . 390 420 2.¢orporate . . . . . ..., . 738 774
3. persons and corporate bodies, 1,834 2,640 3. current surplugs of central
government, naiional Insurance
Total . .. ... ... 2,276 3430 funds and local authorities . . 674 560
Less: stock falion. . . . . — 400 | —1,200
-8 ock apprectatio - Total .. ... 1490 | 1420
Remains: gross domestic capital Less: stock appreciation, . . . . — 400 | —1,200
L tion ., ... ... 1,276 2,230
ormation Remainder . . . . . . . 1,009 229
Addifion to tax reserves, ete. . 169 586
Increage in 1031 over 1850 . . + 354 Provisian for depreciation . . , B18 282
Total demestic cover, . 2,086 1,697
Net gifts and loans from abroad | — 210 533
Total cover . .. ...| 187 | 2230

* The in¢rease is targely dus to the building-up of strategic stocks,

Against an increase of about £350 million in investments there is a decline
of nearly £400 million in the total of domestic cover, chiefly owing to the fact.
that, after provision had been made for stock appreciation, net savings amounted
to only about £230 million, as compared with about #£1,100 million in .1950. In
other words, corporate and other business firms had not been in a position to
reserve sufficient funds to provide for the increase in the prices of commodities.
The change-over from a surplus of £244 million on the current account of the
balance of payments in 1950 to a deficit of £g521 million in 1951 was needed
to make good the deficiency in domestic savings.

The shortage of genuine savings is partly a reflection of the fiscal regulations,
under which an increase in money receipts resulting from higher prices of stocks
already In hand is counted as ‘'taxable profits”, although such receipts do not
represent a real gain either for the individual firm or for the community. But,
despite the increase in revenue from forms of taxation which really represented
an inroad upon accumulated capital, the overall budgetary position worsened,
and its deterioration was a major cause of the British difficulties in 1ggI.

“In the fiscal year April r95¢ to March 1951, there was an ‘“‘ordinary surplus”
amounting to £720 million of current revenue over current expenditute and an
“overall surplus” amounting to €247 million of current revenue over all current
and capital expenditure. In 1951-§2 the ordinary surplus was reduced to £379
miflion and there was an “overall deficit” of £150 million. Thus the detericration
on government account (from ‘‘overall surplus” to “overall deficit”) came to
£307 million — a development which, it is true, was largely accounted for by
a reconstitution of stocks but which, even so, imposed a heavy charge on the
national resources. In the budget for 1952—53 the current surplus is estimated at
£511 million and provision has been made for an overall surplus of £5 million —
which means that the government has taken "steps to cover all ms outlay,
current and capital, by means of current revenue.

Defence expenditure, which, according to the “Economic Survey”* for 1952,
had amounted to £744 million in 1949-50 and £830 million in r1950-51, 1082 toO

* The figures given in the “Economic Survey for. 1952‘ are, for the years 194952, somewhat different
from those in-the budget sccount. : :
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United Kingdom: Government revenue and expenditure.

ltems 1948-50 195051 1951-52 | 1952-53()
in millions of £ sterling

"'Above the line'*
Ordinary revenue! :

Inland revenue . . . . . . . P r e e e e e e e PR LR R 2,039 2,362 2,619
Customs and excise . . . . . e b e PR 1,520 1,830 1,752 1815
Other revenue . . . . . e e e e e e e e s 0493 310 319 207
Total ordinary revenue . . . . . ., . . 3,904 3,978 4433 4,881
Ordinary expenditure: _
Defence expenditare . . . + . . . . + . .« P 7 777 1,410{0 1,37170)
National Health Service . . . . . . . . . e e s 345 an 4005 03
Strategic reserves. . . + + . . . 0. . e e e e —_ 13 179(0) 53
Food subsidies . . . . . . .. .. e e e e e e s 495 . 400
Other ¢lvll expenditure . . . . . . . .. ... e 1,326 1,148 } 1778 1702
Consolidated fund services ™., . . . .. .. P 538 545 592 825
Total ordinary sxpenditure . . . . . . . 3,315 3,258 4,054 4,150
Ordinary surplus . .+ - v ¢ v v 0 v b v b e e e e e e + 540 + 720 + 379 + 511

‘*‘Below the line'’

Loans to local authorities (nety, . . . .. . . .. .. N 268 305 365 344
Wardamage . . . .. .. ... e a e e e [ 173 a4 7 70
Other payments (net). . . . . . ... ... [ 48 74 &7 92
Met below-tha-line payments . . ., . . 487 473 529 506
Overall surplus (+) or deficit (-} ., . ... .. P or e + B2 + 247 — 150 + &
Public debt at the end of tha fizcal year (315t March) &
Internat debt:
Funded debt . . . . . . .. .. .. P e e 3,809 3,908 3,807
Floating debt, . . .+ . . . . . .. C e e e e 5,15 5,740 4611
Other internal debt (net} . . . . . .. ... ... PPN 13,948 14,002 15,230
Net total Internal debt . . . . . . ce. | 82 23,730 23,728
External debt(®) . . . . . . S h e e e Py e e 2,190 2,182 _ 2,166
Net total national debt{? . . . . .. .. 25,802 25,002 25,894

(") Estimates, 2} Provisional,

) Excluding £85 million to be met out of the sterling counterpart of U.S. economic aid.

4 Including sinking funds. ‘

%) Debt figures for 31st March 1382 are proviglonal, being based mainly on those Issued In the Financial
Statement of 11th March 1952, (® Excluding debt arising out of the 18418 war,

™ Changes (n the deht do not correspond fo the overall budget surplus or deficit, the main reasons beln?
that the debt includes issves to the Exchange Egqualisation Account (whith rose by £600 milllon in 1950-5
and decllned by £200 mlllion in 1951-52) and that it was reduced by £275 million in 1950-51 through the
use of E.C.,A. counterpart funds,

£1,129 million in 1951-52 and is estimated at £1,462 million for 1952-53 — an
amount which will be reduced to £1,377 million by deduction of the sterling
equivalent of $238 million, appropriated out of the $300 million of U.S. economic
assistance which has been allotted to the United Kingdom in the U.S. fiscal year
ending 3oth June 1952. Among the most important budget measures taken was
a reduction in food subsidies, designed to bring the total down from £410 million
to £250 million in a full year — a measure which, besides lessening the burden on
the budget, should help to make it possible for certain foods to be derationed and
thus permit the ordinary price mechanism to function again in this field also.

Before the introduction of the budget various measures had already been
taken to arrest the drain on reserves. Cuts have been made in imports, and it is
expected that the volume figures for 1952 will consequently be down by nearly



one-tenth as compared with 1951, This is admittedly a stop-gap measure, but the
changes introduced in the money and credit sector are of fundamental importance,
As far back as 1947, and again in the temse situation of 1949, the. quotations of
government bonds were allowed to decline in response to market influences, and
since the autumn of the last-mentioned year vields have exceeded 3% per cent, —
which means that the abnormally cheap money rates have been abandoned in the
long-term sector. As far as short-term credits are concerned, some restraint on
borrowing was attempted in the form of qualitative controls exercised by the
banks; but it was by the steps taken in November 1951 that the authorities
were first given extensive control over the volume of short-term credit.

The growing deficit in the balance of payments during the second half of
1951 meant that funds were being withdrawn from the market through sales by the
Exchange Equalisation Account of the foreign exchange required to pay for the excess
imports; but advances to customers (including the nationalised industries) continved
to increase — a development by which the restraining influence exercised on the
market by the above-mentioned withdrawals tended to be frustrated. The action
taken in November 1951 included the following steps:

(i) The Bank of England discount rate was raised from 2 to 2% per cent —
" the first change in bank rate since Octgber 1939.

(ii) Instead of purchasing Treasury bills virtually without any limit and at rates
rigidly maintained at a very low level (roughly % per cent.), the Bank of
England announced that it would hold itself free to supply the market with
cash entirely at its own discretion, but that it was, all the same, prepared
to advance money to discount houses at a rate of 2 per cent. for a minimum
of seven days against Treasury bills.

(iit) A substantial reduction was effected in the floating debt by the successful
issue of £1,000 mullion 1%/, per cent. Funding Stock, maturing at various
dates up to 1954, to be paid for only in Treasury bills. By this means, the
liquid assets of the banks (i.e. the money at call and Treasury bills) were
reduced to not much more than the conventional minimum of jo per cent.
of total deposits, and the floating debt was brought down to more manageable
proportions.

(v} In addition, the qualitative controls were maintained and intensified. Revised
mstructions were given to the Capital Issues Commitiee, specifying the
essential purposes for which new issues could be made and, in a further
letter from the Chancellor of the Excheguer, the banks were requested to
adopt similar criterta for the granting of advances to custorners.

One of the first effects of these steps was to restore flexibility to the rates
quoted In the market. Clearing-bank figures published in March 1952 show, in
comparison with those for November, clear signs of restraint in the expansion of
credit, viz. a greater fall in deposits than during the corresponding period of the
previous year, a fall in investments and only a very modest rise In advances.

And, to supplement the measures announced in the budget on rrth March 1952,
the Bank of England, on the same day, raised bank rate from 212 to 4 per
cent. — thus making reliance on monetary policy one of the chief elements in
the British programme for restoration of balance in the economy. In his budget
speech that day, the Chancellor of the Exchequer made the following announcement:

“Events have justified the monetaty policy adopted last November. But
the time has now come when a reinforcement of that policy is necessary to
support our other measures. Accordingly, the Bank of England have today,
with my apptoval, raised the bank rate from 2% per cent. to 4 per cent.



This is a sharp upward movement and will, I am sure, show to the
world that we not only recognise the very serious situation of the country,
but are determined to deal with it. by whatever firm measures may be
-necessary, however unwelcome they may be. This rise to a comparatively
high level of money rates is, I believe, in present circumstances, an essential
part of our campaign to fortify the currency.”

It is still too early to tell what the results of these measures will be;
but when it was announced that the gold and dollar deficit of the sterling
area had amounted to $636 million in the first quarter of 1952, as compared
with §940 million in the last quarter of 1951, it was also mentioned that the
deficit in January came to $299 million, in February to $266 million and in
- March to $71 million (in which connection it should -be noted that the
smallness of the March figure was partly due to the offsetting effect of
certain special receipts, to some extent of a capital nature, amounting to
between $70 and 80 million). '

In the course of 1951, Fragce, too, experienced a sharp reversal of its
currency position. Up to the spring of 195r both its gold and dollar reserves
and its credit balance in the E.P.UJ, had been increasing steadily; but from
then onwards they underwent a steady decline, which culminated in very
heavy losses of reserves in October and November. After having amounted
to the equivalent of about $850 million at the end of March 1951, the gold
and dollar holdings fell by about $300 million during the following twelve
months, while the position of France in the E.P.U. changed from a claim
equivalent to $174 million at the end of March 1951 to a liability equivalent
to $351 million at the end of March 1952 (for further details see Chapter VI).
Thus these two items together show a deterioration of over $8oo million in
the space of a year and, in addition, there has been some utilisation of other
foreign assets available to the monetary authorities.

The circumstances responsible for this change in France’s foreign exchange
position are In some respects similar to those which have affected the United
Kingdom, while in other respects each country has problems peculiar to itself.

1. In the half-year following the outbteak of the conflict in Korea, France,
like the United Kingdom, drew largely on its accumulated stocks instead of
joining in the general rush to import raw materials,

France: Trade with foreign countries.®

: Volume of Balance of trade
Period I rt Export in milliards
mports ports of French francs

Average for 1950 = 100

1950 — st half. . . . . . 106 87 ’ T — 110
2nd ha. . . . . . 93 13 o+ 3
1951 — tst hatf, . . . . . 17 128 ' - 114
2nd hakf. . . . . . 130 109 — 205
1952 — 1st quarter . . . . 147 o5 B - 151

* Exttuding French overseas terrijories.



This meant a greater need to import in 1051 and early in 1952, and a
growing trade deficit was reflected in a deficit of Fr.fes 462 milliard on the current
account of the balance of payments of the franc area in 1951, as compared with
Frics 80.6 milliard in 1950, But there were also other reasons for the increase in
the trade deficit: the rise in French domestic prices (partly due to protectionist
measures) and the recurrence of monetary fears led to higher imports, while the
rise in French prices made it more difficult to export.

2. France, like the United Klngdom has had to provide resources for its
overseas territories.

France: Trada with overseas territories and the balance of trade
with foreign countries.

" Trade with averseas ferritaries Balance of trade
Period with
) Imporis Exports Balance foreign _countnes
Monthty avarages, in milliards of French francs -

1950 — 15t balf. . . ., .. . " 23 : 30 + 7 T
end half. . ... ... 24 a4 + 10 + 1
1951 — st half. . . . . . .. o 8 42 + 14 — 19
ondhafi. . . .. ... 28 _ 49 ' + 21 — 38
1952 — 1st quarter* . . . .. &Y . s + 24 —60

* Preliminary.

From a comparison of the figures in the last two columns, it will be seen
that in rgso the whole of France’s trade deficit with foreign countries (ie. all
countries other than its overseas territories) was balanced by its trade surplus in
relation to the overseas territories; if invisible - items were taken into account,
metropolitan France would even show a surplus in its balance of payments for
that year. For the following vear, 1951, it seems certain that again the deficit of
metropolitan France with countries other than those in the French franc area was
offset to a considerable extent by a substantial surplus with its ‘own overseas
territories.* As far as these territories taken by themselves -are concerned, their
current deficit in the balance of payments (when calculated in the same way as
is normal in other countries) is considerably higher than their trade deficit,
because of net payments due on invisible account (for freights, etc.); their deficits
in the balance of payments with foreign countries and in trade with the mother
country may be estimated to have -reached an-approximate total of Fr.fcs 200 milliard
in 1950 and may have risen to about Fr.fcs 300 milliard in 1951. About 40 per cent.
of the total deficit in the balance of trade of the rest of the French franc area was
incurred by Indo-China, where production and the export trade were hindered
by the war. As regards the remainder, an essential factor has been the rapid
economic expansion in the French Union, especially North Africa, as a result
partly of substantial private investments and partly of official action under the
Monnet Plan, which has been applied not only to metropolitan France but also
to the overseas territories, the necessary funds being obtained from. local sources
and from the competent official bodies in' Paris. There can be no doubt that
the sums which, for various reasons, have been absorbed by the French over-
seas territories have constituted a serious drain on the’ resources of France, and
one whlch became much heavier in the course of 195t than it had been in any
previous year.

* The official French statistics of the balance of ‘payments do not’ show the -surplus of metropolitan
France with 'its overseas territories, but only payments with foréign countries; on this basis, metro-
politan France had a deficit of about Fries 40 mllhard in :950 and about 430 r:mlhard in :951
(see also Chapter IV).



3. The drain on the French monetary reserves in the second half of 1951
and the beginning of the following year may, moreover, be explained partly by
monetary fears, which made importers pay as far as possible in advance while
exporters left amounts due to them outstanding.

France: Government revenue and expenditure.

ltems 1949 1950 1951() 1952 (%)
In_mifliards of Franch francs
Budgat expenditure:
Civll Berviced . o v v v v v v i v v v v v s B42 1,114 1,262(3) 1,353
MNatlonal defence ., . . .. .. .. .. .. a7 463 [ ] 1,269
Total current expenditure . . . . . .. .. 1,19 1,577 1,048 2,622
Reconsatruction and re-equipment of clvil
sorvicos . . . . . Ve e e e e e 150 121 108 154
War damage and reconstruction . . . . . . 246 285 324 385 (0
Invegiments ) . . . . . . .. .. 432 426 s 268(7
Total Investments and recongtructlon . . .- B2a 832 '._;'48 887 (%)
Special accounts of the Treagury . . . . | ® © 108 70
Total budget expenditure . , ., . ... . 2,047 2,400 2,803 3,578
Budget revenus. . . .. .. .. e 1,519 1.946 2315 2,118
Budget deficit. . . . . ... .. — 528 ~— 483 — 488 — 805
Cash deficit{} . ... ..+ v — 61 — 510 — 517 — 805
Financed by:
Counterpart in francs of external borrowing
and American aid . . , ., ., ., . . ... 289 185 153 265
Borrowing and Treasury resources. . . . ae 365 364 540
Public debt at 315t December
Internal debt:
Long-termdebt . . . .. ........ 962 1,16 1,044 .
Medium and short-term debt. . . . . . . 900 1,155 1,319 .
Debt to banks of Isswe . . . . . . ... 172 675 se9 .
Total Intemal debt, . . . . ... .... ' 2,794 2,848 4,032
External debt: :
Long-termdebt . . ..., ... ..... 1,007 1,054 1,034
Medium and short-term debt. . . . . . . 175 233 220
Total external debt . . .., . ... ... 1,182 1,287 1,254
Total publle debt . . . .. ... ... 3,006 4,133 4,287 : f
Pricea (1948 =100* . . ... ... .. 100 110 14 1490

* Average of indexes of wholesale prices and cast of living.
(M Provisional results for 1951,
() Budget estimates and appropriations for 1952.
(3; Intluding Fr.fcs 70 milliard for “miscellansous'. .
{‘) Of the budget appropriations for 1952, Fr.fcs 95 milliard are blocked as follows until the cotresponding
resources have been obtained by borrowing:
Reconstruction and re-equipment of civil services , . .
War damage and reconstruction . . . . . . . . . Ve
Investments + . .« v v « v 4 v s 0 b b a e e ey

I

) Excluding Investments of state enterprises financed by special borrowing, estimated at Fr.fes 75 milliard and
Fr.fcs 86 milliard in 1951 and 1952 respectively,

(%) Net expenditure out of special accounts of the Treasury in 1940 and 1950 has been distributed where

) ossible amonp the catepories into_which the expenditure foli.

() The cash deflcit Is taken from the Treasuryaccounts and excesds the budget deficlt, owing mainly to lags
in the collecion of faxes and to the payment of budgetary arrears from eariier years, For 1852,'the cash
deficlt | assumed to be equal to the budget deficit. ) First quarter.



4 France devoted nearly 8 per cent. of its national income to defence
in 1951 — a percentage which is to rise to 1z in 1952 and is equalled by no
other country in western Europe except the United Kingdom. There were '‘cash
deficits” of Frfcs 500 to 600 milliard in each of the years 1949 to 1951 —
exceeded, as may be seen from the table, by the total outlay for investment
and recomstruction. On the revenue side, the counterpart of Marshall aid has
all been used to meet budget expenditure. Furthermore, the proceeds of certain
forms of saving, for instance, most of the amounts collected by the Postal Savings
Bank, accrue automatically to the Treasury, While the direct advances from the
Bank of France did not increase in 1951, the Treasury, in that year, borrowed
about Fr.fcs 200 milliard from the banking system (see next page) and of this
amount a considerable part was, in fact, derived from the Bank of France via
credit facilities extended by it to other banks — through open-market operations,
for instance. Thus, to some extent, the rather rapid expansion of credit in 1951
(see below) was undoubtedly connected with the state of the public finances; and
there are also other circumstances to be taken into consideration.

The very fact that the whole amount of the proceeds in French francs of
Marshall aid is entered as revenue to meet budget outlay, so that nothing is
returned to the money and capital markets by way of debt repayment, has been
one of the reasons why the markets in question have been starved of fresh funds
available for capital investments. Similarly, the channelling of well-nigh the whole
net surplus of the Postal Savings Bank and some other institutions to the Treasury
has, in its turn, deprived the markets of resources for current financing, Much
the same effect is produced by the obligation upon banks to invest in govern-
ment paper 20 per cent. of any increase in deposits received. The consequence
has been that industrial and commercial firms, unable to obtain finance in the
market, have tended to seek credit accommodation from the banks, which are

France: Total ¢redits granted by the banking system,

Official Business credils
credlts
Period M Banking Other Total
system Ingtitutions

in milllards of French france

Amounts outsfanding at end of month

1848 December . . , . . . .. 1,278 850 ¥l g24
1849 Docember . . . . . P 1,397 1,129 107 1,206
' 1950 December, , . . , . . . 1,422 1,356 09 T1,574
195t March . . . . . . . ... 1477 1,383 204 1,647
June . . ... 1,454 1517 2T 1,794
September, ., , . . . .. 1,582 1,600 295 1,904
December. , . . . . .. 1,620 1,803 302 2,205

Annuval increasze

™M L + 183 + 380 . .
140 . . o v + 121 + 239 + a3 + a2
1050 . . vt v e + 102 () + 166 + 112 + 278
1950 . ... + 198 : + 548 4+ 83 + 63t

(‘) For detalls see Chapter VIl

@ As Frfcs 77 milliard of the Bank of France's credits were cancelled by book-keeping operations In connection
with the revaluation of the gold reserve, the nomlnal increase in official credits in 1950 amounted to only
Frfcs 25 milliard.



the less disinclined to comply with these requests since no ather source of
supply is avatlable to the would-be borrowers.

. 5. The steep increase in the volume of credit will be seen from the
table on page 3I.

While in 1950 the banking system's credits to the government increased by
a smaller amount than in any previous year since the war and while this relatively
balanced position was maintained during the first half of 1951, there was an abrupt
change in the third quarter, when the Treasury borrowed as much as Fr.fes 128
milliard, partly from the Bank of France and partly from the commercial banks. The
main element in the credit expansion was, however, the growth of business credits,
which, In 1951, increased by 40 per cent. for the banking system as a whole
and by 83 per cent. as regards credits of this type supplied by the Bank of
France. Some of the new credits were connected with the increased wvolume of
imports and the holding of larger stocks; but about Fr.fcs 142 milliard of the new

Bank of France: Principal items of the balance sheet.
In milllards of French francs.*
2290 - 2250
: @ ,"’ . A
2000 Al Total sight liahililes 2000
/Y
Nolgs in circulation
1750
1508
1250
mmercial operafions (13
1000
.__,_\mu 150
_ - Advances o the Stale (21
0 = ” 500
/ . |
P L.
] Gold and foreign exchange (3
L - I
Mf ot :jy l \ Gold reserve
= — s Forel Y
o R T P T T R Y AT T B TR e KN R RN AT M?I}elgq?’ﬁhﬁpgiﬂlﬁhn q
. 1947 {948 1949 1950 1951 1952 1953

* Figures for the Thurgday nearest to the end of each menth. :

() Bills discounted in portiolio, negotlable securifies purchased in France, 30-day advances and advances
against securitfes. .

{?) Liability of the state in respact of the gold deposit of the National Bank of Belgium, negetiable bills of the
Caisse Autonome d'Amortissement, interest-free loans to the state, provisional advances to the state and
Treasury bills purchased. T

(3 Gold reserve, gold loan to the Exchange Stabilisation Fund, fore}gn exchange holdings (sight funds} and
clalms on the European Payments Union, together with advances to the Exchange Stabilisation Fund,

() Same items as under (%), except for gold reserve, .



accommeodation came under the heading of “investment credits”.* ‘‘Pre-financing”
of investment is part of the normal business of the banking systemn, and it works
well provided the credits granted are currently repaid out of the proceeds of
issues of shares and bonds in the market or are replaced by other resources such
as ploughed-back profits; but, if there is no such unloading, the credits in question
become a source of inflationary expansion.

It should further be mentioned that in the second half of 1950 and the first
quarter of 1951 the Bank of France provided about Fr.fcs 6o milliard to finance
the surplus in the E.P.U. — a method of financing which involves an expansion
of credit without any ready counterpart in the form of current savings. And when,
from the autumn of 1951, France became a debtor in the E.P.U. and the foreign
exchange holdings were drawn upon to pay for the increased trade deficit with
other countries as well, there was no contraction in the volume of credit out-
standing; indeed, the expansion proceeded at an even higher rate.

6. After the middle of the year a new factor, of great importance for the price
level and consequently for the volume of credit, came into operation, namely the
administrative precedure for determining prices. This has particularly far-
reaching effects on account of its application to the price of wheat, This price is
fixed in the spring or early summer of each year by the government, which has to
take into account various cost elements. By this administrative action the price of
wheat was raised by no less than 3¢ per cent. in August rgsi, and the decision
thus taken led to other upward adjustments; in the autumn there were increases
in the prices of bread, coal and steel, as well as sugar, cil and electricity, and
in the minimum wage, and in January 1952 the tariff for electricity was raised
again, railway tariffs also were raised and plans were made for a sliding scale for
wages. These two sets of measures involved increases of 10 to 40 per cent. at
one blow and, whatever may be thought of the effects of earlier credit expansion
as an auxiliary factor, it is obvious that, once price increases on such a scale had
been officially sanctioned, the credit authorities could hardly refuse to allow them
to be financed. .

In France, qualitative credit restrictions had been introduced in 1947 and
quantitative restrictions in 1948, and during certain phases these were no doubt
helpful in moderating the credit expansion. But there were several devices (the
so-called “safety valves”) for permitting exémptions from the application of . the
“rediscount ceilings’” and other limits and, when real pressure developed (for
instance, when prices were raised by administrative decisions), the restrictions were
incapable of checking the expansion of the credit volume — nor could they stifle
the incessant demands arising from the fact that there was no properly functioning
capital market, - :

As the strain on the gold and foreign exchange reserves became more
intense, the Bank of France raised its official discount rate from 2% to 3 per cent.
in ‘October and again to 4 per cent. in November 1951. It was also laid down that
if a bank had recourse to rediscount beyond the ceiling applicable to it (the
maximum rate of excess allowed being, in any case, limited to 10 per cent.), it
would have to pay an extra 1% per cent. interest, i.e. 5% per cent. in all. Actually,
the rates at present charged for bank credits vary between 7 and 8 per cent., while
for middle-term credits the minimum rate has gone up to 7% per cent. (in accord-
ance with authorisations granted by the National Credit Council).

* The Frfes 142 milliard of investment credits have been financed in part from long-term savings
and in part by the budget (in particular, via the Crédit National, the agricultural credit institutions
and the Crédit Foncier); as, however, the budget showed a deficit and the volume of savings was
intiuﬁ‘icient, the result was a more pronounced pressure on the banking systemi emanating from
other sectors.



Early in February rgsz the government, seeing that the difficulties had not
disappeared, decided to cut the volume of imports, and later in the same month it
suspended trade liberalisation altogether, despite the adverse effect that such emer-
gency measures would have in the sphere of prices, Furthermore, in connection with
the budget for the current year, which still remained to be voted, higher tax rates
were proposed as a means of reducing the deficit; but it was feared — not without
reason — that, given the prevailing “‘inflation mentality” of the public, an increase
in taxation might easily touch off another rise in prices, especially if it applied
to taxes affecting the cost of production. The new government which came into
power in the first half of March has sought, instead, to reduce the deficit by
effecting economies (amounting to Fr.fes 110 milliard) and blocking investment
expenditure o the extent of Frfcs 95 milliard until the resources required can
be obtained from loans. A fiscal amnesty was declared, covering past sins; but
it was coupled with the enactment of much severer regulations and penalties for

the future, to ensure more effective tax collection.

Finally, in the second half of May 1952, 2 loan with a gold clause, carrying
mnportant fiscal privileges, was issued with the object of obtaining fresh money to
the tune of at least Fr.fcs 200 miiliard. Interest is at the rate of 315 per cent,
and the capital is ensured against a fall in the gold value as measured by the
quotations of the napoleon on the Paris market.

An impressive decline in the prices paid for gold bars and coins and
certain reductions in commodity prices are signs of a break in the inflationary
trend, but there is not yet sufficient evidence on which to judge how far the measures
taken are likely to be effective and under what conditions a balanced cost and
price position can be attained at home and in relation to other economies. The
fixing of the price of wheat for the harvest year 1952-53 at the same level as in
the previous year would represent an important departure from past pract1ce For
in France, in addition to a deeply-rooted “mﬂatmn mentality”, there is — as in
many other countries —— a long-standing ‘‘protectionist mentality”, which became
intensified during the depression of the early 1g930s, when producers and traders
sought to protect themselves against the fall in prices, and which received fresh
reinforcement from the regulations of the 1g940s, designed to minimise the effects
of wartime and post-war inflation, This mentality finds expression not only in
higher customs duties and other obstacles placed in the way of imports (some
of these restrictions being, however, occasioned by the lack of foreign exchange)
but also in a multitude of administrative rules and private agreements which, thoush
primarily affecting the internal econemy, nevertheless have their repercussions on
the balance of pavments, Now that world prices are no longer rising, influences
from abroad are, of course, one of the safeguards against strong upward tnovernents
of domestic prices and it is therefore most important, for France as for other
countries, that the liberalisation of trade should be resumed and gradually extended
to include the dollar area also. '

£

In France and the United Kingdom determined efforts are thus
being made to restore equilibrium in the economic situation at home and at
the same time to bring order into the balance of payments. Together, these
fwo countries and their respective currency areas account for about one-third
of the world total of foreign trade and about 55 per cent. of the
foreign trade of western Europe. This high percentage may be taken as
an indication of how important it is from the point of view of the world
economy as a whole that the attempts at rehabilitation now being made in



France and the United Kingdom should succeed. It also gives an idea of
the vastness of the problems with which these two countries are confronted:
if the home country alone regains its balance, this is not enough from their
point of view, the other members of their respective currency areas must
also adopt policies which are effectual in halting the drain on their reserves.

Because of these complications, it may perhaps be thought that the
policies pursued in countries with less comprehensive problems have no direct
bearing on those of the whole sterling and French franc areas, and that successes
scored elsewhere by such policies are no guarantee for their effectiveness in a
wider setting. But these other countries, too, have had their own serious difficulties
to overcome. It is sufficient to mention the presence of 8-9 million refugees in
western Germany, the rapid increase in population in Italy and the Netherlands
— both c¢ountries without any extensive sources of domestic raw materials -— and
the peculiar obstacles to which trade in agricultural products is exposed and
which particularly affect countries such as Denmark,. The paucity of monetary and
other reserves which has been characteristic of the position of the great majority
of European countries in recent years has set narrow limits to freedom of action;
this being so, the extent to which so many countries have now got their
own monetary and economic situation in hand is all the more remarkable,

In another way, too, these results are remarkable: they signify, in fact,
that the countries in question — and among them the United States, which
has been most decisively involved -— have not submitted meekly to the in-
flationary and other tendencies which swept over the world after the outbreak
of the conflict in Korea, but have been bent on influencing developments by
their own purposeful action. And in doing this they have availed themselves of
the various well-tried instruments at the command of the monetary authorities,
including a flexible interest policy, which had fallen somewhat into desuetude
since the depression of the 1930s. In recent years there has been a change
in emphasis, and the problem of monetary stability has been given more
attention; but a point which needs stressing (and which will receive more
comprehensive treatment in the next chapter) is the fact that there is no
inherent conflict between the pursuit of a policy aiming at higher production
and an endeavour to attain monetary stability. On the contrary, experience
has proved. that, in the absence of confidence in the currency, the amount
of resources set free for development purposes will remain inadequate.



II. The Volume of Production and Monetary Stability.

When the Marshall Plan was launched in 1947, there were three main
tasks to be undertaken in the participating countries:

(1) to increase production;
(i) to get rid of inflation, with a view to restoring monetary stability; and

(iil) to establish a closer co-operation within the group of participating
countries which is often referred to as “western Europe” although
Greece and Turkey, for instance, are included in it.

The setting-up of the Organisation for European Economic Ce-operation
(the O.E.E.C.) provided a centre for the co-operative effort. Thanks to this
organisation some important problems have been dealt with through common
agencies and, over a wide field, principles adopted in concert have been
applied. But the nature of the task of reconstruction was such as to make it
essential to concentrate, in the first plziqe, on an expansion of productton and
the attainment of financial balance in each individual country. Each
government therefore had to take the necessary steps to eliminate its budget
deficit, and a special E.C.A. mission, primarily responsible for the drawing-
up of procurement programmes and for the release of counterpart funds
was sent to each beneficiary country. Well over 95 per cent. of the Marshall
aid for Europe, which in all amounted to $12.4 milliard, has been allotted
to individual countries under arrangements which, even on the technical side,
varied from country to country, as will be seen later on (cf. page 50).

There can be no doubt that progress has been made along the lines
marked out, although the advance has been more spectacular in the sphere
of production — especially industrial output — than in the sphere of mone-
tary affairs. This has not been a matter of chance but has been largely due
to the fact that for a number of reasons, summarised below, attention came
to be devoted in the first place to the task of nursing the productive forces
in the various countries:

(i) In a number of enterprises where maintenance had been deferred during
the war and where damage from other causes was more or less slight, a
relatively small investment of fresh capital sufficed to put industrial and other
plant in working order, and production could thus be increased fairly quickly
ik many branches.

(if) Once certain troublesome bottlenecks were eliminated (shortage of electricity
being a typical example), production could go ahead in a range of industries
in which it had not previously been possible to utilise existing capacity to
the full. Often the arrival of some badly needed material or machinery from
abroad would make all the difference to the level of production in a particular
branch of industry — this being one of many examples which could be
quoted of the invaluable contribution made by Marshall aid to economic
recovery in the recipient countries. '



(i) As a result of the continuous natural increase in population {and, in some
cases, through an influx of refugees as well) manpower reserves were available
in many countties, and it seemed important to give priority to the pro-
vision of the fresh plant and equiptnent required for their efficient utilisation.

(iv) In many quarters it was considered that, until supplies of goods and services
were more nearly back to normal, price control could not be abolished and
the price and cost system in general could not be set free.

(v) Tinally, there was the example of the United States. In that country the
enormous war effort had been sustained essentially by an ali-round increase
in production, and to Americans, in particular, it looked as if the most
immediate task in Furope was the introduction of more effective technical
methods in industry, etc.

One consequence of the attitude thus adopted was that the monetary
aspect of the reconstruction drive was pushed somewhat into the background,
with the result that much remains to be done in otder to put the monetary
mechanism into proper working order. It is still a moot point whether a
more purposeful and widespread attempt to combine efforts in the direction
of industrial progress with the taking of more rational measures in the mone-
tary field would not have restored equilibrium and general well-being more
quickly and more surely. As things have turned out, it can at any rate be
said that there has been a remarkable increase in production — and this, of
course, is in itself a great boon for western Europe and a help in the present
circumstances.

The data most commonly quoted to illustrate changes in production
are the indexes of industrial production as calculated in the various
countries.

Industrial production.

" Yearly averages for
Countries 1982
1846 1947 1948 1949 1950 1851 March
Index: 1938 = 100
Auvstria (). . .. ... .. . 5709 o2 125 145 168 168
Belgium . . .. ... o 89 114 121 122 125 144 . 1403
Denmark. . . . .. ... 101 116 128 138 153 154 151
Flpland .. .... v e s . "y 133 143 145 172 1683
Francd . . . . o4 o0 v s =2 3 99 113 123 123 138 150
Germany (western) . . . 29 a3 &3 76 86 115 1e
Gréeco(‘). e 53 67 Ta B7 110 125 124
Ireland , . . .. ... .. 112 =21 132 151 167 172 .
taly & .o ei v . . 83 99 105 120 137 137
Netherlands . . . . ., .. 74 94 12 128 138 145 148
MNorway . ... ..... 100 116 126 132 141 148 153
Sweden .. .... . 1356 140 148 154 160 167 170
United Kingdom . .. .. 102 110 123 132 143 147 153
Canada, . ........ 158 172 - 178 181 194 208 2038
United States . . . ... . 192 210 216 1897 225 247 247

(' 1937 = 100. ) Estimate. ) February 1952, %) 1939 = 100,



Volume of industrial production.
Indtex: 1938 = 100,

o\

0

Ll ]

Feld

00

’W"\

" r

AN

Canada

|

i

20f

100

i

!
B
AN

Irefand

140 [

120

hd |

N

i et A

NN ]‘/ v i
- /”\(\TMTW ;
A

y.

'\I\f
¥

i
Nethertand:

]

PIIIrIIr

|r||||'r|1|r

Il]|[lfl|||

ulidaod

.LLlLIJI.IIJ_l

iin

lLHIHI_I

udidul

1347

Ll N

1948

1949

1950

1951

152

1853

240

20

006

Teb

140

160

120

W

i20

140

100

as a whole

For western Europe
it is cal-

O I8 WS 1950 ien w8 culated that in 1951
rimr LT LY L LN LN LEL LY 1L TIH{FHT AT THpeT . .
D O B BN A IR R the volume of industrial
“ GnfedSies 0 production was. about

40 per cent. larger than
in 1938. By the spring
of 1952 the total volume
showed a further in-
crease, although the ex-
pansion has recently been
somewhat less rapid than
was the case up t0 1951
and some countries have
had no part in it. For
a number of countries

1938 had been a for-

tunate year of high in-
dustnial activity; 1 Italy

“and Germany this was

largely the result of a
speeding-up of arma-
ment production, while
Finland and Sweden
had reaped the benefit
of a strong and sus-
tained demand for their
principal export goods.
For some of the other
countries, however, 1938
was a year of reces-
sion, in which they ex-

perienced the repercussions of an internal setback in the economy of
the United States., But, whatever reservations have to be made with regard
to the countries for which 1938 represents a low starting-point, there
can be Ittle doubt that, when indexes of industrial production show
increases of 40 to 50 per cent., this really indicates a considerable rise
in output,

Since an increase in production forms the basis for an improvement
in the standard of living and, indeed, enables the economy to meet
heavier expenditure at home and abroad, it may well be asked why,
even now, so many European countries have great difficulty in finding
enough resources to cover their consumption and investment requirements
and to ensure the all-important restoration of equilibrium in their balances
of payments. To some extent it is the old post-war difficulty of a
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Volume of industrla) production. widespread lack of bal-

Index: 1938 = 100, ance in the conditions
0 e | of world rade (st
- E ampering  triangular
e I Ya f\!}weden i b settlements and the pay-
160 '_fTHv i6d ment of debts), while
oz ‘ o another and even more
g 1 important factor is the
e v U hop p excessive expansion of
wl L pM [\fuw_a, To money. and credit. in a
i IJ] {J\f hd { r J number of countries or,
120 Ju" A ] in tore general terms,
100 f—- . 100 the failure to master the
i ""‘/" A 150 monetary problems. But
o i FV [ [\ to a considerable extent
148 A v 140
- F Denmark . the difficulty may also
n ,\A u ! ' “ | be explained by the fact
wo - { - - 80 that, fc?r most coun-
“ gkl Finland it tries, indexes of in-
o R /\JV“ | ' @ dustrial production
B T Y J must not be looked
’NI_—‘*'/ - "\ Al Germany 1o on as giving a true
- /y\/‘\’ - picture of the real
o / ' - o increase in the na-
P A 7 1% tional income. There
@ B /"’J ‘Mshh N 160 are se‘veral reasons why
- ,..\/ | A L " the increase in the
0 J« | - national income (in real
2 —[‘/ f nf\_smce 1% | terms)has generally been
100 ——-'— o/ AW, 120 much less than the per-
ol L / 110 centage increase shown
- N_y A / v y by the index of in-
B p.T Sl g dustrial preduction.
o A do Y bl it o dwdicdecie wiberocebvaleslibagbvelibvilonl gg

o 1947 198 1969 1950 11 1952 1953 In the first place,
there are certain purely
statistical reasons why
the ordinary index may
overstate the rise in industrial production: being published monthly, - the
index Is necessarily based on a sample of industry, usually limited to
the larger firms. Much depends, then, upon what particular data are
chosen; in the United Kingdom, an unofficial index (published by the
London and Cambridge Economic Service) shows a rise in production of
41 per cent. between 1935 and 1950, whereas the official index, in its commonly
quoted form, shows an increase of 59 per cent. Moreover, a yearly index*

Note: For Austriat 1937 = j00, For Greace: 1939 = 100.

* Caleulated by C. F. Carter and published in an article in the Bulletin of the London and
Cambridge Economic Service for August 19sr.



United States: Index of industrial production,
Monthly index: 1938 = 100.
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compiled on a much broader basis shows even lower figures of increase
than those of the monthly index of the London and Cambridge Economic
Service.*

Percentage distribution of employed population.

Countries Yeoar Industry Agriculturs occg:)::irons
in percentages
Austria ., ... ..... v e s 1951 32 40 238
Belgium. . . - v 4 v v o v s e 1950 46 ir 43
Denmark , + « . v v v v v v v e 1951 32 28 40
Finland , ., .. ... ... e e e 1940 i9 57 24
France . . .« v v v v v v v v v s 1946 : 29 36 as
Germany (western)}., . . . . . . . .. 1950 44 22 34
Haly . o v o v e e v v e s e 1948 23 49 28
Metherlands. . . . . . « .« v v v« Co184T 32 % 49
NOMWAY . .+ v o v v o b n s nn s v 1950 32 a1 37
Sweden . . . . ..ol 1945 a7 25 38
Switzerlgnd - . . . o - v e 1044 13 27 35
United Kingdom . . . .. ... ... 1951 s0 5 45

Naote: The variations. from couniry to country are considerable, the range being at its widest between Finland,
with 57 per cenf.employed in agriculture, and the United Kingdom, with-anly 5 per cent, As broad averages for
western Europe, it would appear that the percentages of the working {’o?ulaﬁon employed in the various
branches of the economy are as follows: somewhat less than 40 per cent. for industzy. less than 30 per cent.
for agriculture, and 35 per cent. for varlous services (including commerce, transport, domestic service and the
tncreasingly important government services).

* A rather different factor making for misleadingly high index figures is apt to come to the fore in
wartime, when more than half the country’s industry is concentrating on production of weapons
of all kinds {including tanks, armoured cars, etc.), During the second world war, armaments were
mass-produced with all possible technical aids, especially in the United States. The growth of such
output, together with the working of longer hours during the emergency, will lift the industrial
index to a level which the more varied peacetime production, working in response to civilian
needs, will not so readily attain,



Secondly, it must be remembered that those engaged in industrial produc-
tion form only a part — as a rule, not more than a third — of the total
working population, and in the other branches of the economy (especially
in the various setvice trades) the rise in output has generally been at a much
lower rate.

In itself, however, the distribution of population cannot be taken as a
measure of the contribution of each branch of the economy to the national product,
one reason being that much more capital per person employed is invested in
industry than in agriculture. The following table gives, for a number of countries,

a comparison of the percen-

The distribution of population and the tages of industrial and agri-
contribution of industry and agriculture to the cultural population with the
national product.® contributions made by each

to the -mational product.

Industry Agriculture

_As a broad approxi-
Countries Populafion n?trlg?al Population n(a;trig?al ?m"m“' u WO.UId.. Seetn tha:t,
product product in the countries included in
In percontages the table, industry empflo;;ie_ld
35 to 38 per cent. ¢ e
?e“mrk """ 2 % 2 22 labour force but accounted
Inland . . . ... . 19 28 51 30 £ bout ¢ £
France . . . . . .. 20 40 28 16 or about. 45 per cent o
Germany (western) .| 44 55 2 12 the gross national product,
Maly + oo vvv..| 28 34 49 2 while the corresponding per-
Netherfands, . . . . 32 3 19 1?2 centages for agriculture were
Norway. . ... .. 32 46 H 15 some 25 1o 27 per cent.
United Kingdom . . 50 48 5 5 and about 15 per cent. This

* The moat recent posf-war data have been used, but for Finfand only c1rcumstanc?' may somewhat
pre-war data have been available. reduce the importance, from

2 national-income point of
view, of the relative lag in agriculture, although from a general point of view
it remains a sericus matter for a continent which has to import as much of its
food as Europe must.

Unfortunately, the improvement in agricultural production has Jagged far
behind the improvement in the output of industry. The United Nations Economic
Commission for Europe estimates that for Europe as a whole industrial production
in 1051 was about 40 per cent. above the level reached in the late 1930s, while
agricultural production exceeded that level by a small percentage only.

It is no easy matter to calculate the ‘‘real product”, and estimates of it
differ considerably. According to an investigation by F. W. Paish (published in the
Bulletin of the London and Cambridge Economic Service for March 1952), the
“real product” (i.e. the total output of the economy valued in constant prices) of
the United Kingdom was about 21 per cent. higher in igso than in 1938 (as
compared with an increase of 43 per cent. shown by the official index for in-
dustrial production).* But not even the figure of 21 per cent. represents the

* The real product of the United Kingdom has been estimated not only by F. W. Paish and C. F. Carter
but also by Colin Clark (Review of Economic Progress, July-August 1951).

ANl three estimates agree that the real preduct tose substantially less between 1928 and 1950
than did the official index of industrial production, which showed an increase of 35-43 per cent.
The discrepancy is even more striking for the period from 1946 to 1950: whereas the official
index of industrial production rose by 40 per cent., Carter estimates that the output of industry
increased by 3o per cent., and the contribution of services (excluding defence), together with that
of agricaliure, by only 11 per cent. He arrives at an increase of i5 per cent. in the total real

{ For end of footnote see next page)



increase in the country’s ‘real national income’; for it is necessary to deduct
losses in income from overseas investments and those resulting from a worsening
of the terms of trade. Moreover, it was out of the increases in this “real national
income” that, in 1950, amounts had to be found for (i) an improvement in the
balance of payments (instead of a deficit of £70 million in 1938 there was a
surplus of £221 million* in 1950); (ii) higher expenditure on gross domestic in-
vestment; (iii) increases in government expenditure; and (iv) increases in personal
consumption. The following table shows the main figures according to Palsh’
estimates.

It will be seen from
United Kingdom: tncrease in real output and +the table that the real na-

expenditure between 1938 and 19590, tional income rose by only
Absotute : 15 per cent. and that —
amount in addition to a moderate
°*b“'t‘;'”°° iPerceMa(u:) increase in investment (by
giwean ncreasa
Htems 1638 and 1060 | betwesn 1938 | & Per cent.) and a sub-
(in millions of ) and 1850 stantial increase in govern-
purchasing : ment outlay — part of the
power) country’s resoutces was ab-

sorbed by the Improvement

:::reaseln total output. . . . . 1,166 + 2¢ in the balance of payments

aduct nat losses: . .

in income from overseas invest- (this being a short way of
MEME o it u v n e 130 . referring to the combined
f?s{ult:‘nu from worsenlnsofterms " effect of the elimination of
orfrage . . . . . . . T . .

Remains: increase in raal national the 1938 deficit and of
income . . ... .. Cee s % | +75 the emergence of a surplus

Used for: which was the counterpart

1. Improvemantan the current account of an export of capital and

. ;)f the balanf:‘e of payments . , , 154 . of certain repayments of

. Increases in: v g agesn . .
gross domestic investment . . . 86 + 8 liabilities incurred during the
government current expenditure . 244 + 33 War)- As a ‘res‘-ﬂt’ :‘he real
personal consumption . . ., . . 405 + @ amount available for per-

sonal consumption was only
9 per cent. larger in 1950
than in 1938, as compared with an increase of 6 per cent. in the total population
and 12% per cent. in the employed population.

These estimates are admittedly no more than approximate but they serve to
indicate the order of magnitude of the overall changes in real income and consump-
tion, the results being more in conformity with everyday experience than the often

product, as compared with an increase of only 8 per cent. according to the estimates of Clatk and
Paish. It is agreecl that production for civilian purposes rose faster than the tofal product: Carter
estimates the increase in the former at 21 and in the latter at 5 per cent., this divergence being
connected with the reduction in the defence establishments. He estimates that the civilian labour
force increased by 12 per cent., so that the increase in civilian “productivity’’ amounted to only
8 per cent. during four years of recovery from war — which gives an average annual increase of
about 2 per cent.

All three estimates are based in part on guess-work and it is, therefore, very difficult to judge
how far- those of Clark and Paish, which in substance agree with one another, are to be preferred to
that of Carter, which shows a somewhat larger rise in the real product. Carter’s estimate is based
on direct calculations of production, whereas those of Clark and Paish are obtained by deflating
the official ﬁgures of gross national expenditure at current prices. 7075 per cent. of gross national
expenditure is accounted for by personal consumption, for which Clatk and Paish are able to use
the official estimates at constant prices; the really dubious items are the price indexes used to deflate
investment and government current expenditure.

¢ The surplus of £221 million, as given in the text, is expressed in current pounds, while in the
table the figure for the itemn “imptovement on the current account of the balsnce of payments”
(£154 million} is given in pounds of 1938 purchasing power.
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over-optimistic 1mpress:on received from ﬁgures which reflect the development of
industry alone and in which no account is taken of the laggmg behind of other
branches of the economy,

Increase in industrial production and real In the accompanying
national product between pre-war and 1950, table a comparison is made,

for a number of countries,

Gross national |  between the rise In the
Industrial product .
Countries production | . 1038 prices | index of industrial pro-
indexes: 1938 = 100 duction and the increase
in the real national product
Austria ) . . . . ... 145 100 betw
een 1033 and 1930.
Belgium .. .......... 125 108 93 95
Denmark . . . ......... 153 130
Finland . . . . . . Ce e 145 120 For western Eu'rope
FYamce « v vv v vness - 123 112 as a whole real national
Germany {western) . , . . .. 114 118 product would seem to have
Maly. ..... SRR 120 1o7 increased by something like
Netherjands. . , . .. .. ... 138 125 _ t bet 1018
Norway . . . . .. e s . 141 144 3} 20 per cent. ween 9‘3
Sweden .« . i . st 160 134 and 1951, as compared with
Switzerland . . . . .. .. - . 128 the 40 per cent. advance
United Kingdom . . . ... .. 143 121 in industrial production.
Canada « . v v 194 194 But even the increase in
United States . . . . . ... .. 225 - 198 real national product can-

(") 1937

vy ® 1995 — 100, not be taken as a reliable

@ It should be noted that, In recent years, Norway's shipping and measure of the true im-
7

whaling actlvities have yielded a high rate of Income,

eré has

alse been a great development of building and construction, and  provement in the Supply

ihis is not included in the data upon which the index of industrial
production has been computed. of goods

and - services,
since it is still necessary

to allow for the effects of three kinds of malad]ustment which in

SOnme

cases may be fairly serious:

(1)

(in)

Where there are important shortages and bottlenecks the increase shown
for national product is an inadequate guide to the true state of affairs. For
instance,  in the United Kingdom coal production in 1950 was still 10 per
cent, short of the 1938 output, and building activity in general was 7 per
cent. lower as measured by the official index of industrial production, while
the construction of permanent houses was as much as 45 per cent. below
the 1938 level. In both cases the supply was greatly inferior to the demand.
The index of production is a true guide only if supply and demand are
roughly balanced; if they are not, a fall of, say, 1o per cent. in the pro- .
duction of some essential goods is not really compensated by a 1o per cent.
rise in the production of goods which are needed less urgently but which,
of course, add to the statistically recorded volume and value of industrial
output. It should be borme in mind that, in a number of countries, it is
not “luxury” consumer goods that have been in short supply, but actually
some of the most essential things (food, coal and houses), so that this
particular maladjustment is one which must be said to be quite serious from
a social point of view. -

A kindred distortion may arise from a curtailment of foreign trade,
since part of the real value of a country’s production is derived from the
fact that it can serve as a basis for an exchange of goods and services with
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other countries. The liberalisation of trade during recent years has helped to
increase the real benefits ensuing from the production efforts in the various
economies; so much the more are recent setbacks to be deplored; and so
much the more urgent, even from a social-welfare point of view, is a
speedy relaxation of trade restrictions, together with an all-round return to
convertibility.

(u1) Proper attention is usually given to divergences between industrial and agri-
cultural production but there is sometimes a tendency to overlook the fact
that very considerable differences in output may be found between
the main branches of industry itself. In Austria, for instance, the
output of durable goods increased by 107 per cent. between 1937 and
1951, while the output of non-durable goods went up by only 28 per cent,
On investigation it is found that, to a very large extent, these differences in
output reflect differences in investment. The use made of the Marshall aid
counterpart funds shows that investment was concentrated on the expansion
of basic and power industries, the communications system, agriculture and
forestry, while manufacturing industries (which actually employ some 6o per
cent. of the Austrian industrial labour force) received véry little. Handicrafts,.
along with commercial enterprises, had to obtain their financing from an
extension of credit by the ordinary banking system, which alse had, as a
rule, to provide the working capital needed for all branches of the economy,
In Austria (as in some other countries in which similar lines of policy were
adopted) such an investment policy inevitably became a factor leading to
inflation; for, given the paucity of domestic savings, it actually led to an
excessive use of bank credit. '

In addition, the kind of investment in question has led to production
of goods at a rather large number of removes from the consumer, with the
result that, for a period of two, three or perhaps even five or six vyears, the
supply of goods available for consumption will actually be smaller than would
have been the case with 2 more even expansion of economic activity.
Nobody denies, of course, that electricity and steel are useful in the develop-
ment of an economy, but it stil remains a question of propottion. There
are several disadvantages resulting from a lopsided development of industrial
output; it is, for instance, not always sufficiently realised that the possibilities
‘of a non-inflationary increase in wages will be determined by the available
supplies of consumer goods (including agricultural products) and certainly not
by the rise in the general index of industrial production.

It ts of some interest to note that in western (Germany investments in
basic industries came to be restricted for a number of reasons, For instance,
the ownership of mines, ironworks, etc. was in many cases not definitely
settled; the prices paid for some commodities, including coal and steel, were
kept down, partly by international control, and thus provided only a limited
amount of funds for self-financing; and other considerations also (e.g. the
high level of interest rates) led to a preference for investment in consumer-
goods industries, where money invested (in machinery, etc.) would not, as
a rule, have to be tied up so long. Since the production process is generally
much shorter in the consumer-goods industries, one result of this investment
policy was that at an early stage the market was filled with goods available
for domestic consumption and export. There can be Lttle doubt that the
rapid recovery in German exports, as well as the balance comparatively
quickly attained between the volume of money and the supply of goods
and services on the internal market, had some connection with the orienta-
tion of Germany's investments towards shorter-term goals,



It is interesting to observe that the differences in the rate of develop-
ment of the various branches of the economy noticeable, as mentioned above,
in most European countries are not to be found in the United States and
Canada; there, the output of other branches of the economy has expanded
almost as fast as that of industry. The following table shows, for the
United States, the development of industrial production and the total
national product with 1929 as basis. In 1938, which was a year of recession,

industrial production fell more sharply than

United States: the total national product, whereas over
Industrial production and longer periods they have shown a parallel
total national product, expansion. With its freedom from hampering
controls, the United States has avoided most
Indexes of of the distortions characteristic of post-war
Year industrial |real national | economic developments in. so many European
production product . .
countries: owing to the abundant supply
1929 . . 100 100 of savings, heavy investments in plant and
1937 . . . 103 102 equipment of industrial enterprises.have not
1938 . . . CII %9 reduced the means of financing expansion
1946 . . 185 161 in other directions, Only in 1950-51, when
1949, . . 160 167 large new armament factories had to be
1980.. . . 182 180 set up, were certain restrictions imposed
1951 . . . 200 193 . o .
on the financing of building projects and on

consumer credit (see page 17); buf, thanks
to the ample flow of savings, it was not even necessary for the restrictions
in question to be very severe, and it was found possible to relax them
again in the spring of 19s52. '

It is not always sufficiently realised to what extent a difference
in _capital resources accounts for the difference in efficiency

between European and American industries. Naturally, it is not the
only factor: differences in the size of the market play a réle; European
enterprises, having a longer history and a correspondingly greater reliance on
the past, are generally not so ready to make technical and other improve-
ments as their American counterparts; American labour is co-operating more
willingly in measures of rationalisation; bigger prizes are the reward of those
who succeed, and this may mean that more capable men are attracted to
engineering and similar occupations in the United States than is usually the
case in some of the countries in Europe. All this has to be taken into
account; but the two outstanding differences are the greater abundance of
natural resources and, still more, the higher degree of capitalisation — bring-
ing with it, inter alia, the greater use of motive force — in American
industries.

It is difficult, in this field, to get significant data regarding recent years
for comparison, In the following table, for instance, heat requirements, shown
together with the consumption of motive power, certainly introduce an element of
non-industrial use; but the differences from country to country are so great,
particularly in a comparison between Europe and the United States, that the
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Heat and motive power inclusion of heat requirements does not prevent

consumed. the table from giving a wuseful indication of

] 1949 the amount of capital resources available to
Countries T milliards of the various economies.

g?lmew;&:ﬁ:g There is undoubtedly, in the Umted States,

United States . . . . . “ more fixed capital per operative — and, as far

_ as motive force in particular is concerned, it

:::;';:m'““"d"m ce 'g suffices to quote the President of the General

Germany iw;;te'm') i Electric Company, Mr P. D. Reed, who in a

NONWAY « » » v e v o . 6 speech to the E.C.A.-sponsored International

Sweden . . . ..., 6 Conference of Industrialists (in November~

France (and Saar) . . 5 December 1951) explained that “motive power

Finland . . . . . ... 5 is the corner-stone of greater efficiency” and

Denmark . . . . . . . 5 added that ‘“‘the United States produce about

Netherlands. . . . . . § 40 per cent. of total world output with only

Switzerland . . . . . . 3 7 per cent, of the world’s population because’

:::::‘"“ """ = f they produce some 40 per cent. of the world’s

Portugal . . .. ... 1 motive power .

Average for the thirtesn It is, moreover, beyond dispute that in
European couniries almost all European countries the machinery
listed abave . . . . 4 in use is older than in the United States and

* As published in the Economic Bulletin for  that the rate of replacement is insufficient, not
Europe, Geneva, Aprll 1852, only from the point of view of physical wear

: but also from that of technical obsolescence.
Expen ditu re on amortisation The accompanying table ShOWS estimates Of the
according to national-income  expenditure for amortisation, in current doliars,

statistics. in the United States and in a number of

1998 1950 ~ European countries.
Countries in_current doliars By 1950 the difference between the amounts
per hoad of population 1 oot aside for amortisation in the United States and
United States . . 0 140 in the other countries had become much more
United Kingdom . 50 65 pronounced than it was in 1938; and, considering
France . . . . .. 8 40 that the dollar today buys no more than one-
'th:';manv (western) ?:' ;:_ half of what it did in 1938, it is clear that it is

only in the United States that the amortisation
* 1930, . has kept in step with the rise in prices, while in
the European couniries included in the table the
real value of the amortisation has gone down. The damaging effects of delayed
maintenance and repau' are obvious, and it is regrettable that insufficient amorti-
sation is often due, in part, to the all too common practice of allowing tax-free
amortisation solely on the basis of the original and not of replacement costs.

Up to a point, the size of the available market is clearly one of the
factors determining the opportunities for large-scale capital investment (that
being one of the reasons for its influence on the efficiency of industry). But
there are few countries in Europe which have not, in most branches, a
sufficiently wide internal market to allow the formation of optimum units of
production — and, incidentally, it would be a grave mistake to suppose that
in the United States all middle-sized firms are being weeded out (according
to the census of 1947, one-third of the value added in manufacture by all
manufacturing establishments was contributed by those with 1,000 or more
employees, while those with fewer than 500 employees were responsible for
about 54 per cent.). For both smaller and larger countries in Europe. there



is, moreover, the world market, offering possibilities to exporters. Part of the
success of Switzerland is due to the strength of its export industries (another
important factor in this case has been the preservation of peace, which has
permitted a continuous formation of capital unimpaired by great material
destruction).

Now that Marshall aid has disappeared (and is only partially replaced
by “economic aid”), it is not only the dollars available for foreign purchases
that are being missed but also the counterpart funds which had provided
means of financing investments (the payment abroad and the financing at
home being, of course, simply different aspects of the same thing: the effec-
tive receipt of the aid). When funds are in short supply, it may be tempt-
ing to look to credit expansion for additional resources — just as
in the early post-war years, when needs were pressing, reconstruction was
pushed on, even at the risk of a dose of inflation. But it is not at all certain
that the volume of investment will get more than very temporary support
from such a credit policy. For, in the first place, the expansion may lead to
a deficit in the balance of payments liable to jeopardise the continuity of
supplies of raw materials from abroad — in which case there may be serious
consequences for the state of investment and employment, Moreover, it is
very likely that, after a time, resort to credit devices will no longer produce
any real resources. In the early stages of an inflationary process, when in a
number of sectors prices and earnings are rising fairly slowly, it is generally
found possible to extract ‘“forced savings” (as they are often called) from the
community; but once people have woken up to what is happening they become
anxious to protect themselves by speeding up their purchases — and as the velocity
of circulation increases, not only will the extraction of “forced savings” come to
an end but there will also be a decline in the rate of ordinary saving. When
this happens, the flow of domestic funds will dry up, and inflationary credit
expansion w1ll have become useless as a method of moblllsmg real resources.

Y it] faced withh a difemma

— they are left with no chcuce but to arrest the process of inflation if they
do not want economic life to be disorganised and the employment position
to be seriously impaired. It is due to a more profound understanding of this
compelling necessity that during the last few years so many countries have
taken steps to rectify their currency position, in an endeavour to restore the
degree of confidence requisite for a continued flow of personal savings. Once
the proper monetary measures have been adopted, the response of the public
has often been astonishingly prompt and has been 1mmed1ately visible in an
increase in savings.

How dependent investment activity is on a smoothly functioning mone-
tary system may be illustrated by an example from France. It has often
been asserted that investment in that country was at a very low ebb during
the inter-war period from 1919 to 1939, which was characterised by uncer-
tainty and recurrent crises. There was, however, one really healthy inter-
Tude, from 1926 to 1931, during which, confidence in the franc
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having been restored, the French economy was not exposed to the effects
of either inflation or deflation. Thus in the five vears from 1926 to 1931
the use of motive power in manufacturing industries went up by 50 per
cent.; there was great activity in the building trade; and the volume of industrial
production in 1930 stood about 4o per cent. above the 1913 level.* At the
same time, these years were characterised by a surplus in the budget and
in the balance of payments and also by relatively stable prices. Thus, during
the period when the monetary mechanism was working well, the private
economy in France showed great vigour, and impressive progress was made,

Before the stabilisation in 1926 the French economy suffered from
recurrent bouts of inflation; and from 1930 onwards it was involved in the
world-wide deflation. Both these trends are disastrous for economic life. It is
only natural that, after years of rising prices, “resistance to inflation” should
seemn the primary monetary task. But it is not enough simply to dis-
continue inflationary financing of government budget deficits or of extensive
investments; there has to be a return to sensitive money and capital markets
and also to a market mechanism in the field of exchange transactions,
so that indications of a shift in demand or supply will be given in time,
thus permitting suitable counter-measures to be taken while adjustment is still
a fairly easy matter.

Perhaps it needs to be said again that an increase in produc-
tion does not in itself suffice to solve the monetary problem and
cannot even be regarded as a sovereign remedy against inflation. This is
almost self-evident when the process of production (including the initial
investment required) is financed by means of an inflationary credit expansion;
for in that case new money generally makes its appearance in labour, com-
modity and money markets long before any new goods and services become
available. But even when there is no such patent misuse of the possibilities
of credit creation, it must be remembered that production is the main source
of income ind that an increase in production will (under a flexible money
system) be followed as a rule by a corresponding increase in money income
and consequently in expenditure (for consumption and investment). If there
is already a redundant supply of money and if fresh requirements in the way
of working capital continue to be financed, as is the normal procedure, via
the banking system, it cannot be taken for granted that an increase in production
will automatically absorb part of the monetary purchasing power already
existing or fill the gap in the balance of payments. For this reason, expanding
production is by no means incompatible with rising prices. The ‘‘supply of
money” increased in the United States by three and a half times between
the end of 1938 and the ¢nd of 1946, but a surer indication of the fact

* An increase of 40 per cent. in the seventeen years between 1913 and 1930 (including over four
years of war} represented a significant improvement, since 19i3—14 had marked the peak of a rapid
industrial expansion. As 1938 was a year of depression (with a volume of industrial production about
30 per cent. below that of 1930) a 40 per cent. advance between the last pre-war year and 1951
is less remarkable. Over the period of twenty-one years between 1930 and 1951, the index of industrial
production has registered no net increase.



that the increase was excessive is the change in the ratio between the
supply of money and the national income, which rose by 30 per cent. during
the same period (see Chapter VII). The increase in American production was
not in itself sufficient to absorb the excess money; prices had also to rise
before a genuine balance was established; in the four-year period between
1945 and 1949 wholesale prices rose by over 45 per cent. and it was not
until the latter year that equilibrium would seem to have been attained —
only to be upset again in the following vear by the outbreak of the conflict
in Korea.

When in the course of a world war — either the first or the second —
there was a rise m prices, people felt it to be in a large measure unavoidable and
really only asked that it should be kept within as narrow limits as possible;
consequently, so long as the authorities took reasonmably prompt steps to
restore a fair degree of stability once the emergency was over, the confidence
of the public in the national currency was not seriously impaired. When,
however, prices continued to rise and the monetary situation continued to
deteriorate under conditions no longer recognised as overwhelmingly difficult,
the general attitude became one of growing suspicion and unwillingness to
trust in the national currency. It is worth while remembering that, even in
the United States, the general public became very uneasy for a few months
in the late autumn and winter of 1950-51, when it began to entertain doubts
with regard to the national currency — and it was fortunate, indeed, that
the situation was got under control before any real injury had been done to
confidence tn the dollar. For countries on the continent of Europe where
the public has seen the currency- depreciating vyear after year, it is most
Important to make sure that no lapse occurs once stability has been attained.
When so much can be lost through a resurgence of mistrust, it is better to
be cautious and to recognise that — to say the least — experimenting with
credit-expansion. devices is now out of place; the full re-establishment of

—  ——mnonetery—order—is—atask that—camr o Yonger be postponed. It is being more
' generally realised that a successful accomplishment of this task will call for
a fairly speedy return to convertibility — and, thanks to the progress made
in monetary as well as other affairs during the last few difficult years, that
goal, which to most people seemed so distant only a year or two ago, need,
perhaps, no longer be looked at through a telescope. Monetary developments
during recent vears show that some important problems still remain to be
solved, but they are by no means unsolvable, '

1. In most countries, one of the great difficulties resulting from the war
has been the redundant supply of money and excessive liquidity.
There is no need to revert o the various steps which have been taken to
reduce the volume of cash in the hands of the public (either by a once-for-all
cut or by sterilising part of the amount of notes and deposits outstanding)
and to render the floating debt more innocuous (these matters having been
currently reviewed in previous Annual Reports of this Bank). In this
Report reference has already been made to the funding operation and to
the increase in interest rates on the money and capital markets in the-



United States and several other countries — one important objective of these
measures being to prevent an undue ‘“monetisation” of debt.

Of interest in this connection is the use made of Marshall aid
counterpart funds* for the purpose of reducing excessive liquidity in the
market. For the whole period from April 1948 to the end of December 1951
allotments to various European countries had been made of $12.4 milliard, of
which $9.3 milliard had resulted in the accumulation of counterpart funds,
as shown by the table.

It is not only the amounts used for “financial stabilisation” (i.e. the
repayment of government debt) that influence the state of liquidity but also
the accumulation of unused counterpart funds and even, in the exceptional
case of the Netherlands (see below), amounts devoted to '‘promotion of
production” and the so-called ““other purposes’.

Counterpart funds available for withdrawal and amounts approved
for withdrawal up to 31st December 1951,

Amounts approved for withdrawal
" moyee | Dol
Countries Pror:?ﬁon F;;'laa’;ﬁi.al Other Total appf?:ed " or
production sation() purposes approved | withdrawal | Withd rawalc)
equivalents in millions of U.S, dollars
Franes ..., ....... 2,031 (9 171 280 2,482 o 2,402
United Kingdom . . . .. 2 1,707 2 1,741 1 1,712
Germany (western) . . . . 728 - 240 68 102 1,070 (%
ftaly . . . .+ v oo 696 _ 247 243 109 1,052
‘Metharlands . . . RIS 239 (8) _ e . 329 455 785
Gresce ... ... ... . 168 —_ 187 354 360 T14
Austrla . . ... ... .. 381 g5 43 509 189 €97
Morway . . .. ...... —_ 201 1] 201 126 327
Dgnmark . . . .. PN - 28 &8 2 118 B85 204
Turkey .+ v .o v un .. 55 (1 — 1 66 8 a4
Triasta . . . ... .... 3H —_ o 31 2 a3
Yugosiavia . . ... ... — — — — 23 23
Belglum-Luxemburg , . . 2 — ) 2 7 19
Portugal .. ....... 16 —_ —_ 16 i 17
leeland . . ... ... .. G — — -] 10 16
Traland . . .. ... .. . 4] — — 4] 18 15
Total . . . ... 4,392 2,252 1,112 7,747 1,513 9,268

(') Tie Tigures in the above table include $59¢.4 miflion in respect of "Interim aid"' granted to Austria, France
and Haly and $2.9 million for aid to Greece and Trieste. (2} Actually deht retirement,

{* The amounts available for withdrawal are somewhat less than the total deposited as counterpart owing to
gpecial allocations (5 per cent. reserved for U.3. awthorities),

)] Includmg $114.3 million for military production, construction and material,

) Excluding the $76.9 million balance of G.A.R.[.0.A. counterpart funds remaining affer disbursements which
have been requested b¥ the Lhnited States.

& Including $26.3 million for military production, construction and material.

() Including $2 million for military production, construction and material.

# Upon disbursement of Marshall aid dollars in payment for imports, the government of the recipient
country has had to deposit “local currency’ at rates agreed upon, and these deposits have become
the so-called “counterpart funds’’ (the government being reimbursed as and when the imported goods
are sold to and paid for by the public or some official institution). Various time-lags have occurred,
which have sometimes affected the rates of conversion, and for this and other reasons the “dollar
equivalents” of the counterpart funds can give only an approximate idea of the magnitudes involved.



In Austria, Denmark, France and Norway, the amounts released for “financial
stabilisation’” (as shown in the table), and in the Netherlands an amount of
Fl. 750 million (equal to $1g7 million) released for the same purpose in March
1952, have all served to redeem government debt to the central bank arising, in
the four last-mentioned countries, from the financing of occupation charges  dur-
ing the war. Through such redemption, ligquid funds in the national currency
were withdrawn from the markets; but this was not the end of the story, for it
was thanks to the withdrawals in question that commercial banks and other holders
of liguid resources could utilise them, pro tanto, without their producing any
fresh inflationary effect. How the use of counterpart funds in such a case has
acted as a general offset to financing by means of previously created liquid
funds may be seen, for instance, from what happened in Norway. Referring to
commercial and other banks, the Governor of the Norges Bank in his address
on 3rd March 1952 to the Bank's Supervisory Council explained that

‘“at the end of the war the composition of loans and advances was abnormal,
loans to business being relatively small while very large amounts were held
in securities. The reason for this was that during the war the Germans
financed activities in this countty by means of their withdrawals from Norges
Bank. There was therefore no need for the banks to extend credits.

~ Since the war the composition of loans has reverted towards the posi-
tion that we were accustomed to before. Mortgage loans now represent about
the same percentage as in 1939. The percentage of ordinary loans and
advances is lower today than in 1939, the figures being 47 per cent. and
52 per cent. respectively. Holdings of securities represented z6 per cent. in
1939, compared with 30 per cent. in 195I. The conclusion is therefore that
short-term loans have increased most, but long-term loans are still relatively
more important now than in 1939. This applies to joint stock banks as well
as the savings banks,

As we know, the liquid funds of the banks have decreased heavily
since the war. In 1945 they amounted to about Kr. 5,000 million and they
reached a minimum of Kr, 951 million in February last year,”

Neorway-Semeitems of the balance sheet of commercial banks and major

savings banks.

Cash assets: :
cash and balances at Discounts, advances, Deposiis
End of MNorges Bank and | mortgages and gecurities
Treasury hills
in milllons of Norwegian kroner
1945, ., ... 4,699 2,964 6,625
1061, ... .. [ 1,334 7.912 8,066
Change , . . . — 3,365 + 4,048 4+ 1441

Since February 1951 the liquid funds of the Norwegian commercial banks
and major savings banks have increased again, largely thanks to the effect of a
surplus in the balance of payments (see Chapter IV). From the end of 1945 up to
the end of 1951 these banks had made use of liquid funds (which were at their
disposal mainly because it was possible for them to reduce their holdings of
Treasury bills) to the extent of about N.Kr. 3.4 milliard, which, together with
the increase of N.Kr. 1.4 milliard in their time and savings deposits, has enabled
them to expand their Ioans, mortgages and holdings of securities by nearly



N.Kr. 5 milliard, It is evident that, when the banks already held such a large volume
of liquid assets, it would have been highly dangerous to increase those assets stil
further by means of releases of counterpart funds, and it is thus fortunate that all of
these funds have been either used to redeem government debt held by the central bank
(on the so-called ““Regulation Account”) or allowed to accumulate in a blocked
account, the total amount of money sterilised in this way amounting to over
N.EKr. 2 milliard by the end of 1951. The release of counterpart funds has not
prevented the aid received from being used “productively’”, but it has had as
a by-product the elimination of a2 most dangerous excess lquidity.

In the United Kingdom a technical system was adopted under which the
counterpart funds, when released, went almost exclusively to redeem special
short-term securities held by the Bank of England. In practice, the resuit was,
however, that the amounts received from the sale against sterling of the imported
goods which had been paid for by means of Marshall aid went to reduce the
short-term government debt in the same way as if they had been budget surpluses;
some £600 million has been redeemed in this way. '

It is interesting to go one step further and seek to discover what use the
market has made of the funds placed at its disposal by the repayment of govern-
ment debt. As may be seen from the following table, the U.K. balance of pay-
ments was more ot less in equilibrium in 1948 and 1949, while a substantial surplus
on current account was realised in 19go. This being so, it 1s natural to infer that in
those years the grants from abroad helped to reduce foreign liabilittes or to sustain
the volume of overseas investment or to strengthen the gold and dollar holdings (and
this inference is supported by the data in the table}; in all these cases, the net
effect was an improvement in the country’s overall position vis-a-vis other countries,

United Kingdom: Balance of payments.

1848 1949 1950 - 1954
items )
in millions of £ sterling
Balance on current account. . . . . . . . ... — 28 + 8§ + 244 — 821
Net grants roceived from abroad . . . . . . . . .. + 138 + 154 + 139 + 43
Net current income and grants recelved from abroad + 112 + 159 o+ 383 — 478
Corresponding to:
Increase (+)} or decrease (—) in: .
(i) U.K. holdings of gold and currencies (includ-
lng EP U, upits af account) . . . . . . ... — 53 — 18 + 684 — 627
(il UK. assats abroad . . . . 1. .. ... ... — 8 + 179 + 26 + 202
Net repayment of (+) or net addition to (—)
sterling llabilities . . . . . Vi e e e e e e + 173 _ 2 — 327 — 33
Netincrease (+) or decrease (—) in UK. foreign assets + 112 + 159 + 383 — 478

Nots: For further details in relation to the years 1049-51, see table on page 23.

In 1951, when there was a substantial deficit on the current account of the
balance of payments, very little aid was received, and the brunt of the deficit and
of capital movements then had to be borne by the holdings of gold and currencies,
which declined by about the same amount as they had increased by in 1950,

In the Netherlands the bulk of the counterpart funds were left for a
considerable time with the central bank (and during this phase they obviously
exerted a contracting influence). As already mentioned, an amount of $197 million



was released in March 1952 for redemption of goverament debt to the central
bank (and to that extent the contraction became permanent); and, even when funds
had been released for “promotion of production” (as had been the case in the
three preceding years}, the Dutch authorities arranged to use the funds in question
not for additional expenditure but to finance projects allowed for in the regular
budgets as already accepted by the authorities. This being so, the release provided
the Treasury with additional amounts available for the redemption of short-term
securities held mainly by commercial and savings banks, and this restricted the
liquidity of the market by reducing the supply of rediscountable paper, or paper
readily available for procuring advances — as explained in the annual report of the
Nederlandsche Bank for 1950. It is true that some of the cash made available by
the repayments remained on the money market, but there is clear evidence that
part of it went into-the market for middle and long-term funds (including mort-
gages) and thus helped that market to resume its function as a supplier of capital.

And when foreign aid is diminishing, the fact that the market mechanism
has been restored makes it easier to bring about a reduction in demand for capital
by the normal expedient of changes in interest rates — which means, according
to the Nederlandsche Bank, that

“the level of investments will gradually be pushed back within the limits set
by current savings, which will result in an amelioration of the pressure on
the balance of payments., The credit restriction ... is directed towards this
same purpose.”

' The actual return to equilibrium in the balance of payments during the latter
half of 1951 would seem to vindicate the policy of eliminating excessive hquidity, as
applied in the Netherlands.

When in other countries (e.g. in Italy — and in Austria and France,
too, as regards the bulk of the releases) counterpart funds were entered
as revenue items in the annual budgets, they were generally used, in
accordance with the views expressed by the E.C.A. missions, to finance
additional investment expenditure, although the budgets in question were

already out of balance, and in order to cover the deficit the Treasuries fad
to compete with business on the money and capital markets. When counter-
part funds were used in this way, the investments in question were undoubt-
edly based on genuine savings obtained from abroad; but, in one of these
countries after anothet, it seems to have been left to the public or private
establishments concerned to find for themselves the working capital needed —
and there were at the same time private firms which required more capital
because- the scope of their activities had been increased by additional orders
for investment goods. If, in such circumstances, the banks were asked to
assist and actually did so, the credits granted by them might easily prove to
be inflationary,

In this connection it may be recalled that, in .the past, countries
borrowing abroad for long-termt projects commonly found that particular
care was necessaty to prevent the actual use of the foreign loan from
having an inflationary effect. When proceeds of the foreign loan were spent
on, say, the building of a railway, the spending would give rise to an
expansion of purchasing power in the borrowing country and, as a secondary



effect, perhaps induce other people to undertake new business on the basis
of bank accommodation. The situation called for the application of a judicious
credit policy, for otherwise the expansion of domestic purchasing power might
easily lead to a deficit in the balance of payments exceeding the amount
obtained from the foreign Idan. Thus in Italy it took the stubborn applica-
tion of restrictive credit measures to prevent a distinctly inflationary pressure
during the period of receipt of foreign aid.

The application of a more restrictive credit policy has gradually become
_the rule in one recipient country after another. With national incomes rising
{even more in money terms than in real terms) and with a curb put on credit
expansion, a more normal proportion is beginning to be restored between the
supply of money and the matertal resources currently available (as 1s shown
in Chapter VII). ' '

Not only is there an undeniable improvement in the relation between
money, on the one hand, and goods and services, on the other, but there is
also a greater awareness of the problems involved and more willingness to
take the necessary steps in such matters as preventing floating debt from
unduly increasing the volume of money. The problems of "‘debt management”
are no longer neglected to the same extent as they unfortunately were in
more than one country for several years after the war.

2. Now that monetary problems inherited from the past are being put
right, it is more imperative than ever to forestall any causes of fresh strain,
lest all the good work already done should be undone again. In this connection
the first and foremost consideration is, of course, to ensure that government
budgets do not once more become a cause of inflation, after the considerable
progress which has been made in this respect in the great majority of countries
(as has been shown in the Introduction and in Chapter VIII),

Since the 1930s it has been the habit in many quarters to lay greater
stress on fiscal than on credit policy, some even maintaining that
fiscal measures ought to replace the ordinary forms of intervention by the
monetary authorities, viz. changes in rates of interest, in cash reserve require-
ments, etc. Others who do not go quite so far nevertheless believe that fiscal
and credit measures are to a large extent interchangeable, so that a govern-
ment surplus combined with an easy money policy may have the same disin-
flationary effect as a government deficit with a tight money pohcy., Simple
statements like that do not suffice, however, to indicate what is in many
respects a very complicated relationship; while an increase in interest rates
produces certain effects (in regard to market valuations, etc.) which will not
ensue as long as interest rates remain unchanged, there are sometimes situations
in which a budget surplus is preferable to an increase in interest rates. Suppose,
for instance (to revert for one moment to the question of excess liquidity



already considered in previous paragraphs) that a redundancy of money
remains as a legacy of the war and that, in particular, there are certain
types of Treasury paper or blocked balances which have to be redeemed or
repald. Here to arrange for a surplus (sometimes appearing in the accounts
as the specially earmarked vield of an extraordinary tax} might clearly be the
appropriate way of providing for substantial repayments, especially in a
country in which no Marshall aid counterpart funds or similar resources were
available for such a purpose. The procedure followed in Belgium, where
special taxes were levied for the purpose of providing funds to repay blocked
balances (see Chapter VIII), is a case in point.

In this connection it may be pointed out that an increase in interest
rates has two distinct effects: inasmuch as it acts as a deterrent to borrowing
and thus tends to restrict the volume of money, it exercises a downward
pressure on prices; but at the same time it constitutes a certain addition to
costs and may, therefore, tend to raise prices. Normally, the first-mentioned
effect is the predominant one; but, if (for other reasons) there is already a
redundant supply of money, the second effect may, by way of exception, be
the more important of the two. It has been found to be one of the worst
consequences of the so-called “‘creeping inflation” that the excess of money
still remaining prevents the ordinary means of action employed in monetary
policy from functioning properly.

A particular line of argument that has been put forward in favour
of a more active fiscal policy is that a budget surplus is necessary to
eke out current savings, it being feared that, in the various countries,
personal savings cannot be relied upon to provide the full amount required
for imperative investment needs. According to one view of the matter,
it will suffice if the government meets its own capital outlay from current
revenue; but others think that the budget should make an active contri-

bution to the volume of funds seeking investment—4n—the—market — for

instance, by repayment of debts out of an overall surplus.

Much depends, of course, on the general business trend; in boom
conditions, it is no doubt quite a good thing for the government to try to
cover .its own capital outlay from current revenue and also redeem part of
its debt; but, even under those conditions, the following considerations seem
to be of importance:

(1) Whatever the different countries may have attempted, there is the stubborn
fact that few have succeeded in maintaining an overall surplus
There are not many countries in which the amount of the public debt has
been actually reduced, even with the aid of allocations of counterpart funds.
It is dangerous to base a policy of investment on the prospect of a genuine
surplus: which may not be realised — for the result will be inflation.

(ii) A great deal naturally depends on the level of the taxation already in
force. Thete is no doubt that a point may be reached at which further
taxation will have an adverse effect on saving, so that the final result may
be not an increase but a diminution of the real resources available for
investment, Only too often, high taxation acts as an encouragement to waste



and extravagant expenditure and, moreover, as a deterrent to enterprise —
and in this connection it cannot be left out of account that there is inmter-
national competition in the field of enterprise: in the past the most progres-
sive economies were undoubtedly those which were able to get hold of new
inventions, offer inducements to men of exceptional ability and attract risk
capital.

(iif) As pointed out in Chapter VIII, it is an unfortunate fact that, when the
need for rearmament arose, there was already very little unused taxable
capacity left in most European countries — and in some it seems certain
that the burden of taxation was already too heavy. It soon became clear that
financial provision could not be made for all desirable civilian and other
purposes at once, and that the increase in armament expenditure had to
be counter-balanced — in part at least — by retrenchment elsewhere. In
the government sphere such retrenchment is normally carried out by direct
measures (¢cuts in food subsidies, curtailment of investment expenditure — for
instance, in France, the reduction in the appropriations for modernisation),
while in dealing with the private sector increased reliance has come to be
placed on general measures of credit policy (including higher Interest rates).

It may be recalled (see page 26) that in the United Kingdom the
Chancellor of the Exchequer budgeted, in his 1g52-53 estimates, for a surplus
of £511 million on the current account, which .is sufficient to cover the
capital expenditure of £506 million “below the line” and to leave an overall
surplus of £5 million, In two stages the official discount rate has been
raised from 2 to 4 per cent. A serious aftempt has thus been made to over-
come the balance-of-payments difficulties by a number of restrictive internal
measures in the fields of both fiscal and credit policy. But these lines of policy
have not been followed in the United Kingdom alone; they are beginning
to be applied in the majority of countries now that strict adherence to
exceptionally low interest rates is no longer regarded as an unalterable
tenet of financial policy. Indeed, the United Kingdom was not one of the
first countries which endeavoured to combine fiscal and credit policies —
nor, for that matter, was the United States; they had been preceded by
Belgium, Denmark and the Netherlands ~— to mention only a few outstanding
examples. And the new fiscal and credit measures taken in France in 1951-352
show that yet another country is moving in the same direction,

These questions of the proper relation between fiscal and credit policy
have arisen, in one form or another, in practically every country; and among
the fruits of the experience gained in this connection, mention may be made
of the following points:

(1) It is clearly not possible to establish and maintain monetary stability
by means of credit policy alone; it is, of course, necessary that there
should be no huge and persistent budget deficit leading directly or indirectly
to inflationary financing. With government expenditure now amounting to
perhaps one-third (and sometimes even more} of the total national income,
credit policy, however restrictive, cannot be expected to undo the real harm
done by an incorrect budget policy. For, even if a restrictive credit policy
can be counted on to keep down the amount of credit to the private sector
and thus set resources free for other purposes, there is a practical limit to
its effect in this respect.



(11} Under conditions of rapid inflation it is, however, often found impossible to
put the budget in order all at once; when that is the case, it is generally
necessary to begin the process of rehabilitation by imposing
very firm credit conditions, combining an increase in interest rates
with severe quantitative limitations, in order to .ensure the breathmg -space
required for the taking of the requisite fiscal measures. That is what was
done in Italy in 1947; as soon as the restrictive credit measures had forced
holders of stocks to sell out and prices had begun to fall, this policy was
followed up by the elimimation of food subsidies in order to narrow the
budget deficit.

(ii1) If there is not too intractable a deficit in the budget, the higher rates of
interest will make it easier to sell government securities direct to the
public instead of having to place them with banks — “and this in itself
will have a distinctly disinflationary effect.

(iv) In monetary controls the authorities have a more flexible instrument for
keeping the economy in balance than can possibly be provided by
budgetary changes (which have to be made via Parliament). Among the
things learnt from the process of accounting in the Intra-European Payments
and Compensations Schemes and the FEuropean Payments Union is the rapidity
with which reversals occur in the external posittons of the various countries,
There is absolutely no possibility of modifying the intake of budget revenue
or the volume of governmental outlay sufficiently quickly to be able to
countefact such losses and gams in the foreign exchange position, since
they are often unexpected.

(v) Budgetary changes primarly affect the internal economy — and, though
it can never be overstressed that an improvement in the balance of pay-
ments depends essentially on the restoration of equilibrium at home, it is
just as well to hive, in the rate of interest, a means of action which
has at the same time a direct bearing on movements to and from
other markets. Considerable changes in the flow of capital occur even
when there is exchange contro! (a point which will be dealt with more fully
in Chapter V). Expenience proves that the movements in question are greatly
influenced by the view taken at home and abroad as to the immediate
policy likely to be followed by the authorities in the countries concerned
and that, in this connection, alterations in the official discount rate generally
have a pronounced psychological effect.

The objection is sometimes made that higher rates will mean increased
" costs for government budgets already heavily burdenéd. It should, however,
be remembered, in the first place, that increases in interest rates need not
be permanent but may well be reversed before long, in which case the in-
crease In cost will not be very great. It should also be remembered, in the
second place, that the real burden of the debt service has been very much
lightened by the rise in prices, which has at the same time inflicted a cor-
responding loss both of income and of capital on the owners of government
securities,

As pointed out in the House of Commons on i12th March 1952
by the British Minister of State for Economic Affairs, the decisive question
is, of course, whether or not the disadvantage of the higher borrowing rate
will “in the end be more than offset by its counter-inflationary effect and by
the general benefit to the economy which will result from a more realistic
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monetary policy”’. The Minister added that a surplus was already budgeted
for and that, in the view of the government, “the counter-inflationary
effect of a rise in the Bank rate will give much better value for money than
the use of the same amount of a surplus for that purpose”.

3. The very important swing of opinion and of practice towards a
more vigorous use of monetary policy in order to restore stable
monetary conditions does not, of course, exclude the use of other means of
action also; but it is beginning to be more and more widely recognised
“that price and wage controls are, at best, 2 necessary evil and that a
programme to prevent inflation, whatever direct controls it may contain, will
succeed only if it includes fiscal and monetary measures adequate to eliminate
excess monetary demand”’.*

The brief review of credit policy in various countries in the Intro-
duction shows how recourse has been had to a variety of measures (including
increases in reserve requirements, qualitative and quantitative limitations,

* This pronouncement is quoted from a “Statement on Monetary Policy to Combat Inflation’ by the
Conference of University Economists called by the National Planning Asscciation in the United States
at Princeton, New Jersey, 1ath—-r4th October 1951. it was expressly pointed out that this was the
tnanimous opinion of the seventeen economists who signed the statement. Of the four economists
present who did not sign the statement, none made any reservation as to this particular point.



selective controls, voluntary restraint, etc.) in addition to increases in interest
rates. In practice, whatever method is adopted, it 1s essential to ensure
that an effective curb is applied in connection with lending operations
effected directly with the customers of commercial and other banks — and
not merely in connection with the ‘‘rediscounting” allowed by the central
bank; for experience shows that, once accommodation has been arranged, it is
very difficult not to honour the promises made and carry out the transaction in
question, even though that will involve an additional call upon the central bank
itself, leading eventually to an increase in its note circulation. It is the mass of
individual loans to the banks’ customers that carry the central bank along in
their wake as lender of last resort. This is one of the reasons why the use
of the interest weapon becomes an indispensable factor in rendering credit
policy effective; for an increase in the long. and short-term rates penetrates
‘more surely to every corner of a wide field, and it is not so susceptible to
influences from particular interests as direct controls are,

When it is a question of judging the effectiveness of a flexible monetary
policy as opposed to the maintenance of a rigid set of interest rates, it is,
from several points of view, preferable to take account, in the first place, of
conditions on the long-term market. During the years immediately
following the war (as during the war itself) cheap money meant, of course,
low rates in both the short and long-term markets. At first the excessive
liquidity which was a legacy of the war was, in many cases, sufficient to
hold interest rates down without any intervention by the central bank, But
in such cases the real order of events was that funds which had been kept
out of the market were suddenly made use of and were thus translated into
additional demand, which was, moreover, inflationary, since the money in
question was not matched by any accretion of resources from current savings
{(except in the few instances when, as mentioned above, counterpart funds served
as an offset). As-the market yield on long-term securities showed a tendency to
rise, it became the policy in a certain number of countries (e. g. Sweden and
the United States) for the central bank to make purchases in support of the
quotations of government securities, in order to ensure the continuance of cheap-
money rates. In so far as such support led to issues of fresh central-bank
funds, the hkelihood was that newly-created money would be used for active
investment -— and it would then have an inflationary effect similar to
that which is produced when such money is used to finance a deficit in the
government budget. The dangerous inflationary effects of central-bank support
in the long-term markets were soon recognised and, in one country after
another, the central bank withdrew from those markets — except for tem-
porary intervention involving no final creation of fresh funds. This meant,
however, that the cheap-money policy was abandoned as far as long-term
interest rates were concerned. On the London market the yield of long-term
government securities rose from 2% to 3 per cent. in the autumn of 1947
and to nearly 4 per cent. two years later. The question then arose whether
the maintenance of excessively low rates in the short-term market (15 per cent.
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for Treasury bills) would not represent such a cleavage within the rate
structure as would tend to increase unduly the access to short-term
accommodation {(inter alia, for purposes for which it should not be used) and
thus -create the conditions for an inflationary bias, liable to lead to recurrent
calls on the central bank. In a number of countries one of the many reasons
for ratsing the official discount rate has been the desirability of adjusting the
various parts of the interest structure to the rates in the long-term market.
But, in such ecircumstances, attention must be given not merely to the official
‘discount rate but also — and this is a particularly important point — to
the height of the effective rates charged by the commercial banks and other
credit institutions. During the long cheap-money period which, in its extreme
form, is now coming to an end, most enterprises did not ever really hesitate
to borrow when funds were required. Sornething was needed to make them
think carefully before they proceeded to raise credits — and that is one of
the mam aims of the new monetary policy.

Tt would, indeed, be too great a simplification to” say that the credit
policy recently inaugurated has as its objective merely to restrict the volume
of credit — and it would be even more inappropriate to speak of “‘deflation”
as’ Its main characteristic. An examination of the tables given in Chapter VII
shows that in no country was the volume of money actually reduced in
1951; on the contrary, increases were the general rule and, m many cases,
they . were quite substantial. '

Since output had generally risen, it was only fair to expect a certain
increase in the supply of money; but in this connection it has become a
point of special importance that, tn most cases, the restrictive policy has
significantly altered the direction of the monetary expansion. The
effect desired has usually been to curtail the amount of short, middle or long-
term crecits for investment responding to the needs of the domestic consumer,
since an overdose of such credits would act as an exaggerated stimulus to
imports, whereas for most countries one of the objects of the changed credit
policy was to attain a surplus in the balance of payments. Wherever such a
surplus actually developed, the incoming foreign exchange would, as a rule, be
acquired by the central bank and, although these acquisitions would lead to
an increase in the liquidity of the market, the additional liquid funds would
find their way, in the first place, into the hands of expert industries
— which would give the right bent to production. Employment may, of
course, be provided in export industries just as well as in industries working
for the home market. It is interesting to find that in western Germany,
notwithstanding the raising of interest rates in the autumn of 1950, the
employment figure rose by about 590,000 during the next twelve months.

While a shift in employment does not generally present any considerable
difficulties during a pertod of increased investments, a serious situation may
easily arise if the total resources available for investment are decreasing (as
may happen when foreign aid tapers off — a contingency which, in the case
of Marshall aid, was, of course, foreseen). Naturaily, it had been hoped that
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the disappearing foreign resources would be replaced by an increase in domestic
savings; and for such an increase to -be realised it is clearly necessary that
the public should retain full confidence in the currency. Since credit
creation is liable to start inflationary trends, it is vain to think that it could
take the place of ordinary saving (its effect is likely to be the opposite).
Circumstances are not the same now as in the 1930s, when a cheap-money
policy was a necessity for keeping up the total volume of monetary demand;
in the years following the second world war demand has been quite strong
enough, without any need for special incentives. Thus in present-day interest
policy the rates’ proper function of ensuring the right choice among different
investment opportunities comes to the fore again and, that being so, more
weight can be given to the consideration that the projects offering a more
immediate return are the ones most likely to provide the greatest volume of
employment. One reason for this is that their execution not infrequently
requires more domestic “labour” in proportion to the capital invested;
another is that, since the period of amortisation is shorter, the capital is more
quickly remobilised via depreciation allowances and becomes available for
renewed investment (thus bringing a further demand for labour). And it should
also be mentioned that, once constructed, the plants in which much capital has
been invested, e.g. electricity works, will mostly be run by relatively less labour.
Naturally there may be long-term investments which, since they help to get
rid of some troublesome bottlenecks (e. g in the supply of coal), have to be
specially ‘“favoured” (although here it should be pointed out that in cuite a
number of countries the ‘‘bottlenecks’” have largely been due to the maintenance
of artificially Jow prices, which have encouraged, if not the waste, at least the
excessive use by certain consumers of the existing scarce supplies). Further-
more, in so far as foreign aid was given for the particular purpose of
“meeting a deficit on current account of the balancé of payments”, it may
perhaps, in the short run, have “paid” to adopt a more ambitious investment
policy, considering that the enlarged deficit ensuing was likely to be met by
a larger allocation of foreign aid. But when the outside aid tapers off and
it once again becomes rather a question of apportioning scarce national
resources, a more careful monetary policy has to be adopted — and is
in fact being adopted in the majority of countries.

4. When the governments and the monetary authorities have to ensure
that the volume of investment shall not exceed the flow of current
~ savings, they are faced with a number of difficulties:

(1) In many European countries the need for investment is still abnormally

. great owing to the existence of war damage not yet repaired and of outmoded
types of machinery and other installations which ought to be replaced, lack
of housing, insufficient transport facilities, etc. The strong demand for
investment funds in most European countries even at high rates of interest®
is evidence enough of an abundance of investment opportunities.

* In 1950 and 1951 there were many cases in which new share issues made on the London market
by companies of the highest standing brought the investor, on the basis of current stock exchange
quotations, an estimated yvield of 4 to 5 per cent. — which meant that, since tax has to be paid be-
fore a dividend is distributed, the companies issuing the shares had to earn an additional marginal
profit of 8 to 10 per cent. at least,
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(ii} How the flow of domestic savings will shape Is not easy to tell; in
few fields have the ‘“forecasts’” made in recent years been so often wrong as
in regard te the volume of savings, even in the near future — but then, this
is a very difficult subject. So far as present prospects are concerned, it may be
hoped that the attainment of greater monetary stability will exert an influence,
and so should the fact that rising interest rates can be taken as an indication
of greater consideration for those who save; on the other hand, the heavier
taxation levied in many countries to meet the cost of rearmament leaves a

" narrower margin for personal economies and for business ‘saving by com-
panies. Moreover, part of the available resources will be required for private
as well as public mvestments in plant and installations for the manufacture
of armaments. Thus there is likely to be a net reduction in the amounts
available for ordinary civilian investment as compared with recent years,

For the most part, however, such tendencites are not yet revealed in
the figures for 1951. In that year the gross investments of every country
included in the following table were larger, in terms of the national currency,
than in 1950 — but it should be remembered that from 1950 to 1951 there
was a rise in prices averaging no less than 10 per cent. (in most instances,
-the increase was considerably greater).

Only in two countries — the Netherlands and Norway — has the
proportion of the gross national product devoted to investments been
reduced. In the Netherlands the reduction in the rate of investment was
the result of deliberate policy (see page 11). While the figures may not
have been computed according to the same methods in the various countries
(so that comparisons must be made with the utmost caution), the very high
percentages still appearing for Norway would seem to indicate that this
country was undertaking unusually large investments — and that at a time
when foreign aid was beginning to diminish.

When the statistics for 1952 become available, 2 much greater number
of countries than in 1951 will be found to have reduced the ratio between
their volume of investment and the national product. :

When military aid is given for the express purpose of enabling the
recipient country to increase its rearmament expenditure, the additional
spending absorbs not only the foreign exchange which is the original form
of the aid but also its domestic counterpart, there being then no resources
left free for civilian investments (including the strengthening of monetary
reserves). Only the genuinely “economic” aid can be used for such purposes
~— and it ‘may even be doubted whether, with all the investments being
made by industry to meet indirect armament needs, any genuinely economic
aid 1s still being provided. It has, of course, to be remembered that,
although the strengthening of gold and dollar reserves is, in the present
situation, very much called for in the majority of European countries,
additions to those reserves represent a kind of investment, competing with
other kinds. While even in the United States the growth of armament ex-
penditure has occasioned a certain curtailment of investment in house con-
struction and in a few other civilian lines, the supply of savings in that
country has been so large that the volume of total investrnent has not



Investments in relation to the national product in various countries,

Gross
Gross Gross Gross investments ()
investments Stocks investments national as pefcentage
Countries {including {excluding product of gross national
stocks) stocks) 0] product
(1:4)
in milliards of national currency units
1 2 3 4 5

Denmark

1950 58 0.7 5.2 23.7 25

1951 6.4 05 5.9 28.1 25
France

1950 1,760 160 1,600 9,325 19

1951 2,375 300 2,075 11,620 20
Germany

1950 20.45 238 | 18.27 0.3 23

1851 28.79 5.85 22,94 113.4 25
ltaly

1950 1,610 90 1,520 8,323 19

1951 2,000 194 - 1,835 9,606 A
Metherlands

) »
1950 3.42 152 1.90 17.72 19
1951 3.00 0.80 2.20 19.62 15
Norway

1950 - 563 0.15 548 16.61 )

1951 6.50 0.60 5.90 20,15 32
Sweden '

1950 2.3 — 04 8.8 Nns 27

1851 12,0 10 1140 - 380 32
United Kingdom

1850 1.88 (%) 0.20 1.67 11.91 16

1951 2.23(%) 0.37 1.86 ) 12.41 18

1} At market prices. @ Including stocks.

3 Net investments and net national product. To make these figures comparable with those far the other coun-
{ries, It Is necessary to add depreciation and maintenance, which amounted to 10 per cent. of the gross
national product in 1948 (more recent figures are not avaliahle).

(% Excluding normal bullding repalrs and maintenance.

had to be reduced; and the American economy is so dynamic that it c¢an
be said — without too much exaggeration — that the challenge arising
out of the larger armament expenditure has been one that could be met
through deployment of all the inherent strength of the country.

For most European countries it has unfortunately been a different
story: still feeling keenly the effects of the war (which they had to suffer
at closer range), they have not so much in the way of extra forces to
mobilise; the danger for many of them is that rearmament must mean a
slowing-down of progress in other directions. This applies also to the use of
such economic aid as will still be received in the future; it is not possible,
for instance, to invest money in electricity works and expect the same funds
to add to the scanty monetary reserves. The chief argument in favour
of earmarking part of the available funds for a strengthening of the reserve
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position is that otherwise it will be difficult to restore and maintain con-
fidence in the monetary structure. In rhore than one European country the
reserves are so low that every difficulty threatens to become a crisis. But a
recurrence of monetary disturbances might have a most pernicious effect on
the flow of domestic savings. Might it not be better to add to the reserves
even if, for the time being, this would mean erecting one or two fewer fac-
tories — seeing that these factories could be built with money saved at
home once the currency position had been made more secure?

There are thus many claims on the national resources, and
ordinary civilian investments are bound to feel the impact of restrictions.
During the past year, indexes of production in Europe have no longer
shown such impressive increases as previously.

Industrial production: Annualincreases.

%1

Percentage annual change in relation to corresponding

Annual of previous year
Increase
Countries 1bge;u_}ro::d 1951 - 1962
1850
Jan. Feb, March Jdan. Feb, March
in percentages
Balgium . . . ., . O + 2 + 76 + 16 + 27 + 3 — ¥
Denmark. . . . ... .. + 17 + Ir + @ + 8 — ¥t — & — &
Finland . .. .. .. .. T+ 8 + 18 4+ 13 + ! + 2 + 2 .
France . . . . . .. ... + & + 8 + 10 + 27 + 2 + 9 + i
Germany (westarn) . . . + 83 4 33 + 35 + 34 + P + 3 + 4
Greece . . . ..., . ... + 27 + 25 + 30 + 22 + 7 + 8 .
taly . ... ....... + 10 + 22 + 2f + I7 + & + & - 3
Netherlands . . . .. .. + r8 + Fr + 4 + iz + f - - 7
Norway. . .. .. . ... + & 4+ 9 + 7 + 1 + 3 — I + 1
Sweden. . . ... .... + 5 + 4 + & + & + 2z — 0 — 2
United Kingdom. . . . . + 1o + 4. + & — 2 + 3 e + &

It will not be easy for the European countries to find the real resources for
any further expansion of investment activity; for most of them it will rather
be a problem of limiting the reduction which will be necessary now that
foreign aid is being diverted from the civilian-investment sphere and now
that more national resources will be absorbed by rearmament. One thing is
certain: aftempts to solve the problem by recourse to credit creation would
be followed by increased deficits in the balance of payments and, because
of the consequent danger to the stability of the currency, would only make
matters worse. In these circumstances, the chances are that total production
will increase at a somewhat less rapid rate than in recent years. When account
is taken not only of the industrial output but also of other elements in the
real national income, it appears that even the “normal” increase of 3 per
cent, per annum has recently been beyond the capacity of most countres.
If progress on that scale were possible it would have to be regarded as
already an excellent achievement for western Europe — but 1t is highly doubtful



if such a rate can be held. It is obviously more difficult to increase produc-
tion from the relatively high level now attained than from the low starting-
point immediately after the war. And another — and even more fundamental
— difficulty is that an expansion of production by means of increased invest-
ment depends not only on the total of available resources but also on the
part of those resources which is not used up as counterpart of current
spending by the government and the public, i.e. the resources that are
actually “saved”. The fact that these “free” resources are likely to be less
substantial than they have been in recent years will prove a serious handicap;
but there are fortunately some other means by which productivity can be
intensified, and more attention should, therefore, be devoted to them.
There must be an abandonment of restrictive practices of all kinds, and
this will, in many places, call for a new spirit among operatives and
employers; in addition, there must be more incentive to work hard and also
freer scope for foreign competition. Government measures can do something
in this respect, but much will depend on the attitude of the industrialists,
- the trade unions and various other bodies, as well as on the standpoint
taken and the example set by individual men and women,

5. A final condition for the restoration of the money and price mecha-
nism to working order is that distortions in the price structure,
which came into being during the war and the post-war period, shall be
allowed to disappear — and this applies to conditions within each
country as well as to the relations between the various national economies.
At one time it looked as if the conflict in Korea would lead to a fresh crop
of artificialities ~— but that danger would seem to have been overcome in
most places: prices are being increasingly allowed to move in response to
actual market conditions (subsidies being reduced, controlled prices being
adjusted, etc.) — and all this is helped by the fact that in “black” and
“grey” markets the quotations for a number of metals are beginning
to approach the officially fixed prices and that, in the case of lead, the
quotation has even fallen below that price (see, further, Chapter III).
There are, however, three important considerations to be taken into
account:

(i) During the war it seemed necessary to keep down prices of such “‘essen-
tial commodities’’ as steel, coal and electricity. For if they were allowed
to rise quickly the war effort would “cost” more, and this would probably
cause additional inflation. Moreover, higher prices were not really needed to
encourage output since that could be done by the use of direct measures. If,
after a return to peacetime conditions, prices of essential goods continue to
be fixed (by official control) at levels which are low in relation to costs and
in relation to other prices, the danger is that production will be diverted to
less essential items, while the demand for the essential goods will pile up,
and the resulting shortages will cause bottlenecks, etc. A particular difficulty
is that it becomes impossible for the ‘essential”’ industries to pay the
Increases in wages which would be necessary to attract. additiohal labour.
Besides, the discrepancies thus arising are likely to be aggravated by the
fact that the fixing of relatively low prices limits the capacity of industrial
enterprises for self-financing by the use of undistributed profits. In many



— 66 —

cases it has happened that domestic prices have been kept well below world-
market prices, and then the arguments for an adjustment have carried particu-
lar weight; they were, inter alia, given as a reason for an average increase
by £4 per ton in the British steel price in February 1952, There is, inci-
dentally, still an advantage in making the price rise gradual, since sudden
appreciable increases in prices may have a highly disturbing effect — and this
is especially true of agricultural prices, which directly influence the cost
of living.

(i) A considerable effect is produced on the general trend by the whole set
of prices fixed by official agencies for munitions, tanks, etc. and
also for certain semi-manufactured products (steel being the most important).
Since in this field market conditions have only an indirect influence, much
depends on the economic insight, ability and strength shown by those in
charge of the agencies in question and on the backing they receive from the
government. With the return to a more normal supply position in the civilian
sector and the adoption of an anti-inflationary credit policy, there is graduaily
less and less need for price and wage control in cases where market forces
hold sway, but such control may still be required as protection for the
ordinary consumer and taxpayer in fields affected by administrative decisions.

(ii1) Not only during the hectic winter of 1950-51 but-also later on, a number of
commedities, including paper and pulp and also steel (as an export product),
were traded in on European markets at prices 30 to 50 per cent. or more
above those quoted on the American market, one reason being that
Furopean countries have not had sufficient dollars to obtain the commodities
in question from overseas sources. That has been a disadvantage for the
individual purchasers. But there is also the more general disadvantage that
behind the walls of exchange and trade restrictions prices tend to rise; and,
if such tendencies are allowed to persist, the currencies of the countries in
question are progressively weakened from within, with open depreciation as
the final and not very distant result. There is a growing recognition that
return to convertibility is not only the sole reliable safeguard of currency
stability but also an indispensable condition for the proper working of the
price system. ’

It is in the sphere of commodity prices that the influence of flexible
markets is most clearly manifested, but the re-establishment of praoperly
functioning markets is of importance also for money and capital, the
foreign exchanges and international trade. “Properly functioning markets”
means markets in which the relation between supply and demand is allowed
to reveal itself and thus provide an indication to all and sundry of the
prevailing trend, It is well to remember that under the old gold standard
the gold points-set limits to the extent to which the exchange rates could
fluctuate. All transactions were free; but it was not necessary to allow the
rates to move far in either direction, provided, always, that the central bank
had adequate reserves and that the authorities pursued policies allowing
sufficient latitude for other economic factors to be able to adjust themselves
to the more or less fixed relations, viz., in this case, the more or less fixed
exchange rates.

-To what extent general measures have been taken which ensure an
adequate degree of stability by exerting an influence via the market mecha-
nism can only be determined by giving some attention to foreign trade and



exchange movements, as well as to conditions with regard to gold, and to
the state of affairs in the commodity markets and in the various credit
systems — all questions which will be reviewed in greater detail in the
following chapters of this Report.

In considering the general characteristics of the year 1951 1t may again
be stressed that the high degree of stability of prices on the world markets
— a stability which has been compatible with numerous adjustments in the
prices of individual commodities — is one of the great achievements of the
year. It is true that there have also been setbacks, the most outstanding being
that France and the United Kingdom have had to introduce severe import
restrictions. But a crisis may be a positive advantage if it leads to the
adoption of the proper remedial measures, and both France and the United
Kingdom have now reinforced their credit policy and taken other steps
designed to bring about internal balance and can consequently aim (as they
are doing) at a speedy return to liberalisation in their commercial relations
with other countries. In fact, a most serious attempt is being made to
achieve the twin purposes of effective monetary stability and
continuous expansion of both production and trade.



II1. Price Movements.

It may well be regarded as something of a “natural law” that prices
should rise during a war, for that has been the consistent experience of
mankind as far back as history goes and whatever the monetary and eco-
nomic system in force. But it has also_been part of human experience —
partlcularly in more recent times — that once peace returns and wartime
scarcities have been overcome (and this has often been achieved more qulckly
than would have seemed possible) prices have begun to decline again in all
those ~countries which- have succeeded in putting an end to mﬂanonary
financing. When, therefore, in the latter half of 1948 and early in 1949,
those raw-material prices which had gone up the most steeply began to come
down, this decline could justly be regarded as a reversion to a peacetime
state of affairs, in which there is less spread between the prices of the
cheapest and the dearest commodities, That the downward movement did
not denote the beginning of a general depression was soon shown by the
fact that in the summer of 1949 there were already signs of recovery in the
United States, especially in building activity (and an improvement in this
sector is generally looked upon as the surest foundation for an all-round
recovery). It was thus to what was already regarded as a rising market that
the outbreak of the conflict in Korea brought an added stimulus which
rapidly increased demand in a number of important countries and led to
one of the most unusual commodity booms ever encountered:
within a period of six months the prices of several commodities, headed by
crosshred wool, natural rubber and tin, had more than doubled, and at the
beginning of 1951 they were still rising fast. But another surprise was in
the offing: in the early spring of 1951 the boom broke and there then
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followed a period of comparative stability in the general level of
prices on the world markets, the trend of which was primarily influenced
by price movements in the United States.

It is true that this general stability masks important changes that have
occurred in price relationships and that, not only among the quotations of raw
materials (which are always the most sensitive) but also among consumer
goods (especially textiles), appreciable price adjustments have taken place.
From the point of view of the ordinary consumer, however, the price situa-
tion in most countries has been such as to make him more confident that
the- day of sudden scarcities and abrupt price increases is past: caution has
taken the place of recklessness and price- consclousness has paved the way
for selective buying and consumer resistance.

It is worth while to examine the stages by which this state of affairs
has been reached. As far as the general movement of raw-material
prices is concerned, the period from the beginning of 1951 falls into four
distinct phases:

(i} the continuance of the price rise in the first two months of 195r (a phase
which had begun in the summer of 1950);

(it} the break, in the early spring of 1951, followed by a decline in prices up
to the middle of the year;

(iii) the overall stability up to the end of the year; and
(iv) a renewal of the price decline in the early months of 1952.

While it is not possible to analyse each particular reaction or deviation
from the general price trend, the broad lines of the development are worth
indicating.

1. The developments in the first two months of 1951, continuing the
wild upward. movement of the second half of the previous year, made an
already unhealthy and highly artificial price position still more unhealthy and
artificial. On  almost every individual market, prices had been very remu-
nerative for the marginal producer even before the outbreak of the conflict
in Korea, and the question is whether the new advance, instead of causing
a spurt in production, did not tend to make producers' careful not to under-
mine their unique sellers’ market by extraordmary exertions. An increase in
cutrent supplies, sufficient to bring -about an early reversal of the trend,
could hardly be expected; the crying need at the heginning of 1951 was
clearly for greater restraint in demand and a new attitude to the
whole price situation. The most important move in this direction was the
first change made by the United States in its strategic stockpiling policy,
the main emphasis now being laid on long-term deals rather than on
immediate purchases far in excess of current requirements. In a few instances
— the earliest being in February — deliveries coming in for the stockpile
were actually diverted to industry in order to meet urgent needs.

2. The main causes of the downturn of raw-material prices in the
spring of 1951 — which 1s one of the most important developments in
post-war economic history —— have already been indicated in the Introduction
1o this Report (pages 4 and 13}). They are set forth agam here in rgther more
detail in order to round off the review;



(i) Naturally, the height to which some prices had risen — the dollar price of
crosshred wool to about nine times the 1939 price and three and a half
times the pre-Korea price — was bound to meake many parts of the
price structure highly wvulnerable; and when the threat that the war
might spread to south-eastern Asia — a threat which bad played such
an important part in stimulating the frantic competitive buying in
the previous autumn and winter — suddenly seemed to have disappeared
as a result of the turn of military events in Korea itself, the prospect
of continuing to receive supplies of such commodities as natural
rubber and tin from the Malay Peninsula and wool from Australia and
New Zealand immediately had an effect on the markets concerned.

(i)) Sulphur and non-ferrous metals (other than tin), however, remained
scarce in relation to the increased demand, and this gave rise to serious
difficulties; but in the course of the spring it became possible to arrange
for more collaboration between the purchasing agencies of the various
governments. At the same time, a greater moderation came to prevail
in various quarters — the United States, in the first place, but other
countries as well — with regard to stockpiling purchases.

(iii) When the market began to turn, it was suddenly realised in the private
sector of the economy that manufacturers, wholesalers and retailers
had laid in very large stocks (see page 13) and that consumers
themselves had bought well in excess of their current needs. A reaction
set in, and the decline in civilian consumption (a development which
made itself felt in the form of conmsumer resistance and increased personal
saving), coupled with the fact that rearmament production was only
rising gradually, had a strong effect on market movements — which was
not surprising, in view of the inordinately high general level of prices.

(iv) As spring gave place to summer, it seemed more and more certain that
a good harvest would be reaped — and this prospect, too, began to
influence quotations.

(v} At an earlier stage, however, a more general influence had already come
into play, with the return to a more active credit policy in the
majority of countries — a change which, in the United States, took
place, significantly enough, in March 1951 (see pages 17 and 18). The
result was an increase In interest rates and a partial, if not a complete,
abandonment of support by central banks for the quotations of govern-
ment securities, as well as the stricter application of quantitative and
qualitative credit restrictions, While it would be an exaggeration to
ascribe the downturn of prices exclusively to the adoption of the stiffer
credit policy, it seems beyond question thai, without the cessation of
inflationary credit expansion in some of the more important countries, it
would not have been possible to get a firm hold on price movements..
The influence of credit policy is very wide; in the actual sphere of
commodity markets dearer money is apt to curtail various forms of specu-
lation, including the hoarding of scarce products and the withholding
of supplies by producers.

(vi) Credit policy alone, as pointed out on page 15, would not have sufficed
to put a stop to inflationary financing; it had to be combined with a
more purposeful fiscal policy. There has been a general increase In
tax revenue and, at the same time, military production has failed to
come up to estimates — with the result that expenditure for defence
has fallen short of the amounts fixed in the original plans and appro-
priations.



In the early summer of 1g5i, it was already obvious that the défence
schemes of western Europe would be far slower in coming to fruition
than had been anticipated during the ‘“Korea boom™. But in the
United States also there were delays, and subsequently the period set
for the execution of the U.S. defence programme was prolonged; this
meant that the peak rate of production would be reached not in the
autumn of 1952, as originally planned, but only in 1953.

By the middle of 1951 all commodity prices — apart from certain
fixed prices such as those of mineral oil and some metals — had fallen well
below the “‘peaks’ (reached, in most cases, in the first months of the vear). The
outstanding exception was copper; while the “official”’ American price for
domestic copper remained at 24 cents, the price of imported copper was
raised, in May 1951, by 3 cents to 27% cents per lb., and the two prices
were kept at these levels until May 1952, when, in order to meet reéquests
from Chilean producers, some increase was made in the ceiling price for
imported copper. :

3. In contrast to the first half of 1951, with its violent price movements, the
period from the beginning of July to the end of the year was charac-
terised by remarkable stability in the general price level; even
the graph for sensitive prices showed an almost straight line (see graph on
page 77). This was contrary to the expectations entertained in many quarters,
for it ran counter to the belief that the -autumn would bring a revival of
demand and consequently a rally in world prices. It is also worth noting
that prices In the two main groups of primary commodities underwent
considerable changes which, since they balanced each other, are not revealed
by the general index figure: while the prices for “dollar commodities” con-
tinued to rise, those for ‘sterling commodities” moved steadily downwards
(a development which has already been mentioned on page 6 and will be
analysed more fully on page 75).

4 The end of 1951 found markets. in a hesitant mood, but there was no
definite indication that in the first quarter of 1952 an important
new downward pull was in store. By about the middle of January
signs of growing restlessness bad already made their appearance and in the
month of February there was a further drop in the prices of primary
products — Moody's Index, for instance, registering a decline from a level
of about 455-460 to a new “low” of 431. This drop cannot be explained
by any falling-off in industrial activity but clearly reflects a mote cautious
tendency, with greater restraint in the demand for commedities both for current
use and for strategic stockpiling. Attention to prices has come to play an
important part again and seems capable of putting an end to the long post-
war period of almost continuous sellers’ markets,

After fifteen months during which movements were on an almost
unprecedented scale, the general level of prices of primary products is nearly
back at the pre-Korea level, but this return to the status quo ante does not mean
that the price swings started by the outbreak of the conflict in Korea have
left no final effect: there have been wide differences in the movements
of individual prices and groups of prices and some of these differences
are far from having been effaced in the recent recession. The international
raw-material-price - index® appearing twice a month in “Der Volkswirt”,

* This index, originally compiled by the German Statistical Office; has been calculated privately
since 1948,



published in Frankfurt-am-Main, gives separate figures for ‘nine groups of
commodities, and these figures, as registered on selected dates, are shown in
the following table and graph.

International raw-material prices
according to the “Volhswirt” Index,

1950 1951 1952
Sroups of st 15th 15t 15t 1st 15th 1t
. Qetober | February July October [December; February May
June 1950 = 100
Cereals. . . ... .... 89 11 104 110 119 17 116
Beverages . . .« + . . . 111 112 110 " 108 106 109 i05
Meat . ., .. ... e 117 113 117 118 114 116 113
Fats . .. ........ 106 117 110 112 113 7 110
Oilseeds , . . ... V. 89 134 113 110 116 107 85
Hides and skins* . . . . 120 135 136 i10 88 74 63
Textiles ., ,....... i16 160 110 84 92 88 76
Iron and stead , , . .. . 118 130 148 154 158 159 156
Non-ferrous metals . . .| 120 176 138 139 138 145 143
Total , . . 118 145 120 108 110 108 100
Monthly index: June 1950 = 100
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* Including rubber.

Although, at first glance, the graph gives the impression that there are
still great divergences between the various price movements, there are certain
common tendencies to be noted:

(i) Seven out of the nine price groups (viz. all except textiles and hides)
show a fair degree of stability from the middle of 1951 onwards,
with a weakening trend as from the early months of 1952,

(11) Five out of the nine price groups (viz. cereals, beverages, meat, fats

and oilseeds) keep close to the average and tend to return to their June
1950 position (with oilseeds, however, showing a distinctly weak trend).
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(i) There are four stragglers: “iron and steel” and ‘‘non-ferrous metals”,
with prices well above the average, and the two groups “textiles” and
“hides and skins”, with prices below the average.

Prices in the iron and steel group continued to rise until the end of
1951, by which time their average was the highest for any group (this had
not been so in the spring of 1951). As far as non-ferrous metals are con-
cerned, the quotations on '‘grey markets” dropped considerably during the
first quarter of 1952: for lead the grey price even fell below the official price,
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which itself was reduced
three times in the spring
of 1952; for zinc the
disparity was reduced to
less than 10 per cent.
and in the case of copper
to about 25 per cent,
(as compared with a grey-
market price which, at
the peak of the Korea
boom, was twice as high
as the official price). The
price of tin has had its

- own exciting history: there

was no grey-market price;
the officially quoted price
rose to two and a half
times the pre-Korea price
before a gradual decline
set in, and it is still some
60 per cent. above the
pre-Korea level.

On the other side of
the average, ‘‘textiles” as
a group now stand some
20 per cent. and “hides
and skins” some 30 per
cent, below their pre-
Korea quotations. Wool has
touched both extremes:
46’s, which were dealt in
at 65d. per Ib. on the eve
of the outbreak of the
conflict in Korea {i.e. on
23rd June 1g9go), fetched
211d. in March 1951, but
in April 1952 the aver-
age price was only sod. —



even less than a quarter of what it had been a year earlier. The movements
of the price of rubber (not shown separately in the table on page 72, rubber
being included in the item “hides and skins” in the “Volkswirt” index) have
also been violent: the London price for No. 1 R.S.S., which was 23d. per lb.
on 23td June 1950, rose to 73d. in March 1951 and had fallen to 24d. by
the middle of May 1952, The price of natural rubber was further affected by
a reduction in the price for synthetic rubber from 26 to 23 cents per lb.

The commodities whose prices have been the least affected by the Korea
boom are those belonging to the important category ‘“‘cereals” and the three
other groups comprising beverages (coffee, tea and cocoa), fats, and meat, for
they moved only within the narrow range of 10 to 20 per cent. above the
level of June 1950. Thus it may be said that the commodities classified as
human foodstuffs and animal feeding stuffs have exerted a stabilising influence
amid the hectic price developments of the last two years.

The fact that the greatest price rises are those of metals and the smallest
" those of textiles and hides (raw materials for typical consumer goods) is a
graphic illustration of the economic ‘“‘schizophrenia” (as it has been called)
from which the world has been suffering since the summer of 1950 as the
result of an expansion of industrial activity for military purposes side by

Changes in prices of selected commodities since Korea.”

Percentage changs from June 1950 to
Commodities
the peak reached the end of
by each commaodity April 1952
Wo.ol {London):
AB'S . . L e i e e e s + 225 — 23
L - + TI7 — 18
Rubber:
London . o . v e e e e e e + 217 + 36
NewWYork . . .. .. i v v i v v i h it ua + 204 + 72
Tin:
London . . . . ... v i i e + 174 + 64
NewYork . . . . o v o v i v v e e e e + 148 + 63
%= + 82 — 3
T Y + 73 + 36 (D
COCOB .+ . v i v v v r i r e e e + a8 + 19
Cotlon . . . .« - v v v v r m it i e + 33 + 13
Zine .. e e e e e e + 30 + 30
Maize . ... ... ... e + 23 + 17
Wheat , . . . ... ... ... + 20 + 76
Coffed . . . . . 0 v v i i i e e s + I4 + 7
Crude oil. . . . . . v i i i st n e s + 732 + 13
=11 -1 + 12 + 12
L T -+ 9 + 9
Moody's Index. . . . . .. ... il + 35 + &
Reuter's Index. . . . .. ........... + 28 + 1t
Volkswirt Index . . .. ... .. ....... + 46 —

{") In the absence of indications to the contrary, the prices considered are the ordinarily guoted U.S. prices,
and ip no case are they grey-market prices.
*) For lead, account has been taken of the price on 15th May instead of that at the end of April 1952,



side with an increasing hesitancy in the civilian sector. Should ordinary
business activity remain brisk, the likelihood is that prices of textiles and
hides will recover somewhat, while the future movement of metal prices
will, of course, be closely connected with the volume of rearmament.

In general, the prices which rose the most are also the ones which
subsequently fell furthest. Commodities the prices of which are still at or
close to their peak are: zinc, maize, wheat, crude oil, sugar and copper;
and the price of cotton has also kept up fairly well (especially considering
that it 1s a raw material for textiles). "It is noteworthy that all these are
so-called “dollar commodities”, the prices of which, in general, never
rose very steeply and have not fallen sharply either, Most of them have
been subject to some sort of regulation: on the one hand, the prices for
metals such as copper, tin, lead and zinc are officially fixed, and, on the
other, the prices for wheat, maize and cotton, while not officially fixed, are
determined indirectly by way of a system of price parities which has now
been applied for about twenty years in the United States.

Unlike the ‘“dollar commodities”’, the most typical “sterling commodi- .
ties” ~— rubber, tin and wool — rose almost perpendicularly in the first
seven or eight months after Korea, but then fell again sharply. Since wool
is being quoted at a price distinctly below that of June 1950 while the
prices of rubber and jute have again shown signs of weakness, it might seem
as if sterling commodities had recently lost on balance (even when no
account is taken of the fact that one predominantly sterling commodity, gold,
is being sold officially at the same price in terms of dollars as before 1939,
and in free markets at only slightly higher prices).

U.5. Commodity Prices.

156
Commodities Unit Augtl.?st End of April

1939 1942 1950 1951 1952
Wheat , . .., ... Cents per bushel g8 253,125 262,875 278.25 282,25
Maize . ... ... " " " 45 1505 173,25 208,375 203.00
Qocea . . .. ... ' w  pound 4,19 20 25.75 38,9375 38.375
Lard . . ... I woowom 56 - 128 11.40 17.82 10,625
Sugar . ..., .. ' " " 2,86 810 7.7 8.2 a.55
Coffes ., ., .. ... " " " 7.6 26.5 46,5 54.5 52.875
Cotton . . .. ... wooom " 9.29 33,70 33.40 45.06 39.15
lrod - . ... ... Dollars ., ton 20.50 50.65 50,42 57,77 B7.97
Steel serap, . . . . " woon 13.88 23,76 33,75 44,00 43.00
Lead . . .. .. .. Cents ,, pound 4,89 i85 11 17 153
Copper. . . . ... " " M 10.37 23.628 19.6 245 245 .
Tn......... " " " 48,76 103 76.875 142 121.5
Zinc . .. ...., " " ) 472 125 1 17.6 19.6
Mercury . . ..., . Dollars ,, flask () 86,15 85 70 218 202
Silver . . .. ... Cents ,, ounce 36.0 715 71756 90.16 g2.T5 (@
Rubber. . .. ... w o pound 16.66 18,5 25 ‘86 38 {%)
Hides ... .. [P " . " 116 18.75 18 30 10
Crude all. . . . .. o « barrel g2 340 - 354 425 425

() Flagk of 76 |bs equal to 34.5 kilogrammes. ) In May 1052,

(3} Ofticlal U.S. price In May with effect from 1st June 1952,



The price declines which have occurred since the spring of 1951 — and
especially the more or less unexpected downturn in February 195z — seem
to have allayed earlier fears of a general shortage of raw-material supplies.
Once more, experience has shown that, when prices begin to fall and
money becomes tighter, supplies suddenly appear on the market in greater
abundance than had previously been thought possible. In itself this is not
conclusive evidence that the problem of  inadequate production has ceased
to exist — for the easing of the situation may be only temporary; but
it must be admitted that the output of several important commodities rose
substantially from 1950 to 1951.

Estimates of world production of basic commodities.

Porcentage
- Ingrease
Commoditles Uit 1937 1946 1950 1951 [, Uilor -

(provi-  [Jaey over

gional) 1937
Aluminium . . . . .., 1000 tons 490 790 1,510 1,795 + 266
Electricity .. .. ... milliard kwh 444 644 948 1,057 + fas
Synthetic fibres . . . . 1000 tons 830 775 1,675 1,915 + 131
Crude oil . .. ..... milllon tons 285 380 525 595 + o9
Cement......... " . 81 74 133 147 - &8f
Steel . ... ...... . » 1358 110 190 210 +- 56
"Rubber, natural, , .. . 1000 tons 1,225 850 1,885 1,895 + 55

Rubber, synthetic, . . . N 5 820 545 925 +
Soyabeans . ... ... milllon tons ) 1200 14 17 18 4+ 50
Brown coal . . . .. .. ¥ v 270 250 370 400 + - 50
Plgiron . ..,..... PR 106 (=] 130 150 + 43
Zloc, . . .. .. ... 2 1000 ions 1,635 1,406 1,905 2,030 + 24
Nickel, . ........ . " 120 126 136 145 + 27
SUGAF . v v s @ milllon tans a0 26 25 36 + 20
Coal. . . ... ..... . . 1,200 1,185 1,455 1,540 4+ 20
Copper . . ... ... &) 1000 1ons 2,535 1,980 2,850 2,810 + 17
Wheat, . .. ..... [©] milllon bushels 5,980 5,700 6,320 6,600 + 9
Maize . . . ., .. ... % " N 4,980 5,265 5,145 5,320 + 7
Wool (greasy). . . . . . million lbs - 3,880 3,790 3,820 3,950 + 3
Lead. .. .......0 1000 tons 1,690 1,040 1,720 1,745 + 3
Mercury , . . . ... ‘. 1000 flasks (7 135 145 120 125 - 7
Cotton. , ......." milllon bales a7 - 22> 28 34 — L]
Manganese ote . . , . ., 1000 tons 5,060 3,670 4,950 5,100 — I8
Tungsten . . ... ... " . as 19 29 32 — 18
Coffes. . . . . PN )] “million bags 39 27 30 32 — f&
L Th oo oo O] 1000 tons 205 100 175 165 — 20

(') Average 1934-38. (9 Smelter production. {3 Crop years. (%) Flask of 75 Ibs equal to 34.5 kilogrammes.

Note: The above table is intended to glve figures for “werld’ production, but in view of the statistical blackout
prevailing _In certain parts of the world it must be admitted that the estimaies are not as reliable as might be
desired. Provided that the ﬂgkures for each commodity are based on approximately the same range of data
year by year, they may be taken as giving a near enough indication of the magnitudes Involved. -

A number of the items in the above table show impressive increases,
viz. aluminium, electricity, crude oil, synthetic fibres, and rubber. In the
case of all of them, the volume of production in 1951 was more than
twice as large as In 1937 — which, it should be remembered, was a
“boom” year, while 1938 was a year of recession (see page 87). At the bottom



of the table; however, coffee, cotton, manganese ore,* tungsten®*, mercury and
tin show lower production figures than before the war, while an important
group of commodities comprising woel, wheat, maize, sugar, copper,
lead, zinc and coal shows only a relatively moderate rise in output (in
some cases, however, there are more or less: suitable substitutes, such as
aluminium for copper). World population has increased by fully 12 per
cent. since 1937, while the corresponding rise in industrial production averages
40 per cent. in western Europe and 95 per cent. in the United States. The
output of a number of primary products has obviously not kept pace with
industrial development — hence the higher prices and the necessity for an
increased use of substitutes over a wide field. .

From the graph below it may be seen that in the United -States
the sensitive index of twenty-eight commodities shows a higher rise
than the general index of wholesale prices and has still further outstripped
the increase in the cost-of-living index. And it was only to be expected
that raw-matertal prices would go up more quickly' than those of other
commodities, seeing that In 1938 there were still nine to eleven million un-
employed persons in the United States — which meant that the consumption
of raw materials In the country now responsible for one-half of the world’s
industrial output was at that time exceptionally low. A high level of economic
activity in the United States has many advantages as a stimulus to world
trade in general, but it brings with it higher raw-material prices.

In the table on the following page an attempt has been made to compare
the level of prices of primary products with the level of wholesale prices and

United States: Price movements.
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40 — S— : 450
_ —‘ August 19391007

400 — 3400
i Sensilive index [F™; .

(2acommodiies)J N

LU

350 ' ' : k1 350
_ i # v .

- A \ JI (s | - M i :
300 : ',."-'——\.-' A £ N 300
n il : % [J ]
P nd— h W, Sy 250

':-s‘ Wholesale prices (Genera inviaes 3\ / by Fasss N E
200 — _J o o —— {200
2 ; :‘: g " . 1
ok el Costof Living ¢Sent 1939-100) 1150
IaaEllllllll-lll !iLLI]fIlI I'IJ_JIIIIJ_LL Illllflilll JL‘IJIIIILLI I|||||I||!I IlIIIIIIlIJ:|00
1946 1947 1943 1949 1950 1951 1952

* As regards manganese ore and tungsten it should be remembered that important sources of supply
in the past have been the USSR, for the former and China for the latter, and the decline shown
in the table may, therefore, reflect insufficient information,



the level of the cost of living over a longish period — and, in particular,
to provide a comparison with 1913 and 1926, which were not years of

depression for the American economy.

United States: Index of price movemeants.

February
Index of 1913 1926 1932 1838
1951 1952
Sensitive prices , . . . . 100 143 73 100 347 280
Wholesale prices . . . , 100 143 93 13 263 253
Consumar-goods prices . 100 179 136 143 260 266

The story revealed by the index of sensitive prices 1s a sirange one:
in 1932, at the depth of the depression, these prices were as much as 25
to 30 per cent. below the 1913 level, and in 1938 they had still barely
regained that level, whereas other prices had risen well above their pre-1914
quotations, Then, during and after the second world war, came the extra-
ordinary “recovery” in the prices of primary products, which lifted them well
above other prices — creating a new disparity which has not yet been wholly
wiped out. The difference is no longer very marked, however, as is borne
out' by the fact that in the early months of 1952 the average of the ‘“parity
ratio” for U.8. agricultural commodities stood at 100 — which meant that
the relationship between. prices was approximately what it had been in the
basic period 1910-14. Even so, the rather greater increase in raw-material prices
than in other prices indicates a continued shortage of many staple commodities
and is therefore a sign that increased output is needed in order to keep pace
with the continued expansion of the general volume of industrial production and
of consumption requirements. Everything possible should be done to ensure that
the readjustment of the prices of staple commodities to a level more in line with
current wholesale prices and the cost of living shall not revive memories of
the depression in the 1930s and lead to pressure for a reintroduction of
regulation schemes. The Korea boom at least had the advantage that it
convinced the world, as nothing else had done since 1945, that a major
expansion of resources for the production of primary products was indispen-
sable. This being so, it is very important that the recent weakness of the
markets, which for most (though perhaps not for all) commodities represents
a thoroughly healthy adjustment, should not be misinterpreted, since this
would bring back a slump mentality with its tendency to inhibit enterprise.

- When at the end of 1950 and early in 1951 the impression given by
the raw-material markets was one of an extreme shortage of supplies, several
European governments and the US. Government decided to make arrange-
ments for an allocation of certain exceptionally scarce raw materials and also
to encourage their production. To this end the governments created the
International Materials Conference, which held an initial meeting on
26th February 1951 in order to establish contacts. As mentioned in the
twenty-first Annual Report, a central group was formed, but the more active



work has been carried out in seven commodity committees, on which between
eleven and sixteen governiments are represented.

The mode and degree of intervention has varied from committee to
committee; in some Instances there has been actual allocation of materials
(as in the case of copper and tungsten). It seems probable that the various
arrangements made have tended to reduce the amount of precipitate buying by
the various countries, and the methods employed may thus be said to have
contributed to the restoration of quieter markets. There is no doubt, however,
that the general decline in prices from the spring of 1951 — a decline which
set in before the International Materials Conference had begun to operate actively
— made it much easier to ensure adequate supplies for the various countries.

The International Matertals Conference is also endeavouring to bring
about a more economic use of matertals in short supply. One of its main
tasks, moreover, is to promote the production of materials which are really
scarce, and, in as far as it may be successful in this endeavour, it will help
to solve the problem of the long-term adjustment of world supplies.

: %* #*
#*

Changes in the index numbers of whoiesale prices
and of the cost of living.

Pateentage Pearcentage increass
increass botwesn _
Countries M.Lgrgl? ?35‘12 '::“;'::_‘c':? 1;%250 during 1951

Whalesale Coat of Whalesals Cost of Wholasate Cost of
prices living prices . living prlces - fiving
Augtralla ., . . .. ..., .+ 2000+ 133 + g5 4+ 36 + =22 + 24
CAustria. . ... ... + 728D+ s598(H| + 60 + 54 + 38 + 39
Belgium . . . .. .. P |+ 362 + 302 + 25 + 74 + @ + fo
Capada, . .. ... ... + 128 + as + 10 + 14 + & + 12
Denmark, . . . ... .. |+ 237 + o3 + 33 + 75 + 17 + 7
Flndand . . . .. .. P |+ 1525 + igto + 48 + 18 + 34 + 7
France . . . . ...... + 2830 + 28478 + 44 + 38 + 26 + 19
Getmany (western} . . . |+ 758 + 77 + 30 + I3 + 14 + 18
Gresce . ... ... ... |+ 38900 + 36,908 + 36 + 25 + 13 + Tro
leeland. . . . ..., ... . + 6I6(% . + 43 . + 19
fraland, . ., ..., . ..+ 96 (| + 109 + 23 + 12 + i3 + 1)
Maly . ........ . )4+ B220 + 5375 + 14 + 14 + f + 8
dapam. . . ... ... .. |+ 26,562 + 718,258 + s5¢ + 47 + 25 A -
Nethertands . . . . .. .|+ 302 + e8] + 2I4' 4+ 17y + 12 + 5
Norway, . . . v vuv o |+ iy + 107 +. 23 + 25 + 17 + 14
Portugel . . .., .... + 182 + 108 + 17 + 0 + 16 - 0
South Africa. .. .. B + 153N | + gaMm + 27 4+ 180 + 20 + 9
Spain, v« . v v v ... |t 278N |+ 274 + 27 + 1o + 17 + 3
Sweden, . .. ......|+ 189 + 95 + 44 + 24 + 26 4+ 23
Switzerland . . . . . o |+ 723 + 77 + 73 + & + 4 + 6
Turkey . .. ... .. o |+ dos@i+ 2899 + ¥7T (D + A + 5 + 4
United Kingdem. . ... |+ 229 + i1s + 30 + 17 + 13 + 12
United States . . . . . . + 120 + 87 + 12 + 10 T+ 1 + 6

(:; February 1952, @ March 1838 = 100, ) Retall prices: 1st quarter 1352,

¢} January 1852. () January-March 1939 = 100, (% July-December 1959 = 100,
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As regards price movements in individual countries, it should
first of all be noted that in the spring of 1952 the general level of wholesale
prices and of the cost of living in the United States stood only some 10 to
12 per cent. above the pre-Korea level, The preceding table shows that five
other countries, viz. Canada, Italy, Portugal, Switzerland and Turkey, regis-
tered an increase of between 10 and 20 per cent. in wholesale prices and
of not more than 15 per cent., if any, in the cost of living, In the majority
of the countries reviewed (Australia, Belgium, Denmark, western Germany,
Greece, Ireland, the Netherlands, Norway, South Africa, Spain and the
United Kingdom), wholesale prices have risen by more than 20 but less
than 40 per cent., while five countries, viz. Austria, Finland, France, ]apan
and Sweden, show a rise of more than 40 per cent.

As usually happens when there is an upward movement of prices, the
" cost of living increased less promptly and less sharply than the more sensitive
wholesale prices; and, now that the latter are beginning to turn downwards,
there is a fair chance that eventually the curves may more nearly coincide
and that the outcome will be a better balance in the whole price structure.

United States: Price movements. Indexes: 1938 =100.
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One of the important factors affecting the rate at which prices have
risen in the wvarious countries has, of course, been the extent of the
devaluation to which each individual currency has been subjected,
for the devaluations of the autumn of 1949 had not yet produced their full
effect when the Korean conflict broke out.

Contrary to what happened after the devaluation of sterling and a
number of other currencies in the autumn of 1931, viz. a continued fall in
world-market prices as expressed in dollars, there was quife a fair increase
in the dollar prices of commodities during the nine months which elapsed
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Currency devaluations and the extent to which
prices had increased by March 1952 in reiation to
the period January to June 1948.

. |Corrasponding Incroase (4} in
Percentage Increass
rede of in the price
Countries devalua- of the ?_'_3' wholesale cost wage
. tion (—) dollar (+ ptices of living rates
in parcentages
United States . , . ... .. . — - + @8 4+ 1 + 25
Switzerland . . . . .. .. .. - - + 2 + 5 + 60
Maly. . ... ... v — 8.0 + 9 + 7 + 12 + 37
Belgiuvm .. ........ . — 12.% + 15 + I8 + 8@ + 2009
Germany (western}. . . . . . — 20.6 + 26 + O + 139 + S40®
Netherlands . . . . ... .. — 30.2 + 43 + 44 + z2e(} + 22
Sweden , ., .. ...y — 80.5 + 42 + 52 + 28 + 33
United Kingdom , . . ... . — 30.5 + 44 + 33 + 24 + 22
Finland , . ., ., .. .,.... — 410 + 70 + 73 + 42 4+ 80
Austria . .. .. o000 e — 53.2 + 114 + 756 + 128 4 767 ()
(") Fourth quarier of 1951, {31 February 1952, %) Retall prices.
{*} In relation to June 1848, {5) September 1951, ®) Third quarter of 1951.

between the wave of devaluations in September 1949 and the outbreak of the
conflict in Korea. And when the beginning of the struggle in Korea brought
a further rise, the countries which had devalued were exposed to strong
price-raising tendencies from abroad. It may be noted that, among the
countries in the group with the lowest rise in wholesale prices between June
1950 and March 1952 (viz. less than 20 per cent.), Italy had devalued its

Switzerland: Wholesale prices of import and export goods and the cost of living.
. . Monthly indexes: 1938 :=100.
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currency by only 8 per cent., Switzerland and Turkey had not devalued at
all, and Canada has seen its currency appreciate in terms of the U.S. dollar.
The steepness of the rise which took place in the cost of import goods
from the middle of 1950 for the countries which had not devalued 1s brought
out by the price movements in Switzerland, as shown in the preceding graph.

In Italy prices have been on the move — sometimes upwards and
sometimes downwards — ever since the “stabilisation” effected in the autumn
of 1947; but in the spring of 1952 wholesale prices were no higher, on
balance, than they had been in June 1947, this maintenance of a comparatively
high degree of stability — which has only been achieved thanks to a very
careful credit policy (see page g) — having been the foundation on which the
Italian authorities based their successful attempt to strengthen confidence in

the lira. '

ltaly: Price movements. Monthly indexes: 1947 =100.
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Most of the countries in the middle group — comprising those in
which wholesale prices have remained within the range of more than 20 but
less than 40 per cent. above the level of Junme 1950 — had devalued their
currencies by about 30%% per cent. in the autumn of 1949. This applies to
the United Kingdom, as well as Australia, Denmark, Ireland, the Netherlands,
Norway and South Africa, while in Greece the rate of devaluation was
slightly higher, viz. by 33.3 per cent. The same group includes western
Germany, which devalued to the extent of 20.6 per cent., and — perhaps
rather sutprisingly — also Belgium, with a 25 per cent. rise in its wholesale-
price level (as compared with 30 per cent. in Germany and in the United
Kingdom), although the Belgian franc had been devalued by only 12.3 per
cent. It should be remembered, however, that Belgium, with its strong inter-
national ties, is particularly sensitive to the impact of price movements on
the world markets: before Korea, the growing competition in the markets



for iron, steel and coal tended to have a depressing effect on the Belgian
economy while, on the other hand, the boom in these commodities since
Korea has helped to make. the country’s export position alimost too strong
and, at the same time, the consequent spreading of purchasing power has
exposed Belgian prices to upward pressure. It has not been easy for the
authorities to keep this rising tendency within reasonable limats.

United Kingdom: Price movements compared to note circulation.
Monthly indexes: 1938 =100.
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Among the countries of the group in which wholesale prices have risen
more than 40 per cent. above the level of June 1950, France had devalued
by 22 per cent. and Sweden by 30l per cent., while for Austria the per-
centage was as high as 53 per cent. For Finland, which lowered the
exchange value of its currency in two stages, the total devaluation came to
41 per cent. Apart from the effect of devaluation, Sweden and Finland found
their foreign earnings suddenly swollen by the high prices of forestry pro-
ducts, . which in the case of Sweden account for fully so per cent. of total
exports and in the case of Finland for over go per cent.* High profits were

* In Norway and Sweden and also to some extent in Finland, special duties were levied on the
export value of various forestry products — particularly pulp, which had risen precipitously in price
and reached quorations far above the U.S. level: In the third quarter of 1951, the Norwegian
and Swedish levies in the case of mechanical wood-pulp came to about zo to 25 per cent.
of the fob. export price, while the cotresponding Finnish levy came to about 1o per cent.
While the dollar price for bleached paper pulp on the - American market in the autumn of
1951 still stood at the equivalent of about S.Kr. 8oo per ton, the prices obtained by Sweden for
exports of corresponding pulp tose, in individual cases, to as much as 8.Kr. 2, 200. Buch exaggerated
prices simply asked for counter-measures; there was a decline in consumption in severa.l countries;
at the end of 1951 import restrictions were imposed by the United Kingdom; and in the middle
of February 1952 that country fixed buying prices for wood-pulp coming from other countries in

{For end of footnote see next page}



made, which, together with the rising cost of living, led to the payment of
higher wages, and these in their turn were followed by subsidiary price
increases,

In France the steep price rise which began again in the autumn of 1951
was initiated (as explained on page 33) by government decisions to increase
the offictally fixed prices of agricultural products, while in Austria the fifth
round of the ‘“‘price and wage agreements” in the summer of 1951 led, in
conjunction with other price-raising factors, to an actual increase of 33 per
cent, in the cost of living and of 28 per cent. in net wage rates.

France: Wholesale prices.
Manthly Indexes: 1949 = 100,
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It has, indeed, been a feature common to recent developments in all
the four countries just mentioned that abrupt increases of 15 to 20 per
cent. or more have been made in wage rates and also in prices. Such sudden
leaps are invariably part of an inflationary process (since rising productivity
could at the very most justify a real wage increase of, say, 4 to 5 per cent.
a year — and even that would be a rarity). When prices and rates of
remuneration change by 20 per cent. or more all at once, the whole scale
of customary valuations is upset and a great feeling of uncertainty is
created. In an atternpt to remedy this state of affairs, a radical change of

Europe. In the case of paper pulp buying prices were 20 per cent. below what the foreign exporters
to the British market had generally been able to secure up to then; there was also a 15 per cent.
reduction in the price offered for mechanical pulp, while the price for rayon pulp remained unchanged.

Import restrictions imposed in France likewise affected the market, with the result that, by
May 1952, prices for unbleached paper pulp had fallen to about S.Kr. 1,200 to 1,300 a ton. Under
the system in force, the price fall in question brought about an automatic reduction in the Swedish
export leyy — and Finland and Norway also introduced reductions in their export duties.



policy has been made in the countries which have experienced these sharp
increases. Thus in Austria a voluntary price-reduction campaign was
launched in October 1951 by representatives of industry and trade, who,
with the support of the labour unions, aimed at reducing prices of consumer
goods by an average of 3 to 5 per cent. for the time being; and this
voluntary effort was afterwards followed up by a stiffer credit policy
(including a 1% per cent. increase in the official discount rate), curtailment of
public investment and other measures for the balancing of the budget. In
Finland, also, action was taken to lower prices, and there it was part of a
fairly comprehensive offictal programme. In Sweden certain price increases
for agricultural products were authorised as recently as the beginning of
1952, but they were to some extent offset by an increase in food subsidies,
while a reduction of prices is being attempted principally by way of an
almost complete liberalisation of imports from countries within the E.P.U.
area and by the application of some credit restrictions. In France too
— as explained on page 32 and in Chapter VII — credit policy was tightened
up (here the quantitative and qualitative restrictions were accompanied by sub-
stantial increases in the interest rates charged by commercial and other banks,
and, in general, an attempt was made to bring about a readjustment in the
cost and price position by inspiring greater confidence in the general financial

structure). '

International comparison of cost — and especially wage —
increases has been made more difficult by the fact that changes in the
magnitude and incidence of social charges have not been uniform; but in
the situation which has prevailed in recent vyears, with influential trade
" unions and a strong demand for labour, increases in living costs have generally
been followed by rises in wages even in cases where no sliding-scale arrange-
ments have been in force. Current statistics show that, in general, the
increase in wages has been somewhat larger than the rise in the cost of
living (but the fact cannot be wholly overlooked that the official cost-of-
living indexes often somewhat understate the real increase). When the figures
for western Germany show an improvement .of fully 20 per cent. in ‘“‘real
wages” between the summer of 1949 and the autumn of 1951, account has,
of course, to be taken of the relative lowness of the wage level in 1949
(the year following the monetary reform); but all the same this is an indi-
cation that the increase in the official discount rate to 6 per cent. in the
autumn of 1950 and the taking of other restrictive credit measures have
not prevented an improvement in the standard of living of the workers.

* : W
*

In the eastern countries of Europe the process of industrialisation,
which is the leit-motiv of their economic policy, is accompanied, as a rule,
by a shift of working population (often of excess population) from the
countryside to the towns and to industry. As a result, the demand for the
marketable or marketed portion of agricultural output will normally increase,
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and so will the demand for other kinds of consumer goods. The economic
programmes most recently adopted mn the countries with centrally—planned
economies seem to be laying more stress on the manufacture of con-
sumer goods. In order to enable people to acquire the increasing supply
of consumer goods without any rise in wage rates, the authorities In the.
U.5.8.R. have deemed it good economic policy to reduce prices. This
procedure took the form of four consecufive price cuts made during the
period from the end of 1947 to the early months of 1952, while a fifth
price cut has been in effect since rst April 1952. No price indexes are
published but, at the time when each price cut is made, specific reductions
are indicated, and in connection with each of the first four cuts an amount
which the population was expected to “‘save’’ vis-A-vis the state and other sellers
was expressly mentioned. It is difficult for outsiders to judge the real
significance of such savings figures (which for the single year 1950 were put
at no less than Roubles 110 milliard), but it may perhaps be estimated that,
during the fifty months up to the beginning of 1952, the total decrease in
retail prices worked out at something like 20 per cent.

In the case of the fifth cut, specific reductions are being made in the
prices of individual groups of ‘‘foodstuffs of general consumption”. (This
cut applies to the “state retail trade” omly, but it may be assumed that
corresponding price reductions will also be put into effect in the not un-
important co-operative trade and in the free collective-farm markets.) The
individual price reductions range between 10 and 30 per cent.

For the public the benefit derived from these particular price cuts
will, of course, depend upon what quantities of the commodities affected
are consumed; but it would not seem an exaggeration to estimate that an
average Soviet family will find that its cost of living has gone down by
5 to 1o per cent.

It has also been announced that further reductions have been made,
from the beginning of 1952, in important groups of wholesale prices and
that this has been possible owing to the favourable development of industrial
output resulting from a rise in industrial productivity together with a decline
in the cost of production -— a further possible explanation for the various
reductions in the prices of consumer and other goods being that availability
of a larger volume of commodities may have permitted a lowering of the
effective rate of turnover tax. The groups of products to which the reduced
wholesale prices apply are stated to comprise metals, machinery, equipment,
fuel, chemicals, building materials and paper, while cuts have also been made
in the tariffs for electricity and heating, and in freight charges as well,

In the eastern countries of Furope, no price indexes are published,
but sometimes, as in the U.8.S.R., statements are issued giving the amounts
which, it is calculated, have been or will be “saved” by the population
thanks to certain prescribed reductions in prices. In eastern Germany,
no official price mdex is published but certain data are available on prices
charged in the state-managed shops (the so-called “H.O0.”), and from time



to time statements have been issued regarding the amounts “saved” as a
result of price reductions for purchases in such state shops. The supply of
consumer goods has clearly improved in eastern Germany in recent years.
The technique followed has been the sudden prescription of price reductions,
of which there were no fewer than twelve applicable to the state trade in
the period from 15th November 1948 to the end of April 1952. As, at the
earlier date, prices — apart from those fixed for the Ilimited supplies of
rationed goods — were excessively high, there was room for substantial
reductions, and, according to the data available, the cuts have brought the
level down to less than one-fourth of what it was before the first one. was
made in the autumn of 1948. At the time of the eleventh price cut, in
December 1951, it was announced that the aggregate ‘saving” by the popula-
tion in respect of purchases of relevant consumer goods during the year 1952
would amount to (eastern) DM 2.3 milliard. On an average, prices are
undoubtedly higher in eastern Germany than in the western part of the
country, but the difference has gradually become less marked.

* #
#*

While in many countries 1951 was a year of rapidly rising prices, the
prevailing mood everywhere has gradually become one of reaction against
inflationary price increases, with the result that the general consumer’s
prospects of a more stable price level have improved. The outstanding
developments have been:

(i) The decline in world-market prices of staple products (the effects of
this tendency being visible even in countries Iike France, where prices
otherwise have risen sharply — see graph on page 84).

(i1 The steps taken in several countries to restore a more normal price
mechanism ({this being one aspect of the more ample use now being
made of monetary policy).

One of the dangerous consequences of the Korea boom was that the
sharp increase in raw-material prices widened the divergence between
the rise in wholesale prices and the rise in the cost of living; in
doing so, it intensified an existing distortion which, inter alia, acted as an
inflationary force in so far as the increase in the cost of raw materials and
the financing of that increase tended to cause a rise in prices generally.
Thus, from this point of view as from so many others, the downward
movement of raw-material prices in the spring of 1951 was of the utmost
importance as a corrective, but, up to the end of that year, no appreciable
narrowing of the “‘gap” could as yet be seen.

As the prices of primary products were exceptionally low in 1938,
owing to the relative slackness of industrial activity at that time in the
United States (see page 76), it may well be that the ideal equilibrium ratio
today would be one incorporating a somewhat more pronounced increase in
wholesale prices than in the cost of living. :
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Ratio between wholesale prices and the The process of re-
cost-of-living indexes (base year: 1948) moving price controls
in the last month of 1949, 1950 and 1951. and rationing — a
) process which had been
i December | December | December . b h
* Countries 1949 1950 1951 interrupted by the out-
Cost of living = 100 break of the COl'J.ﬂICt in
Haly o oo vve e s ens 69 o7 8o Korea — was resumed
United States. . . . . . . 06 103 20 after prices of staple com-
Switzerland . . . . . . . - 93 102 100 modities and of some
Canada . . ..o vv v 9 106 100 consumer goods (textiles,
Turkey 0o e 94 bt 100 shoes, household appli-
Franca() . . . ... ... o9 103 108 had b

Australia ., . ... .. ) 104 113 109 ance_s’ eifc‘) A egu{] to
Netherlands . .. ... . 100 107 114 decline in 1951. A situa-
Bolgium. . v v e v ks %0 16 118 tion had arisen in which,
South Africa . . ... .. 102 108 17 at current prices, the
:":‘: """"" :g‘; :;; ::; : markets wete rather over-
Wedan . . . - 4 s e . . . .
Austria . ., ..., ... 101 114 118 supplied, ar{d thls’. m 1t-
Denmark . o . . . . .. . 103 114 124 self, made it possible to
United Kingdom . . . . . o8 123 125 dispense with the system
Germany (western) (). . .| 105 127 129 of allocations. But, even
:'“':‘“" """"" 1?; :; ::: so, it was not until the
Pam . + &« v v v v 4ok -
Sapan . 128 167 71 first half of 1952 that, in
the United States, the

() 1840 = 100. Office of Price Stabilization
ordered the first lifting of the price controls which had been reimposed at
the height of the Korea boom. Thus by April ceiling prices bhad been
suspended for sixteen commodities in the following three groups: cattle-hides,
wool, and oils and fats. And in the following month the Office suspended
the price control for raw cotton and virtually all textiles, it being stated,
however, that control would be reintroduced should the cotton price again
go beyond the limit of 43.39 cents per pound.

In the United Kingdom, the markets for an increasing number of
commodities (e.g. timber and tea) are being freed; on the other band, it
has been decided that the time has not yet come to put the machinery of
the cotton exchange into working order. In many cases the difficulty of
removing controls is still a monetary one: the lack of adequate reserves. In
the return to more active markets, an important step is the progressive
abandonment of the system of subsidies, which has, in point of fact, tended
to create a situation in which supplies of imported goods are not allowed to
increase in full response to the demand, since the weight of the burden on
the state finances is directly proportionate to the amount of these goods
made available to consumers, At the same time, the practice of bulk buying,
which played a considerable réle, especially in the United Kingdom, during
the war and in the post-war period, is being restricted to a narrower field.

The discarding of controls after the first world war took place in the
years 1920-23, when prices were falling, and the decline in prices after the



boom of 195051 is now having a similar effect. What 13 happening 1s that
general controls in the monetary and credit field are beginning to make it
unnecessary for direct control measures to be applied any longer to individual
commodities. As regards general controls, it is rather remarkable that, despite
the increased outlay for rearmament, it has proved possible to curb the
tendencies to undue expansion of credit without resorting to anything but
moderate increases in interest rates — at least in those countries whose
currencies have not suffered a far-reaching loss in real value.

One of the great economic difficulties still remaining is the absence of
a proper adjustment between prices in different countries and currencies.
Unfortunately the obstacles to international trade are still very conmsiderable;
in many cases they are primarily a reflection of monetary difficulties (un-
adjusted credit positions at home, coupled with a lack of reserves}; but only
too often they are of a purely protectionist nature. There are indications that
the countries of eastern Europe with centrally-controlled economies have taken
steps to co-ordinate their prices and to increase opportunities for trade with
one another. The other countries have every reason for attempting to achieve
-the same results by the methods suited to predominantly free economies.



IV. Expansion in World Trade.

As shipments of staple commodities form a large part of the goods
exchanged between nations and the prices of these commodities rose steeply
after the outbreak of the conflict in Korea, it was only to be expected that
the value figures of world trade (as expressed in terms of current dollars)
would show a considerable rise; but there has also been a very im-
pressive increase in the volume (or quantum) of foreign trade.
In the first half of 1951 the quantum of world exports was as much as
20 per cent. larger than in the corresponding period of the previous year.
This compares with an increase in the value figures by more than 50 per cent.

Turnover of world trade in terms of value
{exports and imports together),

Araas 1947 1948 1949 1850 1851 ()
In_milliards of U. 5. dollars

" United States and Canada. . . .. .. ... .. 277 269 256 26.6 356

United Kingdom . . . . . . . oo o v v v v 12,2 151 15,3 1236 1886

Rest of the sterling area . . ., . . .. Ve e 128 16.4 168 166 23.0

Total for the sterling area. . . . . . . P 24.7 ars 321 3.2 41.5

O.E.E.C. countrles

{excluding the United Kingdem, Ireland and

feefand) . . . . .. C e e e e e e e 23.0 265 25.0 20.7 415

Latin Amaerlean republies . . . . . . .. ... . 1.9 12.7 1.0 116 16.0

Other countries . . . . . e e e e e e e 146 175 185 18.4 25.4

Total (& , . .. 101.9 151 116.2 116.5 160.0

{1 Parfly estimated. #) Exeluding China, the U.S.8.R., the Soviet zone of Germany and ~

eastern European cauntries, for which figures are not reported currently.

World exports.

Europa United States and Canada World*
Period Dollar | Unit Dollar | Unit. Dollar | Unit
value valus Quantum value value Quantum value value Quantum
Index: 1948 =100
iade , ., .. ... 111 a3 119 85 95 104 102 9 108
1950 .,..... 114 75 162 83 92 a0 104 87 120
1951 . ... ... 156 92 169 119 106 112
1950 1st quarter 1 74 137 75 89 B4 92 a2 112
2nd " 104 4 141 81 89 M 95 84 113
3d 111 75 148 80 92 a7 | 108 88 19
4th w 140 78 179 93 28 498 127 84 135
1951 18t quarter 139 83 167 103 103 100 136 102 133
ond 155 ) 174 (. 123 107 118 148 107 138
3rd " 156 94 166 118 106 m 138 106 129
4th - i ] 174 128 106 121 . f

* Excluding China, the U.5.5.R., the Soviet zone of Germany and eastern European countries, for which
figures are not reported currenily.

Note: As regatds the changes in “unit value", it should be remembered that in 1948 (the year before the
devaluations) Europeah prices were, ' general, on the high side, 50 that a ceriain reduclion in relation to extra-
European prices was no doubt called for; consequenily, the apparent moderateness of the European *'unit value™
even ag late as the autumn of 1951 should not be taken as indicating that there was still room for further increases.



All parts of the world have participated in the expansion of trade. The
data regularly published by the U.N. Secretariat as to the dollar value, the
unit value (price) and the quantum of world exports are shown in the
preceding table.

European trade was at a low level in 1948, with exports amounting to
only 85 per cent. of the 1938 volume, and there was thus quite a lot of
leeway to be made up. By 1951 the volume of intra-European trade was
some 40 per cent. larger than in 1938, while the volume of western Europe's
exports to other areas had increased by 58 per cent.

Thanks to the briskness of trade in 1951, increased use was made of
the world’s available shipping.

World shipping tonnage.®

Parcentage
1938 1951
1914 ¢hange
Countries September December (Sept. 1939
_ in thousands of gross register tons Dec. 1961)
United States (3 , . . . .. v v v v v v u 2,027 8,722 25,769 + 19%
United Kingdom . . . ... .. P e e e 18,892 16,892 16,526 - 2
Other British Commonwealth countries , . . 1,632 | 1,716 3,099 + 87
Total British Commonwealth . . . . 20,824 18,608 19,625 + 5
Argentina . . . . ... .. 00 ‘s . 2468 951 + 287
Danmark . . . . . .« v v vt v e, 70 1,093 1,263 + 16
France . . . .. ... ... e e e s 1,822 2,748 3,122 4 14
Germany (western). . . . . . e e 5,135 4,185 854 — 80
Greece_. e e e v e e ey a1 1,763 1,259 —_ 29
Al e e e e L 1,430 3,322 2,937 — 12
JAPAN. o v e e e e e 1,708 5427 2,200 — %
Netherlands . . .. .. e e e e 1,472 2,792 3,006 4+ a8
MNOwWay . ., . . . o0 v i e it e e e e s 1,957 4,686 5,582 + 19
Panama. ., ... ... S e e e s . 722 3,658 + 407
Spaim. , .. ... ... e e e e e B34 832 283 + 5
Sweden. . . . .. ... i e e 1,015 1,442 2,061 + 43
USSR ...t it e e e . 1,154 1,192 + 3
Other countries . ... .. .. e e s 3,479 3,584 6,042 + &9
W_orld total. . . . ... P e s 43,144 61,426 BO,503 + 81

(*) Steam and motor vassels of 500 gross register tons and over, excluding Jake and river tonnage.
@) Vessals of 1,000 tons and over, excapt in 1939. '

The world total of available tonnage has risen by one-third since the
eve of the second world war, but in the United States about 2,000 vessels,
aggregating some 20 million dead-weight tons, were put In “‘moth balls” at
the end of the war. The additional demand for shipping after the outbreak
of the conflict in Korea has been met largely by recommissioning about
one-third of the ships laid up and using them to carry emergency supplies,
including wheat to India (threatened by famine) and coal to Europe.



.. The war losses suffered by Norway, the Netherlands, France and
Denmark had all been made good by the end of 1951; the United Kingdom
reached that stage by the end of the first- quarter of 1952, Not only have
the losses in tonnage been replaced, but the ships built since the war are
more efficient than the old. As regards the composition of the fleets, the
pattern has changed somewhat. Before the war 82 per cent. of the dead-
weight tonnage represented dry-cargo ships and 18 per cent. tankers; in 1951
tankers accounted for 22 per cent. of the total tonnage. It has been
reported that by July 1951 the proportion of tanker tonmage in the world
shipbuilding programme amounted to as much as 38 per cent, of the total.

Freight rates went up to unprecedented heights in the spring of 1¢51.
Then, after some months of fluctuation, a definite decline set in during the
auturn of that year and by April 1952 the rates were back at practically the
same level as at the beginning of 1948 (the diagram below shows the move-
ment until March 1952 only). The decline reflects the decrease in Europe’s
need for American coal (and the consequent release of shipping-space pre-
viously required to transport it), as well as the constant addition of new vessels

to the total of tonnage

United Kinadom. T hipping frelght rat available, It is possible
n ngdom. Tramp-shipping freight rates. . .
Monthly indexes : 1948 = 100, tPat the .1mport restric-
220 220 tions decided upon by
-l . . 7 a number of countries
200 200 . .
i I\ il in the winter of 1951-52
180 }, 1160 have also begun to exert’
160 £\ 160 an 1nfluence, especially
- \ . as regards trade with
140 ' \ 140 .
i i overseas raw - material-
120 120 producing countries; but,
A A | d, the
100 =Ry : wa ] | on the other hand, there
[ " is an increased need
or N e AN T for transport in connec-
Pttt gty enafn gt dtradaabrlrrlin o bt tplinl * *
008 1949 1950 1951 952 © | tion with the rearma-
s ment effort.

While the overall figures both for the value and for the volume of
international trade have shown a remarkable increase, 1951 saw the develop-
ment of certain shifts and tensions which, for some countries, took
on the character of a crisis, Reference to them (and their principal causes)
has been made in other chapters of the Report, especially the Introduction.
The main features are briefly recalled below.

(i) After the outbreak of the conflict in Korea, the raw-material-producing
countries experienced a sudden increase in their foreign exchange earnings,
and when, with a certain time-lag, they came to spend their larger income,
their imports began to rise rapidly. But by the time that happened it
had already become clear to their -customers that the expected scarcities

. were not going to develop, and the consequent fall in commodity prices con-
fronted the raw-material-producing countries with serious balance-of-payments
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deficits. The countries most affected were various members of the sterling
. area and certain Latin American countries. To c¢ite only one example:
the export surplus of Af250 million earned by Australia in the year July
1950 to June 1951 is giving place to an import surplus which, it is esti-
mated, will amount to some Af£400 million in the accounting vear July 1951
to June Ig9§2. .

(ii} The decline in the earnings of the outer sterling area led to heavy demands
on the dollar pool in London, at the same time as other causes, partly
internal, were leading to an increasing deficit in the balance of payments of
the United Kingdom itself. Partly as a result of similar developments, France,
too, was faced with a growing defcit in its balance of payments.

As stop-gap measures designed to halt the drain on the dwindling reserves,
the raw-material producers, as well as the two European countries most
directly affected, imposed trade restrictions. In addition, these two countries
and some of the others made more fundamental changes in their fiscal and
credit policy with a view to restoring real balance and preparing the way for
a return to trade hberalisation.

Although, in any attempt to allocate responsibility for the- difficulties

of the European and raw-material-producing countries concerned, it would
be a serious mistake to minimise the influence of certain domestic policies,
it must be recognised that the sudden ups and downs in world prices and
the sharp variations in the currents of world trade have been primarily
reactions to changes which had their starting-point in the United States.

United States: Foreign trade.

) Includin
(8) General imparts,

re-exports, aid and relief ghipments.

The decline in the
export surplus, which had

Exports () | tmports @ | Batance begun in the second half
Period of 1 and had reached
in millions of dellars . 949 . .
1040 its extreme point in the
1st quarter. . . . . . 3,338 1,789 + 1,549 .
2nd L, ... 3376 | 1801 |+ 1,778 Fhlrd quarter of the follov‘v-.
T 2,605 1478 | + 1,217 ing vyear, was reversed Iin
4th W e s e 2,643 1,755 + 8939 the foUrth quarter Of_lgso‘
1980 1st quarter, . . . . . 2,366 tess |+ 417 In 1951 the active balance
2nd ,, ... 2510 1,931 + 579 .
sl 2 451 2388 |+ 63 of tljac.ie climbed back to.
dh . ... 2,949 2844 |4 305 $4 milliard and the surplus
1951 1st quarter. . . . . .| szes 3033 |+ 302 | in the balance of payments
ond  ,, ... . 4019 2,980 + 1,039 was about $s mj]liard (See
Srd . ... 9,689 2,496 | 4 1,193
ol st | ossa |+ 1ses | the table on page 19). In-
1952 1st quarter. . . . . . 3,991 2,776 | + 1,215 ,"131}313 recelpts were larger
in 1951 than in 1950,

mainly owing to an in-
crease on transport account.

After having shown a considerable decline during the period from 1947 to
1950, U.S. earnings from shipping became an important item again in 1951
because of increased shipments of coal and grain, with freight at higher rates

and payable in

dellars.

Western Europe was able to reduce its current deficit in the balance of
payments up to 1950 but a setback occurred in 1951.
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O.E.E.C. countries: Current account of the balance of payments.

Balance In relation to

. other
the United States non-0.E.E.C. countries all countries

Hems

1948 | 1949 | 1950 [1951%| 1948 | 1240 | 1950 [1251*| 1948 | 1949 | 1950 [1951*
! in milllardg of U. 8. dollary

Merchandise trade

(f.o.b.}
Imports . . . ... ... 45 42| 34| 5651|108 92| 9.4 132! 153| 13.4| 128 183
Exports . ., . ... ... 1.2 1.0 1.3| 20| 82| 92| 86| 121 24| 10.2| 89| 141

Balancs on frade account|—3.3| —3.2—-2.1[-3.1|—26 0 |-08(1.1|-59|—32|-29| 42

Net income from:

Investmenis. . . . ... Lu] o} +04] 405 l +0.4 | +05
Transport . . . , ... .|—03|—-02 }+O.4 }+O.I +0.3 | +0.1 }+0.5 }+°.3 0 |—01 }+D.9 }+0.4
Other services . . . . . +0275 +0.3 +0.1 | —-0.2 ’ +0.3[ +041

Balance on service agcount | —0.1 | +0.1 ] +0.4 ) 40,1 | 40.8| +043 105 +0.9| +0.7| +0.5| +0.8| +0.4

Balance of goods and
setvlces . . . ... ... —34|-31| 17| 30|—18|+04| 03| D8|S52|-27|-20|—-38

* Preliminary figures. The official estimates of the balance of payments for a number of European countries,
in¢cluding Belgium, France and Haly, were not yet available to the International Monetary Fund when it made the
?\retr:tlil estimates which have been reproduced in the above table, Thus the estimates for 1951 are merely
entative,

The increase in the current deficit is mostly in relation to the United
States, but the effects of restrictive import measures taken in several raw-
material-producing countries will as a rule affect the trade only in 1952,

United States: Foreign trade,

Trade with O.E.E.C. countries
Exports () | Imports @ | Batance W miries ©)
Period Exports (1) | Imports (%) Balanca
in millions of dollars

1949 . . . . v v 000 12,051 6,622 + 5429 4,076 B42 + 3,234
1980, ... . S e e 10,275 8,852 + 1,423 3,165 1,261 4+ 1,904
1951 . . o v i e 15,020 10,962 + 4,058 4,824 1,911 + 2,913
1960 ist half . . . . .. 4,875 3,820 + 1,058 1,538 483 + 1,085
2nd half . ... .. 5,400 5,082 + 388 1,627 778 + 849

1951 tst half . . .. .. 7,354 6,014 + 1,340 2,375 1,028 + 1,347
2nd half . ... .. 7,666 4,948 + 2,718 2,449 883 + 1,568

(N Including re-exports, aid and relief shipments, {) General imports. (3 Excluding overseas territories.

It was in the first quarter of rgst that. U.S. import figures were highest,
while exports, despite a temporary decline in the third quarter, remained at
record levels for most of the vear. A number of spectal circumstances — discon-
tinuance of oil shipments from Iran, failure of cereal crops in India and the
Argentine, and the fact that the output of coal in Europe was still low — deprived
other countries of supplies of basic comumodities from the normal sources and made
them turn to the United States. The value of the coal exported by the United
States to the O.E.E.C. countries amounted to %280 million in 1951, as compared
with $8 million in 1950, but this export item is fortunately declining since European
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United States: Foreign trade.
Monthly, in mlllions of dollars.
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coal production is coming nearer to satisfying the demand. On the other hand, the
export value of the so-called “‘special category” items (primarily military equipment)
rose from a total of $632 million in 1950 to $1,552° million in 1931,

United States: Indexes of total value, unitt value
and quantity of U.S. imports and exports.

Imports for consumption _ Exporis®
Year Towl Unit : Totat © Unit i
value value Quantity valug value Quantity

Base: 193638 = 100

1936-38 . 100 100 100 100 100 100
147, . ... 230 213 108 s18 188 273
1948, ... .. 268 235 18 428 200 214
1040, .. 0. . 268 024 120 " 4m 185 221
1980, . .. .. 355 243 146 347 180 193
L1 DU 439 305 144 508 2086 247

* Excluding re-exports.



The United States imports a quantity of goods 40 to 50 per cent. greater
than before the war but pays unit prices three times as high as before the war
(largely as a result of the intense demand for raw materials by the United States
itself — in contrast to the state of affairs during the depression period of the 1g30s).
The quantity of exports has risen by two and a half times and they are sold at prices
which have about doubled. In total value, imports (despite the higher prices which
had to be paid) had, by 1951, risen somewhat less than expotts, the level in
both cases being about four to five times as high as before the war,

Manufactured and semi-manufactured articles made up about two-thirds of
US. expotts in 1951, or very neatly the same high proportion as in other recent
vears. A characteristic feature of American trade developments has been the increase
in supplies of ready-made articles furnished to raw-material-producing countries,

As will be seen from the following table, there are few areas of the world
in relation to which the United States has not now 2 surplus on the current
account of its balance of payments. '

United States: Balance of goods and services by geographical areas.®

0.EE.C. '
O.EEC. Latin Other World Sterling
overseas | Canada

Period countries territories America areas total area

In millions of dollars i

1949 . . . ... .. N 347 190 585 728 1,700 6,37 790
1950 . . . . 000 Ve 1,734 — 312 203 357 225 2,007 — 35
1 ., L. . 3,041 — 518 672 1017 Bi7 5,029 260
1949 1st quarter . . . ., 926 29 167 224 482 1,838 143
2nd . 562 65 - 278 200 . ba23 2,026 318

3rd " . 664 80 FiL ] 184 3 1,381 23

4th " . 619 16 68 117 306 1,126 98
1950 1st quarter ., . . . 520 | — S0 8 ] 188 727 ]
2nd L, ... 4 | — B 142 128 179 817 | 103

3rd " L 284 — & -— 29 — 1 — 55 120 — 107

4th " C 487 — 118 117 234 — 87 B33 — 160
1951 18t quarter . . . . 526 — 1% 178 — 82 34 460 — 11
Zd . ... 580 | ~ 183 260 245 8 1,345 - 139

3rd " PP 708 — 108 87 474 198 1,381 70

4h  ,, ... 827 — 83 127 390 502 1,863 500

* A deficit is indicated by a minus (—) slgn. The absence of a sign signifies a surplus.

While by 1950 it had again become possible for the European countries to
earn dollars by triangular trade (i.e. by selling manufactured articles to overseas
raw-material producers who had a surplus with the United States), by the end of
1951 these possibilities had practically vanished.

As may also be seen from the table just given above, the reversal in
the balance of payments of the United States has been most pronounced in
relation to the sterling area.

Reference has already been made to the sudden change in Australia’s
trade figures. The accounting year July 1951 to Jume 1952 has not yet run
its full course, but a tentative estimate has been made on the basis of the
data for the first eight months.*

* Published in the issue of “The Banker” (London} for April rgsz.



Australia: Balance of payments. Rapid indus-
o 194050 | 108051 | 15152 tr{ahsatlon, _together
me with the arrival of a
in millions of A£ .
large number of im-
Exports (f.o.b.} and gold output . . . . 606 992 - 700 migrants, made for
Imports (fo.b)y . . ... .. e e 538 743 1,100 . .
an increasing flow of
Balance . . . . . v 0 o0 + 68 + 249 - 400 imports, until steps
Tnvisible Htems (net) . . . . . . . . .. — 17 — 165 — 200 .
were taken in the
Balance on current account . . . . . — 49 4+ B4 — 600 spring Of 1952 not

* Advance estimate. only to reduce imports

: but also to adjust the
volume of investment to the amount of domestic savings pIus such resources
as could be obtained from abroad.

New Zealand still had an export surplus in the first half of 1951
but a deficit in the second half (and for the whole year a surplus of
NZ£16 million on the current account of its balance of payments), but it is
expected that this year's wool cheque will be about half the size of last
vear's because of the fall in prices by more than 50 per cent. In order to
help to redress the position of the sterling area as well as to improve its
own position, New Zealand decided, in the spring of 1952, to restrict private
imports by 20 per cent.

For the United Kingdom itself, the deterioration in the balance of
payments, which turned a current surplus of £244 million for 1950 into a
deficit of £521 million for the following vear, had already begun in the first
half of 1951 but was miore pronounced in the second half.

Not only was there an increase in the import surplus, but the net result
for every invisible item (as given in the published statistics) was less favourable in
1951 than in 1950, Moreover, the whole of thls deterioration took place in the

United Kingdom: Current account of the balance of payments.

2 [
ltems 1847 1948 1949 1950 1951
In millions of £ sterling
Amports f.ob) . ...« ... e e e e 1,560. 1,791 1,974 2,372 3,487
Exports and re-exports (fobd. . . . ... ... 1,135 1,588 1,820 | 2,225 2,708
Balantce of trade , . . .. ... P — 425 — 203 — 154 — 147 — 789
Government transactions {net}. . . . . « . . ., | — 230 — 82 — 149 — 141 — 149
Invislble items {net) ) :
Interest, profits, dividends . . . . . ... ... + 80 + 76 + 78 + 128 + 80 .
ShippIng . . ¢« v v v i rr i i e + 33 + 76 + 81 + 113 + 106
Travel . . . ... ... .. e e — 85 — 33 — 30 — 22 — 34
Otheritems. . . . ... ... ... .. v .. |+ B2 + 150 + 179 | + 313 + 285
Tatal of invisible items ., .. ..., ... | — 120 + 177 + 159 4+ 381 | + 268
Total balance of current transactions. | — 545 | — 26 + B |+ 244 — 5

b Prow‘slonal_ figures.
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United Kingdom: Foreign trade.
Monthly, in millions of £ sterling.
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second half of the year when the setback was greatest in relation to “‘other
items” (which include the income from the overseas current transactions of
British-owned oil companies — cf. page 24).

The considerable rise in the value of U.K. imports in 1951 was due to a
30 per cent. increase in prices and a 16 per cent. inctease in volume as compared
with 1950. The volume of exports, which had been improving by leaps and
bounds since the end of the war, registered an increase of no more than 3 per
cent. in Ig§I. '

} The replenishing of stocks in 1951
United Kingdom: led, in particular, to larger impotts of raw

Volume of foreign trade. materials and certain semi-manufactured pro-

\mports Exports ducts for use in industry, Not' only did

Year ' larger imports contfibute to an increase in

Index: 1947 = 100 the trade deficit, but the changes on invisible

1947 . ... 100 100 account and the worsening of the terms of

1948 ..., 105 127 trade, between them, cost the United Kingdom

1940 .. .. "4 140 about £500 million in 1951 (according to the
1950 .. .. 14 162 “Economic Survey for 1952”).

198 ... 122 167
It had been feared that the rearmament

drive would seriously curtail exports, especi-
ally in the metal and engineering industries; but, in point of fact, the volume of
- engineering products exported in 1951 was 4 per cent. greater than in 1950 and
represented no less than 38 per cent. of the year’s total exports. Even so, the
engineering industry had difficulty in carrying out all the orders it received; there
were often long delays in delivery. At the same time, there was a fall in world
demand for textiles and several other types of consumer goods, coinciding with
an intensification of foreign competition. As the “Economic Survey” puts it:
“The result was that we could not sell enough of the things we could supply
and we could not supply enough of the things we could sell.”



United Kingdom: Import and export percentages by major trading areas.

Imports from Exports fo
Year western sterling O.EEE.C. rest of wastern starling O.EE.C. test of
hemisphere area countries® | the worltd |hemisphere area countries® 1 the world

in percentages of totals

192¢ af 26 3 i2 21 37 3 11
1937 - 80 31 24 i5 19 39 28 i4
1948 30 36 2f 13 16 48 25 "t
1849 28 7 24 .17 15 51 23 i1
1950 25 38 25 12 18 47 26 9

1951 25 35 2 13 77 49 25 2

* Including overseas terrltories (except those In the sterling area).

As compared with the ‘period before the war, the share of the stetling area
in United Kingdom trade has gained in importance both on the import and on
the export side. This development rteflects not only the relative freedom of trade
and payments within the area but also, as far as exports are concerned, the fact
that countries holding large sterling balances have increased their demand — so
that exports which would otherwise have gone elsewhere have tended to be
channelled towards them. The reduction in the shate of impotts from the dollar
area is connected partly with the increased availability of other sources of supply
(in, for instance, some of the OQ.E.E.C. countries and their overseas territories)
and partly with the curtailment of dollar imports by the authorities.

At the meeting of the Commonwealth Finance Ministers in London in
January 1952 it was decided that, after defence aid to the United Kingdom and
other foreign gifts or loans had been taken into account, the sterling area as a
whole must be in balance with the non-sterling world in the second half of
1952, whereas in the second half of the previous vear it had had a deficit of
about #£750 million. In the first five months of 1952, most of the overseas sterling-
area countries announced new measures to reduce imports from the non-sterling
world, and some of them, notably Australia, have found it necessary, in view of
their large overall deficits, to restrict imports from the sterling area as well.

As far as the United Kingdom is concerned, substantial cuts had to be
made in the original programme of overseas expenditure in 1952. This programme
had been designed to allow for broadly the same consumption of food as in 1951;
an increase in raw-material consumption {as the necessary concomitant of an
increase in industrial activity); substantial imports of machine-tools and of other
equipment necessary for the defence effort; some rebuilding of commercial stocks;
and additions to the strategic stockpile. When, later, the list was revised in order
to cut down expenditure by £600 million,* care was taken to ensure that industry
should continue to get the essential supplies necessary to support an expansion
of production. Consequently, the main burden of the cuts was to fall on food
consumption and the holding of stocks of foed, tobacco and raw materials, while
cuts in invisible imports (tourism, shipping freights and government expenditure
overseas) were also to be made.

The effect of these cuts will be to bring imports down to less than
the volume normally imported in the years immediately before the second

* As mentioned on page 26, the Fconomic Survey estimates the reduction in the volume of imports
from 1951 to 1952 at 1o per cent.; in terms of unchanged prices this would correspond to an
import-value figure for 1952 about £300 million short of the 1951 fipure — one-half of the
reduction to be in the form of a cut in imports for the building-up of stocks.
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world war, and this is contemplated regardless of the 6 per cent. increase.
in population and the great advance in industrial production which have
occurred since then. In making these cuts the country has, to some extent,
gone back on the trade liberalisation previously agreed to, but the U.K.
Government had obtained the necessary approval from the competent
O.EE.C. bodies for the action contemplated.

France, too, decided to cut its imports in order to check the depletion
of its monetary reserves. By virtue of decisions of the French Government
in February 1952 and with the due approval of O.E.E.C., quotas were
applied once more to all imports from O.EE.C. countries, except some
items of food and raw materials. According to a statement by the French
Minister for Economic Affairs, the result would be a reduction in the
liberalisation ratio (i.e. the relation of imports free from gquantitative restric-
tions to total private imports from O.E.E.C. countries) from 75 to 40 per
cent. At the same time, certain steps were taken to promote exports
(including the extension -to all exports of the exemption from tax and
social-security payments which had previously been granted only for exports
to the dollar area) and the control over acquisition of foreign exchange to
pay for imports has been tightened.

The circumstances which explain the sudden deterioration in the French
foreign exchange position have been indicated in the Introduction to this Report.
In that connection it was mentioned that metropolitan France has had to bear
the burden of heavy deficits incurred by the French overseas territories, which
would seem to have amounted to about Fr.fes 200 milliard in 1950 and perhaps
Fr.fcs 300 milliard in 1951. These figures are only approximate; the French balance-
of-payments statistics give data for the balance of payments of:

(1) metropolitan France in relation to foreign countries (i.e. to all countries
other than the French overseas territories);

(11) French overseas territories in relation to foreign countries {(i.e. to all countries
other than metropolitan France}; and

(iii) the whole French franc area in relation to the rest of the world — a
figure which is obtained by adding together the balances arrived at under
(i) and ().

On the other hand, there is no separate estimate of the balance between
metropolitan France and the rest of the French franc area {as there is of the
balance between the United Kingdom and the rest of the sterling area); there is
consequently no estimate of the balance of payments of metropolitan France m
relation fo all other eountries, including its own overseas territories,

As a matter of fact, France, like the United Kingdom, had a substantial
surplus with its own overseas monetary area. As far as merchandise trade is
concerned, this appears from .the ordinary trade statistics,

On invisible account, too, metropolitan France has undoubtedly been a
creditor in relation to its overseas territories — and not only in respect of
freight but also as regards interest and profits, although no precise data
regarding these income items are available. Excluding these invisible items, it
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Metropolitan France: can be estimated that in trade,
Trade with its overseas territories. reckoned f.o.b., metropolitan
Year Imports Exports Balance France had a surplus with the
in_miliards of French france “rest of the French franc area”

. . 3 ‘a
. 106 02 . 9f_ at least Fr.fcs 150 rnfll{ rd
1048 . ... 241 307 + 86 in 1950 and Fr.fcs 270 millard
1850 280 387 + 107 in 1951 (these figures corre-
1951 938 bie + sponding to about $400 million

and $770 miilion respectively).
If the method used in calculating the balance of payments of the United Kingdom
were applied to France, metropolitan France would be found to have had
a2 substantial surplus on current account in 1g50, since its own deficit mn
relation to other countries (estimated at the equivalent of $115 million) would
be more than counterbalanced by its surplus of at least $400 millon in
relation to its overseas territories. Since the surplus in question (which, of
course, corresponds to a deficit for the overseas territories) was financed
mainly by French capital exports — on official and private account —
it did not bring in any immediate resources; moreover, the French over-
seas territories had a deficit in relation to the outside world, i.e.. countries
other than metropolitan France, as mentioned on the previous page.

For the whole French franc area, estimates of the balance of payments
for 1951 show a considerable increase in the current deficit.

French franc area: Current account of the balance of payments,

tems 1947 1948 1948 1950 19510
in_millions of U.S. dollars
Metropolitan France:
Merchandise trade(® .
Imports (f.o.b.) . . . . ... e 2,492 2,510 2,035 1,958 3,267
Exports {fo.by . . . . ... .. .. 1,040 1,082 1,567 1,880 2,496
Trade balance . .., .. — 1,482 —. 1,428 — 468 —_ 78 - 77
Invisible Hems (net) .
Tourist traffie. . ... ....... + 9 + 70 + + 14 + 77
Frelghts. . . . . e e -— 3 — 2713 — 209 — 14 — 203
Interest and dividends . . ., . . . S+ 122 + 132 + 100 + 82 + 38
Other items., . . ... ... ... + 119 — 3t — 83 —_ B8O — 113
Total of invisibles , .. | — 61 — 102 — Fa | —_ 3r —~ 20
Balance of French overseas ) .
territories . . . ... ... .. . — 183 — 208 — 187 — 123 — as
Balance on current account of
the whole French franc area. . . . | — 1,676 — 1,738 — 708 — 238 — 1,060

(" Provisional figures.
%) In relatlon to foreign countrles, i.e. countries other than the French overseas territories,

The -adverse turn taken by events in the course of 1951 may be seen
from the trade figures. '
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Metropolitan France: Foreign trade.*

Valus
Poriod Impotts l Exports , Balanca
in milliards of French francs

1948 . . . ... ... e e - 673 434 — 239
1= - T o6 784 — 142
1980 . . . . s e e e e e e 1,073 : 1,073 0
1951 . . . . e e e 1,607 1,479 — 128
1950 1st quarler . . . . . . . ..., ' . 218 236 — 42
2nd et e PR 270 244 — 28

3rd v ar b e et e e 229 240 - + 1

4th e e e e 206 as2 . + &6
1951 st quatter . . . . . e e e e 3L 367 + 13
2nd e m e b e e e e e 424 ’ 380 — 44

3rd e a e e e e e AD2 351 — 51

ah . e 437 391 — 46
1952 Jstquarter. . . . . .+ . o+ o . ' 47T 367 — 110

* With forgign countrigs and the French overseas territories.

After having been in balance in 1950, the foreign trade of metropolitan
France again showed a deficit in relation to all other countries taken together
but, in real terms, this was much smaller than in 1948 and 1949, since
account has to be taken of the rise in wholesale prices (by 20 per cent. in
1950 and 26 per cent. in 1951). In 1951, moreover, no less than ¢2 per
cent. of the import total was covered by exports, as compared with 64 per
cent. in 1948 and 85 per cent. in 1949,

France: Forelgn trade.
Manthly, in miliiards of French francs.
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The volume of trade has risen steadily in recent years: imports in
1951 are estimated to have been 23 per cent. above the 1949 level, while

for exports the advance was no less than 61 per cent.

Metropolitan France: Foreign trade according to rn'onetary areas.

Sterli are O.E.E.C.
Dallar no area countries Other French
- . not In the : overseaz | Tofal
ltems area O.E.E.C. Other ' sterling | countries | 0
countries | countries | 70t area
In milliards of French francs

1950 Imports 185 es 161 247 262 119 280 1,073
Exports 60 112 30 142 353 131 387 1,073
Balance | — 108 4+ 26 — i — 105 + o + 12 + 107 8]

1951 Imports 241 162 286 448 /7 185 335 1,607
Exports 116 157 52 200 420 188 Ba6 1,479
Balance | — 125 — 5 — 234 — 239 + 23 + 3 + 211 — 128

France: Volume of foreign trade.
Monthly, In milllards of French francs of 1849 purchasing power.’
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The year 1951 was characterised by a growing deficit in relation to
both the dollar and the sterling area (especially the latter) and by a growing
surplus in relation to the French overseas territories. In the first two months
of 1952 the heavy net import surplus continued, but in March the trade
deficit was reduced to Frfcs 24 milliard — this reduction, however, being
largely a consequence of the vigorous import restrictions which had been
imposed, :

Italy, too, experienced an increase in its trade deficit in 1951; for
mmports rose in value by as much as 46 per cent., against a 36 per cent.
increase in exports.

About one-third of the increase in the value of imports was due to
an increase in volume and about two-thirds to the rise in prices. ' In the



ltaly: Forelgn trade.*

Values Price Yolume
Perlod Imporis | - Exports | Balance | imports l Exports Imports Exports
in milliards of lira index: 1943 = 100
840, ..., . 883 641 — 242 a3 97 ji1o 7rs
1950. ..., e26 753 — 178 88 o7 118 139
1951 . . ... 1,353 1,027 — 326 ite 112 130 144

* Including trade of Trioste.

first half of 1951 the terms of trade were more unfavourable to Italy than
at any other time since 1948; the following months saw an improvement,
thanks mainly to the fall in raw-material prices. One of Italy’s difficulties
is the fact that its main exports are finished articles and “‘luxury” farm
products, while In 1951 as much as 65 per cent., of Italian Imports consisted
of raw materials and semi-manufactured goods and 19 per cent. of foodstuffs.

From the following table, which gives the trade figures In terms of current
dollars, it can be seen that the total trade dehcit was almost exactly twice as large
in 1981 as in 1950. While the surplus in relation to the O.E.E.C. countries went
down by %45 million, the deficits with American countries increased by nearly
$140 million.

italy: Trade distribution by currency areas.

1950 1951
Currency areas Imports | Exports Imporis | Exports
ity | to.by | B | ey | tto.ny | Bafance
in millions of U.5. doMars

Q.EEC.countries . . . . . . .. ., 768 845 + 7? 1,173 1,205 + 32

Eastern Europe . . . . . ... ... 79 )] + 1t R 107 + B
Amerlcan countries .

© with bllateral agreements . . ., . . 109 a2 — 27 133 86 — 47

without bilateral agreements® . . . 303 133 — 260 556 178 — 378

Other countries . . . . . .. .. .. a3 43 — 45 153 53 — 102

Total . . . . 1,442 1,198 — 244 2118 1,629 - 489

* Actually the dollar area.

"During the period in which there was a persistent surplus in relation to the
E.P.U. (see Chapter IX), ltaly increased the degree of trade liberalisation to almost
100. per cent.,, and early in 1952 it was decided to prolong until the end of 1952
the application of the present reduced customs tariff in which a cut of 10 per cent.
had already been made. Largely thanks to these measures, a state of external
balance in the E.P.U, sector was attained in Feébruary, March and Apml 1952,

In 1951, as compared with 1¢so, the cutrent account of the balance of
payments showed a larger trade deficit and smaller receipts from services, the
total current deficit amounting to 3%223 million as against $50 million. In 1950
the cash balance had roughly corresponded to the economic balance, but in 1951
there was a difference of some $40 to 50 million, due to changes in the terms

of payment.



Italy: Current account of the balance of payments.*

Htems 1947 1948 1949 1950 1051
in millions of U.S. dollars

Merchandise trade (f.o.b)
mperts . . . . 000 L 1,327 1,388 1,420 1,360 1,915
Exports . . .. ... ... [ 666 . 1,068 1,115 1,200 1,640
Balance . . . .. .. ... — 661 — 320 — 305 — 160 — 275

Services (net)

Fraights . . . . . . . ... .. .. — 161 — 107 — 05 — B0 — 11
Tourlst traffic . . ... ...... + @& 4+ 24 + 35 + 67 + T
Emigrants’ remittances . . . . . . . + 34 + 8 + 85 + + 73
Other Items . . . . . . . e s - N + 18 + 50 + 29 + 9
Net income from services . — 132 + 20 + 85 + 110 + 52
Balance on current accounf . . , — 793 — 300 — 220 — 50 — 223

* Triests included as from 1849.

For Germany, also, 1951 brought a deterioration in its position in
relation to the dollar area; but this was coupled with a favourable develop-

ment in relation to the O.E.E.C. countries,

and the net result was a

pronounced improvement in the country’s balance-of-payments position on
current account, a deficit of DM 2,636 million (= $627 million) in Ig50
being turned into a surplus of DM 640 million (= $152 million} in 1g5I.

Western Germany: Balance of payments.

1950 1051
tems O

in miltions of U.S. doflars

Merchandlse trade(d

Imports (c.if) . . . . . .. 2,713 3,515
Exports (fob) . . . . . .. 1,984 - F ¥
Balance . . . — 129 — 3

Services {ne(® . .. . ... + 102 4+ 188

_ Total balance on curreni account - 627 + 192

(‘) Provigional figu
Including tradge in gas. water and elecirlc current,

(3) In]cl}.u{[n purchases of Deutsche Mark by the U.S. occupation ad-
minlstrafion,

Western Germany:
Batance on current account by monatary areas.

Areas 1948 1950 1651 ()
in milllons of U.§. dollars
E.P.\J. countries (3} . + 32 — 159 L+ 488(3)
Dollar area . . , . - 902 - 275 — 335
Sterling area . . . — & — 245 - ®
Ofher countries . . — 64 + 53 + 87
Toial . . . . — 1,0 — 627 + 152

(1) Provisional figures,

) E.P.L. countries, excluding the steding area but including other
overseas territories attached to European cutrencies.

& Including $4 million paid Jn interest to the E.P.U. Hself.

In value, imports rose
by 3¢ per cent., but average
prices for imports are cal-
culated to have risen by
27 per cent, so that the
increase in volume did not
go beyond 2z per cent. To
some extent the smallness of
the ‘increase in imports was
due to the utilisation of

- stocks accumulated during the

import rush in the second
half of 1950 and to the fact
that, with raw-material prices
falling, German importers be-
came somewhat more hesitant;
another contributory factor
was the suspension of liber-
alisation in February 1951 (see
page 7). It should be added
that, thanks to an excellent
harvest in 1950 and again

in 1951, a volume of food
" imports only S per cent.

greater than in 1950 sufficed
in the following vear, in
spite of a considerable in-
crease in consumption.
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_ Experts, on the other hand, increased in volume by as much as
43 per cent. for all goods and by 62 per cent. for finished goods alone.
In value, the export total increased by 75 per cent. (export prices having
risen 2z per cent. above their 1950 level). Even so, western Germany's exports
in 1951 amounted to only about 5 per cent. of total world exports, as compared
with the proportion of 10 per cent. accounted for by the whole of Germany
before 1939, oo

- It was especially in relation to E.P.U. countries (and their monetary areas)
that the improvement occurred, since these countries took nearly three-quarters of
Germany's exports while furnishing about 6o per cent, of its imports.

- Very much the same impression is given by the figures for visible trade,

Western Germany: Foreign trade by monetary areas.

EP.A. '
countries and their Doltar Other Total
Year overseas territories area countries
in millions of U.S, dollars
1950 tmports . . . . . . .. 1,934 575 204 2,13
Exports . . . .. ... 1,502 220 252 1,983
Trade balance . . . -— 432 — 346 + 48 — 730
1951*: Imports . . . . .. .. 2,204 831 : 480 3,515
Exports . . . ... .. 2 544 %0 555 3479
Trade balance . . . + 340 — 451 + 15 — 86

* Provigional figures.

In 1951 the account with the dollar area was burdened with large coal
imports costing $126 rmillion, ie. representing 9 per cent. of the year’s imports
from the United States. All in all, about half the imports from the dollar area
were paid for by foreign aid, amounting to $428 miilion.

The greatest relative expansion in the trade turnover was in relation
to the third group of countries, comprising Latin America, the Middle
and Far East and eastern Europe, and it was in trade with the overseas
components of this group that the increase was the most marked.

The Benelux countries, also, were able- to improve their respective
balance-of-payments positions in 1951, but under rather different conditions:
Belgium and Luxemburg being, in particular, large producers and exporters
of steel, benefited by the strong demand for some of their main export
products (see page 5), while the Netherlands, after some very decisive
changes in policy (see page r2), was able to secure a surplus on the current
account of its balance of payments in the second half of the year.

The improvement in Belgium’'s* balance of payments is predominantly

the result of higher export figures; invisible trade (service items) showed an
increased deficit, this being due to larger disbursements for freights.

# In the following paragraphs Belgium stands for the Belgium-Luxemburg Economic Union.
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Belgium: Current account of the balance of payments, .
1951
ltoms 147 1843 1849 195¢ Januvary—
September
in millions of Belglan francs
Merchandise trade :
Imports (f.o.b) . . . ... 77,000 80,700 72,400 88,000 5,000
Exports (f.o.b) . ... .. 60,670 75,450 79,900 34,100 102,100
Balance — 16,350 — 5,250 + 7,500 — 4,800 + 17,100
Sarvices (net)
Trangporf . . . . . . ... — 5,810 — 3,560 — 2,800 — 5,200
Tourist trafflc . . . . . .. + 290 — 2,100 — 1,300 — 1,400
Interest and dividends - -+ 140 + 1,740 + 300 + 200 — 7,500
Wages earned abroad . + 1,700 4 2,540 + 1,600 + 1,600
Other items . . . . . ... + 6,050 — 1,370 — 1,000 — 800
Balance . ... | + 2370 — 2,780 — 3,200 -— 5,700 — 7,500
Donatlons . + &0 * + 980 + 600 + 1,100 + 1,600
Balance on current account — 13,340 — 7,40 + 4,900 — 9,400 + 11,200

While the volume of imports was about the same in 1951 as in 1950, the
volume of exports is estimated to bave risen by 13 per cent. In the second half
of 1951 import prices were falling while export prices continued to rise,

Belgium: Foreign trade.

Value Prices Volume
Period
ex Imports Exports Balance Imports Exports Importa Exporis
in miltiards of Belgian francs Index: 1948 = 100
1949 . 819 80.1 — 18 9 100 o8 108
90 ... ..., 878 &2.8 — 15,0. o 20 "e 123
w1 ' 1272 1326 + 54 120 120 113 139
1951 15t quarter. , . 3341 80,7 — 24 117 1M 123 141
2nd " 325 335 + _‘I.D 122 118 111 145
3rd " 1.7 . + 52 121 124 ‘98 133
dth 33.1 34.8 + 15 120 126 119 138
1852 1st quarter, . . 323 e + 23
Belgium: Distribution of exports by categories.
. Values Share of total
ties of good '
Categories goods 1949 1950 1851 1949 1950 1951
in mitliards of Belgian francs i percentages
Iron and steel . . . . .. 19.7 13.6 33.0 245 16.4 249
Taxtiles. . . . ... ... 13.6 19.2 2.2 ire 23.2 9.7
Chemicals and fertiflisers . 74 8.1 135 9.3 9.8 fo.2
Machinery alnd vehicles , . 12.2 78 . 115 15.2 9.4 8.7
Metallurglical products 3.7 338 58 4.6 45 4.1
Total of above goods 56.6 52.5 80.7 70.7 834 676
Other exports. . . . . . . 23.5 30.3 42.9 283 2.6 ‘P24
Total of exports . . , . . 801 82.8 132.6 100.0 100.0 1004
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*Iron and steel and textiles are standard Belgian exports, while the products
of the chemical industry have recently been gaining in importance.

In 1950 iron and steel exports were slumping and textiles then headed the
list of export commodities; but in 1951 this order was reversed, and since then
the new tendency has continued. :

Fot years, a characteristic feature of the foreign trade of Belgium has been
the existence of an export surplus in relation to other European countries, together
with a surplus of imports from overseas, and especially from the dollar

area, since Belgian manufactures

Belgium: Distributlon of foreign trade, are largely based on materials

imported from overseas, the

Foreign trade in relation to 1950 . 1951 finished articles being sold in
Tn milliards of Belglanirancs| EUTOpeE.

Europe: e This structural orientation
fxpons """ T %5 8.5 of Belgian trade was reinforced
mports . . . . . e e e 514 85.3 . .

in 1951 by other circumstances,
Balance . . . . | + 59 + 212 including the greater facility of

United States and Canada: exports inside Europe owing to
Exporte . .. .. ... .. v a4 123 the E.P.U. The various credit
Imports . . . . ...l 19.2 246 measures taken by Belgium to

Balance . . . .| — 104 — {23 guard against an ovetintensifi-

Other countries : cation or a further intensifica-
Exports .+ o v v s e 180 9.8 tion of its European exports are
R 2.2 313 indicated in Chapter VII, Here

it may be added that in the

Batance . . . .| ~— 100 ~ 35 first half of 1951 trapsit trade

All areas: ' _ was again subjected to licensing
Brports . ... 828 132.6 and that early in rgsz certain
Imports . .. 78 1272 additional restrictions were im-
Balance . ... | — 150 + 54 posed on imports paid for in

dollars.

The improvement in the balance-of-payments position of the
Netherlands in the second half of 1951 appears from the following table.

Netherlands: Current account of the balance of payments,

1951
1949 1950 )
ttems tsthatt | 2nd hatt | Total
: in millions of floring
. Merchandlise trade

Imports {0k .. oo n v n L . 4,610 8,811 4,161 3,881 8,042
Exports (fob) . ... ... ... . 3,431 4,763 2,922 3,479 6,401
Balance . , . . | — 1179 | -2048 | — 1,239 |— 402 — 1,68

Services (net)
Interest and dividends. . . . . . .. + 218 + 133 + 12 + 124 + 236
Others . . . ... ....... el |+ ™ + 824 + 335 + 818 + 1,153
Total of services (net) . . . . . . .. .|+ 926 + 957 + 447 + 942 + 1,389
Balance on current account, . | — 283 -— 1,091 — 792 4+ 540 — 262




On account of seasonal factors, it is normal for the Dutch balance to be
more favourable in the second half of the year, but in 1951 the difference
between the two halves was exceptionally marked. For the year as a whole,
the import surplus was about Fl. goo million less than in 1950 and the net
income from services about Fl. 450 million more. Among the service items,
income from investments has not maintained its pre-war mmportance, having
been reduced in consequence of loss of investments in Indonesia and of
sales of foreign assets in the United States and elsewhere (the result of
official liquidations and voluntary realisations). Net receipts on transport
account (including income from shipping on the high seas and on the Rhine)
amounted in 1951 to Fl 370 million, or about one-quarter of the total net
receipts from services.

While imports remained almost unchanged in volume from 1950 to
1951, it is estimated that the volume of exports rose by nearly 20 per cent.,
the most pronounced increases during recent years being in paper goods,
chemical products, and leather and leather goods.

Netherfands: Foreign trade.

Value Price Voluma Percentage
Year of imports
Imports Exports | Balance | Imports Exports | Imports | Exporis COVBthsb!f
N expor
o milllons of floring Index: 1448 = 100
1947 4,251 1859 | — 2,392 85 160 92 6o 44
1848 4,919 2,670 -— 2,249 io0 7o0 100 too 54
1949 5,207 3,794 -— 1,503 98 oF 111 Is? 72
19580 7,752 5,288 — 2,464 108 o8 147 204 -1
1951 9,871 7415 | — 2288 137 115 150 242 77

As regards the geographical distribution of foreign trade, the most important
changes were:

() a slight drop in the Netherlands:
value of ~exports to Balance in relation to the dollar area.
western Getmany and :

a sharp decrease in that
country’s relative share
in the export total

ttems 1949 1950 1951

in millions of florins

(due, to a large extent, M:!Ich::t_i(;seb‘t;ade o70 ‘ot 1o
: . s mpo .. S J
to the import restric Exports (f.0.b) . . . . . . . 169 asz | 480
tions applied by Germany :
in order to redress its Balance . . .| —701 — bt — T2
balance in" EP.U.); Services (net) . . . . . ... | + 127 + 254 + 106
_(u) a 50 per cent. mcrgase : Balance on currentaccount | — 574 — 430 — 656
in exports to the United Cavital )
. : _ apital accoun
Kingdom, which absorb 1, Repayments (—) of long-_
ed 16 per cent. of the term government credits . | — 112 — 13 — 84
total of Dutch exports 2, :?edpasémelnts (-}, stc. by " : .
in 1951; and ndividuwals . . . . . . . —_ — 47 +
(iii) an increase in the share Totalof1and2 .. .,.) —124. | — 178 —
of exports to the United Total dollar balance . . .., .| — 688 — 608 — 748

‘States from 4 to 6 percent.
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The deficits on the current account of the balance of payments were
covered in full by the foreign aid received, since the U.S. grants amounted to
Fl. %68 million in 1949, Fl. 1,305 million in 1950 and Fl. 541 million in 1951
(these figures including, for 1949 and 1¢50, certain receipts on account of drawing
rights granted within the system of intta-European payments). It should be
mentioned in this connection that the improvement in the balance of payments
did not extend to trangactions with the dollar area,

In so far as the dollar-area deficit in 1951 was not covered by foreign aid,
the balance was met to the extent of Fl. 125 million by continued liquidation of
‘dollar assets abroad, by the government’s taking up certain fresh credits, and by
a small draft upon the gold and foreign exchange reserves, which, however, were
replenished by receipts from other areas. .

In 1951, all the northern countries were able to show a distinct
improvement in the current account of the balance of payments. In every
case, larger earnings from shipping contributed to this development and, as
regards Finland, Norway and Sweden, the high prices obtained for exports
of forestry products (see page ¢ and page 83) were also an important factor;
Denmark, on the other hand, saw its terms of trade deteriorate as compared
with 1950.

Northern countrles: Current account of the balance of payments,

Imports Exports Balance Invisibles Total
Countries Year Currencles (AR A (f.e.b.) of trade {net balance) balance
In milllens of national gurrency pnits
Danmark 1948 D.Ke. 4,204 3,644 — &40 + 396 — 244
1950 " 6,022 4,748 — 1,276 + 630 — 9%
1951 - 7,162 5,989 — 1,173 + 1,080 — 93
Finland®* 1947 Fd 48,010 45,110 — 2,900 + 3,080 + 180
1948 " 87,440 58,390 - 11,030 + 4,480 — 8,570
1949 " 69,500 85,030 — 4,470 + 6,010 + 1,540
1950 " 89,740 - B2,100 —~- 7,640 + 185 — 5,780
1961 o 155,500 186,800 + 31,500 . B
Norway 1947 N, K. 3,885 1,912 — 1,973 + T - 1,240
1948 . 3,784 2,177 -— 1,807 + 866 — ™
1849 . 4241 2,182 — 2,058 + 863 — 1,1
1950 " 4,880 2,019 - 1,961 -+ 1,160 — go1
1951 " 6,303 4,584 — 1,19 + 1,509 + 190
-Sweden 1947 5.k 5,200 3,240 — 1,960 + 540 — 1,440
1948 " 4,040 3,540 — 960 + 560 — 400
1949 o 4,330 4280 | — a0 + 570 + 4%
1950 " 6,100 5,710 — 380 + 580 + 180
1951 " 8,190 9,210 + 20 + Beo + 880

* Finland: Exports exclude reparation deliveries to U.S.5.R. For 1951, the frade figures are unadjusted for
balance-of-paymenis purposes. :

While Denmark has not yet had a surplus on the current account of its
balance of payments in any year since the end of the war, the deficit in 1951
amounted to less than D.Kr. 100 million, or only one-seventh of the previous
year’s figure. Towards the end of the year the terms of trade became somewhat
less adverse and exports increased, largely in response to changes in the internal
policy, as described on page 1o
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Since 1948 Danish imports have risen in volume by about 50 per cent.
while exports have nearly doubled.
Denmark: Foreign trade.
Imports Expdrts
Year
€ Value Yolume Prices Value Yolume Prices
Index: 1048 — 100
1847 . 80 % 93 ] 9 82
1948 , .., . 100 100 100 100 100 100
199 ... .. 123 128 95 120 129 100
1950 . . . .. 172 163 105 166 1 97
1951 . 202 - 153 132 211 192 110

The loss resulting from the worsening of the terms of trade since 1949 is
calculated at about D.Ki. 700 million in 1950 and D.XKr. 1,50¢ million in 1951;
but, if account is taken of the increase in freight rates, the loss is reduced to
about D.Kr. 500 million in 1950 and D.Kr. r,100 million in 1951.

The capital account of the balance of payments is shown in the following table.

Denmark: Capital account of the halance
of payments.

tems 1949 1950 1951

in millions of Danish kroner

Balance on current acecunt — 244 — 698 —

Capltal account:

Marshall aid. . . . ... .. 560 460 443

Repayment{—}of foreign debt — A — 167 — 167

Other capitaf toms . . . . . 50 8 8

Total of capital items . . . 529 an 264
Difference (approximately
equal to the change In
the foreign exchange

position}. . . .. ..., .. + 288 — 395 + 191

In an address given
on 13th May 1952 to the
Savings Banks Association,
the Governor of the National -
Bank stated that by the
spring of 1953 the arrears on
debt payments abroad would
amount to D.Kr. 350 million,
and added: ‘“The only hope of

repayment seems to lie in our

inducing America to conduct
herself as a creditor nation as
Britain did before 1014 ...
If America wishes to get her
money back, she must enable
us to increase our expotts,”

From 19%0 to 1951 Norway improved its balance of payments on current
account by about N.Kr. 1,000 million, of which about N.Kr. 800 million was
accounted for by an increase in the income from freights, which brought in a
total of M.Kr. 1,910 million in 1951.

NMorway: Foreign trade.

Imports Exports
Year
Vailue Volume Prices Value Yolume Prices
Index: 1948 = 100

1938 ., . f az 100 a2 o) 123 4
1947 , . .. 105 119 Ba B89 100 29
1848 100 100 100 100 100 100
1949 | | 115 118 97 FL 104 97
1950 . ' 128 121 106 136 137 ab
1851 . .. . 18z 140 130 208 161 129
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Since 1938 the country’s volume of imports has risen by about 40 per cent.
and the volume of exports by about 30 per cent.

In relation to the dollar area, the current deficit in the balance of payments
was reduced from N.Kr. 287 million (= $40.2 million) in 1950 to N.Kr. 111 million
(= $r5.5 million) in rgsr. American aid, amounting to $49.8 million in 1951,
just covered this current deficit together with payments on capital account
amounting to ¥34.1 million, '

Sweden had a surplus of 5 Kr. 880 million on the current account of its
balance of payments in 1951 whereas, according to the calculations of the Business
Research Institute in Stockholm, there would have been a deficit of S.Kr, 830 mil-
lion if the 19850 prices (and freight rates) had remained unchenged.

Sweden: Value and volume of foreign trade.

Imports Exports
Year
. Value Volume Prices Value Volume Pricas
index: 1948 = 100
1949 . . . . . : 88 a7 101 107 115 o®;
1950 . ..., 123 108 114 144 144 100
1951%, , . ., 190 129 147 232 148 157

* Pratiminary figures.

In volume, imports have risen by nearly 30 per cent, and exports by nearly
50 per cent. since 1948,

Sweden: Distribution of foreign trade by currency areas.

O.E.E.C. group .
Dollar Other ’
Year i°°"t“‘ﬁ°3 Other All area® countries Total
n starfing countties countrles
area
in_millions of Swedizh kronor
1950
Exports . . . 905 2,758 3,663 472 1,572 5,707
Imports , . . 1,395 2,534 3,929 627 1,546 6,102
Balance . . — 40 + 224 — 266 — 158 + 2 — 395
1951 _
Exports . . . 1,042 3,987 5,029 547 2,630 9,206
Imports . . . 1,865 4,103 5,968 1,090 2,13t 9,189
Balanca . . + 7 — 118 — 39 — 443 4+ 494 + 17

* Comprising the United Stales, Canada, Mexico, Central America and Venszusla.

Sweden provides yet another example of a country whose trade showed an
increase in the dollar deficit in 1951.

For Finland, the 1951 trade figures reveal a record advance in imports as
well as in exports, as regards both value and wvolume. Reparation -deliveries
excluded, the excess of exports over imports amounted to FM 31,300 million,
against a trade deficit of FM 7,640 million in 1950. Since Finland invanably has
a surplus on invisible items, it may be concluded that a considerable balance-of-
payments surplus will appear when the estimates are published in the autumn,
as usual.



Finland: Value and volume of forei-gn trade,

Imports Exporis
Year Value Volume Prices Value Volume Prices
. Index: 1948 = 100

1947 . ... . 7 7 92 81 95 8
148 L . L L . 100 100 100 100 100 100
104% . . ... 100 93 107 15 19 97
1950 . .. .. 135 100 135 141 131 108
198 . . ... 243 129 188 323 159 203

Imports have risen, in volume, by about 30 per cent. since 1948 and
exports, apart from reparation deliveries, by about 6c per cent.

Up to the end of 1951 reparation deliveries to the U.S.S.R. amounted to
a total of FM 83 milliard, spread over the last eight years as shown in the
following table.

Finland: Reparation It is estimated that, owing to price increases since
deliveries to U.SS.R* 1944, the amounts actually paid by Finland will be

the equivalent of about $700 million, as compared with
Year 0 milliacds an original obligation of $300 million in 1938 prices
of FM g gatio 300 millio 938 P

— reduced in 1948 to $226.5 million (also in 1938

042 . . .. 03 prices} by the Boviet Government.
1045 . . . . 70 :
1946 . . . . 9.8 g The volume of exports (excluding reparation
1947 . .. . 125 deliveries) has not quite reached the 1937 level. A
1048 . . . . 18.7 most striking feature has been the steadily increasing
194 . . .. 13.6 importance of forestry products, which in 1951 repre-
1850 ... 8.2 sented over 92 per cent. of total exports. As regards
951 .. 14.9 imports, the intake of consumer goods has been
* According to the Institute of restricted in order to allow for larger purchases of
Economic Research, equipment. )

While, to a large extent, the structure of Finland's export trade is
based on domestic resources in the form of extensive forests, Switzerland
occuples a diametrically opposite position in that its exports, which, to the
extent of about ¢o per cent, consist of finished commodities, are derived
from the processing of raw materials obtained from abroad. With, perhaps,
the exception of a brief lull in the first half of 1950 and another one quite
recently as regards certain lines of textiles, demand for Swiss products has
been consistently very strong: in 1951 exports as well as imports reached

the highest level, both in volume
Switzeriand: Foreign trade. and in value, ever recorded.

Imports | Exports | Balance Some of the 800d8 impoft.t’:d
in the latter half of 1950 and In
1951 were for the stockpile, the

Period

in millions of Swigs francs

1947 .. ....| 4820 aeee | — 1882 .
' =W vernment aving arranged that
1948 .. ....| 4988 | 3435 | — 1564 | SOVE having nge ,
1949 .. ... .| 3791 3457 | — 334 credits on cheap terms and certain
1980 .. ....| 4836 | 3911 [— 25| other facilities should be granted to
1961 ..... .l sets 4691 | — 1,225 s .
v ’ ' ms which agreed to hold special
1962 1st quarter [ 1,403 1041 | — 262 firms agreed pe

reserves of imported commodities.
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For Switzerland the terms of trade deteriorated somewhat in 1951 In com-
parison with the previous year but they still remained more favourable than in
1948. There was an import surplus of Sw.fcs 1,225 million in 1951, notwithstanding
the impressive rise in the volume of exports since 1948. No balance-of-payments
estimates are published, but it may be assumed that income from invisible items
(interest and dividends, tourist and transit traffic,

trade deficit.

etc.) fully covered the visible

Switzerland: Foreign trade — volume and prices.

. Prices
Volume
imports
Year Exporis
Imports Exports | Foodstufis |[Raw materitals| Manufactures Total
index: 1948 = 100

1947 100 91 ) o9 102 98 104
1948 100 100 100 100 00 100 100
1949 81 99 8 96 98 50 97
1950 100 113 13 34 -1 a1 ‘83
1951 118 13§ 83 113 100 98 102

Switzerland; The Swiss Clearing

Payments registered by the Clearing Office.*

Ttems 1950 1951
in millions of Swiss francs

Marchandise trade
Imporis C e e e e ' 2,500 3,523
Exports . . .. ... .. ... . 1,892 2,860
Balance . ., .., ..« . — 608 — 663

Services {net)

Trangport . . . . . . . . . i — 5 — 68
TOUHSM . . v v v w s e e e 4 125 + 362
Foreign labour, contributions, taxes + 4 + 92
Royalties, ete. . . . . . . P + ®1 + 82
Ingurance business . . . .. ... + = + 40
Other services . . . . . . . + 42 + 124
Total of services., . . . . . . + 238 + 631
Total of current items . . . — 369 — 32
Financial transfers . . . . . ... + 150 + 251
Total ., ....... - — T + 219

* The figures represent in-payments by Swiss debtors to the Mational
Bank and authorised banks and outpayments by 1hose Insfituiions
to Swiss creditors. In-payments correspond to expenditure abroad,
out-payments to receipts from abroad. All
relation to countries with which Switzertand has concluded payments

such transactions

agreements are registered by the Swiss Clearing Office.

in

Oiffice publishes statements
of the paymenis made to
and received from all coun-
tries whose transactions with
Switzerland ate regulated by
payments agreements (which
actually cover about two-
thirds of the total of foreign
trade). This category com-
prises, in addition to the
O.E.E.C. area, all countries
in eastern Europe {(except the
U.8.5.R.), as well as Finland
and Spain and, outside Europe,
the Argentine, Egypt and
Iran.

It should be noted that
Switzerland has normally a
surplus in relation to the
dollar area and several Latin
American countries, so that a
deficit on its current account
with partners in paymenis
agreements does not, in fact,
signify a Swiss deficit in
relation to all countries.

In Austria, too, imports rose more than exports, but this country’'s
earnings from invisible items are not as large as Switzerland's.

The increase in the import surplus may have been partly due to a
deterioration in the terms of trade during the first half of 1951 but it also
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Austria: Current account of the

balance

of payments.

terns

Maerchandise trade
{including electric turrent)

imports {c.1.f . . ...
Exports (f.o.b.) . . ., .

Balance

invisible 1teams (net)
Tourism
Transport . . .. ., ...
Qthers . ,

Total . . . .. ...

Total balancs
on current account ,

Covered by:
Forelgn ald {direct and
other) . ..
Net proceeds of foreign
credits , .
Nat change In short-ferm
foreign assets and lia-
bititles . . . . ... ..

----- 4

Total cover. , . . .
Errors and omisslons . ,

Total .. .....

1948 1945 1850 1851
in milligns of U. 5. dollars

480 604 482 655

207 20 332 454
- 283 | —313 | — 1580 | — 201
- 1 + 1 + 1t + 18
\. + 1t [— 9 [— 18
7y s |+ 18 |+ 28
+ 16 [+ 17 |+ 18 |+ 25
— 267 | —285 (1 —132 |— 176
+ 280 | + 300 | 4+ 207 |+ 206
+ 13|+ 5]|—- 2|— 4
- 19 |— 11 |— 30 ;— 8
+274 | + 204 | + 1758 | + 194
— T |+ 1 |]— 43 |— 1B
+ 267 |+ 205 |+ 132 |+ 178

trade in 3gs5I: foodstuffs accounted for a quarter of all

reflected the continuance of
inflattonary pressure and of
the rise in domestic prices
up to the late autumn,

In addition to direct
aid, Austria received a grant
of $8¢ million (in the form
of an “Initial credit balance”
~— see Chapter IX) for the
first E.P.U. year (July 1950
to June 1951) in order to
provide cover for a possible
deficit in the E.P.U. The
whole of this allocation had
been used up by March 1951.
Since then Austria has from
time to time been granted
special dollar allocations to
cover monthly deficits in the
E.P.U., these additional allo-
cations having amounted to
a total of %40 million for
the period up to the end of
March 1952, At the same
time Austria has had to pro-
vide $17.5 million from its
OWN Tesources.

There was little change
in the structure of foreign
imports, raw materials and

semi-manufactured products for about 45 per cent. and manufactured goods for
30 per cent. Among exports, manufactured goods accounted for nearly 58 per cent.

Ausiria: Geographical distribution of foreign frade.

Items

1848 1949 1950 19510

In percentages of total imporis

Imports(3
O.E.E.C, countries . . .
Eastern Eurcpe(®, . . .
Rest of Furope. , , . .
United States . . . . .
Other overseas countries

Total . . .

Exports
Q.E.E.C. countries . . .
Eastern Europe (). . . .
Rest of Europe . , . . .
United States . , . . .
Other overseas countries

Total. . .

55.1 56.1 52 | 720
30.9 244 186 5.3
0.5 0.8 14 2.0
6.9 5.6 3.6 4.0
6.6 11.4 1.2 6.7
160.0 100.0 100.0 100.0

In percentages of total exports

655 | 99 { 602 | o634
196 | 250 | 185 | 152
1.0 1.2 25 1.8
51 20| 58 5.0
78 | 109 13.1 13.6
100.0 100.0 100.0 100.0

of the total and raw materi-
als and semi-manufactured
goods for about 38 per cent.,
while the export of electric
current represented about
two per cent.

() Owing to a change made in 1901
in the system of recording, figures
for that year are not strictly compa-
rable with those for provious vears.
Formerly, imports were classified ac-
cording o the country of origin and
exporis according 0 the country of
ultimate consumption; as from 1951
both imﬁorts and gxports are recorde:
undar the name of the countgl'y which
la Austria’s trading partner. This ex-
jaing the relative drop in Imports
rom overseas and the increase In the
import percentage for the O.EE.C.
countriea, On the other hand, the
share of eastern Europe tn Austrian
impoirts _and exports would not be
much affected by the statistical change
in question.

® Excluding direct E.R.P. deliveries.

g) Bulgaria, Czechoslovakia, Hungary

oland, Roumania, U.S.S5.R. an
Yugoslavia.
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Since 1948 the share of eastern Europe in Austria’s import trade has fallen
from 31 to 15 per cent., while the importance of the O.E.E.C. countries in this connec-
tion has steadily increased, mainly, but not exclusively, because of the larger volume
of imports from western Germany. On the export side, western Germany and Italy
are the most important customers for Austrian products,

In 1951, as in all years since 1048, over 8o per cent, of the deficit
of Greece on current account of the balance of payments was covered by
foreign aid.

Greece: Balance on current account.

loms 147 1948 1949 - 1950 1951 ()
in_milllons of U.S. doliars
Merchandlse trade® )
imports (fob). . . .. .. .. .. M7 488.4 4287 386.8 395.4
Exports {(fob). . . . .. .. .. 79.4 &4 | 83.4 851 102.3
) Balance . . . . . .. - 2623 — 3970 | - 3453 — 301.7 — 2831
Services (nel) ) .
Transport o . v v v a v e — 264 — 493 — 438 — 281 - 208
Other services . . . . . . . .. .. + 67 + 6.5 + 1.2 —. 25 — 85
Total of services, . . — 18.7 — 2.8 — 444 — 306 — 303
Balance of goods and services | — 2820 — 439.8 — 389.7 — 3323 — 3234
Covered by: .
Grants and private donations . . . 146.4 360.7 3815 2021 278.0
Credits, officlat and private. . . . . 869 a_2 . 20 - 1.3
Capital movements, privale. . . . . "7 114 17.7 16.0 14.4
Monetary gold . . . . . . . . ... 4.8 1.5 — 01 ] AB — 23
Other items . . . . . . .. e 39.3 33.2 — 140 15.9 - 33.9
Total cover . ., .. 288.1 dd5.7 8T 328.8 3253
Errors and omissions . . . . . . . —_ 7 ~ 58 2.6 3.5 — 18
Totat . . ... ... 282.0 439.8 389.7 332.3 323.4
(1) Preliminary flgures. () Including non-monetary gold,

In 1951 imports amounted to $432 million and exports to $102 million,
leaving a trade deficit of $330 million, as compared with one of $313 million
in 1950. Exports still cover only a quarter of imports, as against 70 per cent.
before the war. The volume of exports of most commedities rose, and in some
cases there was an improvement in the prices obtained — but this did not as
yet apply to tobacco, which represented the largest single export item. Measured
in quantities, exports of mineral ores doubled as compared with 1950, those of
citrus fruits Increased fourfold and those of tobacco by 23 per cent. For the
first time, cotton was exported in substantial quantities.

The foreign-trade system was simplified as from ist Jume 1951 by the
abolition of exchange certificates (see Chapter V), while in the course of the year
the Bank of Greece took over the issuing of import permits.

From 1950 to 1951 the imports of Turkey rose, in value, by 40 per
cent. and, in volume, by 15 per cent., largely owing to increased purchases
of equipment.
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Turkey: Foreign trade.

Value Volume Pricas
Year )
Imports Exports Balance Imports Exports Imports Exports
in millions of liras Index: 1948 = 100

1947 &85 6§24 — 81 94 o5 85 112
1948 770 551 —219 100 100 100 100
1949 812_ 693 — 119 114 129 89 85
1950 800 738 — 62 133 126 15 86
1951 1,126 880 — 246 157 130 80 117

Turkey has obtained favourable export prices in recent years. In 1951, for
the first time, cotton replaced tobacco as the main export commodity.

Turkey has been a recipient of Marshall aid and, after having exhausted its
initial credit balance of %25 million and its quota of $50 million in the E.P.U. (see
Chapter IX), has, like Austria, been granted special allocations in dollars to cover
deficits in relation to the Union.

In 1951 Portugal’s exports rose, both in value and in volume, to
their highest recorded level. Rearmament increased the demand for tungsten,
the price of which went up by nearly three and a half times as compared

with 1950, and the value of

Portugal: Foreign trade. tungsten exports rose from

Esc. 95 million in 1950 to

Year Imports Exports - Balance Esc. 549 million in 1951.

In_millions of escudos The export value of cork,

1948 . . ... . 10,351 4,295 — 6,086 which was also In great

1949 . . ... 9,043 4,090 — 4,953 demand, increased by 70 per

1980 e 7,879 5,334 — 2545 cent., the price having risen
1981 . . . 9,464 " 7,863 — 1,901 : »Ahep 4

‘_ .y by 52 per cent.

The figures in the last column represent the combined balance of Portugal’s
trade with foreign countries and with its own overseas territories. In refation to
those territories Portugal, in 1951, reduced its imports and increased its exports,
with the result that the export surplus in trade with them increased from Esc. 6o mil-
lion to over Esc. 600 million. If foreign countries {l.e. countries other than the
overseas territories) alone are considered, the Import surplus (shown in the table
as Esc. 1.9 milliard) amounted to Esc. 2.5 milliard,

Spain, too, has increased the volume of its main export items; thus the
export value of the two items pyrites and iron ore, taken together, rose from
Pesetas 59 million in 1950 to Pesetas 85 million in 1951, while that of mercury
went up from Pesetas 16 to 26 million and that of tungsten from Pesetas 3
to 21 million.

Import prices also rose, and the improvement in the terms of trade
was consequently slight. As the increase in exports went hand in hand with
a contraction in the volume of imports (made possible by the easier domestic
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Spain: Foreign trade.

Yalue Volume Prices
Year
: Imparts | Exports | Batence | tmports | Exports | imports | Exports htrr:';."f
in millions of gold pesetas “lndex: 1948 = 100
1947 868 863 — 322 82 83 92 ior 7o
1948 1,187 a0 — 377 oo 100 H 100 100
1949 1,135 are — 257 106 103 92 Hk 11z
1950 o12 92 — 0 107 139 78 [:12] - 108
1951 988 1,150 + 164 107 734 82 :1-1 o5
L

supply situation, after the long drought had come to an end and adequate
rainfall in 1950 and 1951 had produced better harvests), the statistics show
an export surplus. : : .

In relation to the eastern European countries (comprising in this
context Bulgaria, Czechoslovakia, Hungary, Poland, Roumania and the
U.S.S.R.) the trade of the eighteen countries grouped under the name of
western Europe increased in absolute value from 1950 to 1951, but this was
entirely due to higher prices, since the volume of exports to these countries
is estimated to have fallen by ¢ per cent. and imports from these countries

would also seem to have

Western Europe: - declined.

Trade with eastern Europe. While in 1938 ¢ per
cent. of western Europe’s
Value Yolume imports came from the
Year Imports Exports Imports | Exports eastern _European countries
In_millions of U.S. dollars | _ Index: 1938 = 100 in question and some 6 per
cent. of western Europe’s
1950 705 565 - 28 63 exports went to those coun-
1951+ - 899 €55 . 57 tries, the percentage in both
cases has now fallen to 3 per

* Data for the first nine months of 1951, given at the annual rate, cent. or less.

From the scattered information available regarding the trade of eastern
European countries it seems that in 1951 there was a considerable increase in
eastern Germany's trade with the countries in question and that there was also a
large increase in the trade between the USS.R. and the other eastern Furopean
countries, The USSR, being left out of account, the volume of trade transacted
by the eastern European countries with one another would seem to have shown a
rather smaller expansion than in previous years. The traditional patterns of produc-
tion of the individual countries of this group are not mutually complementary, so
that certain structural changes would seem to be a pre-requisite for any increase In
their trade with one another. Some long-term trade agreements, generally covering
the period of the current national production plans, were concluded in 1951.

Since 1950, Yugoslavia has severed its trade relations with the
eastern bloc and has developed its trade with the west. How complete the
change-over has been may be seen from the following table.
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Yugoslavia: Geographical distributlon of trade,

Europe :
P Total Other
Y, U.5.A, Total
aar USSR Czechor | oo United Europe countries
L slovakia Y Kingdom
in_percentages of total
imports : .
1845 46.7 0.3 - — 93.7 62 a.f o0
1945 Ha LEE — 0.4 97! 27 0.8 100
1947 a1 182 —_ 51 506 4. 5.3 f00
1948 fo.7 17.5 L 4.6 0.8 3.4 5.8 100
1849 1.5 6.1 54 12.9 a2.2 L1 8.2 100
1950 — -— 165 16,9 . 668 2.7 "7 oo
1951 — — 3.7 e 78.5 15.8 77 100
Exports
1945 63.5 4.7 - — 89.5 0.5 — 100
1845 422 6.9 — 1.7 9.3 23 14 100
1947 165 i5.0 — 2.7 93.8 2.0 4.2 L
148 5.0 15.8 0.2 6.2 2.5 2.6 4.9 100
1949 5.0 4.5 5.6 4 84.8 3.0 7.1 100
1950 — — 2.4 18.6 (RS 13.5 12.0 100
1951 —_ — 18.7 w4 65.3 145 20.7 98

The foreign-trade statistics, the publication of which was resumed in April 1951
after an interruption of ten years, show a mounting deficit in dinars up to 1649.

It may be recalled that as

Yugoslavia: Foreign trade.
2 9! from 1952 the external value of the

Year Imporis Exports Balance Yugoslavian currency was changed
in_millions _of dinars from $1 = Din. 50 to $1 =

' Din. 300 (see Chapter V).

1945, . ... 1,079 451 — &1

16, . ... 1,744 2,784 + 1,045 In the vears 1949-195I
1947, ... 8,272 8,642 + 30 Yugoslavia received about $430
:£ : :i:;:: 1:';12 - 4::; million in foreign aid, the largest
wso. 11,791 7996 — as1 single allocation being $103 million
951, . ... 12110 o184 — 2028 in the form of deliveries of food
in 1950, when the country was

suffering from a disastrous drought.
In 1951 France, the United Kingdom and the United States decided to grant Yugoslavia
a credit of $100 million to enable it to pay for excess imports, and in January 1952
Yugoslavia concluded a Mutual Security Aid agreement with the United States.

* *
*

In the past, experience has generally shown that in a period of strong
demand on the world markets and of rising prices — such conditions as
prevailed in the years 1900 to 1914 — industrialists and traders do not have
to worry overmuch about finding customers to buy what they produce and
offer for sale, and, since they then have less reason to ask for “protection”,
such a period is likely to witness a lowering of trade barriers. In the years
since 1945, demand on the world markets has been strong (with only a
minor recession in 1949-50), and there has generally been no difficulty in
getting goods sold. In such circumstances, there have not often been any
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reasons for demanding increased protection, and there have been more
a few instances in which previous protectionist measures have actually
toned down —— one example being the tariff concessions made by the

United States. But not all changes have consisted ‘in a relaxation of restric-

tions;

for a number of reasons progress in this direction has been slow and

some important setbacks have occurred:

(i)

(ii)

()

(iv)

W)

Whatever may have been the causes of the general failure to re-establish
monetary equilibrium at an early date after the war, the procrastination
has meant that exchange restrictions have been maintained, and these
in themselves represent a formidable hindrance to trade. '

The monetary difficulties could, moreover, be made a pretext for grant-
ing “‘protection’” — and it must not be forgotten that, after years of
wartime controls (not to mention the special protectionist measures
applied during the depressibn) business has become unused to com-
petition from abroad and 1s often far too afrard of it.

There woulcl also seem to have been some ralsmg of tariffs for the
purpose of securing a strong bargaining position in negotiation. Here,
it has generally been found that the net result has been higher trade
barriers, since any reductions conceded in the course of negotiations
have rarely been sufficient to offset the earlier increases. A number of
countries which used to apply specific duties have gone over to a
system of ad-valorem duties, and this has meant that the period of
rising prices in connection with the second world war has brought little
alleviation in the real weight of the tariff.

Further, the monetary and other changes -— including the rearmament
effort — occasioned by the outbreak of the conflict in Korea have in
more than one way cut across the advance towards liberalisation,
especially for countries whose monetary reserves were insufficient (and
this applied to the majority of them).

Even where there has been no lack of monetary reserves, protectionist
tendencies have been revived since the middle of 1951 by the fall in
prices, which has affected not only primary products but also certain
lines of consumer goods, and which is making itself felt in the form
of growing competition at home and abroad.

It should be remembered that most international economic agreements

of the post-war period have contained so-called “escape clauses”’, to be applied
in special circumstances. Thus Article XII of the General Agreement on
Tariffs and Trade (“G.A.T.T.”) has been offictally summarised as follows:

XII. Restrictions to safeguard the Balance of Payments.

This contains the most 1mportant of the exceptions to the rule of
Article XI requiring the elimination of quantitative restrictions. In certain
circumstances defined in the article, a Contracting Party may use import
quantitative restrictions to safeguard its external financial position and balance

‘of payments, but these restrichions must be progressively relaxed as conditions
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improve and must be eliminated altogether when conditions no longer justify
their use. Moreover, the restrictions are to be applied so as not to prevent
imports of minimum commercial quantities the exclusion of which would
impair regular channels of trade.

A Contracting Party which is considering the need to apply restrictions
is required to consult with the Contracting %’arﬁes as to the nature of its
balance-of-payment difficulties, alternative corrective measures, and their effect
on the economies of others. (South Africa consulted with the Contracting
Parties under this provision in 1949.) And a Contracting Party which has
substantially intensified its restrictions is required to consult within thirty
days. (It was under this provision that consultations with the United Kingdom
and six other countries of the sterling area and with Chile took place at the
Fifth Session in November 1950.) Positive action on the initiative of the
Contracting Parties is required in 1951 in the form of a review of all
balance-of-payment restrictions; this was carried out in September—QOectober
1951 and resulted in a report which has been published. Finally, if there is
a persistent and widespread .application of restrictions under this Article,
indicating the existence of a general disequilibrium which is hampering inter-
national trade, the Contracting Parties are to initiate discussions to consider
whether other measures might be taken by any of the Contracting Parties
to remove the underlying causes of the disequilibrium.

This article contains a provision which was the subject of lengthy dis-
cussions when it was drafted. This is the provision which calls upon Contract-
ing Parties to recognise that, as a result of domestic policies, such as those
directed towards the maintenance of employment, a Contracting Party may
experience a high level of demand for imports; dccordingly, no Contractin
Party will be required to withdraw or modify restrictions on the groun
that a change in such policies would render unpecessary the restrictions
applied under this article; on the other hand, Contracting Parties have under-
taken when In that situation to carry out those policies with due regard to
the need for restoring equilibrium in their balance of payments and to avoid
unnecessary damage to the interests of other Contracting Parties.

The text of Article 3 of the O.E.E.C. Trade Liberalisation Code rﬁay
also be cited. '

Article 3. Clauses of derogation from Article 2.

(a) If its economic and financial situation justifies such a course, a
Member country need not take the whole of the measures of liberalisation
of trade provided for in Article 2.

(b} If any measures of liberalisation of trade taken in accordance with
the provisions of Article 2 result in serious economic disturbance in the
Member country concerned, that country may withdraw those measures.

{c) I, despite any recommendations made under paragraph (a) of
Article 31, the deficit of a Member country with the Union is increasing at
a rate and in circumstances which it considers serious in view of the state:
.of its reserves, that Membet country may temporarily suspend the application’
of measures of liberalisation of trade taken in accordance with - Article 2.

{d) Unless the Organisation decides or has decided otherwise, Member
countries to which the provisions of Note (1) to Table III of the Agreement.
for the Establishment of a Furopean Payments Union apply need not, during
the period of application of these provisions, take the wﬁole of the measures
of liEzralisation of trade provided for in Article 2 or may ternporarily suspend
the application of measures taken in accordance with that Article, '

(e) Any member country invoking the provisions of this Article shall
do so in such a way as to avoid unnecessary damage which bears especiall
on the commercial or economic interests of another Member country, and,
in particular, shall avoid any discrimination as between one Member country
and another.
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As regards invisible transactions, Article 20 of the O.EE.C. Trade
Liberalisation Code contains provisions somewhat similar to those in Article 3
concerning visible trade,

But, before an account is given of the difficulties which have arisen and
the setbacks which have occurred, it should be recalled that the growth of
international trade in recent years. has been very substantial. Admittedly, the
expansion has been financed largely by foreign aid and kept going by special
facilities, such as bilateral credits or the accommodation provided via the
E.P.U., with its quasi-multilateral system; but it has nevertheless served to
bring the various economies more into harmony with the requirements of
foreign trade than they would otherwise have been. Moreover, a number of
countries, including the United States, have made tariff concessions, and the
liberalisation efforts of the O.E.E.C. countries, initiated in 1949, have produced
some tangible results.

The third stage of liberalisation, viz. the freeing of 75 per cent. of
all imports on private account from quota restrictions, was due to be con-
cluded by August 1951. The intention was that this percentage should be
attained as regards each of the three categories: agricultural products, raw
materials and manufactured goods; but several countries maintained that in
the agricultural-products sector it was difficult for them to go so far, and it
was then agreed that only the average percentage need reach 75, while in
none of the three categories was the degree of liberalisation to fall below
60 per cent. For all those countries which had reached the 75 per cent. stage
(and there were a number of
exceptions: see the table), the
application of their liberalisation

O.EEC. countries: Comparison of
stapes of liberailisation attained.

() Under Articlé 3{d) of the Liberalisation Code, countrles
whése quotas in the E.P.U. are blocked are absolved
from apﬂlyigg the prescribed measures of liberatisation,

1 the Org i

tion decides otherwise.

() Intention o raise quota to 75 per cent, in the near future.
%) As from 1st September 1951.

@ As from 1st May 1852,

O.EE.C. August 1951 measures to certain specified groups
oo Sor conctusion | AP 1982 | of  go0d bligatory. Th
countrles oc;ffsg;;cstt':g%r; of goods was obligatory. ese
groups, known collectively as the
:“‘""“(?_ AR none none “common list”, included, in the
elgium-Luxemburgy . . 75 75 . R .
Denmark . o . . . . . 6 80 first place, textiles, textile machinery
France . , . . . . .- 76 suspanted and some agricultural and chemical
Germany . . . . . ‘o suspended 75 proclucts‘
Greece(}, ., . ... nohe none
lcetand . . .. “t 4 When, in February 1951, it
freland . . .. . ... 75 75
taly . o % 7 was found that western Germany’s
Nethertands. . . . . . 610 75 balance-of-payments difficulties could
Nomway. . ...... 81 B not be solved by internal credit
Portugal . . . . ... 83 &4 . .
Sweden . s 75 measures alone, the issuing of
Switzerland . . . . . . 7 75 licences was suspended, which meant
Torkey « ..o o 63 :3 a setback to liberalisation; but a
ited Kingdom . . . % 6 .
United Kingdom number of circumstances concurred

to make it possible for equilibrium
to be quickly re-established (see
page 8). In any case, imports never
fell much. As from 1st January 1952,



the degree of liberalisation was raised to 57 per cent. and from 1st April 1952
the 75 per cent. rate was established.

Four countries which have developed large surpluses in the EP.U. —
Belgium, Italy, Portugal and Switzerland ~— have taken additional liberalisation
measures on an administrative basis. But these measures have not been
notified officially to O.E.E.C. and have consequently not been taken into account
in the official percentages — which makes it possible for the countries
concerned to withdraw them without formalities. In the case of Italy and
Portugal, it would seem as if the degree of effective liberalisation has nearly
reached 100 per cent.

These developments unquestionably represent progress towards freer
trade, but they have been overshadowed by the reverses constituted by the
Bntish and the French suspension of liberalisation. In November 1951, the
United Kingdom, faced with substantial losses of reserves, reduced the
liberalised sector from go to 61 per cent., and a second curtailment narrowed
it down to 46 per cent. in February 1952. In the latter month, France sus-
pended all liberalisation; this does not mean, of course, that there are no
imports of non-liberalised goods, but such imports are once again subject to
licensing and quotas.

Liberalisation in accordance with the rules of O.E.E.C. relates, of
course, to intra-European trade, while trade in a wider context is governed
by the provisions of the General Agreement on Tariffs and Trade. Under
the “escape clause”, providing for revision of commitments in the event of
balance-of-payments difficulties, the United Kingdom was able to curtail its
imports, the first anouncement of its intention to do so being made in
November 1951, and the second at the Conference of Commonwealth Finance
Ministers in London in January 1952.

But the “escape clauses” provided by the G.AT.T. have not- been
invoked exclusively for the purpose of overcoming balance-of-payments
difficulties; recourse has also been had to these clauses on the plea that
“imports caused serious tnjury to domestic industry”. It was on this ground
that the U.S. Government withdrew the concession granted with regard to
mmports of hats, with effect from 1st December 1950 (which meant that the
ad-valorem duty was raised from an average of 32 per cent. to the old level
of 70 per cent.).

Another protectionist move was made when, in July 1951, Congress
passed an amendment to the Defense Production Act, requiring the imposi-
tion of controls on oils, fats and dairy produce, if their import would
(i) impair or reduce domestic production, (ii) interfere with orderly domestic
storing and marketing, or (iii) result in any unnecessary burden or expenditure
under any government price-support programme. In application of this so-
called ““Andresen Amendment”, the U.8. Department of Agriculture announced,
on 1oth August, the immediate suspension of commercial imports, for domestic



consumption, of peanuts, butter and butter fat, as well as quantitative restric-
tions on the import of cheese and casein. The governments of ten countries®
have lodged formal protests, pointing to the great harm done to their exporis
by these measures. On more general grounds, the governments of Italy and
the United Kingdom have also protested against the taking of protectionist
measures in the United States. In his official answer to Italy, the U.S.
Secretary of State agreed that the United States ought to follow the lines of
policy proper to-a creditor nation and accordingly open its doors to imports.

An aspect of recent developments that is unquestionably disturbing has
been the widening gap between U.S. exports and imports, for which there
are, of course, a number of causes. As mentioned before, one important
factor has been the reduction in U.S. imports coincident with the utilisation
of stocks previously accumulated; another factor may be found in the
shipments of armament goods, which swell the volume of exports. Moreover,
it cannot be denied that in arresting the inflationary trend in the spring of
1951 the United States was ahead of several European countries — and this,
in itself, meant that goods tended to be attracted to certain parts of Europe.
However, the European countries, too, have taken decisive steps to attain
monetary stability — and it is, in fact, because their prices are no longer
rising and have therefore become more able to compete with U.S. domestic
prices that the European countries may have to face increased difficulties of
another kind in exporting to the United States. In that country, as else-
where, there are industrialists and agriculturalists who, after years of easy
sales, are unlikely to welcome a harsher climate of trade, although the best
among the business men know that the intensification of competition, bringing
down the most exaggerated prices, will encourage greater circumspection with
regard to expenses and result in the general introduction of cost-saving
methods, to the advantage of consumers as well as producers.

Tt is important, however, that the present situation should not be made
a pretext for a new wave of protectionism, resulting in fresh hindrances to
trade. The European countries may well ask what chance there is of balancing -
trade with the dollar area if higher duties are imposed whenever they succeed
in lowering their costs of production by technical improvements, etc. It is,
of course, a dangerous feature of at least some of the “escape. clauses” that
they create conditions of great uncertainty. It is in this respect that the
post-war arrangements differ conspicuously from the old commercial treaties,
which used to bind duties for ten or fifteen years or even longer, so that
producers planning their Investments knew just what they had to contend
with in their sales to foreign markets. Much will naturally depend on the
spirit in which all these questions are approached now that the time has
come for testing the willingness of the participating countries to translate
into practical policies the principles of co-operation to which most of them
have solemnly pledged themselves. '

‘* Argentina, Australia, Canada, Demwmark, France, Ttaly, the Nethetlands, New Zealand, Ndrway-
and Switzerland. ’ .



One particular danger is that questions of commerctal policy may
perhaps be looked at too exclusively from an international angle, it being
assumed more or less consciously that every lowering of a country’s trade
barriers represents a ‘“‘concession”’ to foreign interests. The old free-trade
doctrine had, after all, the advantage that it brought out the fact that each
individual country had an interest in maintaining a high level of trade with
the rest of the world. Without falling back on the well-known arguments
about the advantages which all parties derive from an increase in the
exchange of goods and services, it may be permissible to recall that the
raising of tariffs during the depression period between the two wars did not
benefit the countries which had recourse to such an expedient. This is a
matter in which enlightened self-mterest mght suggest the right action,
without its being necessary expressly to invoke the principles of international
co-operation,
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V. Foreign Exchange Rates.

Despite the appearance of some very critical and disturbing elements in
foreign exchange relations, the fifteen months that have elapsed between the
beginning of 1951 and the spring of 1952 must be regarded as a period
not only of comparative stability but also of further consolidation:
in several countries there was an additional relaxation of control and more
scope was given to market forces. One important country, Canada, virtually
threw all exchange restrictions overboard (no more “permits” being required),
and so its already strong currency became the strongest in the world. The
United Kingdom, notwithstanding the deterioration in its gold and foreign
exchange reserves, introduced more flexibility into spot and forward dealings
in foreign currencies as part of a new monetary policy designed to bring
about a return to convertibility.

During the period under review, only one European country devalued
its currency: Yugoslavia. This was more a formal than an effective altera-
tion, for the dollar rate had remained unchanged at Din. 50 = $1 since 1943,
while most of the country’s external trade had been carried on either in
foreign currencies or on a barter basis. Roumania in January and Bulgaria
in May 1952 Introduced monetary reforms involving a radical cut in prices
and in the volume of means of payment and an appreciation of the external
value of the leu, and the lev respectively, both being now linked to gold.
Thus Roumania was the second and Bulgaria the third eastern European
country to follow the lead given by the U.8.58.R., which in February 1950
had fixed the value of its currency in terms of gold — Poland having adopted
the same course in October 1950.

Outside Europe, some important alterations were introduced in connec-
tion with foreign exchange rates. In many cases, they were adopted in order
to get away from an inflexible official parity, although the result was, on
the face of it, a more complicated system than before. Thus Israel in
February 1952 abandoned the single-exchange-rate system (officially in force
up to that date) for a system of three exchange rates. Since January 1952
all trade transactions in Iran have been effected at a single fluctuating rate
(actually involving a devaluation of some 30 per cent.), while in Indonesia
the number of effective rates has been increased (and this, too, has involved
a certain devaluation).

What lends the period its special interest from the standpoint of
currency developments is not these various modifications in official exchange
rates but the widespread attempt to make the existing rates more realistic.
This has been one of the results of more effective credit and fiscal policies,
which have been applied in the individual economies with a view to securing
a durable improvement in the balance of payments.

* *
*



To begin with the one downward exchange adjustment in Europe, the
fundamental reason for the step taken by Yugoslavia was that in its trade
with. the West the country was finding it more and more difficult to carry
on with a rate of exchange (fixed in 1945) which had no connection at all
with the purchasing power of the dinar. In agreement with the International
Monetary Fund, a new rate, Din. 300 = $1 (corresponding to a parity of
2.96 milligrammes of fine gold for one dinar), was put into effect from
1st January 1952, In relation to the previous official rate of Din. 5o = $1,
the change amounted to a devaluation of 83'/; per cent.

On the basis of the material available for Yugoslavia it is somewhat
difficult to judge to what extent the degree of adjustment in the rate cor-
responds to economic realities. It would seem, however, as if a downward
pressure would have to be exerted on costs and prices in order to keep
the exchange rates at the level fixed — and this impression is strengthened
by the report that the monetary authorities in Yugoslavia are carrying out
a policy of credit contraction and price reduction.

The monetary reform in Roumania was in the nature of a purge, the
supply of money being cut by rates of conversion varying between 20 to 1
and 400 to 1, as shown in the following table.

Roumania: Rates of conversion of old lei into new lei
for bank-notes and bank deposits.

. Public sector
Private sector
Type ({individuals and private] (st:::t’ ::ﬂfer%%e:eﬂfs'
enterprises) co-aperatives, etc.)
Bank-notes
upto 10000k del() ... ... .o 100 : 1
from 10013000 ,.,.. ... ... 200 :1 200 : 1
above 2000 . ... .. .. e e 400 : 1
Deposits with savings banks
upto 10000ld bel, . . ... ... ... .. 501
from 1,00143,000 ,.........4... 100 : 1 } —
above 3,000 . . ... .0 a e, 200 :1
Deposlts with credit ingtltutions{s. . . .. 200 :1 20 1

(1) 1,000 old lei corresponded to between two and three days’ pay for & worker.
(Y Amountz needed for payment of two weeks’ wages and salaries were exchanged at 20:1.

The table shows that private individuals and enterprises were hit con-
siderably harder than the public sector, and even the deposits of small savers
were cut to a much greater extent than prices, which were brought down to
one-twentieth of their previous level {or rather lower in the consumer-
goods sector, where special reductions had been decreed). Wages, pensions
and debts were also cut down to one-twentieth. The cuts thus made in the
means of payment and In prices were more drastic in Roumania than in
Poland, while the revaluation in terms of foreign exchange was much lighter
(only 13 old currency units to 1 new unit in Roumania, against 100 to 1
in Poland).
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The fine-gold content of the new leu was fixed at 0.079346 grammes
and on this basis the rate of the leu in relation to the rouble became
Lei 2.80 = Rouble 1. The cross rate for the US. dollar works out at
Yei 11.20 = 31, as compared with the rate of Lei r51.50 = $1 which had
prevailed since August 1947, the change corresponding to a writing-up of
thirteen and a half times. Trade with the western world — in so far as
it still takes place — 1s, however, almost all transacted in foreign
currencies, as is the practice In the other eastern European countries. The
fact that the cut in prices and in the supply of money was greater than the
adjustment in the exchange rates should help exports. As regards the extent
of the price cut, it is not unlikely that, in the process of building up increas-
ingly close ties with the U.S.S.R., the Roumanian authorities have found it
necessary to bring domestic prices more into line with Russtan prices (which
in April 1952 were cut for the fifth time since January 1948).

In Bulgaria also there was a monetary purge in the first half of May
1952, involving an alteration in the foreign exchange rates of the currency.
In order to mop up the excess money in circulation and, at the same time,
to establish closer links with Russia in the monetary and price sectors, the
lev has been given a higher fine-gold content (0.130687 grammes), and an
exchange rate of Leva 1.70 = Rouble 1 has been established, which gives a
rate for the U.S. dollar of Leva 6.80 against the old rate of Leva 287.36 =
U.S. 81. While the rate of exchange has been written up by 42 times, prices,
wages, pensions, debts, etc. have been converted into new leva in the ratio
of 25 t6 1, bank-notes have been exchanged in the ratio of 100 to I and
deposits with banks have been converted in different ratios according to their
nature, their amount and the public or pnivate character of the depositor.

While no fundamental change has been made in the multiple-rate
system applied in Spain, a greater measure of freedom has been given to
movements of bank-notes, exports of which are now allowed up to an amount
of Pesetas 2,000, while reimports are permitted up to Pesetas 10,000, Since
1st November 1951, moreover, wider scope has been given to the free
market by a reform enabling exporters to retain a variable percentage of
their foreign exchange proceeds, which can be sold on this market. Thanks
to adequate control, however, quotattons have remained very stable, in the
neighbourhood of Pesetas 40 = $1. The free-market rate is applicable fo
imports of non-privileged goods and to non-trade transactions. How great the
differences still are between the various rates may perhaps best be seen from
the following table, which shows that the simplification aimed at has not vet
been carried very far.

In additton, a “‘curb rate” is unofficially quoted. This reached Pesetas 53

= $r in December 1951 and since then has, from time to time, shown a

tendency to improve slightly (at the end of March 1952 it was down at
Pesetas 48 = $1).



Spain: Exchange-rate structure (pesetas per doliar),

_ Hems Import Items Export
Imported foodstuffs (basic official rate) Mon-ljsted goods (basic rate}. . . . . . 21.90
@roup F) .+ v v 11.22 | @roup 1— (109 sold on free markety . | 23.673
C?’?;r:ﬂ: e 16.425 . 2—(30% sold on free market) , | 27.219
Liquid fuels and tobacce n 83— (50% sold on free market) . 30,765
(Group E} .~ v v v i v v v e 250 n 4—(70% sold on free market) . | 34311
Scrap metals, fesding stuffs, ete. 5 5= (90% sold on free market) . 37.957
GroupB) . ... ... . 25.707 | MNon-trade items (free-matket rate®) . . [ 39.65
Raw materials {Group €} . . . . .. .. 28,992
Semi-manufactured goods (Group D) . 32.538
Other imports.and non-trade items
(frea_a-market rAte?) L. e 39.65

* End of May 1952,

Mention should also be made of the following minor measures taken
in three European countries, namely Denmark, Finland and Greece.

~In Denmark, a 20 per cent, tax on sales of foreign currencies for
travel purposes had been introduced in November 1950 as part of the action
taken for the protection of the monetary reserves. In view of protests from
other countries, on the one hand, and thanks to the gradual improvement
in the Danish foreign exchange position, on the other (cf. page 11), this tax
was abolished in October 1951 — half a year before it was due to be with-
drawn.

In Finland also, a2 special tax — in this case at the rate of 3o per
cent. — was levied on sales of foreign exchange for travel purposes; it came
into effect on r11th June 1951 but was allowed to lapse at the end of the
vear, there having been a great improvement in Finland’s monetary reserves
(cf. Chapter VII). During the period of application of the tax in question,
dollars bought for travel purposes cost FM 300 each instead of FM 230.

In Greece, by way of simplification, the foreign exchange certificates
introduced in the middle of 1947 were abolished as from 1st June 1951, their
price {fixed at a rate of Dr. 10,000 = $1) being then incorporated in the
official parity, which underwent a formal change from Dr, 5,000 to Dr. 15,000
= §$1, while the effective rates remained the same. The internal purchasing
power of the drachma was not much impaired in 1951 (prices having been
relatively stable); but the balance precariously maintained was dependent on
foreign aid (which covered about two-thirds of the country’s imports) and on
sales of sovereigns by the authorities to the public (see Chapter IV).

Outside Europe, the most far-reaching alteration has been introduced
in Israel. Early in 1952 it was decided to abandon the official single-
exchange-rate system, which dated back to the time of the British mandate.
In accordance with that system, when the new state was established in 1948,
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one Israel pound had been made equal to one pound sterling, and the current
official parity since September 1940 had thus been 1£1 = $2.80. For some
time, however, a considerable volume of exchange transactions had been
taking place at rates involving a marked depreciation in relation to the
official rate. The respective fields of application of the new rates (which
came into force on 17th February 1952) and the corresponding degrees of
devaluation may be seen from the following table.

Israet: Exchange rates and percentage of devaluation,

Uses old New Par-

rates rates c;:::ﬂ;?f
P ts for Receipts from
ayments 1o e U.S.$ por 12 tion

Impaorts of wheat and essential Exports of non-listed

products commodities . . .. ... ... 2.80 2.80 —_
Imports of fish, coffes, tea, seeds, Exports of citrus fruits and pro-
fertilisers, pharmaceutlcal pro- ducts, exports of finished pro-
ducts ducts containing domestic raw
materials, tourist traffic, ete,, . 2.80 1.40 50%
Imports of nen.listed Exports of finished products con-
commodities tainlng Imported raw materials,

capital imports and immigranis’
remittances . . . . . . . ... . 2.80 1,00 849

How soon it will be possible for a more definitive exchange system to
be adopted in Israel (a new country with a considerable volume of invest-
ment, largely supported by gifts from abroad and foreign capital in other
forms) will obviously depend on the progress made towards a more funda-
mental equilibrium. Since 1949 the country’s exports have paid for only
between 12 and 14 per cent. of its imports; although an mport surplus
is a natural consequence of a large intake of funds from abroad, it is,
of course, essential to manage the disposal of these funds in such a way
that there is no undue expansion of domestic credit and of the note
circulation.

Up to the end of 1951 the position in Iran was as follows, The
official rate of Rials 32.00-32.50 = $1 was applicable to transactions with
the Anglo-Iranian Oil Company (until they were suspended), tourism, medical
and student expenditure of lIranians abroad, government requirements and
certain non-comnmercial needs of private persons. In addition there were two
stabilised certificate rates: Rials 41.50 = $1 (applicable to about half the
country’s authorised imports) and Rials 47.25 = $1 (applicable to all other
permitted transactions). In theory, the official rate still remains in effect for
essentially the same purposes as before, though it has lost almost all its
practical importance; since January 1952, however, all trade transactions have
actually been effected at a single fluctuating ({certificate) rate of exchange,
which at the end of that month stood at Rials 67.75 to the dollar (selling
rate). In relation- to the “highest” previous rate, Rials 47.25 = $1, this
innovation corresponds to a devaluation of about 30 per cent.



In Indonesia also, there has been a devaluation of the currency, while
the continuance, or rather development, of the existing certificate system has
resulted in an increase in the number of effective rates (but only in relation
to the dollar area; vis-a-vis other currencies the certificates have been
abolished). A new official rate of Rupiahs 11.40 = $1 has replaced the three
former rates of Rupiahs 3.80 (basic), 7.60 {export) and 11.40 (import) to
the dollar. The use of the “certificates”’, however, gives rise to five separate
rates, as shown in the following table, in which the “dollar certificate’” has
been calculated at its February 1952 market price of Rupiahs 1.50 = $1
and the so-called ‘“inducement certificate” at its fixed price of Rupiahs 7.98
= $I.

Indonesia: Effective exchange rates since 4th February 1852

Rupiahs
Applied to per WU.S. dollar

All exports to non-dolflar areas; ('} and essential imporls from

those araas . . . . . v v v v 4 v m s s e e e e 11.40
Exports to doilar area () and payment of ¢laims, arbitration

COBIB, BUC. . & . v v b u n t h bt e e e s e b s 12.45
Essentlal imports from dollararea. . . . . . .« v v v v v v 0us 12,90
Imports of luxury and semi-lukury goods from non-dollar areas . 19.38
Imports of luxury and semi-luxury goods from dollar area . ... 2088

{"} Exports of rubber and copra pay a 25 per cent. export duty,
Exports of oil, tin, coffee, ete. pay a 15 per cent, export duty.
(%} United States, Canada and Japan. X

The establishment of the exchange rates on a more realistic basis has
gone hand in hand with an improvement in the country’s balance of pay-
ments, helped partly by grants from the United States and from the
Netherlands but even more by the high prices received for rubber, copra,
tea, coffee and tin. The combined gold and dollar reserves, totalling $194 mil-
lion at the end of 1949, had risen to $420 million by the end of 1951: but
in view of the fall in raw-material prices in the course of last year, which 1s
bound to reduce the foreign exchange receipts, a rather cautious policy is now
indicated for Indonesia as well as for other raw-material producing countries.

Another country which devalued its currency in February 1952 was
Afghanistan. The exchange rate was altered from Afghani 16.80 to
Afghani 21— = $1 — a devaluation of 20 per cent.

Elsewhere in Asia there have been relatively few alterations in foreign
exchange regulations and rates. In China, the rate of exchange has remained
at about P.B.$22,500 = $1 and in Japan the parity is still Yen 360 = $1.

Similarly, Central and South American countries have had a
relatively uneventful history in 1951-52 as far as foreign exchange develop-
ments are concerned. It is not as if inflation had been wholly overcome:



it is still strong in several countries. In some cases this is due to over-
ambitious programmes of industrial expansion, usuvally financed via the
budgets at the cost of heavy deficits; in a few instances it Is an
indirect effect of export surpluses resulting from the high prices fetched by
one or two special products; not infrequently it has its orngin in success-
ive and considerable cost increases — especially increases in wages — which
have followed in the wake of the profit inflation; and it may have been
helped on by political unrest. A number of countries, however, have put up
a more determined resistance to inflationary tendencies by pursuing active
fiscal and credit policies. Otherwise the modifications in exchange rates in
this part of the world would hardly have been so few, considering that in
1951 — according to U.S. statistics — Latin America had a deficit, on
current account of the balance of payments with the United States, of about
$900 million, as compared with about $300 million in 1950. An increased
flow of capital from the United States made up for part of the difference in
the deficit but, in terms of gold and dollar reserves, Latin America registered
a loss of about $r13 million in 1951 as compared with a gain of $400 million
in the previous year. '

While basic changes were avoided, the modifications in the exchange-
rate structure often consisted in the transfer of certain types of payment
from one category of exchange transactions fo another. In countries with
muiltiple exchange rates such a meodification may be equivalent in effect to a
sectional devaluation (theoretically, a sectional revaluation is also a possibility,
but it does not seem to have occurred anywhere). Thus in February 1952 it
was decided in the Argentine that, to encourage the exportation of cheese
and butter (the peso prices of which had risen sharply), 40 per cent. of the
proceeds of exports of these dairy products would be convertible at the
free-market rate of about Pesos 14 to 14.50 to the dollar, while in the case
of meat the preferential rate of Pesos 7.50 per dollar, instead of the basic
rate of Pesos 5 per dollar, has been applied to the export proceeds since
1st March 1952, The situation 1s further complicated by the existing methods
of government trading; for example, the farmers receive about two-thirds of
the world-market price for wheat, while in 1951 the government was able
to sell wheat at prices which were often 20 to 30 per cent. above the Canadian
export price.

Similarly in Chile, though the rates have remained unchanged, there
has been a general up-grading of commodities into groups to which higher
effective rates are applied — and in that country there is a wide difference
between the official rate of Pesos 31 = $r and the so-called gold rate,
which has been quoted at as much as Pesos 157 = $1.

In Brazil, on the other hand, there is only one official rate, of about
Cruz. 18.50 = $1. This is applicable to all exchange transactions in connec-
tion with exports, essential imports, debt service, financial transfers on private
account and consular and diplomatic remittances, while all other remittances
are subject to an additional 8 per cent. tax, which has brought the effective



selling rate to Cruz. 202z = $1. Black markets exist; the authorities have
tried to suppress them by imposing direct penalties and by pursuing an
anti-inflationary policy. Some difficulty has been caused by the accumulation
of outstanding labilities in foreign exchange, but amounts in dollars and

Official exchange rates 1939-1952,

U.S. dollar middle rats Pi’,f:,’,‘;“"
Hational 2 15
Countries  [oumency|  24th st 15th 318t B1st | poauee | denn
units August D b Septambae March March 1?‘::.9 1?:9
1939 1945 1949 1951 1952 March 1052
Austria, ., . .| Sch 5.34(") 10.00 10.00 21.36() 213607 | — 75.0 | —53.2
Belgium . , ., .| B.ics 20.58 43.83 43,83 £0.400) 850.4063) | —«¢7.3 |—13.0
Bulgaria . . . .| Leva 53,20 287.36(0 287.36(4) 287.386(%) 287.36(% | — 0.8 —_
Czechoslovakla.| #is 20,235 50,00 50.00 50,00 . 5000 |—41.5 —_
Denmark, , . .} DK 4,795% 4,80 4,80 £.90%, 6,90% | — 30.6 |—30.6
Finland . .. .} FM 48.40 135,70 180,00 230,00 230.00 |—79.0 |- 304
France . , . . .| Fr.ics 37.755 119.10 272.4940)  350.00(% 34905 | —89.2 |- —22.7
Garmany . . . .| RM/OM 2.493 10,00 3.33() 4,20 4,20 — 906 |-—20.8
Gresce . . ... br. 117.60 500.00¢) | 10,010.00(% | 15,000,00(%) | 15,000,00{1%) ] ~33.3
Hungary . . ., .| P/Fit 5,20 104,000.00 11.74(" 11.74 11.74 Q! —
feodand. ., ., .| L Kr 5.7683% &,4889 6.4989 16.29 1629 [|--464.6 |—ag0,2
Ireland . . , .. £ stg 02128 0.2481 0.2481 03571 0,3555| — 40,2 |—30.3
Haly . ... ..| L 19,00 100.00 575,00 524.85(2) 524 8802 —97.0 |— 8.0
Netherlands . .| Pl 1.86 2.65 2,653 3.90 380 |—sr1 |—30.2
Norway. . . . .| N.ir 4,27 4,961 4,96 FAL VA T 148 | — 90,2 |— 30.5
Poland. . . . .| 2 5.325 _ 400.,0001%) 4,000 4.00(") )] M
Portugal . . . .} Esc. 23.36 24,815 25.025 28,756 28.75 — 187 |—13.0
Roumania . , .| Lei 143.59 3,635.00(1%), 151.50(1%) 151.50 11.2007) b W]
Spain ., ... P 8,05 11.22(%) 11.2204) 11.220"%) 11.220%) % {12
Sweden , . . .| 8 K. 4,15% 4,19 .54 517y 517 | — 19.6 |—3p.5
Switzertand . .| 3w, fes 4,435 4.30 4,30 4,32, 43573+ r.8 |— 1.3
Turkey . Liras 1.267 1,305 2.8126 2.8126 2.8126| — 55.0 —_
United Kingdom £ stq 0.2126 0.2481 02481 0.3671 0.3555| — 40.2 |— 30.2
U.S5.8.R. .., . .| Aoubles £.30 5.30 5.30 4.00(21) 4,00 + 32,5 |+ 32.5
Yugoslavia , , .| Dinars 44,05 50.00 50.00 50.00 300,000% — 85,3 |—83.3
Canada. . ., . Can. $ 1.0047 1.1028 1.0025(19) 1.0506(2%) 09847 4+ 2.0 |+ 1.8
South Africa. .| SAR 02279024 0.2488 0.2488] 0.,3581 0355 | — 35,8 |— 29,9
“Australia, . . AE 0.2822(H) 0.3108| 0,3108 04474 0.4444| — 36,5 |— 30.0
New Zealand, NZE . 0.28140 03125 0.2500(=) 0.3598 0.3563| — 27,0 {—29.8
Argentina(®) , ,| Pasos 4.325 40675 4.8075 14,01 14.01 — 69,1 |-—65.7
Brazll*, , .. Cruz, 16.80 16.50 18,72 18,72 18,72 |~711.9 —_—
Japan .., , . .| Yen 3672 15.00(7) 360,00 360,00 360,00 |—99.0 -
* Official selling rate. () January 1938,
(%) Official rate for commerclal exchanges since 5th Octobar 1950; premium rate for capltal transactions and
tourist trade Sch. 26.00. {3 Free rate since 30th November 1949,

M Official rate, lncluding premium of 250 rer cent.; on 12th May 1952 the lev was put on a gold basis,

{¥) Mean rate between basic and free official rate.

&) Official free rate established on 2nd February 1848, Since 20th September 1949 it has been applicable to all
transactions., () Extiort-impoti rafe.

() In November 1944, 50,000,000,000 old drachmae were exchanged for each new drachma.

® Wlth Exchange Certificates. (1% On 15t June 1951 the official rate of exchange was fixed at 15,000 drachmae

r LL.5, dollar and the cerfificate system was abolished.

an The forint was introduced on 1st August 1946 and was equal to 400,000 quadrillion pengd.

(2 Official free rate. (" With premium surcharge of ZI. 300 in practically all financial transfers abroad,

My One new zloty was made equal to 100 old zloiys. (%) Including the supplementary premium.

(€Y The new leu was Introduced on 15th August 197 and was equa) fo 20,000 old lei.

(") On 28th January 1952 the leu was put on a gold basis.

(') Basic selling rate. Spain has a multiple-exchange-rate system. At present, in addition to the basic sefling rate,
]t’here exist six other selling rates, ranging from Pis 16.425 to Pts 39,65, and seven buying rates, ranging from

21,80 o Pts 39.65 (free-markef rates). (") Revaluation in Jul fy
(20) Official rate, excluding premium, (™) Offlcial rate In effect since 18t March 1850.
(%) New rates since dJanuary 1962, (%) Free rate, since 1st Qctober 1950,
& Buying rate on New York. (®} Revaluation in August 1948, (™) Free-market sefiing rate.

(#} The military tate was first established at Yen 15 per U.S, dollar in August 1945, It was raised to Yen 50
on 12th March 1947 and {0 Yen 270 on 5th July 1948, at which fevel it remained untll the present ofticial
rate was established on 25th April 1949,



sterling have been ocbtained from the International Monetary Fund in order
to speed up payments.

Among the other Latin American countries, Colombia, Paraguay and
Costa Rica may be mentioned as having simplified their exchange-rate
structure. Cuba, at the end of June 1951, introduced a legal tender of its
own (the peso) in replacement of the U.S. dollar — with which, however,
the existing parity has been maintained.

At various times the question has been raised whether or not Latin
American countries would benefit by the establishment of a “Latin-American
Payments Union”, on much the same lines as the European Payments Union.
But even a cursory examination of the basic conditions soon showed how
considerable was the difference between the European continent and Latin
America. Over 40 per cent. of the foreign trade of the members of the
E.P.U. is intra-European — or neatly 70 per cent. if “intra-European” is
taken to include trade with overseas members of the various monetary areas
(the sterling area, the French and Belgian franc areas, the escudo and the
guilder area) in so far as their transactions are settled through the E.P.U.
As regards Latin America, on the other hand, less than 10 per cent. of the
foreign trade of the component countries represents trade between them. It
should be noted that, from a commercial point of view, these countries may
be divided into two groups: a northern group (roughly coinciding with the
Caribbean area) whose principal trading and currency relations are with the
United States, and a southern group, comprising the bulk of the South
American continent, which has the United States as a partner for, say, up
to one-third of its foreign trade and, consequently, has to maintain close
trading relations with other countries as well. For each individual Latin
American country it is, of course, a difficulty that its relations with European
countries are on a bilateral basis, which means that a surplus with one
country cannot generally be used for settlements with another. Now that
serlous efforts are being made to get back to convertibility in the near future
(see below), it seems less necessary to discuss in detaill more complicated
solutions; for the Latin American counfries — having, in most cases, a dual
trade orientation, towards the United States and towards Europe — would
undoubtedly be best served by the restoration of convertibility of European
currencies into gold and consequently into dollars.

#* *
*

Credit for the most spectacular action yet taken for the restoration of
complete freedom of exchange transactions goes not to Europe but to a
country on the North American continent: Canada, in October 1950,
abandoned the rigidly-fixed parity of its currency for a freely-fluctuating rate
and, one year later, followed up this decision by announcing that, as from
14th December 1951, all classes of foreign exchange transactions would be
exempt from permit requirements — a measure equivalent to the total



abolition of exchange control. The Canadian Finance Minister, Mr Abboit,
explained that what a currency needed was not crutches but sound internal
policies, and added:

“The conclusion I have come to is that we would be better
advised not to rely on exchange restrictions but rather on the general
handling of our domestic economic situation to keep us in reasonable
balance with the outside world.”

When, in the autumn of 1950, the Canadian dollar had been freed, it
soon moved from the rate of U.S. $0.90 to US. $0.95 = Can. $x. With
minor fluctuations, it remained at that level until the second half of November
1951, when it resumed its upward movement, which was even accelerated by
the abolition of exchange controls. On 22nd January 1952 the Canadian dollar
reached parity with the U.S. dollar, and since then it has been quoted at a
cerfaln premium.

Relation between the Capadian doliar and the U.S. dollar.
Monthly averages, in Canadlan dellars per 100 U.S. dollars.
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It may be said that Canada has had the odds in its favour: there was
a marked improvement in its terms of trade in the autumn of 1951, and the
important discoveries, In recent years, of additional natural resources (iron
ore, oil, etc.) have continued to attract large amounts of investment capital
from the United States — the net inflow in 1951 being put at some
Can.$560 million, But an outstanding factor has been the general confidence
that Canada’s policy has won for its economy and its currency: on the one
hand, by the end of 1951 the gross public debt had been reduced by
about Can, $2 milliard since the end of 1946 through the realisation of
overall surpluses in the budget since 1947 and, on the other hand, Canada
has progressively relaxed its rigid adherence to a cheap-money policy —
late in 1950, by allowing the market quotations of long-term bonds to
decline and, in October of the same vear, by raising the official rate of
discount from 1% per cent. to 2 per cent. As was to be expected, the



great influx of capital for the financing of internal investments led to increased
imports and to a deficit on current account of the balance of payments in
the first half of 1951. But the net effect was nevertheless to increase the
official Canadian gold reserves and the official and private Canadian dollar
balances with U.S, banks* by an amount of U.S. $166 million during 1951,

* ' *
*

The success scored by Canadd in infroducing a free-market rate and
subsequently removing all exchange restrictions, under conditions which
brought the value of the currency unit back to its old parity with the U.S.
dollar, has undoubtedly given a fresh impetus to the whole movement for a
return to more normally functioning exchange markets.

From this point of view, developments in the foreign exchange policy
of the United Kingdom have been of importance.

The character of the events leading to the dramatic change in the
current position of the British balance of payments, by which a surplus of
£244 million in 1950 was transformed into a deficit of £521 million in
1951, has been described in the Introduction to this Report. Because stocks
were eaten into in the first of these two years and were replenished in
the second, and because of shifts in the terms of payment, the downturn
in 1951 may appear worse than it really was. In any case, it is interesting
to find that while the strain on the reserves was still at its height the
authorities decided that the London foreign exchange market, which had
been closed for more than twelve vyears, should be reopened for spot and
forward transactions as from 17th December 1951. This was part of the
general fiscal and credit policy designed to restore equilibrium within the
national economy and in the balance of payments; it should therefore be
judged in conjunction with the increase in interest rates, cuts in certain
items of budget expenditure, etc. In the specific field of foreign exchange
operations the step meant:

(i) Freedom of movement for the rates of spot transactions within
precise limits set by the Bank of England. The spread between the
present highest and lowest rates is somewhat wider than the margin
previously allowed and is also greater than the difference between
the old gold points, but it is narrower than the swing permitted
under the Articles of Agreement of the International Monetary Fund
{one per cent. on each side of the official parity). The following
extreme rates, fixed for the U.8, dollar and the Swiss franc, are
given by way of exainple.

(i) Full freedom of movement for the rates of forward transactions.
Since September 1939 the handling of such transactions had been
a prerogative of the Bank of England, which provided forward
exchange cover for genuine commercial transactions, at a forward-
rate margin of 1 per cent. '

* Including holdings of U.8. Government securities with an original maturity of up to twenty months.



Bank of England: Buying and selling rates for the
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and the Swiss franc.

U.S. dollar

Rates
Perlod .
Buying Salllng
U.S. dollar
Limit of rates befors 17th Decernber 1851 $2.79 78 $2.80 1/8
s = e afterthatdate, . . . ........ $2.78 $2.82
Swiss franc
Limit of rates before 17th Desember 1951 . . ., Sw. fcs 12,23 Sw. fcs 12,26
w s s dafterthatdate. . .......... Sw, fes 1214 Sw. fcs 1236

At first, freedom was confined to bilateral arbitrage in dealings with
banks in the U.S. and Canadian dollar areas. From January 1952 it was
extended to include France and the French franc area, Belgium and the
Belgian franc area and Switzerland, but it remained on a bilateral basis, i.e.
dealings were limited to operations in the currencies of the United Kingdom
and the other country concerned.

Within the permit-

GGreat Britain: Official quotations, spot and forward, ted limits of the spread
for the pound. Daily rates In dollars per £ sterling.
264 '™ for spot rates, current
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actions.

At first the pound showed signs of weakness and the spot rate soon
reached the lower official support point (£1 = U.S. $2.78); but after budget
day (rrth March 1952) there was a distinct improvement, to well above par,
and the forward rates, too, have improved. Special measures, such as the
restriction of refinancing facilities for the export of sterling-area products and
the re-export of foreign goods merchanted through London (it was principally
a question of exports to the United States), the shortening of the term for
acceptances and the increase in interest rates on the London market, have un-
doubtedly had their effect — and have produced it even more promptly than the
typical stop-gap device of cutting down imports. In one way or another these
various measures may provide a welcome respite pending the restoration of a
more fundamental balance. That must be the aim, and it is not without
interest to note that the moment when the market rates for the pound began
to improve was not just after the announcement of the mmport cuts but after
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the changes introduced at the time of the budget, of which the most important
were the reduction in food subsidies, and the impressive increase — by
114 per cent. — in the discount rate.

The substantial losses of gold and dollars in the autumn of 1951 and
the following winter had naturally had the effect of depressing the free-market
rates for sterling, as may be seen from the following graph; but a remarkable
recovery occurred in the spring of 1952.

Great Britain: Sterling guotations in New York.
Weakly averages in U.S. dollars per £ sterling,
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Note: Quotations for transferable-account sierling represent the average of some eighteen different rates (one
. for each transferable account in existence), while those for 'security sterling' have represented one single rate
since the auvtumn of 1950, "Security sterling'' or, as |t is also called, “switch sterling"’ desivas from transactions
between non-residents of the sterling area in respect of sierling assets which were blocked upon the intro-
duction of wartime exchange contral and which have not yet been released. Between 1948 and the autumn
of 14950, only a limited freedom to “*switch’ from one kind of blocked assels fo another was granted to the
holders, Since then switching has, in practice, been permitted between all types of assets; hence the
uniform rate for this form of sterling.

The spread between the different rates has now become much narrower:
the free rate for sterling notes is within 10 per cent. of par and so 1s the
“transferable-account” sterling rate — which means that the point where the
use of such sterling becomes unprofitable will soon be reached. By May 1952
the rate for “security sterling” had risen to $2.47, i.e. this is the amount
which one American resident has to pay another for one pound’s worth of
assets blocked in the sterling area,

The following table shows the alterations in the free-market quotations
for various currencies (and, in particular, quotations of bank-notes) in
New York between early 1951 and April 1952, '

The same general tendencies as in New York are shown by the free-
market quotations of bank-notes in Switzerland.
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Free foreign exchange rates in New York.

Fres-market guotations (notes)
Official rate
Countries End of End of Perconta
January 1957 | Aprit 1952 ge
. change
forelgn-currency units per U.S. dollar
Argentina , . . ., . ., .........-. 5.00-7.50% 16,85 25 — 33
Austria . . . . . L . e e 21.386 32.25 30 + 8
Belgium. . . . . ... e 50 52 54.45 — 5
Depmark .. . . _ .. e e e e 6.9 9.86 7.81 + 26
Finland . . . ... .............. 230 525 aso + 38
FIANce . . . . . . o v v v v v s e n e a s 350 I 410 — 5
Germany (western}: Notes . . . . . .. ... 4,20 5.70 4862 + 23
“Blocked marks™ . . . . _ 9,60 12,80 — 25
Areece .+ . . v . i v v v e e e 15,000 18,450 17,800 + 4
tsrael . . . . . ... . e 0.3571-1.00* 1.18 2.44 — 52
Maly . o o s e e s e e e 625 710 660 + 17
Japan . . . .., . ke e s e . 360 400 426 — 6
Netherlands , . . . . .. .. . . ' 3.80 4,20 416 + 1
Norway . . . .. .o n v v e e ' 7.14 9,94 B.10 + 23
Spain . . v v v e e e e ' 11,22-21.920° 52 49,50 + 5
Swedem . . . L L. s e e . 517 6.40 574 + 13
TURKBY & o v v e e e e e e e e e 2.80 4.00 4.15 — 4
United Kingdom: Notes . . . . . ., .. .. 0.3871 0.400 0.393 + 2
Transferable-account sterling . 0.379 0.394 — 4
Security sterling . . . . . .. . 0.489 0411 + 19
Yugoslavwla , , .. .............. 300 330 610 — 46

* Multiple-exchange-rate system; the rates given here ara the lowest and highest official rates,

Free-market rates for bank-notes In Switzerland since July 1950, in relation
to the official rates for the purchase of U.S. dollars, *
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After the first gloomy months of .1951 had passed and when the rapid
rise in prices appeared to have been curbed in the United States and else-
where, confidence revived and the quotations improved, i.e. came nearer to
parity. But the difficulties which were being experienced by the British and
French economies led to rumours of further devaluations and — except in
individual cases such as that of the Norwegian krone, which after a sharp
fall staged a recovery in the autumn of 1951, due more especially to the
increased earnings of the country’s mercantile marine — quotations sagged,
on the whole, until the spring of 1952, when, in the United Kingdom, the
turning of the cormer on budget day and, in France, the acceptance by
Parliament of the main budget proposals helped to change the general out-
look and were the starting-point of a very remarkable improvement. In May
1952 the quotations were mostly within 10 per cent. of par, and even where
the disparity was wider, as in the case of the Austrian schilling, there was
still a well-defined upward movement.

The improvement in the free-market valuation of so many currencies is
also a reflection of the growing belief that return to convertibility is
becoming more and more the accepted aim of the different countries, Im-
portant in this connection is the unequivocal opinion which was voiced in
the concluding statement issued on 21st _Tanuary 1952 by the Conference of
Commonwealth Finance Ministers:

“We agree that ... recovery will not be -complete until the
conditions have been created in which sterling can become and remain
convertible. Accordingly, it is our definite objective to make sterling
convertible and to keep it so.”

For some vyears after the last war, many people seemed to hold the
view that a return to convertibility might well be desirable from a general
point of view (as a stimulus to world trade, etc.) but that it was, after all,
possible for individual countries to protect their currencies and maintain
balance in their economies by means of the systems of exchange control
introduced during the war. The recurrence of foreign exchange crises (in
1947, 1949 and 1951 — every other year) has, however, shown that this
form of “‘protection” is not good enough. Moreover, the tendency of prices
to rise behind the fences of exchange and trade restrictions -— creating a
“high-cost area” — and the obstacles those restrictions place in the way
of ordinary international credit transactions, without which the monetary
system cannot be expected to work effectively, have brought home to people
the great advantages of convertibility. In a more general way, there is a
growing dislike of the labyrinthine confusion created by the coexistence of
official and other rates in free, grey or black markets (more or less
tolerated), the quotation of differential export prices, balances utilisable only
for specific purposes, permits granted or withheld more or less arbitrarily,
and all the other jungle growths to be found in highly “regulated” systems,
which not only distort the patterns of trade and the price structure but are
also subversive from a moral point of view., People are tired of all these



UNITED KINGDOM EXCHANGE CONTROL REGULATIONS
OUTLINE OF PERMISSIBLE TRANSFERS.
Amended April 1952,

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 Philippine Islands Anglo-Egyptian  *Greece
Colombia El Salvador Sudan *Itakian
{Costa Rica U.S. A, and Its [ *Austria Monetary Area
Cuba . Dependencies lpz::;}ers Chile . “Netherlands
. DOI'EIHIC?D?. :_'enezuef]a > permjjt(‘ejd, ‘S:echosiovakla . Monetary Area
[nter- epublic ormer Japanese provided nmar orway
tra‘ﬁs[ers Ecuador Parific Islands pe):ime?t 15 {including Far3e Poland
permitted.  CGuatemala under U.S, o Islands and Spanish
‘ Haiti Trusteeship i Greenland) Monetary Area
Hond Former [apanese Jestgnated Egvpt *Syeden v
onduras, as a ) wede
" Republic of {jlzg\cls l.;nder K{g:zifg{able Ethiopia Thailand
exico .5, Military . inland USSR,
Nicaragua Administration *CGermany —
Panama ] Western Zones
UNCLASSIFIED GCOUNTRIES
CANADA i.e. all countries ot listed elsewhere, including

Inter-transfers Afghanistan, Albania. Andorra, Eritrea,

permitted. Liberia, Nepal, Saudi Arabia, Yemen

v v v

*SCHEDULED TERRITORIES (“Sterling Area”™)

Broadly speaking,
inter-transfers are
freely permitted;

British Commenwealth except Canada *Iceland
Irish Republic [raq

but some British Trust Territories ) Jordan
#:-.m!molnl;syalr;: Al gritish Protectorates and Protected States Libya
controls, urma
“BILATERAL"” COUNTRIES
Argentina Hungary Roumania
*Belgian -‘Monetary Area Tran *Switzerland
Inter-transfers Brazi) Israel and Liechtenstein
mot Bulgaria Japan Sytia
permitted smiless China {incl. Manchuriz} Lebanon Tangier
spﬁlﬁqal!:-{ Formosa ' Paraguay *Turkey
authorised b .
U.K. Cantral. French Franc Area Peru Uruguay
’ French Somali Coast *Portuguese Monetary Area Vatican City
Germany — Eastern Zone Yugoslavia

Countries marked with * are members of the European Payments Union. Iceland is a member in her own

right though also included in the Scheduled Territories.




complications, whose insidious dangers they have come to realise — and a
reaction against all these practices (or rather malpractices) is really at the
bottom of the growing demand for the re-establishment of convertibility. As
is generally recognised, sterling will be in a key position in any action taken
to achieve this, and it is significant that the members of the sterling area —
whose currencies are nterchangeable among themselves — feel so strongly
the need for a more comprehensive monetary arrangement providing for
general convertibility. :

The diagram on page 141 shows the different categories of sterling
accounts at the end of April 1952.

Canada is no longer in the group of “Bilateral Countries” but is now in
a class by itself, with full automatic inter-transferability with “American
Account Countries” and with automatic transferability from its accounts to
Scheduled Territories (i.e. sterling-area countries) but not vice versa. Western
Germany, which has also left the bilateral group, has joined the ‘‘Transfer-
able Account” group, being the eighth E.P.U. country to do so. Libya
became a member of the sterling area as from 3rd January 1952, after the
proclamation of the country’s independence and the creation of the Libyan
pound in replacement of the three currencies — the military-authority lira,
the Egyptian pound and the French colonial franc — previously circulating
in that country. Another change was the transfer of Iran from the group of
“Transferable Account Countries” to the group of “Bilateral Countries”.

The operations and difficulties of the European Payments Union
(which was formed for the purpose of overcoming the limitations inherent in
bilateral relations by means of a special kind of clearing and, at the same
time, of furthering trade liberalisation) are described in a special chapter
{Chapter IX). There can be no doubt that the Union has been conducive to
an increase I intra-European trade and has obviated many of the drawbacks
of bilateral relations; furthermotre, in its contacts with the participating
countries, it has contributed, in some instances, to the adoption of fiscal and
credit measures — often severe in character — designed to restore internal
balance and, in doing so, to get rid of disequilibria vis-a-vis other countries.
But it is evident that neither internatiomal otganisations nor technical devices
can really get to grips with the fundamental problems, which can only be
properly tackled and solved by the authorities in each individual country.

It is of some importance from an exchange point of view that the
operation of the E.P.U. made it necessary for the Belgian-Swiss Agreement
of 1949, which had been the first example of an almost complete return to
freedom of commercial and financial transfers, to be replaced by a new
agreement in which all payments between the two countries were subjected
to control. Belgium and Switzerland have also found it necessary to take
further action, each on its own account, with reference to the repayment of
debts and the limitation of certain exports — all in order to prevent too
strong a creditor position from developing in relation to the E.P.U. While



there is no denying the usefulness of the functions performed by the European
Payments Union, the experience gained during the period of its operation
has provided yet another proof of the superiority of a convertible-currency
system.

The goél is thus the re-establishment of convertibility; but which is the

way to that goal?

been

Canada’s action in introducing a free rate — soon recognised as having
a striking success — naturally raised the question whether this example

should not be followed by other countries. A free rate has certain
obvious advantages: '

(i)

(ii)

(iif)

The introduction of a genuinely free rate is a method of clearing away at
one sweep the whole complex of multiple exchange rates — official rates,
ordinary free and black-market rates, transferable-blocked-currency or security
rates and the rest, with all their various designations. If this could be done,
it would be an enormous step forward, In itself, the introduction of genuinely .
free rates would mean the disappearance of certain restrictions, and that, in
turn, would pave the way for the removal of other restrictions — often
remaining from the war — in the internal economies of the various countries.

A genuinely free rate will never be wholly out of line with economic realities;
while it would be an illusion to think that the market always finds the right
level, there are many artificial rates which could not for a moment stand
up to the test of a free market. In recent years there have, indeed, been a
number of “official” and *‘basic” rates, tenable only thanks to foreign aid and
representing, in reality, a method of subsidising imports which is liable to
retard the process of economic vecovery. To get rid of the multitude of
uneconomic rates (the existence of which often gives rise to dishonest
practices) would be a way of eliminating the causes of many dangerous
distortions in the price and cost structure.

Indeed, one of the main advantages of the introduction of a free rate
would be that it would result in the re-establishment of genuine exchange
markets in which existing claims could be currently settled at the real rate;
there would then remain no uncleared balances such as would be likely to
be settled (legally or otherwise) at depreciated rates.

The fluctuations of a free rate — even when, and perhaps particularly when,
they are disappointing for the country concerned — do attract attention and
thus bring it home to the public that there is something radically wrong.
As long as the public believes mm the officially fixed exchange rates, it is
easily lulled into a false sense of security, and when the crisis has already
started it is generally too late to react; at that stage, to devalue the currency
by 20 or 3o per cent. is often the only solution. If, on the other hand,
there had been free exchange rates, whose unfavourable movements could
have been reported on from day to day and made the subject of — someé-
times trenchant — comment, the public might have become aware of the
danger in time and have demanded the adoption of appropriate counter-
measures. In France, for instance, the fall in the exchange value of the
French franc in the years after the first world war led to a redressment of
the whole position through the financial and other measures taken in the
latter half of 1926; and these were sufficiently comprehensive to restore
confidence In the currency and lay the foundation for a period of useful
long-term economic projects (see page 47). Stabilisation was achieved with



a price level about two and a half times as high as it had been at the end
of the war (in 1919), whereas, since the end of the second world war (in
1045), there has been an eightfold rise in prices.

It might be hoped that the authorities and the public in western Europe
and elsewhere have been sufficiently impressed by the appearance in recent
years of one financial crisis after another; but it is questionable whether these
crises really rouse the general public as effectively as the special warning
given by adverse movements of the foreign exchanges.

It should also be remembered that, in the past, every time the exchange
rates of individual countries have been allowed to fluctuate by a substantial
percentage (t.e. beyond the gold points or other not very much wider limits),
there has immediately been a demand for a return to ‘‘stable exchange
rates’’. That was the case in the years after the first world war and in
many quarters the same thing happened again after the devaluations of 19313
but the demand was definitely less urgent in the latter period, since there
was then a de-facto state of exchange stability throughout the sterling area
(which, with all the countries then attached to sterling, accounted for more
than 50 per cent.of the world's trade at the time), and an attempt was being
made to limit the vartations of the sterling-dollar rate. One of the disadvan-
tages of fluctuating exchange rates is that industrialists and traders, instead
of attending to the problems of production and marketing, each in his own
branch, devote time and energy to ‘‘guessing at”’ future movements of
exchange rates — an occupation extraneous to their real concerns. It is only
when exchange rates become stable (apart from the minor and useful varia-
tions within reasonable limits) that the world’s monetary systems achieve
sufficient unity for the movements of prices in the various markets and the
granting of credit to be able to exert their valuable influence on the direction
of trade and the international division of labour.

In practice, there are strong reasons against leaving rates entirely '‘free”,
for that would mean that seasonal and other “‘temporary” influences might
cause them to fluctuate very widely — and the knowledge that such a thing
might happen would in itself form an obstacle to foreign trade and to the
granting of credit from one market to another., An even more dangerous
situation would arise if — owing to flight of capital, for instance — the
exchange value of a currency abruptly declined, with the result that imports
suddenly cost more and internal prices in general were exposed to strong
upward pressure. Such a development can be disastrous for the currency
concerned — as it was for the Reichsmark in the years 1919-23.

It may be that some countries will see fit to resirict the export of
capital, but such action need not in itself prevent the re-establishment of real
exchange markets in which sales and purchases are freely effected. Everybody
could have access to the market, but anybody who was found to have
exported capital in contravention of the regulations would afterwards be
answerable in the same way as if he had contravened any other law.

The world needs free exchange markets in the sense that all transactions
on them can take place at a single rate (so that all the other odd rates



disappear), but that in itself is not enough: the rates should be sufficiently
stable not to upset trade and the price levels — and that is a condition
which in the past has not proved incompatible with freedom of exchange
transactions. The question is whether the present rate structure is
such as to offer a suitable basis for a return to convertibility.

According to the purchasing-power-parity theory, the external
value of a currency depends upon its internal value and, therefore, the
rates of exchange have a tendency to move in inverse ratio to the changes
in the purchasing power of the respective currencies, as related to a given
base period (which should be a period of equilibrium), Many modifications
were introduced to allow for changes in the terms of trade, in productivity,
etc., which would cause deviations from the strict purchasing-power parities;
but the existence of such deviations must be accepted — and in practice
they would not seem to make very much difference once equilibrium is
attained, In this connection, it is instructive to examine the following graph.

Wholesale-price movements on a gold basis.
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After the upheaval caused by the first world war, the price levels of
the various countries, as calculated on a gold basis, had begun to draw together
by 1928-29 — only for this equilibrium to be upset again by the great
depression. But by 1937-39 equilibrium at a new level was in prospect —
except in the case of Germany, which kept to its own isolated price and
exchange policy, and of France, whose currency remained patently under-
valued up to the first year of the war. In between these returns to equilib-
rium there were sometimes very marked deviations, which, however, had little
or nothing to do with changes in terms of trade and the other causes of
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deviation usually recognised by the textbooks but meant that, owing to flight
of capital or, for instance, import or export restrictions, exchange rates were
not at théir equilibrium point. Unfortunately, market forces will not always,
by themselves, bring ““freed” rates of exchange to the exact level calculated
by comparing the price indexes of the countries concerned.

(i) In the first place, it is unhappily impossible to regard current price indexes
as true measuring rods in cases where prices are artifictally kept down
by controls, with the result that goods and services are not freely purchasable
— a state of affairs usual in periods of ‘“‘repressed inflation”. In 'such a
situation it has sometimes been possible to eliminate the excess of money
by a cut in the volume of notes and deposits, as Germany did in 1948;
but in western countries the time for such radical cures is now probably
past. It then remains to try to refrain from creating further money and to
let prices rise to a level representing a new equilibrium; along this road 2
fair amount of progress has undoubtedly been made in rtecent vears,
although it would be an overstatement to assert that a true balance has
already been attained in all the principal western countries. One typical result
of repressed inflation is excessive length of delivery periods — and here the
fact that, outside the rearmament sector, goods are becoming more readily
available may be taken as one of the signs of a general improvement.

(ii) In the second place, mention must be made of all the difficulties hamper-
ing international movements of goods. Even if exports are unrestricted,
there are often substantial hindrances originating in the importing country
— and this is just as bad. '

(iii} In the third place, attention must be drawn to a factor which exerts its
harmful influence in a more general way. This factor is the ptresent
inadequacy of the international credit system, as operating against a
background of exchange restrictions and of clearing accounts, which for many
countries still remain the principal method . of settlement for international
payments. In “normal” times, financial credits could generally be relied
on to come to the aid of a market under pressure (one reason being
that downward movements in the rates of exchange — within the gold points
~— would make the currency concerned ‘“temporarily” cheaper, and another
being that, in the market under pressure, interest rates would probably
stiffen and consequently attract funds from abread), The difficulty since 1945
has been that not only have few, if any, financial credits come along to
mitigate the effects of temporary deficits in visible and invisible trade but
even ordinary trade financing has been less freely granted to countries
in difficulties, with the result that every adverse movement has tended to
be intensified. It should be added that inside some particular areas, e.g. the
sterling area, the granting of credit has been continued on a rather more
normal basis. s

(iv) Finally, a grave danger arising from excessive hquidity is that it tends to
facilitate a flight of capital from the country in question — and that
largely in clandestine forms, Flight of capital may, of course, be due also
to political fears; but experience seems to show that when there is no
redundancy of money the amounts transferred abroad are not of very great
importance.

‘It is onme of the lessons of experience, and it is still as true as it
always was, that too large a supply of money is the greatest hindrance to
the reconstitution of free and stable exchange markets. While it would be



an exaggeration to assert that in this respect all is now well, there is no lack
of evidence that in the past few years very great progress has been made
towards more healthy conditions. As will be shown in Chapter VII, there are
quite a number of countries in which the percentage relation between the
supply of money and the national income has reverted to the pre-war ratio
or even fallen below it; moreover, in countries where this result has not yet
been attained, as in the United Kingdom, the most recent developments (not
yet wholly reflected in the data available) point to the re-establishment of
more normal conditions. It often happens that special precautions have to be
taken to prevent foreign Labilities from upsetting the exchange markets. As
far as sterling balances are concerned, complete information is not available
as to how far arrangements for gradual repayment, etc, have been made by
the U.K. authorities with the holders of the balances in question; but in any
case 1t is certain that the claims of some of the larger creditor countries
{(Australia, Egypt and India) have been much reduced in recent months.

Supposing that redundancy of money no longer gave rise to great
concern, the next question for consideration would be to what extent price
relations between the various countries are actually such as would allow
exchange rates to remain stable. Here, too, it would be going too far to
maintain that all is well; but it is interesting to see from the following graph
that the differences in prices are not very marked and that, anyhow, some
of the countries in a very strong exchange position appear to have a relatively
high price level in terms of gold (i.e. on a basis suitable for comparisons). It
does not look as if an adjustment of price differences as between the European
countries would necessitate any major exchange alterations. In any case, where
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limited adjustments are required in order to secure a firm basis for a new
course of action, it is often a good plan to make them without undue delay.

Perhaps there is greater cause for concern in the fact that trade is still
subject to many restrictions, which make it difficult for currencies to find
their true level. However, the actual volume of trade is by no means small,
and liberalisation has been extended in a number of countries even in ‘the
past stx months. The setback caused by recent measures in France and the
United Kingdom is not to be taken lightly, but both these countries have
adopted important internal measures, and the beneficial effects to be expected
from their tighter money policies may be helped by the repercussions of
the lowering of interest rates and the relaxation of other forms of credit
restrictions in Canada, Belglum, Finland, the Netherlands, westetn Germany
and the United States, i.e. in countries which have already seen an 1rnpr0ve-
ment in their own positions (see, again, Chapter VID).

Much will no doubt depend on the course which trade takes dunng
the next six or twelve months. Is it not a fact that American- stocks of a
large number of raw materials have been reduced, and will not this lead to
increased 1mports by the United States’ before long? Whether or not the
trend of world business is such as to promise increased possibilities of gaining
foreign exchange will be a question of great importance for those who have
to take the actual decisions as to the restoratron of free and effective exchange
markets. e

Insufficient recognition of the need for establishing a true balance 'in
the internal economy has been a mistake often made in past discussions of
foreign exchange problems: but it would be equally wrong to ignore the -
many difficulties arising out of the existing conditions of international trade
which have also to be overcome if a durable exchange stability is to be
attained. Some of the most considerable difficulties of this nature have their
origin in relations with the dollar area. It remains a circumstance of
importance that the United States has a high tariff — it is still high for the
bulk of manufactured goods and processed agricultural products, notwith-
standing the reductions made in recent years. For meést European countries
this tariff has made it very difficult to earn dollars in direct trade with the
United States; in the past — especially when there was no Marshill or other.
aid —- they had ‘been forced to rely largely on indirect trade, such as selling
manufactured articles to the Malay States and other raw-material-producing
countries and being paid, for part of the goods supplied, by methods which
made it possible for the European countries to obtain dollars either directly or
{(except in the case of the United Kingdom) via the pound sterling. The
dollars in question were earned by the raw-material-producing countries by
means of their exports of rubber, tin and other staple goods to the United
States (mostly free of import duty). For indirect trade of this kind to
run smoothly, however, several conditions must be fulfilled.

(i) European countries must produce at sufficiently low prices and
- In sufficient quantities to be able to export the articles which the



- raw-material-producing areas demand. Now that European countries have gone
a good way towards restoring balance in their internal economies; they are in
2 better position for satisfying this requirement; and it is high time that this
should be so, considering that Japanese and other competition is bound to
make itself mcreasmgly felt.

(n) ‘The overseas producmg areas, for their part, must be able to supply
sufficient quantities of their indigenous raw materials — and this
involves in addition to technical difficulties, the question of the maintenance
of law and order, with all the attendant political problems. As regards
physical output and in some other respects, there has been a distinct im-
provement since 1945, but the situation cannot yet be said to be wholly
reassuring.

- (i) In the third place, it is necessary that the raw-material-producing areas
should use their current dollar earnings to cover their current deficits
with European countries. One of the difficulties anising from the existence of
sterling balances has been that a number of overseas territories have already
had at their disposal sufficient European means of payment. It is trye that
during the war and thé critical post-war period, as a result of the “dollar
‘pool” arrangements within the sterling area, various overseas countries have
continued to. sell dollars to London even though they already had large
sterling balances outstanding; but not all of them, by any means, have done
this — various overseas countries have drawn heavily on the dollar pool; and
it is, of course, In any case preferable that the flow of dollar funds should be
induced by ordinary economic considerations rather than by official agree-
ments. Some progress has been made towards “‘normalising” the situation,
and thanks to this it seems likely that in future in order to make their
current payments in full, the raw-material-producing countries will be obliged
to make certain remittances of dollars to Europe, But the difficulties in this
field cannot yet be said to have been wholly overcome.

Now that European countries are carrying out the reforms incumbent
upon them in their efforts to find a solution for the problem of convertibility,
the roundabout and often precarious procedure by which dollar settlements
have to be made, owing largely to the American tariff and customs regula-
tions, is a matter which must not be neglected —— and the necessity of giving
due weight to it must be brought home to all those who are concerned with
these problems. An additional difficulty arises from the tendency to jerkiness
characteristic of the foreign trade of the United States, the most recent
example being the rush to import in the first eleven months after Korea —
from July 1950 to May 1951 — followed by a reduction of imports of raw.
materials as well as other goods while the accumulated stocks were being
drawn upon. For the other countries the rapid ups and downs in the volume
of American purchases from abroad cannot but be a source of disturbance.
The difficulties are felt not only by the raw-material-producing areas most
immediately affected but also by their trade partners in Furope, which
serve as their bankers — and are, therefore, doubly sensitive to the impact
of trade fluctuations. It is natural that the U.S, authorities should frame
their policy so as to mitigate these fluctuations (for instance, by keeping to
a more even rate of stockpiling, as they are doing at present). But it
seems unlikely that a steady and regular flow of trade with the United
States can be counted upon for certain, and probably the only reliable
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solution will be for other couniries to hold larger monetary reserves
than would otherwise be required. As has often been pointed out, the
resources made available through Marshall aid have not been allowed to serve,
to any appreciable extent, as a means of adding to the monetary reserves
of the recipient countries. The result is that some serious problems remain
to be solved in this field — but perhaps the very gravity of the present
situation has one advantage, in that it has served to secure fuller recogni-
tion for the importance of these problems.

* *
*

The question of restoring a smoothly-functioning international monetary
system is even wider in scope than the question of restoring convertibility —°
as was found in the vyears 1930-31, when, despite the fact that almost all
currencies were convertible, the established exchange structure broke down.
For a return to convertibility the primary condition is, without a doubt, to
attain internal balance in each separate country; but for the international
monetary system itself to be immune from breakdowns, which also disturb
the economic life of each individual country, one of the essential conditions
is that the flow of trade shall not encounter too many man-made obstacles.
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Official currency values — End of March rggz.("

Grammes 1 U.8 1 pound
Countries Curtency of dollar sterling Remarks
fine goid
equals
Europe
Albania . . . . . .. flek - 80~ 140~ | Rates flxed_on 1ith July 1947,
Austria_. . . . .. . . 8bh - 21,36 89,81 | Rates fixed on 6th October 1950,
Belglum . . . .. . .JFranc O77734 B30~ (@ 140~ IMF parity slnce 21st Sept, 1849,
Bulgaria . ...... Lo - 287.26 808.~ Official middle rates, includirg a
. premium of 250 per cent.
Czechoslovakia . . . .| Koroma 0177734 50~ 140.= IMF parity since 18th Dec. 1946,
Denmark . . .« . . .| Krone 128660 £.90714 (5 19.35 IMF parity since 18th Sept. 1949,
Finland . . . . . . . .| Markka 00386379 230.- 643.- IMF parity since 28th June 1951,
France . . « - . . . «|Framg ~ - 350.— @), 280.- No IMF parsity fixed, .
Germany {western) .| DMark - 4,200 11,76 | Rates since 19th September 1949,
Greeca . . . v - . 4 o Drachma . —_ 15,000 9 42,000 %f‘:lgcial middle rates since 20th Sept.
Hungary .. ... .. Forint 0757002 | 11.7393 32.87° %Tscral middle rates since 13t Aug,
lealand . . . . ... +f Hroma 0548676 16.2857(%) 45.60 IMF parity since 20th March 1930,
frefand . . .. .. . .|Pound 248828 357143 1.- Rate fixed on 18th Sept. 1049,
Haly ..... v+« |Lica - 624,88 ()| 1,749.66 | No IMF parity fixed.
Luxsmburg . . . . . .|Erant 01777134 50~ 140, IMF parity since 23rd Sept. 1944,
Netherlands . . , . .] Guikdar 233861 3.800 1084 | WMF parlty since 20th Sept. 1949,
Norway . . . . . . . | Krone 124414 7142860 20.- IMF parliy since 13th Sept., 1849,
Poland . . . . ... .jZloty 222168 4~ 11,20 | Rates fixed on 28th Oct. 1950,
Portugal . . ... + «| Esoude - 28,75 (&) 80.5 Rates fixed on 2ist Sept. 1949,
Roumania, . . . . . . Lleu 079346 11.20 31,355 | Rates fixed on 28th January 1952,
Spain. ........ Peseta - 11.22 A6 Official basic selllng rates since
‘ ‘ 3rd Apsll 1840,
Sweden, . . .. .. .| Krona 171783 817321 14,433 | IMF parity since 5th November 1851,
Switzerland . . , , . .|Franc 203226 4372821 12,2439 | Official parities,
Turkey ., . . ... .|l 317382 2.800) 7.84 | IMF parlty since 19th June 1947,
United Kingdom . . .| Pound 2.48828 8571430 1.- IMF parliy since 18th Sept. 1849,
Yugoslavlia . . . . , .[Dinar 00206224 300~ 840~ IMF parity since 1st January 1852,
UsSSAR ...... . Routls 222168 4.~ 11.20 | Rates fixed on 1st March 1950,
North America
Canada . . . . ... .Dollar @) & @ . No par value since 30th Sept. 1850,
Mexico . . . .. . . .| FPeso | 102737 8.65 2422 | IMF parlty since 17th Jupe 1949,
United States. . . , .| Dollar 888671 1~ 280 IMF parity since 13th Dec. 1846,
Central America
Cesta Rica . . ... . .]Dolin 158267 5615 18,722 | IMF parity since 18th Dec. 1946,
Cuba . . ... ... 0. . Pes0 | .8s88671 1.~ 2680 | IMF parity since 18th Dec, 19465,
Dominlean Republic .| Pesa JB886T1 1.~ 2.80 IMF parlty since 28rd Apr. 1948,
El Salvador. . , . . .[Colén 355468 250 T IMF parity since 18th Dec. 1946,
Guatemala . . , . . .|Qustzal 889671 1.~ 2.80 IMF parity gince 18th Dec, 1946,
Halti ......,. .BGourds -_ 8~ 14.- Rate fixed on 2nd May 1919,

Q] The international Monetary Furid gives anly parities in_grammes of fine gold and In U5, dollars, — The
* rates In £ sterling wera generally calculated via the officlal parity of $2.80 for £1.

(% Rate used In EPU operations. For countries which have an IMF parity the rates used in EPU operations
conform with that parity,

&) Market rates at the end of March 1952 were ([.S5.$1 = Can.$0.9867 and £1 = Can.$2.76.
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Official currency values — End of March 1932 (continued).

Grammes 1 U.S, 1 pound :
Countries Currency of dollar " sterling Remarks
fine gold
equals
Central America (continued) . :
Honduras . . . . . . .|Llempira 444335 2~ 5.60 IMF parlty since 18th Dec. 1946,
Nicaragua . . . ... Cérdoba ATTT34 -7 14~ IMF parity since 18th Dec. 1946,
Panama . .. .. . .| Baboa BBB671 1~ 2.80 IMF parity since 18th Dec. 1846,
South America
Argentina, . . .. + o] Peso - 5-7.50 14~ 21.- | Basic exporl,-'imgort rates since
28th Avgust 1850,
Belivia . . .. . + « | Boliviano oldgi1z G0- 168~ IMF parity since 24th Aptil 1950,
Brazil. ., ...... Cruzeira 0480363 18.50 51,80 IMF parity since 14th July 1948.
Chlle , ., .. ... .| Feso D2B6E68 - 86.80 IMF parlty since 18th Dec. 1946,
Colombia, . . . . . .|Peas A55733 . 1.94998 B.450044 | IMF parity since 17th Dec, 1948.
Ecuador. . . . . v+ .| Sucre 0892447 | 16~ a2~ IMF parity since 2nd Dec. 1850,
Paraguay . . . . . . -| Buareni 48112 G- 16.80 IMF parity since 3rd March 1951,
Poaru . . . . . . . .| B0l —_ . N No par value since 12th Nov. 1949.
Uruguay . ... . . . Peso - 1.519-1,90| 4,25-5.32 | Ofiicial baslc buylng and selling
rates stnce §th October 1945,

Venezuela. . . . . . .|Bolvar 265275 3.35 9.38 IMF parity since 18th April 1947,
Africa
Belgian Congo . . , .|Frane 0177734 50~ 140~ IMF parity since 22nd Sept. 1940,
Egypt. ... .. v+ - Pound 255187 348242 BTS0TE | IMF parlty since 19th Sept, 1249,
Ethiopia . .. .. « -] Dallar 357690 2.40847 6956516 | IMF parity since 16th Dec. 1946,
Liberia . . ... ... Oollay 28867t 1~ 280 Pari? with the U.S5, dollar since

. 15t January 1944, .
Union of South Africa] Found 2.48828 a5T143 t.- 1MF parity since 13th Sept. 1949,
Asia
Burma ., ... ... +| Rupea ' —_ 4,7619 13y, Official rates slnce 15th Sept. 1949,
Coylon . . .. .. .. Rupee 1186621 4.7619 13 IMF parlty since 16th January 1952.
India™. ....... Rupes 186621 4.7619 13% IMF parity since 18th Sept. 1349,
Indonasia. . . . . + | Ruplah - 11.40 at 72 Official rates since 4th Feb. 1952,
Iran. . ... e e Rial 0275557 32,25 80,30 IMF parity since 18th Dec. 1846,
Irag . v+ o] Dinar 2.489828 367143 1~ IMF parity since 20th Sept. 1949,
Japan P 1 — 360 - 1,008 " Rate fixed on 25th Apri) 1949,
Korea . RPN .| Won . The official rate of Won 2500 = 1 U.S.$ was established on 1st Nov.1950.(9
Lebanom, . . .. ... Pound . 405812 219148 5.136144 | IMF parity since 28th July 1947,
Pakistan . ... ... Aupee . .268801 3.30852 0.263856 | IMF parity since 19th March 1951,
Philippine Republic .| Peso 444335 2~ B.60 IMF parity since 18th Dec. 1946,
Syria ... ... ... Pound 05512 2.19148 5.136144 | JMF parity since 29th July 1947,
Thaitand . ... ..., Bahi 0710837 | 12.60 35.- Official rate since 27th Sept. 1943,
Australasia
Australia . ... ... Pound 1.99062 46429 1.28 IMF parity since 18th Sept. 1949,
New Zealand . . . . .| Pound 2,45828 57143 1.~ Official parlty since 18th Sept. 1949,

(1) Includes French and Portuguese possessions in Indfa.
) Since 1st Aprit 1951 the counterpart rate has been Won 6000 = §1.




VI. Gold and Movements of Monetary Reserves.

The year 1951 was a time of dramatic contrasts in the gold market as
it had been In the commodity markets, with which gold movements were
closely connected. On the commodity markets, the event of the year was
the halting of the inflationary rise in prices — which had a steadying effect
on the world business trend, notwithstanding the repercussions of rearmament.
But the quieter tone of the commodity markets was connected with a decline
in the imports of the United States in the second half of the year and
a consequent falling-off in the earning power of the raw-material-producing
countries of the sterling area; and this in its turn, together with the financial
crisis in the Umted Kingdom and France, led to greater balance-of-payments
difficulties, renewed nervousness on foreign exchange markets (as shown
by the “free” quotations for bank-notes — see page 139) and a resumption
of the flow of gold to the United States. In the second half of
1951 that country added $1,001 million to its gold reserves, but, as
this was only a little more than the amount which had . [eft these
reserves during the first half of the year ($948 million), the net increase in
1951 was limited to $53 million. For the United Kingdom, on the other
hand, the losses in the second half of 1951 were greater than the gains
during the first half, so that, over the vear as a whole, there was a net
decline of $700 million in the country’s gold holdings. France gained gold
in the first quarter and then sustained a considerable loss (but the precise
amounts are not shown by the reported figures). Since the gold holdings of
the United States increased only a very little, it is clear that the gold leaving
France and the United Kingdom went to swell the reserves of othet countries:
and, indeed, one of the distinctive features of 1951 has been the large number
of countries that have been gamners of gold, though the amounts involved
have rnostly been moderate, only one country — Canada — having 1ncreased
‘its gold stock by more than $100 million.

Qutside the U.S.S.R. the gold reserves of central banks and govern-
ments, including those of international institutions, are estimated to have
increased by $130 million during 1951. This is the smallest increase in
official gold holdings recorded for any year since the end of the war —
a fact which is the more remarkable since the total output of gold outside
the U.S8.8.R. ($844 million), though slightly less than in 1950, was
larger than In any other year since 1943. The difference of $%14 million
between $844 and 130 million represents gold which has ‘“disappeared”
either into private hoards or through being used for industrial purposes. The
distinction between these destinations is in many respects vague — but it
would seem ‘that in 1951 about two-thirds of the disappearing gold was
absotbed by hoarders and one-third by industry. :

By the end of 195i, however, there were signs that private hoarding
was once more on the wane, and these became still clearer in the early



months of 1952. Free-market gold prices fell from about $44 per ounce
early in 1951 to $39 in December, and during May 1952 they dropped below
$37 in some markets. A circumstance not without importance has been the fact
that, after the International Monetary Fund had announced a modification of its
restrictive policy in a statement dated 28th September 1951, many countries
allowed their gold producers to sell either the whole or an increased part of
their output on the free market. But the quoting of lower prices for gold
reflects, at the same time, increased confidence in the individual currencies;
thus the declhine in the free-market gold prices ‘i1s partly attributable to the
very serious. efforts made by various countries to put an end to the post-war
inflation by balancing their budgets and pursuing a more active credit policy,

‘Gold production in 1951.

The world output of gold in 1951 (excluding the output of thé
U.S.S.R., for which no data are available) is estimated at 24.1 million ounces
(worth $844 million at the official dollar price of $33 per ounce), as com-

pared with 24.5 million ounces in 1950. There was thus a decline of about

World Gold Production.

Gold-producing countries 1929 1940 1947 1948 1949 1950 1851
Weight, n thousands of flne ounces

Union of South Africa. , 10412 | 14,038 11,198 11,576 | 11,708 11,658 11,508
Camada. . . .......| toz8 5,333 3008 2,542 4324 4,441 4,364
United States ™..... - 2,208 5,920 2921 2,089 1,996 2,975 | 1,896
Australia, . . . ... - . 426 1,644 938 eas ass 861 883
British West Africa . . . 208 o3 563 675 877 G8g - G989
Rhodesia, . . . . . ‘e 562 533 523 514 528 511 487
Colombia, . .. .. ... 137 632 383 335 359 379 4N
Philippines . . ..., . &3] B ¢ 64 200 288 334 394
Mexico. v v v a0 a v s 8562 883 465 368 406 408 368
Bolglan Congo., . . . , . 173 359 <ol | 300 334 339 362
Nicaragua . . . . .., . 12 163 (3 223 218 225 252
India. . .o v v v v . 364 209 172 185 162 188 218
Japan .. .. ... . 335 BG4 69 o8 128 147 189
Chile. . v v v v v a v 28 343 169 164 179 185 174
Brazll . . ...+ . ... 107 150 136 130 113 132 139
Peru....... e 121 281 118 "1 14 125 130
New Zsaland. . . .. .. 120 186 112 o4 85 76 B8O
Total. . .. .+ ... 17,791 33,057 20,828 21,508 22,312 23,075 22,690
Other production{t . . . 708 3,943 1,272 1,282 1,488 1425 1,410
Estimated

world production (9 . ., | 18,500 37,000 22,100 22,800 23,800 24,500 24,100

Value, in millions of .5, doliars

Value of estimated

world productton . . . 648 1,295 173 | ToB gaa 858 S44

(M Including Phillppines production received by the United States in 1929 and 1940,

() Inciuded In U.S. production. ™ Gold exports, representing about 90 per cent. of gold production.
(%) Revised esfimates including other countries but not the U,5.5.R.

(%) Revised estimates for total productlon outside ihe U.5.8.R., at a rate of $35 per fine ounce.
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2 per cent. over the year. The world’s three major producers — South Africa,
Canada and the United States — accounted for the whole of this decline,
while output increased somewhat in nearly all the other gold-producing
countries. The fact that in 1951 there was more to be earned from premium
sales of gold in free markets than in previous. years may have helped to
keep production in some countries at a higher level than would otherwise
have been reached, but the striking increase in such sales after the change
in the policy of the International Monetary Fund last September came too
late to affect the year’s results to any marked extent.

South African gold output again declined slightly, as it had done in
1950. The supply of native labour is the most important short-run deter-
minant of the volume of operations, and during ‘the first half of 1951 the
number of native workers employed was smaller than in the corresponding
period of the previous year. In the second half, however, recruitment im-
proved and by the end of the year there were 280,000 natives working on
the Witwatersrand -— 9,000 more than a year earlier. As a result, the tonnage
of ore milled and the output of fine gold have been higher during the months
since September 1951 than in the corresponding months of the previous year.

Witwatersrand Gold Mines”: Opsrating statistics.

Total ;
Working | Worklng - Dlvidends
. ~ Yisld psr ton milled costs profits Ore milled workmg Taxes s
profita (3)
Year )
in
in dwt(®) | in valus per ton milled thousands in thousands of SAE
: _of tons
1920 €.489 27s. 9d. | 19s. 7d.| 8s 2d. 30,503 12,478 3,246 8,085
1930 6.515 27s.10d. | 195, 5d. | 8s. 54, 31,120 13,051 3348 | e,2s5
1938 4,340 31s. 1d. | 195 3d. | 115,104, 53,834 31,896 13,658 17,207
1940 4.196 35s. 5d. | 20s. 84d.| 145 9d. 64,515 47,525 24,026 20,359
1945 3.997 34s. 7d. | 23s.. 9d. | 10s.104d. £§8,598 31,906 16,827 12,505
1960 3,769 46s5. 11d. | 295, Td. | 17s. 4d. £9,515 51,534 22,600 24,700
1951 3.759 46s. 11d, | 3ts, 9d. | 158, 2d, 58,505 44,323 24,230 22,788

{} Includes extensjons from 1%38. () One dwt (= pennywaight) is equel to 1.555 grammes and one-twentigth
of an ounce. At $3§ per ounce one dwt of gold is worth $1.75,

® Excluding revenuae recelved from the sale of gold at premium prfces, amounting to SAE1,103,640 in 1949,
SAEY 193,547 In 1950 and SA£6693,001 in 1951.

(U] iFr:i:’rnlwiﬂil these are net dividends, i.e. they do not include payments made to associated companies In the
pdustry

After the 1949 devaluations, the gold producers took advantage of the
higher gold price in terms of pounds to work lower grades of ore and thus
extend the life of the mines. This was also the policy in 1g51, the average
yield of fine gold per ton milled being at the same low level as in the
previous year.

The rise in working costs has, however, continued to absorb an increa-
sing share of the extra receipts resulting from devaluation. At the rate of
33s. 3d. per ton milled, working costs in December 1951 had risen by 25 per
cent. since September 1949, as against a corresponding rise of 44 per cent.
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in the sterling gold price. Total working profits declined in 1951 and they
were taxed at an effective rate of 48 per cent. The tax rates applying to gold
mining, however, were not changed in the budget for 1952 53, although
those for other enterprises were increased. :

While movements of costs are, of course, an important consideration
(so that a curb on inflationary price and wage increases should help the
industry), the future of the South African gold output is closely bound up
with the opening of new mines. The goldfields now being developed in
the Orange Free State are the most important to come into praduction since
the Main Reef of the Central Rand was discovered in 1886. New mines are
also being developed in two other recently-opened fields, the Far West Rand
and the Klerksdorp region. As regards long-term prospects, the South African
Minister of Mines stated on sth March 1952 that the gold output could be
- expected to increase steadily for at least the next ten years. He expected
that the tonnage milled would increase and would exceed the present levels
for twenty years to come, adding that, despite an anticipated decrease in
tonnage milled thereafter, richer ore from the Orange Free State and Klerksdorp
mines was likely to ensure that the gold output per year would remain well
in excess of the present figure for at least thirty years.

At 1950 prices, the equipment of a mine is esttmated to cost .between
S5A%7 and 8 million, so that, for the twenty-five mines now developing or
definitely planned, at least SA£200 million would be required. It would seem
that about two-thirds of this amount had been raised by the end of rggr —
but auxiliary costs for housing, supply of electricity, etc. require additional
financing to the extent of some 50 per cent. Balance-of-payments statistics
show a net capital inflow to the Union of SA%£53 million in 1949, SA£74 mil-
lion in 1950 and SA£72 million in 1951, of which perhaps one-quarter has

Witwatersrand Gold Mines®*: Average number ot employed
" in thousands, 1910 to 1951.
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been invested in gold mining and part of the rest has helped to finance the
auxiliary costs. Late in 1950 arrangements were made for financing, with the
aid of British and U.S. funds, a mnew activity, namely the extraction of
uranium from gold-bearing ores, which will provide a new source of income
for the gold-mining companies. The British and U.S. Governments have
agreed to pay for the uranium on a cost-plus basis. The concentration of
uranium is not great but, as far as mining the ore is concerned, the major
part of the cost will already have been met as incidental to the obtaining
of the gold.

In Canada, there has been a tendency to shift from gold to base-metal
production; while total mining employment and output of all metals rose by
5 and 2 per cent. respectively, gold output fell by 134 per cent. from 1950
to 1951. In addition to the rising prices paid for ferrous and non-ferrous
metals after the outbreak of the Korean conflict, there were three main
influences at work in Canada,.

(1) Payment of the differential subsidy granted to gold producers by the Federal
Government under the Emergency Gold Mining Act of 1948 was continued
during 1051 and the period of application has now been extended until the
end of 1953. The subsidies paid in 1951 totalled Can.$11.5 million, which
works out at an average of Can.32.60 per ounce of total produciton. As in

- earlier vears, - they no doubt helped to sustain the rate of the country’s gold

output.
Canada:
Estlmates of government subsgidies paid to gold producers.
. Average subsidy
Year Gold production Total subsidies per fine ounce produced
in the ds offine ounces| in millions of Can.$ “in Can.§
B 1 S 3,542 10.5 2,97
1949 . ... ... .. 418 126 3.04
1950 , .. .., .. .. £ 441 7.2 1.62
1951 . . . h ey 4,364 15 . 2.60

(i) The second influence is the opening of the premium market after
September -~ 1951.

Since October 1951 Canadian producers have been allowed to seII their golc[
in semi-manufactured form on the free markets of the world, but those
electing to do so are no longer eligible to receive the government subsidy
for the remainder of the current year. It would seem as if only the relatively
low-gcost mines, which, under the rules in force, receive little or no subsidy,
find it profitable to enter the premium market. High-cost marginal producers
can obtain more for their gold under the subsidy scheme, the maximum rate
of aid actually granted having been as high as Can.$11 per fine ounce in 1951.

(iii) The appreciation of the Canadian dollar late in 1951 and early in

- 1952 has reduced the local-currency price paid to Canadian producers, since

the price at which the Canadian Mint buys gold (announced weekly) is

based on the official US. price converted at the prevailing rate of exchange.

In March 1952, for the first time in fourteen. years, the official Canadlan
gold price fell below Can.$35 per fine ounce.



- While the decline in the official Canadian price has a depressing
influence on domestic gold production, it does not, of course; shift the balance
of advantage as between the free market and the subsidy scheme.

- The decline in gold output was sharpest in the United States, where
there was a fall of 16 per cent, in contrast to an increase of 19 per cent,
in the previous year. As in Canada, this was the result of a shift to base-
metal mining. Employment in metal mining as a whole rose by 4 per cent.
and the total metal production was % per cent. higher in 1951 than in 19so0;
but, while the output of metals other than gold and silver increased by
12 per cent., both gold and silver production fell off. (Much silver produc-
tion in the United States is incidental to gold production and the silver
market continues to be dominated by an official Treasury buying price.) No
change was made in the Treasury s gold regulations, which effectively prevent
participation by U.S. producers in the various premium gold markets.

In sterling-area countries and territories where producers had formerly
been required to sell their entire output to the monetary authorities at the
official price, they received permission, late in 1951 or early in 1952, to sell
all the gold they produced on the free market for US. dollars. The list of
these countries Includes Australia, Southern Rhodesia, the Gold Coast,
Kenya, Tanganyika and the Fiji Islands. There is no doubt that most
producing areas are feeling the strain of rising costs, and if the amounts
earned from sales above official prices continue to dwindle, the result wiil

World Gol!d Production, in millions of fine ounces.*

AL p82.

I3 1929 1940 1941 1942 1943 1944 1945 1946 1947 1948 1349 1950 1951

* Estimates of production outside the U.S.S.R., at a rate of $35 per fine ounce. )

MNote: The increase in working costs which went together with the rise In price levels after the first world
war depressed gold production, which in 1929 was distinctly less than #t had n in 1913, The devaluation of
starling and a number of other currencies In 1931, and also the devaluation of the U.S. dollar In 1933-34, pave
a nﬁr fillip to gold output, which reached its hfghesi figure In 1940 — to decline again during the sacond
world war. .



no doubt be a decline in the output of several of the gold-producing countries.
The question then will be to what extent the expected increase in South
African production will counterbalance or, possibly, exceed the decline in
output elsewhere.

The diagram shows the development of gold production in ounces. It will
be seen that output is now somewhat above the 1913 level, and commeodity
prices, as recalculated on a gold basis, are also somewhat higher than they
were just before the first world war (cf. graph in Chapter V).

Premium gold markets and hoarding,

The importance of hoarding in this post-war period may perhaps be
seen most readily from the following table. The table gives estimates of
the “disappeared gold” (calculated by subtracting the net additions to
official reserves from the total gold production) and also atiempts to split
up the disappeared gold into the amounts used for industrial purposes and
the amounts stowed away in private hoards.

Estimates of ‘‘disappeared gold'".

: Total 1950 1981
1945 | 1947 | 1948 | 1949 | 1950 | 1951 |194e- 1st 2nd 15t 2nd

1961 [ hatt | halt | half | hait
in millions of U.S. dollars

tems

Gold production ) _
(U.8.5.R. excluded)| 763 T4 788 833 858 844 14870 428 430 420 424
Increass in official
gold reserves ("), .| 350 | 430 | 380 | 480 410 130 | 2,180 320 90 110 20

Dlisappeared gold (%} 413 344 418 3583 448 714 126901 108 340 310 404
Industrial uses , . .| 280 120 170 200 210 220 | 1,200] 100 110 110 110
Private hoarding . .| 133 224 248 153 238 494 | 1,480 g8 230 200 294

{} Estimates published in the Federal Reserve Bulletin for May 1952, which include estimates of unreporled
official holdinge.

{% Gold absorbed by Industrial, arlistic and professional uses, and by private hoards.

The splitting-up of the disappeared gold into amounts used for
industrial purposes and amounts entering private hoards s w0 some
extent arbitrary, since jewellery can be bought for hoarding purposes. It may here
be recalled that the Gold Delegation of the League of Nations, basing its calcula-
tions on the old gold parity, ,estimated the average net. industrial consumption of
gold in the years 1925 to 1929 at a figure which, at the rate of $35 per fine
ounce, works out at $r7o million per year, The U.S. Mint calculated an average
of %240 million per year for the period 1922 to 1928 (also at $35 per fine ounce),
the figures being higher in the earlier years. The latter estimate includes not only
new gold but also scrap and coin used in the arts — which the Gold Delegation
excluded from its estimate.

The amount taken by industry fell sharply in the depression and remained
low throughout the thirties, averaging less than %70 million per year from 1932 to
1938, according to the US. Mint. Evidently the demand is very elastic both in
its response to changes in income and in fts response to changes in the relatwe
price of gold. :
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It appears reasomable to assume that in the years.since the second world
war industrial consumption of gold has gone bevond the level of the 1g920s. Incomes
have been much higher than in the earlier period and the dollar price of gold has
borne about the same relationship as before to the price of other dollar commodities.
The figures presented in the following table suggest that, in the United States
alone, industral consumption of gold has averaged more than %90 million a year
since 1946, The Canadian jewellery industry is officially reported to have consumed
over Can.$6 million of new gold in 1948,

On the basis of these considerations an average of some $200 million a year
is put forward as a measure of world industrial consumption of gold in the post-
war period but the estimate may well be on the Jow side. Some support for such
a supposition is afforded by the data for the first half of 1950, the state of the
market and especially the movements of gold prices in that period suggesting that
net hoarding was at a minimum. The annual rate at which gold was then *‘dis-
appearing” -— almost exclusively into the arts and industry — was about $2z20 million,

“Disappeared gold" in the Unifed States.

Itema 1945 1946 1947 1948 1949 1950 1851

in millions of 11.5. dollarg

Met gold supplyin the
Unjted States:

Domestic production . 32.0 51,2 75.8 70.9 87.3 80.1 69.9
Net imports . . . . . — 106.3 3115 1,866.3 1,680.4 £86.5 — 371.3 — 549.0
Totaf . . . — 743 3627 1,842.1 1,781.3 753.8 — 2912 - 4791

Monetary uses:
Increase in U.S. officlal

gold stock . . . . . ~— 5478 623.1 246212  1,530.4 1646 | —1,743.3 52.7

Increase in earmarked : '
gold held in U.S.A. 56.7 — 4654 - 210.0 159.2 495.7 1,352.4 — BIT.6
Total . . . — 1911 15%.7 1,952.1 1,689.6 650.3 — 390.9 — 564.9

“'Disappeared gold'' (%}
in the US.A.. .., ..

1168 205.0 — 100 81.7 83.5 2.7 85.8

(") Gold absorbed by industrial, artlstic and professional uses (hoarding and smuggling being on a very small
. scale in the United States), o
() After payment of 3$687.5 million representing the U.S, subscription in gold to the International Monetary Fund.

Note: The sharp fluctuations in industrial gold consymplion during the first post-war vears as indicated by
the table can be explainaed by (a) industrial restocking in 1945 and 1948, (b) initlal uncertainties about the post-
war pattern of gold prices and exchange rates, and (c} the stiffening of the W5, goid regulations [n 1947,
fimiting the size of geld inventorles which indusitial users were permitted to hold,

It may be seen from the table that for the whole of the period 1946-51
the amount of gold which disappeared ($2,600 million) was larger than the
amount which went to increase official reserves {$2,180 million). There were
only two years — 1947 and 1949 — during which the monetary reserves
acquired the major part of the newly-produced gold; but if “half-years” are
examined the best period from the point of view of the monetary authorities
was the first half of 1950 (i.e. the six months before the outbreak of the
conflict in Korea), when official reserves absorbed three-quarters of the
current gold production.

The following graph of the price paid for gold bars in the various
free markets shows the price was highest in 1949 — curiously enough the
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year in which the monetary authorities managed to secure more gold than in
any other post-war year. The reason for the increasingly high prices paid for
gold up to September 1949 was the widespread desire to hedge against the
devaluations which were thought to be impending — and rightly so, as
events proved. Once the devaluations were “‘over and done with”, the demand
from hoarders ceased, with the result that, up to the outbreak of the Korean
conflict, virtually all new gold flowed into monetary reserves and market
prices fell {approaching the official price in June 1950). It was thus clearly
demonstrated that much of the demand had been inspired by fear of infla-
tion and currency devaluation; and by the first half of 1950 the progress
which had been made towards monetary balance in the world appeared to be
solving the gold-hoarding problem. Another factor of importance should,
however, be mentioned, namely, that after the communist victory in China
in 1949 the demand from the Far East practically ceased — indeed, the fear
that measures would be taken against gold hoarders would seem to have
even led to an outflow of gold.

Price of gold bars in various markets.
Price given at the dollar rate for bank-notes, in U.S. dollars per fine ounce,
55
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Mote: Weekly average prices on free markets, except In the case of Switzerfand, where the price refers to
gald in transit.

The outbreak of war in Korea revived all the old economic fears and
brought two additional incentives to hoarding: (i} apprehension that the war
would spread and (ii) rumours of an impending all-round increase in the
official gold price, which persisted despite the repeated assertions by the U.S.
authorities, among others, to the effect that no such move was contemplated.
In these circumstances gold hoarding was resumed — at fully twice the
pre-devaluation rate,

But it is interesting to note that the prices paid for gold in the free
markets did not rise to anything like the 1949 heights, and the main reason
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for this moderation is undoubtedly to be found in the increased sales made
on those markets, more or less directly, by the gold producers themselves.
In February 1949 South Africa had begun to sell part of its newly-mined
gold at prices higher than the official price and in May of that year the
International Monetary Fund had agreed to an arrangement under which a
certatn proportion of such sales became permissible. As costs increased, more
and more producers sold part or even the whole of their output on free
markets, some of the gold passing through the hands of monetary authorities.
Sometimes the monetary authorities themselves intervened on the market;
thus in France the Exchange Stabilisation Fund bought gold in bars with
the proceeds of -sales of coins carried out so as to prevent too strong a rise
in the price for coins, including, in particular, the popular “napoleon’, which
in January 1952 ,was still commanding a premium of 32 per cent. above the
price for gold in bars. The French method of procedure led to no net
increase in the amount of gold on the market; in Greece, on the other hand,
such an increase has resulted from the policy of the central bank, which,
in all these post-war years, has sold sovereigns against drachmae in order to
contain inflation and -— as the Bank observed — to guard the Greek economy
against wild monetary fluctuations. The amount of sovereigns sold in the
period 1944-51 comes to $59.5 million, of which $15.5 million was sold in
1950 and $9.1 million in 1951. In January 1952, the number of sovereigns
in private hands in Greece was estimated at about 15 million — worth about
$125 million. '

There is a steady demand for gold coins in the Middle East,
especially Arabia, where they continue to serve as the principal medium of
exchange and standard of value for accounting., In this area, oil companies
regularly pay their employees in gold coins. The holdings of gold comns in
the countries of the Middie East are not ‘"hoards” in the strict sense of the
term but gold. coins used on and off as means of circulation; and some of
these coins may find their way back to monetary reserves, as they have been
doing in Lebanon and Syria where, since early in 1949, the governments
have purchased gold sovereigns and Turkish gold pounds in their internal
markets, as well as fine gold from abroad, in order to build up a cover for
their currencies.

The flow of gold into hoards is thus exceedingly complicated and
difficult to trace, and in 1950-51 the view became more and more prevalent
(although it was not shared by all) that attempts to control this traffic would
not only be vain but even make matters worse. Recognising all the practical
difficulties arising from controls, the International Monetary Fund made
certain Important modifications in its earlier policy by 1its statement of
28th September 1951, the conclusion of which was as follows:

“Despite the improvement in the payments positions of many
members, sound gold and exchange pohcy of members continues to
require that, to the maximum extent practicable, gold should be held
in official reserves rather than go into private hoards. ...



However, the Fund's continuous study of the situation in gold-
producing and consuming countries shows that their positions vary so
widely as to make it impracticable to expect all members to take
uniform measures in order to achieve the objectives of the premium
gold statement (of June 1g947). Accordingly, while the Fund reaffirms
its belief in the economic principles involved and urges the members to
support them, the Fund leaves to its members the practical operating
decisions involved in their implementation.”

This new and more liberal ruling had the effect of opening premium
markets to producers in many countries. As already mentioned, Canadian
producers may elect to sell their gold at the unofficial prices in free
‘markets, while the output of Southern Rhodesia and the Gold Coast
and practically all that of Australia may now be sold on free markets,
provided that payment for the gold is received in dollars. The net effect
of these and other changes has been to allow gold producers in Canada
and the sterling-area countries to enter the free markets of the world,
where most other producers, with the important exception of the United
States, were already selling a fair share of their output. Since, in addition
to many minor producers, the main producing country, South Africa, which
is responsible for half the world’s gold output outside the U.8.S.R., had
for some time sold gold in the free markets, and since the United States,
which accounts for about 8 per cent. of the world’s output, did not alter
its policy, the effect of the Fund's new attitude has not as yet been so very
great from a quantitative point of view. All the same, even assuming that
Canadian premium sales will amount to not more than 1,000,000 ounces
a year, or not quite a quarter of the country's current output, the new
ruling opens the way for a potential expansion of the supply of free gold by
about 3 million ounces, which, at the official price of $35 per fine ounce,
would be worth about $ro5 million. There are no longer any legal hindrances
to prevent a very large percentage of the world's gold output from being
sold in free markets but, if the price paid for gold falls still further, the
point may soon be reached when such sales are no longer profitable.

As regards the trade in gold in non-producing countries, restric-
tions have been relaxed in a few but by no means sll countries. In
Switzerland, the price ceiling of Sw.fcs 4,970 per kilogramme fine (and
Sw.fcs 30.50 for the old 2z2o-franc coin — the “Vreneli’) was removed
as from 15th December 1951, so that, from then onwards, dealings could
take place at premium prices; and it became known that, from the end of
April 1952, special licences would not be required, for the time being, for
transit dealings in gold. There had, however, already been an active Swiss
market for transit gold, and other gold dealings have not been greatly
stimulated by the change in the regulations, Private importers have to pay
a tax collected at the frontier at the rate of about 6 per cent. on gold
bars and 4 per cent. on gold coins, while internal sales of gold, whether
in bars or in coins, to private persons are subject to the 4 per cent,
turnover tax. :



France: Price of gold coins and ingots on the Paris market.
 Weekly figures, in U.S. dollars por fine ounce (at the § rate for bank-notes),
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On the other hand, there is reported to have been a considerable
contraction in 1951 in the volume of licences granted by the Bank of England
for the export of semi-manufactured and fully manufactured gold; and in
April 1952 Mexico (which is a free-gold-market country) imposed a tax on
the export of gold. Also in April, Egypt made the import of gold subject
to permission from the exchange control authorities in order to arrest the
flight of capital in this form. Ceylon had already tightened up 1ts gold
licensing system in 1951 for the same reason.

- However difficult it is to arrive at anything like reliable estimates for the
amount of hoarded gold, the fisure of $10 to 1r milliard often mentioned
as a probable world total may perhaps be taken as an approximate indication
of the order of magnitude.*

: In the hundred years that have passed since the discovery of deposits
in California and in Australia (in 1848 and 1851 respectively) the world out-
put of gold, reckoned at $35 per fine ounce and excluding production in the
U.S.8.R. after 1940, has been equivalent to some $52 milliard, Gold to the
amount of about $36 milliard now lies in official reserves outside the U3.S.R.,
and perhaps an amount of $1 milliard had been absorbed into Russian
reserves by 1935, the last date for which indications were given. Of the
remaining $15 milliard, it is certain that well over $4 milliard has been wused
commercially; on the other hand, it must be remembered that there was
some $2 milliard of monetary gold already in existence in 1850, together
with a certain amount of gold hoarded in India and elsewhere, and it may
be presumed that some Russian gold has been sold outside the U.S.S.R.

* An estimate of 311 milliard as the total amount of gold hoarded would seem 1o have been Arst
put forward in Pick’s World Currency Report towards the end of 1931.
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during the last decade. Thus the estimate that gold hoards come to $10 to
11 milliard seems reasonable; but some of this gold is actually used for
monetary purposes, viz. as a means of payment (in the Middle East and
elsewhere).

Estimates of the amounts hoarded in individual countries are
generally more uncertain than the figure for the whole world. Most. inves-
tigators agree that the Orient accounts for a large share of the total.
The International Monetary Fund has estimated that Chinese hoards alone
absorbed about $100 million annually during the period 1946 to 1948 — but
after that the influx stopped. China would thus account for over half of
the net hoarding which took place in those three years and, in general, it
would seem that perhaps one-half of the world’s hoards must lie in the Far
Fast. When account is also taken of the evidence of hoarding in the Middle
East and of the probability that there has also been some. hoarding in
Latin America and Africa, it appears that the total amount lying in hoards
in Europe at the end of 1951 cannot be much in excess of $4 milhard
(of which hardly more than $1 milliard can have been accumulated since
the war). It is generally agreed that, among the countries of Europe, France
holds the largest share, French gold hoards having been variously estimated
at between $2 and 4 milliard. In all probability, the true figure is nearer the
lower than the higher limit.

Hoarding is bad, both because it is a sign of lack of confidence in
the national currency and because a decrease in savings in monetary form
makes it more difficult — and can even make it impossible — to operate a
country’s money and capital markets effectively; and, so long as these markets
are not functioning propetly, a steady flow of investment from domestic
resources cannot be maintained. Hoarding also deprives the monetary authori-
ties of means of payment badly needed as reserves for use in international
settlements. Obviously, the best way to eliminate the tendency to hoard is
to bring about a state of monetary stability and general good order, so that
private individuals and others will no longer wish to hold an asset such as
gold, which for most of them produces no dividend. There is, of course, the
fear that there might be war (in which case durable assets which are easily
portable would come in handy); but the importance of such apprehensions
should not be overrated, since they seem to be less potent as an inducément
to hoarding than fears in connection with the future value of the currency.
It should be added, however, that, since the two influences sometimes go
together, it 1s not always easy to distinguish with certainty which is the
stronger. For instance, the free-market price for gold has been steadily
declining since February 1951; after rising from $40 to 44 an ounce in
January, when the United Nations’ forces were suffering reverses in Korea
and iflation dominated world commodity markets, it was down to $40 again
by midsummer and had sunk to less than $39 by the end of the year. And
in April 1952, at $37%%, it was only slightly higher than in June 1950. While.
it 1s always difficult to tell to what extent there has been an abatement of
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Gold reserves of central banks and governments
tincluding holdings of intarnational institutlons).

End of Sain )
Reporting countries : °rdm:§)
or institutions 1998 | 1943 1947 | 1049 | 1980 | t1e8i 1981

in millions of U.S, dollars

European countries

Maly. . v o v u s . 193 24 58 256 258 335 +
Portugat. , . . .. .. . 213 433 (M Ho 178 192 264 + T2
Sweden , , ., ... .. 321 482 105 70 20 152 + 62
Belgivm. . .. ... . 712 733 897 698 587 621 + 34
Germany (western) , . . 280 o 0 4] o 28 + 28
France . . ... ... 2,761 (¥ 1,550 (% &5 (% 523 (%9 523 (% £48 () + 25
Flnland , , . ... ... 26 - 3 0 6 12 26 + 14
Msatherlands, . . . . . . 998 270 231 195 311 316 + -3
trafand ., . ...... 10 17 17 17 17 18 + 1
Turkey .. .. .. ... 28 241 170 154 150 151 -+ 1
Austrla . . . ... ... 88 (%} ] 5 5 5 5 o
Denmark .. .. .. .. 53 a8 a2 32 H 31 [+]
Greete . .. ... ... 27 2B 14 8 4 4 0
lealand . ., ... ... . 1 1 1 1 1 " o]
Morway . .« . . oo 4y 84 80 72 B1 50 50 o
Spain . . .. v e B25(%) 110 111 85 &1 81 — 1w
Switzerland . . T 1,342 1,358 1,504 1470 1482 — 18
United KlngdomG) L lo2eTy 1,980 2,020 1,350 2,900 2,200 -- 700
Other countries (®
Canada , ., . .. .. .. 182 a6l 294 496 590 830 + 260
Egypt. .. .. ... .. 55 52 53 53 a7 174 + 17
Indonesia. . . ... o 80 2018 1809 178 208 279 + T
United Staves., . . . . .| 14,592 20,083 22,6868 24,663 22,820 22873 + 53
Argentina ., , , . . ... 431 1,197 322 216 218 268 + Bz
Cuba .. ... ... 1 121 278 209 27 3N + 40
Australia . . . ... .. & 53 88 88 89 o6 + 18
Peru. . . v v v v i v 20 28 20 28 a1 46 + 15
Chile . . .. .. .... 30 82 45 40 40 45 + 5
Mew Zealand . . . . . . 23 23 23 27 29 32 + 3
Brazll, . . ....... 32 354 354 7 fhir N7 4]
Indla .. ........ 274 274 274 247 (3| 247 247 0
Japan . .. ... ... 164 . 206 (19 162 128 128 0
Vanezuela. , . ... . ' 54 202 215 373 373 313 V]
Mexico . ... .. .. 28 294 100 52 208 208 0
Irame v v o v v v v v v 26 13 142 140 140 138 —_ 2
Thaifand . .. ... ,. 8 (') 86 7a 118 118 113 — 8
Colombla , , . ., . 24 127 B3 52 74 66 — 8
Unlon of South Mrica B 220 814 762 . 128 197 190 - 7
Uruguay, . . . . .. .. T3 185 175 178 236 22 — 15
International Institutions

Europsan Payments

Union. .. .. -— — —_ —_ 4] 656 + 66
International Monatary

Furd .. . ... . —_ 1,356 1,451 1,494 1,530 4+ 36
Bank for Internatlonal

Settlements ., . . . . . 14 a9 30 e 167 15 — B2

Estimated world totat
(en¢luding U.S.5.R.)}{'9) | 26,970 33,770 34,560 35,410 35,820 35,850 + 130

() End of 19486, %) Pre-war Germany.

) Includln? gold held by the Exchange Stabllisation Fund and the Caisse Centrate de fa France d'Qutremet;
lion In 1933, $460 million in 1845 and $3 million In 19847,

(9 Reported holdings of the Bank of Ftance only. () Beginning of March 1938. (%) April 1938,

{7) Baginning with 1945, estimates piven in the Federal Reserve Bulletin,

2} mcludlng all countries reporting holdings larger than $30 million in 1951,

h 1946, (% March 1847, ('} September 1951.
(12 The decline In Indian gold reservas from 1947 o 1848 resulted from partition, $27 million being allotted to Pakistan.
of 1948, (1) June 1939. % May 1951,

ﬁ‘:; Federal Reserve estimates. Includes reported gold holdings, unpublished holdings of various central banks and
governments, and estimated officlal holdings of countries from which no reports are recelved.
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political fears, there can be no doubt that the recent declines in the price
paid for gold are connected with the downward tendency of the world’s
raw-material prices and the active measures taken in one country after
another to restore a true balance in the economy.

The East also has been affected by the change in the outlook. Rapid
declines early in 1952 led to crises in the gold markets of India and
Pakistan, The spot price of gold bullion in the Bombay market, after
fluctuating between R. 110 and R. 120 per tola (equal to 11.6638 grammes
of fine gold) from 1948 until the autumn of 1951, had fallen to R. 105 in
December; and a spectacular decline from R. 104 on 22nd February 195z
to R. g5.10 on 3rd March led to the suspension of all forward trading
on this market for about two weeks. Similarly the Karachi Bullion Exchange,
after registering a corresponding decline, suspended all forward trading in
gold on sth March 1952.

No doubt the crisis in March represented the bursting of a speculative
bubble at the end of a period during which many traders had committed
themselves too heavily; but a general tendency towards a price decline had
been making itself felt for over a year and appeared to be due not only to
influences from abroad but also to a genuine falling-off in- domestic hoarding
demand, reflecting improved prospects of stability after years of inflation.

The general disruption of the Eastern gold matkets reduced the turn-
over and the margin of profit in Tangier, Alexandria, Beirut and other
centres; but even earlier in 1952 gold dealers in Beirut complained that
profits from the gold-transit trade had declined to only about U.5.§0.10 per
ounce, against U.S.$0.50 per ounce in the first quarter of 195I.

There have not yet been any signs that gold is coming out of hoards
— but it is already an indication of progress that the demand for hoarding
purposes, although it has not entirely disappeared, is at least very much less
now than it was in IgsI. '

Movements of monetary reserves.

In 1957, owing to the large quantity of gold still finding its way into
hoards, official reserves increased by only $130 million — the lowest figure
for any post-war year. Of this amount the United States gained $53 million,
a net amount of $77 million being left for all the other countries and inter-
national institutions. If account is taken of dollar balances {as has been done
in a table on page 169) the net gain in the gold reserves and the short-term
dollar balances of countries other than the United States comes to $39 million.
Thus the overall changes for the year as a whole were astonishingly small.
But there were very considerable changes from the first to the
second half of the year, and in the relative positions of individual
countries, especially those of the sterling area.
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Changes in estimated official gold reserves
(excluding those of the U.5.5.R.)

ILM.F.
United United World total
Period States Kingdom E.a;f'U. Otharg @
" @ @
in millions of U.5. dollars at $35 per fine ounce

1846 . . .. .. v u vt . 4+ 623 + 450 -+ 15 — 738 + 350

L + 2,182 —  #0 + 1,345 — 2,667 + 430

1948 , , . . . .. oo h e, + 1,531 ° — 45 o+ 76 — 8|12 4+ 380

18449, . .. ... ... . + 184 — 255 + 15 + 556 + 480

19580 ., P e s f — 1,743 + 1,56580 + 43 -4 560 + 410

=L + 53 — TOO + i1 + B76 + 130

1950 1t half . . ... ... — 232 + 350 + 9 + 123 + 320

nd hatf . ... ..., — 1,511 + 1,200 + a4 + 367 -+ o0

1951 19t hatf . . ... .. . -— 548 + 625 + 24 4+ 409 + 110

endhalft .. ...... + 1,001 — 1,325 + 77 4+ 287 + 20
1952 1st quarter . . . . . . . + 555 — 600 + -1 + 4 + 50

(") The extremes of the fluctuatlons in U.S. gold stocks are as follows:
end of August 1949 {peak) . . . , . . $24,771 milllon
o o July 195 {low) ... ... . $HMES2
. March 1852 (latest figure) . . . $23,428 |,

(9) Estimates given in the Federal Reserve Bulletin.

) Includes holdings of the LLB.R.D.: $4 million In 1947, and $300,000 in 1951. The E.P.U, held $65 millicn at the
end of 1951 and $154 million at the end of March 1952 ; it had held no pold prior fo August 1951,

{*} Preliminary figures. .

As the changes recorded in the above table show, the fluctuations in
official gold reserves over the three years 1949-51 have been dominated by
the flow into and out of the United States and the United Kingdom. While
the net changes for the year as a whole were relatively limited in 1949 (after
wide fluctuations in the course of the year), the loss of gold by the United
States in 1950 found its counterpart in a gain by the United Kingdom. This
relationship was maintained in the first half of 1951, while in the second
half the rdles were reversed: gold was once more gained by the United
States and lost by the United Kingdom. '

Among the other European countries, all except France, Spain and
Switzerland either added to their gold holdings or at least kept them up.
For Spain and Switzerland the losses incurred were moderate ($10 million
and $18 million respectively). In tables on page 166 and 169 showing gold
and dollar reserves the figures for France do not reveal a loss but a gain;
this corresponds to the gain shown in the returns of the Bank of France,
where, however, it only tells part of the story, since substantial gold — and
dollar — losses had been sustained by the Exchange Stabilisation Fund and
under the item “sight funds abroad”.

Dollar balances shown in the above table include private holdings as
well as those of central banks and governments. A decline of about $450
million in official holdings during the year was offset by an increase of about
the same magnitude In the balances held by private banks, business and
individuals. As to about $130 million, this shift occurred on Canadian account,
being connected with the relaxation, and later removal, of exchange controls



Estimated changes during 1951 in gold reserves and short-term dollar
balances of countries other than the United States.®

Hotdings at end of Changs in totals
1030 1951 during 1851
Areas and countries Gold Dol Gold Dol 18t ond
reserves baI:n::s Total resgrves balznizs Total h:lf half Year
in milllans of U.S. dollars
0.E.E.C. countries other than the United Kingdom:
Austria . . ... ... 5 42 47 5 57 62 |+ 2 |+ 13 15
Belgivm-Luxemburg(® €50 198 848 696 201 897 |— 5 [+ 53 |+ 49
Denmark , . ... .. 31 45 76 a 45 W% - 1 |+ 1 L]
France{% , .. .... 543G 291 834 568(% 331 899 |+ 4 [+ 20 [+ 65
Germany (western} . . — 222 222 28 406 434 |+ 13 |+ 76 |+ 212
Haly. ... ...... 258( 315 573 3as| 300 635 |— 38 [+ 102 [+ 62
Netherlands %) , , . . 335 224 E59 340 184 524 |— 64 [+ 29 [— 35
Norway . . ... P 50 44 94 50 100 i50 |4+ 17 [+ 89 |+ 56
Portugal (3 . ., . ... 207 50 257 279 48 327 |+ 25 [+ 45 |+ To
Sweden . . ... ... 20 115 205 152 71 223 |+ 23 L 6 |+ 18
Switzerland . . . . .. 1,470 553 | 2,023 | t452 521 1,979 }— 63 [+ 13 | %0
Turkey . .. ... .. 150 14 164 151 14 1w - 2|+ 3 [+ 1
Other O,.E.E.C.
countries®) , . . ., . 487 242 729 410 138 548 — 35 |— 145 |— 18t
Total . . .| 4276 | 2,355 | 6631 | 4497 [ 2416 | 6912 |+ 39 |+ 243 [+ 282
Rest of continental
Europe® . ... ... 475 o7 572 462 83 545 |- 23 |— 4 |— 27
Sterling area
Unlted Kingdom . . .| 2,900()! 657 | 3,567 | 2,200()| 642 | 2,842 |+ 588 |—1,303 |— TI5
U, K. dependencies . . — 120 120 —_ a7 97T |— 25 |+ 1 |— 23
South Africa . . ... 197 44 241 190 7 197 |- 14 |- 30 |- 4
Rest of sterling arsa () 406 97 503 436 161 597 |4+ 47 |+ 47 |+ o4
Total . . .| 3,503 818 | 4,421 § 28626 807 | 3,733 [+ 9596 [—1.285 [— 668
Canada ........ 590 | 1,398 | 1,988 850 | 1,304 ;2,184 |[— 6 |+ 172 [+ 166
Latin America. .. .| 1,870 | 1,585 | 3,455 | 1,955 | 1,387 | 3,342 |+ 200 }— 312 {— 113
Asla . .. . v v ua 695 | 1,174 | 1,869 TIT | 1,385 | 2462 |4+ 65 4+ 228 )+ 293
All others, . . . ... 101 100 20 178 150 328 |+ 68 |+ 58 [+ 127
Grand total , ., . [11,510 | 7,627 |19,137 |[11,545 | 7,631 19,976 |+ 93¢ |- 800 |+ 39

Source: Federal Reserve Bulletin, March 1952,

1 Dollar holdings represent official and private balances reporfed by banks in {he United Staies and include
holdings of U.§. Government securities with original maturities of up to 20 months.

@) Including dependencies. @ Gold reserves of the Bank of France and French dependencies only,

() Gold reserves of the Bank of ltaly ($222 million) plus goid earmarked for special purposes,

) Includes holdings of the Bank for Internationat Settlements and the European Payments Union, gold to be
distributed by the Tripartite Commission for Restitution of Monelary Gold, and unpublished gold reserves

of O.E.E.C, countries.

*+ Excludes gold reserves of, but includes dollar balances held by, the U.5.5.R.

{’} Estimated gold holdings of the British Exchange Equalisation Account, based on holdings of gold, U.5. and

Canadian dollars reported by the British Government.

{#} Excludes Eire and Iceland, which are included under '*Other O.E.E.C. countries®.

_in that country. The remainder is probably to some extent a reflection of
speculation against the pound sterling and the French franc in the summer
and autumn, '

In Latin America, too, the pattern of developments is dominated by
a contrast between the first and the second half of the year. On the other
hand, the non-sterling-area countries on the continent of Europe and in



Asia were able to increase their holdings of gold and their dollar balances
throughout the year, and rather more in the second half than in the first.

As seen from the point of view of the United States, the reversal in
the direction of the flow of gold and dollars in the middle of the year was
a reflection of the extraordinary rise in the country’s export surplus caused
by continued heavy purchases by other countries, at a time when UJS.
Imports were beginning to decline from their previous record levels. Through-
out 1951 the U.S. government grants and credits were made available on
approximately the same scale as in 1950; but, whereas these grants and
credits had more than covered the export surplus in 190 and the first half
of 1g51 — and had in that way indirectly contributed to the reconstitution
of monetary reserves — they were exceeded by the export surplus in the
second half-vear, as is shown in the table below. In attempting an exhaustive
analysis of the development of the balance of payments it is necessary both
to take into account the incidence of private capital movements and to
indicate the importance of ‘‘residual items” (in part, at least, the result
of clandestine transactions); the broad changes, however, are sufficiently
brought out by a comparison between the net balance of goods and
services (i.e. the result shown by the current account of the balance of
payments) and the amount of official aid.

Current account of the U.S. balance of payments as compared
with net U.S. Government granis and credits,

Current account of U.S. balance of payments Amount by
(goods and setvices) N which officlal
at U.S. aid exceeded
Period Export surplus official aid (o:-() ;n; rf;lL ;22:
Exports Imports +) surphus
tn millions of dollarg
1948 quarterly average . . . 4,242 2,667 + 1,675 1,261 — 414
1949 " s 3,994 2,401 + 1,593 1,492 — 1™
1950 " 3,606 3,092 + 574 1,07 +  a97
1951+ " . 5,635 3,778 + 1,267 1,173 _ 84
1950
1st quarter . . . . . . 3,267 2,530 + 727 1,105 + 38
end ... 3,526 2,709 + @17 1,161 + 344
d . L. 3,404 3,374 + 120 802 + 782
ath .  ..... . 4,148 3,515 + 633 1,116 + 483
1951 '
1st quarter . . . . ., 4,375 3915 + 460 1,004 + 634
2ad ., ... ... 5,283 3,998 + 1,345 1,362 + 17
ard W v e 5,069 2,708 + 1,361 1,158 — 203
* dth B e e s 5413 3,580 + 1,883 1,079 — 784

* Pravisional figures.

The last two figures in the final column show the amounts which, in
the second half of 1951, other countries had to cover mainly by drawing on
their reserves. But, as has been shown in the table on page 169, not all
countries were subjected to this strain: those mainly affected were France,
the members of the sterling area and a number of Latin American countries.



While full information is not published with regard to France’s gold
and dollar reserves, sufficient data appear in the returns of the Bank of
France to permit an indication of the main movements of reserves to be
given, as has been done in the following table. The ‘sight funds abroad”
held by the bank consist almost entirely of gold and convertible currencies.

France: Official gold and foreign exchange reserves.®

End of

ltems December | March June | September| December] March
1950 1851 1961 1951 1951 1852

in miliards of French francs

Gold . ... ... .00 183 183 191 o1 191 2000
Foreign exchange (Bank of France):
Sight funds abroad . . ... ... 102 133 106 80 22 12
Credit balance In the EP.U. . . . 50 81 57 42 -— —

Total . . .. 152 194 1862 132 22 12

Advances to the Stabllisation Fund
financing :

Advances to the Treasury (9. . . . 49 64 65 70 70 70
Debttothe E.PU, ... ..... — - —_ _ — 39 —123
Other . ............ . a3 74 i3 70 a5 .
Fotal . . . . 132 ise 140 140 66 —
Total . . ......... PPN 467 515 493 463 279 22
Of which: Geold and sight funds
abroad held by the Bank of France 285 316 206 281 213 212

{" The table is not a complete statement of the net official reserve positlon, sinee It does not include all
foreign exchange liabilities of the authorities.

() Including Fr.fcs 9 milliard in gold lent by the Bank of France to the Stabilisation Fund,

() Funds Eaced at the disposal of the Treasury by the Stabllisation Fund against the (oan of $200 million
raised the Treasury In the United States In August 1850.

() From 18th March 1952 onwards, the debt of the Stabilisation Fund 1o the E.P.U. exceeded its goldfand
exchange assets, so that its. debt to the Bank of France was entirely repatd, and changes in its exchange
position are no longer reflected in the (alter's balance sheet. In vlew, however, of the fact that the Fund
waa debited with Fr.fcs 41 milliard pafd to the E.P.U. on 18th March, it is likel that the net gold and
foreign exchange position deteriorated by Fr.fcs 30-40 milliard more than Is Indicafed here.

In the first quarter of 1951 France was still gaining gold and dollars;
after that, however, a drain set in which became particularly heavy in the
fourth quarter of the year. The losses continued up to the end of the first
quarter of 1952, by which time the gold and convertible currency holdings,
as indicated in the last line of the table, were only about two-thirds of what
they had been a year earlier. A certain reversal of the outward movement
of funds occurred in the spring of 1932.

The size of the gold and dollar holdings of the United Kingdom
is published for the final day of each quarter. The data are reproduced in
the following table, which also includes figures for net credit or debit
balances in relation to the E.P.U.

The total holdings of gold and dollars were reduced by over one-half
in nine months — from the end of June 1951 to the end of March 1952.
As far as the change from net gain to net loss within the year 1951 was



United Kingdom: Official gold and foreign exchange reserves,

. Credit (+) or
. Holdings of non- daebit (—) balances
End of Gold and dollar reserves dollar currencies in E,P.U. units of
account
In, milllons of | in willlons of £ sterling
1938 ... ..., 28770 615() (0] . -
1945 ..., ... 2,476 610(3) 8 -
1949 ., ... .., 1,680 603 - 23 -
1950 ,...... 3,300 1,178 () &1 + 80
1951
dune , . ..., 3,887 1,381 (%) 28 + 14
December. . . . 2,335 834 (%) 14 _ - 166
1952
March, ., . ... 1,700 807 (%) . — 218

('} Gold only (valued at the rnarke1 Cprh:e at the end of 1948); official holdings of foreign currencies were
negligible, nverted at £1 = $4.03, () Converted at £1 = $2.80.

concerned, about one half was on account of the United Kingdom’s deficit
with the dollar area. In the second half of 1951, sterling-area countries had
to use part of their sterling balances to obtain dollars from the pool
London, It will be seen from the following table that sterling liabilities due
to sterling-area countries fell by £311 million in that half-year.

United Kingdom: Sterling liabilities,

Due to non-sterling-area countries
Dus to
Other sterling- | Grand total
End of wastern c.E.Ec, |Othernon- araa ¢ )
Dollar area hemlsphere | countries st::;liu:g -?rea Total countries
countrles untries
in millions of £ sterling
1938, ., .. B . T 2260 . 28903 339 508(2)
1945, . ., . a6 164 a1 613 1,234 2,454 36868
1949, . .., 31 80 | 439 5i4 1,054 2,353 3,417
1950. . .. 79 45 395 492 1,011 2,732 3,743
1951
June ., . 73 &5 422 818 1,068 3,100 4,168
Dacember 38 87 409 514 1,018 2,789 3,807

{1 In addition to the liabilities shown in the table, there are certain latent liabitities in relation to non-territorial
grganisations {the International Monetary Fund and the International Bank for Reconstruction and Development),
These amounted to £566 million at the end of 1951,

%} The 1938 figures are given for the following areas: British Empire (£339 millicn), Europe (£226 million) and
the rest of the world (£33 million). Des?ite this difference of ¢lassification, the total velates to approximately
the same items as are covered by the figures for tater years.

Of the labilities due to sterling-area countries, an amount of £964 mil-
lion (or about one-third) is due to ‘‘dependent overseas territories” and the
remaining £1,825 million to other sterling-area countries (viz. India, Australia,
New Zealand, Ceylon, etc.).

The Latin American countries added some $400 million to their
gold and dollar reserves during 1950 — largely as a result of an influx of
investment capital and, in some instances (e.g. Uruguay), funds sent for safe
keeping; in the latter half of the year these countries also began to benefit



from the rise in the prices of coffee, wool, tin, etc. The gain continued
in the first quarter of 1951, but subsequently gave place to a steady loss of
reserves due partly to the fall in raw-material prices and partly to the general
high level of imports which, in many instances, were substantially larger in
the second half of 1951 than in the first. It was their fortunate position
early in the year which had encouraged these countries to import but, by
the time the goods arrived, their export situation had already taken a turn
for the worse,

In France, the sterling area and Latin America a period of apparent
strength was, indeed, followed almost without transition by a period of great
difficulties, and this dramatic change has attracted so much attention that
developments elsewhere have been somewhat overshadowed. But in the world
economy a loss of reserves suffered by one group of countries generally
constitutes a gain for others. Actually, it was not the United States that
registered the greatest net improvement for the year 1951 as a whole, since
the gain in the second half did little more than counterbalance losses in
the first half, the net addition to the country’s gold stock being only $353
million, while the total of net short-term liabilities showed lttle change.
Canada gained more than that, viz. some $166 million in gold and dollar
balances — the result of an inflow of capital from the United States and
- domestic gold production. Nearly as much — $140 million — was added
to the gold and dollar reserves of Japan and $100 million to those of
Indonesia, the continent of Asia adding, on balance, $293 million to its
gold and dollar reserves. ' '

As far as the continent of Europe is concerned, the abruptness of
some of the changes in the surpluses and deficits vis-a-vis the European
Payments Union has drawn attention to the fact that certain countries’
holdings of E.P.U. units have increased but it does not seem to be generally
realised that quite a number of these countries have at the same time been
able to add to their holdings of gold and dollars. From an inspection of
the tables on the previous pages, however, it is clear that some of the
additions are fairly substantial — the most important case being that of
Germany, which increased its gold and dollar holdings by $21z million.
In order to form a clear idea of the overall change in these countries’
reserves, account must also be taken of the shift in their position in relation
to the E.P.U, :

Among the countries included in the table on the following page
Switzerland and the Netherlands are the only ones which lost gold and
dollars during 1951, but the former country increased its holdings of E.P.U.
units, Incidentally, it has such considerable gold reserves that changes of
the order shown in the table are of no account.

Thus - there are quite a number of countries whose reserve position
not only shows no deterioration but has distinctly improved. One reason why
relatively little attention has been devoted to this aspect of the developments



Estimated change in the geld reserves, dollar holdings and
E.P.U. balances of various European countries.

Dotlar E£.P.U
balances U
Countries and years Qold reserves {including pri- balances - Total
vate holdings)
in millions of U.S. dollara
Belgium-Luxemburg Economic Union: (1) .
Endof19850 .. ..., .. &880 198 _ 848
w w1881 ... 696 201 304 1,201
Change . ...} + 46 + 3 + 304 + 353
Germany (western):
End of 1950 .., ... .. —_ 222 — 192 o
o 188 L 28 406 0 434
Change ....| + 28 + 184 + 192 + 404
Italy:
) End 0f 1950 . ... ... 258 215 — 17 586
R £ =11 - 36 300 134 760
Changa . . .. -+ 7T — 15 + 181 + 213
Net.herlands:(‘é
nd of 1950 . .. .... 335 224 — 66 493
w w1951 ., ... .. 340 184 — 66 458
Change . ... + 5 — 40 —_ 8] C— as
Portugal:()
~ Endof1850 ....... 207 80 22 279
. w1851 L. 279 @ 64 381
Change . ... + 72 — 2 + 32 4+ 102
Sweden: .
' Endof 1880 .. ..... S0 118 . —_ 206
» o2 1951 ... ... 162 m 84 307
Change ... .| + 62 — 44 + B4 + 102
Switzerland: _.
L o End of 1850 , ... ... 1,470 553 — 2,023
o 1957 . ... .., 1,452 521 89 2,062
) Changs , ...| — 18 — 32 + 89 + 39
Denmark: '
. Endof1980 . ...... n 45 —_ 34 42
o o 19851, ., 3 45 — 48 30
) Change . . .. 0 0 — 12 — 12
Norway:
Erid of 1950 s . BO 44 _ 84
wow 1951 000 50 100 — 120 138
Change 0 + 56 — 12 + 44
(" Including dependencles. 2} Including Initial credit balances as loan.

in 1951 is that, towards the end of that year and early in 1952, some of
the countries had to expend part of the gold and dollars which they had -
" collected earlier in the year, and this made them rather apprehensive,
especially as — except in one or two instances — their total monetary
reserves were still definitely on the short side. The following table
shows how many months’ commodity imports the gold and dollar holdings
of individual countries would pay for at the end of 1951 as compared with
the position in 1938.



Commodity imports compared with gold and dollar holdings.

Average Gold and Number of
monthly dallar holdings months' Imports
Countries {imports during| at the end of covered by gold
1951 1951 and dollar holdings
In millions of dollars in 1951 in 1938
Belgium-Luxemburg . . . .. ... L, 211 770 3.7 12,7
Denmark . . .+ . .. v v o i i i e e, B4 K-} 0.9 2.7
Flnland . . . . . .. . oo v v i v oo 56 53 1.0 3.1
France . .. .. e e e e e e 383 B32 2.2 8.8
Gre®ta . . . v v v v ke e e 33 50 7.5 2.7
Netherlands. . . . ... ... ... ... 210 465 2.2 16.7
Norway .. ... . i i v i e 73 150 2.f 4.7
Portugad. . . .« 0 0 v v e s v 27 305 LA 70.1
Sweden . . . . . . v e e e 148 223 7.5 2.5
Switzerland . . . . . ... o0 113 1,973 17.4 30,1
United Kingdom . ., . . .. ... 00 913 2,842 5.7 a.8
Unlted States . . . . ... ... ...... 914 22,873 25.0 90.7

For the majority of countries the reserve position is much tenser now
than it was before the war, so that every difficulty in the balance of
payments is apt to cause a crisis.

Both for countries in the sterling area and for countries outside it,
there are many transfer relationships in which sterling balances can be
used as an effective medium for international settlements and these balances
are thus eligible for inclusion in the monetary reserves of the countries
concerned. In a way, surpluses with the European Payments Union have
taken the place of the bilateral clearing balances which, in the first years
after the war, helped to eke out monetary reserves. But the facilities thus
provided by the European Payments Union are generally in the form of
central-bank credits, while the system of private international credits is not
‘yet functioning adequately — especially as far as equilibrating credits are
concerned. There are thus many tasks which must be taken in hand, and
in all these the rebuilding of reserves is of strategic importance, since only
-adequate reserves can keep confidence from flagging when difficulties arise —
as they ate bound to do.

1951 was a year in which the flow of gold into hoards was on a record
scale. It was also a year in which gold prices in the free markets were
relatively moderate, largely because supplies were more easily obtainable.
Another moderating influence was a revival of confidence in several currencies
and -this factor grew in importance, month by month, during the first part
of 1952. It is an object lesson for all and sundry that, if supplies of gold
are allowed to move freely and if confidence in the national currencies is
restored, these two factors are capable of putting an end to gold hoarding,



United States net gold transactions with foreign countries.”

1980 1951
Countries 18t quarter | 2ndquarter | 3rd quarter | 4th quarter | Total
in millions of dollarg at $35 per gunce

Argentina . . . . . .. . -— 499 . . . — 49,9
Belglan Congo . . . . - 3.0 — 8.0 f . [ — 8.0
Belgium . ... ... — 550 | — 1230 . 2.0 . . — 103
Canada . . ...« .. — 1000 . — 100 . . — 10.0
Chile . .. ...... . — 80 C. R| A — ag
China (nationalist) , . —_ 39 [ . . - .
Colombla, ...... |— 100 14,0 . A5 A 1175
Cuba . ....... . 28.2 . . - 200 . - 200
Denmark . . ... .. . — 134 — 21 — 4.2 . — 197
Dominican Republic . . — 20 - 20 . — 40 — 8.0
Ecuador. . . . . . . . 1.5 | — 35 S . . — 35
Egypt . o v v v v v 0 s — 4348 | — 200 — 250 — 30 . — 76.0
Fiji lslands, . . ... 3.5 22 2 1.1 . 3.6
Findend . . . ... . . . — 28 |~ 20 — 48
France ., ... .. e — 848 | — 91.7 . . 716 — 201
Gresce . ...,... |— 144 | — B2 . . — 44 — 103
Indonegia ... ... — 300 — 20,0 . . — 280 — 450
Lebanon ... .... ] - it . — 4.3 . — 5.4
Mexico . .0 v u .. — 1182 | — 1244 &4, . . — 60.3
Notherlands. . . . . . — Tog | — 45 . . . —_— 4.5
Norway . ....... | — 4.0 . . . . .
Paru . ..o 0. ) — 30 | — 150 . . . — 180
Phllippines . . . . . . . 1.6 1.0 3 L] A5
Poland . . ... ... 11.9 . . . . .
Portugal ... .... = 15.0 — 0.0 — 150 — B0 — 50 — 349 -
Salvador . . ... N —_ 6.0 . - 30 . ' — 30
‘Saudi Arabla . . . .. —_ 33 — k- . . . . - B
South Africa . . .. . 131 . 12,7 203 19,2 52,1
Sweden . ....... | — 230 | — 150 . — 110 . - 320
Switzerland . . . . . . — 380 | — 150 . . f — 150
Switzerland (B.1.5.} . — 682 — 248 —_ o1 3.5 . — 304
Turkey ... ..... ' 4.5 . . . . .
Syria . ... ... — 2.2 — T — 38 — 1.1 _ Ni — 8.3
United Kingdom . . . — 1,020.0 — 4000 — B0O 3200 629.9 469.9
Uruguay ... .. .. — €48 — 509 15.0 280 30,0 221
Vatican ., ., ... .. ' — 2.5 ' . . 5.0 5.0
Yenszuela. . . . ... . . - k=] . . — 049
All others. . . .. . 248 —_ W A - .1 Ja
Total ., ... 0 —1,725.2 — B76.3 — &85 201.4 , 7157 75.2

() Negatlve figures represent net sales by the United States :' positive figures, net purchases,
@) Belgium, in the first quarter of 1951, purchased $15.6 mlillion and sold $3.3 million.

after all attempts at suppression by means of prohibitions and controls
had failed.

While important steps have been taken, in the period since the
outbreak of the conflict in Korea, to improve the monetary situation, it is
hardly necessary to add that, as far as the reconstitution of an international



monetary standard is concerned, most of the work remains to be done and
that, once done, the maimtenance of what has been achieved will call for
incessant vigtlance. It can never be sufficiently emphasised that in the
century before 1914, when as a result of many efforts the gold standard was
gradually establishing itself as the monetary system of the world, the countries
which one after the other linked their currencies to gold at a fixed parity
took that step only as their economies became more or less adjusted to a
suitable set of exchange rates; moreover, in that century, the value of gold
itself, as measured by its relation to prices, had also found the ‘‘natural”
level determined for it by the growth of production, the development of the
credit system, etc. These two circumstances may be considered as being, to
some extent, prerequisites for such a system. When the attempt was made
to restore the gold standard in the first half of the inter-war period, neither
of these conditions could be said to have been sufficiently fulfilled, and it °
was only towards the end of the 19305 that equilibrium came into sight
again — to be violently upset by the outbreak of the second world war.

Now, once more, the work of restoring an international standard has
to be undertaken in real earnest — and the searching question that has to
be asked 1s whether the monetary relations which are now being established
will have sufficiently firm foundations to withstand shocks — for, as always,
shocks are bound to come.

The public has had so many bitter experiences in monetary matters
that, in all probability, nothing but the clear evidence of actual facts (though
perhaps not the same set of facts in every country) will serve to renew its
reliance in the strength of its national currency. But, in this connection, it
may well be recalled that, after all, the practical use of bank-notes and bank
credit as means of payment presupposes that some confidence is felt in the
whole monetary structure. Because of 1its effect in strengthening this con-
fidence, the decline which occurred in the market price of gold was, for some
countries, although not for all, of great help on the way to monetary stability.



VII..Money, Interest Rates and Credit.

The Introduction and Chapter II of this Report have already shown
how in country after country the authorities have returned in the last two
years to a more traditional monetary policy, and some of the reasons have
been given for a change which at the end of the war would have seemed to
many people inconceivable. Briefly, it may be said that this change has not
been prompted by theoretical or academic considerations, but by the growing
evidence that the wartime methods of control — whatever may have been
their merits in an emergency — have failed, in the face of returning peace-
time conditions, to stop the rise in prices and to put right the balance of
payments.

In the more heavily taxed countries (such as the United Kingdom,
France and the Netherlands, where about 40 per cent. of national income
is absorbed by fiscal and social charges, while in the United States the
corresponding percentage is about 30), it was considered neither politically
practicable nor economically advisable to increase rates of taxation to the
extent which would have been necessary in order to cover rearmament
expenditure and achieve, at the same time, an overall surplus in the budget.
For these countries the best hope of gaining effective control of inflationary
forces lay in the application of a more energetic monetary policy — and
such a policy was, indeed, adopted in the course of 1gs5I.

Even the United States, which is rather less heavily burdened by
taxation, and where the budget has continued to be balanced, found it
necessary to discontinue the practice of rigidly supporting government bond
prices. In his reply to the questions put by the Congressional Sub-Com-
‘mittee on General Credit Control and Debt Management, the Chairman of
the Board of Governors of the Federal Reserve System stated in March 1952:

“On balance, the System, through its support of Government
security ~prices, accentuated post-war inflationary pressures,.. More
flexible credit and monetary policies, applied through the discount and
open-market mechapism within the framework of an orderly Govern-
ment securities market, have demonstrated their effectiveness since they
were undertaken in March of 1951.”

From the table on the following page it may appear that the net
increases . in the discount rates of central banks from the end of 1949 to
the spring of 1952 have not been very great. In judging their importance
it should be noted:

(i) that in some countries, e.g. Belgium and Finland, higher rates have been
applied at times of exceptional pressure- during the period since the end
of 1949;

(i) that the effective short-term market rates were previously much lower than
the official discount rate but have now been brought closer towards it;



Discount rates of central banks.

Discount rates at the end of Change from
Central bank of . Doc. 1949
1925 1838 1947 1948 1949 1950 19561 l;dggcgh to March 1952

Switzerland . . , . 3% 1% 1% 1% 1% 1% 1y 1% .
United States{), . 4Y; ] 1 1% 1Y 1% 12 1% oy
Canada . . .. .. . 2y 1% 1Y 1 2 2 2 + Y
Czechoslovakia . .| 5 3 2% 2% 21 2Y 2% 2% .
Norway . . . . - . 5 3 2V, 24 2 21, 24 2%, .
Portugal. . . . .. =] 4% 2y 2% 24 24 2 244 .
Yugoslavia(® 6 ) 1-4 1-3 1-3 1-3 1-3 1-3 .
Sweden . . . . .. 5 2% 2% 2% 2y 3 3 3 + Y
Turkey . ... .. . 4 4 4 4 4 3 3 —1
Belgium . . ... 4%, 24 <374 Yy 3y 3% VALY 2y .
Bulgaria . . ... 10 -] 44 3y 3 3 <) A 3y

Metherlands. . . .| 4% 2 2t 24 24 3 4 3B + 1
England. . . . .. 5 2 2 2 2 2 2% 4 (&) + 2
Francs . . ....| 3% 2% 2% 3 3 2y A0 4 +1
Maly........ 7 4% [-374 514 4 4 4 4 — Yy
Spain ., .. .. .. 5% 4 4y, 4% 4 4 4 4 .
Austria . .. ... 7% @ 3y 3y ay 3y 5 5 + 1Y
Denmark . . . .. 5 4 ay 3y 3 5 5 & + 1%
Hungary . . ... T 4 -1 s 5 -1 5 -1 .
Roumania. . . . . =) I ki 5 5 5 5 5

Flnland . . . . .. 7 4 &Y, A L-3A % 5% 5, .
Germany . . . .. T 4 3y 5 4 & 3 5% + 2
Poland .. .... =)/ 4 414 -] ] 6 6 & G

Greeca . ... .. -] -] 10 iz 12 12 12 12

() Rate of the Federal Reserve Bank of New York for discounts and advances under sections 13 and 13a of
the Federal Reserve Act. Present rate In effect since 21st August 1950.

@ Since 1he amagaimation of instilrlions of the public sector with the National Band, differential rates vary-
ing according to the type of debtor have been introduced. %) In effact since 26th February 1951.

{4 Rate for accepted bills domiciled with banks and for warrants decreased to 3% per cont. on 5th July 1951 and
to 3Y; per cant. on 13th September 1951

) Rate increased to 4 per cent.on 17th April 1951 and decreased to 3% per cent. on 22nd January 1952,

() In efect since 11th March 1852,

o) Rats ror discount of public and commercial bills. The rate was raised on T1th October 1931 from 2! to

3 per cant. and on_8th November 1931 to 4 per cent. (8) End of 1937,
® In effect gince 16th December 1951, ('®) Rate jowered to 5 per cent. on 2¢th May 1952,

(tii) that there have been quite striking rises in the effective rates charged for
loans and credits or allowed on deposits by commercial banks and other
financial imstitutions; and

(iv) finally, that a flexible policy does not necessarily require large changes in
Interest rates; experience proving that (as the Chairman of the Board of
Governors of the Federal Reserve System put it) “in a rich, high-savings
economy with well-integrated financial markets, significant changes in the
availability of credit, and hence in the volume of spending, need be accom-
panied by only small changes in the cost of money".

The important thing is generally not so much the increase in the rate
itself as the fact that credit expansion has been, if not wholly arrested, at
least slowed down, and the higher rate usually represents an indispensable
element in- this process. The factors at work in a modern economy being
so complex, it 1s naturally difficult to give a strict proof of the effectiveness
of monetary policy; but the number of countries in which the application
of a firm credit policy has been followed by an improvement in the internal
situation and in the balance of payments is by now remarkably large. It 1s
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Modifications of official discount rates.

true that the mea-

sures taken in Europe
. Modifications §  did not become fully
Dlscount 1n ofi | between ff N I
Central bank of rate . n eflect slnce June 1050 ettective as long as
T Cenl, +
pe and May 1992 | prices on the world
sate 10, 1058 markets (as influenced
Austrla. . ., . ... 3 uly 10, f ‘e
- 5 December 6, 1051 + 1% mainly by conditions
Belgivm . . .. .. kA October &, 1949 in th nited States
3% September 11, 1850 .e u . )
3% July 5, 1651 continued to rise; but,
3% September 13, 1931 0 in th . d
Bollvia . . .. ... 5 February 4, 1048 in the spring and sum-
6 September 30, 1950 + 1 mer of 1951, when
Canada, . ., ... 19 February 8, 1944
2 October 17, 1850 + Y there was no longer
Denmark. . . ... 43:4 :.jla?u:ry1 !1;;.) 1046 any such upward pres-
] uly 4,
5 November 2, 1950 + 1Y sure exerted from out-
Finland . .. ... 5% duly 1, 1049 : :
7 November 3, 1950 md:a, those countries
b% December 16, 1951 % 0 which had adopted
France . . . ... . 2 June 3, 1330 f
3 Octaber 11, 1961 _ stricter monetary po-
1 - . .
4 November 8, 1951 C licies succeeded in
Germany., , .. .. 4 July 14, 1949 . . R
6 Qctober 27, 1850 arresting the rise in
5 May 29, 1952 + 1 . dini
festand. . . .. . . 6 January 1, 1948 prices and in Improv
7 April 2, 1952 +1 ing their balance of
India, . ...... 3 November 28, 1935 . .
3y November 15, 1951 + Y% payments; the situa-
dapan . .. ... §.11 July 5, 1948 tion remained critical
5.84 October 1, 1951 + 073 :
Netherfands , . . ., 2% June 27, 1941 only in those coun-
s i;pﬁ‘l"';’?be;éﬁ' 1650 tries which allowed
3% January 22, 1952 +1 credit to expand with
h Africa . . . . 3 October 13, 1949 : .
Sout ' 4 March 27, 1952 + % little real hindrance.
Sweden . .. ..., 2 Fabruary 9, 1945 .
3 December 1, 1950 + Y% It must, how-
Turkey . . . . .. . q July 1, 1938 o
M Fobrunry 26, 1951 —_y ever, be stressed
United Kingdom . . [ -2 October 25, 1939 as has already been
2'/ November 8, 1951 .
: March 11, 1052 + 2 done in Chapter II
United States . . . 1/z August 13, 1948 — that one very im-
1% August 21, 1950 + M
portant reason why

monetary policy has

recently become more effective is that by now the greater part of the
excessive supply of money created by the war has been absorbed. The
best statistical evidence of this is the fall in the ratio of the supply of
money to national income.

In 1945-46 the ratio of money supply to national income was far
higher than in 1938 in nine out of the eleven countries shown (the excep-
tions being France and Italy, where the large rise in prices had already
absorbed the surplus money created during and after the war). By 1951
the ratio had been reduced to the pre-war level (or below it) in five out
of these nine countries, while in Switzerland it was only 10 per cent.
above the pre-war level, a difference which may be largely explained
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National Income and Money Supply.

Year

Currency
Circulation

Total
Money supply

National
Income

Currency
Circulation

Total
Money supply

in milliards of nalignal eyrrency unils

a8 peroentage of natlonal income

Belgium {trancs)
1938

1946
1948
1949
1950
1951

Denmark (krongr)
1938

1045
1948
1948
1950
1951

Finland {markkas)
1938

1845
1948
1949
1950
1981

France {francs)
1933

1946
1948
1949
1950
1951

Italy (iire)
1938

1847
1948
1949
1950
195%

236

77.8
88.5
HNo
923
29.1

043
1.49
1.58
1.55
1.63
1.74

23

13.9
278
30.1
as.0 -’
45,

112

732
893
1,301
1,580
1,883

22

795
o971
1,058
1,178
1,304

Netharlands (floring)

1638

1946
1948
1949
1850
199

Morway (kronar)
1338

1946
1948
1949
1950
1951

1.05

2.80
a.18
343
297
304

0.45

1.87
2.10
224
2.25
2.56

1.737

6.59
835
818
£.25
5.36

2.9
22,1
44.9
49,2
55,7
7r.a

192

1,349
2,168
2,704
2,120
3,667

1,526
1,992
2,301
2,571
2,967

2,54

6.19
7.32
7.55
7.08
7.29

0.62
4,36
408

4,80
8.56

6.4

12,0
18.9
158
10.1
21,2+

29.7

99.2
306.8
g2y
44,7
580 »

2618
5,430
6,544
7,225
9,020

117

4,984
5,645
5,035
6,370
7423

4.9

8.3
129
141
156
15.9

497

2.37
11.86
12,33
13.87
17.05

36

41
I
37
335
33

72
10

-
W @®owvs ©

19
16
-

19
18

53

72
&7
53

57

28

&5
a4
37
27
25

53

52
40
a7
43
7

39

31
35

4
40

52

&7
87
54
45
43
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National! Income and Money Supply (contd).

Cutrency ' Total Mational Currency Total

Year Circulation Maoney supply {ncoma Circufation Money supply

in milliards of national currency unlts as percentage of nalional income

Sweden (kronor)

1938 1,06 2,19 10.0 i7 22
1945 2.78 5.24 162 77 32
1848 3.1 &.11 2341 i3 26
1849 3.20 6.29 24,1 14 26
1850 3.51 6.78 26.4 14 27
1051 4,09 8.3t 30.0¥ 14 28

Switzeriand {(francs} '

1938 2.0 48 8.7 23 55
1945 4.1 8.8 13.5 30 &5
1948 4.9 10.4 17.6 28 59
1949 4.9 114 174 -1 64
1950 5.0 1.4 18.1 28 63
1951 5.3 119 185 27 57

Unlted Kingdom (pounds){('}{%}

1938 0,46 1.72 4.80 70 36
1946 1.38 5.20 a3 i7 63
1948 1.26 541 9.81 i3 55
1949 1.27 543 10.43 12 52
1950 1.29 5.55 10.85 . T2 51
1951 1,96 B.65 11.28 . 12 50

United States (doltars}{?)

1935-39 56 <IN | 67.0 a 46

1846 26.7 110.0 180.3 15 &7

1948 26.1 111.6 2235 12 50

1949 25.4 111.2 216.7 12 57

1950 254 "7 239.0 L 49

1951 263 1245 275.8 v 45
* Estimate.

(') National income figures on the old basls ﬂjcludlng building repairs), The figure for 1951 is cafculated by
gssuming that national income on the ofd basis rose by the same amount as national income on the new
asis

@ If deposit accounts (time deposits) were |ncluded the ratio of money supply to the national income would
be: 1938, §69%; 1046, 85%; 1951, 68%.

[ lf 1Irne d gosits were included the ratio ¢f money supply to flie natlonal income would be: 1929, 63%;
85%; 1946, 913 1951, 67%.

Note The figures for currency and money supply are the amounts outstanding at the end of the year.

by the widespread hoarding of Swiss notes in neighbouring countries. In
only three countries — Norway, Sweden and the United Kingdom -— is the
ratio still substantially higher than in 1938. Norway still remains the country
in which the ratio has gone up the most since before the war, even though
a substantial improvement has taken place since 1946, In the United
Kingdom, too, the ratio was much lower in' 1951 than it had been in 1946;
moreover, it would seem as if the nominal national income (as influenced
by movements of wages and prices) will reach a much higher figure in 1952
than in 1951, while the increase in the total supply of money would appear
to have been kept down — so far, at least — to the same rate as last year.

In many countries where, during the war, the supply of money had
risen by something like 50 per cent. more than the national income, the



~amounts of liquid funds in the hands of business men and consumers during
the first post-war years were more than ample for the financing of investment
or the purchase of goods which had become scarce; on the other hand, the
volume of Investment which could in fact be undertaken was severely
restricted by the shortage of vital materials. Until at least a part of the
excess money had been absorbed, the demand for fresh credits was small.
In the United Kingdom, for example, bank advances were actually lower at
the end of 1945 than in 1938, in spite of the rise in prices; they represented
10 per cent. of the national income in 1945, as compared with 20 per cent.
in 1938. Under such circumstances, not much can be achieved by the usual
methods of credit policy (see Chapter 1I); but, now that the most urgent tasks
of reconstruction have been completed and the excess supply of money has
been absorbed in most countries, business has become more dependent again
on both the banking system and the capital market for the financing of any
further expansion. Credit policy has thus become an effective weapon once more.

In the United States, the most important of the monetary measures
taken in r1950-5r (as set out on page r7) was the abandonment of the
guasi-automatic support of the bond market at fixed rates. Newly-created
credit was no longer pumped into the market in order to keep quotations up;
this was ‘the essential advantage of the new policy. It was also found to have
another important effect in that holders of bonds became more reluctant to
sell securities at a capital loss. In the case of banks, this meant that they
would not in that way mobilise funds in order to extend credits as part of
current business. Moreover, in view of the actual declines registered by bond
prices and, above all, the uncertainty as to their future movements, the
banks could no longer consider government securities as liquid assets practi-
cally equivalent to cash; consequently, the banks' effective liquidity was
considerably reduced.

It had been feared in some circles that any fall below par in the
quotations of government securities might lead to massive sales and thus to

United States: Prices and ylelds of government honds.

Price Yield
Treasury bonds 1950 1951 1952 1850 1951 1952
31at 28th 30th "3t st st 28th Ist
May February | March May January May February | January
Bank-ellgible
21,9 1956-58 . . , , 104.0 1020 100.1 100.1 99.3 1.56 1.84 2.26
249 1967-72. . , .| 105.1 102.9 101.0 ag.1 pr.0 213 2.28 2.69
Bank-restricied
2% 1958-62 . . . . 1.2 100.2 833 96.3 7.1 2.05 217 2.53
21425 December
1967-72. . .. .. 101.2 100.2 99.0 7.0 96,2 2.39 2.45 2,70
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Unlted States:
Member-bank reserves and related factors.

Change between Amount
. outstanding|
Hems At 1950 | Aoril 1961 "o} end iy
an an March 1952
March 1951 | March 1952
in mililards of dollars
Factors Influencing resarves:
Reserve-Bank operations
{1) U.S. Government
securittes. . . . . ... | + 353 - 04 22.5(1)
{2y Other forms of cradlf. . + 08 — 05 - 0.5
Monetary gold stock . . . . . | — 24 + 15 23.3(8
Treasury operations ® . . . . | — 0.0 + 14, 33
Note circulafion, inctease (—) | — 8.1 — 1.4 — 285
Deposlts and other factors,
increase (—). . . .. ... | — 02 + 0.4 — 1.7
Total . . .. + 34 + 0.7 19.7
Reserve balances .
Total .. ........ + a4 + 07 19.7
Required . , . ... ... + 3.2 + 0.9 19.2
Excess . o . .. v o0 . + Bt — 02 05

(") Securities held by Fedaeral Reserve Banks,
) Gold held by U,S, Treasury,

() Extludes seturity operations; includes Treasury currency outstandlng
R_inus Trg:sti:ry cash holdings and Treasury deposits with Federal
esorve Banks.

United States:
Credit to the private economy.?

Changes between Total
Aptil 1950 | April 1951 | at end of
Hams and and | March 1682
March 1951 | March 1952
in _milliards of dollars
Loans of weakly-reporting
banks 103
Industry and commerce . . + 6.4 + 22 214
Real estate . ., .. ... + 09 + 03 57
Others . . . . ... .. [ + 1.6 —_ 0.4 8.2
Total (net) @), . , + T8 + 2 34,7
Credits of the whole bank-
ing system
Loans {net) . .., .. .. . + 121 + B2 67.7
Sacurifies . . . . . . .. . + 1.6 + 1.5 16.4(%
Total . ..... + 13.7 + 6.7 84.1
Total consumer credit{d . . . | + 3.4 + 02 19.6

M Including the banks' holdings of securities of States and runici-
palities, but not U5, Government securities,

& Net total (i.e. after deduction of valuation reserves), .

@ Excluding holdings of U.S. Government securifies, which totalled
$96.1 milliard at the end of March 1952,

(4 Granted partly by the banking system and partly by other agencies.

“disorderly markets”, but
these fears have proved
to have been unfounded.
In the United Kingdom,
the banks and the public
have seen very consider-
able fluctuations in bond
prices in the past and
are more or less prepared
for them. In the United
States, the market Is more
sensitive and financial insti-
tutions probably possess
smaller hidden reserves;
but the adjustments re-
quired were much more
limited, since the quota-
tions of medium and long-
term bonds did not decline
by more than 4 to 8 per
cent,

The liquidity position
of the banks came under
pressure in the spring of
1951 not only because they
could no longer consider
their bond holdings as liquid
assets, but also because their
reserve balances ceased to
rise at the same rate as in
the preceding months.

While net purchases
of government securities
added $5.3 milliard to the
member-bank reserves in
the period April 1950 to
March 1951 and there was
a total net increase In
these reserves of $3.4 mil-
liard, despite the con-
tracting influence of gold
losses, the following twelve-
month period saw a net
sale of securities totalling
$0.4 milliard and a net
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addition to the reserves of only $0.7 milliard, despite a gold inflow of
$1.5 milliard.

On the supply side, the banks themselves became less inclined to extend
further credit, owing both to their tighter liquidity position and to the
influence exerted by the Voluntary Credit Restraint movement. On the other
hand, the demand for credit was damped down by the rise in interest rates,
the selective controls on real-estate and consumer credit and the reluctance to
accumulate still further stocks once prices began to show a declining tendency.

. Between April 1950 and
Consumer buying and income, March 1951 the loans of
Monthly indexes adjusted for seasonal variations: the whole banking system
e cem 1947-49 average = 100. Per cont to the economy increased
140 140 by 24 per cent., whereas
@ : in the following twelve-
' month period the rise was
130 _ Tisposable |~ limited to 8 per cent. The
' ,\ supply of money, how-
ever, grew by $6.g milliard
in 1951, as compared with
an increase of $6.5 mil-
1i0 liard in 1950. In 1950
the large expansion of
=4 ' fe47-492100 business credit had been
NEENSSEESNESEEEEENE RN NS partlyoffsetbytheout-
1949 1950 1951 flow of gold ($1.7 mil-
gg:;ﬁ.e: Eaart.?‘ g?rﬂetge‘(gr.a. Department of Commerce given by the ngeral ]é:;i)inzniy];fe;’jaﬂoﬁi;gz
of government securities
($3.0 milliard); during 1951, on the other hand, there was a small inflow of gold
(see page 168) and the banking system’s holdings of government securities rose
by $1.2 nulliard. ' '

120 120

Relail sales

10

100
we 198

In 1951 the capital market absorbed $6.1 milliard of issues by corporations,
as against $4.3 milliard in the preceding year, and also $3.5 milliard of issues by
States, municipalities and Federal agencies ($3.8 milliard in 1950). From 1st May
1952 somewhat more attractive terms were offered for government savings bonds;
in particular, the yield of the bonds during the earlier vears of their life was
Aimproved.

In the early months of 1952 the volume of investment was fully as large
as in the preceding vear, if not larger, but the lull in the demand for. certain
consumer goods (textiles, as well ag items which were mainly bought on instalment
terms, such as household articles and even automobiles) lasted rather lomger than
had been expected and, in these circumstances, it began to be asked whether
restrictions were necessary any longer. In accordance with a request from the
President of the United States, the financing of State, municipal and public bodies
was removed from the control of the Voluntary Credit Restraint Committees on
28th March 1952, and in May the system of voluntary credit restraint was aban-
doned altogether. Early in Apxil, the Board of Governors of the Federal Reserve
System had exempted all products selling for less than $100 from instalment-
credit regulation and in May the system of regulation was suspended completely,
it being stated by the Federal Reserve Board that, owing to the improved supply
of controlled ttems, credit curbs were felt to be unnecessary for the present,
although stand-by powers must be retained.
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In Canada, inflationary pressure has been caused not only by the
world-wide boom and the rearmament programme but also by intensive
investment in oil, iron ore and non-ferrous metals (new natural resources
having recently been discovered). The pressure was, however, kept in check
by a combination of monetary and fiscal measures.

(i) There was a genuine budget surplus of $252 million in 1950 and $512 mil-
lion in 1951, despite the increase in expenditure.

(ii) Bank rate was raised from 1%% to 2 per cent. in October 1950.

(1ii) While the Bank of Canada continued to intervene from time to time in the
security market, the yield of 1g-year govermment bonds was, for instance.
allowed to rise from an average of 2.57 per cent. in 1947 to 2.99 per cent,
by the end of 1950 and up.to 3.57 per cent. in March 1952.

(iv) Restrictions were imposed in the course of 1950 om consumer credit in
particular. )

While the Canadian supply of money rose by 1o per cent. during 1950,
there was no increase in 1951, this stability being mainly due to a sharp check
to the expansion of business credit, which went up by only 3 per cent. during
the year. Towards the end of 1951 a surplus developed again on the current
account of the balance of payments and, as the flexible rate of the Canadian
dollar began to be quoted above par in the early months of 1952, the authorities
saw fit to remove restrictions imposed on consumer credit, thus adding Canada
to the list of countries which are ready to modify their monetary policy pretty
speedily according to the changing circumstances.

While the two leading dollar countties — the United States and Canada
— thus saw'fit to relax their credit restrictions in the spring of 1952, the
two European countries which have the largest currency areas — France and
the United Kingdom -— had to take the opposife course.

London: Money market.

Yearly averages Monthly averages
5,00
Long-Term Govt Bond Yield A 7
2¥z % Consols /J ] 400
St N Long-Term Gov! Bong Yield 10
B 2 % Consols N
1 2.00
5 \ Treasury Bills ]
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T 1 T 1

[y
Treasury Bills ] y
- Day-to-day Money I1- 1
i 1 II]IIIIIlJ.L I|II'H|IIIII1I||II|II|II|rI|Ik|I Il | I |II 1 II!IIl]I 0
1923 30 31 32 33 34 35 36 37 38 39 40 &1 42 431944 1945 1346 1947 1948 1949 1950 1950 1952

AR,




—_ 187 —_

The main credit measures taken in the United Kingdom in the
late autumn of 1951 and in the first few months of 1952 have already been
described in the Introduction (page 27), where it was pointed out that long-
term rates had already been rising for some vears in response to the con-
ditions of supply and demand in the market, so that the new departure
represented by the increase in bank rate from 2 to 2% per cent. In
November 1951 and from 21 to 4 per cent. in March 1952 really meant
that the short-term market was brought more into line with the long-term
market. To the information already given, a few points may be added:

(1) Appropriate increases were made in the rates charged in various other parts
of the credit structure. Thus the rates charged by the Public Works
Loan Board for loans to local authorities were raised in November 1951 by
1, per cent. for 5 to rIg-year loans and by 3% per cent. for longer-term
loans; and a further :

increase of 1% to % United Kingdom:

%‘Z‘;ﬁffar:; ‘;’;:Zmade mn Changes in interest rates and yields.

(i) The clearing banks in- ltems 31st October 301?95»&2ptil
creased the rate paid ' ' faat
?n tlm('; depOSltS fm?“ 1. Bank of England rates
72 to 3, per cent. in Bank rate . « . v .\ v . .. 2.0 4.0
November 1931 and Bank of England foans against
from % to 2 per cent, Treasury bills .. ... .. [ ] 35
in March 1952. They 2. M;"‘B‘t;a_:_es il 052 .
: mon ceasury hills. . . . , .
?150 raised the charges 3-month bank bills. . . . . . 1.0 3.0
or advances, especi- 3-month fine frade bills . . . 212 4,5
ally advances to larger 3. Bank deposit rates . . . . . 05 2.0
borrowers, who are 4. Public Works Loan Board
usually charged a rate Loss than § years . . . . . . 20 2.75
14 to 1 per cent. above S5to 15years . . .. .. .. 2.5 3.75
_ bank rate More than 15 years , . . . . 3.0 425
5. Government securities®
(iii) In the security market, svxch:quir 2;?;7;6 11955 Ce :g g:;
- ar ponis A1 A54-56, . . R .
: }hﬁr? WES a cpnsnd?glalﬁ Savings bonds 2% % 1964-67. 3,39 3.88
al In the prices of bot Consols 2%4%. . . . . .. . 3.87 4,18
government and private War Joan 3%% . . .. . . . 4.08 4.50

bonds -and ordinary
* Yields calculated to ecarllast redemption date when above par, to
shares. latest date when below. For consols and war Joan, flat yields.

Recently, the major change has been the rise in short-term rates; in com-
parison, the rise in long-term vyields has been less pronounced, partly because
long-term rates had already risen considerably in previous vears. How large. the
fall in the prices of government securities has been since 1947, the time when
cheap' money was abandoned, may be seen from the following table.

It cannot be said that the increase in interest rates has been due to any real
shortage of money, since at the end of 1951 the supply of money still represented
50 per cent. of the national income, as compared with 36 per cent., in 1938; but it
does reflect the fact that the supply of money has become less abundant since
1946, and that current savings are inadequate in relation to the very considerable
requirements of the country itself and of the outer sterling area. One of the major
handicaps to recovery in the United Kingdom was the excessive creation of money
during the war and in 1946—47 and it is, therefore, of importance that the increase
in deposits has slowed down and that the banks’ holdings of what have been
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United Kingdom: Government securities.

. Price Yield*
Htems o0th Movember |  25th April | 201tb November |  25th April
1948 1952 1046 1952
sv% Congols o . L . L L. ... 99 316 60 3/8 2.53 415
4% Consols . . ... .. .... 17 12 89 1/4 2.01 452
By Warloan .. ........ 107 7/8 78 .09 4.45
3% Savings bonds 1965-75. . . . 111 516 82 314 2.30 4.20
2% Savings bonds 1964-67, , . . 104 /16 83 3/4 2.2 2.04
214% War bonds 1954-86 . . . . . 105 97 9/16 1.90 .10

* For 2% % consols, flat yields. For 4% consols and War loan, yield to earljest redemption date when above
par, otherwise flat vield. For other securities, yield to earliest redemption date when above par, to latest
redemption date when befow par, :

called “public-sector assets” (a term used by the Midland Bank in its surveys of
monetary policy to indicate direct and indirect financing of the government) have
actually fallen. It should be stated, however, that these assets do not include
credits to nationalised industries, since these appear under “advances”, along with
ordinary business credits. '

London clearing banks.

Liabilities “Public-sector aggets"*
Money T Ad
End of reasury vances
na e Not at call and Bllls deposit | Investments Total
deposits short receipts
nolice
in milllons of £ sterling
1946 . . . . 5,438 432 610 1,560 1,427 4,029 980
1947 . . . . 5,682 480 T3 1,288 1,483 4,044 1,206
1048 . . .. 5,914 435 ™ 1,397 1.478 4,1 1,378
1949 , . . . 5,964 571 1,108 793 1,512 3,985 1,523
1950 . . .. 6,100 592 1,408 435 1,528 3,084 1,644
1951 . . .. 5,035 598 972 102 1,965 3.637 1,8
Change from:
end of 1346 to
end of 1948 + 476 + 53 + 13 — 163 + 51 + 72 + 298
end of 1948 to
end of 1851 + 122 + 113 + 231 — 1,205 + 487 — 464 + 553

* These include a certain améunt of commercial bllls and invesiments other than government securities; while
these jtems are not very largs, they have been growlng in recent years, so0 that the table somewhat under-
states the real fall in *“'public-sector assets"™,

While in 1946 advances amounted to less than a quarter of the "public-
sector assets”’, by the end of 1951 they were equal to well over 50 per cent. of
these assets. And by the spring of 1952 the Treasury deposit receipts ("T.D.R.s™)
had been brought down to nil

Since 1947 there have invariably been surpluses on the ordinary budgets and
these have been sufficient, over the period as a whole, to cover all the outlay
“below the line"; moreover, the counterpart of foreign aid has been used to repay
short-term debts. There has thus been no need to create any credit to meet the
government’s internal requirements. A reservation should, however, be made with
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regard to the basic nationalised industries: these have been relatively free from
credit restrictions and have at times received from the banks considerable advances.
In fact, the total of advances made by banks (including banks other than the
clearing banks) grew by €40 million between November 1951 and the end of
February 1952 but this increase appears to have been entirely on account of public
utilities (in the first place, of the nationalised electricity and gas indusiries). If
advances to these utilities and to local governments are left out of account, the
remaining advances went up by £9 million, compared with an increase of £113 million
in the corresponding three-month period in the winter of 1950-51 and one of
£287 million in the twelve months from the end of November 1950 to the end
of November 1951.

The raising of bank rate has had an international consequence which is of special
importance. Acceptances no longer cost less in London than in New York; and,
as far as share vyields are concerned, the average rate in the United Kingdom has
risen from its former level of 4% to 5 per cent. to about 6% per cent., so that
it now stands in a more reasonable relation to the yields of 6 to 7 per cent.
which are usual in the United States and Canada. The rise in the British interest
rate may perhaps have an even more important effect in checking the export of
capital to the rest of the sterling area, which is unhampered by exchange controls;
this export of capital amounted to £700 million during the four years 1948-5I.
Even though there may be good reasons for much of this investment, a capital
outflow on that scale can hardly be advisable under present conditions and it is,
therefore, necessary that it should be restricted to some extent by a tighter
monetary policy.

One difficulty in the United Kingdom is, of coutse, the fact that the current
and capital expenditure of the central and local authorities, together with the
payments made by social insurance funds, amount toc well over 40 per cent. of
the national income, while net private investment by business and individuals seems
to correspond to no more than 7 per cent. of the national income and is, there-
fore, too small an item to bear the whole brunt of the retrenchment.

A further difficulty is the scale of investment by the basic nationalised
industries, which overshadows private industrial and other investments and
is not readily amenable to the restraint of the new credit policy. On the
capital market, the Electricity Authority borrowed £148 million in 1950 and
the Gas Council £73 million iIn 1951, while in April 1952 the Electricity
Authority borrowed a further £i150 million. In contrast, issues by private
British companies amounted to £108 million in 1950 and £128 million in
1951 — figures which indicate that the restricion of credit to private
borrowers cannot be relied on as the sole means of restormg balance between
savings and investments.

In France, the sharp rise in prices had soon absorbed the redundant
supply of money left over from the war and, when confidence revived in
the years 1949~-50, there was, for a time, the possibility that the volume of
circulating media could be increased through an expansion of credit without
producing any inflationary effect. But it was inevitable that, before long,
possibilittes of this kind would be exhausted, and the question is whether
that point was not actually reached in the winter of 1950-51, when, however,
credit began to expand at a particularly rapid rate.



France: Formation of the money supply.

1950 1951 1952
Hems 18t hatf | 2nd half 18t half | 2nd hait 1st quarter
in milliards of French francs
Increase {n money supply
CUMmOntyY .« o + 2 o a s« 4 s P + + 190 + 109 4+ 184 + 37
Demand deposits . . . . . . . .. 3 28 + 1 + 86 + 176 + 5
Total , . . " 4 126 + 20 + 185 + 360 4 42
Change in Items corresponding
to the increase in the mone
supply )
Gold and foreign exchange((& ., . + 2 + &8 + 10 — 219 — 6709
Credit to public authoritles(}. . . . 4+ 22 + 80 + 32 + 166 + 127
Crodit to the econerny ., . . . . ., . 4+ 77 + 89 + 162 © 4+ 386 4+ 78
Other items (net) . . . . . . ... — 46 + 56 — 9 + 27 — 969
Total . . . + 125 + 2% + 195 + 360 + 42

(") The nominal changes in these lems have been adjusted for the effects of (a) the revaluation of the gold
stock In August 1950, involving an amount of Frfcs 126 milliard, of which Fr.fcs 77 milliard was used to
reduce the portfolio of Treasury bonds held by the Bank of France, and (b) the funds placed at the disposal
of the Treasury by the Exchange Stabilisation” Fund in respesct of the lean ralssd by the Treasury In the
United States In August 1850,

) From 18th March 1952 onwards the Exchange Fund had entively repaid its debt to the Bank of France, and
changes in its exchange position are no longer reflected in the latter's balance sheet. In view, however, of
the fact that the Fund was deblted with a debt of Fr.fce 41 milliard to the E.P.U. on 18th March, it seems
likely that the net gold and exchange posltion deterforated by considerably more than is shown in the table;
this would expiain the large size of the residual jtem,

It is true that until March 1951 confidence was still being strengthened by
additions to the gold and foreign exchange reserves, including claims in EP.U.
units, and this was one of the factors increasing the supply of money.

In the spring of 1951 events took a less favourable turn: the trade balance
showed an increased deficit, and banking credit to the community a steeper rise,
The deterioration in the balance of trade continued and, when in the autumn
prices and wages had been raised (see page 33), fresh credits to the economy
reached higher figures and, for the first time in several years, credits extended to
the Treasury were on a really substantial scale, the increase of Fr.fcs 128 milliard
during the third quarter being larger than the increase for either the whole of
1949 or the whole of 1950,

It is not easy to draw a clear line of demarcation between credits to the
economy and credits to the Treasury; the following table is based on the
estimates of the National Council of Credit, with the addition of the funds supplied
to the Treasury in respect of the American loan of August 1950

In the course of the autumn, it became evident that the qualitative and
quantitative regulations would have to be tightened up, and from October
onwards the “rediscount ceilings” of the banks with the Bank of France and
the “minimum reserve requirements” were enforced daily (and not, as
previously, only at the end of the month). On the other hand, the total of
the rediscount ceilings was raised from about Fr.fcs 290 to soo milliard. In
the same connection a number of restrictive measures were taken, as already
mentioned in the Introduction to this Report (page 33).

(i} The discount rate was raised, in two stages, from 215 to 4 per cent., rather

smaller corresponding adjustments being made in other charges of the Bank
of France and followed by increases in the charges of other banks,



France: Credits to public authorities.

End of March
ltems 1948 ' 1949 | 1950 | 1931 1952
in milliards of French francs
Bank of France

Advances, ete, . . . . ... .. 763 768 105 742 03
Counterpart of American loan*, , . — — 49 0 70
Partiofio of public securities. . . . 110 BRI :| 123 188 228
Total for Bank of France 873 900 a7 998 1,141

Other banks’ portfolio of public
securitles . . . ... .. ... .. 243 279 308 327 343

Postal-cheque and Treasury
deposlis . .. ..., ...... N 160 209 297 258 303
Total , . .. ... ... 1,276 1,397 1,422 1,620 1,747

* This 1oan was granted in U.S. dellars, but they wera exchanged for French francs by the Exchange Stabilisation
Fund, which continued to hold the dollar amounts abroad. The National Council of Cradit states in a footnote
to Its 1950 roport that the sum involved really represented finance for the Treasury rather than an [ncrease in
exchange reserves, hut it has not made the corresponding adjustment in its statistical tables.

(ii) Sales of bills to the Bank of France under repurchase agreement (“pensions™)
were limited to 10 per cent. of a bank’s ordinary rediscount ceiling, and, in
addition to the discount rate, a special charge of 115 per cent. was made.

(iii) The limit beyond which the preliminary authorisation of the Bank of France
was required for advances to business was raised from Fr.fcs 100 to 500 mil-
lion, but at the same time discounts (which represent by far the greater
part of business credit in France) were included in calculating this figure,
Besides introducing a check on bill financing, this measure enabled a more
effective watch to be kept on the larger borrowers,

These measures soon began to show their effect, but before long a
serious danger arose from the growing deficit of the Treasury, which in
February 1952 was compelled to ask for a direct advance from the Bank
of France. In replying to this request on 2zgth February, the Governor of
the Bank of France stated that the Bank, by way of exception, would be
willing to purchase bills up to a maximum of Fr.cs 25 milliard from the
Treasury, but, at the same time, he pointed out on behalf of the Bank,
that both short and long-term reforms were urgently needed in order to
preserve what remained of the country’s credit position and its gold and
foreign exchange reserves. And, as mentioned in the Introduction, a number
of steps were, indeed, taken in the spring of 1952 when a new government
had come into power.

In Italy, too, the outbreak of the conflict in Korea led to strong
inflationary pressure and a loss of foreign exchange due In part to a certain
flight of capital. But, when the scramble for goods began in the autumn of
1950, the Bank of Italy refused to make any large increase in its own credits
in order to satisfy the new demand from importers and others. In the spring
of the following year, when raw-material prices on the world markets fell,
they also declined in Italy, and in the second half of 1951 there was a



spectacular increase in the country’s foreign exchange reserves (due in part to
a renewed inflow of capital).

The acquisition of foreign exchange with funds furnished by the Bank of
Italy accounted for about one half of the increase in the supply of money during
1951, the other half being due to normal expansion of ecredit. In 1951, as in
previous years, a considerable part of the credits granted by the banking system
was backed by genuine resources obtained from an increase in savings deposits, as
may be seen from the following table. :

Italy: Formation of the money supply.

loms 1948 1949 1950 1951
in milliards of lire
Change in money supply and in
savings deposits: -
Curreney{’y. . . . v v 0 v v v uu + 194 + 72 + 131 4+ 133
Demand deposits () . . . . . . . . + 2N + 238 + 139 + 262
Total monsy supply. . . + 465 + 310 + 270 .+ #156
Savings deposits . . . . ... . . + 319 + 3N + 34 + 247
Grand total . . . . .. .. + 844 + 681 + 584 + 662
Change in corresponding items:
Gold and foreign exchange , , . . + 163 + 258 + & + 222
Balance of counterpart funds,
increase (—) . . . .. ... — 5 — 135 + 122 + 4
Credit to the economy:
Bank of Haly®. .. . . PN + 9 + 45 + 49 — 19
Other banks{ . . . . ... ... + 346 <+ 324 + 2066 + 368
Postal system . . . . . . ... . + 24 + 15 + 30 + b4
Total v . & v v v v o s + 37 + 386 + 345 + 401
Credit to public authorities:
Barkof Maly ™ . ... . ..., + 16 —_ 2 — T8 — 60
Other banks® . . . . . .. ... + 195 + 69 + 70 + 105
Postal syatem . . . . . ... .. + 137 + 161 + 148 4+ B5
Total . . ..+« . .. + 408 + 228 + 140 + 110
Other Hems (net) . . . . . . ... — B3 - 56 — B — 112
Grand total . . . . . .. . + B44 + 681 + 584 o+ 662

) Including notes, coins and bank drafts (“vaglia’ and “‘assegni").

{9 Excludihg current accounts with the postal system.

() Including rediscounts and advances to the banks.

&) Including credits ogran‘ted in foreign currencies (Lit. 39 milliard in 1951).
(%} Current account the Treasury with the Bank of 'Ibulg.

® Inctuding Investments in Treasury bills made via the Bank of Maly.

Since 1948 the Treasury has ceased to borrow from the Bank of Italy, its
overall cash deficit being fully covered by postal savings, subscriptions to Treasury
bills and allocations from counterpart funds, On its current account with the Bank
of Italy, the Treasury has since 1950 accumulated a credit balance; this rose to
Lit. 188 milliard in February 1952, owing to the success of the special loan ficated
1o cover the cost of relief and reconstruction in flooded areas.

The fact that the Bank of Italy has put a brake on credit expansion does
not mean that the economy has been starved of the funds necessary for expansion.
The increase in agricultural and industrial production (in the latter case to nearly
40 per cent. above the pre:war level by the end of March 1952) has been
financed not by inflationary methods but out of genuine savings invested either
through the banks or through the capital market.
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Italy: Finance provided in 1948—51.

ltems 1948 1949 1850 1951
In milliards of lire
Finance to pubiic authorities
Banks and postal system() . . . . . ... 403 208 140 110
Pubic subscriptions to government securities 113 65 a8 65
Releases of counterpart funds(®. . . . . . 73 56 234 241
Total . . ... ... 594 340 472 418
Finance to the economy
Banks and postal system('} , . . . .. .. 379 386 345 0
Special credit institutions® , . . , . . . . 45 58 59 60
lssues on capital market:
BONAS . & . . s s e e e e 24 108 33 7
shares. . . . .. .. e e e e % 80 65 o
Releases of counterpart funds . . . . . . oo 25 1 6
Total L . ... .. 565 666 513 | 54
Grand tofal . . . . . 1,159 1,15 985 970

8 For detalls, see preceding tabie,

These releases to the Treasury served largely to finance investment expenditure, including some investment
it the private economy, It is not possible, however, to glve separate figures for the latter,

() Granting mainly medium and long-term credits.

The special issue of g-year 5 per cent. Treasury bonds made in order
to finance the repair of flood damage brought in Lit. 122 milliard in fresh
cash, in addition to Lit. 25 milliard of conversions of ordinary Treasury
bills. As the demand for credit became less intense, the government was
able, in May 1952, to reduce the interest on new issues of one-year Treasury
bills from 4% to 4 per cent, and at the same time the Bank of Italy
reduced from 4%, to 4%, per cent. the rate paid on the deposits which the
banks have to make in order to fulfil their compulsory reserve requirements.

Switzerland, like Italy, was able to refrain. from raising interest rates
after the outbreak of the conflict in Korea; but in Switzerland there was no

Swiss National Bank: Selected items from the balance sheet
(together with the gold holdings of the Confederation).

Confeder- )
ation Matlonal Bank
Agsets Liabillties
End of Gold
holdings gold and notes In sight
dollars bills advances clreulation deposits
in millions of Swiss francs
1949 . . . . ... ..., 269 8,500 a2 31 4,668 1,791
1850 .
Jung . .. L. 495 6,534 73 24 4,283 2,202
Decamber , . . .. .. 387 6,232 170 85 4,664 1,773
1951 :
dune . .. L. 278 6,210 149 a9 4,468 1,810
December , , . . ... 278 5,23 248 59 4,927 1,528




necessity for imposing drastic restrictions on the granting of bank credit;
domestic savings were fully adequate for internal needs and the country’s
ample gold and dollar reserves had only to be reduced by about 7 per cent.
to meet the requirements of foreign currency resulting from an Increase in
the import surplus. '

The National Bank’s advances and discounts rose by Sw.fcs g9r million
in the twelve months following the outbreak of the conflict in Korea, but
this additional amount was used almost entirely to finance the special holding
of stocks by importers. There was, however, a2 decline of some Sw.fcs 480 mil-
lion in the cash reserves of the commercial banks over the same period and
the capital market became somewhat tighter, the yield on government bonds
rising from a low of 2.27 to 2.93 per cent.

Switzerland: Balance sheet of fifty-two major banks.*

Assets ' Llabijlitles

Time ,

End of Mortgage Stght and Cert-
Cash Bills Advances loans Securitles liabilities | savings ﬂcat:;es'

deposits e,

In millions of Swiss francs

1949, . . ... 1,337 2345 - 4,117 4,20 2,194 5111 7,027 4,893
1950 June. . ,{ 1,555 2,101 4,168 8,469 2,302 5,432 7,080 4,378
December 1,14 2,383 4,674 8,604 2,263 5,238 7,566 4,595

1851 June, , . 1,074 2,360 4,983 82876 2,361 §,308 7,805 5,088
December 1,166 2321 5.224 L RED) 2,348 5428 3,028 5,243

* Inctudes the cantonal banks, sighteen commercial banks and seven savings banks.

The credits granted by the banks, especially those provided in the form of
advances, increased substantially in 1951, Certain steps were taken, not primarily
for reasons of safeguarding the liquidity of the banks, but rather in order to lessen
the intensity of the domestic boom, especially in the building trade. Under =
so-called ‘‘gentleman’s agreement” concluded between the National Bank, on the
one hand, and the banks and other institutional investors, on the other, loan-
financing of the construction of blocks of flats or houses was to be limited to
~o per cent, of the cost; at the same time, public authorities were asked to reduce
their building programmes or to spread them over a longer period than had
previously been planned. In addition, the Confederation, in October 1951, adopted
a scheme by which business firms were to be encouraged to build up “crisis
reserves”. If firms invested part of their profits in government securities pending
their use for investment in a possible recession, the Federal tax on that part of
their profits would be refunded when the reserves were eventually used,

In Austria, on the other hand, there has been an almost continuous
inflationary rise in prices since the end of the war, and in the course of
1951 it became evident that a point had been reached at which confidence
in the schilling was seriously threatened, for, in that year, prices rose much
faster than the supply of money (indicating an increase in the velocity of
circulation), Savings deposits showed hardly any increase over the year; in
December they stood at Sch. 2,275 million, which was considerably less than
the pre-war figure, although prices were 7 to 8 times as high as before the war.



Austria: In 1951, credits granted by

Money supply and savings deposits. the banks to the economy rose
1oney Ppiy an 9 P by Sch. 4,513 million {or 42 per

Money supply cent,), of which as much as

Sight Savings Sch. 2,71‘6 million {i.e. mote than

End of Notes in | deposits deposits |  half the increase) was rediscounted
circulation (ﬂtgtliuoc:llglu Totat with the National Bank. Two-
Bank) thirds of this: rediscounting, how-

in_millions of schillings ever, involving an amount of

Sch. 1,800 million, represented the

1937 .. .. 944 4 1,891 2,460 N
937 a7 89 ® transmission of counterpart funds
1948, ... 8635 | 4,763 | 10418 1,272 to business firms via the banking
1949, .. . 5721 5888 11,709 1,670 system. Purely commercial credits
1980, .. .| &340 7,27 13,620 | 2,198 by Sch 0 ;
1981, ...| 8032 | samoe | 1693t | 2275 grew by Sch. 2,706 million, and o
1952 March | 8,222 6000 | 17212 | 2720 this amount Sch.goo million was re-

disc_ounted with the National Bank.

~Austrian National Bank: Selected items from the balance sheet.()

Assels Liabilities

Deposits of . Fres
End of Gicorl:i{::d . Commercial | Treasury publlc Note deposits
exchan bills bilts authorities circulation of other

ge
free l blocked® banks
in milliong of schillings

1949, . .. 104 154 2,089 1,222 1,145 5,721 454

1950, . . . 500 309 1,949 988 1,841 6,349 429

1951, . .. 634 1,710 2.210 581 1,469 8,032 539

1452 March 764 1,341 2,257 253 1,698 8,022 3

(' Under the system adopled for the use of E.R.P.aid In Austria, releases of counterpart funds are used to
write down the claim of the bank on the state; at the same time, the bank raiges ifs “'ceiling” for redis-
counting recenstruction credits by a corresponding amount. Changes in these 1wo ftems, both of which are
excluded from the above table, roughly oifset each other, ) tnctuding counderpart funds not yet utilised.

- In the spring of 1951 the authorities had made two agreements with the
commercial banks, providing for severer qualitative credit restriction and also for
the observance of certain liquidity ratios. In October 1951 a further agreement was
concluded, according to which the increase in credits was to be limited to 70 per
cent. of the increase in deposits; but the restriction was not to apply to credits
for financing reconstruction, exports or the harvest. The agreement was followed
by discussions regarding the rediscounting facilities for the various banks; and on
6th December 1951 the National Bank raised its discount rate from 3% to 5 per
cent. It is true that reconstruction credits and some other special forms of credit
were still advanced at the old, lower, rates but, with this exception, there was a
general increase in the rates charged, the charge for ordinary bank credits, including
cotnmissions, amounting to 914 to 1o per cent. On 1st January 1952 the banks
also raised interest rates on deposits, making especially large increases (of from
2 to 4% per cent) in the rates for longer-term deposits.

Action has also been taken in other fields: a voluntary lowering of prices
was agreed upon in the autumn (see Chapter III) and budgetary appropriations for
mmvestments were reduced or, in some cases, blocked until resources became
available (see Chapter VIII}. The effect of the more recent measures cannot yet be
judged, but the changes in credit policy were made in the latter part of 1951,
and the data now available regarding the amount of credit granted, the movements
of prices and the acquisition of foreign exchange since that time indicate that the
action taken has already had a considerable effect,



Reference has been made in the Introduction (page 7) to the credit
measures taken by western Germany in the autumn of 1950 and the spring
of 1951 and to the success of these and the other measures in bringing about,
within a short time, a current surplus in the balance of payments.

Germany: Monthly changes in credits granted to the economy
and to public authorities.

Credits granted to the economy by commercial bank
¢  ¢c i e ® Crodits granted to
short-term credits() public authorities by
net meqffum
Pariod and
tredits total {2 the
gross ‘I;'"p"”f' (after | tong-term [ 1OWICY il centrale
_ credits cence | yaguction | Ccredils banks banking
deposits | ot inart system %}
deposits)
monthly rate of change, in milllons of DM
1948 . .. ... ... + 394 + 2 + 382 + 17 + 508 + 53 + 28
1950
1sthalf . ... .... + 238 — 4 + 242 + 240 + 482 5 + 134
July-Qctoher. . . . . . -+ 439 + 33 + 406 4 340 746 8 — 2
November-December . . -+ 330 + 145 + 185 -+ 352 -+ 537 — 18 — 1
1951
January-February. . . . + 275 + 106 + 168 + 245 + 414 + 43 — 3
March-Aprii . . . . .. — 486 — 178 — 308 + 349 + 4 + &1 — 162
May-dune .. ... .. + 15t + 251 — 100 + 238 + 138 + 74 + 20
July-August . . . .., + 218 + 32 + 186 + 296 + 412 + 153 + 2
September-October. . . + 203 — 389 + 592 + 220 4+ 912 + 238 — a2
November-December |, . + 627 — 32 4 659 + 278 + 934 — b6 + 167
1952
January~February. . . . + 491 - 1 + 492 + 176 + 668 + 7 — M
Total amount of credit out-
standing on 29th February :
1952 {in millions of DM) 16,011 — 18,011 8,832 24,843 2,605 Ba4

M As a guide to the real scale on which short-term credits were extended, the net figures are preferable to the
gross figures, since the deposits for fmport licences, which were reintroduced in the autumn of 1950 and
agafn dispensed with in the autumn of 1951, were financed by the importers mainly by means of additional
short-term credits, which they obtained from the banks. The table thus shows, in addition to the gross
amount, the amount of credils remaining after deduction of the increase In impori-licence depasits, this
being a closer approximation to the actual amount of credit used for ordinary business purposes.

& In addition, credits (mestly based on allocations of counterpart funds) have been granted an a considerable
scate by the “Reconstruction Loan Corporation®’; but since their rate of growth has been fafrly regular, the
inclusion of thege credits would not make much difference to the changes in trend shown above,

3} inciuding a very small amount of credits granted to the economy.

Since German output has been rising at a rapid rate (the index for
industrial production showing an increase of 2o per cent. from 1950 to 1951),
it was only to be expected that the credit volume would expand — and this
should be borne in mind when considering the significance of the slowing-
down of credit expansion in the spring and summer of 1g¢5I,

In the four months (July to October) after the outbreak of the conflict
in Korea, short-term credits were rising at the rapid rate of over DM 400 mil-
lion & month and total banking credits to the economy at a rate of nearly
DM 750 million a month. Mainly thanks to the restrictions imposed, this rate
of increase was gradually reduced to only DM 41 million 2 month in March-
April 1951, Since then the net rate at which credits are granted to the



economy has increased again, and with the change to a surplus in the balance
of payments, the Bank deutscher Linder acquired fairly substantial amounts
of foreign exchange (including claims in E.P.U. units), which contributed to
an Increase in the supply of money.

Germany: Changes in the formation of the money supply.

Amount
1950 1951 outstanding
Items ¢ at end
1st half L2nd half 1st half | 2nd half of 1951
in miflions of OM
Changes in money supply and also
in time and savings deposits and
other Jong-term funds received
by banks
Mote circulation . . . . . . .. .. + 3B + 242 + 100 + 1,02i 8,801
Demand deposits . . . . . . . . . 4+ 102 + 1,289 + 420 + 1,216 8,786
Tetal money supply . . . + 484 + 1,53t + 520 + 2,237 18,589
Time and savings deposits and other
fong=-term funds received by banks, 4 2,580 + 2,509 + 1,815 -+ 2,775 16,696
Total . . . ... v v + 3,34 + 4,130 .+ 2,335 + 5012 35,275
Changes in:
Gold and foreign exchange . . . . . — 53 —  B2E + E86 + 1,176 1,582
Counterpart funda (. . . .. . ... — 238 + 104 — 75 + 52 — 1,186
Net credits to the economy () . . . . + 3,229 + 4,612 + 1,407 + 4,833 25,3268(%
Net credits ta public bodies(). . . . + 946 + 479 + 292 — 488 — 1,502(%
Miscellanetus . . . . . . . . . - .. . — B3 — 440 — 175 — 350 11,043
Totab . . ........ + 3344 + 4,130 + 2,335 + 5,012 35,275

{1} Increase {—) or decrease {+) in nat balance of counterpar funds deposited In the central-banking system.
Funds released for investment purposes are included among “‘other long-term funds received by banks and
the corresponding credit amang "“credits to the economy' and ‘'credits to public bodies™,

(%) {ncrease in credits to the ¢conomy granfed bi' the commercial banks as shown in the table on page 196,
plus credits granted to the economy by instalmeni-credit institutes, the postal savings system, lhe Kredif-
anstalt fir Wiederauibau and the Finanzierungs A.G., and by the central-banking systetn, minus the increase
in import-licence deposits with the central-banking system,

{#) A small amount of credits granted to the economy by the central-banking systom 1s included in the absolute
total of cradits to public bodles. The item *‘credits to public bodies' is negative, because the depogits of
public authorities wera larger than the credits granted to them.

) Credits granted to public authorities by the institutes mentioned in note {2), plus colnage profits accruing
to the government, minus the increase in the deposits held by public authorities, including the Allied
authoritles  (but excluding <ounterpart funds).

In the second half of 1951 the volume of business credits expanded by
about the same amount as in the second half of 1950, but in the second half of
1951 the budgetary position was more favourable, with the result that the total
of net credits to public authorities decreased by nearly DM 500 muillion, while an
increase in savings deposits brought an additional DM 770 million, in addition to
a growth in other Jong-term funds.

In the early months of 1952 the credit expansion would seem to have slowed
down somewhat, and Germany's balance-of-payments position remained favourable.
In view of these developments, the Bank deutscher Linder decided on 28th May
1952 to reduce its discount rate from 6 to 5 per cent. and to make corresponding
adjustments to other rates.

One difficulty still remaining is the absence of an effective capital market:
one of the obstacles which, for some time, stood in the way of the formation of
such a market was the uncertainty as to the details of the special tax designed



to share the losses and
Germany: Consumer goods industries. burdens resulting from the

| = " . . »
Monthly Index: 1950 = 100 war {'"Lastenausgleich’),

M | but this obstacle hes now
“or A A 7%0 .| been removed by the final
220 =y 24 adoption of the relevant
son |- Forsian sales | bill in May 1952, Another
0 N ! w0 difficulty is the legal maxi-
140 180 mum rate of § per cent.
160 ij Home market sales Jio | fixed for long-term lending.

This limit need not be

.

10 = \_ 0 observed, however, by the
120 —~ 10 governments of the Linder,
and in May Bavaria made

ol 100
30 A 7 1950=100 dao an issue of 8 per cent.

f Treasury bonds with an

—

60 1 B0 effective yield of about
Wk =0 9 per cent. —an issue which
20 ol o b b b e b s by ey 2 was considered highly suc-
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1950 1951 1952 cessful, since DM 160 mil-
: lion was subscribed.

Belgium was the second country (after Denmark) to raise its discount
rate following the outbreak of the conflict in Korea (doing so in September
1950) and was the first country to lower it again in 1951 (in July of that
year). As was stated in the annual report of the National Bank of Belgium
for 1951:

“It is in fact wise not to lay down any general rule in favour of a
policy either of cheap money or of dear money, but to apply them each in
turn as circumstances tequire.”

In September 1950 the discount rate was raised from 3.25 to 3.75 per cent.;
when the rate was lowered again in the following year it was first of all changed
to 3.50 per cent. {in July) and then to 3.25 per cent. (in September).

It was a sharp upturn in the country’s foreign trade -— both imports and
exports — which gave rise to an extraordinarily strong demand for new credit
accommodation in the autumn of Igsc; as may be seen from the following table,
the National Bank was obliged to increase its credits to the economy and, at the
same time, draw on its gold and foreign exchange reserves in order to pay for
the initial heavy import surplus (the export surplus did not reach its maximum
unti! the autumn of 1951).

The graph shows the close correspondence between imports and business
credit granted by the banking systern; during the second half of 1950 both rose
by about one-third; there was a further increase in both during the first  three
months of 1951; and both fell appreciably during the summer, only to rise once
more in October. The main preoccupation of the National Bank has been to
counteract any undue expansion of credit such as might endanger monetary
stability; and it has done this by its interest policy and by other means (e.g. by
reducing the maximum maturities that it would accept for certain import bills
submitted to it for rediscounting).

A special difficulty arose as a result of the growing surplus in relation to the
European Payments Union. In order to rectify the situation, the National Bank
began in the autumn of 1951 to discourage the refinancing .of imports from the
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National Bank of Belgium: Selected items from the balance sheet.

1849 1950 1951
Amount at end of period December June | December March December
in milliards of Belgian francs
Assets
Gold and foreign exchange (nef). . . 40.3 98.7 3620 6.7 50.2
Credits granted
(a) Credifs to the state . . . . . . 5.3 5.0 4.1 0.6 6.5
(b) Consolidated claim on the state as.o0 349 34.9 34.9 348
{t) Credits o public bodies . . , . 34 3.4 45 2.1 1.8
(dY Credits to the economy . . ., . 4.4 52 1.7 i2.6 9.2
Tofal credits. . . , , 8.7 8.5 55.3 504 52.4
Total of agsets ) . . . ., ... ... 979 95.3 997 8.5 11.7
Liabilities
Special deposits against E.P.U. claims - — — —_ 5.1
Counterpart funds . . . . . .. ... 0.4 0.0 0.0 0.0 1.0
Note cirewlation . . . . . ... ... 87,9 87.3 88.6 85.0 93.0
Total of habilittes . . . . ... .. ' 97.9 453 99.7 945 11.7

(' In August 1950 the nominal amoynt of the gold reserve was raised by B.fes 4.3 rﬁilllard. so that the real
reduction in the reserves during the year exceeds the figure in the table by this amount,
3 Including miscellanecus jtems.

Belgium: Business credit, imports and trade balance
{monthly, In millliards of Belgian francs).

1959 1851 1652
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dollar area, while easing its conditions for the rediscounting of bills in respect of
imports from E.P.U. countries. Moreover, by an agreement concluded in March
1951, the National Bank had limited its liability to finance credits on account of
the EP.U. to Bdcs 10,066 million {excluding temporary advances made and repaid
in the course of the same month). This limit was reached in September 1951,
and the further growth of the Belgian credit on the E.P.U. account was financed
partly by the Belgian Treasury and partly by the blocking of 5 per cent. of the
sums received by Belgian exporters. By the end of the year these two latter
methods financed B.cs 5.1 milliard of the total Belgian claim on the E.P.U. of
Bfcs 15.2 milliard. Early in 1952, since the continuance of the surplus with the
E.P.U. necessitated even more drastic measures, an increase was made in the
propottion of export earnings which was blocked.

Belgium: Official discount rate.
4% - 4%
In — — 3%
3 — 3%
3% ' ~3u
SO T T N A O T T T T T I AN
ot 1950 1951 t952

The total supply of money increased by ¢ per cent. in 1951, or at about
the same rate as the average rise in prices (retail and wholesale taken together).
The expansion in total business credit during 1951 was small (compared with the
considerable expansion in the second half of the previous vear) but there was a
fairly substantial rise in credits granted to public authorities.

Belgium: Credlts granted by the banking system.

Credits to the economy Credits to public authorities
End of

National National

Bank Others Tolal Bank Others Total
in milliards of Belgian francs

1948, . . .. . 59 214 27.3 84 33.6 42.0
1949, . .. .. 44 22,7 L2714 9.4 342 436

1850 '
June . . . . 5.2 23.8 20.0 8.4 35.5 43.9
December, . M7 24.3 36.0 8.7 .8 43.5

1951

March. . . . 12,6 25,0 _ 378 27 8.3 9.0
December. . 8.2 276 36.8 8.4 38.9 173

Stock exchange prices rose in 1951 by about 35 per cent., while there was
a slight fall, on balance, in the quotations of government securities.

After steps had gradually been taken to eliminate the excessive liquidity
left over from the war (see page 52), the central bank of the Netherlands
began to pursue a flexible credit policy: on 26th September 1950 it increased
the discount rate from 215 to 3 per cent. and in Aprl 1951 it followed up
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Notes in circulation.
End of
Countries Juns 1939 | Dec, 1947 | Dec. 1849 ’ Dec. 1850 | Dec. 1951 | Dec. 1951
In millions of national currency unlts }'&33“:’%'3.?
Austria . . ., ... ... 800 (1) 4,326 (9 5,721 65,249 8,032 893 (%)
Belglum . .. ...... 22212 80,374 /7,890 88,529 84,957 428
Denmark . . ... ..., 446 1,641 1,827 1,709 1,817 407
Flnland , ... .. ... 2,200 25,162 29,606 34,383 44,774 2,035
France . ... ......| 122611 820,831 1,278,211 1,560,561 1,841,608 1.502
GermaNny . ., v v v .. . 9,115 B 7,698 (% 8,232 (% 8,243 (9 107 5
Greece , .. ..... 8,002 973600 (1,088,613 |[1,8097,080 2,198,404 27,473
leoland . . ... .. P 12 107 184 197 198 7,589
lrefand . ., .. ..... 16 48 54 57 62 387
Maly .0 v vnvnv...| 21,5330 | 7949880 1,067,047 0 [1,174,223 %) 1,302,374 8| 6,048
Netherlands . . . ... . 1,045 3,144 3,149 2,092 3,037 290
Norway . . , . . .. . 475 2,088 2,308 2,997 2,659 560
Portugal . , ., . P 2,006 8,752 8,456 ‘8,526 9,362 447
Spain. ... .. e 13,536 (" 26,014 27,645 31,661 36,239 2588 (5)
Sweden . . . . .. ... 1,059 2,895 3,287 3513 4,000 286
Switzetland , ., . . . .. 1,729 4,383 4,566 4,664 4,927 285
Turkey . v .. ... .. 211 888 aso 262 1,138 540
United Kingdom . . . .. 499 1,350 1,322 1,389 1,438 288
Canada®, ... .. . 213 1,046 1,110 1,137 1,191 559
United States. , . . .., 6,488 27,464 26,116 26,167 27,552 425
Argentina , ., ., .....|l 14128 5,346 10,128 13,288 17,704 1,569
Bolivia . . , .. ..... 30 1,848 2,547 3,432 4,157 7,379
Brazib, . . .. ..... 4,803 20,388 24,045 31,205 35317 738
Chite . . .. .... BE6 4,067 5,744 7,047 8,837 1.020
Colombla . , . . ... 57 288 478 453 523 a7
Costa Rica . ., ... 28 87 109 108 114 412
Ecuador P 64 338 as7 a7 450 700
Guatemala . . ...... 8 30 35 <1 39 456
Mexico . . . ....... 318 1,762 2,262 2,798 3,330 1,046
Paraguay (" . , - 12 (M) 43 ;-] 139 231 1,978 ('
T 13 699 883 1,034 1,208 1,067
Salvador ., . ..... 15 54 €5 T3 82 557
Ureguay . . ... .. o1 241 207 361 asps 384
Venezuela . 133 (M) 606 gi4 788 an 653 (19
Egypt. . . . ..« 21 138 166 184 201 972
Israsl . . . . ... ..... . . 50 73 100 .
India . ... .. . . 1,846 - 12,388 11,0651 11,633(12) 11,4110 &8
lram. ... ... ‘e 893 6,908 5,984 6,737 GATH 726
Iraq ' ' 4 35 3 5 32 749
South Afrlce . .. .. 19 66 &8 75 86 447
Australia .. ... ... 48 2085 240 272 324 683
New Zealand . . . . . 16 52 59 82 &9 445
Japan, .. ..... 2,490 219,142 385,912 422,063 506,385 20,335

* Novamhber 1951.

} 7th March 1933, o
(*} Compared with the circulation of Relchsbank and Rentenbank not(s}: in June

{3 Tth Decernber 1947,
Y} For the Bank deutscher Lander, in

8 Including state and Allied Mllitary CUFTENCY.
Compared with end of Decembar 1941,

¢} Not {ncluding notes tetd by the chariered banks as reserves.,
(“ End of December
("} Including India notsa feturnable from Pakistan.

® Compared with 7th March 1938,

1939,
End of December 1941,

(1% Notes and coin.
(2) Compared with end of December 1839,
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this move by a second increase to 4 per cent. Thanks to the rehabilitation
programme and to the other measures taken, equilibrium was successfully
re-established (see page 12), and in January 1952 the Nederlandsche Bank
decided to reduce its discount rate again from 4 to 3% per cent. The foreign
payments position continued to be satisfactory and in the following April
the Bank announced the temporary suspension of the measures of credit
restriction introduced early in 19s51.

_ Long-term rates were also affected by the credit developments. In the first

half of 1950 municipal and provincial lpans were still yielding only just over
3 per cent.. (which was about the same as the vield of government securities);
after that, however, a fall in quotations caused the vyield to rise to about 4 per
cent. by the middle of 1951 and to 4% per cent. in the second half of the year.
A number of local authorities issued certain new types of loan carrying a rate of
interest which was relatively low to begin with and would rise towards the end of
the currency period (the bonds of such loans were thought to be particularly
suitable for individual investors desiring a higher income in their old age).

The supply of money, after contracting considerably in 1ggo, expanded to
an even greater extent in 1951, The main reason for the net change over the whole
of 1951 is the reduction in the rate of increase of the balance of counterpart
funds; but the two halves of the year really need to be considered separately.

Netherlands: Formation of the money supply.

1951
1949 1950
Items . 1st hatf | 2nd half Year
in millions of florlng
Changes in money supply and time
deposiis
CUMFERBY . « v v 4 v b 4 4t 4 v v s — B8 — 159 — 119 + 1M + 72
Demand deposits . . . . . . .. .. + 278 — 32 — 181 + 330 + 139
Total money supply . . .| + 220 — 4 — 30 + B2 + m
Timedeposits . . . . ... .. ... _ 4 + 10 + 159 + 226 + 385
Total + M6 — 461 — 1% + T47 + 596
Changes In corresponding assets

Gold and foreign exchangs . . . . . + 429 + 215 — BEi5 + 738 + 223

Balance of ¢ounterpart funds,
nerease (—) . . v o . v e . . ‘e — 690 — 1,375 — 320 — 186 — 508
Credit to public authorities®, . , . . + 122 + 287 + 448 + 198 + 646
Credit to the private economy , . , . + 180 + 455 + 180 + 57 + w7
Refease of blocked balances. . . . . + 90 + :13 + 7 + 3 + 10
Other ifems (net} . . ... ... .. + 108 — 177 + 49 — 63 — 14
Total + 218 — 451 — 151 + 747 + 596

* Including c¢redits to public authorities other than the central government; these were negligible in 1949 and
1950, but amounted to Fl. 25 million in the first half of 1851 and FI. 184 million in the second hat.

In order to pay for the heavy trade deficit which ‘had developed in the
second half of 1950 and which was aggravated in the early months of 1951 by
a change in the terms of payment to the disadvantage of the Netherlands, the
Nederlandsche Bank had to resort to sales of gold and foreign exchange; these
sales were on such a scale that they more than offset the expansion in certain
other items — notably credit to public authorities. In the second half of the year



the ‘contrary was the case: the acquisition of foreign exchange outweighed every
other influence and led to an expansion in the amount of money outstanding.

In January 1952, a new ‘“Act regarding the Supervision of the Credit
System” conferred upon the Nederlandsche Bank, with effect until 1955, certain
powers more or less corresponding to those which it had been exercising since the
war by virtue of emergency decrees. The Act does not contain any detailed
regulations but it empowers the bank to control the setting-up of new credit
institutions, to supervise their granting of credit in its main lines and to lay down
general rules for their liquidity and solvency.

Among the northern countries, Denmark is the only one which was
exposed to a deterioration in its terms of trade (see the table on page 10);
and Is, moreover, the country in this group which took the most energetic
measures of credit policy to righten its difficult balance-of-payments position.
The general lines of this policy have already been indicated on page 10.
The discount rate was increased in two stages from 314 to 5 per cent., and
in March 1951 the four main political parties agreed on plans for a further -
increase in taxes and forced savings.

Tn the first half of 1951, when it was necessary to draw upon the gold and
foreign exchange reserves, the supply of money declined {(as in 1950); in the second

half of the year, on the other hand, foreign exchange earnings became one of the
main factors making for a renewed increase in the liquidity of the banking system.

Denmark: Factors influencing liquidity.

1851
1949 1950

Change during peried 18t half | 2nd half Year

in millions of Danish kroner
Gold and fereign exchange position (net) + 207 — 308 — B4 + 283 + 199
Marshaii aid In-payments . . . . ... — 580 — 430 — 203 — 202 ‘— 405
Import-licence depesits . . . . . . .. _ — — 199 — 63 — 282
Government transactions, . . . . . .. 4 3 + 359 + 305 + 239 + 544
Other items . . . ... .. + 3 + 27 + 63 — 13 + 50
Total ... + 89 — 3560 — 118 + 244 + 126

As may be seen from the above table (based on data obtained from the
annual report of the National Bank of Denmark), government transactions (largely
connected with repayments of debts) have consistently led to an increase in liqui-
dity, and for 1951 as a whole this was on an even larger scale than the accumula-
tion and use of counterpart funds (which exercised a contracting influence).

The note circulation, which had remained almost unchanged in the years
19046—49, rose in 1951 by barely 6 per cent., and the moderate Increase in deposits
in tecent vears has been entirely due to the growth of time and savings deposits.
The expansion of advances has also “been slowed down, advances rising by about
D.Kr. 700 million in 1949 and 1950 and about D.Kr. soo million in 1951.

The yield of irredeemable government stock rose from 4% per cent. in July
1950 to 5.45 per cent. in September 1951, but from then onwards there was a
moderate recovery in bond prices. In the autumn of 1951 certain facilities for the
rediscounting of building loans were restored (as stated on page 10), but in its
report for 1951 the National Bank declared that the time was not yet ripe for a
general increase in liguidity.



The majority of European countries saw a deterioration in their terms
of trade in 1950-51, which meant that energetic measures had to be taken
and sacrifices made if large deficits in the balance of payments were to be
avoided (although the impact of these difficulties was postponed somewhat in
France and the United Kingdom, while stocks of imported goods were drawn
upon). For Finland and Sweden, however, the Korea boom brought a
very marked improvement in the terms of trade (page 10), and in the case
of Norway there was, at any rate, no deterioration; moreover, the balance-
of-payments position of all these countries — especially Norway — was
greatly strengthened by higher income from shipping. To some extent, these
countries were in the same position as some raw-material-producing countries
overseas, in that they experienced a sudden increase in their income from
abroad. When plenty of foreign exchange was coming in, it seemed less
necessary than before to adopt a restrictive credit policy; but the doubling
of the prices of major exports and of freight rates, though highly beneficial
to the balance of payments in the short run, gave rise to serious inflationary
tendencies which, as was pointed out by the Governor of the Norges Bank
in his report for 19s1, did not always receive the attention they deserved.

“The question is what changes the financial and monetary manage-
ment ought to consider as a guide in determining its policy. It has
usually been the external balance. This was the predominant considera-
tion in the period of the gold standard, and that was also the case in
1951-52 in Great Britain, the Netherlands, Denmark and France. It
seems that the forewarnings which appear in the internal economy, at
least in the beginning, do not arouse so much attention.”

In both Norway and Sweden great reliance had been placed on price
and wage freezes, alded by subsidies designed to hold down the cost of
living, by budget surpluses and by direct control of Investment, but with
relatively little help from monetary policy. When prices began to rise after
the Korea boom had intensified the impact of devaluation, it became clear
that the subsidies necessary in order to keep prices at somewhere near their
old level would be too costly, and fairly sharp upward adjustments had to be
made in the prices of important items affecting the cost of living and also
in wages.

In its balance of payments Norway had a surplus in 1951 (see Chapter 1V)
and was able to add N.Kr. 217 million to the {net) gold and foreign exchange
reserves of the Norges Bank, but this addition was not decisive for the
country’s internal credit developments in that year. These must be seen
against the background of the use made of Marshall aid to reduce the
excessive liquidity left by the war (see Chapter II). Early in 1951 the cash
reserves of the banks (including their holdings of Treasury bills, which had
nearly reached vanishing-point} were reduced to a point at which their
lending capacity was likely to be curtailed, with the consequence that
interest rates would tend to go up. The vield of government bonds had
already risen from 2.54 to 2.68 per cent. in the second half of 1950. In that
situation, the authorities, in order to increase liquidity, took two measures



which more than offset the contracnng effect of the continued accumulations
of counterpart funds:

(i) An amount of N.Kr. 510 million, representing the remainder of the deposits
blocked at the Norges Bank under the monetary reform (of 1945), was
released in March 1951 (see the table).

(iiy In May 1951, another amount of N.Kr. 400 million was transferred from
the government ‘‘Regulation Account” to a special account to be used to
provide funds for the state-owned banks, These banks, which play an active
role in the financing of building activity, were no longer able to issue bonds
at low rates and it was, therefore, decided that they should obtain funds
directly from the Norges Bank.

When actually used for the granting of credits, the funds supplied in the
first instance to the state-owned banks naturally tended to increase the liquidity of
other banks as well. In all, the commercial banks and savings banks increased their
liquid assets during. rgs1 from N.Kr. 98 to 1,334 miilion; and demand deposits,
which had been falling slightly in previous years, rose in the same vyear from
N.Kr. 2,185 million to N.Kr. 2,707 million,

Norges Bank: Sefected items from the balance sheet.

Asgsels Liabitities
Foreign . Deposits
End of Gold axchange Resulati&:n Co:an:ter govc;:rr::ent Blocked Note N of

net accoun accounts | circulation | Norwegian

'yl ( p ) funds deposits A

in_millions of Norwegian kroner

1947 185 567 8,004 — 3,079 B47 2,088 1,309

1948 185 298 7,024 197 3085 750 2,159 818

1949 185 73 7114 317 1618 580 2,308 1,324

1950 185 117 6,202 355 1,245 515 2,397 .

1951 185 334 6,202 396 952 —_ 2,658 1,038

() The gold reserve has, since 1940, been valued at a'_pnce of N.Kr. 4,960 per kilogramrne At the end of 1951,
the actual price of gold corres onding to the LM.F, parity of the krome amounted to N.Kr, 8,038 per kilo-
Pramme. &0 that the current value of the reserve amounied to aboui M.Kr. 200 rnil'.ion

@ Including “provisionally held gofd", amounting to M.Kr, 57 million at the end of 1851,

By this increase in liquidity the rise in interest rates was brought to a halt,
the vield of government bonds remaining at 2.78 per cent. during the second half
of the vyear,

In the fourth quarter of 1950 it was found necessary in Sweden to
end the price and wage freeze. Between September 1950 and September 1951
wholesale prices rose by over 30 per cent. and the cost of living by about
20 per cent., while prices of exports went up by about 7o per cent. and those
of imports by 22 per cent.; it was thus evident that external influences (as
transmitted via the existing rates of exchange) were a major cause of the
price rise,

In addition to other measures taken to lessen the inflationary pressure
(including levies on exports, a reduction in the scale on which building permits
were Issued and a tax on investments), certain changes were made in monetary
policy, of which the most important were an increase in the discount rate and a
temporary discontinuation of the practice of supporting the government bond
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market; the yield of government bonds was gradually brought up from 3 per cent.
to about 3% per cent. But the authoritics then decided to limit business invest-
ment by means of a system of permits and a tax on investments, i.e, by methods
which would make it possible to avoid a further increase in interest rates and thus
in the cost of house-building. Indeed, the Board of the Riksbank stated in the
spring of 1951 that the Bank would intervene to prevent any recurrence of the
rise in interest rates of the kind which had taken place in the previous autumn.
At the same time, the regulations regarding obligatory minimum cash-reserve
requirements were made more stringent.

The Riksbank was faced with the following dilemma: Parliament had ins-
tructed it to prevent a further rise in interest rates but was also anxious that
any undue expansion of credit should be avoided. In an attempt to solve the
problem, the Riksbank proposed a law which would enable 1t to regulate the level
of interest rates and also the issuing of bonds on the market — and this even at
times when the volume of credit was being restricted. In the early months of 1952
the Riksbank came to an agreement with the commercial banks and certain' other
financial institutions {savings banks, insurance companies, etc.) regarding the
principles to be observed in granting different kinds of credit; and in order that
the banks should be able to earn a reasomable amount of profit, it was arranged
that the National Debt Office should issue to them 3—5 vear bonds at 2% to
3 per cent, In which they could invest those of their funds which, because of
the credit restrictions, were lying idle in deposit accounts with the Riksbank.

But there was no great abundance of such idle funds. It is true that in the
late autumn of 1951 and the first months of 1952 the liquidity position of the
banks had been greatly improved by the inflow of foreign exchange resulting from
the export surplus (which had even made it possible for the Riksbank to dispose
of part of its bond holdings without raising yields above 3% per cent.); but after
a period of heavy tax collections in the spring the market became extraordinarily
tight, especially since that was also the time when the usual  seasonal import
surplus had to be paid for. There were even warning voices raised against
the “too sudden” imposition of restrictions on credit to industrial and com-
mercial firms.

The two tables show how rapidly the amount of credit outstanding and the
supply of money had increased during the previous two vyears.

Sweden: Credits to the sconomy. ®

Commarcial Loans granted
Amount credits

Commercial Savings
at end of @ banks banks Total

in mifliarda of Swedish kronor
1948 , ., ... . 28 5.1 4.4 9.5
1949 ., ... .0, . 390 54 4.3 9.3
1950 , , . R 38 55 5.1 10.6
1951 .. ... [P 4.3 5.8 54 1.2

(1) Excluding the direct business credits pranted by the Riksbank, which are relatively small,
%y Comprising bills, advances on current account and documentary credits.

Thus commercial credits increased in 1951 by the same proportion as in 1950,
i.e. about 20 per cent.

The supply of money rose by over 40 per cent. between 1947 and 1951,
Fortunately, time and savings deposits also continued to rise, a considerable part
of the country’s genuine savings being invested via the banking system,



Sweden: Money supply and savings deposits.

Demand deposits
Amount Note C ial | Postal ch r;r:I:ZL andT;;n;ngs
ommercial ostal cheque
at end of circulation banks system Total supply deposits
in milltards of Swedlish kronor
1947, .. ... 29 1.9 10 29 5.9 e
1948, . . . ., 3.1 1.8 11 3.0 8.1 12,5
1949, . . . . . 3.3 1.8 1.2 3.0 6.3 13.3
1960, . . . . . ’ 3.5 20 . 1.3 33 6.8 14.5
19_51 ...... 4.1 24 1.8 4.2 8.3 16.0
Increase
during ¢
1950. . .... + 0.2 + 0.1 + o1 + 0.3 + 0.5 + 0.7
9., . ..., + 06 + 0.5 + 05 + 1.0 + 1.5 + 1.5

Finland benefited even more than Sweden from the improvement in
the terms of trade brought about by the overwhelming preponderance of
forestry products among its exports; in the second half of 1951 advantage
was taken of the opportunities which this export boom provided to get rid
of virtually all rediscounting by the commercial banks with the central bank
and to strengthen the monetary reserves.

From the summer of 1950 onwards the demand for credit increased
greatly — and the amount of credit granted by the commercial banks rose
by one-third between June 1950 and June 195I.

Finland: Bank credits and deposits.

Deposits
Ccr::‘l;‘se?.f Demand deposits Time and savings deposits '
End of cial
month banks Comimer- Savi Commaer- s::";‘gs
cial o has Total cial d" $ " Total
banks anks banks anc pos
. offica
in milliards of markkas
1949 Dsc, 57.2 23.3 21 254 3.1 47.6 79.7
1980 June 626 - 25,3 2.2 275 334 494 82.8
Dec. 674 24,5 2.2 26.7 36.6 53.6 . o2
1851 June B4.4 3ze 2.4 35.2 38.5 58.8 97.3
Sept, 82.6 329 2.7 355 41.9 62.4 104.4
Dec. 85.6 428 28 457 46.7 70.6 117.2

On 1st October 1950 the commercial banks raised their charges for credits
by 2 pet cent. and on 3rd Novernber the Bank of Finland increased its discount
rate from 5% to 7% per cent. Nevertheless, the banks' recourse to the Bank of
Finland went on increasing, rediscounts reaching the record level of FM 17.3 mil-
liard in the third week of June 1951,

In order to deal with a situation which was giving rise to increasing
nervousness, it was decided in May 1951 to freeze wages and internal prices until
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Bank of Finland: Selected items from the balance sheet.

Assats Gold and Liabilitles
foreign
€nd of th Other Notes
ne af mon Trsasury | pegiscounts | domestic bils [ ghon? In
hills and loans ¢ireulation
in milliards of markkas
1948 December . . . . . . . 220 24 15.8 — 40 20.6
1950 June . . . .. e s 19.5 3.1 16.2 — 0.2 nas
) December. . . . . .. 19.7 8.9 13.9 + 01 © 344
1951 June . . .. ... . .7 15.6 174 + 440 38.7
September, . . . . . . 20.5 39 1.7 + 14.3 423
December, , . . . . . 8.7 0,02 12,0 + .3 44.9

September (which would afford a breathing-space for the working-out of a pro-
gramme) and the Bank of Finland asked that the banks should adhere to the
traditional rule according to which their rediscounts were not to exceed their
capital and reserves, adding that any bank which failed to bring down its redis-
counts to the required level by the end of September would have to obtain
permission every time it wished to grant individual credits in excess of FM 500,000,

Thanks to the large inflow of foreign exchange resulting from the export
surplus and causing a considerable increase in deposits, the banks were able to
comply with this request and even to reduce their rediscounts to next to nothing
by the end of 1951. But they could not have done so, had they not refrained
from a further expansion of their credits, despite the fact that prices rose in the
third quarter of the year.

In the autumn a new government was able to put into execution a stabilisa-
tion programme including control of investments (especially building), an extension
of the export levies, certain reductions in food subsidies, and the pegging of wages
to a new cost-of-living index (in which changes in direct taxes and family
allowances were not to be taken into account). The effect of these measures was
reinforced by the collection of an increased budget revenue (which was used in
part for reducing the amount of Treasury bills held by the Bank of Finland)
and also by a decline in prices which first applied to imports but later to exports
aiso. These two factors undoubtedly helped to lessen the danger, from a credit
point of view, of the reduction in the official discount rate from 734 to 53 per
cent., followed in January 1952 by a reduction of 2 per cent. in the charges of
commercial banks. In fact, since the autumn of 1951, prices have been. stabilised
for the first time in nearly three vyears.

* : *
L3

After nearly twenty years of frozen interest rates a decisive change has
occurred in the course of the past two years; it has become the normal
practice to make use once more of the well-tried instruments of
monetary policy and, in particular, of changes in interest rates. True, it
took the highly critical situation after the outbreak of the conflict in Korea
to jerk the munds of those concerned out of the grooves of preconceived
ideas — not to say deep-rooted prejudices -— in which they had been caught
and held. But, in face of that situation, it was suddenly realised by those



who have to take the decisions that they have at their disposal very few
potent instruments capable of producing a widespread effect on the whole
economy and that in an emergency it would be foolish to neglect what had
in the past proved a useful weapon of policy.

The essence of the experience which has been gained during the
past few years may be given in thé following observations:

(i) Changes in monetary policy have certainly not been the only factor
influencing developments, but there would seem to be a wide measure
of agreement as to the useful results which they have had. The question
of what is likely to ensue is not any longer a matter of mere theory,
for now the effects of monetary action can be observed and analysed in
a large number of countries whose circumstances wvary considerably.
There can be little doubt that increases in interest rates have acted as
a brake on the rise in prices and have helped to restore equiibrium in
the balance of payments.

(i1) Another important lesson of experience is that higher interest rates have
not had the dire consequences which had often been prophesied.
Employment has continued to increase, and such difficulties as have
arisen in certain industries, e.g. the textile trade, have had no connection
with the general credit policy, but rather reflect the attitude of the
public after an overdose of spending at high prices.

“(ii1) Finally, it is now evident that the increases by which the level of
interest rates has been raised cannot be said to have ushered in a new
era of dear money. Only in a few cases have discount rates had to be
raised to more than 4 per cent. — which (in absolute terms) is not a
high figure, Moreover, a recent, most interesting development has been
the relaxation of qualitative credit controls in the United States and
Canada and the lowering of the discount rate in Belgium, Finland, the
Netherlands and Germany. Only a short. time ago, when a stiffer credit
policy was under discussion, it was frequently suggested that, once
credit restrictions had been introduced, it would be very difficult to
relax them again when the boom ended and the danger of a recession
reappeared. Recent events have now shown not only that credit restric-
tions can be relaxed as easily as they had been imposed but also that
the authorities are ready and willing to take this step as soon as a
change in circumstances (for instance, an improvement in the balance
of payments) permits, without waiting for the disastrous slump which
has been so glibly predicted with unerring inaccuracy year after year
since the war ended.

Perhaps the greatest advantage of monetary policy is the flexibility
with which it can be adjusted to a sudden change in the economic trend.
If there is one conclusion that may be drawn from the attempts made since
the war to regulate the economy by means of direct controls on the basis
of long-range forecasts and annual plans, it is not so much the fact that
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such forecasts have very largely proved to be wrong as the fact that they are
apt to be upset by important changes of a less easily predictable and measur-
able character which affect the purely economic data (for instance, effects
produced by the political situation) and that psychological factors operate too
quickly and violently to be forestalled or counteracted by the cumbersome
methods upon which reliance has been placed; only a more flexible policy,
which can be altered, if necessary, several times a year, will give a chance of
combining a measure of short-term stability with long-run economic progress.

Important though the achievements of monetary policy have been,
attention must, however, be drawn to two weaknesses owing to which the
use of credit policy has, so far, been less effective than it could have been.

In the first place, capital markets are still in an undeveloped state
in far too many countries and this is beginning to prove a very great
handicap now that the scale of foreign economic aid has been reduced. For
inflation becomes more difficult to avoid when the banking system s not
supported by a properly functioning capital market, since experience shows
that business then turns to the commercial banks not only for its working-
capital needs but also for long-term financing, in so far as its own resources
do not suffice. But, in financing medium and long-term investments, the banks
run serious risks; for even though they receive savings deposits, which are
supposed to be long-termn funds, it will usually be found that a wvery con-
siderable proportion of those deposits is, in practice, withdrawable on demand
(and may incidentally become the basis for a dangerous expansion of pur-
chasing power). When investment is financed through the capital market,
risks of this kind are avoided. A further advantage is that, when capital
issues come too thick and fast, interest rates rise and entrepreneurs usually
become less inclined to commit themselves by issuing long-term bonds at
high rates of interest which cannot be altered before the bonds mature,
preferring instead to take up bank credits on which the charge will be
adjusted more or less according to changes in market conditions.

Fortunately, the importance of establishing properly functioning capital
markets is nowadays being more generally realised, and in several countries
changes are being contemplated or actually introduced with a view to
facilitating the re-establishment of active capital markets.

In the second place, the international credit system is not vyet
in proper working order. It had already begun to receive some severe shocks
in the 19308, when even credits granted for purely commercial financing were
blocked — not to mention all the other disappointments which were heaped
on foreign investors. After the war, the application of exchange controls made
the extension of credits from one market to another technically difficult in
most cases. The normal methods of international financing were then partially
replaced by such devices as bilateral agreements and, later on, by the
European Payments Union, while foreign aid served, to a certain extent, as
a means of financing movements of goods. Not always, but in many ins-
tances, the new methods had a special weakness in that they threw too
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large a burden on the central bank, when financing should by rights have
been effected by means of resources already existing in the various markets.

Even so, the controls imposed on foreign trade and payments were not
able to prevent very substantial speculative capital movements. In fact, it
even seems as if, under the new régime, the fluctuations were intensified,
being caused by recurrent monetary fears, which no regulations seem able
to allay.

" In the last analysis, a properly functioning international credit system
can hardly be imagined except under conditions of convertibility. But even
before full convertibility is re-established, there are several steps that can be
taken to prepare the way. For instance, debtor countries have strong reasons
to conclude fair settlements with regard to debts which have long been
outstanding, and they and others must consider carefully what guarantees
can be given to foreign capital for the future. The reintroduction of a
flexible interest system is in itself an incentive to more normal movements
of capital, as the experience of the past eighteen months shows. In this way,
too, efforts are now being made to lay the foundations for a more healthy
system of international financing, which will help to avert a recurrence of
financial crises.
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VIII The State of the Public Fmances

The budgetary aspects of the situation in France, the United Kingdom
and the United States have been reviewed in the Introduction as part of the
general survey of the financial developments in these countries. In order to
complete the picture there follows a summary of the state of the public
finances in various other countries in Europe.

- It must be emphasised, as has been done before in these Reports,
that it is difficult to generalise in matters of public finance, for the connota-
tion.of such terms as current and capital accounts, ordmary and extraordinary
budgets, varies considerably from country to country. Thus, in order to
discover the main trend of developments, one is generally reduced to
comparing the figures from year to year in each individual country.

(1) Almost without exceptlon, the most recent budget figures are the highest
for the post-war period, but to a very large extent, the increases reflect
the upward movement shown by prices in every country since the outbreak
of the conflict in Korea. As a result of the rise in prices and of the
consequent rise in the nominal natiopal income, such items in the budget
as remain at more or less fixed levels in terms of national monetary units
(this often applies to interest on the funded debt, for instance) have come
to tepresent a smaller real burden; and this would seem to be one of the
few ways in which real budgetary expenditure has been reduced — unfortu-
nately not without a considerable amount of injustice.

(ii) In a number of countries special charges resulting from a war, e.g. reparation
payments in the case of Finland, have now been met practically in full, and
exceptional repayments of balances blocked in connection with special levies
are coming to an end. On the other hand, more than a few couniries have
to meet increasing charges on account of foreign debt incurred since the
war. Reconsttuction necessitated by war damage has not been completed
everywhere; and in Germany the new “share-the-burden levy’” has just been
voted.

(1if) Almost all budgets have to include increased social charges {for pensions,
family allowances, health services, etc.) and closely associated items of expen-
diture such as appropriations for education have also risen in most cases.

(iv) As a rule, government budgets are also making larger provision for invest-
ments than they did before the war. In some cases, this is a consequence
of nationalisation measures; in others, the main purpose has been to ensure
that incteased output by basic industries shall not depend exclusively upon
such funds as can be obtained in lethargic capital markets. (Here it is, of
course, permissible to wonder whether those markets would not have shown
more activity if the governments had not imposed such heavy fiscal charges,
whose dual effect has been to create inflationary pressure and to reduce the
markets’ intake of current savings to a feeble trickle.)

(v) In the last seven years there has been little corresponding to the very real
retrenchment efforts made after the first world war. Thus in order to
balance the budget — as a number of countries have succeeded in doing —
it has generally been a question of obtaining increased revenue for the
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government, and the result has been that in many countries the burden of
taxation, even before the outbreak of the conflict in Korea, was as heavy
as it had been at the height of the world war,

{vi} In these circumstances, the rearmament effort which followed in the wake
of Korea found the state finances in many countries already dangerously
stratned. But there were a number of instances in which the lag in the
carrying-out of the armament programmes, together with the buoyancy of
government revenue under the influence of an inflationary rise In incomes,
led to an improvement in the budgetary position in 1950-51. Generally,
it was not until the fiscal year 195152 that the budgetary difficulties associated
with rearmament were reflected in the accounts (and even then the actual
budget results were mostly better than the estimates).. As the rearmament
drive gains momentum, the burden which it entails is, however, bound to
be increasingly felt and to necessitate the curtailment of other items of
expendlture

For most countries, the ratio of fiscal and social charges to the nanonal
income exceeds 30 per cent. and, when it reaches such a level, taxation is
inevitably an obstacle to saving and to the attainment of greater efficiency.
The fiscal system itself tends to become rigid and no longer lends itself to
the adaptation necessary for meeting future emergencies. Tax formalities call
for cumbersome and costly administrative machinery — both at the paying
and at the receiving end — and, even in countries where respect for the fiscal
proprieties is deeply rooted, the temptation to tax evasion is becoming
very great. L

In framing their estimates of budget revenue for the current and the
coming fiscal year, most Finance Ministers have probably taken a cautious
view of what it is possible to collect; they must, especially at the present
juncture, take into account the possibility of a downturn in the general
business trend. ‘

The countries which, in the year after Korea, showed most resolution
in introducing fresh credit measures in order to overcome their balance-of-
payments difficulties were Belgium, Germany, Denmark and the Netherlands,
and in none of these countries were the efforts in this direction jeopardised
by deficit financing on the part of the government.

In Belgium, the government, in recent years, has budgeted for a surplus
on the ordinary account but has met most of the net extraordinary expenditure
out of borrowed funds (and, in 1951, out of the sum of B.cs 4.3 milliard
obtained by revaluing the. gold stock in r1gs0). Nevertheless, the public.debt has
risen but httle during recent vears, the reason being that, up to and including
the year 1951, debt incurred in connéction with the monetary reform was’ being
repaid outside the budget from the proceeds of three special taxes {on wartime
profits, etc.) — mno less than B.fcs 63.7 milliard of balances blocked in October
1945 having been converted into government obligations .which .could be.used for
the payment of the taxes in question. In 1949 the yield of these taxes came to
B.fcs § milliard and in each of the years 1950 and 1951 to about B.fcs 6 milliard.
The 1952 budget is the first to include receipts from these taxes: they are estimated
at only B.fcs 1.2 milliard, the bulk of the revenue from this speclal tax llablllty
(about B.fcs 44.5 milliard) having now been collected. . oo



214

Belgium: Publle finances and the natlonal income.

1054 1952
Items 1849 1950 O estimate
in milliards of Belgian francs
Ordinary fevenue® . ... ... Vo 67.1 634 734 e
Ordinary expenditure . . . . . . .. ' 70.7 61.3 67.3 89.60)
Balance . ., . . . . — 38 + 24 + 64 + 1.0
Extraordinary expenditure® . . . . . 15.7 120 18.7 19.08
Overall balance . . — 193 — 99 — 12,6 — 188
Public debt, 315t December . . . . . 252.1 . 246.4 254.2
Mational income . . . .. ... ... 249 265 206

(" Provisional figures,
8 Excluding In 1984951 the special taxes collected in connection with ihe monetary reform of 1945,
Excluding the repayment ot the debt Incurred in connection with the monetary reform of 1945,

The Minister of Finance stated in May 1952 that revenue in 1952 might
exceed the budget estimate by B.cs 2.5 milliard but that B.cs 1.3 milliard of
additional expenditure had already been voted and the government intended to
ask Parliament to approve supplementary appropriations totalling some B.fcs 3 mil-
liard, including more than B.fcs 2z milliard for public works. :

In the budget for 1952 the ordinary and extraordinary defence appropriations
were increased by B.cs 2 and 4 milltard respectively, bringing the total to
B.cs 2o milliard, 1.e. neatly three times the 1950 figure and an amount corre-
sponding to over & per cent. of the anticipated national income. Tax receipts
were high in 1951 as a result of the prosperous state of business and also because
payments totalling B.fcs 3 to 4 milliard in respect of income tax normally falling
due in 1952 were made in advance, a rebate having been offered on such pay-
ments; but this meant, of course, that there would be a corresponding reduction
in the amount to be collected in the following year.

In Germany, the Federal budget has been almost balanced every year
since 1g950: according to the Monthly Report of the Bank deutscher Linder for
April 1952, the financial year 195051 closed with a cash deficit of about
DM é6oo million and the following year with one of about DM 400 million. Since

Germany: Federal Government finances and the national income.

ltems 1950-51 1951-52(") 195253 (1}
in mifliards of Deutsche Mark

T 1.8 176 195

Expenditure . . . . . .. .. P 1.9 180 21.8
Balance. . . . . . — 01 — 04 — 23

Public debt at the close of the fiscal year ending

HMatMarchd . . . . ... ...+ 1.2 1.3
Matfonal fnsome . . . . . .+ .« o o v b o s w . 1850 M.7 1951: 901

(") Farecasts of the Federal Flnance Minisier as of March 1952,

3 The debt shown in the fable represents only the debt incurred by the Federal Republic with the exception
of DM 56 milllard In equalisation claims arlsing from the monetarz teform and DM 0.8 milliard of non-
interest-bearing obllgations; it does not intlude any old German debts, since for such debis the exact
{lability has not yet been determined. :



the government was able to draw on available cash funds and had received some
repayments of credits, the Federal debt increased by only about DM 132 million
from the end of March 1951 to the end of March 1952,

While the original forecast for 195253 anticipated a deficit of some
DM 2.3 milliard, the Finance Minister estimated by the middle of May 1952
that this will be reduced to DM 1.z milliard if, as is proposed, 40 per cent. of
the yield of income tax is allotted to the central government instead of the present
27 per cent, It has been officially indicated that during 1951—52 the tax revenue
collected at all levels (by the Federal, Linder and municipal authorities), including
the levies for immediate assistance (the so-called ‘‘Soforthilfe’’), amounted to
DM 27.¢ milliard, about onie-fourth of the national income.

Two categories of expenditure account for over three-fourths of the Federal
outlay: (1) social charges (including payments to war victims and unemployed},
estimated at DM 7.3 milliard for rgsi—s2, and (it} occupation costs, amounting
to about DM 6.8 milliard in the same fiscal year. Under the new agreements
signed on the 26th May 195z, the occupation costs will be incorporated with a
contribution to the European Defence Community in the defence budget which
has been fixed at DM 850 million per month up to the end of June 1953,

There are two additional fiscal charges which will have to be reckoned with
in future years. In May 1952, the Bundestag approved a plan for the equalisation
of war burdens, under which payments tc some 18 million refugees and other
persons who suffered losses during the war or in the currency reform of 1948
dre to be financed by a capital levy yielding DM 2 milliard annually for thirty
years. The second charge will be that resulting from the settlement of Germany's
foreign indebtedness, In so far as the service is to be met out of the funds of
the central government.

In contrast to what happens i many other countries, the amount of fixed
capital vestment financed through the central budget in Germany is small,
amounting to about DM oo million in 1951. Qutside the budget, counterpart
funds have been used for investment financing via special agencies, especially in
the form of loans granted by the Reconstruction Loan Cerporation.

In Denmark, also, an extra-budgetary -use has been made of counterpart
funds, which have been applied, in particular, to debt reduction {(see page 50).
Moreover, as in Belgium, sizable amounts of revenue (mainly representing the yield
of various excise duties) have remained outside the budget accounts, a total of
D.Kr. 3.9 milliard having been credited to an account in the Natidnal Bank
available for amortisation of the wartime advances to the government. Even though

Denmark: Government revenue and expenditure.

1951-52

1952-53
1949-50 1950=-51 refiml
Items o4 P m:;f?: r estimates

in millions of Danish kroner

Currenf révenue . . . . . . . . . . . 2,731 2,860 3,258 3,480
Current expenditure . . . . . . . .. 2,479 2,455 2,958 3,460
Balance . . . . . . 4+ 852 + 405 + 300 —
Publlc debt at the end of the fiscal year,
MatMarch., . . . ... ...... 9,668 6,903
Nafional income . . . . . ... ... 1949: 16.8 1950: 191 1951; 24.2%

* Preliminary estimate,
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fresh amounts have been borrowed for capital expenditure, there has been a
substantial net amottisation of the public debt, The balance on the Regulation
Account (into which the wartime advances by the National Bank were paid) was
reduced from D.Kr. 7.6 milliard at the end of 1945 to D.Kr. 3.9 milliard at the
end of 19351.

Direct taxation is expected to vield about D.Kr. 170 million more in 1952-53
than -in the previous fiscal year as a result of the raising of the rates of the
special defence tax and of a general increase in incomes. It is estimated that
defence expenditure will rise from D.Kr. 600 to goo million {not counting the
value of deliveries from the United States and of installations financed with
resources from abroad), Appropriations for c¢ivil purposes are up by about
D.Kr. zoo million, the higher figures being mainly accounted for by larger subsidies
to bring down the rate of interest for building loans, a rise in the number of old-
age pensioners, and an increase in the salaries of officials and in certain social
charges to compensate for the rise In prices.

The Netherlands is another country in which counterpart funds have not
been included as revenue in the budget. Such funds have recently been used
to repay public debt, which has also been reduced by overall surpluses in the
budget, as may be seen from the preliminary results for 1949 and 1950 shown
in the table. Since in recent years the budget results have invariably been more
favourable than the esttmates, it is likely that the closed accounts for 1951 w;H
also show an overall surplus.

The Netherlands: Government revenus and expenditure.

19049 1950 1951 1952
Items preliminary results estimates
. in millicng of florins
Current revenue . , . . . . . . . .. 4,963 4,943 4,898 4,711
Current expenditure®, . . . . . .. . 4,074 4,084 4,747 4,407
Current balance . . + B89 + 28 4+ 151 4+ 304
Met capital expenditure . . . . . . s 251 454 987 M
OQvera)l balance . . + 638 + 315 — 836 — 267
Public debt at 315t Dacember . . . . 23,361 21,002 2,12
Mational Income . . . . . . . .. .. 14,100 15,600 16,900 .

* Including the deficit of the Agricultural Equalisation Fund,

In the pericd from 1947 to 1950, budget expenditure, despite rising prices,
showed a tendency to remain at more or less the same level, thanks to the fact
that expenses occasioned by the war and by the difficulties in Indonesia were
diminishing, PFurthermore, the net agricultural-subsidy payments (made via the
Agricultural Equalisation Fund) were cut by nearly one-half from 1948 to 1949
(and, having been cut apain in 1951, they are expected to amount to about
Fl. 100 million in 1952, or less than a quarter of the amount paid out in 1948).

In 1951, however, current expenditure rose, partly as a result of an increase
in the appropriations for defence, which went up from Fl. 92z million in 1950
to FL 1,154 million in 1951 and have been fixed at Fl. 1,241 millien in 1952.
In addition, certain projects of a military character are being financed via the
capital budget.



It has been a common feature of the financial policy of the four countries,
Belgium, Germany, Denmark and the Netherlands, that no new large additions
have been made to the public debt; in fact, in two of them -— Denmark and the
Netherlands — the debt has been reduced, care having been taken to eliminate as
much as possible of the excess liquidity remaining as a legacy from the war. Such
a budget policy has, of course, been a help from a monetary point of view; but,
even where heavy charges on the budget and the difficulty of securing a rapid
increase in revenue have made it impossible to balance the budget, some countries
have succeeded in arresting inflation by a rigorous credit policy, Italy Is a case
in point.

Between 1947 and 1952 commodity prices in Italy kept relatively stable,
so that the budget figures for the individual vears are more comparable than is
the case in most other countries.

Italy: Government finances.

Budget deficit
Revenue counterpart [ counterpart Public dehbt
Use of P
Fiscal Expenditure ¢ (excluding | oo\ ntornart | funds being | funds being [ Treasury at end of
oar n - counterpart funds excluded included deficit figcal yoar
4 funds) from the in the (30th June)
revenue revenue
in miliiards of lire
194748 . . 1,687 7oB 53 — 899 — 846 — 417 1,730
194649 ., . 1,636 1,032 109 — 604 — 495 — 370 2,147
1949-50 , . 1,714 1,202 7 — 512 — 205 — 200 2,558
1060-51 ., . 1,935 1,339 334 — 5096 — 262 —m 2,811
1951527 | 2048 1476 148 — 672 -— 424 — 162(3) 2,800 ()
. 1952-53¢n) 2,132 1,584 120 - 548 — 428 . .
O Inchuding investment expenditure, (%) Latest budget estimates.
@) Eight months, (1) 29th February 1952.

Note: The national Income has heen estimated at Lit. 5035 milliard for 1949, Lit. 6,370 milliard for 1950 and
Lit. 7,423 milliard for 1951,

As may be seen from the table, good progress was made in reducing the
overall budget deficit between 1948 and 1950. The lira counterpart of foreign
aid has been included as budget revenue, and when foreign aid was cut by half
in 1950-5f the result was an increase in the estimated budget deficit to be
met out of Treasury resources; but efforts are being made to close the gap
between expenditure and revenue. A fiscal reform was introduced in Qctober 1951,
under which the assessment of income-tax liability is now, for the first time, based
upon reports filed regularly by the tax-payer, instead of upon estimates tnade by
the fiscal agents. It had been feared that the change in the system might cause
a temporary decline in the amount of revenue collected, but the contrary seems
to have been the case.

Defence expenditure proper (without the appropriations for the military and
civil police, pensions, etc.) rose from Lit. 372 milliard in 1950-51 to an estimated
ficure of Lit. 465 milliard for 1952-513.

It may be noted that the expenditure figures given in the table include
outlays for public investments, among which are appropriations for long-term
‘projects in connection with housing, re-afforestation and land reclamation. In the
I951-52 estimates, public investments aggregate about Lit. 500 milliard or one-
fourth of total budget expenditure.
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In Austria, too, the reduction in the amount of foreign aid received has
necessitated retrenchment in budget expenditure, especially as regards outlay for
investment. While the original budget estimates for 1952 (as voted by Parliament)
foreshadowed a current deficit of Sch. 117 million and investment expenditure
amounting to Sch. 914 million, the revised estimates, approved in the course of
prolonged negotiations extending over the first four months of 1952, provide for
a current surplus of Sch. 333 million and investments amounting to Sch. 652 mil-
lion, the resulting overall deficit of Sch. 319 million being all but covered by
counterpart funds, put at Sch. 3oo million.

Austria: Government finances and price movements.

1952
1949 1950 1981 revised
ltems estimates
In milllons of Austrlan schillings

Current revenue () . . . . . e 8,214 11,205 15,986 20,072

Current expenditure{) . . . . . , ., 8100 10,656 15,406 18,739

" Current balance . . . . ... ., o + 114 + 549 + 490 + 833

Invastment expenditure. . . ., . . ., ' 1,425 1,626 1,500 632

Cverall balance . . . . . ... .. ' — 1,311 — 1,077 — 1,010 — 319

financed by:

counterpart fupds . . . . . . .. 952 945 990 300

barrowing &nd Treasury résources 359 i 100 ) 19
Prices (1840 = 100)) , . . . . . ., 100 120 160 185 (%)

(') Including, as regards revenue, gross receipts of Federal undertakings and raitways and, as regards expendi-
tl.;re 1the r.tur)re expenses of such undertakings and railways (the capital expenditure belng shown under
“lnvestment"

(9) Based on the average of index figures for whaolesale prices and for the cost of living. (3 First quarter,

The measures taken early in 1952 included a reduction in food subsidies,
Increases in a number of taxes and in the tariffs of certain public services, including
railways, " and postponement of some less productive investments (such as the
rebuilding of railway stations). Up to date, the Austrian budget has had to make
only very small provisions for debt service and defence (occupation costs).

The existence of a state of overall balance in the public finances of Finland,
Norway, Sweden and Switzerland is indicated by the slightness of the changes in
the total of the public debt during recent years.

Finland: Government finances, price movements and national income.

18521
items : 1942 1950 1951 estimates
in milliards of Finnish markkas
Current revenue . . . ., . . . .. .. . 111 130 183 162
Current expenditure . . . . . ... .. .. 93 102 144 130
Current balance . . . . + 18 + 28 + 39 + 32
Net capital expenditwre® . . . . . . . .. 23 30 L1 29
Qverall balance . . ., — 5 — 2 — 2 + 3
Public debt at 31st December . . . . . . . 140 136 131
Prices (1949 = 1000®. . . .. . ... .. 100 15 150 . 153(%)
National income , . . . . . . .. . . ... 323 415 530()
(1) Preliminary fipures. @ Excluding loans and redemptions.

) Based on the average of index figures for wholesate prices and the cost of living. () Firgt quarter.



In Finland, budget equilibrium has been attained notwithstanding repara-
tions deliveries at an average rate of about FM 1r milliard over the three years
1949-51.

Company taxes were increased through supplementary votes In 1950; and
a further increase of the tax on incomes of over FM 1 million was approved in
June 1951, The government was able to repay nearly FM 12 milliard to the Bank
of Finland in 1951 and to budget for a small overall surplus in 1952,

In Norway, where the counterpart of foreign aid has been used for debt
repayment, government revenue has regularly sufficed to cover not only current
expenditure but also the net outlay for government investment (1949-50 was the
only fiscal year since the war in which this was not the case).

Norway: Government finances and the national income,

1949-50 1950-51 196152 | 1902-53
Hems estimates
' in milliona of Norwegian kroner
Current revenue . . . . . PN 2,727 3,002 3,231 3,72%
Current expenditure . , , . .. .. ... 2,556 2,547 2,756 3,229
Balamce . . . . .. ... + m + 545 + 475 + 406
Investment expenditure . . . . . . ... .. 384 251 LKL 253
Overall balance . . . . . — 3 + 204 + 298 + 243
Public debt at 31st December . . . . . . . . 5,153 4,770 4,873
1949: 1950: 1651
Matignal inceme . . . .. . . ... . o 12,330 13,870 17,050

The appropriations for the regulation of prices by means of subsidies have
been reduced from N.Kr. 580 million in 1949-50 to N, Kr, 450 million in the
budgets for 1951-52 and 1952-53, but a Price Regulation Fund, financed mainly
from the vield of export duties on forestry products outside the budget, covers
additional outlay of over N.Kr. 220 million a year for similar purposes. Among
budget revenue items propetly so called, the turnover tax was stepped up from
6% to 10 per cent. mn April 1951, and this rate increase alone was calculated to
bring in an extra N.Kr. joo million per year.

In Sweden, the very rapid increase in government revenue since the fiscal
year 1949-50 has been to some extent due to the raising of the rates of existing
faxation and to the introduction of a few new taxes. A genuine expansion of the
real national product has been a further contributory factor. But an inflationary
rise in prices and incomes has also had its effect in this connection; for such a
rise means, on the one hand, that amounts coming in are nominally larger and,
on the other hand, that individuals and business firms have moved up into higher
tax brackets. To adjust the tax burden for those whose assessments have been
affected more or less accidentally, the Finance Minister, in April 1952, introduced
a bill providing for some reduction in the rates of income and capital taxes, to
take effect from the beginning of 1ig9g3.

In introducing the estimates for 1952-53, the Finance Minister gave as his
recipe for the country’s economic policy: the reinforcement of credit restrictions,
combined with continued budgeting for a surplus. As one of the expedients for
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Sweden: -
Government finances, price movements and national income,

1951-52 1952-53("}
1945-50 1950~51
items estimates
in_millians of Swedish kronor

Current revenue . . . . .+ o o v 4 0 v 0 s 4,839 5,820 8,050 8,428
Current expenditure . . . . . . .. .0 .. 5,002 5,449 6,350 5,909

Currenl balance . . . . — 163 + A + 1,700 + 1,519
Het capital expenditure . . . . . .. ... 264 568 1,050 &M

Qverall balance . . . . — 427 — 197 + 650 + 678

Public debt at the end of the fiscal vear,

Bthdune . . . . .. v i vt . 12,073 12,421 13,168()
Prices {1948-50 = 100)(% , . .. ... .. 100 113 133(%
1948 14950 1951
Mational inCome . . . . .« v o 4 4 4 v o 24,100 25,400 30,000(3) .

{') The figure given in 1952-53 for cumrent revenus is the revigsed estimate, announced early in Agpril,
The expenditure figures for that year are taken from the original budget proposals and are certainly an
" under-estimate, in view of the rise in civil-service salaries and the additional subsidies to be granted in
connection with the increase in agricultural wages announced in March.  End of February 1952.
(¥ Based on the average of the indexes for wholesale prites and the cost of living, ) March 1952,
& Preliminary estimate.

restraining private investment without raising interest rates, a temporary 10 per
cent. capital investment tax has been imposed, with effect from 1st January 195z,
on investments financed out of business profits. It applies to certain allowances for
depreciation of inventories and to increases in hidden reserves in the form of
stocks and is expected to yield about S.Kr. 200 million a year.

As regards the export duties on forestry products, the yield for 1952-53 was
originally put at 8.Kr. 200 million; in the revised estimates, however, this amount
has been scaled down very considerably owing to the fall in prices and the fact
that the duties in question have had to be sharply reduced in the course of the
first half of 1952.

Defence expenditure has been increased from S.Kr. 970 million in 1949-50
to an estimated figure of S.Kr. 1,500 million for 1952-53, but the departmental
approptiation for the Ministry of Social Welfare still represents the largest single
category of expenditure in the budget.

Switzerland has provided for the gradual repayment of the non-productive
debt incurred during the war, and that is one of the reasons why borrowing for
investment purposes in the post-war period has not led to a net increase in the
Federal debt. Revenue was swollen in 1950 and 1951 by the exceptionally large
customs receipts which came in during the period when goods were being imported
for the stockpile, while the yield of the special defence tax, which is collected every
second vear, also helped to make 1950 a peak year for revenue.

Military expenditure rose from Sw.fcs so5 million in 1950 to Sw.fcs 666 mil-
lion in 1951 and is expected to reach the figure of Sw.fcs 817 million in I1gs52.
It must be remembered that in Switzerland the aggregate expenditure of the
Cantons is of considerable ‘importance and is financed almost entirely by local
taxes. In 1951 it amounted to Sw.fcs 1,856 million.
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Switzerland: Federal finances and national income,.

1952
ltems _ 1949 1950 1951 estimates
in milllons of Swits francs
Currgnt rewenue . . . . . . . v v v 4 4. 1,695 2,035 1,812 1,860
Current expenditure . . ., . ... .. .. 1,688 X 1,740 1,889 2,073
Current balance . . . . + 7 + 205 — 7 — 213
Balance on capital account(™ . . . . . ., — 5 — 124 + 87 + 127
Overall balance . . . . + 2 + 1M + 10 — BB
Pubiic debt at 31st December(® . . . . . . 7,764 7.777 7,806 .
Matlonal income . . . . . . ... ... 17,400 18,100 18,500

{1} The capifal account is credifed with amounts written off and allocations from varieus reserve funds. There-
fore it may close with a surplus of revenue over expenditure,

(% Excluding administrative debt (on payments agreements, ete.} amounting to Sw.fcs 296 million at the end
of 1931, and also exciuding the special Indebtedness charged to the Federal Railways,

While no data regarding prices, foreign trade and monetary reserves
are available in relation to countries in eastern Europe, budget figures
are regularly published by them. To an increasing extent, the. structure of .
the state budget of the U.S.S.R. has become a standard pattern followed
the other countries, with only slight deviations according to local conditions.

As far as the budget of the U.5.5.R. is concerned it should, however, be
pointed out that, whereas up to 1950 revenue and expenditure were divided into
four main items, a fifth item of expenditure, comprising the service (interest and
repayment) of loans issued by the government, appears in the budgets for 1951
and 1952,

Present consumer prices are several times as high as in 1940, but since
1048 prices have fallen, not risen; the growth of revenue and expenditure may
thus be taken to reflect an expansion of economic activity. Total revenue in the
budget increased from  Roubles 423 to 468 milliard or by 107 per cent. from
1950 to 1951, while the national income is reported to have increased by 12 per
cent. during the same period.

The turnover tax remains the chief source of revenue, but its relative impor-
tance seems to be declining somewhat, while the amount obtained from personal
taxes continues to increase, and the same applies to proceeds of state loans. In
May 1952 the Soviet Government issued its usual annual loan, As in earlier
years, the new loan is a lottery loan with a currency period of twenty years and
an ‘‘interest” charge totalling 4 per cent. The amount fixed for the issue was
Roubles 30 milliard, while the sum actually subscribed is reported to have reached
Roubles 36 milliard.

The new item on the expenditure side — the debt service — is put at
Roubles 8.9 milliard for 1952 — an increase by over 30 per cent. since the
previous year. The largest item in the budget is the expenditure for the national
economy: of the Roubles 180.4 milliard appropriated under this heading, Roubles
98 milliard is for capital investments while, outside the budget, Roubles 45 mil-
lard, derived from funds of the various enterprises themselves, etc., is also devoted
to investmerit, the total for investments being Roubles 143 milliavd. The share of
defence in the budget total, though smaller than before the war, bhas been
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State budget of the USSR,

T
loms 1940 1950 195t 1852 (1)
. in mitliards of roubles
Revenue
1. Turpovertax . . .. ... ... .. 105.9 236.1 247.8 260.7 -
2. Deductions from profits . . . . . . . 21.7 40.4 47.8 §2.0
3. Personal taxes ... ..... fe e 9.4 35.8 44.3 47.4
4, State loans . . . . .. P 1.5 k1] 37.0 42.6
5. Other sources of revenue . . . . . . .7 70.5 91.1 97.2
' Total. . .. .. 180.2 4229 468.0 509.90)
Expendlture
1, MNational economy . . . . . . . « + 58.3 1578 179.4 180.4
2, Soclal and culbural ., . . ..., .. 40.9 6.7 18,9 1248
3. Defence. .. ... .. PP 56.8 829 93.9 113.8
4, Administration. . . . . . ... 6.8 13.8 141 14,4
Sa. Loan service, elc. . . . . .« « . . .. 6.5 8.9
5b. Other appropriations. . . . . . . .. } 18 23 { 282 4.6
Total . . . ... 174.4 3.3 441.3 4769
- Surplus . . . . 5.8 9.5 26.7 33.0
in_percentages
Revenue
1. Tumovertax . ... ... P 58.8 558 ) 3.0 51.1
2, Deductlons from profité . . . . . . . |. 12.0 9.6 10.2 12.2
3. Personaltaxes . .......... 52 8.5 9.4 9.3
4, Stateloans . . . . .. ... ... 6.4 7.2 79 8.3
5. Other sources of revenue . . . . . . 17.6 18.8 2.5 19.1
Total . . ., .. 100.0 100.0 100.0 100.0
Expenditure
1. MNational economy . . . . . . . e 334 38.7 40.7 kgt s
2. Social and cultural . . . . . ..., 23.4 28.2 259 26.2
3, Defence. . .. ...+ v v .. . 32.6 20.1 21.3 23.9
4, Administration. . . . .. .. .. 3.9 3.3 32 3.0
5a. Loan gervice,et¢. . . . . . . . .., 1 rs . 1.y
5h. Other appropriations., . . . . . . .. } 6.7 103 4 6.4 7.2
Total . . .. .. 100.0 100.0 o080 100.0

(!} Budget estimates.
() As a result of the budget debate of the Supreme Soviet of the U.5.5.R., tota) expenditure was increased
from Roubles 5088 milliard to Reubles 509.9 miliard.

increasing in recent years, and this development has been accompanied by a relative
decline in the percentage of expenditure for the national economy. Under the
USSR, system, defence expenditure would seem to correspond to 16 per cent.
of the national income, but comparison with western countries in this respect is
vitiated by two facts: on the one hand, the national income as calculated according
to Soviet methods of calculation takes account only of the output of goods (and
not of services); on the other hand, the budget in the US.S.R. includes many
items {such as the expansion of plants for armaments production) most of which,
in the west, appear in the books of private enterprises.

The following table gives overall figures for the budgets of a number of
eastern European countries. In some of the countries, an increase in the amount
spent and collected reflects an inflationary rise in prices, while the figures for
Roumania clearly reveal the change in the monetary unit dating from the currency
reform early in 1951. In Bulgaria, on the other hand, the budget figures for 1952
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are still expressed in old leva (since the revaluation dates only from May of this
year), while for Poland the budget figures for all the years since 1949 have been
recatculated from old to new zlotys.

State budgets In eastern Eurcope from 1949 to 1952,

Countries 1949 1950 1951 1952
in milliards of national currency units
Albania )
Revenue . . . . . . . e e e e e e e 6.4 7.8 9.5 10.3
Expenditure . . . . . . ... o 5.3 7.7 9.2 10.2
Surplug . ., .- + 11 + 0 + 03 + 041
Bulgaria
ROVENUG . « . . v v v v v vt v a v s 168.7 207.3 2711.79 370.1
Expenditure . . . . . . . . .. .. ... 182.8 198.0 257.92 343.9
Surplus.. . . . | + 184 + 93 + asy + 262
Czechoslovakla
ROVEMUE . « o v v v v v v v 0 n P B8.32 131.93 166.47 24,3
Expenditure . . . . . .. . .. ... 8928 131.56 166,20 235
Surples . . .. + 0.04 + 037 + 027 4+ 08
Hungary i .
Revenue . . . . . P 12,84 17.54 as.2 42.6
Expendifure . . . .. L .. 0L, 12.81 17.45 330 423
Surplus . . . . + 002 + 0,09 + 0.2 + 0.3
Poland
Revenue . . , . . . . . .. PN 18.12 £5,38 55,97 G3.79
Expenditure , . . . . . .. .. 0. - ' 17.24 2538 51.89 62.68
Surplus . . . ., 4+ 0,88 _ + 4.08 + 0.9t
Roumanla
Revenue . . . . ., e e e e 2723 590.0 24,5 24
Expenditure . . . . . . .. e e e 233.4 g3 .y 306
Surplus . . . . 4 38.9 + 177 + 2.3 + 15

In Albania, the budgets for the current years are not presented until June,
instead of in March, as in the U.S.S8.R. and the other eastern European countries.
The yield of the turnover tax accounts for 40 per cent. of the revenue.

Main items of expenditure of state budgets
in easfern Europe In 1952,

Social and
Mational
cultural Defence Administration
Country _ Year economy measures
in_parcentages

Albanla . ... ... ... 1951 40 i7 i2 i4
1950 35 i2 16 7
Bulgaa . . .. ... ... 1952 53 23 12 .
1851 46 2% 8 .
Crechosilovakia . . . . . .. 1952 67 18 7 ]
1051 52 29 9 H
Hungary . . v v v v v o v s 1952 62 . 14 5
1951 40* 17 12 [
Poland , . . . . ... ... 1952 . 4 26 it 12
195 40 32 7 13
Roumania . ... ... .. 1952 £3 18 i6 B
1951 46 24 16 : 7
USSR, .......... 1952 38 25 24 3
1851 41 27 21 3

* Capital Investmenta only.



In Bulgaria, 72 per cent. of the revenue is derived from the purchase tax
and from profits of state enterprises (the amount obtained from the latter being
probably of minor importance). As may be seen from the table, 53 per cent. of
the budget expenditure is for the development of the national economy.

In Czechoslovakia the budget for 1940 was the first one to be drawn up
after the introduction of the present Five-Year Plan, but it was still framed
according to the old pattern, most of the investment expenditure being left outside

the budget. Since 1949 the layout
Czechoslovakia: has gradually been adapted to the

Budget estimates for 1952, U.SS8.R. model. As regards the treat-

ment of investments, the alignment

Homs Revenue | Expenditure | 1s now complete; on the other hand,
T ds ol korunas both revenue and expenditure in the
- Czechoslovak budget are still sub-
Ei‘?:“::"’ :f“’“’ial oo 23';‘3 2;': divided under the old main headings
Detonce . oo se 08 s ~— with the result that the percentage
Administratlen . . . . . o 520 204 shares for the various items are not
State debt . . , . ... .. - 47 strictly comparable with those in the
budgets of the other eastern European
Total 324.3 323.5 - .
countries.

The main source of revenue accounted for under “economic activity” is the
so-called “‘general tax”’, which corresponds to the turnover tax in the other eastern
European countries, This has become the largest of all the revenue items. Direct
taxation is expected to vyield only 6.z per cent, of the total revenue. Qut of the
Ke¢s 217 milliard representing the estimate for “‘economic activity’” on the expen-
diture side, the sum of Ké&s g2 milliard is appropriated for capital investments;
most of it is for expansion of industrial production.

In Hungary, the results of the budget for 1952 are reported to have been
10 per cent. above the original estimates. For 1952 an amount equal to the yield
of the turnover -tax — Frt 26 milliard — is appropriated as expenditure for the
national economy. This may perhaps be taken as being more or less the normal
practice, '

In Poland, ZL 26 milliard, ot 40 per cent. of the expenditure, is for the
development of the national economy, Z)l. 19 milliard being appropriated for new
capital investment, while ZI. 7 milliard is to go to improvement of existing indus-
trial plant and a further expansion of irade and of the communications system.
On the revenue side; the proceeds of internal loans are presented in the same way
as in the U.SS.R. budget. The amount of the 1951 loan was fixed at ZIl. 1.2 mil-
llard but actual subscriptions are reported to have reached Zl 1.6 milliard.

In Roumania, it is estimated that about one-half of the revenue is obtained
from the turnover tax while the expenditure for the national economy is given as
52,6 per cent. The budgets for 1950 and 1951 included an item called “inter-
national obligations”, which accounts for about 4 per cent. of total expenditure and
consists of reparation payments to the USSR,

Finally, it may be mentioned that the details of the 1952 budget for
Yugoslavia are not yet available; totals published show a deficit which corresponds
to about 2o per cent. of the budget expenditure and is stated to be equal to about
6 per cent, of the national income.
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Yugoslavia: Government revenue and expenditure,

ltems 1948 1950 1851 1952

in mijtiards of dinars
Revenue . . . « v v o v v v v v e 169.5 165.7 172.66 2254
Expenditure . . . . . . ... 0. 185.5 173.7 172,66 282.2
Balance . . . . + 140 — 80 — — 56.8

It should be added that the budgets of the constituent states, the so-called
“Republican budgets”, together add up to about one and a half times as much
as the central budget, so that in 1952 the total of central and Republican budgets
would amount to about Din, 550 milliard on the revenue side.

* *
#*

In the budgets of most of the eastern European countries appropriations
for defence expenditure have been increased, while (as has been shown to
be the case in the U.S.5.R.) the share of budget resources devoted to other
activities, and particularly to investments, has been reduced somewhat. That
“everything cannot be done at once” is true all the world over — whatever
the economic system may be. '

The addition of fresh expenditure to budgets already heavily burdened
~ has meant that a great effort has been needed to avoid a relapse into
inflationary financing: a large number of the countries in western Europe
have covered not only their current but also their capital expenditure by
means of current revenue and have thus had no reason to increase their
public debt. There are, however, others which have found it necessary to
borrow; but it would seem that both in Italy and in France the amounts
which have had to be borrowed in recent years have been appreciably less
than the outlay for investment. Since production has continued to expand,
the figures for national income as calculated In real terms have risen, but
the rise in prices has made the increase in national income in nominal terms
even greater, and one of the results has been an improvement in the ratio
between the total of public debts and the national income. But the difficulty
of the whole situation lies in the very high level of taxation and of other
burdens imposed on enterprises and individuals, In most countries the fiscal
and other charges cannot be increased without injury to the national economy.

As rearmament expenditure has been rising while public finances are
in a strained position, the additional expenditure in one field has called for
retrenchment in others, . and, in particular, measures have had to be taken
to curtail civil investment, not only where financed by public funds but also
in the private sector. This curtailment has had to be carried out against a
background of sharp reductions in foreign economic aid, and the necessary
decisions have been all the more difficult to take since a reduction in the
volume of investmment may lead to great delays in the completion of works
already begun and even, in a few countries, to a certain amount of
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unemployment. It is only fair to add that, under such conditions, to step
up armament expenditure to the level planned for the different countries,
and to do this on the basis of internal resources alone, is, from a practical
point of view, often a well-nigh impossible proposition — indeed it pre-
supposes the receipt of a certain amount of foreign aid, as originally con-
templated. '

One cannot held feeling gratified by the fact that the increased
expenditure occasioned directly and indirectly by the outbreak of the conflict
in- Korea has not prevented the various countries from coping so successfully
with the problem of inflation that downward, not upward, price trends have
recently characterised & number of commodity markets; although there has not
been any considerable fall in the cost of living, the fact that still larger
burdens have not been placed on the consumer is in itself an achievement —
but one which has been possible only because the increase in budget
expenditure has been financed from tax revenue and genuine savings rather
than by recdurse to the creation of credit.

The test may become a sterner one, however, as tax receipts cease to
be so far ahead of budget estimates and as the actual rate of defence
spending catches up with budget plans, It is not a reassuring state of affairs
when governments have to appropriate for their own use as much as one-
third of the national income, or even more, The contraction in the market
for consumer goods, which has been such a peculiar feature of the economies
of many countries since the spring of 1951, must be regarded as being, to
a large extent, a reaction after the over-buying which took place in the
hectic days of the winter of 1950-51. But, even so, spending would probably
not have been on such a moderate scale if there had been a genuine
balancing of budget accounts. The lull in consumer spending may not last
for long and it would in any case be quite premature to use it as an
argument in favour of bringing about an expansion of purchasing power by
the adoption of a less determined budget policy. In so far as any relief is
required in the liquidity situation, it is much safer to relax some of the
credit restrictions which have been imposed — and that, indeed, is what has
been done in 2 number of countries, once it has been felt that their situations
have improved sufficiently to warrant such relaxations,



IX. European Payments Union.

The European Payments Union has now been in operation for nearly
two years and, in recent months, the governments concerned have been
studying the measures necessary for its continuation after 3oth June 1932.

This date also marks the end of the four years of the Marshall Plan
envisaged when the plan began in 1948, and it is relevant to enquire to what
extent the American aid spent to increase production and promote viability
in Burope has achieved its objectives and brought nearer the time when
the general convertibility of European currencies can be contemplated.

Of the total American aid, certain amounts were passed on by recipient
countries in the form of grants or ‘“‘drawing rights” in their own currency
(part of the counterpart funds) totalling $1,380 million* during the twenty-one
months of the intra-European payments schemes; a further net amount of
$418 million in dollars was given in support of the European Payments Union
during the twenty-one months to March 1952, as shown in the table.

United States aid, direct or indirect, for intra-European payments,

1948 to 1952,
[ntra-European European
Payments Schemes Paymeants Union
{H months) {21 months)
Form of ald
for Intra-European payments 1948-49 (1) 1949.50 ( 1950-51 l 1951-62(2)

financial yeﬁrs ending 30th June
In millions of dollars

1. Ald given to European countriss and uti-
lised directly or indirectly for intra-
European payments:

{a} Indirect ald (counterpart funds in

national currencies) . . . . . . P 677 703 {— 18y {H {—11)%
(b) direct aid (in doltars} . . . . . P — —_ A7) 109 (9
2. Direct contribution to intra- European pay- '
ments (indollars) . . + . - v v v .y —_ — 350 (% 11
Totals . .. ....... P 677 703 ; 309 109
1,380 418

Note: The total of the four cotumns; $1,798 milion, consisis of aid of different kinds. As far as the

indirect aid was concerned, the original recipients of the aid recelved mostly American goods and passed on

their domestically-produced goods fo0 the final recipients.

"y Nine months, October 1948 to June 1944, (% Nine months, July 1951 to March 1952,

¢} Conditional ald of $201 milllon allotted to Belglum, Sweden and the United Kingdom, less granis by the
Union of $27% million o Austria, Greece, iceland, the Netherlands and MHorway.

(9 Reclassification due to Sweden’s renouncemant of conditlonal aid.

%) Special Resources paid in dollars 'on behalf of Austria, Gresce, Iceland and Turkey.

() The $350 million obligated by the U.S. Government on the formation of the Union..

The contrast between the two periods, each of twenty-one months, is
even more striking than appears from the table. Under the payments schemes
of 1948-49 and 1949-50, the $1,380 million of drawing rights, corresponding
* For convenience, the dollar sign ($) is used throughout this chapter, whether the operatio;m referred

to was made in U.5. dollars (or gold), in EP.U. units of account or, as in this case, in national
currencies. .
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to an equivalent amount of conditional aid, covered about one-third of the
$4,000 million of gross intra-European deficits during the twenty-one months
(the remainder being met by gold movements, new bilateral credit and the
drawing-down of bilateral balances — only two per cent. being '‘compensated’).

During the twenty-one months of the European Payments Union up to
March 1952, the gross deficits were considerably larger — at $6,600 rullion;
this amount was fully covered, three-quarters by the “compensations” alone,
and the balance mainly through the gold and credit operations of the Union
(see below). And, at the end of the twenty-one-month period, the $272
million capital of the Union was intact, while its total gold and dollar
holding was $339 million. ' '

The formation of the Union, its constitution and practical working
during the early months were described in detail in the twenty-first Annual
Report, pages 222-238, to which readers are referred. The present review
deals with changes in the structure of the Union and with its operations
up to March 1952.

A. Changes in the structure of the Union.

Since the creation of the Union various changes have been made in the
initial balances and the quotas, the new technique of Special Resources has
been introduced and special arrangements have been made for certain debtors
and creditors.

1. Initial balances for 1950-51.

On the creation of the Union initial debit balances were allotted by the
U.S. Government to Belgium, Sweden and the Umited Kingdom, the "pro-
spective creditors’” in the Union, against the allotment of “conditional aid”;
thus these three countries received dollar aid and allotted an equivalent
amount of their national currencies as a grant to the Union, to be used to
cover their intra-European net surpluses before utilisation of their quotas. While
the $150 million allotted to the United Kingdom remained unchanged, the
conditional aid to Belgium was reduced by $14,675,000 and Sweden renounced
$11,395,000, so that the effective total of the three grants to the Union was
reduced by $26,070,000, from $215,250,000 to $18g,180,000.

Initial credit balances to cover deficits in the Union were allotted by
the U.8. Government as grants to Austria, Greece, Iceland, the Netherlands
and Norway and, in addition, as loans by the Union, to Norway and Turkey
(Turkey retrospectively in May 1951). In so far as these allotments were
made as grants by the Union, they were in the nature of the drawing rights
under the intra-European payments schemes.

As all these inttial debit and credit balances were allotted only for the
year 1950-5I, they no longer play an active part in the operations of the Union.
But the excess of grants by the Umion to the debtors over the grants to the
Union from the creditors fell as a direct loss on the capital (see page 242).



2. Special Resources for 1951-52.

This was the novelty introduced in the second year of the Union. It
was decided that the technique of grants in the form of initial balances
should not be retained after June 1951. An improved method of giving
American aid to the persistent debtors was found in the “Special Resources”,
having the advantage for the Union.that the dollars were allotted by the
U.S. Government not to the prospective creditors, to be passed on as a grant
to the Union but, on behalf of the debtors, directly to the Union itself —
and this has since done much to strengthen the dollar position of the Union,

Under Article 9 of the Agreement for the Establishment of a European
Payments Union a procedure was laid down whereby the so-called “existing
resources’, corresponding to the unfunded bilateral debts outstanding on
the payments agreements accounts at the end of June 1950, could be utilised
to cover deficits in the Union. By an addition fo Article 9, a similar
procedure was created for the use of Special Resources in dollars which
were allocated by the U.S, Government to Austria, Greece, Iceland and
Turkey to be utilised month by month by the Agent on their behalf to
cover net deficits up to one hundred per cent. in U.S, dollars. A procedure
similar to that for the existing resources was decided upon in order to
make the payments non-reversible, i.e. not subject to the cumulative principle;
in other words, if Greece, for example, had a net surplus in any month, it
did not receive back the dollars paid in on its behalf as Special Resources
(which remained with the Union) but temporarily granted credit to the
Union within its quota (which remained unblocked on the creditor side).
Although not fully formulated until July 1951, the special-resources procedure
was made retroactive with effect from April 1951 1n order to cover amounts
in dollars which had been supplied by the U.S. Government to Austria,
Greece and Iceland to cover their net deficits since that time. The proce-
dure was kept flexible, the allotments of Special Resources being made by the
U8, Government only for comparatively short periods (in the first place, for
the quarter July to September 1951 and, later, for a few months at a time),

3. Quotas.

The quotas mark the limits for each country of its cumulative accounting
surplus or deficit which may be dealt with normally through the Union by
credit or gold payments (without resort to special arrangements).

There has been no general revision of the quotas but two changes were
made at the end of the first year, with effect from the operations in respect
of July 1g951:

the German quota was increased from $320 to 500 million, and

-the Netherlands quota was increased from $330 to 355 million.

These modifications were not due to any consideration of the position of
these countries in the Union at that time but were made in order to rectify
the amounts fixed when the Union was formed, which were based on
calculations that had subsequently become unrealistic.



A change of an entirely different nature was made early in the month
of March 1952 when the debtor position of France was acute, With effect from
* the operations on account of February 1952 (t.e. around the middle of March)
the French quota was temporarily increased from $520 to 620 million until the
operations for May 1952, by the insertion of a supplementary gold-free
tranche of $100 million between the third and fourth normal tranches. In the
operations for June 1952 the quota will revert to $s520 million. This con-
tribution by the Union towards meeting the French exchange crisis at that
time was in the nature of a special arrangement (see below); it meant
that an immediate gold payment of $6¢ million from France to the Union
was postponed for four months.

The quotas of Austria and Greece as debtors have been blocked since
the creation of the Union while that of Iceland was blocked from April to
September 1951, these countries being in receipt of grants (in the form of
initial balances and, later, of Special Resources).

No changes have been made in the gold-credit ratios except that
resulting indirectly from the additional tranche granted to France in the
operations for February 1952 and also from a special provision in the case
of Norway, whose first (gold-free) tranche as a creditor was increased
and the second tranche decreased by $10 million (because the irrever-
sible initial credit balance as loan was equivalent in effect to an extra
gold-free tranche of $10 million on the debtor side).

4. Special arrangements for debtors and creditors.

There have been only two special arrangements made for debtor
countries apart from the allocation of initial credit balances and Special
Resources.

When Germany exceeded its quota in November 1950 a special arrange-
ment for $18¢ million was made, the Union granting a credit of $120 million
concurrently with gold payments of $60 million by Germany (for details see
the twenty-first Annual Report).

As mentioned under “quotas” above, a special arrangement was made
for France early in the month of March 1952 in the form of a supplementary
gold-free tranche of $roo million; this arrangement was in effect a special
temporary credit granted by the Union to France within the quota.

In the case of certain creditors who exceeded, or threatened to exceed,
their quotas, viz. Belgium, Italy, Portugal and Sweden a number of special
arrangements have proved necessary. :

(A decision of the Council of Q. EE.C. at the time when the Agreement
was signed foresaw the possibility of Switzerland’s exceeding its quota on a fifty-
fifty basis of credit granted by Switzerland and gold payments by the Union; up
to the present, however, Switzerland has remained inside its quota.)



The first country to exceed its quota as a creditor was Belgium in

August 1951,

and the following table summarises the various arrangements

which have been made to cover the period up to March 1952.

The first arrangement, for August-September 1951, was on a ffty-fifty
basis; the second arrangement, for October-December 1951, was for a lump-sum

Cover of Belgium’s surpluses with the Union:
July 1850 to March 1952,

Cradit Gold
Type of gra;,nyted WYT:"“ Totals
arrangement Belgium

in millions of units of account

{nitial debit balance as

grant . . . . ... ... — 29,40 294
Quata. .. L. .. 201.3 129.3 330.6
Special arrangements;

Firat (Aug-Sept. 1951) . 40.1 40.1 80.1

Second (Cct.-Dec, 1951) 99.9 £0.0 179.9

Third. (dan.-March 1952} 826 €0.0 142.6

Totals , , . 4239 338.8(0 762.7()

() Covered by conditional aid of §29.4 million allocated by the U.S.
Government.
{2 The batance of $309.4 milllon {abova the amount of COndltional aild)
s paid by the Union,
Q) This ts $15.8 miltion In excess of Beluium s cumulative net surplus
of $746.8 mitlion owing to Belgium’s use of existing resources to
cover deiiclts in the early mont s of the Union,

Cover of Portugal’s surpluses with the Union:
July 19506 to March 1852,

Credit Qold
Type of gra:ted payzents Totals
¥
arrangement Portugal
in milliong of units of account
Quota . . e e e e 42.0 28.0 70.0
Special arrangements:
First (fifty-fifty) . . 12.8 12.5 25.0
Second (sixty-forty) e 6.8 6.2 12.9
Totals , . . 61.3 46.7 107.9

Cover of ltaly’s surpluses with the Union:
July 1950 to March 1952,

Credit ‘Gold
Type of 9"‘:’“‘“ Pa‘";“:““ Totals
¥
arrangement laly
in_millions of units of account
Quota ., , .. ..... ' 123.0 B2.0 205.0
Special arrangement

i D 232 232 46.4
Totals , . .| 1462 105.2 2514+

* This is $42.5 million in excess of Ilaly's cumulatnre net surplus of
$208.9 million, the difference being due to [aly's use of existing
resources to cover deficits In the first quarter of 1951,

payment of $8o million in
gold and the balance in
credit granted by Belgium;
the third arrangement, for
January-March 1952, was
for a lump sum of $6o
million in gold and the
balance in credit. A fourth
arrangement has been made
for April-June 1952 on the
basis of a lump sum of
$80 million in gold.

Portugal first exceed-
ed its quota in September
1951 and the table shows
how the surpluses have been
covered. The first arrange-
ment was for $25 million
on a fifty-fifty basis. The
second arrangement was for
a total of $30 million in
three equal tranches, the
gold payments decreasing
from 5o to 40 and 30 per
cent, respectively (with an
average of 40 per cent.) and
the balance being settled 1n
credit; $17.1 million of this
arrangement was still not

* utilised after the operations

for March 1952.

Italy exceeded its
quota in November 1951
and a special arrangement
was made for a further
$100 million on a fifty-fifty
basis of gold and credit; up
to March 1952, $46.4 mil-
lion of this arrangement

had been utilised.



Sweden ran up large surpluses with the Union towards the end of
1951 and, as any surplus above the quota was expected to be of a temporary
nature, Sweden agreed to grant one hundred per cent. credit to the Union
for the period from January to March 1952; this arrangement was not utilised
as Sweden did not, in fact, exceed its quota during this period.

Before dealing with the operations, it is useful to mention the
cumulative principle, which is of fundamental importance for the
working of the Union. Briefly, when a deficit follows a surplus or vice
versa, this principle requires “a corresponding reversal of the previous
operations In the opposite order before a new operation is effected”, to
quote the Directives; this reversibility of the operations applies to all credit
and gold movements within -the quotas and to the special arrangements for
debtors and creditors, but not to existing resources and Special Resources
nor, any longer, to initial balances (allotted for 1950-51).

B. The operations of the Union.

Full statistics are published by the Organisation for European Economic
Co-operation in Paris and a rich commentary is generally released in member
countries, so that information on the operations of the Union is available in
great detail.

In the practical working of the Union there are two phases which should
be distinguished:

i vy

I. the ““‘compensations’’ (due to the monthly offsetting operations and
the reversals of net positions), and

2. the settlement operations on the final net positions.

1. Compensation mechanism.

The compensation mechanism itself consists of two quite separate
elements:

(a) the monthly offsetting resulting from the operations carried out, on the
instructions of the Agent, in the books of the central banks, with the
effect of reducing the bilateral balances accumulated during each menth
to zero; and

(b) the reversals of net positions, inside the Union, in application of the
cumulative principle.

- The next table shows month by month the effect of both of these
forms of compensation on the gross surpluses {and deficits).

The first column gives the gross surpluses (there being, of course, an
equal amount of gross deficits) as calculated on the basis of the reports
from the central banks — this is the raw material which is put through the



E.P.U.;: Compensation mechanism — monthly working,
duly 1950 to March 1952,

Compensations monthly Net surpluses
Gross (and deficlts)
surplusas
Moanth (and deficits) Qprgetting | TeVersals Total
menthly | goerations of net compen- cumu-
positions sations monthly lative
in _milllons of units of account

1850
duty + ool 193 114 —_ i14 79 79
August. . . . ... .. 200 a3 18 111 89 168
September , . . . .. . 2683 a0 a 121 142 210
October . . ... ... 3N 125 27 152 220 530
Movember , . .. ... 270 132 22 154 116 548
Decatnber . . . . .. . 274 154 28 162 _ 93 739

1951
Janpary .. ... ... 251 113 22 135 " 116 854
February . . .. .. .. 203 127 & 132 161 1,018
March . . .. .. e 222 123 30 153 68 7,085
April . . . ..o 225 76 j=1) 172 52 1,137
May . ......... 270 130 144 27t — 1 1,136
Juns . .., .. .. P 340 172 200 372 — 32 f,104
duly ... L 355 131 272 404 — 48 7,055
August , . . ... ... 350 118 305 423 — 73 983
September. , . ., , . . 380 112 394 506 — 126 a57
October ., . ... ... 546 124 358 482 64 p2f
November ., ... .. anz2 159 a0 249 153 1,075
December . , . .. .. 361 125 &3 168 173 i.247

1952 : .
Januwary ... .0 ... 418 151 &d 215 203 1,450
February ., . . .. ... 369 160 16 176 193 1,643
March . . ... A 285 163 12 175 II_I 1,758
Totals . . . 6,640 2,694 2,192 4,886 1,754

Note: The net surpluses and deficits shown in this table are those calculated before interest payable to or
_I% the Union has been debled or credited, as the case may be, to the debtor or creditor countries concerned.
e debiting and crediting of Interest may cause an increase or a decrease in the amount to be settled through
the Union, as the positlons of countries in the Union develop; this factor caused an increase of $6~7 millton
e be setled through the Union In June 1951, but by March 1952 this was changed to a decrease of $3 miflion
{from $1,754 million to $1,751 millien).
machine each month. The next three columns show the compensations: the
amount resulting from the offsetting operations made in national currencies by
the central banks (on ninety-six different accounts), the reversals of the net
positions inside the Union and the sum of these two amounts, giving in all
the total amount compensated monthly. The next column shows the remaining
monthly net surpluses (and deficits), which are smaller than the amounts as

published each month, since the reversals have already been taken into account.

The growth of the gross (bilateral) surpluses (and deficits) from around
$200 million in the early months of the Union to over $500 million in
October 1951, and their subsequent decline, are noteworthy; these are the
{net) amounts accurnulated each month in national currencies on the books
of member central banks — the turnover of all receipts and payments on
these books is, of course, many times greater.



The compensations by bilateral offsetting have not fluctuated very
considerably from their average of $128 million over the twenty-one months,
More variable have been the reversals of the net positions: there was'a low
point of $5 million in February 1951 (meaning that, at that time, nearly all
members were continuing their previous development in the same direction)
— and this was at the height of the German ‘crisis; the reversals grew from
that point, as Germany began to have surpluses while France started to have
deficits (from April) and also the Umted Kingdom (from May); the reversals
of net positions reached a high point of nearly $400 million in September
1951, when the total compensations exceeded $s5c0 million on the month.

It will be noted that from May to September 1951 the net monthly
posttions remaming for settlement after the compensations were a minus
amount; this means that the reversals of old positions were greater than the
development of new positions, so that the cumulative figure in the last
column of the table declined. But, around October 1951, when both the
British and French had become net debtors and Germany a net creditor
of the Union, the cumulative positions rose again rapidly — to the high
level of March 1952, '

Over the twenty-one mouths, the total gross positions exceeded $6,600 mil-
lion, of which nearly $4,900 million, some three-quarters, was compensated,
leaving an amount of $1,750 million, “undigested” by the compensations, to
be dealt with by the settlement mechanism of the Union.

(Of the total compensations in the twenty-one months amounting to nearly
$4,900 million, almost two-thirds were due to four countries: United Kingdom
1,200 million, Germany 770 million, the Netherlands 6oo million and France
530 million.)

2. Settlement mechanism:

The table on the following page shows the working of the settlement
mechanism through time, viz. from July 1950 to March 1952,

For both creditors and debtors the table shows the “operational impact”
of the ante-quota settlements; these cause the difference between the cumula-
tive net positions and the cumulative accounting positions (only the latter
being settled by credit and gold within the Union}). The ante-quota settle-
ments are now all irreversible, that is to say they are not subject to the
cumulative principle. The operational impact of these items changes,
however, with the positions of member countries.

The use of existing resources provokes a transfer of a deficit from one
country to another, Actually, 2 gross amount of $116 million of existing
resources has been used, of which $100 million was in sterling. So long as the
United Kingdom was a creditor and the users of existing resources were
debtors, this reduced the net surpluses and deficits to be settled within the
Union; but when the United Kingdom became a debtor and certain users
of existing resources became creditors then the item ‘existing resources”



E.P.U.: Settlement mechanism — cumulative amounts,

SURPLUSES July 1950 to March 1952,
Cumu- Effect of ante-quota Cumu- Sottlement of cumulative
lative settloaments tative accounting surpluses
net account-
Accounting sur- Initial debit ing Withln | Outside
pariod pluses Existing balances sur- Quotas
(including rasources {grants Juses -
interest) to Union) p Credit \ Gold | Credit ‘ Gold
in millions of units of account
CREDITORS
1950 .
July-Sept. . chin) 18 85 207 164 43 — -—
October . . 530 3 164 335 302 33 -— -—
Novembar &46 24 158 464 402 62 — —_—
December . T40 at 172 537 438 101 - —_—
1951
January . . 856 48 194 614 482 132 —_ —_
February . . 1,017 68 194 7558 574 181 — -—
March . . . 1,088 71 194 e21 819 202 - —
April . ... 1,138 Fal 194 873 6544 229 _ -
May . ... 1,137 71 194 a7z 645 227 —_ —_
June . . L. 1,111 59 179 . 82 649 224 -_ —
July . ... | 1,062 28 172 ss4 | 664 190 - —
August. . ., 982 28 179 781 557 213 6 6
September , 863 13 &8 792 499 221 41 41
QOctober . . 922 — T4 51 945 516 287 57 a4
November ., 1,075 — T4 51 1,009 540 3 125 122
December’ , 1,247 — BG 81 1,282 617 345 171 149
1952
Januvary . . 1,447 — 86 -] 1,524 744 390 200 180
February . . 1,840 — 86 a 1,716 834 434 243 206
March . . . 1,761 — 86 9 1,827 870 470 265 222
DEFICITS
Effect of ante-quota Setttement of cumulative
CIl-lmu- settloments Cumu- accounting deficlis
ative
lative
net nitial credit , within | Outside
- Accounting [ geficits |Exlsting|  batances | SROSA ccount: Quotas
period (including] re- & ‘ L sources def?gits
interest) | sources | Grants o |(doliars) Credit | Gold | credit | Gold
Tn_milllans of units of account '
DEBTORS
1960 ’
July-Sept. . 310 i8 ) 22 - _ 200 169 <1} -— -
Qctaber |, 530 o3 | 121 —_ -— 78 274 104 —_ —_
Novamber 646 24 153 — - 468 309 155 -_ 4
Decomber , 740 <3 192 1 - 516 337 143 24 12
1951 ' :
January . . 855 48 218 10 -— 582 388 135 53 26
February . . | 1,017 6a | 243 10 - €95 ata | 140 51 45
March . . .| 1,086 T 257 10 — 748 47 173 80 48
April , .. . 1,138 " 266 o] 7 785 518 178 B0 as
May .. ..| 1,137 Fil| 275 <[ I A | 745 53g 194 - 11
June ., . .7 1,110 58 279 as ETi 700 Bi2 174 - 14
duly ... .1 1,081 24 258 35 7 663 532 ny - 14
August . . . 889 28 258 35 93 584 470 o7 - 17
September , 263 13 137 35 a6 591 804 61 — 27
October , . | 921 — T4 128 35 111 720 631 T0 - 19
Movembar . | 1,074 — T4 129 a5 125 859 21 121 —_ 7
December . | 1,247 - BG 129 35 130 1,039 ang 208 —_ 21
1952
Jahwary , .| 1,447 | — B6 99 35 135 1,264 895 339 - 30
February . . | 1,640 — 86 a8 a5 139 1,453 1,009 401 _ 43
March .. . 1,751 - 86 99 35 146 1,656 1,033 470 —_ 52

Note: The cumulative net surpluses and deficits In the first column have been taken from the last ¢olumn of
the previous tabla and ad'ust_ed for the small amounts of Interest paymenis. Adjustments have also been made
to the cumulatlve accounting deficits from April to June 1951 In order to take account of the retroactive reclassl-
ficatlon of dollars paid on behalf of certain debtors as Spacfal Resources.



appeared (from October 1951 onwards) as negative, that is, their use has
increased the amount of the settlements made within the Union itself,

Changes in the positions of member countries have had a similar effect
on the operational impact of the initial balances allotted as grants. The
effective amount of the initial debit balances of the prospective creditors was
$189 million; and the total of the initial credit balances by grants allocated to
the prospective debtors was $279 million. When the United Kingdom became
a debtor, and the Netherlands (with an initial credit balance by grant of
$30 million) became a creditor, there was a shift of $180 million in the
operational impact of the initial balances, so that the effect of the debtor
balances was reduced to $o million and the creditor balances as grants to
$99 million, as shown in the table.

As a consequence of the changes which were thus produced (by the
operational impact of existing resources and initial balances), the cumulative
accounting surpluses exceeded the cumulative net surpluses by $77 million
in March 1952 (so that, with the ‘“‘constellation” of quotas at that time,
the effect of the ante-quota settlements was to reduce the total effect of the
compensations and increase the settlements within and above the creditors’
quotas by a similar amount).

But the operational impact of the Specital Resources has remained un-
changed and the $146 million provided by the U.S. Government up to March
1952 went directly to decrease the total of the cumulative accounting deficits
{(which were lower than the cumulative net deficits by $194 million, the net
effect of existing resources, mitral balances and Special Resources).

The cumulative accounting surpluses and deficits are the totals for
creditors and debtors of the amounts settled through the Union by credit
and gold payments (whether inside or outside the quotas).

The settlements to creditors outside the quotas are the result of the
special arrangements made with ‘Belgium, Italy and Portugal. The settlements
to debtors outside the quotas, as shown in the table, reflect from November
1950 to April 1951 the effect of the special arrangements for Germany (the
$120 million credit being drawn to a maximum amount of $9r mullion in
February 1951). From March 1951 onwards, Austria and Turkey have from
time to time settled deficits with the Union one hundred per cent. in dollars
from their own reserves (in addition to Special Resources used); $52 mullion
had been received by the Union in this way up to March 1952.

The previous two tables showed the development through time of the
compensation and settlement mechanisms; the table on the following page
gives a cross-section of the Union after the completion of the operations for
March 19352,

This table, which is similar to that published in Paris each month,
shows how the amounts ‘‘undigested” by the compensations, i. e. the
cumulative net surpluses and deficits of $1,751 million up to March 1952,
were settled.



E.P.U.: Cumulative positions of member ¢ouniries,
July 1850 to March 1952,

Net Ants-quota settlements Coverad within the Union &
positions | ¢ jsting Spscial _ Credit Gold Total
omber | cumulaiv | resources | pagaurces | toilal Rk
countries & por used on (+) u(::cllla:)) of recolved (+)| paid (+) [ guroine (1)
deficit (—) or by credit (—) gm?efd (> |vecoived (0 ot
of country by (—) country balances ('} defleit (=)
country by Unioen of country
in millions of units of account
Austria, ., . . .| — 137 — — 40 — B —_ — 17 —_— i7
Belgium , . . . + 747 —_ 16 —_ + 29 + 424 + 309 + T3z
Danmark., . . .| — 5 + 5 —_ —_ — 10 —_ 1 - 10
France . . . . . — 458 — 13 — — — 363 — 82 — 445
Germany, . . .} + 123 — 12 - — + 118 -+ 18 + 135
Graece , ., . . — 196 — i _ -] — 115 — —_ —
lesland . . . . .| — 8 — —_ 5 —_ 4 + Q — + o
Maly . ..... + 200 | — 43 — - + 148 | + 105 | + 261
MNetherlands . .| + 147 — — — 30 + 124 + 53 + 177
Norway .... — €8 e 0 — — &0 — 8 — —_ 8
Portugal . . . .| + 108 — — — + 61 + 47 + 108
Swaeden . . . .| + 241 —_ 18 — + 10 + 149 -+ a7 + 246
Switzerland . .| + 176 — — — + 113 + 63 + 176
Turkey. . ... — 130 + 2 — 22 —_ 25 —_ 30 — 55 — B85
UnitedKingdom! — 747 + 93 - + 180 | — 622 | — 368 | — 990
Totals . . . . . Frse | oo |- e | O [ TR0 1 o5e [ aaew
('} Including grants and loans. () Inside and gutside quotas.

(3} As the initial credit balance loans to MNorway and Turkey, totalling 535 milllon, are included in the previous
column, this figure is that amount lower than the $1,068 million shown in the table on page 241, which
Inclydes all credils and loans fogather.

() The cumulafive accounting deficits are lower than the cumulativa accounting surpluses by the amount of

© 327 million, being the not amount which debtors were able to finance hefors using their guotas (Special
Resources, $146 willion, and the net amount of initial balances, %125 million).

Existing resources (i.e. bilateral balances outstanding in June 1950 which
have been used to cover current deficits in the Union) have, owing to the
shifting positions of the countries concerned, in fact led to an increase of
the net surpluses and deficits by $86 million (cf. table on page 235); this
was due chiefly to the change in the position of the United Kingdom, on
which a net amount of $93 million existing resources has been wused
($100 million of sterling resources was utilised by other countries,* while the
United Kingdom itself has utilised $7 million on Denmark). But the ‘“‘exist-
ing resources” were only part of the total debts outstanding in June 1950;
for a more complete statement see page 240.

* In an exchange of letters, dated 7th July 1950, the V.5, Government agreed to indemnify the
UK, Government for loss of gold or dollars to the extent that such loss may have been caused
by the use of sterling balances of net debtors in the settlement of their deficit with the Furopean
Payments Union. Up to the end of December 1981 (i including the operations in respect of the
month of November) sterling had been used as existing resources to the equivalent of $g9.7 million,
increasing the United Kingdom net deficit by this armount and occasioning an additional gold payment
by the United Kingdom to the Union of $39.0 million. The official United Kingdom balance-of-
payments figures for rgs1 (White Paper Cmd 8505) show that $39.0 million had been received from
the U.S. Government in this conpection; early in April 1952, the Chancellor of the Exchequer stated
that $1o million had been received on this account in March 1952,
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The last three columns. of the table, showing the amounts covered by
credit and gold, reflect the final stages of the proceedings and include settlements
both inside and outside the quotas up to March 1952. In March 1952,
Belgium was by far the largest creditor of the Union with an accounting
surplus of $733 million, followed by Italy and Sweden, each with around
$250 million; on the debtor side the United Kingdom with $9go millien and
France with $445 mllion were by far the most important.

The difference of $271 mullion between the total accounting surpluses
and the total accounting deficits shown in the last column was due to the
use of Special Resources ($146 million) and the difference ($125 million)
between the initial debit and credit balances (grants and loans).

This table brings out the influence of the ante-quota settlements on the
final positions of member countries in the Union; the most striking was
the increase of the United Kingdom deficit from $747 to 990 million, as
a result of the (net) use of existing resources ($93 million) and the- initial
debit balance (of $150 million}).

The graphs on page 239 illustrate the development of the situations
of member countries through time (from the beginning of the Union in
July 1950) up to the point {March 1952) where the cross-section was taken
in the previous table. Only the accounting positions are considered and
thus not the ante-quota settlements,

The wide fluctuations of four important countries, the United
Kingdom, France, Germany and the Netherlands, are well brought out and
also the fact that, except for these four countries and Belgium, the individual
cumulative accounting surpluses and deficits have constantly remained within
. the relatively narrow range of minus $8¢ million and plus $250 miilion.

The second graph, with the cumulative accounting positions given as
percentages of the quotas, shows that only two countries have been outside
the, imit of their quotas as debtors {Germany and Turkey), while three have
been outside as creditors, and were so in March 1952 (Belgium, Portugal
and TItaly); further, the United Kingdom (as debtor) and Sweden (as creditor)
had utilised over go per cent. of their quotas by March 19352.

It is convenient at this point to consider the fate of the bilateral debts
outstanding on the payments agreements accounts at the end of June 1950
before the beginning of the operations of the Union. In the ninety-six
bilateral relationships between member countries there were eighty-two bilateral
debts, only fourteen positions being reported as nil.

Of these eighty-two debts totalling the equivalent of $861 million
in June 1950, $542 million, i.e. 63 per cent., were repaid through the
Union in the twenty-one months up to March 1952. Thirty-eight debts,
totalling $315 million, have been repaid in full, while out of forty-four debts,
totalling $546 million, partial repayments amounting to $227 million, i.e.
41 per cent., have been made.



E.P.U.: Member countries’ cumulative accounting surpluses and deficits in the Union
Juby 1950 to March 1852,
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The sacond graph showing the percentages has required adjustments in the curves for Belgium,
Getm?iny, the Nethetlands and France in those months when adjustments were made in the quotas of those
countries.
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E.P.U.: Amortisation of old hilateral indébtedness through the Union,
July 1950 to March 1952,

. Total of bllateral debts reported as at GOlh.June 1980 . . . . . .. ' . . 861
through through
amottisation utillsation Total
l-;\;epay ':r::t: and of existing repayments
¥ quarter repayments resources *
In milllons of units of account
1950 July~-Septamber, . . . . ... . 65 20 85
October-December . . . . . . 7 az2 11
1951 January-March ., ., . . . .. .. 39 43 a2
April-June , .. ... 41 — A1
July-September, , . . ., .. . 82 — 82
Octeber-December . ., , . . .. a0 21 51
1952 January-March, . . . . . ... 20 - 80
Total repayments . . . 426 116 % 542
Total of debts still outstanding at 31t March 1982 . .. ... . L e e . 318
Net amount
Amounts Amounts réceived {4}
Member receivad paid or paid (-)
countries
by member couniry by member ¢ountry
in millions of units of account
Austria . ., ., 2 5 - 3
Belgium, . . . ... .. .. PP e - + 79
Denmark . . . ... ... 10 32 —_ 22
France . ... ............ 165 52 + 103
Germany . . .. .00 e i 41 140 — 99
Greece, , ... ... e e . 1 5 — 4
Iegland . . .. .......... P e 1 — 1
Italy. . . . . oo v v i e 55 2 + B2
Nethardands, ., . . . ... .. ... . 92 f<r i + BB
Morway . . ... o0 v v v v h s ' 1] 24 — 24
Portwgal. . . . ... ... .. ... 2 2 + 0
Swaden . . . . .t i s e 34 12 + 22
Switzerland . . . ... .. ... .. 20 29 — 9
Turkey . . . . v v v i e a e e i 12 — 11
United Kingdom . . . .. ... ... B0 191 — 1M
Totals . ... ... . 542 B42 + 312

* The $116 million for total existing resources used i3 a gross amount. As some couniriés have both used
existing resources in other currencies to cover deficits and had existing resources in their own currency used
by other countries, the net total is reduced to $100 million (see table on page 237). A further aspect of existing
resources is given in the table on page 235; the "minus™ $86 million represents the “operational impact", i.e.
it takes into account the changes in pogitions of member countries (from creditor to debtor and vice versa)
sfnce the existing resources were used,

Of the $319 million still outstanding, $183 million is in sterling and the
remainder in various other currencies; for some of these debts there are no
provisions for automatic repayment through the Union (e.g. some countries
prefer to retain their sterling holdings) and for others the repayment is
- arranged to take place over a fairly lengthy period (e.g. Denmark’s debt to
the United Kingdom).
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The second part of the table shows the effect of the repayments and
receipts on the individual countries. All the debt repayments have been made
by debiting the monthly position of the repaying country in the Union and
crediting the receiving country. Until recently the operational impact was
actually to reduce the amounts to be settled within the Union (the largest
repayments being made by countries which were creditors in the Union).
As at the end of March 1952, the operational impact was to increase the
settlements in the Union (enlarging the net debtor and net creditor positions)
by the relatively small amount of $73 million. )

An audited balance sheet of the European Payments Union was
published after the conclusion of the operations in respect of June 195i and
a Statement of Account in a similar form 1s published monthly.

E.P.U.: Summary of Statement of Account,
July 1950 to March 1952,

Assets ' Liabitities
Tolal
After operations of
f%r Liguid l?orta m:t Creadits stat?‘:‘)n ent Capital % gortar;t:t Credits
i § | T ¥
accaunting period resou cas(l) receivad (2 granted () . aiven & received (0
in millions of units of account
Cpening . .. .. ... 350 215 - 565 286 279 —_
19580
July-September . , . ., 338 130 . 169 638 286 187 164
October . . ... ... 420 51 274 746 286 158 302
Naovember . . . . ... 448 57 309 B4 266 126 402
December . . .. ... 404 43 362 ato 266 87 436
1851
Janvary. . ... ... 379 21 431 an 286 63 482
February , . . .. ... 355 21 520 89S 286 36 574
March . . .. ... .. 370 21 537 828 286 22 619
April . ... ... ... 345 21 578 944 286 13 644
May . ......... 340 21 574 935 286 4 645
June . L L L L 352 21 847 820 272 —_ 549
July ., ... P 368 —_ 567 o936 272 — 664
August. . . .. .... 329 - 505 B34 272 — 563
September, . .. ... 262 — 5392 ao1 272 — 530
Or:lobe_r P e e e 179 _ 666 B45 272 —_ 573
Novembier . , . . . .. 180 — 156 237 272 —_ &5
Dacember . . . . ... 217 - 843 1,060 272 — 788
1952 .
dJanuvary .. .. ..., 295 - 930 1,225 272 —_ 953
February . . . .. ... 306 —_ 1,044 1,349 272 — 1,078
March . ........ 339 -— 1,068 1,407 272 — 1,135

('} U.S.dollars fo the amount of $350 million (from January 1952, $361.4 million) plus gold and dollars recelved
fn:u::lt net debtors plus interest received on U.S, Treasury bills and minus gold and dolars paid to net
creditors, .

%) Inltial debit balances not wlised on the respective dates.

() Including loans to Nerway and Turkey (on account of initial credit balances) and the spetial credit fo Germany,

(D Including 2 small item representing the difference between interest raceived and interest paid by the Union,
not Including interest aceruad, )

) See toxt, .

{%) Initial credit balances as grants not utilised on the respective dates.

{1 Including credits received under Arficle 13(b) of the Agresment (ouiside ths quotas).



The capital of the Union was originally $286.25 million, being
equivalent to the $350 million obligated by the U.S. Government less
$63.75 million, the difference between the initial debit and credit balances
allotted as grants. In June 1gs1, this difference was increased by $14,675,000
owing to the adjustment of Belgium’s initial debit balance, and the capital
was consequently reduced to $271,575,000. When Sweden renounced American
aid amounting to $11,395,000 in January 1952, this again increased the
difference to be taken into account; but an equivalent amount was obligated
by the U.S. Government to the Union (bringing the total amounts obligated
up to $361,395,000) so that, in this case, there was no change in the capital,
which remains at $271,575,000.

With the disappearance of the grants in the form of initial balances
after the first year of the Union, the balance sheet has become even more
stimple: the assets consist of liquid resources (U.S. dollars plus gold earmarked
in New York and London) and credits granted by the Union to the net
debtors; the liabilities consist of the capital {as explained above) and the credits
received by the Union from the net creditors. It follows that the amount of
the liquid resources In excess of the capital varies directly with the excess
of credit received over credit granted by the Union,

The increase of the balance-sheet total to the record of over $1,400 mil-
lion, after the operations for March 1952, shows how extended was the Union
at that time. '

Although, in practice, account must be taken of initial balances, Special
Resources, etc., yet a simple theoretical example dealing only with the quotas
is illustrative. With quotas totalling around 4,000 million, the greatest possible
utilisation would be 2,000 million (an equal amount of debtor and creditor
quotas); with this full utilisation, 60 per cent. would be granted and received
in credit, viz. 1,200 million, while the dollar holding would be intact. Thus
the total of the balance sheet could not exceed $1,560 millien, if all countries
remained inside their quotas.

But it would be unrealistic to imagine a full and even use of all the
quotas — it is probable that inside the quotas not more than, say, two-
thirds or three-quarters could be effectively utilised, in which case the
maximum credit received and given might be $goo-1,000 million. The fact
that total credit received by the Union in March 1952 was $1,13§ million:
is evidence that some quotas must have been exceeded (and, indeed, of this
credit, $870 million was inside and %265 million outside the quotas of the
creditors, see table on page 23%).

The varying “‘constellations” of the quotas have, in fact, been of great
importance for the working of the Union. With the theoretical 2,000-2,000
division of debtors and creditors mentioned above, the aggregate tranche
would be 400 million (one-fifth of 2,000) and the maximum gold loss for
the Union, which would occur at the end of the third tranche, would be
$160 million {the debtors paying in zero, 8o million and 160 million on the
three tranches respectively and the Union paying to creditors zero, 200 million
and 200 million respectively, according to the gold-credit ratios for the three
tranches).

But, in fact, the United Kingdom, with a quota exceeding 1,000 mil-
lion, was a creditor during the first year of the Union's life and, as the



other countries divided fairly evenly into creditors and debtors, the actual
-distribution of total quotas was approximately 2,500 million for the couniries
which were currently creditors and 1,500 million for the current debtors.
With this constellation the effective amount which could be used was
the lower of the two, viz. 1,500 million — five tranches for the debtors
and only three for the creditors. With the full and even utilisation of this
amount, $6oo million in gold would be paid in by the debtors and only
$500 million paid out to the creditors, so the Union would thus stand to gain
up to $10¢ million. This was the favourable constellation under which the
Union operated during the first year and is one of the main reasons for the
ease of the technical working and the “intact” $350 million dollar reserves
in June 1951, '

But, in September 1951, the United Kingdom became a debtor of the
Union and the creditor-debtor constellation changed abruptly from approxi-
mately 2,500-1,500 million in August to 1,100-2,900 million in October 1931.
With the effective use of 1,100 million, only $100 million would be paid in
by the debtors (with aggregate gold-free tranches of c£8o million) while
$440 million would be paid out to the creditors, if all countries remained
within their quotas — with a possible dollar loss to the Union of $340 mil-
lion, Such a constellation could hardly be permanent and already Belgium
and Portugal had been pushed outside their quotas as creditors. Nevertheless,
the dollar reserves of the Union fell below $180 million in October 1951
{compared with $420 million in October 1950} — and considerable concern
was felt as to the obviously narrow margin on which the Union was working.

Things righted themselves in later months, particularly when Germany
and the Netherlands became creditors and, by January 1952, the “ideal”
constellatien of z,000—z,000 million was more nearly reached than ever before.
But operations within the quotas were no longer the whole story, for three
creditors had exceeded their quotas and other factors were such that the
complete exhaustion of the dollar and gold assets of the Union remained a
possibility and a constant preoccupation of the Managing Board,

The current affairs of the Union are dealt with by the Managing
Board, which held twenty-one sessions between October 1950 and March 1952,
The main business transacted may be considered under four headings:
technical questions, country studies and recommendations, safeguarding the
dollar assets of the Union, and reports of a general nature.’

_ The technical questions which have been considered covered a wide
field, including the detailed working of the special arrangements for debtor
and creditor countries, the investment of dollar balances resulting from the
net in-payments of members, conditions for payments in bar gold and the
fixing of the value date for the operations (generally the tenth working-day
of the month).
From the beginning of the Union interest rates were fixed (in the
Directives) at 2 per cent. per annum for creditors, and with a sliding scale

for debtors rising from 2 per cent. for the first year to 2% per cent. for the
second year and 2% per cent. for periods exceeding two years.* In the first

* Opecial rates have been fixed in three cases: Germany paid 2%/; per cent. per annum on the
special credit opened by the Union in 1g50; France pays 27/, per cent. on the extra tranche of
its quota granted early in March 1952; and Belgium receives 21/, per cent. on all credit granted
above the gquota.



half-year, to December 1950, the equivalent of $1.3 million was received and
$r.; million was paid In Interest on credits granted by and to the Union,
resulting in a loss of $204,000; the Board, which has a mandate to consider
interest rates every six months, maintained the rates unchanged and, in the
first half of 1951, the Union reczived $5.1 million and paid $5.6 million,
sustaining a fucther loss of $464,000. The Board then decided to raise interest
rates for debtors by an overall ¥, per cent. per annum and, in the second
half of 1951, receiving $6.8 million and paying $6.2 million, the Union
made a profit of $630,000, which all but offset the previous losses. In
addition, investments of dollars in U.S. Treasury bills, particularly during
the second half of 1950, produced $262,000, so that there was altogether
(including interest paid and received by the Union) a small profit of
$224,000. .

The Managing Board has, over the eighteen months, made a thorough
study of the positions of nearly all the member countries of the
Union, generally with the aid of delegations of experts from the countries
concerned, As a result of these studies, reports have been made to the
Council recommending, 1n a number of cases, special arrangements which
have resulted in the changes in the structure of the Union indicated in the
earlier paragraphs of this chapter.

The Board has also commented on the various reports made by special
restricted committees dealing with the liberalisation of trade and will be
in close haison with the new Steering Board for Trade, set up as a result of
the decision of the Mimsterial Council on 2g9th March 1952. Indeed, it is
important to remember that the position of member countries of the Union
is the concern, not only of the Managing Board, but of all the main com-
mittees of O.E.E.C., especially the Joint Committee on Trade and Payments
and the Economic Committee — the final decisions being taken by the
Council of the Organisation.

The Board is responsible for the management of the fund including
the assets in dollars deriving from the amounts obligated by the U.S.
Government, from amounts paid in as Special Resources on behalf of certain
debtors and from the net in-payments by member countries. The smooth
working during the first year of the operations of the Union gave rise to
no particular problem in this connection but, during the second year, disquiet
concerning the adequacy of the dollar reserve was constantly felt, especially
from the autumn of 1951 onwards.

The Board has prepared some general reports, two of which have
been widely circulated: the first Annual Report of the Managing Board up
to June 1951 (published in August 1951) and the Report on the Operations
of the Union after June 1952 (made to the Council of Ministers in March
1952). :

The second of these two reports deals with the measures necessary to
prolong the operations of the Union beyond the current period to June 1952.

* *
*



E.P.U.: Trade balances and payments balances
of monetary areas of member countries,
quarterly figures in miilions of dollars.

1 Visible trade balances.

1949 1950 1951 Totals
Wember eountrles 1949 to
dan= ! April=| July= | Oct= | Jan= | Aptil=| July~ | Ovt— | Jan— | April—{ July— | Dot~ 1951

Wasch | Jdune | Sept. y- Gec. {Marchy June | Sepl. | Dec. 7 Marchy June | Sept. § Doc.
Avstria . ..., ..|—16|—20|=27|—25}—024}—44|— 4|— 1]|—24]|=22|— 8[—24] — 207
legium-Luxernburg B0 |+104 [+ T3 |= TP BB(+ B |— 17— 18]+ 36|+ BT [+145|+130] 4+ 620
Denmark . . . ... — 18— 2!+ 251+ 25— 28— 18 |—18]— 9[— 11— 37 [—= 33|+ 11 — 113
France .. ... .. -2+ 2|—41[—42|— 26+ 20)+ 76 |+100 |+ 81 |— 67 |—180 |—164 | — 283
Garmany . . . ... + 2= = G- |13 |- |—T5 |15 | =93 |+ 1R |1 |+ | — 7
Greece . ... ... — 25| —19|—38|—28)|—34|— 49 |—52|—38|— 33 |=— 45 |— 47— 35| — 441
Maly . . . . ... .. — 2]+ 180+ 27 )+ 4= T+ 10|+ 43|+ 44 9|— 16|+ 55|+ 23| + 2e8
Netherlands . . . . . — 17 |=23 |~ 34 |= 77— 12|~ 56|+ 9|+ 33)—27|— 38|t 65|+108] = @8
Norway . . . ... . -3 = 6T | — BT |~ G f— T |~ 50 |~ 25 |— 39 |— 48 |— ST 30— 42| — 620
Portugal. . . . . . . —R2|—3B|—24|—~20p—16|—27|— 10|~ d4]= 3|~ 12| H]—~15] — 206
Sweden . . . .. .. — 250+ 15+ 18|+ 17)]— 2|]— S|—10]—12)—68}— 8|+ 24+ 74| + 23
Switzerland . . , . . —21{— 4|+ 4|— 411 ]—12|— 45 |— 40— 75|— 73 |— 40|— 43| — 362
Turkey . . . .. .. — A — 4= 25 ] W)= 12)— 24|+ 25)+ 2)— M| A3 |—22] — 110
United Kingdom . . . [+ 82 | 30 |—1181{+ 24 4158 |+ 71 |+ 64 |[+102 |+127 |+ 11 |—215 |—287| — 12
Net totals . . . . . . — B7 |[— 80 | —228 | —212 {—134& |—172 |— 89 |— 26 |—164 [~130 [—183 |— 87| —1.5%0

2. Payments balances.

Augtria . .. .. .. — M |—Bl=13|—-27|—30|—17}{— 8|—29|=4a5[—22|— 15|~ 11| — 283
Belgium-Luxemburg . |+ 64 |+118 |+ 99— 4|+ 7B|+106 |— 3|+ 9|+ 83 |+146 |+ 188 | +178| +1,063
Denmark . . .. .. — 6|+ 16+ B+ 12— 14|—22|—10|—22)]— t]—o8le 1|+ 36| — a0
France . . . . . . . — 57 |— 38 |[+147 |+ 3= 10|+ 77 {+t01 |+ 28]+ 58 |— 77 |—108 |—286 | — 73
Germany . . . . . . + 48|+ 18 |+ 3811161130 |+ & 1177 l—181 |— 89 |+ 176 [+ 167 1+130] — 238
Greece . . .. . .. — 03 | — 3 |= 1 |= 20| — 16 |— 56 |— 43 |— 29 [-= 22 |— 47 |— 20 |— 27| — 3m2
Maly., .. ..... A 73]+ 82l+ 90l 2]+ 5]— 31+ 2|-331— 3530+ 844130 |+ 95| + 440
Netherlands . . ., . . -0 {— 33|+ 10+ 1W0)—861|—866|— 40— 65— 85— 77!+ 50)+169) — 296
Marway . . . . . . . — 2| -2 |—25|—3sl— 36— 2 |—11l—d0]—23|— 6+ 12— 1] — 235
Portugal . . . . . . . — 38 |— 28+ B+ 2{— 3|—13(4+ 19|+ 20|+ 27|— S|+ 12|+ 26| + 28
Sweden . . . . . . . + 1|+ 181+ 551+ 400— t|— 1651+ 8| 220— 30|— 14|+ 88 +169) + 277
Switzertand . . . . . + 20|+ 45|+ 23|+ G|+ 12|= 12— 28|~ 4]+ 38]— 16|+ 66|+ 65| + 175
Turkay « v « 2 4 4 + B~ T|— G+ 22{— H{— @+ T{+ 6]—18|— 5 |— M|+ 0] — 183
United Kingdom . . . |+ 76 [— 96 |—405 |+ 121 {+211 [+ 78 |+10¢ |+ 404 |+ 158 |— 32 |—515 |—s62 | — 452

3. Payments in excess of (4) or less than (—) trade balances.
Austria . . ... .. — 19— 13|+ 14|~ 2]— B|— 3|= 4|—=28]|]— 22|+ O|— 7|+ 13| — 78
Belgium-Luxemburg . |+ 14 [+ 13|+ 26|— 2]+ 45 [+100 |+ 14 ]+ 25|+ 48({+ 66|+ 434+ 39| + 434
Denmark . . .. .. + 12|+ 18|— T7|— 13+ 15|— 4|— O|—14]+ 10|+ 9|+ 32!+ 26| + 82
France . . ..... — 08 |— 41 |+188 |+ 45 |+ 15 |- 57+ 113 |— 81 |- 2|— 11|+ 72 |—122] + 211
Germany . . .. . . + 18+ 24 (4 43 |—= 35 [— 17|+ B9 |=102 [— 30|+ 4[— 18|+ 4 [—4l] — 3
Greece . ... ... + 2|—21 | 3|— [+ 18— 7|+ 914+ B[+ 11|— 2|+ 27|+ B| + 49
Maly. ........ + 75|+ 63 l+ e3|—daf+ 12— 14— 41 |— 77| s+ TO|+ B[+ 2| + 212
Netherlands . . . . . — 91 [ 10|+ 44|+ B7|— 4D |— 11 |— 4D |— 60| 58 |— 39— 15|+ 62| — 148
Norway . . . .. . . + 331+ 45 |+ 42|+ 264+ 38|+ 28|+ 14— 1T 28|+ S|+ 42|+ 41] + 3n4
Portugal. . . . .. . — 4+ 8|+ e[+ 22f+ 12|+ 15[+ 20|+ 24|F 20|+ T+ 20|+ M| 4+ 235
Sweden . . . . . .. + 26|+ 3|+ 37|+ 23+ o|l=10l+ 18— 10|t 38— B|+ 44|+ 94| + 254
Switzedand . . . . . + 4|+ 48|+ 19l+ ol+ 23|+ ols 17— S|T114 |+ 57 |+106|+107] + 538
Turkey . ... ... + 11|+ 6|+ 15]{]— S|=—26|— 86|+ 26|—18]|—20|— &+ 9|+ 22] — 72
United Kingdom . . . |— ©|— &6 |—287 |+ 98|+ B3+ 7|+ 46]+302]1 31 [— 44 |--300{--275] — 440
Net totals . . . . . . + 87 |+ 80 |+228 |+212 |[+134 |+ 172 |+ 89 [+ 26 [+ 164 |+-130 [+163 |+ 7] +1.59%0

Hote: The visible trade figures are taken from the monthly statistical bulletin of O.E.E.C, and the payments
flgures from the Agent's reports; the paymenis statistics are, of course, the calculated surpluses and dsﬁmts
exciuding the Agent's operaﬁons {drawing rights etc.).

he figures for Beigium, France, the Netherlands, Portugal' and the United Kinr,-dorn apply 1o the
whole "“monetaty areas”’ of those couniries.
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A general review of the operations during the first twenty-one
months of the Union reveals that the fluctuations in the positions of a number
of the member countries have been considerable and sometimes very sharp.

The table on preceding page shows the visible trade between the mone-
tary areas of member countries (as given by the customs statistics), their
intra-European payments, as reflected in the Union, and the difference between
the trade and payments statistics. This summary table can be- split up to
show the monthly inter-relationships of the various countries individually an
in considerable detail, '

It is evident that the third section of this table, “payments in excess
of, or less than, trade balances” is a mixed bag of errors and omissions,
time-lags and various invisible items, including, in particular, capital move-
ments; nevertheless, each line of the table is comparable with itself and
changes in the trends are not without significance. Graphs based on monthly
figures for member countries showing each other country separately have provided

E.P.U.: Gold and dollar turnover.
Payments and receipts of member countries to and from the Union
gross and net {including special resources and amounts above quotas)

July 1950 to March 1952.

Country as cumulative Country as cumulative Net
craditor debtor amount
. paid
Member countries Gross amounts Gross amounts to (—) or |[Turnover
Not Net racaived
recelved [pald back| ameunts|  pajd reg:i\asd amaotnts t;':’a;i’;z
in millions of units of account
Austria . ... .. ... .. — -_ — 57 - 57 — BT 57
Belgium. . . . ..., ... Jce -— ace — —_ -_ + 3Co 09
Denmark . .« ... 0. —_ —_ — 7 7 - — 13
Francs, . . . .. .. ...« 95 o5 - 82 —_ g2 | — 82 273
Germany . . . .. ... . ig — 18 174 174 — + 18 368
Groece, . . . . .. ... ‘o - — — 80 —_ BO — 80 80
fceland . . . ... ..... — — - 5 0 5§ |— 5 i1
Italy . . v o v v v c b e 1056 o 105 — —_ —_ + 105 106
Netherlands. . . . ... .. 53 - 53 75 75 - + 83 200
Norway . .. .... P - -— - -, - - - —
Paortugal. . . .. .. Ve e 53 6 47 — — — + 47 89
Swedon . . .. .. ... . o7 it 297 3 3 —_ + 97 102
Bwitzerland . . . .. .. .. €6 3 =X} 27 27 _ + 63 123
Turkey. . . oo 1 1 — a4 7 77 [— 77| %4
United Kingdom . . ., . . 1g 19 | - 368 — 368 | — 368 ao7
Gross totals . . . a7 225 692 861 292 | ©69 4+ 23 | 2,396
Curtent cumuiative creditors
and debtors (March 1952) . TO01 =] 632 682 i4 G689 4 23

MNote: The total turnover as shown excludes deawings on the U.S. Treasury and also sundry adjustments (e.g.
repayments to deblors due to the refrospective use of Special Resources). The Special Resources paid in on
behalf of lceland are included amongst the debtors' payments in the bottom line {although, in March 1952,
icetand was a small creditor of the Union). : :



valuable data for judging the origin of the movements, certain of which are
very striking, as, for example, the considerable negative item for the United
Kingdom in July-September 1949 and again in July-September and October-
December 1951, when out-payments far outran the visible trade deficit.

Such sharp movements naturally placed a great strain on the Union,
particularly in the autumn of 1951, when the total of the doliar reserves
fell for a time below $180 million — see table on page 241I.

The Union’s actual turnover in dollars and gold has been on a quite
considerable scale: during the twenty-one months to March 1952, the total
of payments by the Union to member couniries and to the Union by member
countries (including those resulting from the use of Special Resources)
amounted to nearly $2,400 million, of which over one-third was made effec-
tively in gold bars.

Over $60o million of the turnover was with the United Kingdom but
all countries have participated except Norway which, after using its initial
credit balance, has remained within its gold-free tranche.

With so large a turnover it is, perhaps, surprising that the strain on
the dollar reserves of the Union has not been greater. But the Union was so
constituted that dollar receipts should normally cover dollar out-payments —
although there might well be a time-lag during which a temporary drain would
occur, to be covered by the dollar reserve of the Union. The original calcu-
lations were somewhat upset by the allocations of initial balances and, later, by

E.P.U.: Monthly net surpluses and deficits,
three-month moving averages (in milliens of doliars).
+1E60 +160
+140 | +140
+120 Net surpluses +120
100 - —+100
+80
*80 - e Vtherands
+80 |_ Belgium s ;‘--\ %\ e
40— /%f‘\ —‘\—1,._. e 0
+ 20 P Ty / AN +20
zeao——,— e Y - ZERD
-0 N | e
-4 N Francc. =40
-6 4 - 60
=80 g -80
100l \ /!J‘nr#edl(mg' T/ 100
-1 / Uniteg Kingdom - .120
~uo- —=is0
':gg el deficts [ \ ':gg
-200 I 1 | L1 I I |1 I |1 | S Lt | Lol J_ [ S =200
MH&tQﬁB 1949 : 1950 1954 1952

Note: These curves are three-month moving averages and thersfore not cumulative (as are the curves In the
graphs on page 239); it follows, for example, that the improvement in the position of the United Kingdom
since the autumn of 1951 Implles a decling in the monthily deficits or, in other words, 2 decline in the rate of
increase of the cumulative deficit.
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the special arrangements made for debtors and creditors of the Union. But in
the year 1951-52 the U.S. Government has made a valuable contribution
to the Union by adopting the procedure of Special Resources whereby the
deficits of certain debtors have been covered in dollars.

The Auctuations of the dollar assets of the Union reflect the fluctuations
of thé member countries. It is instructive to take a longer view than the
twenty-one months of the Union. The graph shows three-month moving
averages of the net surpluses and deficits of six important member countries
from the end of 1948 onwards (viz, from the earliest of these calculations
made for the first intra-European payments schemes).

These curves reflect the pulsating development of the intra-European
balances during the past three years and bring out the relatively wide fluctua-
tions of the United Kingdom. Except for the United Kingdom and for the
downward dip of Germany in the autumn of 1950 and of France towards the
end of 1951, the three-month moving averages show that the fluctuations,
although numerous, have remained within a range of some $60 million on
either side. (This tendency of the balances to swing around zero provides, of course,
the material for the ‘“compensations’”” by reversals of positions inside the Union.}

The following table shows the extent to which the quotas had been
uttlised up to March 1952.

While the working
E.P.U.: Utilisation of quoias asatMarch1952. f {he Union was facili-

Utllised as at March 19521(1) !:ated, during its first year,
in that the quotas were
Member Quotas | Amounts | Percentages largely unused, so that the
CAUNNes .
g g AR total amount of credit
in_milffons of | : was available in relation
units of account percentages . 66 .
to all countries, difficulties
Austria . .. ... . (70) nll — have arisen in the second
Belgium . . . ... .. 331 + 733 + 222 year from the fact that the
Denmark . . .. .. .. 195 — 10 —_ 5 .
quotas are In some cases
France . ., . .. .. .. 820 — 445 —_ 72 h d . h
Germany . . ... ... 500 + 135 L 27 exhauste and in ot ers
Grosce .. . ... ... (45) nif — utilised to a substantial
lestand . . ... ... » 18 + © + © degree, as the table shows.
Maly. . ......... 2058 + 251 + 123 .
Netherlands. . . . . . . 388 + 177 + 50 Thus, dunng  the
Norway . . . ... ... 200 —~ 8 — 4 second year of the Union,
Portugal . ....... 70 + 108 + 154 there have been a2 number
Sweden. . ... .... 260 + 246 + 95 of factors which have made
ftzerland. . , . . .. 70 . . .
Switzerland 250 * o8 * its functioning more diffi-
Turkey . . . ... ... 50 — 85 — 170 It: th nf bl
United Kingdom . . . .| 1,060 — 990 — 83 Cuit: the untavourable con
. stellation of the quotas
Totals overaff averages B
Creditors . , . ., .. 1,986 41,827 + 92 (meptmned on page .2.42)
Debtors, . . .« ... 212¢0) | —1,539 — 72 leading to extreme positions

Q] Iacluding sp%ciial_t}alrrgnlgernen)ts above quotas (but not Special for some Of the creditors
ssources and initfal balances), :
3 Excluding Austria and Greece, whose quolas are blocked. with small or moderate



quotas, the wide fluctuations of certain members with larger quotas, the
heavier load of trade and payments to be carried by the Union with an in-
adequate dollar reserve and, more generally, the increase in the current
dollar payments by several countries with slender monetary reserves.

Under the conditions which obtained in 1951 and the early months of
1952, it is not, perhaps, surprising that the programme of trade liberalisation,
which was one of the main objectives of the Union, has been subject to
setbacks: France temporarily suspended all measures of liberalisation and the
United Kingdom returned from go per cent. to under 50 per cent. However
regrettable these measures may be, it is fortunately possible to set against
them the fact that some countries, which had lagged behind, have been
able to reach the 75 per cent. stage, notably Germany (from 1st April 1952),
the Netherlands and Norway (from 1st May 1952), and also that certain
countries which are creditors in relation to the Union — particularly Belgium,
Italy, Portugal and Switzerland — have taken additional measures by which
the degree of liberalisation has, in some instances, been carried to nearly
100 per cent. (as is more fully explained on page 122 of Chapter IV).

Experience confirms that trade liberalisation can be put into practice
and maintained only pari passu with progress in the monetary field and
that its future will be dependent, in particular, upon the reconstitution of
adequate monetary reserves by the European countries; neither the mechanism
of the European Payments Union nor any other conventional arrangement
can alter this simple fact.

But the Union has made it possible to get away from the rigidity of
purely bilateral agreements and, in a large measure, also to get rid of the
unfunded bilateral liabilities which had been accumulated up to the middle
of 1950. Furthermore, it has helped to put the mechanism of multilateral
trade into working order and pushed liberalisation to the extent compatible
with existing conditions. In these ways and by its insistence on the need
for internal financial stability in each of the member countries, the Union
has helped to prepare the ground for the solution of those fundamental
monetary problems which are of such great importance for the future of
Europe. '



X. Current Activities of the Bank,"

1. Operations of the Bahking Department,

The balance sheet of the Bank as at 31st March 1952, examined and
certified by the auditors, is reproduced in Annex I to the present Report. It
i drawn up in the same form as last year.

The method of conversion of the various currencies included in the
balance sheet into Swiss gold francs is the same as that adopted in the
preceding vears; the conversion is based on the exchange rates quoted for
the various currencies against dollars and the U.S. Treasury's official selling
price for gold on the date of the closing of the Bank’s accounts. '

The total of the first section of the balance sheet as at 3ist March
1952 amounts to 1,010,149,260.13 Swiss gold francs, against 1,025,482,155.30
Swiss gold francs a year previously. Short-terra and sight deposits have been
subject to fluctuations which, at times, have been fairly wide, the balance
sheet having reached its lowest figure at the end of February rgs2, with a
total of 895.4 million Swiss gold francs. At that time the central banks’
deposits in various currencies showed an appreciable decline, reflecting the
shrinkage of the dollar reserves of several centiral banks which made itself -
particularly felt early in 1952. '

The volume of business handled by the Bank continued to expand
during the financial year under review. As in the past, operations were
effected in conformity with the monetary policy of the central banks con-
cerned and the Bank made a point of affording them such technical assistance
as might be of use to them, At the same time, a high degree of liquidity
was constantly maintained.

*

The total of earmarked gold, not included in the Bank’s balance
sheet, had amounted to 231.5 million Swiss gold francs on 315t March 1951.
On 315t March 1952 it stood at 233 million, a total which had been slightly
exceeded In the course of the financial year and which had reached its
lowest figure — 146.1 million — on 3ist May 1951,

As indicated in Note 1 at the foot of the Bank’s monthly statement
of account, various other items are not included in the statement, viz,
securities held in custody for the account of central banks and other deposi-
tors, funds held as Agent for the Organisation for European Economic
Co-operation (in connection with the European Payments Union) and funds
held for the service of Internmational Loans for which the Bank is Trustee
or Fiscal Agent.
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Moreover, Note 3 at the foot of the monthly statement gives the
amount — if any — of the bills rediscounted with the Bank’s endorse-
ment or undertaking to repurchase. On 31st March 1951 this item was
entered at 1.5 million Swiss gold francs. After remaining unchanged at that
level, it reached the figure of 9.2 million on 31st December 1951, fell back
to 1.5 mulion on 3rst January 1952 and made no further appearance after
that date.

The general development of the Bank’s monthly statement of
account during the financial year under review can be outlined as follows,

The total of the first part of the Bank’s statement of account
rose from 71,0255 million Swiss gold francs on 31st March 1951 to
1,096.2 million on 3oth April but was back at 1,002.6 million on 315t May.
After having reached 1,111.6 million — the maximum for the financial year —
on 31st July, it declined steadily until 29th February 1952, by which time
it had been reduced to 895.4 million. In March, a fairly substantial rise
brought the total up to 1,010.1 million, i.e. about 15 million less than the
initial figure for the year under review. !

* *

Assets,

The total of the item “‘Gold in bars and coins’” had amounted to
363.8 million Swiss gold francs in the statement of account at 3rst March
1951. In the following month it reached its highest figure for the financial
year — 491.9 million — and then declined more or less steadily till the end
‘of December 1951, when it stood at 350.6 million. From that point it took
an upward turn and finished the financial year at 438.5 million.

There has been no close correspondence between the fluctuations in
the Bank's gold holdings and the fluctuations in its deposits expressed In a
weight of gold. The gold holdings are affected by various operations and

B.l.S.: Gold position.

Deposits Net stock of gold
- Gold expressad taking aceount of
In bars Ina ) d its
Date and ceins welght of deposits a,.,de?:,.swa,.d
gold only operatlons
in millions of Swiss gold francs
1951 st March . . ., . ...... eicd ) 178.5 185.2 198.3
30th Aprll , .. ... ... .. 491.9 (max.) §9.0 {min.) 432.9 (max.) 194.2
20th September , . ..., .. 439.7 3207 (max.) 119.0 {min.} 1969
StstQetobor . . . .. .. ... 404.5 217.2 187.3 1935 (min.)
31st Decémber. , .. .. ... 350.6 {min.) 208.3 - 142.3 207.5
1952 29th February . . . . ... .. 88,9 218.1 1€a8.8 252.3 (max.}
Bt March. . . ......,.. | 43858 3050 | 1338 203.4
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especially -by swap transactions, 1n which spot purchases or sales are
combined with simultaneous forward cover.

Thus, when allowance has been made for these operations, it is only
by way of exception that the Bank’s net assets in gold correspond to the
figure obtained by comparing the assets and commitments in gold shown in
the balance sheet. In the table on the preceding page the four items which
have to be taken into account in considering the Bank's gold position are
compared as they stood on certain representative dates chosen so as to
bring out the maximum and minimum figures for the year; at the same
time, the table provides data for an assessment of the extent to which
gold has been employed for operations,

The Bank’s cash holdings in various currencies have, in the
aggregate, remained at a fairly high level. The average balance shown under
this heading in the monthly statements of account during the financial year
1951-52 exceeded 55 million Swiss gold francs, as compared with 4z million
in the financial year 1950-51 and 33 million in the financial year 1949-50.
The figure on 31st March 1951 was 70.6 million; on 31st December 1951
it was 28.7 million — a rather small total as compared with the average —
while the highest level for the financial year, 91.2 million, was reached on
the closing date, 31st March 1952 '

B.l.S.— Assets,
End of month, in millions of Swiss gold francs.*

1200 . | T 1200
100 - Eﬂ --------------------------------------------- O it EREEEETEE — noy
L B LT LTr R B S e W Y R L EE . 1000
00 f--- - B EREEEEEE CEFEEF PR m--- — 900
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B wm-mmm e e e e e e e e e e 3_1 qvﬁe_llqne?u.s ........ _| 800
Time Funds dnd Advances
00 [ mnman ] R ACELET ARt EEEETERTE - Sundry Bills cashable - - - - - = 700
- ondemand
L R BEEREEEECEEE EEE R e m ML Rediscountable Sitls- - - - - - - ~{ 600
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* Firgt part of statement of account,



- The Bank has, of course, to keep a substantial amount of cash in
various currencies in order to be ready, at all times, to respond to requests
from the central banks; in other words, it has to maintain a high degree of
liquidity, As in the past, however, it is still often difficult to find, on the
various markets, investments which are mobilisable at call or at very short
term and also possess the other requisite qualities.

On 3xst March 1952, cash held in dollars accounted for 84 per cent.
of the Bank's total cash holdings in currencies, while practically the whole
of the balance consisted of Swiss francs (representing 16 per cent. of the
total). The corresponding figures on 31st March 1951 had been 76 per cent.
and 23 per cent. "

.On 31st March 1952, gold and cash holdings, taken together, represented
52.4 per cent. of the total of the first part of the statement of account, as
against 42.4 pet cent. on 3ist March 1951,

Sight funds at interest, which had begun the fhnancial year at
4.4 million Swiss gold francs, remained at or near that level until 31st July
1951. They reached 10.5 million on 31st August and 10.6 million on
318t December before falling to their lowest figure for the year, viz. 2.1 mil-
lion, on 29th February 1952. On j3rst March 1952 they stood at 3.9 million.

There were marked fluctuations in the total of the rediscountable
portfolio, especially as regards Treasury bills. This may be seen from the
following table, which gives the minimum and maximum figures for each
category. '

B.l.S.: Rediscountable porifolio.

Commetrcial ;
D bilts and bankers’ Treasury bills Toatal
ate
acceptances
in_millions of Swiss gold francs
1951 31st March . . .. ... ... 46.1 (max.) 120.9 175.0 {max.)
st October. . . . . ... .. 354 137.9 (max.) 173.3
3fst December. . . . .. ... 29,4 39.3 (min.) 68.7 {min.)
19582 26th February . . . . . . . . . 27.89 (min.} 84,7 1125
st March . . ... .. ... 28.9 126.6 1855

The item ‘‘Sundry bills cashable on demand’ had amounted to
62.6 million Swiss gold francs on 31st March 1951, and it remained at that
level or slightly above it until the end of December 1951r. On 29th February
1952 the figure was down at 28.5 million. At the end of the financial year
it was 33.2 miliion, '

Up to the end of October 1951 the total of the Bank's investments at
sight, comprising the various items mentioned above, remained constantly
above the level of 676.5 million Swiss gold francs at which it had started
the financial year. After October it declined somewhat, but it finished the
year at 724.2 million Swiss gold francs, or nearly 5o million more than
the total registered a year earlier.



Time funds and advances had amounted to 34 million Swiss gold
francs on 31st March 1951. A gradual upward movement brought the total
to 38.7 million on 3oth November, and by the end of December it had
jumped to the comparatively high figure of 107.8 million in consequence of
- substantial advances granted at very short term. There was a subsequent
decline, to 23.4 million on 31st January 1952 and then to 17.9 million, the
minimum for the financial year, on 31st March 1952.

On 315t March 1951 the total of sundry bills and investments had
been 245.4 million Swiss gold francs. On 31st March 1952 it amounted to
198.2 million, the lowest figure for the financial year; the hlghest figure,
269.7 million, had been reached on 3i1st August 1951.

In the following table the two items ‘“Time funds and advances’’
and “‘Sundry bills and investments’’'~ are taken together, and their
composition at the beginning of the financial year may be compared with the
corresponding figures at 1ts close,

B.1.S.: Time funds and advancés, and sundry bills and investments.

31st March st March

Perlod’ 1951 1982 Diffstence

in millicns of Swiss gold francs

Not axceading 3 months ., . . ... . ... ... 2318 154.1 — 7.7
Between 3and 6 months . . . .. ... ... 194 29 — 182
Between Gand 9 months. . . . ........ 0.9 65 + 56
Between Sand 12 months . . . . ., ..., .. 16.1 222 + B
OVer 1 ¥88T & « v+ = 4 v r o v 0 v s v v 1w u s 1.4 30.4 . + 180

279.3 216.1 — 632

It will be seen that there has been a certain increase in investments at
more than six months. There have been wide fluctuations in the total of the
investments at very short term, which make up by far the greater part of
the Bank’s time portfolio and fall due one after another in close succession.
The Bank has made a point of seeking as much variety as is practicable in
the mode and conditions of its investments, so as to be able at any moment
to replace one type of investment by another.

] L
*

Liabilities.

The Bank’s reserves in the form of the Legal Reserve Fund and the
General Reserve Fund rose from 19.9 million Swiss gold francs on 31st March
1951 to 20.2 million on 31st March 1952. As a result of the operations of
the year (see below, section 4 ‘“Financial Results”), the balance of the Profit
and Loss Account, which comprises the profit for the financial year ended
31st March 1952 and the balance brought forward from the preceding year,
amounted to 5.6 million Swiss gold francs on 31st March 1952 as against
5.7 million a year earlier. The amount of the item “Provision for contin-
gencies” Increased from ro7.1 million Swiss. gold francs on 3i1st March 1951



to 110.3 million on 31st March 1952. For the item “Miscellaneous” the
figure was 6.7 million Swiss gold francs at the beginning of the financial
year and 8.4 million at the end.

There was a slight decrease during the year in the total of the short-
term and sight deposits in gold and currencies. The following table
shows the trend of the items in question during the past two financial years.

B.I.S.: Short-term and sight deposits.

J1st March 31st March 315t March
ltems 1960 1951 1952

In milllons of Swiss goid francs

Gald . ..... e e vt e s 96.8 178.6 305.0
Currencies:
Central banks for their own account . .. .. 3735 558.6 3503
Central banks for the account of others . . . 24 2.4 47.8
Other depositors . . . . .. .. e e s 239 ) 214 20.6
Total incurrencles , . . .. . .., oo . _—_ 389.8 ﬁ__ 5824 T 4356
To al in gold and curtencles .., .. 496.6 761.0 740.6
including:
sight funds , . . ... .... e e e e 1322 234.8 476
short-term funds . . . .. . ... ... ... 364.4 526.2 323.0
Total . ........ 496.6 7610 740.6

Although deposits expressed in a weight of gold registered a fresh,
substantial increase, the decrease in currency deposits was even greater,
Deposits in currencies of central banks for their own account declined by
almost 200 million Swiss gold francs.

The following table shows the movement of deposits.

B..S.: Deposits in gold and in currencies.

T .
Deposlits Deposits Total
Date in gold in currencies ©
“in millions of Swiss gold francs
1951 31stMarch . .. .. ... .. 178.6 582.4 761.0
30th Aprfl . . . . .. 59.0 {min.) T72.0 (max.) 8311
st July ... .. i e 304.9 543.1 © BAT.4 (max.)
30th September. . . . .. .. 320.7 {max.) 469.4 790.1
1952 20th February .. . ... .. 2181 408.8 {min.) 628.9 {min.)
AMstMarch . . .. ...... 305.0 - 4356 ‘ 7406

The figures for deposits expressed in a weight of gold thus varied very
considerably. As already indicated in the preceding Annual Report, the greater
part of these deposits, and in particular those arising out of gold operations,
are of a temporary nature,
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B. 1. 8. — Liabilities.
End of month, in millians of Swiss gold francs.*
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* Not Including liabilities connected with the execution of the Hague Agreements,

. Of these deposits, those at a maximum of three months, which had
totalled 38 million Swiss gold francs on 31st March 1951, fell to 6.9 million
on 3oth April 1951 and have remained at this level ever since.

The limits within which the total of currency deposits fluctuated have
also been relatively wide, since the central banks utilise their deposits to
make current payments, including the monthly settlements in connection with
the European Payments Union. This is one of the reasons why, as stated
above, the Bank is obliged to keep its cash balances at a comparatively high
level.

A further point to be noted is the appreciable increase in sight deposits
and the corresponding decrease in short-term deposits. As indicated above,
almost all deposits expressed in a weight of gold were at sight. Of the total
of 435.6 million Swiss gold francs to which currency deposits amounted on
31st March 1952, 119.5 million, or 27 per cent., represented deposits at sight
and 316.1 million deposits at short term. On 31st March 1951, out of a total
of 582.4 mullion Swiss gold francs, 94.2 million, or only 16 per cent., had
represented deposits at sight and 488.2 million deposits at short term.



The Bank’s gold operations have been carried out under the same
conditions as previcusly, but in volume they declined slightly as compared
with the financial year 1950-51. In the financial year ended 31st March 1952,
the requests made by the central banks were mainly prompted by the change
in their positions — which, in some cases, was extremely abrupt and far-
reaching. As the movements involved were often all in the same direction, it
was more difficult for the Bank to play its part in complying with these
wishes. Nevertheless, they were met to a considerable extent, the Bank for
International Settlements having been prepared to hold, for longish periods,
more gold than it would have needed on its own account,

In many cases, the purchases, sales and exchanges of gold, effected on
the basis of the official prices applied by the central banks, were made
possible only by the reduction to a minimum of the Bank’s own margin of
remunetration.

Credits at short term have been on a relatively large scale, a certain
number of the facilities extended by the Bank being connected with swap

operations.

The Bank has maintained its technical co-operation with the major
international monetary organisations such as the International Bank for
Reconstruction and Development and the International Monetary Fund, as
well as with various international organisations, ancl in some cases the range
of this co-operation has been extended.

Second section of the balance sheet.

As In previous years, the second section of the balance sheet comprises
the assets and liabilities connected with the execution of the Hague
Agreements, The total for this section remains unchanged at 297,200,597.72
Swiss gold francs. As is shown in Note II at the foot of the balance sheet,
the Bank has received from Governments whose Annuity Trust Account
Deposits amount to the equivalent of 149,920,380 Swiss gold francs — out of
a total of 152,606,250 Swiss gold francs for all the Creditor Governments —
confirmation that they cannot demand from the Bank, in respect of their
claims on the Annuity Trust Account, the transfer of amounts greater than
those of which the Bank can itself obtain reimbursement and transfer by
Germany in currencies approved by the Bank.



2. 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, which have been
described in earlier Reports.

The Bank, as Trustee for the German Government International
5% per cent. Loan 1930 and the Austrian Government International Loan
1930, has, however, continued to take all practicable steps within its com-
petence to draw the attention of the parties concerned to the rights of the
bondholders of these loans. In particular, it was able to reiterate before the
International Conference on German External Debts during its session from
February to April 1952 the rights of the bondholders of the German
Government International 5% per cent. Loan 1930,

3. The Bank as Agent for the Organisation for European Economiy
Co-operation (European Payments Union).

The formation and working of the European Payments Union was
described in the twenty-first Annual Report of this Bank, page 222 and
onwards, and the description is continued in Chapter IX of the present
Report, beginning on page 227. '

The Bank continued to act as Agent for the Organisation for European
Economic Co-operation under the arrangements previously made. The expenses
of the Bank as Agent for O.E.E.C. amounted to 563,558.14 Swiss gold francs
in the twelve months to March 1952; this amount has been duly reimbursed
by the Organisation (as shown in the Profit and Loss Account for the
financial year ended 31st March 1952, see Annex II).

4. Financial results.

The accounts for the twenty-second fnancial year ended 3ist March
1952 show a surplus, before making allowance for contingencies, of 6,399,601.22
Swiss gold francs, the Swiss gold franc being as defined by Article 5 of the
Bank’s Statutes, i.e. the equivalent of 0.290 322 58... grammes of fine gold.
The comparable figure for the precedmg financial year was 6,088,693.31 Swiss
gold francs.

The income of the Bank continues to be derived to a smaller extent
than before the war from interest on investments and in a larger degree from
receipts arising from various banking operations. It was, however, noted in
the last Annual Report that the proportion of income derived from interest
showed an upward tendency. During the financial year just closed the pro-
portion derived from iInferest has again become greater. Nevertheless, the
possibility still remains that the annual results may show much wider fluctua-
tions than was previously the case.



For the purpose of the balance sheet as at 3i1st March 1952, 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 cur-
rencies and all assets have been valued at or below market quotations, if any,
or at or below cost,

~ With regard to the surplus for the financial year ended 31st March
1952, the Board of Directors has decided that it is necessary to transfer
500,000 Swiss gold francs to the account for exceptional costs of administra-
tion and 3,200,000 Swiss gold francs to the provision for contingencies. This
provision now amounts to 110,348,567.70 Swiss gold francs.

The net profit for the year, after making allowance as above for contin-
gencies, amounts to 2,699,601.22 Swiss gold francs. After providing § per cent.
for the Legal Reserve Fund as required by the Statutes, i.e. 134,980.06 Swiss
gold francs, and after adding the balance of 2,925,822.44 Swiss gold francs
brought forward from the preceding year, there is a sum of 5,490,443.60
Swiss gold francs available,

The Board of Directors recommends that from this amount the present
General Meeting should declare a dividend of 12.60 Swiss gold francs per
share payable in Swiss francs in the amount of 18.00 Swiss francs per share
(the total sum required therefor being 2,520,000 Swiss gold francs), and
should decide that the balance of 2,970,443.60 Swiss gold francs then remain-
ing should be catried forward. The dividend declared at the last Annual
General Meeting was 12.53 Swiss gold francs per share payable in the
amount of 17.90 Swiss francs per share.

The accounts of the Bank and its twenty-second 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 in Annex II

5. Changes in the Board.of Directors and in Executive Officers.

The term of office as a Director of Dr M. W. Holtrop, President of the
Netherlands Bank, being due to expire on 31st March 1952, the Board, at its
meeting held on 1oth March 1952, re-elected Dr Holtrop, under Article 28(3)
of the Statutes, for a period of three years ending 31st March 1955.

In view of the expiry, in November 1951, of the term of office as a
member of the Board of Professor P. Stoppani, the Governor of the Banca
d'Italia reappointed Professor Stoppani as a Director for a further period of
three years, under Article 28(2) of the Statutes. '

In November 1951, Mr Klas Book, Governor of the Sveriges Riksbank,
tendered his resignation as a member of the Board, to become effective on
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joth November 1951, owing to his return to the Swedish Foreign Service upon
appointment as Minister to Canada, and in Januvary 1952 Monsieur A, E. Janssen
relinquished office as a Director, in view of his appointment as Minister of
Finance in the Belgian Cabinet. ' '

*

At the meeting of the Board held on g¢th July 1951, the Chairman
informed the Board of the impending retirement, on 31st December 1931,
of Dr Raffaele Pilotti, who had held the position of Secretary General since
the foundation of the Bank in 1930. During the course of his long term of
office, Dr Pilotti had succeeded, in most difficult circumstances, in rendering
exceptional services to the Bank, and the Board much regretted his retirement.

Dr Alberto Ferrart, who has had valuable experience both as a banker
and as a member of international orgamsatlons, was appointed to succeed
Dr Pilotti as Secretary General.
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Conclusion.

When in the summer of 1950 the world suffered the shock of the outbreak
of the conflict in Korea and there was a sharp rise in spending, at first under
the impact of the immediate emergency and then in connection with the
rearmament effort, it was, for a time, an open question whether the methods
of financing to be employed should be those of a wartime economy — involving
an inflationary increase in the supply of money and an all-round application of
direct controls — or whether it would be possible to go on acting according
to peacetime principles, since ‘‘rearmament is not war”. Now that nearly two
years have passed since the Korean conflict began, it can be said that the
peacetime line of action has won the day: countries are endeavouring to
meet the cost of rearmament without resorting to deficit financing; at the same
time, they are trying to master the price ‘problem by means of a flexible
monetary policy, and not by relying primarily on extenstve direct' controls
which would impinge on everyday transactions.

Not only the United States, with the immense resources at its disposal,
but also practically all the western European countries are covering their
current expenditure out of current revenue, and many of them are meeting
the whole of their capital outlay in the same way. Considering the magnitude
of the amounts involved, this is a very remarkable performance. In order to
put their finances on a satisfactory basis, many countries have increased
their tax collections to a point even above the wartime levels. At the same
time, investments for the execution of a large number of useful projects have
had to be postponed and it has been necessary to pursue a policy of retrench-
ment in other respects as well.

These sacrifices are being made in the confident belief that, before
long, they will be more than counterbalanced by the benefits to be reaped
in & free economy enjoying the advantages of increased foreign trade. For
in such an economy there is more possibility of eliminating waste and, as
the supply of available resources increases and they are put to more effective
use, the real burden of rearmament will weigh less heavily on the nations
and the fear of inflation will be banished.

But a2 sound budget policy is not enough; it needs to be
supplemented by a rational monetary policy, and it is one of the
most significant developments of the last two years that the adjustment of
interest rates has come to be accepted once more as a normal instrument
of monetary management which the authorities can ill afford to neglect. It
is a striking fact that the countries which were among the first to switch
over to a resolute but flexible monetary policy (e.g. Belgium, Italy) have all
remained faithful to that policy, having found it to be to their unquestionable
advantage. On the other hand, those countries which for years maintained
cheap money in important sections of their markets have, one after the other,
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reversed their attitude, the two outstanding examples in 1951 being the
change in the monetary policy of the United States and the increase in short-
term rates in the United Kingdom. That the new flexible policy which the
United States began to apply in the spring of 1951 has been singularly
successful 1s, indeed, a fact of cardinal importance, since continued stability
of the dollar is so essential a condition for the proper working of an intet-
national monetary system.

The methods applied by contrasting economic régimes may differ,
but some of their basic needs remain the same. During the war, the countries
in eastern Europe suffered from inflation just as the other belligerents did
but they seem in a fair measure to have been able to attain stability under
the systems which they have developed and which are characterised not only
by state management of enterprise, price-fixing, etc. but also by the strict
elimination of inflationary financing from their budget and investment plans,
and it has thus proved possible for them to build up their capital resources
and, especially as regards the U.8.8.R., to decree successive cuts in prices.

For countries with the western type of economy it would undeniably be
a source of weakness If they failed to abandon their inflationary wartime
methods and to restore a national and international monetary order by the
means of action proper to systems of their type and particularly by the
application of a flexible credit policy.

Fortunately, some considerable progress has been made in recent years
in the monetary sphere. A number of countries on the continent of Europe
have succeeded in getting a firm grip on the monetary situation at home
and in ridding the balance of payments of an embarrassing deficit. Although
they still have many difficulties to contend with, it may now be said that
they are able, as well as anxious, to associate themselves with any major
move towards convertibility provided that Great Britain and France take a’
courageous initiative in this matter. For these two countries it is, of course,
essential, from their own point of view, that the efforts now being made by
them to consolidate their position should not lose momentum — and this is
important also from a general point of view.

Indeed, it is hoped that 1952 will see some constructive action
taken towards re-establishing a monetary system which is not regional but
genuinely international and which will have the full participation of the
United States — a country which, by its post-war exhortations and, to a
certain extent, also by its own practice, has Indicated that it does not intend
to retire within the confines of an increasingly closed economy.

_ But what, then, are the main steps to be taken and the main adjust-
ments to be made?

In the first place, it is essential that each couniry should restore a
proper balance in its domestic economy — which means that in



relation to the supplies of goods and services at their current prices the
general public and the financial institutions must not be left in possession of
an excessive volume of ready cash and other liquid funds. To say that there
is a close link between domestic policy and external equilibrium used to be
regarded as almost a truism; but a time came when the existence of this
link seemed to be forgotten or was even categorically denied. Today, however,
a different attitude is in evidence and perhaps the main reason for the
change is that a number of countries which had succeeded in putting their
own houses in order have suddenly found that most of their balance-of-
payments difficulties have disappeared as if of their own accord.

In the second place, the individual countries must be willing to
submit to the adjustments which adherence to an international
monetary standard and participation in a free economic system
require. There will probably be a painful side to some of these adjustments
but the difficulties can easily be exaggerated. In many quarters there is still
a tendency to regard the removal of trade and payment restrictions as
primarily a kind of concession to other countries, and this idea springs from
the conviction that the system of controls may actually benefit the country
concerned by helping to reduce its spending abroad and thus setting resources
free for, say, internal development. But such advantages have shown them-
selves to be anything but permanent. Controls have not prevented the
recurrence of deficits in the balance of payments, and the countries imposing
them have discovered that, when their own producers and merchants are
forced to buy raw matertals and other commodities elsewhere than in the
cheapest markets, this artificial redirection of trade proves to be a very
expensive device and — since it aggravates the costs of production — a very
dangerous one for great and small manufacturing nations which have to
obtain much of their food from abroad. The constant bargaining with one
commodity against another and the mwore and more Byzantine complexity of
many commercial and other arrangements involve a shocking wastage of real
economic resources and put a premium on the continuance of inefficiency.
And who will keep more than an indispensable minimum of a currency
which remains inconvertible and is hedged around with a jungle of restrictions?
Indeed, there is little choice left: the mere continuance of the present
system will not solve the problems of the individual countries.

Thirdly, in order to get away from the present artificial situation, it
will be necessary to re-establish real exchange markets, in which
foreign currencies can be bought and sold freely at single rates, for then no
balances will be left over to seek transfer in other ways and thus cause a
multiplicity of rates to be quoted In free, grey and black markets. The
losses suffered by those who dispose of their holdings at cheap rates matter
much less than the distortions and leakages to which the transactions in
question give rise — not to mention the deterioration of business morality
when more or less clandestine and illegal deals are taking place all the time.
The world is tired of dual prices and multiple rates, of arbitrary decisions
and distorted markets, and longs to return to a more simple and honest system.



It is a matter of common knowledge that the present control of foreign
exchanges is not effective and that many deals take place with regard to
which the authorities have general suspicions or even precise knowledge but
no possibility of intervention. In free markets, it should be observed, there
is a regular technique of intervention: under the régime of the gold standard,
pressure was exerted at the limits represented by the gold points. It is not
-possible to tell in advance what the new tolerance for exchange movements
should be; there are, moreover, bound to be some differences, especially in
the initial period, since the appropriate margin may vary from country to
country according to the degree of approach to an adjusted position attained
in each particular instance, :

As the various European countries are now taking the necessary steps
to attain a sufficient measure of internal equilibrium, the restoration of
an international monetary system is becoming a practical possi-
bility; but the durability of such a system will depend on a number of
other factors, several of which are inevitably bound up with the attitude
adopted by the United States. Convertibility must necessarily require a
sufficient amount of dollars and, while the first condition for this is that the
countries in Furope should have goods to sell in sufficient quantities and at
competitive prices, a further condition is that it should be possible to dispose
of these goods In ways which will permit them to earn the dollars and other
currencies they need. -

European countries have in the past earned dollars in triangular trade
by selling thetr manufactured goods to countries in Africa and Asia which
were able to pay for them in dollars earned by selling raw materials to the
United States. Unless these world-encircling currents of trade and payments
are maintained and broadened, it will hardly be p0331ble for any international
monetary system to work smoothly.

Another equally important condition is that the United States itself
shall not reverse the policy of tariff reduction which it has now been
pursuing for nearly two decades but rather help to create the prerequisites
for a large volume of world trade, in mindfulness of its responsibility as the
world’s foremost creditor nation. And, as a matter of fact, the United States
has as great an interest as the rest of the world in the maintenance of
relative stability in its own economy.

Even those who are willing to admit the importance and weight of
these various considerations often object that a return to convertibility might
endanger the volume of employment and impair the rearmament effort. But
neither objection is valid. As regards the veolume of employment, it is
necessary to be on one’s guard against drawing misleading inferences from
the conditions obtaining during the recent inflationary rise in world prices
and while economic aid has been available to meet foreign payments. These
conditions have made it possible to pursue almost any kind of expansionist
policy; but one day the countries will have to make do with their own
resources and under conditions far removed from those of an extreme sellers’
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market. In the light of past experience it is evident that the moment will
soon come when no more “forced savings” can be extracted from a public
which has become sceptical about the purchasing power of the national
currency and is therefore intent on speeding up its purchases, retaining only
a bare minimum Iin ready cash. As people may even draw on their old
savings in order to buy what they can lay their hands on, the amount of
fresh voluntary saving will indeed be small — and if that is so what will
be left to sustain a volume of productive investments! Moreover, inflation at
home will lead all the more surely to deficits in the balance of payments if
in other countries prices are being kept in check — and what chance will
there be then of importing sufficient raw materials to ensure a steady rate
of employment in the domestic economy?

As regards the rearmament effort, it 1s not sufficient to look only
at the increase in expenditure which, for a few months, half a year or
perhaps a year, might be met by inflationary methods of financing. For, quite
apart from all the wastage of real resources attendant upon an inflation, there
is the disorganisation it brings to monetary systems and to forms of inter-
national co-operation — not to mention the collapse of confidence and the
social disturbances which characterise periods of prolonged inflation, especially
in peacetime. It is therefore not to be wondered at that, both in eastern and
in western FEurope, such determined efforts are being made to get away
from methods of inflationary financing and to uphold the tenets of an effective
monetary policy, even under the present straitened circumstances,

For the countries with a western form of economy there can now be
no doubt as to the goal in view: they must re-establish — and quickly —
effective foreign exchange markets which will make every currency what it
used to be in the past: namely, a reliable medium for saving and for the
exchange of goods and services throughout the world,

Respectfully submitted,

ROGER AUBOIN

General Manager.
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BALANCE SHEET

IN SWISS GOLD FRANCS (UNITS OF 0.29032258,.,

ASSETS
%
1-Gold in bars and colns . . . ... ... .. 439,483,217.95 | 434
il-Cash
On hand and on current account with banks. . . . 21,161,130.42 2.0
II-Sight funds atinterest . . .. ... ...... © 3857,161.31 0.4
IV-Redlscountable bills and accepiances
1. Commoerclal bllis and bankers' acceptances. . . 28,877,801.46 2.8
2 Treaswry bllls . . ... .. TR 126,583,381.21 12,5
155,461,182.67
V-Sundry bills cashable on demand . . . 35,220,692.14 3.5
VI-Time funds and advances
1. Not exceeding 3 months . . . . . ... .. ... 16,016,189.76 7.8
2. Between 3and 8 months ., . . ... ... ... 29,748.10 0.0
3. Between @ and 12 months, . . . ... [T 1,817,660,95 _ 02
. ) 17,863,586.81
VH-Sundry bills and investments
1. Treasury bills
(a) Not exceeding 3months , . , ., .., .. .. 85,067,137.66 9.4
(b)Y Over 1 year. . . . . v v i v i e v in v ns 9,091,834, — 0.9
2. Other bills and sundry investments
{a) Not exceeding 3 months ., . , . ... ... . 43,055,981, — 4.3
(b) Betwsen 3 and & months .. . ... ... .. 2,898,141.50 0.3
{¢) Betwaen G and @ menths . . . . . . . . .. 6,457,297.41 0.8
{d) Betwsen Qand 12 months . , . . . . . .. . 20,367,021.67 2.0
(Y Overt year. ., . .. v i v h e s 21,281,759.29 2.7
198,213,172.53
Vil|-Miscellaneous assets. . . .. ... ...... e . 1,627,954.18 0.2
IX-Own tunds employed in executlon of the Hague Agresments
of 1930 for investment in Germany (see below) . . ., . . ... ... 68,291 ,222,72 5.8
1,010,149,260,13 | 700.0
Execution of Hague
Funds invested in Germany
1. Claims on Reichsbank and Golddiskontbank: bills of Golddiskontbank
and Railway Admlnistration and bonds of Postal Admlnistration
(maturad) , . . ... ... b e e P 221,019,657.72
2. German Treasury bills and bonds {(matured) . . . . ... ... ... 76,181,040, —
297,200,587.72
NQTE | — For Balance Sheat purposss, the currency amounts of the assets and liabilitiss have been convarted
into Swiss gold francs on the basls of quoted or official rates of exchange or in accordance with speclal
agreemants applicable to the respective currencies.
NOTE Il — OF the total of the Annuity Truat Account Deposits of the Creditor Governmenis equivalent in Swiss
gold francg 152,606,250, the Bank has recelved confirmation from Governments whose deposiis amount
to the equivalent of Swiss gold francs 149,920,380 that they cannot demand from the Bank, tn respeci

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS

OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE.

1n canfermity with Article 52 of the Bank's Statutes, we have examined the books and accounts of the
and explanations we have required. Subject to the valua of the funds invested in Germany, we report that in
true and correct view of the state aof the Bank’s affairs accerding to the best of our ?nforrnatlon and the
gold franc equivalents of the currencles concernad.

ZURICH, 7th May 1952,




ANNEX |
AS AT 31st MARCH 1952

GRAMMES FINE GOLD — ART. 5 OF THE STATUTES)

LIABILITIES
: %
I-Capital
Authorlsed and issued 200,000 shares, each of
2500 Swiss gold franes  , . . . ... ... .., 500,000,000, —
of which 26% pald wp ., . .. P 125,000,000, — 2.4
ll-Reserves
1. Legal Ressrve Fund . .. .. vt vt vnna 6,813,428.61
2, General Resevve Fund _ . . ., . ., ..... . 13,342,65013
Wi -Short-torm and sight deposits 20,156.078.74 | 20
gold)
1. Central Banks for their own account:
(a) Not exceeding 3 menths . . . .. ...... 6,992,195.33 0.7
BISIght « . v v ettt e 284,538,893.52 28.2
2. Othar depositors
Sight . ........ e et s e 13,503,633.56 7.9
IV-Short-term and sight deposlis 305,024,722.41
(various currencies)
1. Central Banks for their own account:
(a) Between 3and E months. , . . . ... ... 3,511,728.46 0.3
(b) Not exceeding 3 months . , . ... .. e 244,108 417.11 24.2
() Sight. . . . v v v v v v . 111,647,516.85 11.1
2. Central Banks for the account of others:
{a) Not exceeding 3 months . . . . ... ... © 47,591 ,809.69 . 4.7
(bySight . . ........... b e e e e 241,736,834 8.0
3. Other depositors:
(a) Not exceading 3 months . , . . . ... e 20,937,855.14 2.7
iby Sight . .. .. ... e e e e e s P 7,585.428.45 0.7
i 435,624 493.54
V-Misgecellaneous . ... .......c00u.y 8,369,974.08 0.8
VI-Profit and Loss Account
1. Balance brought forward from the financial year
ended 3J1st Moarch 1960 ., ..... Ca e e 2,925,82244
2. Profitfor the financial year snded 31st March 195; 2,699,601.22
5,625,423.66 6.8
Vii-Provislon for contingencles ................. ‘. 110,348 567,70 | ro.9
1,010,149,260.13 | r00.0

Agreements of 1930

Long-term deposits
1. Annuity Trust Account Daposits of Creditor Governments {see Note i) 152,606,250, —
2. German Government Deposht . . . . 4 . o o vy o h e i e 76,303,126, —

228,909,375, —

Own funds empleyed In exscution of the Agreements _ 908
(sea Mam IX above) . . . . v . i v v v v v an i e 6B,291,222.72
207,200,597.72

of their clalms on the Annuity Trust Account, the transfer of amounts greater than thase of which the Bank
can itself obtaln reimbursement and transfer by Germany in currencles approved by the Bank,

. NOTE i — Dividends declared prior to the date of the Balance Sheet are less than the 6 % cumulative dividends
latld down by Article 53 (b) of the Slatules by Swiss gold francs 270.47 per share or in total Swiss gold
france 54,094,000,

Bank for the financial year ending 31st March 1952, and we report that wa have obtained all the Information
our opinion the above Balance Sheet, togather with the Notes thareon, is proparly drawn up so as to exhibit a
explanations given to us and as shown by the hooks of the Bank, as expressed in the above-described Swiss

. PRICE WATERHOUSE & Co.



PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1952

ANNEX |I

Swiss gold
francs
Net income from the use of the Bank's capital and the deposits entrusted '
to it (including net exchange gains) . . . . . .. . ... ... ... 9,730,051,93
Trangferfees . , . . . . . .. ... oL oo e 680,61
9,730,732,54
Costs of administration:
Board of Directors — fees and fravelling expenses . . . 1685,327.34
Executives and staff — salaries, pension contributions
and fravelling expenses . . . . . . . .. ..o 2,703,221.43
Renf, insurance, heatlng, light and water . . . . . . . . © 11084725
Renewals and repairs of building and equipment . . . . 105,423.83
Consumable office supplies, books, publications, printing 507,748,681
Tealephone, telegraph and postage . . . . . . . . . .. 113,697.48
Experts' fees (auditors, interpreters, ete.) . ., ., . . . .. 48,497,891
Cantonal taxation . . . . . . . ... ... ... ... 35,0050
Miscellaneous . . . . « . . v« v o v 00w e 84,920.50
3,994,689.46
Less: Amounts recoverable for expenses as Agent of
the Organisation for European Economic Co-operation
(European Payments Union) . . . .. ... .. .. 563,558.14 3,331,131.32
6,399,601,22
The Board of Directors has decided that it is necessary to
- transfer
" to the account for éxceptional costs of administration 500,000, —
to the provision for contingencies . . . . . . ... .. 3,200,000, — 3,700,000, —
NET PROFIT for the financlal year ended 31st March 1952 . ., . . . . . 2,699,601,22
Transfer to the Legal Reserve Fund — 5% of 269860122 ., . ., ., , 134,980,06
2,564,621.16
Balance brought forward from the preceding year . . . . . . . . . .. 2,925,820 44
_ : 5,480,443.60
Dividend of Swiss gold francs 12.60 per share, as recommended by
the Board of Directors io the Annual General Mesting called for _
Sthdune 1952, . . . . . . . 0 . . e s e e e e 2,520,660, —

Balance carred forward . . . . . . . . L oo oo,

2,970,443.60
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