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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 ist April 1951 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 1952.

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 6,088,693.31 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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T h e s u r p l u s f o r t h e financial y e a r j u s t e n d e d h a s t h u s r e a c h e d a l e v e l

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

s h o w s t h e m o v e m e n t s o f t h e B a n k ' s a c t i v e r e s o u r c e s d u r i n g t h e l a s t five

financial y e a r s .

B. I. S . : A c t i v e r e s o u r c e s a n d t h e i r u t i l i s a t i o n .

Date

Resources

Short-
term and

sight
deposits

The Bank's
own funds Total

Utilisation

Actual gold
and invest-

ments
in gold

Credits
and invest-

ments in
currencies

Total

in millions of Swiss gold francs

1948 31st March

1949 „

1950 „

1951 „

1952 „

75

242

497

761

741

184

183

189

196

201

259

425

686

957

942

143

188

285

377

513

116

237

401

580

429

259

425

686

957

942

* Including reserve for minor liabilities.

T h e t r a n s a c t i o n s o f t h e B a n k , w h e t h e r t h e y h a v e b e e n i n c o n n e c t i o n

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

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

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

c o n c e r n e d .

T h e B a n k , a s a c e n t r e o f c o - o p e r a t i o n b e t w e e n t h e E u r o p e a n c e n t r a l

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

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

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

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

i n i t i a t e d a t t h e I n t e r n a t i o n a l C o n f e r e n c e o n G e r m a n D e b t s , w h i c h o p e n e d i n

L o n d o n l a s t F e b r u a r y .

T h e B a n k h a s c o n t i n u e d t o p e r f o r m t h e f u n c t i o n s o f A g e n t f o r t h e

O r g a n i s a t i o n f o r E u r o p e a n E c o n o m i c C o - o p e r a t i o n i n t h e w o r k i n g o f t h e

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

c o - o p e r a t e o n a s a t i s f a c t o r y b a s i s w i t h t h e o t h e r t e c h n i c a l i n t e r n a t i o n a l

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

R e c o n s t r u c t i o n a n d D e v e l o p m e n t a n d t h e I n t e r n a t i o n a l M o n e t a r y F u n d .

A s i n p r e v i o u s y e a r s , t h e M o n e t a r y a n d E c o n o m i c D e p a r t m e n t h a s b e e n

a c t i v e l y e n g a g e d n o t o n l y i n t h e p r e p a r a t i o n o f t h e A n n u a l R e p o r t a n d t h e

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

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

T h e s e s t u d i e s h a v e b e e n u n d e r t a k e n , i n e a c h c a s e , a t t h e r e q u e s t o f t h e

c e n t r a l b a n k c o n c e r n e d ; a n d o n t h e s e a n d o t h e r o c c a s i o n s t h e E u r o p e a n

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

t h e m a i n t e n a n c e o f c l o s e c o n t a c t w i t h t h e B a n k f o r I n t e r n a t i o n a l S e t t l e m e n t s .
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Gold reserves and dollar holdings
of western Europe (O.E.E.C. countries).

At the end of December, in millions of U.S. dollars.

I n t h e f i r s t h a l f o f 1 9 5 0 , b e f o r e t h e o u t b r e a k o f t h e c o n f l i c t i n

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

I n t h e U n i t e d S t a t e s , t h e s l i g h t r e c e s s i o n n o t i c e a b l e i n 1 9 4 9 h a d c o m e t o

a n e n d , a n d f r o m t h e s p r i n g o f 1 9 5 0 o n w a r d s , m a i n l y u n d e r t h e i n f l u e n c e

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

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

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

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

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

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

e a r n i n g s r e s u l t i n g f r o m e x p o r t s t o t h e A m e r i c a n m a r k e t . I n w e s t e r n E u r o p e ,

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

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

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

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

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

a l i g n m e n t b e t w e e n t h e E u r o p e a n c u r r e n c i e s a n d t h e d o l l a r a r e a . O n c u r r e n t a c -

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

s h o w e d , f o r t h e first s i x m o n t h s o f 1 9 5 0 , a d e f i c i t o f n o m o r e t h a n $ 9 3 0 m i l -

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

o n e - f o u r t h o f t h e c o r r e -

s p o n d i n g d e f i c i t i n 1 9 4 7 ) .

D u r i n g t h e s a m e h a l f - y e a r ,

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

w e s t e r n E u r o p e w e r e a b l e

t o i n c r e a s e t h e i r m o n e -

t a r y r e s e r v e s , s o t h a t t h e

s t a g e w a s s e t f o r a f u r t h e r

l i b e r a l i s a t i o n o f t r a d e u n d e r

t h e a u s p i c e s o f O . E . E . C .

— a p r o c e s s w h i c h w a s

a l s o h e l p e d o n i t s w a y

b y t h e s p e c i a l m e c h a n i s m

o f t h e E u r o p e a n P a y m e n t s

U n i o n ( i n e f f e c t f r o m

i s t J u l y 1 9 5 0 ) .

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

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

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

b e e x p o s e d s u c c e s s i v e l y to two v e r y s e v e r e t e s t s :

( i ) t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a i n t h e m i d d l e o f 1 9 5 0 ; a n d t h e n

— a f t e r a n i n t e r v a l o f a y e a r o r m o r e —

( i i ) t h e r e a r m a m e n t e f f o r t i n i t i a t e d b y a n i n c r e a s i n g n u m b e r o f c o u n t r i e s i n 1 9 5 1 .

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

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

10000-

7500—

5000-

2500-

10000

H? 1-97.
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appreciated 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
summer 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 t h e s h r i l l w a r n i n g n o t e of K o r e a 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, Reuter's and the "Volkswirt" Indexes.
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I n r e t r o s p e c t , t w o p o i n t s i n c o n n e c t i o n w i t h t h e p r i c e r i s e s d u r i n g t h e

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

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

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

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

t h e e x t e n t o f t h e d e t e r i o r a t i o n w a s a b o u t t h e s a m e fo r t h e U n i t e d

S t a t e s a s f o r t h e m a i n m a n u f a c t u r i n g c o u n t r i e s i n w e s t e r n E u r o p e .

T h e f ac t , b r o u g h t o u t b y t h e t a b l e , t h a t t h e d e g r e e o f d e t e r i o r a t i o n w a s

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

t h e U n i t e d K i n g d o m , F r a n c e , t h e N e t h e r l a n d s a n d w e s t e r n G e r m a n y , o n
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Terms of trade of certain countries.

Period

1948

1949 . .

1950 1st half. . . .
2nd half . . .

1951 1st half. . . .
2nd half . . .

Index of export prices divided by index of import prices (unit value)

United
States

100

97

92
84

80
79

United
Kingdom

100

100

95
88

78
83

Nether-
lands

100

98

95
86

87
88

France

100

93

88
82

76
79

Germany
(western)

100»

88
83

79
84

Italy

100

104

110
106

95
98

Belgium

100

105

93
92

97
104

Switzer-
land

100

106

116
113

103
104

* July to December 1949 = 100.

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

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

e f f e c t h a s b e e n i n o t h e r r e s p e c t s . * T h i s i s a s o m e w h a t s u r p r i s i n g f a c t ,

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

b e w h o l l y e x p l a i n e d a w a y o n s u c h g r o u n d s . F o r t h e U n i t e d K i n g d o m ,

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

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

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

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

I n t h e U n i t e d S t a t e s , on t h e o t h e r h a n d , t h e p r i c e o f e x p o r t g o o d s

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

1 9 4 9 a n d J u n e 1 9 5 0 ; a t t h e s a m e t i m e , a l a r g e p r o p o r t i o n o f

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

i n p r i c e .

2 . T h i s l a s t f a c t i s c o n n e c t e d w i t h t h e s e c o n d p o i n t , n a m e l y t h a t i t w a s

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

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

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

p r i c e s g i v e n a r e t h o s e q u o t e d o n t h e U . S . m a r k e t s ( t h e o n l y e x c e p t i o n s

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

f o r w h i c h o n l y t h e p r i c e a t B r i t i s h a u c t i o n s i s g i v e n . )

* S w i t z e r l a n d , a l though an impor te r of raw mater ials and an expor ter of manufac tured goods,
was for tunate enough — unlike o ther European countr ies in a similar pos i t ion — to see its
te rms of t r ade improve be tween 1948 and 1950. T h e very fact t ha t Switzerland d id no t
devalue its currency naturally m a d e some of its impor t s cheaper w h e n b o u g h t from countr ies
wi th freshly devalued currencies . O n the o ther hand , a large p a r t of Swiss expor ts consists of
highly specialised machinery for which, in t e rms of Swiss francs, t h e prices received remained
very m u c h t h e same as before, whereas , in t h e first half of 1950, B e l g i u m had t o lower
considerably t h e prices for t h e steel it exported, and had to wait till 1951 before t h e m o r e
intense demand for steel, resul t ing from rea rmament , and for some o ther expor t p roduc t s
b rough t abou t an improvement in its t e rms of t rade . I t was also of impor tance for Switzerland
tha t its expor ts of textiles were greatly he lped by increased purchases by G e r m a n y and o the r
countr ies , especially after t h e O . E . E . C . liberalisation h a d given a fillip t o t r ade in finished
articles. T h e above table does no t include figures for the impor tan t expor ters of raw
materials in n o r t h e r n E u r o p e (Finland, N o r w a y and Sweden) which were able to register
a remarkable improvement in thei r t e rms of t rade (as shown in t h e table on page 10).



P r i c e s o f s o m e t y p i c a l d o l l a r a n d s t e r l i n g - a r e a c o m m o d i t i e s .

End of

1949 June .
Dec. .

1S5O June .
Dec. .

1951 June .
Dec. .

19S2 April .

Percentag
between Ju

1950 Dec. .

1952 April .

Dollar commodities

Wheat

Spot,
New York

in cents
per bushel

226.63
253.87

249.13
271.75

261.87
285.00

282.25

s incre
le 1950

+ 9.1

+ 13.3

Sugar

Spot,
New York

Cotton

American
middling,

spot,
New York

Copper

Domestic
Electro,

New York

Lead

New York

Zinc

East St
Louis

Sterling commodities

Cocoa

Accra,
spot,

New York

Tin

Straits,
New York

Rubber

NewYork

in cents per It).

7.85
8.05

7.70
8.20

8.60
8.20

8.65

ases
and

+ 6.5

+ 12.3

33.41
31.56

34.79
44.17

46.06
42.60

39.15

+ 27.0

+ 12.5

16.0
18.5

22.5
24.5

24.5
24.5

24.5

+ S.9

+ 8.9

12.0
12.0

11.0
17.0

17.0
19.0

18.0O

+ 54.5

+ 63.6
(?)

9.00
9.75

15.00
17.50

17.50
19.50

19.50

+ 16.7

+ 30.0

19.50
26.87

32.25
34.25

36.60
32.50

38.37

+ 6.2

+ 19.0

103.00
77.50

78.25
151.00

106.00
103.00

121.50

+ 93.0

+ 55.3

16.37
18.00

31.25
75.00

66.00
52.00

48.50
(3)

+ 140.0

+ 55.2
(3)

London,
R.S.S.

ind.

10 5/16
15 5/16

24.50
55.00

45.00
41.25

31.25

+ 124.5

+ 27.6

Wool

46's,
British

auctions
(.')

erlb.

31
47

65
146

101
70

50

+ 124.6

— 23.1

(') Monthly averages.
(2) The price of lead was reduced to 15 cents per Ib. in the middle of May 1952, this price corresponding

to a percentage increase of 36.4 since June 1950.
(3) The price of rubber was reduced in New York to 38 cents per Ib. in the middle of May 1952, this

price corresponding to a percentage increase of 21.6 since June 1950.

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

K o r e a s o m e s t e r l i n g - a r e a c o m m o d i t i e s ( i n p a r t i c u l a r , t i n a n d r u b b e r — t h e

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

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

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

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

( f r o m J u n e t o N o v e m b e r 1 9 5 0 ) a n d t h e p r i c e s o f s o m e o t h e r s t e r l i n g -

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

s p e c t a c u l a r .

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

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

r e q u i r e d . T h i s w a s a p r i m a r y r e a s o n w h y t h e U n i t e d S t a t e s , i n t h e first

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

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

o f E u r o p e — B e l g i u m , t h e N e t h e r l a n d s , w e s t e r n G e r m a n y a n d S w i t z e r l a n d —

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

b e g a n t o i m p o r t a t f u l l s p e e d b e f o r e t h e e n d o f t h e s u m m e r o f 1 9 5 0 ,

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

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

s t r i c t l y c o n t r o l l e d , u s e d u p p a r t o f t h e i r a c c u m u l a t e d c o m m o d i t y s t o c k s i n 1 9 5 0

— a n d t h i s w a s o n e o f t h e r e a s o n s w h y t h e r e w a s a n i n c r e a s e i n t h e i r

h o l d i n g s o f g o l d a n d f o r e i g n e x c h a n g e .



Countries with rising import figures had, of course, to have the where-
withal to make increased payments to other countries. S w i t z e r l a n d — like
the United States — had no problem in this respect. B e l g i u m , 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 E u r o p e a n P a y m e n t s U n i o n , 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 importance that pay-
ments via the Union could also be made for purchases from the raw-
material-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 facilities. This became especially important in the case of G e r m a n y ,
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 Länder 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.G.

These initial measures were followed by the grant of a special credit
amounting to $120 million by the European Payments Union 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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G e r m a n y ' s p o s i t i o n i n r e l a t i o n t o t h e E u r o p e a n P a y m e n t s U n i o n

Quarterly periods

1950 July-September . .
October-December

1951 January-March . .
April-June
July-September . .
October-December

1952 January-March . .

Deficit (—) or
surplus (+)
in E.P.U.

— 185
— 184

- 8 9 «

+ 173
+ 167
+ 149
+ 92

+ 123«

E.P.U. Quota

Credit
obtained

by Germany
from (—)

the Union,
credit repaid
or extended
to(+)the

Union

— 142
— 50

+ 9
+ 78
+ 148
+ 74

+ 118

Dollar pay-
ments made
by Germany

to (—) or
received

from (+) the
Union

In millions of

— 31
— 97

_

+ 38
+ 89
+ 1
+ 18

+ 18

Total

U.S. dollars

— 173
— 147

_

+ 47
+ 167
+ 149
+ 92

+ 135«

Special credit arrangement

Use (—) or
repayment

(+)of
credit by
Germany

_ •

- 24

— 56

+ 80
—

-

—

—

Dollar pay-
ments made
by Germany
to (—) or
received

from (+) the
Union

_

— 12

— 33

+ 46
_

-

—

—

(1) The change-over f r om def ic i ts to surp luses in relat ion to the European Payments Un ion occurred in the course
of the f i rs t quarter of 1951. Germany had a defici t of $42 mi l l ion for January, fo l lowed by another def ic i t
of $58 mi l l ion in February, but in March a surplus of $11 mil l ion was attained and since then every month
up to the date of wr i t ing (May 1952) has shown a surp lus .

(2) The dif ference of $12 mi l l ion between the total credit extended by Germany to the E.P.U. and go ld received
by Germany f rom the E.P.U. ($135 mil l ion at the end of March 1952) and the total balance of the monthly
surp luses or def ic i ts ($123 mil l ion at the same date) results f rom the use made by Germany of "ex is t ing
resou rces " .

Western Germany: Foreign trade.
Monthly, in millions of DM.

o u t s t a n d i n g ; a n d a s e a r l y a s M a r c h 1 9 5 1 a s u r p l u s f o r t h e m o n t h h a d a l r e a d y

b e e n a c h i e v e d i n t h e E . P . U . a c c o u n t s . ( T h i s w a s b e f o r e t h e c o n t r o l o f i m p o r t

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

e q u i v a l e n t t o m o r e t h a n $ 6 0 0 m i l l i o n w e r e o u t s t a n d i n g i n r e l a t i o n t o o t h e r

E . P . U . c o u n t r i e s , a n d i m p o r t s f r o m E . P . U . c o u n t r i e s w e r e l a r g e r i n M a r c h

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

w i t h o u t i m p o r t a n c e . ) B y t h e e n d o f M a y 1 9 5 1 t h e s p e c i a l c r e d i t o b t a i n e d f r o m

t h e U n i o n h a d b e e n r e p a i d i n f u l l , a n d b y t h e e n d o f t h e y e a r G e r m a n y h a d

n o t o n l y w i p e d o u t i t s

c u m u l a t i v e d e f i c i t b u t

c o u l d e v e n s h o w a s m a l l

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

E . P . U . A t t h e b e g i n -

n i n g o f 1 9 5 2 t h e l i b e r a l i -

s a t i o n o f t r a d e u n d e r

t h e o r d i n a r y O . E . E . C ,

r u l e s w a s r e s u m e d b u t a t

first d i d n o t g o b e y o n d

5 7 p e r c e n t , ( a s a g a i n s t

t h e n o r m a l p r o p o r t i o n

o f 7 5 p e r c e n t . ) ; f r o m

i s t A p r i l 1 9 5 2 , h o w e v e r ,

t h e p r o p o r t i o n o f 7 5 p e r

c e n t , w a s e s t a b l i s h e d .
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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 I t a l y 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 S w e d e n 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 ist December 1950, the discount
rate was raised from 2 % to 3 per cent. When, however, the yield on
government securities showed a tendency to exceed 3 % 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 exceptionally high prices fetched
by the export products, pulp and paper) and which were allowed to
add rather dangerously to the market's liquidity.

(ii) In N o r w a y , the only change which occurred was an increase in the
yield of government securities from about 2.5 to 2.8 per cent, between
June 1950 and June 1951.

(iii) D e n m a r k , 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.
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1948

1949

1950

1951

1st
'nrl

1st
2nd

Terms

Period

half
half

half
half

of trade of four northern countries.

Index of export prices divided by
index of import prices (unit value)

Denmark

100

105

94
92

82
83*

Norway

100

100

88
98

98
101

Sweden

100

92

84
88

102
113

Finland

100

91

78
82

93
123

* The improvement in the Danish terms of trade 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.

( i v ) I n t h e N e t h e r l a n d s a l s o , r e c o u r s e w a s h a d t o a n i n c r e a s e i n t h e

o f f i c i a l d i s c o u n t r a t e , w h i c h w a s r a i s e d f r o m 2 % t o 3 p e r c e n t , i n

S e p t e m b e r 1 9 5 0 , o t h e r i m p o r t a n t s t e p s b e i n g t a k e n i n t h e f o l l o w i n g

s p r i n g .

( v ) I n N o v e m b e r 1 9 5 0 t h e o f f i c i a l d i s c o u n t r a t e o f t h e B a n k o f F i n l a n d

w a s r a i s e d f r o m 5 % t o 7 % p e r c e n t . , t h i s b e i n g t h e h i g h e s t o f f i c i a l

r a t e a p p l i e d i n a n y c o u n t r y i n E u r o p e , e x c e p t G r e e c e . A y e a r l a t e r , a

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

W h i l e , i n 1 9 5 1 , N o r w a y , S w e d e n a n d F i n l a n d a l l o b t a i n e d h i g h e r p r i c e s f o r

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

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

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

t h a t i m p o r t p r i c e s r o s e m o r e t h a n e x p o r t p r i c e s m e a n t t h a t ( e v e n a f t e r a l l o w a n c e

f o r h i g h e r i n c o m e f r o m f r e i g h t s ) a n e x t r a c o s t o f D . K r . 1 , 1 0 0 m i l l i o n ( e q u a l

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

b e b o r n e i n t h e c o u n t r y ' s b a l a n c e o f p a y m e n t s i n 1 9 5 1 a s c o m p a r e d w i t h 1 9 4 9 .

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

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

a w h o l e s e r i e s o f m e a s u r e s w e r e i n t r o d u c e d i n t h e a u t u m n o f 1 9 5 0 a n d

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

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

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

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

r e s p e c t o f b u i l d i n g o p e r a t i o n s w e r e w i t h d r a w n i n O c t o b e r 1 9 5 0 . F o r t u n a t e l y ,

t o w a r d s t h e e n d o f 1 9 5 1 s o m e w h a t b e t t e r p r i c e s w e r e o b t a i n e d f o r D a n i s h

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

b e f o r e ; m o r e o v e r , i n v o l u m e , e x p o r t s i n c r e a s e d b y 1 2 p e r c e n t , w h i l e i m -

p o r t s d e c l i n e d b y 7 p e r c e n t . , a n d t h e a m o u n t e a r n e d a b r o a d b y D a n i s h

s h i p s w a s s o m e D . K r . 3 0 0 m i l l i o n m o r e i n 1 9 5 1 t h a n i n 1 9 5 0 . T h e c o m -

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

p o l i c y a t h o m e r e d u c e d t h e d e f i c i t o n c u r r e n t a c c o u n t f r o m D . K r . 7 0 0 m i l l i o n
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Denmark: Net foreign exchange position of the
National Bank and deficit in E.P.U.

Monthly, in millions of D.Kr.
1 200

-300

-500

i n 1 9 5 0 t o l e s s t h a n D . K r . 1 0 0 m i l l i o n i n 1 9 5 1 ( s e e C h a p t e r I V ) a n d , a s

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

a n e t i n d e b t e d n e s s a m o u n t i n g t o D . K r . 3 0 0 m i l l i o n a t t h e e n d o f A u g u s t 1 9 5 1

i n t o a c r e d i t b a l a n c e o f D . K r . 2 4 m i l l i o n b y t h e e n d o f t h e y e a r a n d

D . K r . 9 8 m i l l i o n b y t h e e n d o f A p r i l 1 9 5 2 . I t s e e m s t o b e a g r e e d t h a t t h e

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

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

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

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

s a m e t i m e t h e s h r i n k a g e i n

d e m a n d o n t h e h o m e m a r k e t

h a s f o r c e d a w h o l e r a n g e o f

i n d u s t r i e s t o c o n c e n t r a t e m o r e

a n d m o r e o n e x p o r t s — a s

i s s h o w n b y t h e i n c r e a s e i n

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

d u r i n g t h e y e a r . I n v i e w o f

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

t a k e n p l a c e , s o m e a l l e v i a -

t i o n s w e r e i n t r o d u c e d i n t h e

a u t u m n o f 1 9 5 1 , i n c l u d i n g

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

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

b u i l d i n g o p e r a t i o n s a n d c e r -

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

f u n d s — i n t h e m s e l v e s s i g n s

o f t h e s u c c e s s o f t h e p o l i c y

p u r s u e d .

100

-100

-200

1950 1952

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

e x p o r t s , e x p e r i e n c e d a s i m i l a r d e t e r i o r a t i o n i n i t s t e r m s o f t r a d e . I n a d d i t i o n ,

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

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

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

f o r g r o w i n g n u m b e r s o f w o r k e r s ) a n d a h e a v i e r a r m a m e n t s b u r d e n

( a d d i n g s o m e F l . 5 0 0 m i l l i o n a y e a r t o t h e b u d g e t ) . A f t e r a p r o -

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

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

c e n t . , w h i c h b r o u g h t i t u p t o 4 p e r c e n t . ( 1 % p e r c e n t , a b o v e t h e r a t e

q u o t e d u p t o t h e a u t u m n o f 1 9 5 0 ) ; t h e v o l u m e o f i n v e s t m e n t w a s c o m p r e s s e d ;

a b o u t 6 0 p e r c e n t , o f t h e f o o d s u b s i d i e s i n t h e b u d g e t w e r e a b o l i s h e d

( i n v o l v i n g a r e d u c t i o n o f F l . 2 7 5 m i l l i o n i n e x p e n d i t u r e ) ; a n d o n l y o n e -

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

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

i n c r e a s e i n w a g e r a t e s . A t t h e s a m e t i m e c e r t a i n t a x e s w e r e i n c r e a s e d

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

a u t h o r i t i e s w i t h a v i e w t o r e t r e n c h m e n t s .
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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
1952. 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.E.E.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:
Foreign trade and balance of payments.

* In the spring of 1951 certain
fresh import quotas were fixed
and some other control measures
were taken, a procedure which,
on the face of it, might have been
expected to reduce the volume of
imports and thus result in a set-
back for the liberalisation of Dutch
trade. But in practice the quotas
established were found to be ade-
quate, and in other respects also
the trade restrictions were so ap-
plied that imports were curtailed
very little, if at all, by the direct con-
trol : the decrease which occurred in
the second half of 1981 was rather
the result of general market con-
ditions, as influenced not only
by the change in credit policy
and the other financial measures
but also by the decline In prices
(which made buyers hesitant)
and the existence of .fairly large
stocks in many branches.

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

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

p r o d u c t s ( w i t h t h e e x c e p t i o n o f j u s t a f e w c o m m o d i t i e s , s u c h a s , i n r e c e n t

m o n t h s , c e r t a i n l i n e s o f t e x t i l e s ) , i t i s a t t h e s a m e t i m e n e c e s s a r y t o s t r e s s

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

t h e y c o n t i n u e d t o d o u p t o F e b r u a r y 1 9 5 1 — t h e c r e d i t m e a s u r e s t a k e n i n

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

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

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

i f p r i c e s f o r a n u m b e r o f c o m m o d i t i e s r i s e a s m u c h a s 2 t o 3 p e r c e n t ,

i n a m o n t h , a n i n c r e a s e i n d i s c o u n t r a t e s o f 1 o r 2 p e r c e n t , a y e a r

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

Quarterly totals

1950 Jan.-March . . .
April-June . . . .
July-Sept
Oct.-Dec

1951 Jan.-March . . .
April-June . . . .
July-Sept
Oct.-Dec

1952 Jan.-March . . .

Imports* Exports Trade
balance

Current
account

balance of
payments

in millions of florins

1,712
1,996
1,906
2,138

2,428
2,706
2,406
2,132

2,297

1,109
1,174
1,347
1,658

1,647
1,777
1,854
2,137

2,140

— 603
— 822
— 559
— 480

— 781
— 929
— 552
+ 5
— 157

1 — 376

1 — 792

| + 540
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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 U n i t e d S t a t e s , 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 s t o c k s of
raw m a t e r i a l s a n d o t h e r c o m m o d i t i e s 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 preventing prices
U n i t e d S t a t e s : f r o m r i s i n g _

B u s i n e s s i n v e n t o r i e s (book value) .*
* Seasonally adjusted. Stocks held
officially, whether as government
stockpile or as inventories in
Federal or other publicly-owned
enterprises, are not included in
the figures in the table, which
refer only to private business
inventories. The actual stockpiles
held by the U.S. Government
increased (at marked prices of
30th June 1951) from an announced
value of $1.8 milliard at the end
of 1949 to $2.5 milliard at the end
of the following year and then to
$3.4 milliard at the end of 1951,
I.e. by about one-third in each of
the two years in question. At the
last-mentioned date the total stock-
piling objective stood at $9.3 mil-
liard, so that some 37 per cent,
of the target had by then been
realised.

End of month

1948 December . . . .

1949 December . . . .

1950 March
June
September . . ,
December . . . .

1951 March

September. . . .
December . . . .

Manufac-
turing

industry

Wholesale
trade

Retail
trade

Total

In milliards of dollars

31.7

28.7

28.4
29.1
30.1
33.3

35.6
39.0
41.1
42.0

8.1

7.7

7.8
8.1
8.4
9.4

9.9
10.2
10.1
10.0

15.8

14.5

14.9
15.6
16.6
17.8

19.7
20.3
18.8
18.1

55.6

50.9

51.1
52.8
55.1
60.4

65.2
69.4
70.0
70.1
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At the time when, in the autumn of 1950 and the early months of
1951, the huge additions to commodity stocks — including the officiai
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
proportions.

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 r a t e of s a v i n g
in a national emergency — and tó 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

U n i t e d S t a t e s : F i n a n c i n g o f g r o s s i n v e s t m e n t ( u n a d j u s t e d ) .

Items

To ta l gross pr iva te d o m e s t i c i nves t -
ment including changes in business in-

Deduc t : capital consumption allowances . .

R e m a i n s : total net private domestic in vest-

Amoun ts of f i n a n c e ava i l ab le f r o m :
personal savings
business savings

Tota l p r i v a t e , i. e. persona l and b u s i -
ness, sav ings

1950

T o t a l

48.9
21.2

27 7

10.7
13.6

24.3

1st
quarter

2nd
quarter

in milliards

16.7
5.6

11.1

0.0
3.1

3.1

14.4
5.8

8 6

6.6
2.7

9.3

1951

3rd
quarter

4th
quarter

of dollars

14.7
5.9

8 8

6.8
2.2

9.0

13.4
6.1

7 3

3.8
1.5

5.3

T o t a l

59.1
23.5

35 6

17.2
9.5

26.7

Note: The business savings represent the difference between "corporate profits after tax" and "dividends".
In 1950 corporate profits after tax amounted to $22.8 milliard and dividends to $9.2 milliard (equal to 40 per
cent, of the profits after tax), while in 1951 the corporate profits after tax were $18.9 milliard and the dividends
$9.4 milliard.

In addition to private savings (shown in the above table) account has also to be taken of "public
savings" resulting, for example, from repayment of government debt or the growth of social and other trust
funds in the hands of the public administration. Part of the difference between the total 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 instance, debts are repaid). The remaining difference is accounted for by (i) net foreign
investment or disinvestment, and (ii) 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
maintenance 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.

Cash paymente -

Cash receipts .

1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955

100

* F r o m the spr ing of 1951 ne t saving of all k inds (private and public) in t h e U n i t e d States was
runn ing at an annual rate of about $35 mill iard — corresponding to about 13 per cent, of the national
income, or about the same propor t ion as in Switzerland. At t h e official rate of exchange, t h e a m o u n t of
$ 3 5 milliard is equal to £12 .5 milliard, or as m u c h as the national income of t h e Un i t ed K i n g d o m
in 1951.
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cost of living and also in wages, so tha t t ime is gained for t h e taking of

o the r measures which go m o r e to t h e root of t h e ma t t e r .*

A m o n g t h e o ther measures taken, those in t h e f i s c a l field have natural ly

been of par t icular impor tance at a t ime of rapidly rising expend i tu re .

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 year, 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
(fiscal years ending 30th June).

Items

Budget revenue
Budget expenditure,

Budget surplus ( + ) or deficit ( — ) . . .

Cash receipts from the public
Cash payments to the public

Cash surplus ( + ) or deficit ( — ) . . . .

1949-50 1950-51 1951-52» 1952-53*

in milliards of dollars

37.0
40.2

— 3.1

41.0
43.2

— 2.2

48.1
44.6

+ 3.5

53.4
45.8

+ 7.6

62.7
70.9

— 8.2

68.7
72.6

— 4.0

71.0
85.4

— 14.4

76.9
87.2

— 10.3

* Estimates presented by the President of the United States In January. These now appear to have overstated
the deficit by $3 to 4 milliard for 1951-52, and probably by even more for 1952-53.
No te : As an indicator of the impact of public finance upon the economy as a whole, the cash statement is
more reliable than the budget position, since the cash accounts Include trust-fund transactions and exclude
certain non-cash budget expenditure, such as accrued interest on savings bonds, which is not actually paid
out. It is worth mentioning that the seasonal pat tern 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 milliard
in that quarter, i.e. precisely at a time when inflationary forces needed counteracting. On the other hand, a
cash deficit of $5.5 milliard In the second half of the year coincided with a downward trend in markets and
the reaction which had set in after the inventory boom.

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

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

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

a c t s ( d a t i n g - f r o m t h e a u t u m n o f 1 9 5 0 , J a n u a r y 1 9 5 1 a n d O c t o b e r 1 9 5 1 r e s p e c t i v e l y )

p r o v i d e d f o r a n i n c r e a s e i n r e v e n u e b y a n e s t i m a t e d t o t a l o f $ 1 6 m i l l i a r d , b u t t h e

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

t h e e x p a n s i o n o f t h e n a t i o n a l i n c o m e b y 2 7 p e r c e n t , f r o m 1 9 4 9 t o 1 9 5 1 . I n f a c t ,

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

* A slowing-down of pr ice rises which affect t h e cost of living is especially impor tan t in cases where
workers have t h e r ight to automat ic wage increases by vir tue of a "s l iding-scale" a r rangement (or
"escalator c lause" , as the American expression is). Increases granted u n d e r such a system are apt
to perpe tua te t h e pr ice rise tha t has taken place and almost to exclude t h e possibility of any sub-
sequent downward adjustment, especially since t h e need for meet ing t h e cost of h igher wages usually
gives rise to an immediate expansion of credit. In the U n i t e d States, escalator clauses were determining
the wages of nearly 3 million workers by the end of M a r c h 1951. In any country in which t h e wages
of a considerable n u m b e r of workers are fixed according to a sliding scale, pr ice rises become singularly
dangerous (for the reasons jus t noted) and it is therefore of part icular impor tance tha t all inflationary
tendencies should b e n ipped i n t h e b u d (by a s t r ingent credit policy supplemented by other means
of action) so tha t any cumulat ive effect is avoided.

T h e object of a sliding scale is to prevent a decline in real wages, b u t it is, of course, in
the interest of t h e workers, as of other classes, t ha t t h e real national income and the general s tandard
of living should be raised — and this can really b e done only w h e n t h e mone ta ry and economic
system is sufficiently stable t o offer an inducement to increased saving, resulting in t h e provision
of resources for a larger volume of investment.



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.

G r o s s n a t i o n a l e x p e n d i t u r e of t h e U n i t e d S t a t e s .

Period

Federal
Government
purchases
of goods

and
services

(net)

Product
remaining
for other
sectors

Use of product remaining:

Personal
consump-

tion

Gross
private

domestic
investment

Net
foreign

investment

State
and
local

government

Total
gross

national
product

in milliards of current dollars

1949
1950

1951 . . . . . . .

1952 - 1st quarter»

25.5
22.8
41.6
52.3

231.8
259.8
286.2
287.4

180.2
193.6
205.5
209.6

33.0
48.9
59.1
53.4

0.5
— 2.3

0.2
2.0

18.1
19.7
21.4
22.4

257.3
282.6
327.8
339.7

in milliards of constant (1939) dollars

1949
1950
1951

13.0
11.0
18.6

130.5
143.3
147.4

102.9
108.7
107.2

17.8
24.8
28.2

0.6
0.0
2.1

9.2
9.8

10.0

143.5
154.3
166.0

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

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

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

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

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

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

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

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

m o d a t i o n h a d s h o t u p i n t h e s e c o n d h a l f o f 1 9 5 0 , o w i n g m a i n l y t o t h e

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

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

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

s i x k i n d s :

1. A m o n g t h e f i r s t m e a s u r e s t a k e n w a s t h e i m p o s i t i o n o f c e r t a i n s e l e c t i v e

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

g r a n t i n g o f p a r t i c u l a r k i n d s o f c r e d i t . T h e s e r e g u l a t i o n s w e r e i n t e n d e d ' t o

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

i n s t a l m e n t c r e d i t , r e a l - e s t a t e c r e d i t a n d s t o c k - m a r k e t c r e d i t .

2 . T h e o f f i c i a l d i s c o u n t r a t e s o f t h e F e d e r a l R e s e r v e B a n k s w e r e r a i s e d

f r o m 1 Yz t o 1 % p e r c e n t , i n A u g u s t 1 9 5 0 .

3 . R e s e r v e r e q u i r e m e n t s w e r e r a i s e d i n J a n u a r y a n d F e b r u a r y 195 ,1 . T h e

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

m e m b e r b a n k s f r o m a b o u t $ 1 6 m i l l i a r d t o $ 1 8 m i l l i a r d , t h e i r t o t a l r e s e r v e s

a m o u n t i n g t o $ 1 9 m i l l i a r d b y t h e e n d o f F e b r u a r y 1 9 5 1 .

4 . T h e o p e n - m a r k e t p o l i c y o f t h e F e d e r a l R e s e r v e S y s t e m w a s c h a n g e d i n

M a r c h 1 9 5 1 s o a s t o r e d u c e t h e S y s t e m ' s p u r c h a s e s o f g o v e r n m e n t s e c u r i t i e s

a n d t h u s c u r t a i l t h e a v a i l a b i l i t y o f b a n k r e s e r v e s .
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5. A funding opera t ion was undertaken in March 1951, whereby new
2% per cent, non-marketable bonds with limited redeemability were offered
in exchange for 2 Y2 per cent, ordinarily marketable bonds — an operation
which helped to reduce the volume of realisations by investors.

6. In March 1951 a V o l u n t a r y Cred i t Res t r a in t P r o g r a m 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 r e d u c e t h e a v a i l a b i l i t y of c r e d i t f a c i l i t i e s ,
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.

Averages
in

Federal
Reserve

Bank
discount

rate

U.S. 6overnment securities (taxable)

3-month
bills

0)

9 to 12
month
issues

(2 )

3 to 5
year

Issues

P)

Bonds.
15 years

and
over

Short-term
commercial paper

Prime

clal

4 to 6
months

(4)

Prime
bankers'
accept-
ances.

90 days

m

Stock
exchange
call-loan
renewals

Average

Indus-
trial,

railroad
and

public
utility
bonds

(5 )

in percentages

common
stock

t6)

1946

1947

1948

1949

1950 January-June . .

July-September .

October-December

1951 January-March. .

April-June . . . .

July-September .

October-December

1952 January

February . . . . .

March

1.00

1.00

1.25-1.50

1.50

1.50

1.50-1.75

1.75

1.75

1.75

1.75

1.75

1.75

1.75

1.75

0.375

0.594

1.040

1.102

1.142

1.233

1.353

1.400

1.532

1.628

1.649

1.688

1.574

1.658

0.82

0.88

1.14

1.14

1.17

1.27

1.44

1.62

1.84

1.72

1.73

1.75

1.70

1.69

1.16

1.32

1.62

1.43

1.44

1.48

1.64

1.73

2.02

1.92

2.03

2.08

2.07

2.02

2.19

2.25

2.44

2.31

2.27

2.34

2.38

2.42

2.61

2.59

2.66

2.74

2.71

2.70

0.81

1.03

1.44

1.48

1.31

1.47

1.71

1.96

2.20

2.25

2.26

2.38

2.38

2.38

0.61

0.87

1.11

1.12

1.06

1.18

1.31

1.51

1.63

1.63

1.65

1.75

1.75

1.75

1.16

1.38

1.55

1.63

1.63

1.63

1.63

2.00

2.13

2.25

2 . 2 9

2.45

2.38

2.38

2.74

2.85

3.08

2 . 9 6

2.84

2.87

2.88

2.88

3.11

3.13

3.19

3.24

3.18

3.19

3.97

5.13

5.78

6 . 6 3

6.10

6.26

6.62

6 . 3 3

6 . 3 6

5 . 9 9

5 . 7 S

5 . 5 3

5 . 7 3

5 . 4 9

0) Rates on new issues within period.
(2) The series includes certificates of indebtedness and selected note and bond issues.
(3) Selected note and bond issues. (4) Averages of weekly prevailing rates.
(5) Moody's corporate-bond yields. (6) Moody's series, 200 stocks.
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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 time 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.

Items

U.S. exports (f.o.b.) .

U.S. imports (f.o.b.) .

Balance of trade . . .

Balance on service

Balance on current
account*

Europe

1947 1948 1949 1950 1951

Balance in relation to

other areas

1947 1948 1949 1950 1951

all countries (total)

1947 1948 1949 1950 1951

in milliards of dollars

6.2

1.0

+ 5.2

+ 0.6

+ 5.8

4.9

1.4

+ 3.5

+0.2

+ 3.7

4.5

1.2

+ 3.3

—0.1

+3.2

3.6

1.5

+ 2.1

—0.4

+ 1.7

5.3

2.2

+ 3.1

+ 0.0

+ 3.1

9.8
5.1

+ 4.7

+ 1.0

+ 5.7

8.4

6.4

+ 2.0

+ 1.0

+ 3.0

7.9

5.9

+ 2.0

+ 1.2

+ 3.2

7.1

7.8

—0.7

+ 1.3

+ 0.6

10.1
9.4

+ 0.7

+ 1.2

+ 1.9

16.0
6.1

+ 9.9

+ 1.6

+ 11.5

13.3

7.8

+ 5.5

+ 1.2

+ 6.7

12.3

7.1

+ 5.3

+ 1.1

+ 6.4

10.7

9.3

+ 1.3

+ 1.0

+ 2.3

15.4

11.7

+ 3.7

+ 1.3

+ 5.0

* Because of rounding, the figures do not add up exactly.

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

h a l f o f 1 9 5 0 h e l p e d t o r e d u c e t h e c o u n t r y ' s s u r p l u s o n c u r r e n t a c c o u n t , w h i c h , a s

s h o w n b y t h e t a b l e a b o v e , w a s o n l y $ 2 . 3 m i l l i a r d f o r t h e w h o l e y e a r . A c c o u n t b e i n g

t a k e n o f t h e foreign a i d r e c e i v e d f r o m t h e U n i t e d S t a t e s ( i n g r a n t s a n d l o a n s ) a t t h e

y e a r ' s ra te o f $ 4 , 2 8 0 m i l l i o n , a n e t g a i n i n d o l l a r s r e s u l t e d f o r o t h e r c o u n t r i e s , w h o s e
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a g g r e g a t e g o l d a n d d o l l a r a s s e t s i n c r e a s e d b y $ 3 , 6 4 5 m i l l i o n . I t h a d b e e n h o p e d t h a t

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

d e v e l o p m e n t s t o o k t h e o p p o s i t e c o u r s e : t h e s u r p l u s r o s e t o n o l e s s t h a n $ 5 . 0 m i l l i a r d .

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

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

t h e t w o h a l v e s o f 1 9 5 1 -

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

Items

Current account of the U.S. balance of payr
U.S. exports of goods and services
U.S. imports of goods and services

U.S. export surplus .

Financed by means of:
U.S. Government grants and other unilateral trans-

fers - mainly E.R.P.aid (net)
Private donations (net) .
U.S. Government long and short-term loans (net)
U.S. private long and short-term loans (net) . .
Dollar disbursements by :

International Monetary Fund (net)
International Bank for Reconstruction and

T o t a l . . . . ' .

Balancing i tems : dollar assets and gold acquired
from (—) or sold to (+) the United States

Gold

Total of dollar assets and gold . .

Tota l f i nanc ing of cur rent t ransact ions . . .

1950
1st half

1951
2nd half Total

in millions of dollars

nents :

14,425
12,128

2,297

4,120
481
164

1,316

— 20

37
— 156

5,942

— 1,902
— 1,743

— 3,645

2,297

9,658
7,853

1,805

2,314
208
142
533

— 21

26
— 383

2,819

— 66
— 948

— 1,014

1,805

10,482
7,258

3,224

2,220
197
17

214

Q

55
— 128

2,572

— 349
+ 1,001

+ 652

3,224

20,140
15,111

5,029

4,534
405
159
747

— 24

81
— 511

5,391

— 415
+ 53

— 362

5,029

N e a r l y t w o - t h i r d s o f t h e e x p o r t s u r p l u s o f t h e U n i t e d S t a t e s c a m e i n t o

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

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

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

t h e y h a d l a i d u p i n t h e a u t u m n o f 1 9 5 0 a n d t h e f o l l o w i n g w i n t e r . * I n t h e s e c o n d

h a l f o f 1 9 5 1 t h e U . S . e x p o r t s u r p l u s e x c e e d e d t h e a m o u n t o f o f f ic ia l a i d a n d

p r i v a t e d o n a t i o n s b y s o m e $ 8 0 0 m i l l i o n , o f w h i c h s o m e $ 2 0 0 m i l l i o n w a s c o v e r e d

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

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

o v e r f o r a f u r t h e r b u i l d i n g - u p o f d o l l a r b a l a n c e s ) . A s r e g a r d s p r i v a t e U . S . c a p i t a l ,

h o w e v e r , i t s h o u l d b e r e m e m b e r e d t h a t t h i s w e n t m o s t l y t o C a n a d a a n d t h e L a t i n

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

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

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

* I n its n u m b e r for M a r c h 1952, the "Survey of C u r r e n t Bus iness" , issued by t h e U.S. Depa r tmen t
of Commerce , explains t ha t in t h e U n i t e d States "du r ing t h e last quar te r of 1951 manufactur ing
p r o d u c t i o n , was still approximately 20 pe r cent, h igher t h a n in the pre-Korea year, bu t the v o l u m e .
of impor t s had d ropped to about 6 per cent, below t h e average for the same year. A n impor t volume
of c rude materials and semi-manufactures corresponding t o the volume of p roduc t ion (based on the
1949-50 relationship) would have required an increase in impor t values at four th-quar ter prices by
about $350 mil l ion ." ,
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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, t h e s t e r l i n g a r ea as a w h o l e (i.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 ist 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.

Ster l ing area's gold and dol lar accounts in 1950 and 1951.

Items

T ransac t i ons w i t h the d o l l a r area:(1)
United Kingdom :

Balance of current transactions (goods
and services)
Other transactions (investments, etc.). .

Total for United Kingdom . .
Rest of the sterling areap)

Total of transactions with the
dollar area

T r a n s a c t i o n s w i t h the n o n - d o l l a r
area?) . . .

To ta l net go ld and d o l l a r ba lance .

1950 1st half

1951

2nd half Total

in millions of £ sterling

— 107
+ 141

+ 34
+ 255

+ 289

1

+ 287

— 111
+ 15

— 96
+ 196

+ 100

+ 48

+ 148

— 335
— 92

— 427
— 32

— 459

— 104

— 564

- 446
— 77

— 523
+ 164

— 359

— 56

— 416

(') These comprise 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 other countries if paid
for In dollars. (2) Including sales of gold to the United Kingdom.

(?) Including amounts of gold received or paid in settlements with the E.P.U.

T h e s u r p l u s o f £ 1 9 6 m i l l i o n ( = $ 5 5 0 m i l l i o n ) w h i c h t h e r e s t o f t h e s t e r l i n g

a r e a ( i . e . c o u n t r i e s i n t h a t a r e a o t h e r t h a n t h e U n i t e d K i n g d o m ) s t i l l h a d i n r e l a t i o n

t o t h e d o l l a r a r e a i n t h e f i r s t h a l f o f 1 9 5 1 w a s t u r n e d i n t o a d e f i c i t o f £ 3 2 m i l l i o n

( = $ 9 0 m i l l i o n ) d u r i n g t h e s e c o n d h a l f , w h e n t h e U n i t e d K i n g d o m ' s o w n d e f i c i t

r o s e t o £ 4 2 7 m i l l i o n ( s a y , $ 1 ^ 2 0 0 m i l l i o n ) . T h e f o l l o w i n g t a b l e s h o w s t h e s h i f t i n

t h e p o s i t i o n i n r e l a t i o n t o t h e E u r o p e a n P a y m e n t s U n i o n . ~
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Ster l ing area's accounts v is -à-v is the European Payments Union.

I tems

Tota l of the United K ingdom's t ransact ions . . . .
Transact ions of the rest of the sterl ing area . . .
Ster l ing and dol lar t rans fe rs , etc.(2)

Surp lus ( + ) or defici t (—)

1950

2nd half 1st half
1951 (')

2nd half | Total

in mi l l ions of £ ster l ing

+ 103
+ 79
— 12

+ 170

— 38
+ 114
— 29

+ 47

— 210
— 93
— 82

— 385

— 248
+' 21
— 111

— 338 (3)

0) Provisional.
C2) As these transfers etc. pass through the account of the sterling area as a whole, it Is impossible to separate

those relating to the United Kingdom from those relating to the rest of the sterling area.
(3) 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.

I n r e l a t i o n t o t h e E . P . U . t h e U n i t e d K i n g d o m a l r e a d y h a d a d e f i c i t i n

t h e first h a l f o f 1 9 5 1 ; t h e d e f i c i t o f t h e r e s t o f t h e s t e r l i n g a r e a d a t e s f r o m t h e

s e c o n d h a l f o f t h e y e a r .

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

1 9 5 2 , w h e n t h e g o l d a n d d o l l a r r e s e r v e s o f t h e U n i t e d K i n g d o m f e l l b y a n a m o u n t

o f $ 6 3 5 m i l l i o n ( £ 2 2 7 m i l l i o n ) t o a l e v e l o f $ 1 , 7 0 0 m i l l i o n , a f t e r h a v i n g r e a c h e d a s

h i g h a f i g u r e a s $ 3 , 8 6 7 m i l l i o n a t t h e e n d o f J u n e 1 9 5 1 . T h e d i s a p p e a r a n c e o f t h e

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

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

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

m e m b e r s o f t h e s t e r l i n g a r e a .

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

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

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

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

t h e s e c o n d h a l f o f 1 9 5 0 a n d c o n t i n u i n g t h r o u g h t h e w i n t e r ) w a s f o l l o w e d b y a

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

c o u n t r i e s a n d l e s s c u r r e n t i n c o m e f o r t h e m i n t h e s e c o n d h a l f o f 1 9 5 1 ; b u t , a s

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

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

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

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

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

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

i n L o n d o n . T h e d o l l a r d e f i c i t o f t h e s e c o u n t r i e s i n t h e l a t t e r h a l f o f 1 9 5 1 w a s

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

w i t h t h e U n i t e d K i n g d o m , w h i c h a m o u n t e d t o £ 2 3 9 m i l l i o n i n 1 9 5 1 . H o w s u d d e n

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

t a b l e , w h i c h s h o w s t h e n e t r e s u l t o f t h e f o r e i g n t r a n s a c t i o n s o f t h e " r e s t o f t h e

s t e r l i n g a r e a " d u r i n g t h e first a n d

Balance of payments of the
" r e s t of the s ter l ing a r e a " in 1951.

In relation to

Dollar area
E.P.U
United Kingdom

Total . . . .

1

1st half

951

2nd half

in millions of £ sterling

+ 196
+ 114
— 68

+ 242

— 32
— 93
— 171

— 296

* Provisional,

t h e s econd half of 1951 .

Note : No complete figures are available for the
balance of payments of the "rest of the sterling
area", but the White Paper on the Balance of
Payments of the United Kingdom contains sepa-
rate figures of the balance on foreign account
of the "rest of the sterling area" with (i) the
dollar area, (ii) the E.P.U. (apart from the United
Kingdom), and (iii) the United Kingdom itself.
These data together cover well over 80 per cent,
of the foreign transactions of the "rest of the
sterling area". The change-over from the surplus
of £242 million to a deficit of £296 million In-
volves a total of £538 million (say, $1,500 million).
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The increase which occurred 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 internal economy and the balance-of-payments position. Stop-gap measures

have been taken (by Australia and other countries) for the cutting-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 t h e U n i t e d K i n g d o m , 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.

Items

Current account
Balance in relation to rest of the sterling area
Dollar area .
Other countries

Balance on current account

Net grants received(1)

Balance on current account and grants received

Corresponding to:
Increase (+) in U.K. assets abroad?)
Increase (+) or decrease (—) in U.K. gold and dollar holdings
Increase (+) or decrease (—) in U.K. holdings of non-dollar

currencies?)

Total gross increase (+) or decrease (—) in
U.K. foreign assets

Adjust for:
Increase (—) or decrease (+) in sterling liabilities?) . .

Net Increase (+) or decrease (—) in U.K. foreign assets

1949 1950 1951
(provisional)

In millions of £ sterling

+ 266
— 307
+ 46

+ 5

+ 154

+ 159

+ 179
— 3

— 15

+ 161

— 2

+ 159

+ 234
— 107
+ 117

+ 244

+ 139

+ 383

+ 26
+ 576

+ 108

+ 710

— 327

+ 383

+ 239
— 446
— 314

— 521

+ 43

— 478

+ 202
— 344

— 283

— 425

— 53

— 478

0) Taking into account revaluation payments made by the United Kingdom to the extent of £60 million in 1949,
£4 million in 1950 and £11 million in 1951.

(2) Excluding from the foreign assets and the sterling liabilities, in 1949, subscriptions to the International
Monetary Fund and the International Bank for Reconstruction and Development, amounting in all to
£173 miflion.

(3) Including, in 1950, assets In units of account of the European Payments Union and, in 1951, a liability In
such units.

I n a d d i t i o n t o t h e c u r r e n t d e f i c i t o f £ 5 2 1 m i l l i o n f o r 1 9 5 1 , t h e b a l a n c e - o f -

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

i n c r e a s e o f £ 2 0 2 m i l l i o n i n U . K . a s s e t s a b r o a d — t h e s e t w o i t e m s , w h i c h a d d u p

t o £ 7 2 3 m i l l i o n , h a v i n g b e e n financed t o t h e e x t e n t o f £ 6 2 7 m i l l i o n b y d r a f t s o n

t h e h o l d i n g s o f g o l d , d o l l a r s a n d o t h e r c u r r e n c i e s ( i n c l u d i n g t h e E . P . U . u n i t s )

a n d , a s t o t h e r e s t , b y £ 4 3 m i l l i o n i n f o r e i g n g r a n t s a n d a n i n c r e a s e o f £ 5 3 m i l l i o n

i n s t e r l i n g l i a b i l i t i e s . W i t h r e g a r d t o t h e i n c r e a s e o f £ 2 0 2 m i l l i o n i n " a s s e t s

a b r o a d " i t s h o u l d b e o b s e r v e d t h a t , a s m e n t i o n e d i n t h e e x p l a n a t o r y n o t e s t o t h e

t a b l e s p r e s e n t e d t o P a r l i a m e n t , t h i s h e a d i n g c o v e r s , i n t e r a l ia , " t h e ' b a l a n c i n g i t e m '

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

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

i m p o r t a n t f a c t o r l e a d i n g t o t h i s b a l a n c i n g i t e m ; a n o t h e r f a c t o r i s t h e v a r i a t i o n i n
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commercial credit." T h e shifts resulting from that variation — it should be
added — have been considerable; when, in the winter of 1950-51 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 sterling were delayed. 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 t e r m s of t r a d e and one-half to the 16 per cent, increase in the v o l u m e
of i m p o r t s , only a small proportion of which was offset by a 3 per cent, increase
in the volume of exports. T h e 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, i n v i s i b l e i n c o m e 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 early in
1946 respectively.

The change in the balance of payments, together with an expansion of the
volume of real output by 2 to 2 y2 per cent, and the rise in prices, resulted in
a considerable increase in the nominal resources used by the British economy.

United K ingdom: Gross nat ional product and its uses.

Resources

National income

Add:
*- Provision for depreciation and

maintenance
* Indirecttaxes less subsidies . . .

Stock appreciation
Gross national income and stock

appreciation

Adjust for:
Net grants and loans from abroad

plus certain current transfers

1950 1951

in millions of
£ sterling

11,089

818
1,578

400

13,885

— 296

13,589

11,532

882
1,782
1,200

15,396

+ 444

15,840

Uses

Personal consumption

Government consumption . . . .

Gross domestic capital formation
and stock appreciation :
(i) fixed investment

(ii) increase in value of stocks
and work in progress. . . .

Total gross expenditure

1950 1951

in millions of
£ sterling

9,260

2,053

1,672

604

13,589

9,970

2,440

1,860

1,570

15,840

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

i n c r e a s e f r o m 1 9 5 0 t o 1 9 5 1 e i t h e r i n p e r s o n a l c o n s u m p t i o n o r i n fixed i n v e s t m e n t s ,

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

a n d t h e v o l u m e o f s t o c k s b y £ 3 0 0 m i l l i o n .

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

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



U n i t e d K i n g d o m :

Investments

Gross domestic capital formation
and stock appreciation by:
1. central government
2. local authorities
3. persons and corporate bodies.

Total
Less: stock appreciation

Remains: gross domestic capital
formation

Increase in 1951 over 1950 . .

1950

I n v e s t m e n t s and t h e i r cove r .

1951

in millions of
£ sterling

50
392

1,834

2,276
— 400

1,876

+

370*
420

2,640

3,430
—1,200

2,230

354

Covered by

Savings and provision for stock
appreciation :
1. personal
2. corporate
3. current surplus of central

government, national Insurance
funds and local authorities . .

Total
L e s s : stock appreciation

Remainder
Addition to tax reserves, etc. .
Provision for depreciation . . .

Total domestic cover. .

Net gifts and loans from abroad

Total cover

1950 1951

in millions of
£ sterling

87
738

674

1,499
— 400

1,099
169
818

2,086

— 210

1,876

95
774

560

1,429
—1,200

229
586
882

1,697

533

2,230

* The increase is largely due to the building-up of strategic stocks.

A g a i n s t a n i n c r e a s e o f a b o u t £ 3 5 0 m i l l i o n i n i n v e s t m e n t s t h e r e i s a d e c l i n e

o f n e a r l y £ 4 0 0 m i l l i o n i n t h e t o t a l o f d o m e s t i c c o v e r , c h i e f l y o w i n g t o t h e f a c t

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

t o o n l y a b o u t £ 2 3 0 m i l l i o n , a s c o m p a r e d w i t h a b o u t £ 1 , 1 0 0 m i l l i o n i n 1 9 5 0 . I n

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

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

T h e c h a n g e - o v e r f r o m a s u r p l u s o f £ 2 4 4 m i l l i o n o n t h e c u r r e n t a c c o u n t o f t h e

b a l a n c e o f p a y m e n t s i n 1 9 5 0 t o a d e f i c i t o f £ 5 2 1 m i l l i o n i n 1 9 5 1 w a s n e e d e d

t o m a k e g o o d t h e d e f i c i e n c y i n d o m e s t i c s a v i n g s .

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

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

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

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

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

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

a n d i t s d e t e r i o r a t i o n w a s a m a j o r c a u s e o f t h e B r i t i s h d i f f i c u l t i e s i n 1 9 5 1 .

I n t h e fiscal y e a r A p r i l 1 9 5 0 t o M a r c h 1 9 5 1 , t h e r e w a s a n " o r d i n a r y s u r p l u s "

a m o u n t i n g t o £ 7 2 0 m i l l i o n o f c u r r e n t r e v e n u e o v e r c u r r e n t e x p e n d i t u r e a n d a n

" o v e r a l l s u r p l u s " a m o u n t i n g t o £ 2 4 7 m i l l i o n o f c u r r e n t r e v e n u e o v e r a l l c u r r e n t

a n d c a p i t a l e x p e n d i t u r e . I n 1 9 5 1 - 5 2 t h e o r d i n a r y s u r p l u s w a s r e d u c e d t o £ 3 7 9

m i l l i o n a n d t h e r e w a s a n " o v e r a l l d e f i c i t " o f £ 1 5 0 m i l l i o n . T h u s t h e d e t e r i o r a t i o n

o n g o v e r n m e n t a c c o u n t ( f r o m " o v e r a l l s u r p l u s " t o " o v e r a l l d e f i c i t " ) c a m e t o

£ 3 9 7 m i l l i o n — a d e v e l o p m e n t w h i c h , i t i s t r u e , w a s l a r g e l y a c c o u n t e d f o r b y

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

n a t i o n a l r e s o u r c e s . I n t h e b u d g e t f o r 1 9 5 2 - 5 3 t h e c u r r e n t s u r p l u s i s e s t i m a t e d a t

£ 5 1 1 m i l l i o n a n d p r o v i s i o n h a s b e e n m a d e f o r a n o v e r a l l s u r p l u s o f £ 5 m i l l i o n —

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

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

D e f e n c e e x p e n d i t u r e , w h i c h , a c c o r d i n g t o t h e " E c o n o m i c S u r v e y " * f o r 1 9 5 2 ,

h a d a m o u n t e d t o £ 7 4 4 m i l l i o n i n 1 9 4 9 - 5 0 a n d £ 8 3 0 m i l l i o n i n 1 9 5 0 - 5 1 , r o s e t o

* T h e figures given in t h e "Economic Survey for 1952" are, for t h e years 1949-52, somewhat different
from those in. the budget account.
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United Kingdom: Government revenue and expenditure.

Items 1949-50 1950-51 1951-52 1952-53C)

in millions of £ sterling

"Above the l ine"
Ordinary revenue:

Inland revenue
Customs and excise
Other revenue

Total ordinary revenue

Ordinary expenditure :
Defence expenditure
National Health Service
Strategic reserves
Food subsidies
Other civil expenditure
Consolidated fund services C)

Total ordinary expenditure

Ordinary surplus

"Below the l ine"

Loans to local authorities (net)
War damage
Other payments (net)

Net below-the-line payments

Overall surplus (+) or deficit (—)

Public debt at the end of the fiscal year (31st March) (5)
Internal debt:

Funded debt
Floating debt
Other internal debt (net)

Net total internal debt '..

External debt(6)

Net total national debt (7) .

2,111
1,520

293

3,924

741
345

425
1,326

538

3,375

+ 549

2,038
1,630

310

3,978

777
377
13

400
1,146

545

3,258

+ 720

2,362
1,752

319

4,433

1,110(2)
400P)
179 O

1,773

592

4,054

+ 379

2,619
1,815

227

4,661

1,377P)
393

53

1,702

625

4,150

+ 511

268
173
46

305
94
74

365
77
87

487 473 529

+ 62 + 247 — 150

344
70
92

506

+ 5

3,899
5,715

13,998

3,898
5,740

14,092

3,887
4,611

15,230

23,612

2,190

23,730

2,192

23,728

2,166

25,802 25,922 25,894

0) Estimates. (2) Provisional.
(3) Excluding £85 million to be met out of the sterling counterpart of U.S. economic aid.
(4) Including sinking funds.
(5) Debt figures for 31st March 1952 are provisional, being based mainly on those Issued in the Financial

Statement of 11th March 1952. (6) Excluding debt arising out of the 1914-18 war.
C) Changes In the debt do not correspond to the overall budget surplus or deficit, the main reasons being

that the debt includes issues to the Exchange Equalisation Account (which rose by £600 million in 1950-51
and declined by £200 million In 1951-52) and that it was reduced by £275 million in 1950-51 through the
use of E.C.A. counterpart funds.

£ 1 , 1 2 9 m i l l i o n i n 1 9 5 1 - 5 2 a n d i s e s t i m a t e d a t £ 1 , 4 6 2 m i l l i o n f o r 1 9 5 2 - 5 3 — a n

a m o u n t w h i c h w i l l b e r e d u c e d t o £ 1 , 3 7 7 m i l l i o n b y d e d u c t i o n o f t h e s t e r l i n g

e q u i v a l e n t o f $ 2 3 8 m i l l i o n , a p p r o p r i a t e d o u t o f t h e $ 3 0 0 m i l l i o n o f U . S . e c o n o m i c

a s s i s t a n c e w h i c h h a s b e e n a l l o t t e d t o t h e U n i t e d K i n g d o m i n t h e U . S . f i scal y e a r

e n d i n g 3 0 t h J u n e 1 9 5 2 . A m o n g t h e m o s t i m p o r t a n t b u d g e t m e a s u r e s t a k e n w a s

a r e d u c t i o n i n f o o d s u b s i d i e s , d e s i g n e d t o b r i n g t h e t o t a l d o w n f r o m £ 4 1 0 m i l l i o n

t o £ 2 5 0 m i l l i o n i n a f u l l y e a r — a m e a s u r e w h i c h , b e s i d e s l e s s e n i n g t h e b u r d e n o n

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

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

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

t a k e n t o a r r e s t t h e d r a i n o n r e s e r v e s . C u t s h a v e b e e n m a d e i n i m p o r t s , a n d i t i s

e x p e c t e d t h a t t h e v o l u m e figures f o r 1 9 5 2 w i l l c o n s e q u e n t l y b e d o w n b y n e a r l y
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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 tense 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 yields 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 cont ro l over the vo lume of sho r t - t e rm credi t .

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) continued
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 October 1939.

(ii) Instead of purchasing Treasury bills virtually without any limit and at rates
rigidly maintained at a very low level (roughly y2 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.

(iii) A substantial reduction was effected in the floating debt by the successful
issue of £1,000 million i3/4 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 30 per cent,
of total deposits, and the floating debt was brought down to more manageable
proportions.

(iv) In addition, the qualitative controls were maintained and intensified. Revised
instructions were given to the Capital Issues Committee, specifying the
essential purposes for which new issues could be made and, in a further
letter from the Chancellor of the Exchequer, the banks were requested to
adopt similar criteria for the granting of advances to customers.

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 n t h March 1952,
the Bank of England, on the same day, raised bank rate from 2 % 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. Ih his budget
speech that day, the Chancellor of the Exchequer made the following announcement :

"Events have justified the monetary 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 approval, raised the bank rate from 2 % per cent, to 4 per cent.
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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, F r a n c e , too, experienced a sharp reversal of its
currency position. Up to the spring of 1951 both its gold and dollar reserves
and its credit balance in the E.P.U. 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 $800 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 outbreak 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.

1950

1951

1952

Period

— 1st half. . .
2nd half.

— 1st half.
2nd half.

— 1st quarter .

F r a n c e : T r a d e w i t h f o r e i g

Volun

Imports

ne of

Average for 1950 =

106
93

117
130

147

n countr ies.*

Exports

100

87
113

128
109

95

Balance of trade
in milliards

of French francs

' - 110
+ 3

— 114
- 225

— 181

Excluding French overseas territories.
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This meant a greater need to import in 1951 and early in 1952, and a
growing trade deficit was reflected in a deficit of Fr.fcs 462 milliard on the current
account of the balance of payments of the franc area in 1951, as compared with
Fr.fcs 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 Kingdom, has had to provide resources for its
overseas territories.

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

Period

1950 - 1st half.
2nd half

1951 — 1st half
2nd half

1952 — 1st quarter* . . . . .

Trade with overseas territories

Imports Exports Balance

Balance of trade
with

foreign countries

Monthly averages, in milliards of French francs

S
 S

 
S

 S
 

5

30
34

42
49

55

+ 7
+ 10

+ 14
+ 21

+ 24

—• 18

+• 1

— 19

- 38

— 60

* Preliminary.

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

t h a t i n 1 9 5 0 t h e w h o l e o f F r a n c e ' s t r a d e d e f i c i t w i t h f o r e i g n c o u n t r i e s ( i . e . a l l

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

r e l a t i o n t o t h e o v e r s e a s t e r r i t o r i e s ; i f i n v i s i b l e i t e m s w e r e t a k e n i n t o a c c o u n t ,

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

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

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

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

t e r r i t o r i e s . * A s f a r a s t h e s e t e r r i t o r i e s t a k e n b y t h e m s e l v e s a r e c o n c e r n e d , t h e i r

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

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

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

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

c o u n t r y m a y b e e s t i m a t e d t o h a v e r e a c h e d a n a p p r o x i m a t e t o t a l o f F r . f c s 2 0 0 m i l l i a r d

i n 1 9 5 0 a n d m a y h a v e r i s e n t o a b o u t F r . f c s 3 0 0 m i l l i a r d i n 1 9 5 1 . A b o u t 4 0 p e r c e n t ,

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

i n c u r r e d b y I n d o - C h i n a , w h e r e p r o d u c t i o n a n d t h e e x p o r t t r a d e w e r e h i n d e r e d

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

e c o n o m i c e x p a n s i o n i n t h e F r e n c h U n i o n , e s p e c i a l l y N o r t h A f r i c a , a s a r e s u l t

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

M o n n e t P l a n , w h i c h h a s b e e n a p p l i e d n o t o n l y t o m e t r o p o l i t a n F r a n c e b u t a l s o

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

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

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

s e a s t e r r i t o r i e s h a v e c o n s t i t u t e d à , s e r i o u s d r a i n o n t h e r e s o u r c e s o f F r a n c e , a n d

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

p r e v i o u s y e a r . . , !. . . .

* T h e official F r e n c h statistics of t h e balance of paymen t s do no t show t h e surplus of metropol i tan
France wi th dts overseas terr i tories, bu t only paymen t s w i th foreign count r ies ; on th i s basis, m e t r o -
pol i tan F rance had a deficit of abou t Fr . fcs 40 mill iard in 1950 a n d abou t 430 milliard in 1951
(see also Chap t e r 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.

Items

Budget expenditure:

Total current expenditure

Reconstruction and re-equipment of civil
services

Total Investments and reconstruction . . .

Special accounts of the Treasury . . . .

Total budget expenditure

Budget defici t .

Cash deficit (7)

Financed by :
Counterpart In francs of external borrowing

and American aid
Borrowing and Treasury resources. . . .

Public debt at 31st December

I n t e r n a l debt:

Medium and short-term debt
Debt to banks of issue

Total internal debt

E x t e r n a l debt :
Long-term debt
Medium and short-term debt

Total external debt

T o t a l public debt

P r i c e s (1949 - 100)*

1949 1950 1951 0) 1952(2)

in milliards of French francs

842
377

1,219

150
246
432

828

(6)

2,047

1,519

— 528

— 611

289
322

962
990
772

2,724

1,007
175

1,182

3,906

100

1,114
463

1,577

121
285
426

832

(6)

2,409

1,946

— 463

— 570

185
385

1,016
1,155

675

2,846

1,054
233

1,287

4,133

110

1,252P)
696

1,948

109
324
315

748

108

2,803

2,315

— 488

— 517

153
364

1,044
1,319

669

3,032

1,034
220

1,254

4,287

134

1,353
1,269

2,622

154(1)
365 «
368«

887«

70

3,578

2,773

— 805

— 805

265
540

•

•

149 (8)

* Average of Indexes of wholesale prices and cost of living.
0) Provisional results for 1951.
(2) Budget estimates and appropriations for 1952.
(3) Including Fr.fcs 79 milliard for "miscellaneous".
C) Of the budget appropriations for 1952, Fr.fcs 95 milliard are blocked as follows until the corresponding

resources have been obtained by borrowing :
Reconstruction and re-equipment of civil services . . . 9
War damage and reconstruction 50
Investments 36

95

(5) Excluding Investments of state enterprises financed by special borrowing, estimated at Fr.fcs 75 milliard and
Fr.fcs 85 milliard in 1951 and 1952 respectively.

(6) Net expenditure out of special accounts of the Treasury in 1949 and 1950 has been distributed where
possible among the categories into which the expenditure fell.

C) The cash deficit is taken from the Treasury accounts and exceeds the budget deficit, owing mainly to lags
in the collection of faxes and to the payment of budgetary arrears from earlier years. For 1952, the cash
deficit Is assumed to be equal to the budget deficit. (a) First quarter.
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4- France devoted nearly 8 per cent, of its national income to defence
in 1951 — a percentage which is to rise to 12 in 1952 and is equalled by no
other country in western Europe except the United Kingdom. There were "cash
deficits" of Fr.fcs 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 reconstruction. 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

F r a n c e : T o t a l c r e d i t s g r a n t e d by t h e b a n k i n g s y s t e m .

Period

Official
credits

Business credits

Banking
system

Other
institutions Total

In milliards of French francs

1948 December .

1949 December .

1950 December .

1951 March . . .
June . . .
September.
December.

1948

1949

1950 . . . . . .

1951

Amounts outstanding at end of month

1,276

1,397

1,422

1,477
1,454
1,582
1,620

850

1,189

1,355

1,383
1,517
1,609
1,903

Annual

+ 360

+ 339

+ 166

+ 548

74

107

219

264
277
295
302

ncrease

+ 33

+ 112

+ 83

924

1,296

1,574

1,647
1,794
1,904
2,205

+ 372

+ 278

+ 631

+ 163

+ 121

+ 102 (2)

+ 198

0) For details see Chapter VII.
(2) As Fr.fcs 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 nominal increase in official credits in 1950 amounted to only
Fr.fcs 25 milliard.
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t h e less d i s inc l ined to c o m p l y w i t h these r e q u e s t s s ince n o o t h e r sou rce of
s u p p l y is avai lable t o t h e w o u l d - b e b o r r o w e r s .

5 . T h e s t eep inc rease i n t h e v o l u m e of c red i t wi l l b e seen f rom t h e
tab le o n p a g e 3 1 .

W h i l e i n 1950 t h e b a n k i n g sys t em ' s c r ed i t s t o t h e g o v e r n m e n t i nc reased b y
a smal le r a m o u n t t h a n in a n y p r e v i o u s year s ince t h e w a r a n d w h i l e t h i s re la t ively
b a l a n c e d pos i t ion was m a i n t a i n e d d u r i n g t h e first hal f of 1951, t h e r e was a n a b r u p t
c h a n g e in t h e t h i r d q u a r t e r , w h e n t h e T r e a s u r y b o r r o w e d as m u c h as Fr . f cs 128
mi l l i a rd , p a r t l y f rom t h e Bank of F r a n c e a n d p a r t l y f rom t h e c o m m e r c i a l b a n k s . T h e
m a i n e l e m e n t i n t h e c red i t e x p a n s i o n was , h o w e v e r , t h e g r o w t h of bus ine s s c red i t s ,
w h i c h , in 1951 , inc reased b y 40 p e r cent , for t h e b a n k i n g sys t em as a w h o l e
a n d b y 83 p e r cen t , as r e g a r d s c r ed i t s of t h i s t y p e s u p p l i e d b y t h e B a n k of
F r a n c e . S o m e of t h e n e w cred i t s w e r e c o n n e c t e d w i t h t h e inc reased v o l u m e of
i m p o r t s a n d t h e h o l d i n g of la rger s tocks ; b u t a b o u t Fr . fcs 142 mi l l ia rd of t h e n e w

Bank of France: Principal items of the balance sheet.
In milliards of French francs.*

2250

2000

1750

1500

1250

1000

Tofal sighr li bilities

Notes in circulation

Commercial 0 leralions ci >

Advances to he State (2)

\ G o l d and foreign exchange (3

f 1 f
Cold reserve

( Foreign exchange etc.
s=i y 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

2250

2000

1750

1500

1250

1000

750

500

250

1949 1950 1951 1952 1953

* Figures for the Thursday nearest to the end of each mon th .
0) Bi l ls d iscounted in por t fo l io , negotiable securi t ies purchased in France, 30-day advances and advances

against secur i t ies.
(2) Liabi l i ty of the state in respect of the gold deposit of the National Bank of Be lg ium, negotiable bids of the

Caisse A u t o n o m e d 'Amor t i ssement , interest-free loans to the state, provisional advances to the state and
Treasury bi l ls purchased.

(3) Go ld reserve, go ld loan to the Exchange Stabi l isat ion Fund , foreign exchange hold ings (s ight funds) and
claims on fhe European Payments Un ion , together wi th advances to the Exchange Stabi l isat ion Fund.

(4) Same items as under (3), except for gold reserve.
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accommodation came under the heading of "investment credits".* "Pre-financing"
of investment is part of the normal business of the banking system, 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 60 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
admin i s t r a t ive p rocedure for d e t e r m i n i n g pr ices . 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 39 per cent, in August 1951, 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, oil 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 exemptions 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 % P e r 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 Fr.fcs 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
insufficient, the result was a more pronounced pressure on the banking system emanating from
other sectors.
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Early in February 1952 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.fcs n o milliard) and blocking investment
expenditure to the extent of Fr.fcs 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, a loan with a gold clause, carrying
important fiscal privileges, was issued with the object of obtaining fresh money to
the tune of at least Fr.fcs 200 milliard. Interest is at the rate of 3 y2 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 practice. For
in France, in addition to a deeply-rooted "inflation mentality", there is — as in
many other countries — a long-standing "protectionist mentality", which became
intensified during the depression of the early 1930s, when producers and traders
sought to protect themselves against the fall in prices, and which received fresh
reinforcement from the regulations of the 1940s, 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, though
primarily affecting the internal economy, nevertheless have their repercussions on
the balance of payments. Now that world prices are no longer rising, influences
from abroad are, of course, one of the safeguards against strong upward movements
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 d e t e r m i n e d e f fo r t s 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
two 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
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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 countries 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 t h r e e m a i n
t a s k s to be undertaken in the participating countries:

(i) to increase production;

(ii) to get rid of inflation, with a view to restoring monetary stability; and

(iii) 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 Co-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 place, on an expansion of production and
the attainment of financial balance in e a c h i n d i v i d u a l c o u n t r y . Each
government therefore had to take the necessary steps to eliminate its budget
deficit, and a special E.G.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
in many branches.

(ii) 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.
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(iii) 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 countries, and it seemed important to give priority to the pro-
vision of the fresh plant and equipment 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) Finally, there was the example of the United States. In that country the
enormous war effort had been sustained essentially by an all-round increase
in production, and to Americans, in particular, it looked as if the most
immediate task in Europe 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 order 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 i n d e x e s of i n d u s t r i a l p r o d u c t i o n as calculated in the various
countries.

Industrial production.

Countries

Yearly averages for

1946 1947 1948 1949 1950 1951

Index: 1938 = 100

1952

March

Austria«

Belgium

Denmark

Finland

France

Germany (western)

G r e e c e e ) . . ' . . . .

Ireland

Italy

Netherlands . . . .

Norway

Sweden

United Kingdom . .

Canada

United States . . .

89

101

84

29

53

112

74

100

135

102

156

192

57«

114

116

117

99

33

67

121

93

94

115

140

110

172

210

92

121

128

133

113

53

73

132

99

113

125

148

123

178

215

123

122

138

143

123

76

87

151

105

126

132

154

132

181

197

145

125

153

145

123

96

110

167

120

139

141

160

143

194

225

166

144

154

172

138

115

125

172

137

145

148

167

147

208

247

168(3)

140P)

151

169«
150
116
124(3)

137

146

153

170

153

203«

247

(') 1937 = 100. Estimate. P) February 1952. (4) 1939 = 100.
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Volume of industrial production.
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1947

Volume of industrial production.
Index: 1938 = 100.

1948 1949 1950 1951 1952 1953

w i d e s p r e a d l a c k o f b a l -

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

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

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

L o n d o n a n d C a m b r i d g e E c o n o m i c S e r v i c e ) s h o w s a r i s e i n p r o d u c t i o n o f

4 1 p e r c e n t , b e t w e e n 1 9 3 5 a n d 1 9 5 0 , w h e r e a s t h e o f f i c i a l i n d e x , i n i t s c o m m o n l y

q u o t e d f o r m , s h o w s a n i n c r e a s e o f 5 9 p e r c e n t . M o r e o v e r , a y e a r l y i n d e x *

1947 1948 1949 1950 1952 1953

Note: For Austria: 1937 = 100. For Greece: 1939 = 100.

* Calculated by C. F . Ca r t e r and publ i shed in an article in the Bullet in of the London and
C a m b r i d g e Economic Service for A u g u s t 1951.



United States: Index of industrial production.
Monthly index: 1938 = 100.
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200

180
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14Û

120

100

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

t h a n t h o s e o f t h e m o n t h l y i n d e x o f t h e L o n d o n a n d C a m b r i d g e E c o n o m i c

S e r v i c e . *

Percentage distribution of employed population.

Countries Year
Industry Agriculture Other

occupations

in percentages

Austria

Belgium

Denmark

Finland

France

Germany (western)

Italy

Netherlands. . . .

Norway

Sweden

Switzerland . . . .

United Kingdom .

1951

1950

1951

1940

1946

1950

1948

1947

1950

1945

1941

1951

32

46

32

19

29

44

23

32

32

37

44

50

40

11

28

57

36

22

49

79

3/

25

21

5

28

43

40

24

35

34

28

49

37

38

35

45

Note: The variations from country to country are considerable, the range being at its widest between Finland,
with 57 per cent, employed in agriculture, and the United Kingdom, with only 5 per cent. As broad averages lor
western Europe, it would appear that the percentages of the working population employed in the various
branches of the economy are as follows: somewhat less than 40 per cent, for industry, less than 30 percent,
for agriculture, and 35 per cent, for various services (including commerce, transport, domestic service and the
increasingly Important government services).

* A ra ther different factor making for misleadingly h igh index figures is apt to come to the fore in
war t ime, w h e n more t h a n half t h e count ry ' s indus t ry is concentrat ing on produc t ion of weapons
of all k inds ( including tanks , a rmoured cars, etc.). D u r i n g t h e second world war , a rmamen t s were
mass-produced wi th all possible technical aids, especially in the U n i t e d States. T h e g rowth of such
outpu t , together wi th the working of longer hours du r ing the emergency, will lift t h e industrial
index to a level which the more varied peacet ime product ion, working in response t o civilian
needs , will no t 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 service 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 national product.

As a broad approxi-
mation, it would seem that,
in the countries included in
the table, industry employed
35 to 38 per cent, of the
labour force but accounted
for about 45 per cent, of
the gross national product,
while the corresponding per-
centages for agriculture were
some 25 to 27 per cent,
and about 15 per cent. This
circumstance may somewhat
reduce the importance, from
a national - income point of

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

Countries

Denmark
Finland

Germany (western) .
Italy
Netherlands
Norway
United Kingdom . .

Industry

Population
Gross

national
product

Agriculture

Population
Gross

national
product

In percentages

32
19
29
44
23
32
32
50

36
26
40
55
34
39
46
46

28
57
36
22
49
19
31
5

22
30
16
12
29
12
15
5

* The most recent post-war data have been used, but for Finland only
pre-war data have been available.

U n f o r t u n a t e l y , t h e i m p r o v e m e n t i ü a g r i c u l t u r a l p r o d u c t i o n H a s l a g g e d f a r ~

b e h i n d t h e i m p r o v e m e n t i n t h e o u t p u t o f i n d u s t r y . T h e U n i t e d N a t i o n s E c o n o m i c

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

i n 1 9 5 1 w a s a b o u t 4 0 p e r c e n t , a b o v e t h e l e v e l r e a c h e d i n t h e l a t e 1 9 3 0 s , w h i l e

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

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

d i f f e r c o n s i d e r a b l y . A c c o r d i n g t o a n i n v e s t i g a t i o n b y F . W . P a i s h ( p u b l i s h e d i n t h e

B u l l e t i n o f t h e L o n d o n a n d C a m b r i d g e E c o n o m i c S e r v i c e f o r M a r c h 1 9 5 2 ) , t h e

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

t h e U n i t e d K i n g d o m w a s a b o u t 2 1 p e r c e n t , h i g h e r i n 1 9 5 0 t h a n i n 1 9 3 8 ( a s

c o m p a r e d w i t h a n i n c r e a s e o f 4 3 p e r c e n t , s h o w n b y t h e o f f i c i a l i n d e x f o r i n -

d u s t r i a l p r o d u c t i o n ) . * B u t n o t e v e n t h e figure o f 2 1 p e r c e n t , r e p r e s e n t s t h e

* T h e real p r o d u c t of the U n i t e d K i n g d o m h a s been est imated no t only by F . W . Paish and C . F . C a r t e r
b u t also by Colin Clark (Review of Economic Progress , J u l y - A u g u s t 1951).

All three est imates agree that t h e real p r o d u c t rose substantial ly less be tween 1938 and 1950
t h a n d id the official index of indust r ia l p roduc t ion , wh ich showed an increase of 35-43 p e r cent.
T h e discrepancy is even more s t r iking for t h e p e r i o d f r o m 1 9 4 6 t o 1 9 5 0 : whereas t h e official
index of industr ia l product ion rose by 40 p e r cent. , Car te r es t imates tha t t h e o u t p u t of indus t ry
increased by 30 pe r cent, , and t h e con t r ibu t ion of services (excluding defence), together wi th tha t
of agr icul ture , by only 11 pe r cent. H e arr ives a t a n increase of 15 per cent, in t h e to ta l real

(For end of footnote see next page)



United K ingdom: Increase in real output and
expenditure between 1938 and 1950.

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 Paish's
estimates.

It will be seen from
the table that the real na-
tional income rose by only
15 per cent, and that —
in addition to a moderate
increase in investment (by
8 per cent.) and a sub-
stantial increase in govern-
ment outlay — part of the
country's resources was ab-
sorbed by the improvement
in the balance of payments
(this being a short way of
referring to the combined
effect of the elimination of
the 1938 deficit and of
the emergence of a surplus
which was the counterpart
of an export of capital and
of certain repayments of
liabilities incurred during the
war). As a result, the real
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

Items

Increase in total output
Deduct net losses:

in income from overseas invest-
ments .
resulting from worsening of terms
of trade .

Remains: increase in real national
income

Used fo r :
1. Improvement on the current account

of the balance of payments . . .
2. Increases in :

gross domestic investment . . .
government current expenditure.
personal consumption

Absolute
amount

of increase
between

1938 and 1950
(in millions of

£ of 1938
purchasing

power)

1,166

130

167

869

154

66
244
405

Percentage
increase (+)
between 1938

and 1950

+ 21

+ 15

+ 8
+ 33
+ 9

product, as compared with an increase of only 8 per cent, according to the estimates of Clark and
Paish. It is agreed that production for civilian purposes rose faster than the total product: Carter
estimates the increase in the former at 21 and in the latter at 15 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. 70-75 per cent, of gross national
expenditure is accounted for by personal consumption, for which Clark 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 item "improvement on the current account of the balance of payments"
(£154 million) is given in pounds of 1938 purchasing power.
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over-optimistic impression received from figures which reflect the development of
industry alone and in which no account is taken of the lagging-behind of other
branches of the economy.

Increase in industrial production and real
national product between pre-war and 1950.

Countries

Austria 0)

Belgium

Denmark

Finland

France .

Germany (western) (2)

Italy

Netherlands

Norway

Sweden

Switzerland

United Kingdom

Canada

United States

Industrial
production

Gross national
product

at 1938 prices

Indexes : 1938 = 100

145

125

153

145

123

114

120

139

141

160

143

194

225

100

1OB

130

120

112

115

107

125

144P)

134

128

121

194

198

1937 = 100. (2) 1936 = 100.

I n t h e a c c o m p a n y i n g

t a b l e a c o m p a r i s o n i s m a d e ,

f o r a n u m b e r o f c o u n t r i e s ,

b e t w e e n t h e r i s e i n t h e

i n d e x o f i n d u s t r i a l p r o -

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

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

b e t w e e n 1 9 3 8 a n d 1 9 5 0 .

F o r w e s t e r n E u r o p e

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

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

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

2 0 p e r c e n t , b e t w e e n 1 9 3 8

a n d 1 9 5 1 , a s c o m p a r e d w i t h

t h e 4 0 p e r c e n t , a d v a n c e

i n i n d u s t r i a l p r o d u c t i o n .

B u t e v e n t h e i n c r e a s e i n

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

n o t b e t a k e n a s a r e l i a b l e

m e a s u r e o f t h e t r u e i m -

p r o v e m e n t i n t h e s u p p l y

o f g o o d s a n d s e r v i c e s ,

s i n c e i t i s s t i l l n e c e s s a r y

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

s o m e c a s e s m a y b e f a i r l y s e r i o u s :

( i ) W h e r e t h e r e a r e i m p o r t a n t s h o r t a g e s a n d b o t t l e n e c k s t h e i n c r e a s e s h o w n

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

i n s t a n c e , i n t h e U n i t e d K i n g d o m c o a l p r o d u c t i o n i n 1 9 5 0 w a s s t i l l 1 0 p e r

c e n t , s h o r t o f t h e 1 9 3 8 o u t p u t , a n d b u i l d i n g a c t i v i t y i n g e n e r a l w a s 7 p e r

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

t h e c o n s t r u c t i o n o f p e r m a n e n t h o u s e s w a s a s m u c h a s 4 5 p e r c e n t , b e l o w

t h e 1 9 3 8 l e v e l . I n b o t h c a s e s t h e s u p p l y w a s g r e a t l y i n f e r i o r t o t h e d e m a n d .

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

r o u g h l y b a l a n c e d ; i f t h e y a r e n o t , a f a l l of, s a y , 1 0 p e r c e n t , i n t h e p r o -

d u c t i o n o f s o m e e s s e n t i a l g o o d s i s n o t r e a l l y c o m p e n s a t e d b y a 1 0 p e r c e n t ,

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

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

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

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

s o m e o f t h e m o s t e s s e n t i a l t h i n g s ( f o o d , c o a l a n d h o u s e s ) , s o t h a t t h i s

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

a s o c i a l p o i n t o f v i e w .

( i i ) A k i n d r e d d i s t o r t i o n m a y a r i s e f r o m a c u r t a i l m e n t o f f o r e i g n t r a d e ,

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

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

(3) It should be noted that, in recent years, Norway's shipping and
whaling activities have yielded a high rate of income. There has
also been a great development of building and construction, and
this is not included in the data upon which the index of industrial
production has been computed.
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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.

(iii) 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 cons iderab le di f ferences in output may be found between
the main b ranches of i n d u s t r y itself. In Aus t r i a , 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 60 per
cent, of the Austrian industrial labour force) received very little. Handicrafts,
along with commercial enterprises, had to obtain their financing from an
extension of credit by the ordinary banking system, which also 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 years, the
supply of goods available for consumption will actually be smaller than would
have been the case with a 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 still remains a question of proportion. 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 is 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 little 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.
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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
U n i t e d S t a t e s , 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
the total national product, whereas over
longer periods they have shown a parallel
expansion. With its freedom from hampering
controls, the United States has avoided most
of the distortions characteristic of post-war
economic developments in so many European
countries: owing to the abundant supply
of savings, heavy investments in plant and
equipment of industrial enterprises. have not
reduced the means of financing expansion
in other directions. Only in 1950-51, when
large new armament factories had to be
set up, were certain restrictions imposed
on the financing of building projects and on
consumer credit (see page 17); but, 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 1952.

United States:
Industrial production and

total national product.

Year

1929 . . .

1937 . . .
1938 . . .

1946 . . .

1949 . . .
1950. . .
1951 . . .

Indexes of

industrial
production

100

103
81

155

160
182
200

real national
product

100

102

98

161

167
180
193

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

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

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

o n l y f a c t o r : d i f f e r e n c e s i n t h e s i z e o f t h e m a r k e t p l a y a r ô l e ; E u r o p e a n

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

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

m e n t s a s t h e i r A m e r i c a n c o u n t e r p a r t s ; A m e r i c a n l a b o u r i s c o - o p e r a t i n g m o r e

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

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

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

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

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

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

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

i n d u s t r i e s .

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

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

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

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

p a r t i c u l a r l y i n a c o m p a r i s o n b e t w e e n E u r o p e a n d t h e U n i t e d S t a t e s , t h a t t h e



Countries

United States

United Kingdom . . .
Belgium
Germany (western) . .

France (and Saar) . .
Finland
Denmark . . . . . . .
Netherlands
Switzerland
Austria
Italy
Portugal

Average for the thirteen
European countries
listed above . . . .

1949

in milliards of
calories per head
of the population

34

10
8
6
6
6
5
5
5
5
3
3
1
1

4

* As published in the Economic Bulletin for
Europe, Geneva, April 1952.

Expenditure on amortisation
according to national-income

s t a t i s t i c s .

Hea t a n d mot ive power inclusion of heat requirements does not prevent
c o n s u m e d . * ^ t a y e £ r o m g i v m g a u s e f u l indication of

the amount of capital resources available to
the various economies.

There is undoubtedly, in the United States,
more fixed capital per operative - and, as far
as motive force in particular is concerned, it
suffices to quote the President of the General
Electric Company, M r P. D. Reed, who in a
speech to the E.C.A.-sponsored International
Conference of Industrialists (in November -
December 1951) explained that "motive power
is the corner-stone of greater efficiency" and
added that " the United States produce about
40 per cent, of total world output with only
7 per cent, of the world's population because
they produce some 40 per cent, of the world's
motive power".

It is, moreover, beyond dispute that in
almost all European countries the machinery
in use is older than in the United States and
that the rate of replacement is insufficient, not
only from the point of view of physical wear
but also from that of technical obsolescence.
The accompanying table shows estimates of the
expenditure for amortisation, in current dollars,
in the United States and in a number of
European countries.

By 1950 the difference between the amounts
set aside for amortisation in the United States and
in the other countries had become much more
pronounced than it was in 1938; and, considering
that the dollar today buys no more than one-
half of what it did in 1938, it is clear that it is
only in the United States that the amortisation
has kept in step with the rise in prices, while in
the European countries included in the table the

real value of the amortisation has gone down. T h e damaging effects of delayed
maintenance and repair 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.

U p to a point , t he size of the available marke t is clearly one of the

factors de te rmin ing the oppor tun i t ies for large-scale capital inves tment ( that

be ing one of the reasons for its influence on the efficiency of indus t ry) . But

there are few countr ies in E u r o p e which have not , in m o s t b ranches , a

sufficiently wide in ternal marke t t o allow t h e format ion of o p t i m u m uni t s of

p roduc t i on — and, incidentally, it would be a grave mis take to suppose t ha t

in t he U n i t e d States all middle-s ized firms are be ing weeded ou t (according

to the census of 1947, one- th i rd of the value added in manufac ture by all

manufac tu r ing es tabl ishments was con t r ibu ted by those wi th 1,000 or m o r e

employees , while those wi th fewer t han 500 employees were responsible for

about 54 pe r cent . ) . F o r b o t h smaller and larger countr ies in E u r o p e there

Countries

United States . .
United Kingdom .
France
Germany (western)
Italy

1938 1950

in current dollars
per head of population

60
50
35
35*
15

140
65
40
35
20

1936.
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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 credi t expansion for addi t ional 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 will have become useless as a method of mobilising real resources.
Under such ciicuxnsLances, Lite authorities are no longer faced with a dilemma
- they are left with no choice 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 immediately visible in an
increase in savings.

How dependent investment activity is on à 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 heal thy in te r -
lude, 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 years 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 40 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
seem 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 a n i n c r e a s e in p r o d u c -
t i o n d o e s n o t i n i t s e l f su f f i ce t o s o l v e t h e m o n e t a r y p r o b l e m 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 and 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 end 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 1913-14 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.
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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 year 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 in 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 reasonably 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 in the dollar. For countries on the continent of Europe where
the public has seen the currency depreciating year 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
monetary order—is a task that can no lunger 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 years 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 r e d u n d a n t s u p p l y of m o n e y a n d e x c e s s i v e l i q u i d i t y .
There is no need to revert to 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



Uni ted States and several other countries — one important objective of these
measures being to prevent an undue "monétisation" of debt.

Of interest in this connection is the use made of M a r s h a l l a id
c o u n t e r p a r t f u n d s * 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 1951.0

Countries

Amounts approved for withdrawal

Promotion
of

production

Financial
stabili-
sation (2)

Other
purposes

Total
approved

Amounts
not yet

approved
for

withdrawal

Deposits
available

for
withdrawal«?)

equivalents in millions of U.S. dollars

France
United Kingdom . .
Germany (western) .
Italy

Netherlands
Greece
Austria
Norway .

Denmark
Turkey
Trieste
Yugoslavia
Belgium-Luxemburg
Portugal
Iceland
Ireland

Total . . .

2,031 C)
2

728

696

239 (?)

168

381

28

55 O

31

2

16

6

0

4,382

171

1,707

85

201

88

2,252

290

2

240

247

90

187

43

0

2

11

0

1,112

2,492

1,711

968

943

329

354

509

201

119

66

31

2

16

6

0

7,747

0

1

102

109

455

360

189

126

85

18

2

23

17

1

10

15

1,513

2,492

1,712

1,070 0

1,052

785

714

697

327

204

84

33

23

19

17

16

15

9,259

(') The f igures in the above table include $594.4 mil l ion in respect of " In te r im a i d " granted to Aus t r i a , France
and Italy and $2.9 mil l ion for aid to Greece and Tr ieste. CO Actual ly debt ret irement,

(3) The amounts available for wi thdrawal are somewhat less than the total deposi ted as counterpart owing to
special a l locat ions (5 per cent , reserved for U.S. author i t ies) .

C) Inc luding $114.3 mi l l ion for military p roduc t ion , const ruct ion and mater ial .
(5) Excluding the $76.9 mil l ion balance of G.A .R. I .O .A . counterpart funds remaining after disbursements wh ich

have been requested by the United States.
(6) Inc luding $26.3 mi l l ion for military p roduct ion , const ruct ion and mater ial .
(7) Inc luding $2 mil l ion for military p roduct ion , const ruct ion and mater ial .

* U p o n d i sbursement of Marshal l aid dollars in payment for impor t s , t h e government of the recipient
count ry has had to deposit "local cu r rency" at rates agreed upon , and these deposits have become
t h e so-called "counte rpar t f u n d s " ( the government be ing re imbursed as and when the impor ted goods
are sold to and paid for by the publ ic or some official inst i tut ion) . Various t ime-lags have occurred,
which have somet imes affected the rates of conversion, and for this and other reasons the "dollar
equiva len ts" of the counterpar t funds can give only an approximate idea of the magni tudes involved.
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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 $197 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, liquid 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 liquid 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 country 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 26 per cent, in
1939, compared with 30 per cent, in 1951. 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."

— N n r w n y S am^ nf tr"> g lance sheet of commercial banks and major
savings banks.

End of

1945

1951

Change . . . .

Cash assets:
cash and balances at

Norges Bank and
Treasury bills

Discounts, advances,
mortgages and securities Deposits

in millions of Norwegian kroner

4,699

1,334

— 3,365

2,964

7,912

+ 4,948

6,625

8,066

.+ 1,441

S i n c e F e b r u a r y 1 9 5 1 t h e l i q u i d f u n d s o f t h e N o r w e g i a n c o m m e r c i a l b a n k s

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

s u r p l u s i n t h e b a l a n c e o f p a y m e n t s ( s e e C h a p t e r I V ) . F r o m t h e e n d o f 1 9 4 5 u p t o

t h e e n d o f 1 9 5 1 t h e s e b a n k s h a d m a d e u s e o f l i q u i d f u n d s ( w h i c h w e r e a t t h e i r

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

T r e a s u r y b i l l s ) t o t h e e x t e n t o f a b o u t N . K r . 3 . 4 m i l l i a r d , w h i c h , t o g e t h e r w i t h

t h e i n c r e a s e o f N . K r . 1.4 m i l l i a r d i n t h e i r t i m e a n d s a v i n g s d e p o s i t s , h a s e n a b l e d

t h e m t o e x p a n d t h e i r l o a n s , m o r t g a g e s a n d h o l d i n g s o f s e c u r i t i e s b y n e a r l y
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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 still
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.Kr. 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 a most dangerous excess liquidity.

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 result 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 or less in equilibrium in 1948 and 1949, while a substantial surplus
on current account was realised in 1950. This being so, it is natural to infer that in
those years the grants from abroad helped to reduce foreign liabilities 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-à-vis other countries.

United Kingdom: Balance of payments.

Items

Balance on current account
Net grants received from abroad

Net current Income and grants received from abroad

Cor respond ing to :

Increase (+) or decrease (—) in :

(i) U.K. holdings of gold and currencies (includ-
ing E.P.U. units of account)

(ii) U.K. assets abroad . . . . :
Net repayment of (+) or net addition to (—)
sterling liabilities

Net increase (+) or decrease (—) in U.K. foreign assets

1948 1949 1950 1951

in millions of £ sterling

— 26
+ 138

+ 112

— 53
- 8

+ 173

+ 112

+ 5
+ 154

+ 159

— 18
+ 179

_ 2

+ 159

+ 244
+ 139

+ 383

+ 684
+ 26

— 327

+ 383

— 521

+ 43

— 478

- 627
+ 202

— 53

— 478

Note : For further details in relation to the years 1949-51, see table on page 23.

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

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

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

w h i c h d e c l i n e d b y a b o u t t h e s a m e a m o u n t a s t h e y h a d i n c r e a s e d b y i n 1 9 5 0 .

I n t h e N e t h e r l a n d s t h e b u l k o f t h e c o u n t e r p a r t f u n d s w e r e l e f t f o r a

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

e x e r t e d a c o n t r a c t i n g i n f l u e n c e ) . A s a l r e a d y m e n t i o n e d , a n a m o u n t o f $ 1 9 7 m i l l i o n
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was released in March 1952 for redemption of government 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 liquidity, as
applied in the Netherlands.

When in o t h e r c o u n t r i e s (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

snditure, although the budgets in question were
already out of balance, and in order to cover the deficit the Treasurie
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 another, 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-term projects commonly found that particular
care was necessary 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
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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 loan. Thus in I t a l y 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 material resources currently available (as is 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.

a. 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 g r e a t e r
s t r e s s on f i sca l t h a n on c r e d i t p o l i c y , 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 policy. 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
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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
repaid. Here to arrange for a surplus (sometimes appearing in the accounts
as the specially earmarked yield 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 b u d g e t s u r p l u s is n e c e s s a r y to
eke o u t c u r r e n t s a v i n g s , 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 o w n capital outlay from current

avenue; but others think that the budget should make an active contri-
bution to the volume ot funds seekir
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:

(i) Whatever the different countries may have attempted, there is the stubborn
fact that few have succeeded in m a i n t a i n i n g an overal l 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 t axa t ion a l ready in
force. There 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
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and extravagant expenditure and, moreover, as a deterrent to enterprise —
and in this connection it cannot be left out of account that there is inter-
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.

(iii) As pointed out in Chapter VIII, it is an unfortunate fact that, when the
need for rearmament arose, there was already very l i t t le unused taxable
capaci ty 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 1952-53 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 attempt 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 1951-52
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:

(i) It is clearly not poss ible to establish and ma in t a in mone ta ry s tabi l i ty
by means of c red i t policy a lone; 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.
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(ii) 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 p r o c e s s of r ehab i l i t a t ion by impos ing
very f i rm credi t c o n d i t i o n s , combining an increase in interest rates
with severe quantitative limitations, in order to ensure the breathing-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 elimination of food subsidies in order to narrow the
budget deficit.

(iii) If there is not too intractable a deficit in the budget, the higher rates of
interest will make it easier to sell gove rnmen t secur i t ies d i rec t to the
publ ic instead of having to place them with banks — ' a n d this in itself
will have a distinctly disinflationary effect.

(iv) In monetary controls the authorities have a more flexible i n s t r u m e n t 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 European Payments Union is the rapidity
with which reversals occur in the external positions 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
counteract such losses and gains in the foreign exchange position, since
they are often unexpected.

(v) Budgetary changes primarly affect the in te rna l 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 have, in the rate of interest, a means of act ion which
has at the same t ime a d i rec t bear ing on movemen t s to and from
o t h e r m a r k e t s . Considerable changes in the flow of capital occur even
when there is exchange control (a point which will be dealt with more fully
in Chapter V). Experience 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 burdened. 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 12th 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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* T h i s p ronouncement is quoted from a "Sta tement on M o n e t a r y Policy to C o m b a t Inflat ion" by the
Conference of Univers i ty Economis ts called by the Nat ional P lanning Association in t h e U n i t e d States
at Pr inceton, N e w Jersey, I2 th - I4 . th Oc tober 1951. It was expressly poin ted out tha t th is was the
unan imous opinion of the seventeen economists who signed the s ta tement . O f the four economists
present who d id not sign the s ta tement , none made any reservation as t o th is particular point .
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selective controls, voluntary restraint, etc.) in addition to increases in interest
rates. In practice, whatever method is adopted, it is 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
c o n d i t i o n s o n t h e l o n g - t e r m m a r k e t . 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 r e a l 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 likelihood 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. O n 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 (% Pe^ cent.
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for Treasury bills) would not represent such a c l e a v a g e w i t h i n t h e r a t e
s t r u c t u r e 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 raising 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 circumstances, 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 tó an end, most enterprises did not ever really hesitate
to borrow when funds were required. Something was needed to make them
think carefully before they proceeded to raise credits — and that is one of
the main aims of the new monetary policy.

It 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, in 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, in most cases, the restrictive policy has
s i g n i f i c a n t l y a l t e r e d t h e d i r e c t i o n of t h e m o n e t a r y e x p a n s i o n . The
effect desired has usually been to curtail the amount of short, middle or long-
term credits for investment responding to the needs of the d o m e s t i c 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, i n t o t h e h a n d s of e x p o r t i n d u s t r i e s
•— 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 period 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). Naturally, 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 quite a
number of countries the "bottlenecks" have largely been due to the maintenance
of artificially low 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 balance 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 t h e v o l u m e of i n v e s t m e n t shall not exceed the flow of current
savings, they are faced with a number of difficulties :

(i) In many European countries the need for i nves tmen t 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 yield of 4 to S 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 domes t ic 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 to 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 investments 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 tendencies 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
p r o p o r t i o n 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, a 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 is 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 investment has not
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Investments

Countries

Denmark

1950
1951

France

1950
1951

Germany

1950
1951

I ta ly

1950
1951

Nether lands
\ )

1950
1951

Norway

1950
1951

Sweden

1950
1951

United Kingdom

1950
1951

in re lat ion

Gross
investments

(including
stocks)

1

5.9
6.4

1,760
2,375

20.45
28.79

1,610
2,029

3.42

3.00

5.63
6.50

8.5
12.0

1.88 C)
2.23C)

to the

Stocks

in

2

0.7
0.5

160
300

2.18

5.85

90
194

1.52

0.80

0.15
0.60

— 0.1
1.0

0.20
0.37

national product

Gross
investments
(excluding

stocks)

mil l iards of national currency

3

5.2
5.9

1,600
2,075

18.27
22.94

1,520
1,835

1.90
2.20

5.48
5.90

8.6
11.0

1.67
1.86

in various countries,

Gross
national
product

(')

units

4

23.7
26.1

9,325
11,620

90.3
113.4

8,323
9,606

17.72
19.62

16.61
20.15

31.5
38.0

11.91
12.41

Gross
investments (2)

as percentage
of gross national

product
(1:4)

5

25
25

19
20

23
25

19
21

19
15

34
32

27
32

16
18

0) At market prices. (2) Including stocks.
(3) Net investments and net national product . To make these f igures comparable wi th those for the other c o u n -

t r ies, it is necessary to add depreciat ion and maintenance, wh ich amounted to 10 per cent, of the gross
national p roduct in 1948 (more recent f igures are not available).

(4) Excluding normal bui ld ing repairs and maintenance.

h a d t o b e r e d u c e d ; a n d t h e A m e r i c a n e c o n o m y i s s o d y n a m i c t h a t i t c a n

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

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

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

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

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

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

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

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

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

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

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

o f e a r m a r k i n g p a r t o f t h e a v a i l a b l e f u n d s f o r a s t r e n g t h e n i n g o f t h e r e s e r v e
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position is that otherwise it will be difficult to restore and maintain con-
fidence in the monetary structure. In more 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 m a n y c l a i m s on t h e n a t i o n a l r e s o u r c e s , 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.

I n d u s t r i a l p r o d u c t i o n : A n n u a l i n c r e a s e s .

Countries

Annual
increase
between
1947 and

1950

Percentage annual change in relation to corresponding month
of previous year

1951

Jan. Feb. March

1952

'Jan. Feb. March

in percentages

Belgium

Denmark

Finland
France

Germany (western)

Greece

Italy

Netherlands . . . .

Norway

Sweden

United Kingdom. .

+ 3

+ 11

+ 8

+ a

+ 63

+ 31

+ 10

+ 16

+ 8

+ 5

+ 10

+ 76

+ 77

+ 78

+ 8
+ 33

+ 25
+ 22

+ 11
+ 9

+ 4
+ 4 .

+ 76

+ 9
+ 73

+ 10
+ 35

+ 30

+ 21
+ 14

+ 7
+ 6

+ e

+ 21

+ 8

•+ 7
+ 27

+ 34
+ 22

+ 77
+ 73

+ 7
+ 5
— 2

+ 3
— 77

+ 2

+ 9

+ 9
+ 7
+ 5
+ 7

+ 3
+ 2

+ 3

— 7
Q

+ 2

+ 9

+ 3
+ S
+ 3

— 7
— 7

— 0
— 7

+ 10

+ 4

— 3

7

+ 7

— 2

+ 6

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

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

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

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

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

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

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

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

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

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

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

r e a l n a t i o n a l i n c o m e , i t a p p e a r s t h a t e v e n t h e " n o r m a l " i n c r e a s e o f 3 p e r

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

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

a l r e a d y a n e x c e l l e n t a c h i e v e m e n t f o r w e s t e r n E u r o p e — b u t i t i s h i g h l y d o u b t f u l
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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- additional 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 öf undistributed profits. In many
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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.

(ii) A considerable effect is produced on the general trend by the whole set
of pr ices 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 gradually
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.

(iii) Not only during the hectic winter of 1950-51 but also later on, a number of
commodities, including paper and pulp and also steel (as an export product),
were traded in on European markets at pr ices 30 to 50 per cent, or more
above those quo ted on the Amer ican marke t , one reason being that
European 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 p r o p e r l y
f u n c t i o n i n g m a r k e t s 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.

T o 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
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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 it 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 t h e t w i n p u r p o s e s of e f f e c t i v e m o n e t a r y s t a b i l i t y a n d
c o n t i n u o u s e x p a n s i o n of b o t h p r o d u c t i o n a n d t r a d e .
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III . 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 —
particularly in more recent times — that once peace returns and wartime
scarcities have been overcome (and this has often been achieved more quickly
than would have seemed possible) prices have begun to decline again in all
those countries which have succeeded in putting an end to inflationary
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
o n e of t h e m o s t u n u s u a l c o m m o d i t y b o o m s e v e r e n c o u n t e r e d :
within a period of six months the prices of several commodities, headed by
crossbred 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 p e r i o d of c o m p a r a t i v e s t a b i l i t y in t h e g e n e r a l l eve l of
p r i c e s on t h e w o r l d m a r k e t s , 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-consciousness 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 g e n e r a l m o v e m e n t o f r a w - m a t e r i a l
p r i c e s is concerned, the period from the beginning of 1951 falls into f o u r
d i s t i n c t p h a s e s :

(i) the continuance of the price rise in the first two months of 1951 (a phase
which had begun in the summer of 1950);

(ii) 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. T h e developments , in the f i rs t two m o n t h s 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 extraordinary exertions. An increase in
current supplies, sufficient to bring about an early reversal of the trend,
could hardly be expected; the crying need at the beginning of 1951 was
clearly for grea ter r e s t r a i n t in demand and a new a t t i t u d e to the
whole pr ice s i tua t ion . 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 d o w n t u r n of r aw-mate r i a l p r i ces in the
spr ing o f 1951 — which is one of the most important developments in
post-war economic history — have already been indicated in the Introduction
to this Report (pages 4 and 13). They are set forth again here in rather morç
detail in order to round off the review;
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(i) Naturally, the height to which some prices had risen — the dollar price of
crossbred wool to about nine times the 1939 price and three and a half
times the pre-Korea price — was bound to make many parts of the
price structure highly vulnerable; and when the threat that the war
might spread to south-eastern Asia — a threat which had 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.

(ii) 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 consumer 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 that, 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.
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In the early summer of 1951, it was already obvious that the defence
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 year). 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 Ib., and the two prices
were kept at these levels until May 1952, when, in order to meet requests
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
per iod from the beg inn ing of July to the end of the year was charac -
te r i sed by remarkable s t a b i l i t y in the general p r ice 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 q u a r t e r of 1952 an i m p o r t a n t
new downward pul l was in s tore . By about the middle of January
signs of growing restlessness had 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 more cautious
tendency, with greater restraint in the demand for commodities 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 d i f f e r e n c e s i n t h e m o v e m e n t s
of i n d i v i d u a l p r i c e s a n d g r o u p s of p r i c e s 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.

I n t e r n a t i o n a l r a w - m a t e r i a l p r i c e s
a c c o r d i n g t o t h e " V o l k s w i r t " I n d e x .

Groups of
commodities

1950

1st
October

1951

15th
February

1st
July

1st
October

1st
December

1952

15th
February

1st
May

June 1950 = 100

Cereals
Beverages
Meat
Fats
Oilseeds
Hides and skins* .
Textiles
Iron and steel . . .
Non-ferrous metals

Total

99
111
117
106
99
120
116
118
120

118

111
112
113
117
134
135
160
130
176

145

104
110
117
110
113
136
110
148
139

120

110
108
118
112
110
110
84
154
139

108

119
106
114
113
116
88
92
158
138

110

117
109
115
117
107
74
88
159
145

108

115
105
113
110
95
63
76
156
143

100

Monthly index: June 1950 = 100

Iron&sleel

•—Meat
»Fats •

•Total

1950 1952

m

160

150

HO

130

120

110

100

90

80

70

60

* Including rubber.

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

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

c o m m o n t e n d e n c i e s t o b e n o t e d :

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

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

w i t h a w e a k e n i n g t r e n d a s f r o m t h e e a r l y m o n t h s o f 1 9 5 2 .

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

a n d o i l s e e d s ) k e e p c l o s e t o t h e a v e r a g e a n d t e n d t o r e t u r n t o t h e i r J u n e

1 9 5 0 p o s i t i o n ( w i t h o i l s e e d s , h o w e v e r , s h o w i n g a d i s t i n c t l y w e a k t r e n d ) .
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Price of t in per Ib. in New York and London.
New torii

in U.S.cents
200 |

London
ind.

( i i i ) T h e r e a r e f o u r s t r a g g l e r s : " i r o n a n d s t e e l " a n d " n o n - f e r r o u s m e t a l s " ,

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

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

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

1 9 5 1 , b y w h i c h t i m e t h e i r a v e r a g e w a s t h e h i g h e s t f o r a n y g r o u p ( t h i s h a d

n o t b e e n s o i n t h e s p r i n g o f 1 9 5 1 ) . A s f a r a s n o n - f e r r o u s m e t a l s a r e c o n -

c e r n e d , t h e q u o t a t i o n s o n " g r e y m a r k e t s " d r o p p e d c o n s i d e r a b l y d u r i n g t h e

f i r s t q u a r t e r o f 1 9 5 2 : f o r l e a d t h e g r e y p r i c e e v e n f e l l b e l o w t h e o f f i c i a l p r i c e ,

w h i c h i t s e l f w a s r e d u c e d

t h r e e t i m e s i n t h e s p r i n g

o f 1 9 5 2 ; f o r z i n c t h e

d i s p a r i t y w a s r e d u c e d t o

l e s s t h a n 1 0 p e r c e n t ,

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

t o a b o u t 2 5 p e r c e n t ,

( a s c o m p a r e d w i t h a g r e y -

m a r k e t p r i c e w h i c h , a t

t h e p e a k o f t h e K o r e a

b o o m , w a s t w i c e a s h i g h

a s t h e o f f i c i a l p r i c e ) . T h e

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

o w n e x c i t i n g h i s t o r y : t h e r e

w a s n o g r e y - m a r k e t p r i c e ;

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

r o s e t o t w o a n d a h a l f

t i m e s t h e p r e - K o r e a p r i c e

b e f o r e a g r a d u a l d e c l i n e

s e t i n , a n d i t i s s t i l l s o m e

6 0 p e r c e n t , a b o v e t h e

p r e - K o r e a l e v e l .

190

170

160

150

WO

130

120

no
100

1950

1 1 I I 1 I I

160

150.

140

130

120

110

100

90

1951 1952

Price of rubber per Ib. in New York and London.
New Yor»

in U 5. cents
100 I

London
ind.

New York

O n t h e o t h e r s i d e o f

t h e a v e r a g e , " t e x t i l e s " a s

a g r o u p n o w s t a n d s o m e

2 0 p e r c e n t , a n d " h i d e s

a n d s k i n s " s o m e 3 0 p e r

c e n t , b e l o w t h e i r p r e -

K o r e a q u o t a t i o n s . W o o l h a s

t o u c h e d b o t h e x t r e m e s :

4 6 ' s , w h i c h w e r e d e a l t i n

a t 6 5 d . p e r I b . o n t h e e v e

o f t h e o u t b r e a k o f t h e

c o n f l i c t i n K o r e a ( i . e . o n

2 3 r d J u n e 1 9 5 0 ) , f e t c h e d

2 1 i d . i n M a r c h 1 9 5 1 , b u t

i n A p r i l 1 9 5 2 t h e a v e r -

a g e p r i c e w a s o n l y s o d . —
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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 23rd 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

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

Commodities

Wool (London):
46's
70's

Rubber:
London
New York

Tin:
London
New York

Lard
Lead
Cocoa
Cotton
Zinc
Maize
Wheat
Coffee
Crude oil
Sugar
Copper

Moody's Index

Reuter's Index

Volkswirt Index

Percentage change

the peak reached
by each commodity

+ 225
+ 117

+ 217
+ 204

+ 174
+ 146

+ 82
+ 73
+ 38
+ 33
+ 30
+ 23
+ 20
+ 14
+ 13
+ 12
+ 9

+ 35

+ 28

+ 46

from June 1950 to

the end of
April 1952

— 23
— 18

+ 36
+ 72

+ 64
+ 63

— 3
+ 36 (?)
+ 19

+ 30
+ 17
+ 16
+ 7
+ 13
+ 12
+ 9

+ 8

+ 11

(1) In the absence of indicat ions to the contrary, the prices considered are the ordinari ly quoted U.S. pr ices,
and in no case are they grey-market pr ices.

(2) For lead, account has been taken of the price on 15th May instead of that at the end of Ap r i l 1952,
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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 is a raw material for textiles). It is noteworthy that all these are
so-called " d o l l a r c o m m o d i t i e s " , 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.S. C o m m o d i t y P r i c e s .

Commodities Unit
15th

August
1939 1949

End of Apr i l

1950 I 1951 1952

Wheat . . .
Maize . . .
Cocoa . . .
Lard . . . .
Sugar . . .
Coffee . . .
Cotton . . .
Iron . . . .
Steel scrap.
Lead
Copper. . .
Tin
Zinc . . . .
Mercury . .
Silver . . .
Rubber. . .
Hides . . .
Crude oil. .

Cents per bushel
IT II II

,, ,, pound

Dollars ,, ton
11 M M

Cents ,, pound

Dollars ,, flask (?)
Cents ,, ounce

,, ,, pound
TI I I II

,, ,, barrel

68

45

4.19

5.6

2.86

7.6

9.29

20.50

13.88

4.89

10.37

48.76

4.72

86.15

36.0

16.66

11.6

82

253.125

160.5

20

12.5

8.10

26.5

33.70

50.65

23.75

15

23.625

103

12.5

85

71.5

18.5

18.75

340

262.875

173.25

25.75

11.40

7.7

46.5

33.40

50.42

33.75

11

19.5

76.875

11

70

71.75

25

18

354

275.25
208.375

38.375

17.82

8.2

54.5

46.06

57.77

44.00

17

24.5

142

17.5

216

90.16

66

30

425

282.25
203.00

38.375

10.625

8.65

52.875

39.15

57.97

43.00

15 O

24.5

121.5

19.5

202

82.75 0

38(3)

10

425

(1) Flask of 76 lbs equal to 34.5 kilogrammes. (2) In May 1952.
(3) Official U.S. price in May with effect from 1st June 1952.
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The price declines which have occurred since the spring of 1951 — and
especially the more or less unexpected downturn in February 1952 —• seem
to have allayed earlier fears of a general shortage of r a w - m a t e r i a l s u p p l i e s .
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.

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

Commodities Unit 1937 1946 1950 1951
(provi-
sional)

Percentage
increase
(+) or

decrease)—)
1951 over

1937

Aluminium
Electricity
Synthetic fibres . . . .
Crude oil
Cement
Steel
Rubber, natural
Rubber, synthetic. . . .
Soya beans
Brown coal
Pig iron
Zinc 0
Nickel
Sugar (3)
Coal
Copper (2)
Wheat (?)
Maize (3)
Wool (greasy)
Lead (2)
Mercury
Cotton (3)
Manganese ore
Tungsten
Coffee (?)
Tin (?)

1 000 tons
milliard kwh
1 000 tons
million tons

1 000 tons

million tons

1 000 tons

million tons

1000 tons
million bushels

million lbs
1 000 tons
1000 flasks (4)
million bales
1000 tons

million bags
1000 tons

490
444
830
285
81

135
1,225

5
12 (1)

270
105

1,635
120
30

1,280
2,535
5,980
4,980
3,850
1,690

135
37

6,060
39
39

205

790
644
775
380

74
110
850
820

14
250
80

1,405
125
26

1,185
1,950
5,700
5,265
3,790
1,040

145
22

3,670
19
27

100

1,510
948

1,675
525
133
190

1,885
545

17
370
130

1,905
135

35
1,455
2,850
6,320
5,145
3,920
1,720

120
28

4,950
29
30

175

1,795
1,057
1,915

595
147
210

1,895
925

18
400
150

2,030
145
36

1,540
2,810
6,500
5,320
3,950
1,745

125
34

5,100
32
32

165

+ 266
+ 738
+ 131
+ 109

81
56
55

50
50
43
24
21
20
20
7/
9
7
3
3
7
S

76
18
78
20

0) Average 1934-38. (2) Smelter production. (3) Crop years. 0) Flask of 76 lbs equal to 34.5 kilogrammes.

N o t e : The above table is intended to give figures for "wor ld" production, but In view of the statistical blackout
prevailing in certain parts of the world it must be admitted that the estimates are not as reliable as might be
desired. Provided that the figures 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 n u m b e r o f t h e i t e m s i n t h e a b o v e t a b l e s h o w i m p r e s s i v e i n c r e a s e s ,

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

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

t w i c e a s l a r g e a s i n 1 9 3 7 — w h i c h , i t s h o u l d b e r e m e m b e r e d , w a s a

" b o o m " y e a r , w h i l e 1 9 3 8 w a s a y e a r o f r e c e s s i o n ( s e e p a g e 8 7 ) . A t t h e b o t t o m
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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 wool, 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 sensi t ive index of twenty-eight commodit ies 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-material 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.
Indexes: 1939 = 100.

<\ 50

400
Sensitive index r \
(28 commodities) I * \

August 1939-I00Z

1949 1950 1951 1952

450

400

350

300

250

200

150

100

* As regards manganese ore and tungsten it should be remembered that important sources of supply
in the past have been the U.S.S.R. 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

Index of

Sensitive prices

Wholesale prices . . . .

Consumer-goods prices .

States:

1913

100
100
100

I ndex

1926

143
143
179

of pr ie«

1932

73
93

138

Î movements.

1938

100
113
143

Febr

1951

347
263
260

uary

1952

280
253
266

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

i n 1 9 3 2 , a t t h e d e p t h o f t h e d e p r e s s i o n , t h e s e p r i c e s w e r e a s m u c h a s 2 5

t o 3 0 p e r c e n t , b e l o w t h e 1 9 1 3 l e v e l , a n d i n 1 9 3 8 t h e y h a d s t i l l b a r e l y

r e g a i n e d t h a t l e v e l , w h e r e a s o t h e r p r i c e s h a d risen w e l l a b o v e t h e i r p r e - 1 9 1 4

q u o t a t i o n s . T h e n , d u r i n g a n d a f t e r t h e s e c o n d w o r l d w a r , c a m e t h e e x t r a -

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

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

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

o u t b y t h e f a c t t h a t i n t h e e a r l y m o n t h s o f 1 9 5 2 t h e a v e r a g e o f t h e " p a r i t y

r a t i o " f o r U . S . a g r i c u l t u r a l c o m m o d i t i e s s t o o d a t 1 0 0 •— w h i c h m e a n t t h a t

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

b a s i c p e r i o d 1 9 1 0 - 1 4 . E v e n s o , t h e r a t h e r g r e a t e r i n c r e a s e i n r a w - m a t e r i a l p r i c e s

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

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

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

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

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

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

t h e d e p r e s s i o n i n t h e 1 9 3 0 s a n d l e a d t o p r e s s u r e f o r a r e i n t r o d u c t i o n o f

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

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

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

s a b l e . T h i s b e i n g s o , i t i s v e r y i m p o r t a n t t h a t t h e r e c e n t w e a k n e s s o f t h e

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

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

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

W h e n a t t h e e n d o f 1 9 5 0 a n d e a r l y i n 1 9 5 1 t h e i m p r e s s i o n g i v e n b y

t h e r a w - m a t e r i a l m a r k e t s w a s o n e o f a n e x t r e m e s h o r t a g e o f s u p p l i e s , s e v e r a l

E u r o p e a n g o v e r n m e n t s a n d t h e U . S . G o v e r n m e n t d e c i d e d t o m a k e a r r a n g e -

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

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

I n t e r n a t i o n a l M a t e r i a l s C o n f e r e n c e , w h i c h h e l d a n i n i t i a l m e e t i n g o n

2 6 t h F e b r u a r y 1 9 5 1 i n o r d e r t o e s t a b l i s h c o n t a c t s . A s m e n t i o n e d i n t h e

t w e n t y - f i r s t A n n u a l R e p o r t , a c e n t r a l g r o u p w a s f o r m e d , b u t t h e m o r e a c t i v e
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work has been carried out in seven commodity committees, on which between
eleven and sixteen governments 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 Materials Conference is also endeavouring to bring
about a more economic use of materials 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.

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

Countries

Percentage
increase between

1938 and
March 1952

Wholesale
prices

Cost of
living

P e r c e n t a g e increase

from June 1950
to March 1952

Wholesale
prices

Cost of
living

during 1951

Wholesale
prices

Cost of
living

Australia
Austria
Belgium

Canada
Denmark
Finland
France
Germany (western)

Greece .

Iceland

Ireland
Italy .

Japan.

Netherlands . . . .

Norway

Portugal

South Africa . . . .

Spain

Sweden

Switzerland . . . .

Turkey
United Kingdom. .
United States . . .

200 0)

728 (2)

362

126

237

1525

+ 2830

+ »58

+ 38,900 (<)

+ 196 0)

+ 5220

+ 26,562

302

171

182

753 «

47a O
189

123

405 <4)

229

120

133

598 O

302

85

103

1O1O

+ 2447 (3)

+ 71

+ 36,908

+ 616 (5)

+ 709

+ 5375

+ 18,258 0)

+ 168 (<)

+ 107

+ 108

+ 82 0)

+ 0)274(6)

+ 95

+ 71

+ 269 «
+ 115
+ 87

+ 35 0)

+ 60

+ 25

+ 10

+ 33

+ 48

+ 44

+ 30

+ 36 («)

+ 23«

+ 54

+ 24

+ 33

+ 77

+ 27 0)

+ 37«

+ 44
13

17 m
30

12

+ 36
+ 54
+ 14
+ 14
+ 15
+ 78
+ 38 (3)
+ 13
4- 25
+ 43
+ 72
+ 74

+ 47 0)
+ 77 (')

+ 25

+ O
+ 13 O
+ 70 C)
+ 24

+ 8
+ 3 C)
+ 77
+ 70

+ 24
+ 38
+ 9
+ 6
+ 17
+ 34
+ 26
+ 14
+ 13

+ 13

+ 1

+ 25

+ 13

+ 17

+ 76

+ 20

+ 11
+ 26
+ 4
+ 5
+ 13
+ 1

+ 24
+ 39
+ 10
+ 12
+ 7

+ 7

+ 79

+ 13

+ 10

+ 79

+ 77

+
+
+

8

79

5

+ 74
— O
+ 9
+ 3
+ 23
+ 6
+ 4
+ 72
+ 6

0) February 1952.
(4) January 1952.

(?) March 1938 = 100.
(5) January-March 1939 = 100.

(3) Retail prices: 1st quarter 1952.
(6) July-December 1939 = 100.
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As regards pr ice movements in indiv idual coun t r i e s , 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, Japan
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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O n e o f t h e i m p o r t a n t f a c t o r s a f f e c t i n g t h e r a t e a t w h i c h p r i c e s h a v e

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

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

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

ef fect w h e n t h e K o r e a n c o n f l i c t b r o k e o u t .

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

n u m b e r o f o t h e r c u r r e n c i e s i n t h e a u t u m n o f 1 9 3 1 , v i z . a c o n t i n u e d fall i n

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

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

p r i c e s h a d i n c r e a s e d b y M a r c h 1 9 5 2 i n r e l a t i o n t o

t h e p e r i o d J a n u a r y t o J u n e 1 9 4 8 .

Countries

United States

Switzerland

Italy

Belgium

Germany (western)

Netherlands

Sweden

United Kingdom

Finland

Austria

Percentage
rate of

devalua-
tion (—)

Corresponding
increase

in the price
of the U.S.
dollar (+)

wholesale
prices

Increase (+) in

cost
of living

wage
rates

in percentages

— 8.0

— 12.3

— 20.6

— 30.2

— 30.5

— 30.5

— 41.0

— 53.2

+ 9
+ 15

+ 26

+ 43

+ 44

+ 44

+ 70

+ 114

+ 8

+ 2

+ 7
+ 18

+ 7o m

+ 44

+ 52

+ 53

+ 73

+ 166

+ 11

+ 5

+ 12
+ at?)

+ 13 «

+ 29 (1)

+ 26

+ 24

+ 42

+ 128

+ 25

+ 6 0)

+ 31

+ 29 (2)

+ 54 « B

+ 22

+ 33 0

+ 22

+ 80 «

+ 161 V)

0) Fourth quarter of 1951.
C) In relation to June 1948.

(21 February 1952.
(5) September 1951.

(3) Retail prices.
(6) Third quarter of 1951.

b e t w e e n t h e w a v e o f d e v a l u a t i o n s i n S e p t e m b e r 1 9 4 9 a n d t h e o u t b r e a k o f t h e

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

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

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

c o u n t r i e s i n t h e g r o u p w i t h t h e l o w e s t r i s e i n w h o l e s a l e p r i c e s b e t w e e n J u n e

1 9 5 0 a n d M a r c h 1 9 5 2 ( v i z . l e s s t h a n 2 0 p e r c e n t . ) , I t a l y h a d d e v a l u e d i t s

Switzerland: Wholesale prices of import and export goods and the cost of living.
Monthly indexes: 1938 = 100.
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cur rency by only 8 pe r cent. , Switzerland and T u r k e y h a d not devalued at

all, and Canada has seen its cur rency apprecia te in t e rms of the U .S . dollar.

T h e s teepness of t h e rise which took place in the cost of impor t goods

from t h e m i d d l e of 1950 for t h e countr ies which had no t devalued is b r o u g h t

ou t by t h e pr ice movemen t s in S w i t z e r l a n d , as shown in t h e preceding graph.

In Italy prices have been on the move — somet imes upwards and

somet imes downwards — ever since the "s tabi l i sa t ion" effected in the a u t u m n

of 1947; b u t in the spr ing of 1952 wholesale prices were no higher , on

balance, t h a n they had been in J u n e 1947, this ma in tenance of a comparat ively

h igh degree of stability — w h i c h has only been achieved thanks to a very

careful credi t policy (see page 9) — having been the foundat ion on wh ich the

Ital ian authori t ies based their successful a t t empt to s t reng then confidence in

the lira.
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M o s t o f t h e c o u n t r i e s i n t h e m i d d l e g r o u p — c o m p r i s i n g t h o s e i n

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

l e s s t h a n 4 0 p e r c e n t , a b o v e t h e l e v e l o f J u n e 1 9 5 0 — h a d d e v a l u e d t h e i r

c u r r e n c i e s b y a b o u t 3 0 % p e r c e n t , i n t h e a u t u m n o f 1 9 4 9 . T h i s a p p l i e s t o

t h e U n i t e d K i n g d o m , a s w e l l a s A u s t r a l i a , D e n m a r k , I r e l a n d , t h e N e t h e r l a n d s ,

N o r w a y a n d S o u t h A f r i c a , w h i l e i n G r e e c e t h e r a t e o f d e v a l u a t i o n w a s

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

G e r m a n y , w h i c h d e v a l u e d t o t h e e x t e n t o f 2 0 . 6 p e r c e n t . , a n d —• p e r h a p s

r a t h e r s u r p r i s i n g l y — a l s o B e l g i u m , w i t h a 2 5 p e r c e n t , r i s e i n i t s w h o l e s a l e -

p r i c e l e v e l ( a s c o m p a r e d w i t h 3 0 p e r c e n t , i n G e r m a n y a n d i n t h e U n i t e d

K i n g d o m ) , a l t h o u g h t h e B e l g i a n f r a n c h a d b e e n d e v a l u e d b y o n l y 1 2 . 3 p e r

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

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

t h e w o r l d m a r k e t s : b e f o r e K o r e a , t h e g r o w i n g c o m p e t i t i o n i n t h e m a r k e t s
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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 almost 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 limits.

United Kingdom: Price movements compared to note circulation.
Month ly indexes: 1938 = 100.

350

. 325

300

275

250

225

200

175

150

125

100

fifr-55.

1938 1939 1940 1941 19« 1943 19« 1945 1946 1947 1948 1949 | 1950 1951 1952 1953

1938 i939 1940 1941 19« 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 1953

350

325

300

275

250

225

200

175

150

125

ino

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

m o r e t h a n 4 0 p e r c e n t , a b o v e t h e l e v e l o f J u n e 1 9 5 0 , F r a n c e h a d d e v a l u e d

b y 2 2 p e r c e n t , a n d S w e d e n b y 3 0 % p e r c e n t . , w h i l e f o r A u s t r i a t h e p e r -

c e n t a g e w a s a s h i g h a s 5 3 p e r c e n t . F o r F i n l a n d , w h i c h l o w e r e d t h e

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

4 1 p e r c e n t . A p a r t f r o m t h e e f f e c t o f d e v a l u a t i o n , S w e d e n a n d F i n l a n d f o u n d

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

d u c t s , w h i c h i n t h e c a s e o f S w e d e n a c c o u n t f o r f u l l y 5 0 p e r c e n t , o f t o t a l

e x p o r t s a n d i n t h e c a s e o f F i n l a n d f o r o v e r 9 0 p e r c e n t . * H i g h p r o f i t s w e r e

* In Norway and Sweden and also to some extent in F in land , special du t ies were levied o n t h e
export value of various forestry p roduc ts — particularly pu lp , which had risen precipi tously in pr ice
and reached quota t ions far above t h e U.S. level.- I n t h e th i rd quar te r of 1-951, t h e Norwegian
and Swedish levies in the case of mechanical wood-pu lp came to about 20 to 25 per cent,
of the f.o.b. expor t price, while the cor responding F inn i sh levy came to about : o per cent.
W h i l e the dollar pr ice for bleached paper pu lp on t h e •• Amer ican marke t in the a u t u m n of
1951 still stood at t h e equivalent of about S.Kr. 800 pe r ton , the prices obta ined by Sweden for
exports of corresponding pu lp rose, in individual cases, to as m u c h as S.Kr. 2,200. Such exaggerated
prices simply asked for counter -measures ; there was a decline in consumpt ion in several count r ies ;
at t h e end of 1951 impor t restr ict ions were imposed by t h e U n i t e d K i n g d o m ; and in t h e middle
of February 1952 tha t country fixed buying prices for wood-pu lp coming from other countr ies in

(For end of footnote see next page)
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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 F r a n c e 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 officially fixed prices of agricultural products, while in A u s t r i a 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.
Monthly indexes: 1949 = 100.
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I t h a s , i n d e e d , b e e n a f e a t u r e c o m m o n t o r e c e n t d e v e l o p m e n t s i n a l l

t h e f o u r c o u n t r i e s j u s t m e n t i o n e d t h a t a b r u p t i n c r e a s e s o f 15 t o 2 0 p e r

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

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

c o u l d a t t h e v e r y m o s t j u s t i f y a r e a l w a g e i n c r e a s e of, s ay , 4 t o 5 p e r c e n t ,

a y e a r — a n d e v e n t h a t w o u l d b e a r a r i t y ) . W h e n p r i c e s a n d r a t e s o f

r e m u n e r a t i o n c h a n g e b y 2 0 p e r c e n t , o r m o r e al l a t o n c e , t h e w h o l e s c a l e

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

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

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 levy — and Finland and Norway also introduced reductions in their export duties.
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policy has been made in the countries which have experienced these sharp
increases. Thus in A u s t r i a 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 1Y2 per cent, increase in the official discount rate), curtailment of
public investment and other measures for the balancing of the budget. In
F i n l a n d , also, action was taken to lower prices, and there it was part of a
fairly comprehensive official programme. In S w e d e n 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 F r a n c e 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).

I n t e r n a t i o n a l c o m p a r i s o n of co s t — a n d e s p e c i a l l y w a g e —
i n c r e a s e s 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 years, 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). W h e n 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.

In the e a s t e r n c o u n t r i e s of E u r o p e 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 in 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.S.S.R. have deemed it good economic policy to reduce prices. This
procedure took the form of four consecutive 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 ist 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-à-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 n o 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" only, 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
S to 10 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 Europe, no price indexes are published,
but sometimes, as in the U.S.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 e a s t e r n G e r m a n y ,
no official price index is published but certain data are available on prices
charged in the state-managed shops (the so-called "H.O.") , and from time
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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 limited 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) D M 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 like France, where prices
otherwise have risen sharply — see graph on page 84).

(ii) 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 t h e d i v e r g e n c e b e t w e e n
t h e r i s e in w h o l e s a l e p r i c e s a n d t h e r i s e in t h e cos t of l i v i n g ; 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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R a t i o b e t w e e n w h o l e s a l e p r i c e s a n d t h e
c o s t - o f - l i v i n g i n d e x e s (base year : 1948)

i n t h e l a s t m o n t h o f 1 9 4 9 , 1 9 5 0 a n d 1 9 5 1 .

Countries

Italy
United States
Switzerland
Canada
Turkey
France (1) .
Australia
Netherlands
Belgium.
South Africa
Norway
Sweden
Austria
Denmark

United Kingdom . . .
Germany (western) (1).
Finland
Spain
Japan

December
1949

December
1950

Cost of living =

89

96

93

99
94

99
104

100

99

102

103

100

101

103

105

105

99
104

128

97

103

102

106

99

103

113

107

116

106

114

109

114

114

123

127

104

120

167

December
1951

100

89

99

100

100

100

106

109

114

115

117

117

118

118

124

125

129

129

129

171

T h e p r o c e s s o f r e -

m o v i n g p r i c e c o n t r o l s

a n d r a t i o n i n g — a

p r o c e s s w h i c h h a d b e e n

i n t e r r u p t e d b y t h e o u t -

b r e a k o f t h e con f l i c t i n

K o r e a — w a s r e s u m e d

a f t e r p r i c e s o f s t a p l e c o m -

m o d i t i e s a n d o f s o m e

c o n s u m e r g o o d s ( t ex t i l e s ,

s h o e s , h o u s e h o l d a p p l i -

a n c e s , e t c . ) h a d b e g u n t o

d e c l i n e i n 1 9 5 1 . A s i t u a -

t i o n h a d a r i s e n i n w h i c h ,

a t c u r r e n t p r i c e s , t h e

m a r k e t s w e r e r a t h e r o v e r -

s u p p l i e d , a n d t h i s , i n i t -

self, m a d e i t p o s s i b l e t o

d i s p e n s e w i t h t h e s y s t e m

o f a l l o c a t i o n s . B u t , e v e n

s o , i t w a s n o t u n t i l t h e

first h a l f o f 1 9 5 2 t h a t , i n

t h e U n i t e d S t a t e s , t h e

0 1949 = 100. O f f i c e o f P r i c e S t a b i l i z a t i o n

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

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

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

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

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

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

g o b e y o n d t h e l i m i t o f 4 3 . 3 9 c e n t s p e r p o u n d .

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

c o m m o d i t i e s ( e .g . t i m b e r a n d t e a ) a r e b e i n g f r e e d ; o n t h e o t h e r h a n d , i t

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

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

r e m o v i n g c o n t r o l s i s s t i l l a m o n e t a r y o n e : t h e l a c k o f a d e q u a t e r e s e r v e s . I n

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

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

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

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

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

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

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

t h e w a r a n d i n t h e p o s t - w a r p e r i o d , i s b e i n g r e s t r i c t e d t o a n a r r o w e r field.

T h e d i s c a r d i n g o f c o n t r o l s a f t e r t h e first w o r l d w a r t o o k p l a c e i n t h e

y e a r s 1 9 2 0 - 2 3 , w h e n p r i c e s w e r e f a l l i ng , a n d t h e d e c l i n e i n p r i c e s a f t e r t h e
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boom of 1950-51 is now having a similar effect. Wha t is happening is 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 considerable;
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 v e r y i m -
p r e s s i v e i n c r e a s e i n t h e v o l u m e (or quantum) of f o r e i g n t r a d e .
In the first half of 1951 the quantum of world e x p o r t s 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.

T u r n o v e r of w o r l d t r a d e in t e r m s of va lue
(exports and imports together).

Areas

Rest of the sterling area

O.E.E.C. countries
(excluding the United Kingdom, Ireland and

Other countries

Total (2) . . . .

1947

27.7

12.2

12.5

24.7

23.0

11.9

14.6

101.9

1948 1949

in milliards of U.S.

26.9

15.1

16.4

31.5

26.5

12.7

17.5

115.1

25.6

15.3

16.8

32.1

28.0

11.0

18.5

115.2

1950

dollars

26.6

13.6

16.6

30.2

29.7

11.6

18.4

116.5

1951 0)

35.6

18.5

23.0

41.5

41.5

16.0

25.4

160.0

(1) Partly estimated. P) Excluding China, the U.S.S.R., the Soviet zone of Germany and
eastern European countries, for which figures are not reported currently.

World exports.

Period

Europe

Dollar
value

Unit
value

Quantum

United States and

Dollar
value

Unit
value

Canada

Quantum

World*

Dollar
value

Unit
value

Quantum

Index: 1948 = 100

1949
1950
1951

1950 1st quarter
2nd
3rd
4th

1951 1st quarter
2nd
3rd
4th

111
114
155

101
104
111
140

139
155
156
171

93
75
92

74
74
75
78

83
89
94
98

119
152
169

137
141
148
179

167
174
166
174

95
83

119

75
81
80
96

103
123
118
128

95
92

106

89
89
92
98

103
107
106
106

100
90

112

84
91
87
98

100
115
111
121

102
104

82
95

105
127

136
148
138

94
87

82
84
88
94

102
107
106

•

108
120

112
113
119
135

133
138
129

* Excluding China, the U.S.S.R., the Soviet zone of Germany and eastern European countries, for which
figures are not reported currently.
N o t e : As regards the changes in "unit value", it should be remembered that in 1948 (the year before the
devaluations) European prices were, in general, on the high side, so that a certain reduction in relation to extra-
European prices was no doubt called for; consequently, the apparent moderateness of the European "unit value"
even as late as the autumn of 1951 should not be taken as indicating that there was still room for further increases.
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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 s h i p p i n g .

World shipping tonnage.0)

Countries
1914 1939

September
1951

December

in thousands of gross register tons

Percentage
change

(Sept. 1939-
Dec. 1951)

United States p)

United Kingdom
Other British Commonwealth countries

Total British Commonwealth .

Argentina

Denmark

France . . .

Germany (western)

Greece

Italy

Japan

Netherlands

Norway

Panama

Spain

Sweden

U.S.S.R

Other countries

World total

2,027

18,892
1,632

20,524

770
1,922
5,135

821
1,430
1,708
1,472
1,957

884
1,015

3,479

43,144

8,722

16,892
1,716

18,608

246
1,093
2,748
4,185
1,763
3,322
5,427
2,792
4,686

722
932

1,442
1,154
3,584

61,426

25,769

16,526
3,099

+ 795

— 2

+ 87

19,625

951
1,263
3,122

854
1,259
2,937
2,200
3,005
5,582
3,658

983
2,061
1,192
6,042

+ 287

+ 76

+ 14

— 80

— 29

— 12

— 59

+ S

+ 79

+ 407

+ S

+ 43

+ 3

+ 69

80,503 37

0) Steam and motor vessels of 500 gross register tons and over, excluding lake and river tonnage.
O Vessels of 1,000 tons and over, except in 1939.

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

e v e o f t h e s e c o n d w o r l d w a r , b u t i n t h e U n i t e d S t a t e s a b o u t 2 , 0 0 0 v e s s e l s ,

a g g r e g a t i n g s o m e 2 0 m i l l i o n d e a d - w e i g h t t o n s , w e r e p u t i n " m o t h b a l l s " a t

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

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

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

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



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 tonnage 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 1951.
Then, after some months of fluctuation, a definite decline set in during the
autumn 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
available. It is possible
that the import restric-
tions decided upon by
a number of countries
in the winter of 1951-52
have also begun to exert
an influence, especially
as regards trade with
overseas raw-material -
producing countries; but,
on the other hand, there
is an increased need
for transport in connec-
tion with the rearma-
ment effort.

United Kingdom. Tramp-shipping freight rates.
Monthly indexes: 1948=100 .
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W h i l e t h e o v e r a l l figures b o t h f o r t h e v a l u e a n d f o r t h e v o l u m e o f

i n t e r n a t i o n a l t r a d e h a v e s h o w n a r e m a r k a b l e i n c r e a s e , 1 9 5 1 s a w t h e d e v e l o p -

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

o n t h e c h a r a c t e r o f a c r i s i s . R e f e r e n c e t o t h e m ( a n d t h e i r p r i n c i p a l c a u s e s )

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

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

( i ) A f t e r t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a , t h e r a w - m a t e r i a l - p r o d u c i n g

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

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

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

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

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

f r o n t e d t h e r a w - m a t e r i a l - p r o d u c i n g c o u n t r i e s w i t h s e r i o u s b a l a n c e - o f - p a y m e n t s
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deficits. The countries most affected were various members of the sterling
area and certain Latin American countries. To cite only one example:
the export surplus of Afi25o 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 A£4oo million in the accounting year July 1951
to June 1952.

(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 deficit in its balance of payments.

(iii) 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 liberalisation.

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 U n i t e d S t a t e s .

United States: Foreign trade.
The decline in the

export surplus, which had
begun in the second half
of 1949 and had reached
its extreme point in the
third quarter of the follow-
ing year, was reversed in
the fourth quarter of 1950.
In 1951 the active balance
of trade climbed back to
$4 milliard and the surplus
in the balance of payments
was about $5 milliard (see
the table on page 19). In-
visible receipts 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 dollars.

Western Europe was able to reduce its current deficit in the balance of
payments up to 1950 but a setback occurred in 1951.

Period

2nd
3rd ,
4th

1950 1st quarter
2nd
3rd
4th

1951 1st quarter ,
2nd
3rd
4th

1952 1st quarter

Exports C) Imports (2) Balance

In millions of dollars

3,338
3,376
2,695
2,643

2,366
2,510
2,451
2,949

3,335
4,019
3,689
3,978

3,991

1,789
1,601
1,478
1,755

1,889
1,931
2,388
2,644

3,033
2,980
2,496
2,452

2,776

+ 1,549
+ 1,775
+ 1,217
+ 888

+ 477
+ 579
+ 63
+ 305

+ 302
+ 1,039
+ 1,193
+ 1,526

+ 1,215

(') Including re-exports, aid and relief shipments.
O General imports.
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O.E.E.C. coun t r ies : Current account of the balance of payments.

Items

Merchandise t rade
(f.o.b.)

Balance on trade account

N et income f rom :

Other services

Balance on service account

Balance of goods and
services . . . . . .

the United States

1948 1949 1950 1951»

Balance in relation to

other
non-0.E.E.C. countries

1948 1949 1950 1951*

all countries

1948 1949 1950 1951*

in milliards of U.S. dollars

4.5
1.2

—3.3

0
—0.3
+0.2

—0.1

—3.4

4.2
1.0

—3.2

0
—0.2
+0.3

+0.1

—3.1

3.4
1.3

—2.1

1+0.4

+0.4

—1.7

5.1
2.0

—3.1

H-0.1

+0.1

—3.0

10.8
8.2

-2 .6

+0.4
+0.3
+0.1

+0.8

—1.8

9.2
9.2

0

+0.5
+0.1
—0.2

+ 0.4

+0.4

9.4
8.6

—0.8

1+0.5

+ 0.5

—0.3

13.2
12.1

—1.1

+0.3

+0.3

—0.8

15.3
9.4

—5.9

+0.4
0

+0.3

+0.7

—5.2

13.4
10.2

-3 .2

+0.5
—0.1
+0.1

+0.5

—2.7

12.8
9.9

-2 .9

>+0.9

+0.9

—2.0

18.3
14.1

—4.2

>+0.4

+0.4

—3.8

* Preliminary figures. The official estimates of the balance of payments for a number of European countries,
including Belgium, France and Italy, were not yet available to the International Monetary Fund when it made the
overall estimates which have been reproduced in the above table. Thus the estimates for 1951 are merely
tentative.

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

S t a t e s , b u t t h e e f f e c t s o f r e s t r i c t i v e i m p o r t m e a s u r e s t a k e n i n s e v e r a l r a w -

m a t e r i a l - p r o d u c i n g c o u n t r i e s w i l l a s a r u l e a f f e c t t h e t r a d e o n l y i n 1 9 5 2 .

Un i t ed S t a t e s : Fo re ign t rade .

Period
Exports (') Imports (2) Balance

Trade with O.E.E.C. countries (3)
Exports (') I Imports (:) Balance

in millions of dollars

1949
1950
1951

1950 1st half
2nd half

1951 1st half
2nd half

12,051
10,275
15,020

4,875
5,400

7,354
7,666

6,622
8,852

10,962

3,820
5,032

6,014
4,948

+ 5,429
+ 1,423
+ 4,058

+ 1,055
+ 368

+ 1,340
+ 2,718

4,076
3,165
4,824

1,533
1,627

2,375
2,449

842
1,261
1,911

483
778

1,028
883

3,234
1,904
2,913

1,055
849

1,347
1,566

(') Including re-exports, aid and relief shipments. (2) General imports. (3) Excluding overseas territories.

I t w a s i n t h e f i r s t q u a r t e r o f 1 9 5 1 t h a t U . S . i m p o r t figures w e r e h i g h e s t ,

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

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

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

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

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

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

S t a t e s t o t h e O . E . E . C . c o u n t r i e s a m o u n t e d t o $ 2 8 0 m i l l i o n i n 1 9 5 1 , a s c o m p a r e d

w i t h $ 8 m i l l i o n i n 1 9 5 0 , b u t t h i s e x p o r t i t e m i s f o r t u n a t e l y d e c l i n i n g s i n c e E u r o p e a n
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United States: Foreign trade.
Monthly, in millions of dollars.
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coal p r o d u c t i o n is c o m i n g n e a r e r t o sat isfying t h e d e m a n d . O n t h e o t h e r h a n d , t h e
expor t va lue of t h e so-cal led "spec ia l c a t e g o r y " i t e m s (p r imar i l y mi l i t a ry e q u i p m e n t )
rose f rom a to ta l of $632 mi l l ion i n 1950 to $1,552 mi l l ion in 1951 .

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

Year

1936-38 . . . .

1947. . . . . . .
1948
1949. . . . . .
1950
1951

Imports for consumption

Total
value

Unit
value

Quantity

Exports*

Total
value

Unit
value

Quantity

Base: 1936-38 = 1 0 0

100

230
288
268
355
439

100

213
235
224
243
305

100

108
123
120
146
144

100

518
428
408
347
503

100

188
200
185
180
206

100

275
214
221
193
247

• Excluding re-exports.
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The United States imports a q u a n t i t y of goods 40 to 50 per cent, greater
than before the war but pays u n i t p r i c e s 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 1930s).
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 exports, 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
U.S. exports in 1951, or very nearly the same high proportion as in other recent
years. A characteristic feature of American trade developments has been the increase
in gupplies 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 a surplus on the current
account of its balance of payments.

United States: Balance

P e r i o d

1949
1950
1951

1949 1s t q u a r t e r . . . .
2 n d „ . . . .
3 r d
4 t h ,

1950 1s t q u a r t e r . . . .
2 n d
3rd
4 t h „ . . . .

1951 1s t q u a r t e r . . . .
2 n d „ . . . .
3 r d
4th

O . E . E . C .
c o u n t r i e s

of goods

O.E.E.C.

overseas
territories

and services by

Canada Latin
America

geographical areas.*

Other
areas

World
total

Sterling
area

in m i l l i o n s of d o l l a r s

3,171
1,734
3,041

926
962
664
619

520
443
284
487

526
880
708
927

190
— 312
— 518

29
65
80
16

— 50
— 75
— 69
— 118

— 196
— 133
— 106
— 83

585
293
672

167
276
74
68

63
142

— 29
117

178
280
87

127

725
357

1,017

224
200
184
117

6
128

— 11
234

— 82
235
474
390

1,700
225
817

492
523
379
306

188
. 179

— 55
— 87

34
83

198
502

6,371
2,297
5,029

1,838
2,026
1,381
1,126

727
817
120
633

460
1,345
1,361
1,863

790
361
260

143
318
231
98

9
— 103
— 107
— 160

— 171
— 139

70
500

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

W h i l e b y 1 9 5 0 i t h a d a g a i n b e c o m e p o s s i b l e f o r t h e E u r o p e a n c o u n t r i e s t o

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

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

1 9 5 1 t h e s e p o s s i b i l i t i e s h a d p r a c t i c a l l y v a n i s h e d .

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

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

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

R e f e r e n c e h a s a l r e a d y b e e n m a d e t o t h e s u d d e n c h a n g e i n A u s t r a l i a ' s

t r a d e figures. T h e a c c o u n t i n g y e a r J u l y 1 9 5 1 t o J u n e 1 9 5 2 h a s n o t y e t r u n

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

d a t a f o r t h e first e i g h t m o n t h s . *

* Publ ished in the issue of " T h e Banker" (London) for Apr i l 1952.
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Items

Exports (f.o.b.) and gold output . . . .
Imports (f.o.b.)

Balance

Invisible items (net)

Balance on c u r r e n t account

1949-50 1950-51 1951-52*

in millions of A £

606
538

+ 68

— 117

— 49

992
743

+ 249

— 165

+ 84

700
1,100

— 400

— 200

— 600

* Advance estimate.

A u s t r a l i a : B a l a n c e o f p a y m e n t s . R a p i d i n d u s -

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

w i t h t h e a r r i v a l o f a

l a r g e n u m b e r o f i m -

m i g r a n t s , m a d e f o r

a n i n c r e a s i n g flow o f

i m p o r t s , u n t i l s t e p s

w e r e t a k e n i n t h e

s p r i n g o f 1 9 5 2 n o t

o n l y t o r e d u c e i m p o r t s

b u t a l s o t o a d j u s t t h e

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

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

N e w Z e a l a n d s t i l l h a d a n e x p o r t s u r p l u s i n t h e first h a l f o f 1 9 5 1

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

N Z £ i 6 m i l l i o n o n t h e c u r r e n t a c c o u n t o f i t s b a l a n c e o f p a y m e n t s ) , b u t i t i s

e x p e c t e d t h a t t h i s y e a r ' s w o o l c h e q u e w i l l b e a b o u t h a l f t h e s i z e o f l a s t

y e a r ' s b e c a u s e o f t h e f a l l i n p r i c e s b y m o r e t h a n 5 0 p e r c e n t . I n o r d e r t o

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

o w n p o s i t i o n , N e w Z e a l a n d d e c i d e d , i n t h e s p r i n g o f 1 9 5 2 , t o r e s t r i c t p r i v a t e

i m p o r t s b y 2 0 p e r c e n t .

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

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

d e f i c i t o f £ 5 2 1 m i l l i o n f o r t h e f o l l o w i n g y e a r , h a d a l r e a d y b e g u n i n t h e first

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

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

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

1 9 5 1 t h a n i n 1 9 5 0 . M o r e o v e r , t h e w h o l e o f t h i s d e t e r i o r a t i o n t o o k p l a c e i n t h e

United Kingdom: Current account of

Items

.Imports (f.o.b.)
Exports and re-exports (f.o.b.)

Invisible items (net)
Interest, profits, dividends

Total of invisible items

Total balance of current transactions.

1947

the balance

1948 1949

of payments.

1950 1951*

in millions of £ sterling

1,560
1,135

— 425

— 230

+ 80
+ 33
— 55
+ 52

— 120

— 545

1,791
1,588

— 2O3

— 92

+ 76
+ 76
— 33
+ 150

+ 177

— 26

1,974
1,820

— 154

— 149

+ 78
+ 81
— 30
+ 179

+ 159

+ 5

2,372
2,225

— 147

— 141

+ 128
+ 113
— 22
+ 313

+ 391

+ 244

3,497
2,708

— 789

— 149

+ 90
+ 106
— 34
+ 255

+ 268

— 521

* Provisional 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
i tems" (which include the income from the overseas current transactions of
British-owned oil companies — cf. page 24).

T h e 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, increase 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 1951.

United Kingdom :
Volume of foreign trade.

T h e replenishing of stocks in 1951
led, in particular, to larger imports of raw
materials and certain semi-manufactured pro-
ducts for use in industry. Not only did
larger imports contribute to an increase in
the trade deficit, but the changes on invisible
account and the worsening of the terms of
trade, between them, cost the United Kingdom
about £500 million in 1951 (according to the
"Economic Survey for 1952").

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 i t :
" T h e 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."

Y e a r

1 9 4 7 . . . .

1 9 4 8 . . . .

1 9 4 9 . . . .

1 9 5 0 . . . .

1 9 5 1 . . . .

Imports Exports

Index: 1947 = 100

100
105
114
114
132

100
127
140
162
167
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United K ingdom: Import and export percentages by major t rad ing areas.

Year

1929

1937

1948
1949
1950
1951

western
hemisphere

Imports from

sterling
area

O.E.E.C.
countries*

rest of
the world

western
hemisphere

Expor

sterling
area

ts to

O.E.E.C.
countries*

rest of
the world

in percentages of totals

31

30

30
28
25
25

26

31

36
37
38
36

31

24

21
24
25
26

12

15

13
11
12
13

21

19

16
15
18
17

37

39

48
51
47
49

31

28

25
23
26
25

11

14

11
11
9
9

* Including overseas territories (except those in the sterling area).

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

i n U n i t e d K i n g d o m t r a d e h a s g a i n e d i n i m p o r t a n c e b o t h o n t h e i m p o r t a n d o n

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

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

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

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

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

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

( i n , f o r i n s t a n c e , s o m e o f t h e O . E . E . C . c o u n t r i e s a n d t h e i r o v e r s e a s t e r r i t o r i e s )

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

A t t h e m e e t i n g o f t h e C o m m o n w e a l t h F i n a n c e M i n i s t e r s i n L o n d o n i n

J a n u a r y 1 9 5 2 i t w a s d e c i d e d t h a t , a f t e r d e f e n c e a i d t o t h e U n i t e d K i n g d o m a n d

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

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

1 9 5 2 , w h e r e a s i n t h e s e c o n d h a l f o f t h e p r e v i o u s y e a r i t h a d h a d a d e f i c i t o f

a b o u t £ 7 5 0 m i l l i o n . I n t h e first five m o n t h s o f 1 9 5 2 , m o s t o f t h e o v e r s e a s s t e r l i n g -

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

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

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

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

m a d e i n t h e o r i g i n a l p r o g r a m m e o f o v e r s e a s e x p e n d i t u r e i n 1 9 5 2 . T h i s p r o g r a m m e

h a d b e e n d e s i g n e d t o a l l o w f o r b r o a d l y t h e s a m e c o n s u m p t i o n o f f o o d a s i n 1 9 5 1 ;

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

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

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

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

t o c u t d o w n e x p e n d i t u r e b y £ 6 0 0 m i l l i o n , * c a r e w a s t a k e n t o e n s u r e t h a t i n d u s t r y

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

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

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

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

o v e r s e a s ) w e r e a l s o t o b e m a d e .

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

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

* As ment ioned on page 26, the Economic Survey est imates t h e reduct ion in t h e vo lume of impor ts
from 1951 to 1952 at i o per cent . ; in t e rms of unchanged prices th i s would correspond to an
import -value figure for 1952 abou t £300 million shor t of the 1951 figure — one-half of the
reduct ion to be in t h e form of a cut in impor t s for t h e bu i ld ing-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.E.E.C, bodies for the action contemplated.

F r a n c e , 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.E.E.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 quantitative 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.fcs 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:

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

(ii) 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 (ii).

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 in
relation to all other countries, 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



Year

1948 . . . .

1949 . . . .

1950 . . . .

1951 . . . .

Imports Exports Balance

in milliards of French francs

190

241

280

335

192

327

387

546

+ 2
+ 86
+ 107
+ 211

— I O I —

M e t r o p o l i t a n F r a n c e : c a n b e e s t i m a t e d t h a t i n t r a d e ,

T r a d e w i t h i t s o v e r s e a s t e r r i t o r i e s . r e c k O n e d f . o . b . , m e t r o p o l i t a n

F r a n c e h a d a s u r p l u s w i t h t h e

" r e s t o f t h e F r e n c h f r a n c a r e a "

o f a t l e a s t F r . f c s 1 5 0 m i l l i a r d

i n 1 9 5 0 a n d F r . f c s 2 7 0 m i l l i a r d

i n 1 9 5 1 ( t h e s e figures c o r r e -

s p o n d i n g t o a b o u t $ 4 0 0 m i l l i o n

a n d $ 7 7 0 m i l l i o n r e s p e c t i v e l y ) .

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

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

a s u b s t a n t i a l s u r p l u s o n c u r r e n t a c c o u n t i n 1 9 5 0 , s i n c e i t s o w n d e f i c i t i n

r e l a t i o n t o o t h e r c o u n t r i e s ( e s t i m a t e d a t t h e e q u i v a l e n t o f $ 1 1 5 m i l l i o n ) w o u l d

b e m o r e t h a n c o u n t e r b a l a n c e d b y i t s s u r p l u s o f a t l e a s t $ 4 0 0 m i l l i o n i n

r e l a t i o n t o i t s o v e r s e a s t e r r i t o r i e s . S i n c e t h e s u r p l u s i n q u e s t i o n ( w h i c h , o f

c o u r s e , c o r r e s p o n d s t o a d e f i c i t f o r t h e o v e r s e a s t e r r i t o r i e s ) w a s financed

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

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

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

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

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

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

F r e n c h f r a n c a r e a : C u r r e

Items

Metropolitan France:
Merchandise trade(2)

Imports (f.o.b.)
Exports (f.o.b.)

Trade balance

Invisible items (net)
Tourist traffic
Freights
Interest and dividends

Total of invisibles . . .

Balance of French overseas
territories

Balance on current account of
the whole French franc area . . . .

nt acco

1947

l in t of the ba lance of paymen ts .

1948 1949 1950 19510)

in millions of U.S. dollars

2,492
1,040

— 1,452

+ ' 9
— 311
+ 122
+ 119

— 61

— 163

— 1,676

2,510
1,082

— 1,428

+ 70
— 273
+ 132
— 31

— 102

— 208

— 1,738

2,035
1,567

— 468

+ 121
— 209
+ 100
— 83

— 71

—. 167

— 706

1,958
1,880

— 78

+ 141
— 141
+ 52
— 89

— 37

— 123

— 238

3,267
2,496

— 771

+ 77
— 203
+ 38
— 113

— 201

— 88

— 1,060

0) Provisional figures.
(2) In relation to foreign countries, i.e. countries other than the French overseas territories.

T h e a d v e r s e t u r n t a k e n b y e v e n t s i n t h e c o u r s e o f 1 9 5 1 m a y b e s e e n

f r o m t h e t r a d e figures.
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M e t r o p o l i t a n F r a n c e : Foreign trade.*

Period

1948
1949 . .
1950 . .
1951

1950 1st quarter , .
2nd
3rd
4th

1951 1st quarter
2nd
3rd
4th ,,

1952 1st quarter

Value

Imports Exports Balance

in milliards of French francs

673
926

1,073
1,607

278
270
229
296

344
424
402
437

477

434
784

1,073
1,479

236
244
240
352

357
380
351
391

367

— 239
— 142

0
— 128

— 42
— 26
+ 11
+ 56

+ 13
— 44
— 51
— 46

— 110

* With foreign countries and the French overseas territories.

A f t e r h a v i n g b e e n i n b a l a n c e i n 1 9 5 0 , t h e f o r e i g n t r a d e o f m e t r o p o l i t a n

F r a n c e a g a i n s h o w e d a d e f i c i t i n r e l a t i o n t o a l l o t h e r c o u n t r i e s t a k e n t o g e t h e r

b u t , i n r e a l t e r m s , t h i s w a s m u c h s m a l l e r t h a n i n 1 9 4 8 a n d 1 9 4 9 , s i n c e

a c c o u n t h a s t o b e t a k e n o f t h e r i s e i n w h o l e s a l e p r i c e s ( b y 2 0 p e r c e n t , i n

1 9 5 0 a n d 2 6 p e r c e n t , i n 1 9 5 1 ) . I n 1 9 5 1 , m o r e o v e r , n o l e s s t h a n 9 2 p e r

c e n t , o f t h e i m p o r t t o t a l w a s c o v e r e d b y e x p o r t s , a s c o m p a r e d w i t h 6 4 p e r

c e n t , i n 1 9 4 8 a n d 8 5 p e r c e n t , i n 1 9 4 9 .
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France: Foreign trade.
Monthly, in milliards of French francs.
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The v o l u m e 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.

M e t r o p o l i t a n F r a n c e : F o r e i g n t r a d e a c c o r d i n g t o m o n e t a r y a r e a s .

Items

1950: Imports

Exports

Balance

1951 : Imports

Exports

Balance

Dollar
area O.E.E.C.

countries

Sterling are

Other
countries

ì

Total

O.E.E.C.
countries

not in the
sterling

area

Other
countries

French
overseas

territories
Total

in milliards of French francs

165

60

— 105

241

116

— 125

86

112

+ 26

162

157

— 5

161

30

— 131

286

52

— 234

247

142

— 105

448

209

— 239

262

353

+ 91

397

420

+ 23

119

131

4- 12

185

188

+ 3

280

387

+ 107

335

546

+ 211

1,073

1,073

0

1,607

1,479

— 128

120

100

80

60

40
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France: Volume of foreign trade.
Monthly, in milliards of French francs of 1949 purchasing power.'
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T h e y e a r 1 9 5 1 w a s c h a r a c t e r i s e d b y a g r o w i n g d e f i c i t i n r e l a t i o n t o

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

s u r p l u s i n r e l a t i o n t o t h e F r e n c h o v e r s e a s t e r r i t o r i e s . I n t h e first t w o m o n t h s

o f 1 9 5 2 t h e h e a v y n e t i m p o r t s u r p l u s c o n t i n u e d , b u t i n M a r c h t h e t r a d e

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

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

i m p o s e d .

I t a l y , t o o , e x p e r i e n c e d a n i n c r e a s e i n i t s t r a d e d e f i c i t i n 1 9 5 1 ; f o r

i m p o r t s r o s e i n v a l u e b y a s m u c h a s 4 6 p e r c e n t . , a g a i n s t a 3 6 p e r c e n t ,

i n c r e a s e i n e x p o r t s .

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

a n i n c r e a s e i n v o l u m e a n d a b o u t t w o - t h i r d s t o t h e r i s e i n p r i c e s . I n t h e
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I ta ly : Foreign trade.*

Period

1 9 4 9 . . . . .

1950

1951

Values

Imports Exports Balance

in milliards of lire

883
926

1,353

641
753

1,027

— 242
— 173
— 326

Price

Imports Exports

Volume

Imports Exports
Index: 1948 = 100

93

88

116

97

91

112

110

118

130

111

139

144

* Including trade of Trieste.

first h a l f o f 1 9 5 1 t h e t e r m s o f t r a d e w e r e m o r e u n f a v o u r a b l e t o I t a l y t h a n

a t a n y o t h e r t i m e s i n c e 1 9 4 8 ; t h e f o l l o w i n g m o n t h s s a w a n i m p r o v e m e n t ,

t h a n k s m a i n l y t o t h e f a l l i n r a w - m a t e r i a l p r i c e s . O n e o f I t a l y ' s d i f f i c u l t i e s

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

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

o f r a w m a t e r i a l s a n d s e m i - m a n u f a c t u r e d g o o d s a n d 1 9 p e r c e n t , o f f o o d s t u f f s .

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

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

i n 1 9 5 1 a s i n 1 9 5 0 . W h i l e t h e s u r p l u s i n r e l a t i o n t o t h e O . E . E . C . c o u n t r i e s w e n t

d o w n b y $ 4 5 m i l l i o n , t h e d e f i c i t s w i t h A m e r i c a n c o u n t r i e s i n c r e a s e d b y n e a r l y

$ 1 4 0 m i l l i o n .

I t a l y : T rade d i s t r i b u t i o n by

Currency areas

Eastern Europe
American countries

with bilateral agreements
without bilateral agreements* . . .

Other countries

Total . . . .

currency areas

1950

Imports
(c.i.f.)

768

79

109
393
93

1,442

Exports
(f.o.b.) Balance

in millions 0

845

90

82
133
48

1,198

+ 77
+ 11

— 27
— 260
— 45

— 244

1951

Imports
(c.i.f.)

Exports
(f.o.b.)

U.S. dollars

1 173
101

133
556
155

2,118

1 205
107

86
178
53

1,629

Balance

+ 32
+ 6

— 47
— 378
— 102

— 489

* Actually the dollar area.

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

E . P . U . ( s e e C h a p t e r I X ) , I t a l y i n c r e a s e d t h e d e g r e e o f t r a d e l i b e r a l i s a t i o n t o a l m o s t

1 0 0 . p e r c e n t . , a n d e a r l y i n 1 9 5 2 i t w a s d e c i d e d t o p r o l o n g u n t i l t h e e n d o f 1 9 5 2

t h e a p p l i c a t i o n o f t h e p r e s e n t r e d u c e d c u s t o m s t a r i f f i n w h i c h a c u t o f 1 0 p e r c e n t ,

h a d a l r e a d y b e e n m a d e . L a r g e l y t h a n k s t o t h e s e m e a s u r e s , a s t a t e o f e x t e r n a l

b a l a n c e i n t h e E . P . U . s e c t o r w a s a t t a i n e d i n F e b r u a r y , M a r c h a n d A p r i l 1 9 5 2 .

I n 1 9 5 1 , a s c o m p a r e d w i t h 1 9 5 0 , t h e c u r r e n t a c c o u n t o f t h e b a l a n c e o f

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

t o t a l c u r r e n t d e f i c i t a m o u n t i n g t o $ 2 2 3 m i l l i o n a s a g a i n s t $ 5 0 m i l l i o n . I n 1 9 5 0

t h e c a s h b a l a n c e h a d r o u g h l y c o r r e s p o n d e d t o t h e e c o n o m i c b a l a n c e , b u t i n 1 9 5 1

t h e r e w a s a d i f f e r e n c e o f s o m e $ 4 0 t o 5 0 m i l l i o n , d u e t o c h a n g e s i n t h e t e r m s

o f p a y m e n t .
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I t a l y : C u r r e n t a c c o u n t o f t h e b a l a n c e o f p a y m e n t s . *

Items

Merchandise t rade (f.o.b.)

Balance

Services (net)

Tourist traffic
Emigrants' remittances

Net income from services .

Balance on cur rent account . . .

1947 1948 1949 1950 1951

in millions of U.S. dollars

1,327
666

— 661

— 161
+ 6
+ 34
— 11

— 132

— 793

1,388
1,068

— 320

— 107
+ 24
+ 85
+ 18

+ 20

— 300

1,420
1,115

— 305

— 95
+ 35
+ 95
+ 50

+ 85

— 220

1,360
1,200

— 160

— 60
+ 67
+ 74
+ 29

+ 110

— 50

1,915
1,640

— 275

— 101
+ 71
+ 73
+ 9

+ 52

— 223

* Trieste included as from 1949.

F o r G e r m a n y , a l s o , 1 9 5 1 b r o u g h t a d e t e r i o r a t i o n i n i t s p o s i t i o n i n

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

m e n t i n r e l a t i o n t o t h e O . E . E . C , c o u n t r i e s , a n d t h e n e t r e s u l t w a s a

p r o n o u n c e d i m p r o v e m e n t i n t h e c o u n t r y ' s b a l a n c e - o f - p a y m e n t s p o s i t i o n o n

c u r r e n t a c c o u n t , a d e f i c i t o f D M 2 , 6 3 6 m i l l i o n ( = $ 6 2 7 m i l l i o n ) i n 1 9 5 0

b e i n g t u r n e d i n t o a s u r p l u s o f D M 6 4 0 m i l l i o n ( = $ 1 5 2 m i l l i o n ) i n 1 9 5 1 .

W e s t e r n G e r m a n y : B a l a n c e of paymen ts .

Items

Merchand ise tradeC2)
Imports (c.i.f.)
Exports (f.o.b.)

Balance . . .

Services (net)(3)

Total balance on current account

1950 1951 O

in millions of U.S. dollars

2,713
1,984

— 729

+ 102

— 627

3,515
3,479

— 36

+ 188

+ 152

0) Provisional figures.
(2) Including trade in gas, water and electric current.
(3) Including purchases of Deutsche Mark by the U.S. occupation ad-

ministration.

Western Germany:
Balance on c u r r e n t a c c o u n t by monetary areas.

Areas

E.P.U. countries(2) .
Dollar area . . . .
Sterling area . . .
Other countries . .

Total . . . .

1949 1950 1951 (')

in millions of U.S. dollars

+ 32
— 922
— 67
— 64

— 1,021

— 159
— 275
— 246
+ 53

— 627

+ 499(3)
— 335
— 99
+ 87

+ 152

(1) Provisional figures.
O E.P.U. countries, excluding the sterling area but including other

overseas territories attached to European currencies.
(3; Including $4 million paid in interest to the E.P.U. itself.

I n v a l u e , i m p o r t s r o s e

b y 3 0 p e r c e n t . , b u t a v e r a g e

p r i c e s f o r i m p o r t s a r e c a l -

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

2 7 p e r c e n t . , s o t h a t t h e

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

g o b e y o n d 2 p e r c e n t . T o

s o m e e x t e n t t h e s m a l l n e s s o f

t h e i n c r e a s e i n i m p o r t s w a s

d u e t o t h e u t i l i s a t i o n o f

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

i m p o r t r u s h i n t h e s e c o n d

h a l f o f 1 9 5 0 a n d t o t h e f a c t

t h a t , w i t h r a w - m a t e r i a l p r i c e s

f a l l i n g , G e r m a n i m p o r t e r s b e -

c a m e s o m e w h a t m o r e h e s i t a n t ;

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

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

a l i s a t i o n i n F e b r u a r y 1 9 5 1 ( s e e

p a g e 7 ) . I t s h o u l d b e a d d e d

t h a t , t h a n k s t o a n e x c e l l e n t

h a r v e s t i n 1 9 5 0 a n d a g a i n

i n 1 9 5 1 , a v o l u m e o f f o o d

i m p o r t s ' o n l y s p e r c e n t ,

g r e a t e r t h a n i n 1 9 5 0 s u f f i c e d

i n t h e f o l l o w i n g y e a r , i n

s p i t e o f a c o n s i d e r a b l e i n -

c r e a s e i n c o n s u m p t i o n .
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E x p o r t s , 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 22 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.

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 60 per cent, of its imports.

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

W e s t e r n Germany: Foreign trade by monetary areas .

Year

1950: Imports
Exports . .

Trade balance . . .

1951»: Imports . . . . . . . .
Exports

Trade balance . . .

E.P.U.
countries and their
overseas territories

Dollar
area

Other
countries

Total

in millions of U.S. dollars

1,934
1,502

— 432

2,204
2,544

+ 340

575
229

— 346

831
380

— 451

204
252

+ 48

480

555

+ 75

2,713
1,983

— 730

3,515
3,479

— 36

* Provisional figures.

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

i m p o r t s c o s t i n g S 1 2 6 m i l l i o n , i . e . r e p r e s e n t i n g 19 p e r c e n t , o f t h e y e a r ' s i m p o r t s

f r o m t h e U n i t e d S t a t e s . A l l i n a l l , a b o u t h a l f t h e i m p o r t s f r o m t h e d o l l a r a r e a

w e r e p a i d f o r b y f o r e i g n a i d , a m o u n t i n g t o $ 4 2 8 m i l l i o n .

T h e g r e a t e s t r e l a t i v e e x p a n s i o n i n t h e t r a d e t u r n o v e r w a s i n r e l a t i o n

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

a n d F a r E a s t a n d e a s t e r n E u r o p e , a n d i t w a s i n t r a d e w i t h t h e o v e r s e a s

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

T h e B e n e l u x c o u n t r i e s , a l s o , w e r e a b l e - t o i m p r o v e t h e i r r e s p e c t i v e

b a l a n c e - o f - p a y m e n t s p o s i t i o n s i n 1 9 5 1 , b u t u n d e r r a t h e r d i f f e r e n t c o n d i t i o n s :

B e l g i u m a n d L u x e m b u r g b e i n g , i n p a r t i c u l a r , l a r g e p r o d u c e r s a n d e x p o r t e r s

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

p r o d u c t s ( s e e p a g e 5 ) , w h i l e t h e N e t h e r l a n d s , a f t e r s o m e v e r y d e c i s i v e

c h a n g e s i n p o l i c y ( s e e p a g e 1 2 ) , w a s a b l e t o s e c u r e a s u r p l u s o n t h e c u r r e n t

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

T h e i m p r o v e m e n t i n B e l g i u m ' s * b a l a n c e o f p a y m e n t s i s p r e d o m i n a n t l y

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

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

* In the following paragraphs Belgium s tands for the Be lg ium-Luxemburg Economic U n i o n .
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B e l g i u m : C u r r e n t a c c o u n t o f t h e b a l a n c e of p a y m e n t s .

Items

Merchandise t rade
Imports (f.o.b.)
Exports (f.o.b.)

Balance . . . .

Serv ices (net)
Transport
Tourist traffic
Interest and dividends . . .
Wages earned abroad . . .
Other items

Balance . . . .

Donations . . .

Balance on current account

1947

77,020
60,670

— 16,350

— 5,810
+ 290
+ 140
+ 1,700
+ 6,050

+ 2,370

+ 640 '

— 13,340

1948 1949

in millions of Belgian

80,700
75,450

— 5,250

— 3,590
— 2,100
+ 1,740
+ 2,540
— 1,370

— 2,780

+ 990

— 7,040

72,400
79,900

+ 7,500

— 2,800
— 1,300
+ 300
+ 1,600
— 1,000

— 3,200

+ 600

+ 4,900

1950

francs

88,900
84,100

— 4,800

— 5,200
— 1,400
+ 200
+ 1,600
— 900

— 5,700

+ 1,100

— 9,400

1951
January-

September

85,000
102,100

+ 17,100

— 7,500

— 7,500

+ 1,600

+ 11,200

W h i l e t h e v o l u m e o f i m p o r t s w a s a b o u t t h e s a m e i n 1 9 5 1 a s i n 1 9 5 0 , t h e

v o l u m e o f e x p o r t s i s e s t i m a t e d t o h a v e r i s e n b y 13 p e r c e n t . I n t h e s e c o n d h a l f

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

Belgium: Foreign trade.

Period

1949

1950

1951

1951 1st quarter. . .

2nd „ . . .

3rd „ . . .

4th ,, • . .

1952 1st quarter. . .

Value

Imports Exports Balance

in milliards of Belgian francs

81.9

97.8

127.2

33.1
32.5
27.7
33.1

32.3

80.1

82.8

132.6

30.7
33.5
32.9
34.6

34.6

— 1.8

— 15.0

+ 5.4

— 2.4
+ 1.0
+ 5.2
+ 1.5

+ 2.3

Prices

Imports Exports

Volume

Imports Exports

Index: 1948 = 100

95

99

120

117
122
12Î
120

100

90

120

111
118
124
126

98

112

113

123
111
98

119

108

123

139

141
145
133
138

Belgium: Distribution of exports by categories.

Categories of goods

Iron and steel
Textiles
Chemicals and fertilisers .
Machinery and vehicles . .
Metallurgical products . .

Total of above goods

Other exports

Total of exports

Values

1949 1950 1951

in milliards of Belgian francs

19.7
13.6
7.4

12.2
3.7

56.6

23.5

80.1

13.6
19.2
8.1
7.8
3.8

52.5

30.3

82.8

33.0
26.2
13.5
11.5
5.5

89.7

42.9

132.6

Share of total

1949 1950 1951

in percentages

24.6

17.0

9.3

15.2

4.6

70.7

29.3

100.0

16.4

23.2

9.8

9.4

4.6

63.4

36.6

100.0

24.9

19.7

10.2

8.7

4.1

67.6

32.4

100.0
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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.

For 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 su rp lus of impor t s from overseas, and especially from the dollar

area, since Belgian manufactures
Belgium: Distribution of foreign t r ade . are largely based on materials

imported from overseas, the
finished articles being sold in
Europe.

This structural orientation
of Belgian trade was reinforced
in 1951 by other circumstances,
including the greater facility of
exports inside Europe owing to
the E.P.U. The various credit
measures taken by Belgium to
guard against an overintensin-
cation or a further intensifica-
tion of its European exports are
indicated in Chapter VII. Here
it may be added that in the
first half of 1951 transit trade
was again subjected to licensing
and that early in 1952 certain
additional restrictions were im-
posed on imports paid for in
dollars.

The improvement in the balance-of-payments position of the
N e t h e r l a n d s in the second half of 1951 appears from the following table.

N e t h e r l a n d s : C u r r e n t a c c o u n t o f t h e b a l a n c e o f p a y m e n t s .

Foreign trade in relation to

Europe :
Exports
Imports

Balance . . . .

Uni ted States and Canada :
Exports
Imports

Balance . . . .

Other c o u n t r i e s :
Exports
Imports

Balance . . . .

A l l areas :
Exports
Imports

Balance . . . .

1950 1951

in milliards of Belgian francs

56.5
51.4

+ 5.1

8.1
18.2

— 10.1

18.2
28.2

— 10.0

82.8
97.8

— 15.0

86.5*
65.3

+ 21.2

12.3
24.6

— 12.3

33.8
37.3

— 3.5

132.6
127.2

+ 5.4

Items

. Merchandise trade
Imports (f.o.b.)
Exports (f.o.b.)

Balance . . . .

Services (net)
Interest and dividends
Others

Total of services (net)

Balance on current account . .

1949 1950
1st half

1951

2nd half Total

in millions of florins

4,610
3,431

— 1,179

+ 215
+ 711

+ 926

— 253

6,811
4,763

— 2,048

+ 133
+ 824

+ 957

— 1,091

4,161
2,922

— 1,239

+ 112
+ 335

+ 447

— 792

3,861
3,479

— 402

+ 124
+ 818

+ 942

+ 540

8,042
6,401

— 1,641

+ 236
+ 1,153

+ 1,389

— 252
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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. 400 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 importance, 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.

Netherlands: Foreign trade.

Year

1947
1948
1949
1950
1951

Value

Imports Exports Balance

in millions of florins

4,251
4,919
5,297
7,752
9,671

1,859
2,670
3,794
5,288
7,415

— 2,392
— 2,249
— 1,503
— 2,464
— 2,256

Price

Imports Exports

Volume

Imports Exports

Iridex: 1948 = 100

95
100
96

108
131

700
100
94
98

115

92
100
m
147

ISO

69
100
151
204
242

Percentage
of imports
covered by

exports

44
54
72
68
77

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

c h a n g e s w e r e :

( i ) a s l i g h t d r o p i n t h e N e t h e r l a n d s :

value o f exports t o B a l a n c e in r e l a t i o n t o t h e d o l l a r a rea .
western Germany and
a sharp decrease in that
country's relative share
in the export total
(due, to a large extent,
to the import restric-
tions applied by Germany
in order to redress its
balance in E.P.U.) ;

(ii) a 50 per cent, increase
in exports to the United
Kingdom, which absorb-
ed 16 per cent, of the
total of Dutch exports
in 1951; and

(iii) an increase in the share
of exports to the United
States from 4 to 6 per cent.

Items

Merchandise trade
Imports (f.o.b.)
Exports (f.o.b.)

Balance . . .

Balance on current account
Capital account

1. Repayments (—) of long-
term government credits .

2. Repayments (—), etc. by
individuals

Total of 1 and 2

Total dollar balance

1949 1950 1951

in millions of florins

870
169

— 701

+ 127

— 574

— 112

— 12

— 124

— 698

1,016
332

— 684

+ 254

— 430

— 131

— 47

— 178

— 608

1,242
480

— 762

+ 106

— 656

— 94

+ 2

— 92

— 748
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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. 768 million in 1949, Fl. 1,305 million in 1950 and Fl. 541 million in 1951
(these figures including, for 1949 and 1950, certain receipts on account of drawing
rights granted within the system of intra-European payments). It should be
mentioned in this connection that the improvement in the balance of payments
did not extend to transactions 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 n o r t h e r n c o u n t r i e s 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 9 and page 83) were also an important factor;
Denmark, on the other hand, saw its terms of trade deteriorate as compared
with 1950.

Northern countries: Current account of the balance of payments.

Countries

Denmark

Finland«

Norway

- Sweden

Year

1949

1950

1951

1947

1948

1949

1950

1951

1947

1948

1949

1950

1951

1947

1948

1949

1950

1951

("*iir*PfìnploQ
^ ^ U 1 P V 1 1V 1 V 9

D.Kr.

,,

FM

tl

pl

) (

,,

N.Kr.

(1

)t

t,

,,

S.Kr.

f (

t f

Imports
(c.i.f.)

in millions

4,284
6,022
7,162

48,010
67,440
69,500
89,740

155,500

3,885
3,784
4,241
4,880
6,303

5,220
4,940
4,330
6,100
9,190

Exports
(f.o.b.)

Balance
of trade

of national currency units

3,644
4,746
5,989

45,110
56,390
65,030
82,100

186,800

1,912
2,177
2,182
2,919
4,584

3,240
3,980
4,250
5,710
9,210

— 640
— 1,276
— 1,173

— 2,900
— 11,050
— 4,470
— 7,640
+ 31,300

— 1,973
— 1,607
— 2,059
— 1,961
— 1,719

— 1,980
— 960

80
— 390
+ 20

Invisibles
(net balance)

+ 396
+ 580
+ 1,080

+ 3,090
+ 4,480
+ 6,010
+ 1,850

+ 733
+ 866
+ 868
+ 1,160
+ 1,909

+ 540
+ 560
+ 570
4- 580
+ 860

Total
balance

— 244
— 696
— 93

+ 190
— 6,570
+ 1,540
— 5,790

.

— 1,240
— 741
— 1,191
— 801
+ 190

— 1,440
— 400
+ 490
+ 190
+ 880

* F in land: Exports exclude reparation deliveries to U.S.S.R. For 1951, the trade figures are unadjusted for
balance-of-payments purposes.

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

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

a m o u n t e d t o l e s s t h a n D . K r . 1 0 0 m i l l i o n , o r o n l y o n e - s e v e n t h o f t h e p r e v i o u s

y e a r ' s figure. T o w a r d s t h e e n d o f t h e y e a r t h e t e r m s o f t r a d e b e c a m e s o m e w h a t

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

p o l i c y , a s d e s c r i b e d o n p a g e 1 0 .
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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.

Year

1947
1948
1949
1950
1951

Impor ts

Value Volume Prices

Expor ts

Value Volume Prices

Index: 1948 = 100

90
100
123
172
202

96
100
129
163
153

93
100
95

105
132

85
100
129
166
211

92
100
129
171
192

92
100
100
97

110

T h e l o s s r e s u l t i n g f r o m t h e w o r s e n i n g o f t h e t e r m s o f t r a d e s i n c e 1 9 4 9 i s

c a l c u l a t e d a t a b o u t D . K r . 7 0 0 m i l l i o n i n 1 9 5 0 a n d D . K r . 1 , 5 0 0 m i l l i o n i n 1 9 5 1 ;

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

a b o u t D . K r . 5 0 0 m i l l i o n i n 1 9 5 0 a n d D . K r . 1 , 100 m i l l i o n i n 1 9 5 1 .

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

Denmark: Capital account of the balance
of payments.

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 : " T h e only hope of
repayment seems to lie in our
inducing America to conduct
herself as a creditor nation as
Britain did before 1914 . . .
If America wishes to get her
money back, she must enable
us to increase our exports."

From 1950 to 1951 N o r w a y 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 N.Kr. 1,910 million in 1951.

Norway: Foreign trade.

Items

Balance on current account
Capital account:

Marshall aid.
Repayment (—) of foreign debt
Other capital Items . . . . .

Total of capital items . . .

Difference (approximately
equal to the change in
the foreign exchange
position)

1949 1950 1951

in millions of Danish kroner

— 244

560
— 81

50

529

+ 285

- 696

460
— 167

8

301

— 395

— 93

443
— 167

8

284

+ 191

Year

1938

1947
1948
1949
1950
1951

Impor ts

Value Volume Prices

Exports

Value Volume Prices

Index: 1948 = 100

32

105
100
115
128
182

100

119
100
118
121
140

32

88
100
97

106
130

39

89
100
101
136
208

123

100
100
104
137
161

32

89
100
97
99

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. H i million
( = $15.5 million) in 1951. 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 S.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 1950 prices (and freight rates) had remained unchanged.

Sweden: Value and volume of foreign trade.

Year

1949
1950
1951*. . . . .

Imports

Value Volume Prices

Exports

Value Volume Prices

Index: 1948 = 100

88
123
190

87
108
129

101
114
147

107
144
232

115
144
148

93
100
157

* Preliminary figures.

I n v o l u m e , i m p o r t s h a v e r i s e n b y n e a r l y 3 0 p e r c e n t , a n d e x p o r t s b y n e a r l y

5 0 p e r c e n t , s i n c e 1 9 4 8 .

S w e d e n : D i s t r i b u t i o n of f o r e i g n t r a d e by c u r r e n c y a r e a s .

Year

1950
Exports . . .
Imports . . .

Balance . .

1951
Exports . . .
Imports . . .

Balance . .

Countries
in sterling

area

0.E.E.C, group

Other
countries

All
countries

Dollar
area*

Other
countries

Total

in millions of Swedish kronor

905
1,395

—• 490

1,942

1,865

+ 77

2,758
2,534

+ 224

3,987
4,103

— 116

3,663
3,929

•— 266

5,929
5,968

— 39

472
627

— 155

647
1,090

— 443

1,572
1,546

+ 26

2,630
2,131

+ 499

5,707
6,102

— 395

9,206
9,189

+ 17

* Comprising the United States, Canada, Mexico, Central America and Venezuela.

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

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

F o r F i n l a n d , t h e 1 9 5 1 t r a d e figures r e v e a l a r e c o r d a d v a n c e i n i m p o r t s a s

w e l l a s i n e x p o r t s , a s r e g a r d s b o t h v a l u e a n d v o l u m e . R e p a r a t i o n d e l i v e r i e s

e x c l u d e d , t h e e x c e s s o f e x p o r t s o v e r i m p o r t s a m o u n t e d t o F M 3 1 , 3 0 0 m i l l i o n ,

a g a i n s t a t r a d e d e f i c i t o f F M 7 , 6 4 0 m i l l i o n i n 1 9 5 0 . S i n c e F i n l a n d i n v a r i a b l y h a s

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

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

a s u s u a l .
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Finland: Value and volume of foreign trade.

Year

1947
1948
1949
1950
1951

Value

Imports

Volume Prices Value

Exports

Volume Prices

Index: 1948 = 100

71
100
100
135
243

77
100
93

100
129

92
100
107
135
188

81
TOO
115
141
323

95
100
119
131
159

85
100
97

108
203

I m p o r t s h a v e r i s e n , i n v o l u m e , b y a b o u t 3 0 p e r c e n t , s i n c e 1 9 4 8 a n d

e x p o r t s , a p a r t f r o m r e p a r a t i o n d e l i v e r i e s , b y a b o u t 6 0 p e r c e n t .

U p t o t h e e n d o f 1 9 5 1 r e p a r a t i o n d e l i v e r i e s t o t h e U . S . S . R . a m o u n t e d t o

a t o t a l o f F M 8 3 m i l l i a r d , s p r e a d o v e r t h e l a s t e i g h t y e a r s a s s h o w n i n t h e

f o l l o w i n g t a b l e .

I t i s e s t i m a t e d t h a t , o w i n g t o p r i c e i n c r e a s e s s i n c e

1 9 4 4 , t h e a m o u n t s a c t u a l l y p a i d b y F i n l a n d w i l l b e

t h e e q u i v a l e n t o f a b o u t I 7 0 0 m i l l i o n , a s c o m p a r e d w i t h

a n o r i g i n a l o b l i g a t i o n o f $ 3 0 0 m i l l i o n i n 1 9 3 8 p r i c e s

— r e d u c e d i n 1 9 4 8 t o $ 2 2 6 . 5 m i l l i o n ( a l s o i n 1 9 3 8

p r i c e s ) b y t h e S o v i e t G o v e r n m e n t .

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

d e l i v e r i e s ) h a s n o t q u i t e r e a c h e d t h e 1 9 3 7 l e v e l . Ä

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

i m p o r t a n c e o f f o r e s t r y p r o d u c t s , w h i c h i n 1 9 5 1 r e p r e -

s e n t e d o v e r 9 2 p e r c e n t , o f t o t a l e x p o r t s . A s r e g a r d s

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

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

e q u i p m e n t .

F i n l a n d :
d e l i v e r i e s

Y e a r

1 9 4 4 . . . .
1 9 4 5 . . . .
1 9 4 6 . . . .
1 9 4 7 . . . .
1 9 4 8 . . . .
1 9 4 9 . . . .
1 9 5 0 . . . .
1 9 5 1 . . . .

R e p a r a t i o n
to U.S.S.R.*

In milliards
of FM

0.3
7.0
9.8

12.5
15.7
13.6
9.2

14.9

According to the Institute of
Economic Research.

W h i l e , t o a l a r g e e x t e n t , t h e s t r u c t u r e o f F i n l a n d ' s e x p o r t t r a d e i s

b a s e d o n d o m e s t i c r e s o u r c e s i n t h e f o r m o f e x t e n s i v e f o r e s t s , S w i t z e r l a n d

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

e x t e n t o f a b o u t 9 0 p e r c e n t . , c o n s i s t o f f i n i s h e d c o m m o d i t i e s , a r e d e r i v e d

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

t h e e x c e p t i o n o f a b r i e f l u l l i n t h e f i r s t h a l f o f 1 9 5 0 a n d a n o t h e r o n e q u i t e

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

b e e n c o n s i s t e n t l y v e r y s t r o n g : i n 1 9 5 1 e x p o r t s a s w e l l a s i m p o r t s r e a c h e d

t h e h i g h e s t l e v e l , b o t h i n v o l u m e

S w i t z e r l a n d : F o r e i g n t r a d e . a n d i n v a l u e , e v e r r e c o r d e d .

S o m e o f t h e g o o d s i m p o r t e d

i n t h e l a t t e r h a l f o f 1 9 5 0 a n d i n

1 9 5 1 w e r e f o r t h e s t o c k p i l e , t h e

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

c r e d i t s o n c h e a p t e r m s a n d c e r t a i n

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

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

r e s e r v e s o f i m p o r t e d c o m m o d i t i e s .

Period

1947
1948
1949
1950
1951
1952 1st quarter

Imports Exports Balance

in millions of Swiss francs

4,820
4,999
3,791
4,536
5,916
1,403

3,268
3,435
3,457
3,911
4,691
1,141

— 1,552
— 1,564
— 334
— 625
— 1,225
— 262
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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, etc.) fully covered the visible
trade deficit.

Year

1947
1948
1949
1950
1951

Switzerland :

Volume

Imports

100
100
81

100
118

Exports

91
100
99

113
136

Foreign trade — volume

Imports

Foodstuffs

94
100
78
73
83

Raw materials

and

Prices

prices.

Manufactures

Index: 1948 = 100

99
100
96
84

113

102
100
98
87

100

Total

98
100
90
81
98

Exports

104
100
97
93

102

Switzerland:
Payments registered by the Clearing Office.*

Items

Merchandise trade
Imports
Exports

Balance

Services (net)
Transport
Tourism
Foreign labour, contributions, taxes
Royalties, etc
Insurance business
Other services

Total of services

Total of current items . . .

Financial transfers

Total

1950 1951

in millions of Swiss francs

2,500
1,892

— 608

— 54
+ 125
+ 44
+ 61
+ 21
+ 42

+ 239

— 369

+ 150

— 219

3,523
2,860

— 663

— 69
+ 362
+ 92
+ 82
+ 40
+ 124

+ 631

— 32

+ 251

+ 219

* The figures represent in-payments by Swiss debtors to the National
Bank and authorised banks and out-payments by those institutions
to Swiss creditors. In-payments correspond to expenditure abroad,
out-payments to receipts from abroad. Al l such transactions in
relation to countries with which Switzerland has concluded payments
agreements are registered by the Swiss Clearing Office.

T h e S w i s s C l e a r i n g

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

o f t h e p a y m e n t s m a d e t o

a n d r e c e i v e d f r o m a l l c o u n -

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

S w i t z e r l a n d a r e r e g u l a t e d b y

p a y m e n t s a g r e e m e n t s ( w h i c h

a c t u a l l y c o v e r a b o u t t w o -

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

t r a d e ) . T h i s c a t e g o r y c o m -

p r i s e s , i n a d d i t i o n t o t h e

O . E . E . C . a r e a , a l l c o u n t r i e s

i n e a s t e r n E u r o p e ( e x c e p t t h e

U . S . S . R . ) , a s w e l l a s F i n l a n d

a n d S p a i n a n d , o u t s i d e E u r o p e ,

t h e A r g e n t i n e , E g y p t a n d

I r a n .

I t s h o u l d b e n o t e d t h a t

S w i t z e r l a n d h a s n o r m a l l y a

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

d o l l a r a r e a a n d s e v e r a l L a t i n

A m e r i c a n c o u n t r i e s , s o t h a t a

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

w i t h p a r t n e r s i n p a y m e n t s

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

s i g n i f y a S w i s s d e f i c i t i n

r e l a t i o n t o a l l c o u n t r i e s .

I n A u s t r i a , t o o , i m p o r t s r o s e m o r e t h a n e x p o r t s , b u t t h i s c o u n t r y ' s

e a r n i n g s f r o m i n v i s i b l e i t e m s a r e n o t a s l a r g e a s S w i t z e r l a n d ' s .

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

d e t e r i o r a t i o n i n t h e t e r m s o f t r a d e d u r i n g t h e f i r s t h a l f o f 1 9 5 1 b u t i t a l s o



A u s t r i a : C u r r e n t a c c o u n t o f t h e
b a l a n c e of p a y m e n t s .

reflected the continuance of
inflationary pressure and of
the rise in domestic prices
up to the late autumn.

In addition to direct
aid, Austria received a grant
of $80 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 resources.

There was little change
in the structure of foreign

trade in 1951: foodstuffs accounted for a quarter of all 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.

of the total and raw materi-
Austria: Geographical distribution of foreign trade, als and semi-manufactured

goods for about 38 per cent.,
while the export of electric
current represented about
two per cent.

0) Owing to a change made in 1951
in the system of recording, figures
for that year are not strictly compa-
rable with those for previous years.
Formerly, imports were classified ac-
cording to the country of origin and
exports according to the country of
ultimate consumption; as from 1951,
both imports and exports are recorded
under the name of the country which
Is Austria's trading partner. This ex-
plains the relative drop in imports
from overseas and the increase in the
import percentage for the O.E.E.C,
countries. On the other hand, the
share of eastern Europe in Austrian
imports and exports would not be
much affected by the statistical change
in question.

(2) Excluding direct E.R.P. deliveries.
(3) Bulgaria, Czechoslovakia, Hungary,
Poland, Roumanla, U.S.S.R. and
Yugoslavia.

Items

Merchandise trade
(including electric current)
Imports (c.i.f.)
Exports (f.o.b.)

Balance

Invis ib le items (net)
Tourism
Transport
Others

Total

Total balance
on current account .

Covered by:
Foreign aid (direct and

other)
Net proceeds of foreign

credits
Net change in short-term

foreign assets and lia-
bilities

Total cover

Errors and omissions . .

Total

1948 1949 1950 1951

in millions of U.S. dollars

490
207

— 283

+ 16

— 267

+ 280

+ 13

— 19

+ 274

— 7

+ 267

604
291

— 313

+ 1
+ 1
+ 15

+ 17

— 295

+ 300

+ 5

— 11

+ 294

+ 1

+ 295

482
332

— 150

+ 1.1
— 9
+ 16

+ 18

— 132

+ 207

2

— 30

+ 175

— 43

+ 132

655
454

— 201

+ 18
— 16
+ 23

+ 25

— 176

+ 206

— 4

— 8

+ 194

— 18

+ 176

Items

Imports?)
O.E.E.C. countries . . .
Eastern Europe (3). . . .
Rest of Europe
United States
Other overseas countries

Total . . .

Exports
O.E.E.C. countries . . .
Eastern Europe (3). . . .
Rest of Europe
United States
Other overseas countries

Total. . .

1948 1949 1950 1951 (1)

in percentages of total imports

55.1
30.9
0.5
6.9
6.6

100.0

58.1

24.1

0.8

5.6

11.4

100.0

65.2

18.6

1.4

3.6

11.2

100.0

72.0

15.3

2.0

4.0

6.7

100.0

in percentages of total exports

66.5

19.6

1.0

5.1

7.8

100.0

59.9

25.0

1.2

3.0

10.9

100.0

60.2

18.5

2.6

5.6

13.1

100.0

63.4

15.2

1.8

6.0

13.6

100.0



Since 1948 the share of eastern Europe in Austria's import trade has fallen
from 31 to 15 per cent., while the importance of theO.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 1948, over 80 per cent, of the deficit
of G r e e c e on current account of the balance of payments was covered by
foreign aid.

Greece: Balance on current account.

Items

Merchand ise trade(2)

Exports (f.o.b.)

S e r v i c e s (net)

Other services .

Total of services. . .

Balance of goods and serv ices

Covered by:
Grants and private donations . . .

Other items

Tota l cover . . . .

Errors and omissions

Total

1947

341.7
79.4

— 262.3

— 26.4
+ 6.7

— 19.7

— 282.0

146.4
86.9
11.7
4.8

39.3

289.1

— 7.1

282.0

1948 1949

in millions of U.S.

486.4
89.4

— 397.0

— 49.3
+ 6.5

— 42.8

— 439.8

360.7
33.2
11.1
7.5

33.2

445.7

— 5.9

439.8

428.7
83.4

— 345.3

— 45.6
+ 1.2

— 44.4

— 389.7

381.5
2.0

17.7
— 0.1
— 14.0

387.1

2.6

389.7

1950

dollars

386.8
85.1

— 301.7

— 28.1
— 2.5

— 30.6

— 332.3

292.1

16.0
4.8

15.9

328.8

3.5

332.3

1951 P)

395.4
102.3

— 293.1

— 20.8
— 9.5

— 30.3

— 323.4

278.0
1.3

14.4
— 2.3

33.9

325.3

— 1.9

323.4

0) Preliminary figures. (2) Including non-monetary gold.

I n 1 9 5 1 i m p o r t s a m o u n t e d t o $ 4 3 2 m i l l i o n a n d e x p o r t s t o $ 1 0 2 m i l l i o n ,

l e a v i n g a t r a d e d e f i c i t o f $ 3 3 0 m i l l i o n , a s c o m p a r e d w i t h o n e o f $ 3 1 3 m i l l i o n

i n 1 9 5 0 . E x p o r t s s t i l l c o v e r o n l y a q u a r t e r o f i m p o r t s , a s a g a i n s t 7 0 p e r c e n t ,

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

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

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

i n q u a n t i t i e s , e x p o r t s o f m i n e r a l o r e s d o u b l e d a s c o m p a r e d w i t h 1 9 5 0 , t h o s e o f

c i t r u s f r u i t s i n c r e a s e d f o u r f o l d a n d t h o s e o f t o b a c c o b y 2 3 p e r c e n t . F o r t h e

first t i m e , c o t t o n w a s e x p o r t e d i n s u b s t a n t i a l q u a n t i t i e s .

T h e f o r e i g n - t r a d e s y s t e m w a s s i m p l i f i e d a s f r o m i s t J u n e 1 9 5 1 b y t h e

a b o l i t i o n o f e x c h a n g e c e r t i f i c a t e s ( s e e C h a p t e r V ) , w h i l e i n t h e c o u r s e o f t h e y e a r

t h e B a n k o f G r e e c e t o o k o v e r t h e i s s u i n g o f i m p o r t p e r m i t s .

F r o m 1 9 5 0 t o 1 9 5 1 t h e i m p o r t s o f T u r k e y r o s e , i n v a l u e , b y 4 0 p e r

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

o f e q u i p m e n t .
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Turkey: Foreign trade.

Year

1947
1948
1949
1950
1951

Value

Imports Exports Balance

In millions of liras

685
770
812
800

1,126

624
551
693
738
880

— 61
— 219
— 119
— 62
— 246

Volume

Imports Exports

Prices

Imports Exports

Index: 1948 = 100

94
100
114
133
157

96
100
129
126
130

85
100
89
75
90

112
100
95
96

117

T u r k e y h a s o b t a i n e d f a v o u r a b l e e x p o r t p r i c e s i n r e c e n t y e a r s . I n 1 9 5 1 , f o r

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

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

i n i t i a l c r e d i t b a l a n c e o f $ 2 5 m i l l i o n a n d i t s q u o t a o f $ 5 0 m i l l i o n i n t h e E . P . U . ( s e e

C h a p t e r I X ) , h a s , l i k e A u s t r i a , b e e n g r a n t e d s p e c i a l a l l o c a t i o n s i n d o l l a r s t o c o v e r

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

I n 1 9 5 1 P o r t u g a l ' s e x p o r t s r o s e , b o t h i n

t h e i r h i g h e s t r e c o r d e d l e v e l . R e a r m a m e n t i n c r e a s e d

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

P o r t u g a l : Fo re ign t r ade .

value and in volume, to
the demand for tungsten,
a half times as compared
with 1950, and the value of
tungsten exports rose from
Esc. 95 million in 1950 to
Esc. 549 million in 1951.
The export value of cork,
which was also in great
demand, increased by 70 per
cent., the price having risen
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 relation 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. 60 mil-
lion to over Esc. 600 million. If foreign countries (i.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.

Year

1948 .

1949

1950

1951

Imports Exports Balance

in millions of escudos

10,351

9,043

7,879

9,464

4,295

4,090

5,334

7,563

— 6,056

— 4,953

— 2,545

— 1,901

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

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

P e s e t a s 5 9 m i l l i o n i n 1 9 5 0 t o P e s e t a s 8 5 m i l l i o n i n 1 9 5 1 , w h i l e t h a t o f m e r c u r y

w e n t u p f r o m P e s e t a s 1 6 t o 2 6 m i l l i o n a n d t h a t o f t u n g s t e n f r o m P e s e t a s 3

t o 2 1 m i l l i o n .

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

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

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



Spain : Foreign trade.

Year

1947
1S48
1949
1950
1951

Value

Imports Exports Balance

in millions of gold pesetas

985
1,187
1,135

912
986

663
810
878
912

1,150

— 322
— 377
— 257
— 0
+ 164

Volume

Imports Exports

Prices

Imports Exports Terms of
trade

Index: 1948 = 100

92
100
106
107
101

83
100
103
139
154

92
100
92
78
82

101
100
103
80
86

HO
100
112
103
105

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

r a i n f a l l i n 1 9 5 0 a n d 1 9 5 1 h a d p r o d u c e d b e t t e r h a r v e s t s ) , t h e s t a t i s t i c s s h o w

a n e x p o r t s u r p l u s .

I n r e l a t i o n t o t h e e a s t e r n E u r o p e a n c o u n t r i e s ( c o m p r i s i n g i n t h i s

c o n t e x t B u l g a r i a , C z e c h o s l o v a k i a , H u n g a r y , P o l a n d , R o u m a n i a a n d t h e

U . S . S . R . ) t h e t r a d e o f t h e e i g h t e e n c o u n t r i e s g r o u p e d u n d e r t h e n a m e o f

w e s t e r n E u r o p e i n c r e a s e d i n a b s o l u t e v a l u e f r o m 1 9 5 0 t o 1 9 5 1 , b u t t h i s w a s

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

i s e s t i m a t e d t o h a v e f a l l e n b y 9 p e r c e n t , a n d i m p o r t s f r o m t h e s e c o u n t r i e s

would also seem to have
W e s t e r n E u r o p e : declined.

T r a d e w i t h e a s t e r n E u r o p e . While in 1938 9 per
cent, of western Europe's
imports came from the
eastern European countries
in question and some 6 per
cent, of western Europe's
exports went to those coun-
tries, the percentage in both
cases has now fallen to 3 per
cent, or less.

Year

1950

1951 *

Value

Imports Exports

In millions of U.S. dollars

705
899

585

655

Volume

Imports Exports

Index: 1938 = 100

28 63

57

* Data for the first nine months of 1951, given at the annual rate.

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

E u r o p e a n c o u n t r i e s i t s e e m s t h a t i n 1 9 5 1 t h e r e w a s a c o n s i d e r a b l e i n c r e a s e i n

e a s t e r n G e r m a n y ' s t r a d e w i t h t h e c o u n t r i e s i n q u e s t i o n a n d t h a t t h e r e w a s a l s o a

l a r g e i n c r e a s e i n t h e t r a d e b e t w e e n t h e U . S . S . R . a n d t h e o t h e r e a s t e r n E u r o p e a n

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

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

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

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

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

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

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

S i n c e 1 9 5 0 , Y u g o s l a v i a h a s s e v e r e d i t s t r a d e r e l a t i o n s w i t h t h e

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

c h a n g e - o v e r h a s b e e n m a y b e s e e n f r o m t h e f o l l o w i n g t a b l e .



Year

Imports
1945
1946
1947
1948
1949
1950
1951

Exports

1945
1946
1947
1948
1949
1950
1951

Yugosl a v i a : G e o g r a p h i c a l d i s t r i b u t i

Europe

U.S.S.R. Czecho-
slovakia

Germany United
Kingdom

Total
Europe

on of trade.

U.S.A. Other
countries

Total

in percentages of total

46.7
21.9
21.1
10.7
1.6
—
—

63.5
42.2
16.5
15.0
5.0
—
—

0.3
17.8
18.2
17.5
6.1
—
—

4.7
26.9
18.0
15.8
4:5
—
—

—
—
—
1.6
5.4

16.5
13.1

—
—
—
0.2
5.6

12.4
16.7

0.4
5.1
4.6

12.9
16.9
11.8

/ . /
2.7
6.2

19.4
18.6
18.4

93.7
97.1
90.6
90.8
82.2
66.6
76.5

89.5
96.3
93.8
92.5
84.9
74.5
65.3

6.2
2.1
4.1
3.4
8.6

21.7
15.8

10.5
2.3
2.0
2.6
8.0

13.5
14.6

0.1
0.8
5.3
5.8
9.2

11.7
7.7

_
1.4
4.2
4.9
7.1

12.0
20.1

100
100
100
100
100
100
100

100
100
100
100
100
WO
100

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 1949.

Y u g o s l a v i a : Fore ign t r a d e . It may be recalled that as
from 1952 the external value of the
Yugoslavian currency was changed
from $1 = Din. 50 to $1 =
Din. 300 (see Chapter V).

In the years 1949-1951
Yugoslavia received about $430
million in foreign aid, the largest
single allocation being $103 million
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.

Year

1945
1946
1947
1948
1949
1950
1951 . . . . .

Imports Exports Balance

in millions of dinars

1,079
1,744
8,272

15,782
14,576
11,791
12,110

461
2,789
8,642

15,112
9,613
7,930
9,184

— 618
+ 1,045
+ 370
— 670
— 4,963
— 3,861
— 2,926

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

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

p r e v a i l e d i n t h e y e a r s 1 9 0 0 t o 1 9 1 4 — i n d u s t r i a l i s t s a n d t r a d e r s d o n o t h a v e

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

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

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

s i n c e 1 9 4 5 , d e m a n d o n t h e w o r l d m a r k e t s h a s b e e n s t r o n g ( w i t h o n l y a

m i n o r r e c e s s i o n i n 1 9 4 9 - 5 0 ) , a n d t h e r e h a s g e n e r a l l y b e e n n o d i f f i c u l t y i n

g e t t i n g g o o d s s o l d . I n s u c h c i r c u m s t a n c e s , t h e r e h a v e n o t o f t e n b e e n a n y
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good reasons for demanding increased protection, and there have been more
than a few instances in which previous protectionist measures have actually
been 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
s o m e i m p o r t a n t s e t b a c k s have occurred:

(i) 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.

(ii) 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 depression), business has become unused to com-
petition from abroad and is often far too afraid of it.

I
(iii) There would also seem to have been some raising 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.

(iv) 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).

(v) 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 officially summarised as follows:

XII. Res t r i c t ions to safeguard the Balance of Payments .

This contains the most important of the exceptions to the rule of
Article XI requiring the elimination of quantitative restrictions. In certain
circumstances denned in the article, a Contracting Party may use import
quantitative restrictions to safeguard its external financial position and balance

• of payments, but these restrictions 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 Parties 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-October
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; accordingly, no Contracting
Party will be required to withdraw or modify restrictions on the ground
that a change in such policies would render unnecessary 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 may
also be cited.

A r t i c l e 3. C l a u s e s of d e r o g a t i o n f rom A r t i c l e 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) If, 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 Member 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 European Payments Union apply need not, during
the period of application of these provisions, take the whole of the measures
of liberalisation of trade provided for in Article 2 or may temporarily 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 especially
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.E.E.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 l i b e r a l i s a t i o n , 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
O.E.E.C. c o u n t r i e s : C o m p a r i s o n of exceptions: see the table), the
s t a g e s of l i b e r a l i s a t i o n a t t a i n e d . a p p l i c a t i o n o f t h e i r liberalisation

measures to certain specified groups
of goods was obligatory. These
groups, known collectively as the
"common list", included, in the
first place, textiles, textile machinery
and some agricultural and chemical
products.

When, in February 1951, it
was found that western Germany's
balance-of-payments difficulties could
not be solved by internal credit
measures alone, the issuing of
licences was suspended, which meant
a setback to liberalisation; but a
number of circumstances concurred

(') Under Article 3(d) of the Liberalisation Code, countries to make it possible for equilibrium
whose quotas in the E.P.U. are blocked are absolved . , i i- i j /
from applying the prescribed measures of liberalisation, to be quickly re-established (see
unless the Organisation decides otherwise. . _ .

(2) Intention to raise quota to 75 per cent, in the near future. page a), in any Case, imports never
(3) As from 1st September 1951. f 11 „,,„>. A, frnrri TH- Tannarv r n n
W As from 1st May 1952. I e l 1 niucn. / \ s trom ist January 1952,

O.E.E.C.
member
countries

Austr ia«
Belgium-Luxemburg. .
Denmark
France
Germany
Greece«
Iceland
Ireland
Italy
Netherlands
Norway
Portugal
Sweden
Switzerland
Turkey
United Kingdom . . .

August 1951
(proposed date
for conclusion
of 75 0/0 stage)

none
75
63
76

suspended
none

41
75
76
61 (3)
51
83
75
75
63
90

April 1952

none
75
65 P)

suspended
75

none
41
75
77
75
75 (4)
84
75
75
63
46
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the degree of liberalisation was raised to 57 per cent, and from ist April 1952
the 75 per cent, rate was established.

Four countries which have developed large surpluses in the E.P.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
British and the French suspension of liberalisation. In November 1951, the
United Kingdom, faced with substantial losses of reserves, reduced the
liberalised sector from 90 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.A.T.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 injury to domestic industry". It was on this ground
that the U.S. Government withdrew the concession granted with regard to
imports of hats, with effect from ist 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.S. Department of Agriculture announced,
on 10th August, the immediate suspension of commercial imports, for domestic
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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 exports
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.

It 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 salesx 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, Denmark, France, Italy, the Netherlands, New Zealand, Norway
and Switzerland.
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One particular danger is that questions of commercial 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-interest might 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 p e r i o d
n o t o n l y of c o m p a r a t i v e s t a b i l i t y b u t a l so of f u r t h e r c o n s o l i d a t i o n :
in several countries there was an additional relaxation of control and more
scope was given to market forces. One important country, C a n a d a , virtually
threw all exchange restrictions overboard (no more "permits" being required),
and so its already strong currency became the strongest in the world. The
U n i t e d K i n g d o m , 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: Y u g o s l a v i a . This was more a formal than an effective altera-
tion, for the dollar rate had remained unchanged at Din. 50 = $1 since 1945,
while most of the country's external trade had been carried on either in
foreign currencies or on a barter basis. R o u m a n i a in January and B u l g a r i a
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.S.S.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 I s r a e l 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 I r a n have been effected at a single fluctuating rate
(actually involving a devaluation of some 30 per cent.), while in I n d o n e s i a
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.
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To begin with the one downward exchange adjustment in Europe, the
fundamental reason for the step taken by Y u g o s l a v i a 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
ist January 1952. In relation to the previous official rate of Din. 50 = $1,
the change amounted to a devaluation of 83V3 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 R o u m a n i a 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 deposi ts .

Type

Bank-notes
up to 1,000 old lei 0)
from 1,001 to 3,000
above 3,000

Deposits with savings banks
up to 1,000 old lei
from 1,001 to 3,000
above 3,000

Deposits with credit inst i tut ions^)

Private sector
(individuals and private

enterprises)

100
200
400

50
100
200

200

1
1
1

1
1
1

1

Public sector
(state, state agencies,

state enterprises,
co-operatives, etc.)

I 200 : 1

} -
20 : 1

(') 1,000 old lei corresponded to between two and three days' pay for a worker.
(•) Amounts needed for payment of two weeks' wages and salaries were exchanged at 20:1.

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

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

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

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

g o o d s s e c t o r , w h e r e s p e c i a l r e d u c t i o n s h a d b e e n d e c r e e d ) . W a g e s , p e n s i o n s

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

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

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

( o n l y 1 3 / 4 o l d c u r r e n c y u n i t s t o i n e w u n i t i n R o u m a n i a , a g a i n s t i o o t o i

i n P o l a n d ) .
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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 U.S. dollar works out at
Lei 11.20 = $1, as compared with the rate of Lei 151.50 = $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 — is, 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 Russian prices (which
in April 1952 were cut for the fifth time since January 1948).

In B u l g a r i a 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. $1. 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 to 1, bank-notes have been exchanged in the ratio of 100 to 1 and
deposits with banks have been converted in different ratios according to their
nature, their amount and the public or private character of the depositor.

While no fundamental change has been made in the multiple-rate
system applied in S p a i n , 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
ist 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, quotations have remained very stable, in the
neighbourhood of Pesetas 40 = $1. The free-market rate is applicable to
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 yet
been carried very far.

In addition, a "curb rate" is unofficially quoted. This reached Pesetas 53
= $1 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).
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Spain: Exchange-rate structure (pesetas per dollar).

Items

Imported foodstuffs (basic official rate)
(Group F)

Coal and power
(Group A)

Liquid fuels and tobacco
(Group E)

Scrap metals, feeding stuffs, etc.
(Group B)

Raw materials (Group C)

Semi-manufactured goods (Group D) .

Other imports.and non-trade items

Import

11.22

16.426

25.0

25.707

28.992

32.538

39.65

Items

Group 1 —(10% sold on free market) .

„ 2 —(30% sold on free market) .

,, 3—(50% sold on free market) .

„ 4 — (70% sold on free market) .

„ 5 —(90% sold on free market) .

Non-trade items (free-market rate*) . .

Export

21.90

23.673

27.219

30.765

34.311

37.857

39.65

* End of May 1952.

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

i n t h r e e E u r o p e a n c o u n t r i e s , n a m e l y D e n m a r k , F i n l a n d a n d G r e e c e .

I n D e n m a r k , a 2 0 p e r c e n t , t a x o n s a l e s o f f o r e i g n c u r r e n c i e s f o r

t r a v e l p u r p o s e s h a d b e e n i n t r o d u c e d i n N o v e m b e r 1 9 5 0 a s p a r t o f t h e a c t i o n

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

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

i n t h e D a n i s h f o r e i g n e x c h a n g e p o s i t i o n , o n t h e o t h e r ( c f . p a g e 1 1 ) , t h i s t a x

w a s a b o l i s h e d i n O c t o b e r 1 9 5 1 — h a l f a y e a r b e f o r e i t w a s d u e t o b e w i t h -

d r a w n .

I n F i n l a n d a l s o , a s p e c i a l t a x — i n t h i s c a s e a t t h e r a t e o f 3 0 p e r

cent. — w a s l e v i e d o n s a l e s o f f o r e i g n e x c h a n g e f o r t r a v e l p u r p o s e s ; i t c a m e

i n t o e f f e c t o n n t h J u n e 1 9 5 1 b u t w a s a l l o w e d t o l a p s e a t t h e e n d o f t h e

y e a r , t h e r e h a v i n g b e e n a g r e a t i m p r o v e m e n t i n F i n l a n d ' s m o n e t a r y r e s e r v e s

(c f . C h a p t e r V I I ) . D u r i n g t h e p e r i o d o f a p p l i c a t i o n o f t h e t a x i n q u e s t i o n ,

d o l l a r s b o u g h t f o r t r a v e l p u r p o s e s c o s t F M 3 0 0 e a c h i n s t e a d o f F M 2 3 0 .

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

i n t r o d u c e d i n t h e m i d d l e o f 1 9 4 7 w e r e a b o l i s h e d a s f r o m i s t J u n e 1 9 5 1 , t h e i r

p r i c e ( f i x e d a t a r a t e o f D r . 1 0 , 0 0 0 = $ 1 ) b e i n g t h e n i n c o r p o r a t e d i n t h e

o f f i c i a l p a r i t y , w h i c h u n d e r w e n t a f o r m a l c h a n g e f r o m D r . 5 , 0 0 0 t o D r . 1 5 . 0 0 0

= $ 1 , w h i l e t h e e f f e c t i v e r a t e s r e m a i n e d t h e s a m e . T h e i n t e r n a l p u r c h a s i n g

p o w e r o f t h e d r a c h m a w a s n o t m u c h i m p a i r e d i n 1 9 5 1 ( p r i c e s h a v i n g b e e n

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

f o r e i g n a i d ( w h i c h c o v e r e d a b o u t t w o - t h i r d s o f t h e c o u n t r y ' s i m p o r t s ) a n d o n

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

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

i n I s r a e l . E a r l y i n 1 9 5 2 i t w a s d e c i d e d t o a b a n d o n t h e o f f i c i a l s i n g l e -

e x c h a n g e - r a t e s y s t e m , w h i c h d a t e d b a c k t o t h e t i m e o f t h e B r i t i s h m a n d a t e .

I n a c c o r d a n c e w i t h t h a t s y s t e m , w h e n t h e n e w s t a t e w a s e s t a b l i s h e d i n 1 9 4 8 ,
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one Israel pound had been made equal to one pound sterling, and the current
official parity since September 1949 had thus been I£ 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.

Israel: Exchange rates and percentage of devaluation.

Uses

Payments for

Imports of wheat and essential
products

Imports of fish, coffee, tea, seeds,
fertilisers, pharmaceutical pro-
ducts

Imports of non-listed
commodities

Receipts from

Exports of non-listed
commodities

Exports of citrus fruits and pro-
ducts, exports of finished pro-
ducts containing domestic raw
materials, tourist traffic, etc.. .

Exports of finished products con-
taining imported raw materials,

capital imports and immigrants'
remittances

Old
rates

New
rates

U.S.S per l£

2.80

2.80

2.80

2.80

1.40

1.00

Per-
centage of
devalua-

tion

50%

64%

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

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

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

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

m e n t a l e q u i l i b r i u m . S i n c e 1 9 4 9 t h e c o u n t r y ' s e x p o r t s h a v e p a i d f o r o n l y

b e t w e e n 1 2 a n d 1 4 p e r c e n t , o f i t s i m p o r t s ; a l t h o u g h a n i m p o r t s u r p l u s

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

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

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

c i r c u l a t i o n .

U p t o t h e e n d o f 1 9 5 1 t h e p o s i t i o n i n I r a n w a s a s f o l l o w s . T h e

o f f i c i a l r a t e o f R i a l s 3 2 . 0 0 - 3 2 . 5 0 = $ 1 w a s a p p l i c a b l e t o t r a n s a c t i o n s w i t h

t h e A n g l o - I r a n i a n O i l C o m p a n y ( u n t i l t h e y w e r e s u s p e n d e d ) , t o u r i s m , m e d i c a l

a n d s t u d e n t e x p e n d i t u r e o f I r a n i a n s a b r o a d , g o v e r n m e n t r e q u i r e m e n t s a n d

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

s t a b i l i s e d c e r t i f i c a t e r a t e s : R i a l s 4 1 . 5 0 = $ 1 ( a p p l i c a b l e t o a b o u t h a l f t h e

c o u n t r y ' s a u t h o r i s e d i m p o r t s ) a n d R i a l s 4 7 . 2 5 = $ 1 ( a p p l i c a b l e t o a l l o t h e r

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

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

p r a c t i c a l i m p o r t a n c e ; s i n c e J a n u a r y 1 9 5 2 , h o w e v e r , a l l t r a d e t r a n s a c t i o n s h a v e

a c t u a l l y b e e n e f f e c t e d a t a s i n g l e fluctuating ( c e r t i f i c a t e ) r a t e o f e x c h a n g e ,

w h i c h a t t h e e n d o f t h a t m o n t h s t o o d a t R i a l s 6 7 . 7 5 t o t h e d o l l a r ( s e l l i n g

r a t e ) . I n r e l a t i o n t o t h e " h i g h e s t " p r e v i o u s r a t e , R i a l s 4 7 . 2 5 = $ 1 , t h i s

i n n o v a t i o n c o r r e s p o n d s t o a d e v a l u a t i o n o f a b o u t 3 0 p e r c e n t .
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I n I n d o n e s i a a l s o , t h e r e h a s b e e n a d e v a l u a t i o n o f t h e c u r r e n c y , w h i l e

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

r e s u l t e d i n a n i n c r e a s e i n t h e n u m b e r o f e f f ec t ive r a t e s ( b u t o n l y i n r e l a t i o n

t o t h e d o l l a r a r e a ; v i s - à - v i s o t h e r c u r r e n c i e s t h e c e r t i f i c a t e s h a v e b e e n

a b o l i s h e d ) . A n e w off icial r a t e o f R u p i a h s 1 1 . 4 0 == $ 1 h a s r e p l a c e d t h e t h r e e

f o r m e r r a t e s o f R u p i a h s 3 . 8 0 ( b a s i c ) , 7 . 6 0 ( e x p o r t ) a n d 1 1 . 4 0 ( i m p o r t ) t o

t h e d o l l a r . T h e u s e o f t h e " c e r t i f i c a t e s " , h o w e v e r , g i v e s r i s e t o five s e p a r a t e

r a t e s , a s s h o w n i n t h e f o l l o w i n g t a b l e , i n w h i c h t h e " d o l l a r c e r t i f i c a t e " h a s

b e e n c a l c u l a t e d a t i t s F e b r u a r y 1 9 5 2 m a r k e t p r i c e o f R u p i a h s 1.50 = $ 1

a n d t h e s o - c a l l e d " i n d u c e m e n t c e r t i f i c a t e " a t i t s fixed p r i c e o f R u p i a h s 7 . 9 8

= $ 1 .

Indones ia : Effective exchange rates since 4th February 1952.

Appl ied to

All exports to n o n - d o l l a r a r e a s ; (1) and essential imports f rom
those areas

Exports to d o l l a r a r e a (:) and payment of c la ims, arbi trat ion
costs, etc

Essential imports f rom d o l l a r a r e a

Imports of luxury and semi- luxury goods from n o n - d o l l a r a r e a s .

Imports of luxury and semi- luxury goods f rom d o l l a r a r e a . . . .

Rupiahs
per U.S. dol lar

11.40

12.45

12.90

19.38

20.88

0) Exports of rubber and copra pay a 25 per cent, export duty.
Exports of o i l , t in , coffee, etc. pay a 15 per cent, export duty.

(-) United States, Canada and Japan.

T h e e s t a b l i s h m e n t o f t h e e x c h a n g e r a t e s o n a m o r e r e a l i s t i c b a s i s h a s

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

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

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

t e a , c o f f e e a n d t i n . T h e c o m b i n e d g o l d a n d d o l l a r r e s e r v e s , t o t a l l i n g $ 1 9 4 m i l -

l i o n a t t h e e n d o f 1 9 4 9 , h a d risen t o $ 4 2 0 m i l l i o n b y t h e e n d o f 1 9 5 1 : b u t

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

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

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

A n o t h e r c o u n t r y w h i c h d e v a l u e d i t s c u r r e n c y i n F e b r u a r y 1 9 5 2 w a s

A f g h a n i s t a n . T h e e x c h a n g e r a t e w a s a l t e r e d f r o m A f g h a n i 1 6 . 8 0 t o

A f g h a n i 2 1 . - = $ 1 — a d e v a l u a t i o n o f 2 0 p e r c e n t .

E l s e w h e r e i n A s i a t h e r e h a v e b e e n r e l a t i v e l y f e w a l t e r a t i o n s i n f o r e i g n

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

a t a b o u t P . B . $ 2 2 , 5 0 0 = $ 1 a n d i n J a p a n t h e p a r i t y i s s t i l l Y e n 3 6 0 = $ 1 .

S i m i l a r l y , C e n t r a l a n d S o u t h A m e r i c a n c o u n t r i e s h a v e h a d a

r e l a t i v e l y u n e v e n t f u l h i s t o r y i n 1 9 5 1 - 5 2 a s f a r a s f o r e i g n e x c h a n g e d e v e l o p -

m e n t s a r e c o n c e r n e d . I t i s n o t a s i f i n f l a t i o n h a d b e e n w h o l l y o v e r c o m e :
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it is still strong in several countries. In some cases this is due to over-
ambitious programmes of industrial expansion, usually 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 origin 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 $113 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 to another. In countries with
multiple exchange rates such a modification 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 t h e A r g e n t i n e 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
ist March 1952. The situation is 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 C h i l e , 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 = $1 and the so-called gold rate,
which has been quoted at as much as Pesos 157 = $1.

In B r a z i l , 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
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selling rate to Cruz. 20.22 = $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 liabilities in foreign exchange, but amounts in dollars and

O f f i c i a l exchange ra tes 1939-1952.

Countries

Belgium . . . .
Bulgaria . . . .
Czechoslovakia.
D e n m a r k . . . .
Finland . . . .

Germany . . . .

Hungary . . . .
Iceland
Ireland
Italy
Netherlands . .
Norway

Portugal . . . .
Roumania . . .
Spain
Sweden . . . .
Switzerland . .
Turkey
United Kingdom
U.S.S.R
Yugoslavia . . .

South Af r ica . .
Aust ra l ia . . . .
New Zealand. .
Argentina(26) . .
B raz i l *

Mgf innfll
lidLIUHul

currency

units

Seh.
B. fes
Leva
Kcs
D. Kr.

FM
Fr. fes
RM/DM
Dr.
P/Frt
I. Kr.
£stg
Lit.
FI.
N. Kr.

ZI.
Esc.
Lei
Pts
S. Kr.
Sw. fcs
Liras
£stg
Roubles
Dinars

Can. $
SA£
A£
NZ£
Pesos
Cruz.
Yen

24th
August

1939

5.340)
29.58
83.90
29.235

4.795*
48.40
37.755
2.493

117.60
5.20
5.7683 *
0.2126

19.00
1.86
4.27
5.325

23.36
143.59

9.05
4.15*
4.435
1.267
0.2126
5.30

44.05

1.0047
O.2279(2<)
0.2822(2«)
0.28140*)
4.325

16.50
3.67(2")

U.S.

3lst
December

1945

10.00
43.83

287.36C)
50.00
4.80

135.70
119.10
10.00

500.00(8)
104,000.00

6.4889
0.2481

100.00
2.65
4,96/,

24.815
3,635.00(15)

11,22('8)
4.19
4.30

1.3O5(2°)
0.2481
5.30

50.00

1.1025
0.2488
0.3108
0.3125
4.0675

16.50
15.00P)

dollar middle rats

15th
September

1949

10.00
43.83

287.36«
50.00
4.80

160.00
272.49%(5)

3.33C)
10,010.00(9)

11.74(")
6.4889
0.2481

575.00
2.653
4.96'/2

4OO.OO(13)
25.025

151.50(18)
11.22('8)

3.59/2(»)
4.30
2.8126
0.2481
5.30

50.00

1.0025(18)
0.2488
0.3109

0.2500(2=)
4.8075

18.72
360.00

31st
March

1951

21.36(2)
50.40(3)

287.36C)
50.00
6.90%

230.00
35O.OO(6)

4.20
15,0O0.O0(9)

11.74
16.29
0.3571

624.85(12)
3.80
7.14/4

4.00 («)
28.75

151.50
11.22C«)
5.1 TA
4.32%
2.8126
0.3571
4.00(21)

50.00

1.0506P)
0.3581
0.4474
0.3598

14.01
18.72

360.00

31st
March

1952

21.36(2)
50.40CT

287.36C)
50.00

6.90%
230.00
349.95 (6)

4.20
15,000.00(1°)

11.74
16.29
0.3555

624.88(12)
3.80
7.14%
4.00(«)

28.75
11.20(1')
11.22(«)
5.17/2

4.3573
2.8126
0.3555
4.00

300.00(22)

0.9847
0.355
0.4444
0.3563

14.01
18.72

360.O0

Percentage
change

24th
August
1939

to
March

— 75.0
— 41.3
— 70.8
— 41.5
— 30.6
— 79.0
— 89.2
— 40.6

(B)
(11)

— 64.6
— 40.2
— 97.0
— 57.7
— 40.2

(")
— 78.7

(17)
(18)

— 79.8
+ 1.8
— 55.0
— 40.2
+ 32.5
— 85.3

+ 2.0
— 35.8
— 36.5
— 31.0
— 69.7
— 7 7.9
— 99.0

15th
Sept.
1949

to
1952

— 53.2
— 73.0

—

— 30.6
— 30.4
— 22.7
— 20.6
— 33.3

— 60.2
— 30.3
— 8.0
— 30.2
— 30.5

(14)

— 73.0
(")
0s)

— 30.5
— 7.3

— 30.2
+ 32.5
— 83.3

+ 7.8
— 29.9
— 30.0
— 29.8
— 65.7

—

* Official selling rate. (i) January 1938.
(2) Official rate for commercial exchanges since 5th October 1950; premium rate for capital transactions and

tourist trade Sch. 26.00. (3) Free rate since 30th November 1949.
(4) Official rate, including premium of 250 per cent.; on 12th May 1952 the lev was put on a gold basis.
p) Mean rate between basic and free official rate.
(fl) Official free rate established on 2nd February 1948. Since 20th September 1949 it has been applicable to all

transactions. (') Export-import rate.
(s) In November 1944, 50,000,000,000 old drachmae were exchanged for each new drachma.
00 With Exchange Certificates. (") On 1st June 1951 the official rate of exchange was fixed at 15,000 drachmae

per U.S. dollar and the certificate system was abolished.
(") The forint was introduced on 1st August 1946 and was equal to 400,000 quadrillion pengö.
02) Official free rate. C13) With premium surcharge of ZI . 300 in practically all financial transfers abroad.
Ò4) One new zloty was made equal to 100 old zlotys. (15) Including the supplementary premium.
Ve) The new leu was introduced on 15th August 1947 and was equal to 20,000 old lei.
(") On 28th January 1952 the leu was put on a gold basis.
08) Basic selling rate. Spain has a multiple-exchange-rate system. At present, in addition to the basic selling rate,

there exist six other selling rates, ranging from Pts 16.425 to Pts 39.65, and seven buying rates, ranging from
Pts 21.90 to Pts 39.65 (free-market rates). 0s) Revaluation in July 1946.

t20) Official rate, excluding premium. 0") Official rate in effect since 1st March 1950.
(22) New rates since January 1952. (23) Free rate, since 1st October 1950.
(?") Buying rate on New York. (2=) Revaluation in August 1948. (26) Free-market selling rate.
(27) The military rate was first established at Yen 15 per U.S. dollar in August 1945. It was raised to Yen 50

on 12th March 1947 and to Yen 270 on 5th July 1948, at which level it remained until the present official
rate was established on 25th April 1949.
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Sterling have been obtained from the International Monetary Fund in order
to speed up payments.

Among the other Latin American countries, C o l o m b i a , P a r a g u a y and
C o s t a R i c a may be mentioned as having simplified their exchange-rate
structure. C u b a , 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 nearly 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
serious efforts are being made to get back to convertibility in the near future
(see below), it seems less necessary to discuss in detail more complicated
solutions; for the Latin American countries — 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: C a n a d a , 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
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abolition of exchange control. The Canadian Finance Minister, Mr Abbott,
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 n o t 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 U.S. $0.95 = Can. $1. 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
certain premium.

Relation between the Canadian dollar and the U.S. dollar.
Monthly averages, in Canadian dollars per 100 U.S. dollars.
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I t m a y b e s a i d t h a t C a n a d a h a s h a d t h e o d d s i n i t s f a v o u r : t h e r e w a s

a m a r k e d i m p r o v e m e n t i n i t s t e r m s o f t r a d e i n t h e a u t u m n o f 1 9 5 1 , a n d t h e

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

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

f r o m t h e U n i t e d S t a t e s — t h e n e t i n f l o w i n 1 9 5 1 b e i n g p u t a t s o m e

C a n . $ 5 6 o m i l l i o n . B u t a n o u t s t a n d i n g f a c t o r h a s b e e n t h e g e n e r a l c o n f i d e n c e

t h a t C a n a d a ' s p o l i c y h a s w o n f o r i t s e c o n o m y a n d i t s c u r r e n c y : o n t h e o n e

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

a b o u t C a n . $ 2 m i l l i a r d s i n c e t h e e n d o f 1 9 4 6 t h r o u g h t h e r e a l i s a t i o n o f

o v e r a l l s u r p l u s e s i n t h e b u d g e t s i n c e 1 9 4 7 a n d , o n t h e o t h e r h a n d , C a n a d a

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

l a t e i n 1 9 5 0 , b y a l l o w i n g t h e m a r k e t q u o t a t i o n s o f l o n g - t e r m b o n d s t o

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

d i s c o u n t f r o m 1 % p e r c e n t , t o 2 p e r c e n t . A s w a s t o b e e x p e c t e d , t h e
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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 Canada in introducing 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
r e t u r n to m o r e n o r m a l l y f u n c t i o n i n g e x c h a n g e m a r k e t s .

From this point of view, developments in the foreign exchange policy
of the U n i t e d K i n g d o m 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 years, 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 t h e r a t e s of s p o t t r a n s a c t i o n s 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.S. dollar and the Swiss franc, are
given by way of exatnple.

(ii) Full freedom of movement for t h e r a t e s of f o r w a r d t r a n s a c t i o n s .
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.S. Government securities with an original maturity of up to twenty months.
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Bank of England: Buying and sel l ing rates for the U.S. dol lar
and the Swiss franc.

Period

U.S. dollar
Limit of rates before 17th December 1951

,, „ „ after that date
Swiss franc

Limit of rates before 17th December 1951
„ „ after that date

Rates

Buying

$2.79 7/8
$2.78

Sw. fcs 12.23
Sw. fcs 12.14

Selling

$2.80 1/8
$2.82

Sw. fcs 12.26
Sw. fcs 12.35

Great Britain: Official quotations, spot and forward,
for the pound. Daily rates in dollars per £ sterling.

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

b a n k s i n t h e U . S . a n d C a n a d i a n d o l l a r a r e a s . F r o m J a n u a r y 1 9 5 2 i t w a s

e x t e n d e d t o i n c l u d e F r a n c e a n d t h e F r e n c h f r a n c a r e a , B e l g i u m a n d t h e

B e l g i a n f r a n c a r e a a n d S w i t z e r l a n d , b u t i t r e m a i n e d o n a b i l a t e r a l b a s i s , i . e .

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

a n d t h e o t h e r c o u n t r y c o n c e r n e d .

W i t h i n t h e p e r m i t -

t e d l i m i t s o f t h e s p r e a d

f o r s p o t r a t e s , c u r r e n t

q u o t a t i o n s a r e o n c e m o r e

p r o v i d i n g a u s e f u l i n d i -

c a t i o n o f t h e t r e n d o f

t h e m a r k e t , w h i l e t h e

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

o f f o r w a r d r a t e s m a y

a c t u a l l y h a v e a n i n f l u e n c e

o n i m p o r t s a n d e x p o r t s

a n d g i v e r i s e t o c o u n t e r -

b a l a n c i n g c r e d i t t r a n s -

a c t i o n s .

£ sterling 3 months

Decemberl95l Januaryi952Febrijary1952 Marcb1952 April Î952 May 1952

2.84

2.83

2.82

2.81

2.80

2.79

2.78

2.77

2.76

2.75

A t first t h e p o u n d s h o w e d s i g n s o f w e a k n e s s a n d t h e s p o t r a t e s o o n

r e a c h e d t h e l o w e r o f f i c i a l s u p p o r t p o i n t ( £ 1 = U . S . $ 2 . 7 8 ) ; b u t a f t e r b u d g e t

d a y ( n t h M a r c h 1 9 5 2 ) t h e r e w a s a d i s t i n c t i m p r o v e m e n t , t o w e l l a b o v e p a r ,

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

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

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

a q u e s t i o n o f e x p o r t s t o t h e U n i t e d S t a t e s ) , t h e s h o r t e n i n g o f t h e t e r m f o r

a c c e p t a n c e s a n d t h e i n c r e a s e i n i n t e r e s t r a t e s o n t h e L o n d o n m a r k e t , h a v e u n -

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

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

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

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

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

t o i m p r o v e w a s n o t j u s t a f t e r t h e a n n o u n c e m e n t o f t h e i m p o r t c u t s b u t a f t e r
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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
i % P e r cent. — in the discount rate.

The substantial losses of gold and dollars in the autumn of 1951 arid
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 quotations in New York.
Weekly averages in U.S. dollars per £ sterling.
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N o t e : Quotations for transferable-account sterling represent the average of some eighteen different rates (one
for each transferable account in existence), while those for "security ster l ing" have represented one single rate
since the autumn of 1950. "Security sterl ing" or, as it is also called, "switch ster l ing" derives from transactions
between non-residents of the sterling area in respect of sterling assets which were blocked upon the intro-
duction of wartime exchange control and which have not yet been released. Between 1948 and the autumn
of 1950, only a limited freedom to "sw i t ch " from one kind of blocked assets to 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.

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

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

" t r a n s f e r a b l e - a c c o u n t " s t e r l i n g r a t e — w h i c h m e a n s t h a t t h e p o i n t w h e r e t h e

u s e o f s u c h s t e r l i n g b e c o m e s u n p r o f i t a b l e w i l l s o o n b e r e a c h e d . B y M a y 1 9 5 2

t h e r a t e f o r " s e c u r i t y s t e r l i n g " h a d r i s e n t o $ 2 . 4 7 , i . e . t h i s i s t h e a m o u n t

w h i c h o n e A m e r i c a n r e s i d e n t h a s t o p a y a n o t h e r f o r o n e p o u n d ' s w o r t h o f

a s s e t s b l o c k e d i n t h e s t e r l i n g a r e a .

T h e f o l l o w i n g t a b l e s h o w s t h e a l t e r a t i o n s i n t h e f r e e - m a r k e t q u o t a t i o n s

f o r v a r i o u s c u r r e n c i e s ( a n d , i n p a r t i c u l a r , q u o t a t i o n s o f b a n k - n o t e s ) i n

N e w Y o r k b e t w e e n e a r l y 1 9 5 1 a n d A p r i l 1 9 5 2 .

T h e s a m e g e n e r a l t e n d e n c i e s a s i n N e w Y o r k a r e s h o w n b y t h e f r e e -

m a r k e t q u o t a t i o n s o f b a n k - n o t e s i n S w i t z e r l a n d .



— 139 —

Free f o r e i g n exchange ra tes in New York.

Countries
Official rate

Free-market quotations (notes)

End of
January 1951

End of
April 1952

foreign-currency units per U.S. dollar

Percentage
change

Argentina

Austria

Belgium

Denmark

Finland

France

Germany (western): Notes

"Blocked m a r k s " . . . .

Greece

Israel

Italy

Japan
Netherlands
Norway
Spain
Sweden
Turkey

United Kingdom: Notes
Transferable-account sterling
Security sterling

Yugoslavia

5 .00-7 .50*

21.36

5 0

6.91

230

3 5 0

4.20

15,000
0.3571-1.00»

623
360

3.80
7.14

11.22-21.90*
5.17
2.80
0.3571

300

16.85
32.25
52
9.86

525
391

5.70
9.60

18,450
1.18

770
400

4.20
9.94

52
6.48
4.00
0.400
0.379
0.489

330

25

30

54.45

7.81

380

410

4.63

12.80

17,800

2.44

660

425

4.16

8.10

49.50

5.74

4.15

0.393

0.394

0.411

610

— 33

+ 8

— 5

+ 26

+ 38

+ 23

— 25

+ 4

— 52

+ 17

— 6

+ 1

+ 23

+ 5

+ 13

— 4

+ 2

— 4

+ 19

— 46

Multlple-exchange-rate system; the rates given here are 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.*

Swedish. Kr (-15,21

Norwegian Kr. <-i9,oi

Austrian Sch, (-22,51
DMark 1-22,6»

1 9 5 0 1 9 5 1 1 9 5 2

h Weekly averages.
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A f t e r t h e first g l o o m y m o n t h s o f . 1 9 5 1 h a d p a s s e d a n d w h e n t h e r a p i d

rise i n p r i c e s a p p e a r e d t o h a v e b e e n c u r b e d i n t h e U n i t e d S t a t e s a n d e l s e -

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

p a r i t y . B u t t h e d i f f i cu l t i e s w h i c h w e r e b e i n g e x p e r i e n c e d b y t h e B r i t i s h a n d

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

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

fall s t a g e d a r e c o v e r y i n t h e a u t u m n o f 1 9 5 1 , d u e m o r e e s p e c i a l l y t o t h e

i n c r e a s e d e a r n i n g s o f t h e c o u n t r y ' s m e r c a n t i l e m a r i n e — q u o t a t i o n s s a g g e d ,

o n t h e w h o l e , u n t i l t h e s p r i n g o f 1 9 5 2 , w h e n , i n t h e U n i t e d K i n g d o m , t h e

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

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

l o o k a n d w e r e t h e s t a r t i n g - p o i n t o f a v e r y r e m a r k a b l e i m p r o v e m e n t . I n M a y

1 9 5 2 t h e q u o t a t i o n s w e r e m o s t l y w i t h i n 10 p e r c e n t , o f p a r , a n d e v e n w h e r e

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

s t i l l a w e l l - d e f i n e d u p w a r d m o v e m e n t .

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

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

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

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

t h e c o n c l u d i n g s t a t e m e n t i s s u e d o n 2 1 s t J a n u a r y 1 9 5 2 b y t h e C o n f e r e n c e o f

C o m m o n w e a l t h F i n a n c e M i n i s t e r s :

" W e a g r e e t h a t . . . r e c o v e r y w i l l n o t b e c o m p l e t e u n t i l t h e
c o n d i t i o n s h a v e b e e n c r e a t e d i n w h i c h s t e r l i n g c a n b e c o m e a n d r e m a i n
c o n v e r t i b l e . A c c o r d i n g l y , i t i s o u r d e f i n i t e o b j e c t i v e t o m a k e s t e r l i n g
c o n v e r t i b l e a n d t o k e e p i t s o . "

F o r s o m e y e a r s a f t e r t h e l a s t w a r , m a n y p e o p l e s e e m e d t o h o l d t h e

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

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

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

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

i n t r o d u c e d d u r i n g t h e w a r . T h e r e c u r r e n c e o f f o r e i g n e x c h a n g e c r i s e s ( i n

1 9 4 7 , 1 9 4 9 a n d 1 9 5 1 —' e v e r y o t h e r y e a r ) h a s , h o w e v e r , s h o w n t h a t t h i s

f o r m o f " p r o t e c t i o n " is n o t g o o d e n o u g h . M o r e o v e r , t h e t e n d e n c y o f p r i c e s

t o r i s e b e h i n d t h e f e n c e s o f e x c h a n g e a n d t r a d e r e s t r i c t i o n s — c r e a t i n g a

" h i g h - c o s t a r e a " — a n d t h e o b s t a c l e s t h o s e r e s t r i c t i o n s p l a c e i n t h e w a y

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

s y s t e m c a n n o t b e e x p e c t e d t o w o r k e f f ec t ive ly , h a v e b r o u g h t h o m e t o p e o p l e

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

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

off icial a n d o t h e r r a t e s i n f r ee , g r e y o r b l a c k m a r k e t s ( m o r e o r l e s s

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

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

a n d al l t h e o t h e r j u n g l e g r o w t h s t o b e f o u n d i n h i g h l y " r e g u l a t e d " s y s t e m s ,

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

a l so s u b v e r s i v e f r o m a m o r a l p o i n t o f v i e w . P e o p l e a r e t i r e d o f a l l t h e s e



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
U.K. Control between different categories of sterling accounts. All other transfers require separate approval.

AMERICAN ACCOUNT COUNTRIES

Inter-
transfers
permitted.

Bolivia
Colombia
Costa Rica
Cuba
Dominican

Republic
Ecuador
Guatemala
Haiti
Honduras,

Republic
Mexico
Nicaragua
Panama

of

Philippine Islands
El Salvador
U.S.A. and its

Dependencies
Venezuela
Former Japanese

Pacific Islands
under U.S.
Trusteeship

Former Japanese
Islands under
U.S. Military
Administration

C A N A D A

V V

T R A N S F E R A B L E A C C O U N T C O U N T R I E S

Inter-
transfers
permitted,
provided
payment is
made from
an account
designated
as a
"Transferable
Account".

Anglo-Egyptian
Sudan

'Austria
Chile
Czechoslovakia

•Denmark
(including Faroe
Islands and
Greenland)

Egypt
Ethiopia
Finland

* German y —
Western Zones

•Greece
•Italian

Monetary Area
•Netherlands

Monetary Area
*Norway

Poland
Spanish

Monetary Area
•Sweden
Thailand
U.S.S.R.

U N C L A S S I F I E D C O U N T R I E S

i. e. all countries not listed elsewhere, including

Inter-transfers Afghanistan, Albania, Andorra. Eritrea,
permitted. T -il • u 1 o J- A L- \/

Liberia, Nepal, Saudi Arabia, Yemen

• S C H E D U L E D T E R R I T O R I E S ("Sterling Area")

Broadly speaking,
inter-transfers are
freely permitted;
but some
limitations are
imposed by local
controls.

British Commonwealth except Canada "Iceland
Irish Republic Iraq
British Trust Territories Jordan
British Protectorates and Protected States Libya
Burma

' B I L A T E R A L " C O U N T R I E S

Inter-transfers
noi

permitted unless
specifically '
authorised by
U.K. Control.

Argen t ina
•Belgian Mone t a ry Area

Brazil
Bulgaria
China (incl. Manchur i a )
Formosa

• F r e n c h F r a n c Area
French Somali Coast
G e r m a n y — E a s t e r n Zone

H u n g a r y
Iran
Israel
Japan
Lebanon
Paraguay
Peru

•Por tuguese Mone t a ry Area

R o u m a n i a
*Switzerland

and Liechtens te in
Syria
T a n g i e r

T u r k e y
U r u g u a y
Vat ican C i ty
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 Terri tories.
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c o m p l i c a t i o n s , w h o s e i n s i d i o u s d a n g e r s t h e y h a v e c o m e t o r e a l i s e — a n d a

r e a c t i o n a g a i n s t a l l t h e s e p r a c t i c e s ( o r r a t h e r m a l p r a c t i c e s ) i s r e a l l y a t t h e

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

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

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

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

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

g e n e r a l c o n v e r t i b i l i t y .

T h e d i a g r a m o n p a g e 1 4 1 s h o w s t h e d i f f e r e n t c a t e g o r i e s o f s t e r l i n g

a c c o u n t s a t t h e e n d o f A p r i l 1 9 5 2 .

C a n a d a i s n o l o n g e r i n t h e g r o u p o f " B i l a t e r a l C o u n t r i e s " b u t i s n o w i n

a c l a s s b y i t s e l f , w i t h f u l l a u t o m a t i c i n t e r - t r a n s f e r a b i l i t y w i t h " A m e r i c a n

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

S c h e d u l e d T e r r i t o r i e s ( i . e . s t e r l i n g - a r e a c o u n t r i e s ) b u t n o t v i c e v e r s a . W e s t e r n

G e r m a n y , w h i c h h a s a l s o l e f t t h e b i l a t e r a l g r o u p , h a s j o i n e d t h e " T r a n s f e r -

a b l e A c c o u n t " g r o u p , b e i n g t h e e i g h t h E . P . U . c o u n t r y t o d o s o . L i b y a

b e c a m e a m e m b e r o f t h e s t e r l i n g a r e a a s f r o m 3 r d J a n u a r y 1 9 5 2 , a f t e r t h e

p r o c l a m a t i o n o f t h e c o u n t r y ' s i n d e p e n d e n c e a n d t h e c r e a t i o n o f t h e L i b y a n

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

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

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

" T r a n s f e r a b l e A c c o u n t C o u n t r i e s " t o t h e g r o u p o f " B i l a t e r a l C o u n t r i e s " .

T h e o p e r a t i o n s a n d d i f f i c u l t i e s o f t h e E u r o p e a n P a y m e n t s U n i o n

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

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

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

( C h a p t e r I X ) . T h e r e c a n b e n o d o u b t t h a t t h e U n i o n h a s b e e n c o n d u c i v e t o

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

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

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

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

b a l a n c e a n d , i n d o i n g s o , t o g e t r i d o f d i s e q u i l i b r i a v i s - à - v i s o t h e r c o u n t r i e s .

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

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

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

I t i s o f s o m e i m p o r t a n c e f r o m a n e x c h a n g e p o i n t o f v i e w t h a t t h e

o p e r a t i o n o f t h e E . P . U . m a d e i t n e c e s s a r y f o r t h e B e l g i a n - S w i s s A g r e e m e n t
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f r e e d o m o f c o m m e r c i a l a n d financial t r a n s f e r s , t o b e r e p l a c e d b y a n e w

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

t o c o n t r o l . B e l g i u m a n d S w i t z e r l a n d h a v e a l s o f o u n d i t n e c e s s a r y t o t a k e

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

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

s t r o n g a c r e d i t o r p o s i t i o n f r o m d e v e l o p i n g i n r e l a t i o n t o t h e E . P . U . W h i l e
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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 goal is thus the re-establishment of convertibility; but which is the
way to that goal?

Canada's action in introducing a free rate — soon recognised as having
been a striking success — naturally raised the question whether this example
should not be followed by other countries. A f ree r a t e h a s c e r t a i n
o b v i o u s a d v a n t a g e s :

(i) 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.

(ii) 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 recovery. 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.

(iii) 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 in 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 30 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 — some-
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
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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
1945), 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 (i.e. beyond the gold points or other not very much wider limits),
there has immediately been a d e m a n d for a r e t u r n to " s t a b l e e x c h a n g e
r a t e s " . 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 1931;
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 variations 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 restrict 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 al l transactions
on them can take place at a single rate (so that all the other odd rates
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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 w h e t h e r t h e p r e s e n t r a t e s t r u c t u r e is
s u c h as to offer a s u i t a b l e b a s i s for a r e t u r n t o c o n v e r t i b i l i t y .

According to t h e p u r c h a s i n g - p o w e r - p a r i t y t h e o r y , 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.
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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 their 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 pr ices are ar t i f ic ia l ly 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 a
fair amount of progress has undoubtedly been made in recent years,
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 diff icul t ies hamper -
ing i n t e rna t i ona l movemen t s 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 p resen t
inadequacy of the i n t e r n a t i o n a l c red i t sys tem, 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 abroad). 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.

(iv) Finally, a grave danger arising from excessive liquidity is that it tends to
facilitate a f l ight of cap i ta l 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 one 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 a n d stable exchange markets. While it would be
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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 liabilities 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 it 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 six 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, Belgium, Finland, the Netherlands, western Germany
and the United States, i.e. in countries which have already seen an improve-
ment in their own positions (see, again, Chapter VII).

Much will no doubt depend on the course which trade takes during
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 to1

increased imports 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 restoration of free and effective exchange
markets.

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 r e l a t i o n s w i t h t h e d o l l a r a rea . 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 most European countries
this tariff has made it very difficult to earn dollars in d i r e c t trade with the
United States; in the past — especially when there was no Marshall or other,
aid — they had been forced to rely largely on i n d i r e c t 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). F o r i n d i r e c t t r a d e of t h i s k i n d to
r u n s m o o t h l y , h o w e v e r , s e v e r a l c o n d i t i o n s m u s t be fu l f i l l ed .

(i) Eu ropean count r ies mus t p roduce at suff icient ly low pr ices and
in suff icient quan t i t i e s to be able to export the articles which the
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raw-material-producing areas demand. Now that European countries have gone
a good way towards restoring balance in their internal economies) they are in
a 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 increasingly felt.

(ii) T h e overseas p r o d u c i n g areas , for their part, m u s t be able to supp ly
sufficient quan t i t i e s of t he i r i nd igenous raw mate r i a l s — 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.

(iii) In the third place, it is necessary that the r a w - m a t e r i a l - p r o d u c i n g areas
should use the i r c u r r e n t dol lar ea rn ings to cover their current deficits
with European countries. One of the difficulties arising 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 true that
during the war and the 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 Europe, 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 countries to hold l a r g e r m o n e t a r y r e s e r v e s
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 years 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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Countries Currency
Grammes

of
fine gold

1 U.S.
dollar

1 pound
sterling

equals

Remarks

Europe

Albania
Austria
Belgium
Bulgaria

Czechoslovakia . .
Denmark
Finland
France
Germany (western)
Greece

Hungary

Iceland
Ireland
Italy
Luxemburg . . . .
Netherlands . . .
Norway
Poland
Portugal
Roumania
Spain .

Sweden
Switzerland . . . .
Turkey
United Kingdom .
Yugoslavia . . . .
U.S.S.R

North America

Canada
Mexico . . . . . .
United States. . .

Central America

Costa Rica . . . . . .
Cuba
Dominican Republic
El Salvador
Guatemala . . , . .
Haiti

Lek
Sch.
Franc
Lev

Koruna
Krone
Markka
Franc
D.Mark
Drachma

Forint

Krona
Pound
Lira
Frano
Guilder
Krone
Zloty
Escudo
Leu
Peseta

Krona
Franc
Lira
Pound
Dinar
Rouble

Dollar
Peso
Dollar

Colon
Peso
Peso
Colon
Quetzal
Sourde

.0177734

.0177734

.128660

.00386379

.0757002

.0545676

2.48828

.0177734

.233861

.124414

.222168

.079346

.171783

.203226

.317382

2.48828

.00296224

.222168

.102737

.888671

.158267

.888671

.888671

.355468

.888671

50,-

21.36 (2)

50.-

287.36

50.-

6.90714P)

230-

350.-

4.20P)

15,000 (2)

11.7393

16.2857P)

.357143

624.88 (2)

50.-

3.80 (2)

7.14286(2)

4.-

28.75 (2)
11.20

11.22

5.17321

4.37282O

2.80O

.357143(2)

300.-

4.-

P)
8.65
1.-

5.615

1.-

1.-

2.50

1.-

5.-

140.-

59.81

140.-

805.-

140.-

19.35

643.-

980.-

11.76

42,000

32.87

45.60

1.-

1,749.66

140.-

10.64

20.-

11.20

80.5

31.355

31.416

14.485

12.2439

7.84

1.-

840.-

11.20

24.22
2.80

15,722
2.80
2.80
7.-
2.80

14.-

Rates fixed on 11th July 1947.
Rates fixed on 5th October 1950.
IMF parity since 21st Sept. 1949.
Official middle rates, including a
premium of 250 per cent.
IMF parity since 18th Dec. 1946.
IMF parity since 18th Sept. 1949.
IMF parity since 28th June 1951.
No IMF parity f ixed.
Rates since 19th September 1949.
Official middle rates since29th Sept.
1949.
Official middle rates since 1st Aug .
1946.
IMF parity since 20th March 1950.
Rate fixed on 18th Sept. 1949.
No IMF parity fixed.
IMF parity since 23rd Sept. 1949.
IMF parity since 20th Sept. 1949.
IMF parity since 18th Sept. 1949.
Rates fixed on 28th Oct. 1950.
Rates fixed on 21st Sept. 1949.
Rates fixed on 28th January 1952.
Official basic selling rates since
3rd Apr i l 1940.
IMF parity since 5th November 1951.
Official parities.
IMF parity since 19th June 1947.
IMF parity since 18th Sept. 1949.
IMF parity since 1st January 19S2.
Rates fixed on 1st March 1950.

No par value since 30th Sept. 1950.
IMF parity since 17th June, 1949.
IMF parity since 18th Dec. 1946.

IMF parity since 18th Dec. 1946.
IMF parity since 18th Dec. 1946.
IMF parity since 23rd Apr . 1948.
IMF parity since 18th Dec. 1946.
IMF parity since 18th Dec. 1946.
Rate fixed on 2nd May 1919.

C) The International Monetary Fund gives only parities In grammes of fine gold and In U.S. dollars. — The
rates In £ sterling were generally calculated via the official parity of $2.80 for £ 1 .

(2) Rate used in EPU operations. For countries which have an IMF parity the rates used in EPU operations
conform with that parity.

(3) Market rates at the end of March 1952 were U.S.$1 = Can.$0.9067 and £1 = Çan.$2.7Ç.



— 152 —

Official currency values — End of March 1952 (continued).

Countries Currency
Grammes

of
fine gold

1 U.S.
dollar

1 pound
sterling

equals

Remarks

Central America (continued)

Honduras.
Nicaragua
Panama .

South America

Argentina .

Bolivia . .
Brazil . . .
Chile . . .
Colombia .
Ecuador. .
Paraguay .
Peru . . .
Uruguay .

Venezuela.

Africa

Belgian Congo
Egypt
Ethiopia . . .
Liberia . . . .

Union of South Africa

Asia

Burma
Ceylon
India 0)
Indonesia
Iran
Iraq
Japan . . '
Korea
Lebanon
Pakistan
Philippine Republic
Syria
Thailand

Australasia

Austral ia . .
New Zealand

Lempira
Córdoba
Balboa

Boliviano
Cruzeiro
Peso
Peso
Sucre
Guarani
Sol

Peso

Bolivar

Franc
Pound
Dollar
Dollar

Pound

Rupee

Ruplah
Rial
Dinar
Yen
Won
Pound
Rupee
Peso
Pound
Baht

Pound
Pound

.444335

.177734

.888671

.0148112

.0480363

.0286668

.455733

.0592447

.148112

.265275

.0177734
2.55187

.357690

.888671

2.48828

.186621

.186621

.0275557
2.48828

2.-
5.-
1.-

5.-7.50

6 0 . -
18.50
31.-

1.94998
15.-
6.-

1.519-1.90

3.35

50.-
.348242

2.48447
1.-

.357143

4.7619

4.7619

4.7619

11.40

32.25

.357143

360

5.60
14.-
2.80

14.- 21.-

168.-
51.80
86.80

5.459944
42.-

16.80

4.25-5.32

9.38

140.-
.975078

6.956516
2.80

1.-

13/,
13%
131/3

31.72
90.30

1 . -

1,008

IMF parity since 18th Dec. 1946.
IMF parity since 18th Dec. 1946.
IMF parity since 18th Dec. 1946.

export/imp«
vugust 1950.

or i rates sinceBasic
29th August
IMF parity since 24th Apri l 1950.
IMF parity since 14th July 1948.
IMF parity since 18th Dec. 1946.
IMF parity since 17th Dec. 1948.
IMF parity since 2nd Dec. 1950.
IMF parity since 3rd March 1951.
No par value since 12th Nov. 1949.
Official basic buying and selling
rates since 6th October 1949.
IMF parity since 18th Apri l 1947.

IMF parity since 22nd Sept. 1949.
IMF parity since 19th Sept. 1949.
IMF parity since 18th Dec. 1946.
Parity with the U.S. dollar since
1st January 1944.
IMF parity since 18th Sept. 1949.

Official rates since 19th Sept. 1949
IMF parity since 16th January 1952
IMF parity since 18th Sept. 1949
Official rates since 4th Feb. 1952
IMF parity since 18th Dec. 1946.
IMF parity since 20th Sept. 1949.
Rate fixed on 25th Apri l 1949.

•. The official rate of Won 2500 = 1 U.S.$ was established on 1st Nov. 1950.O
; .405512 2.19148 6.136144

.268601 3.30852 9.263856
.444335 2 . - 5.60
.405512 2.19148 6.136144
.0710937 12.50 35 . -

1.99062
2.48828

.446429

.357143
1.25
1 . -

IMF parity since 29th July 1947.
IMF parity since 19th March 1951
IMF parity since 18th Dec. 1946.
IMF parity since 29th July 1947.
Official rate since 27th Sept. 1949

IMF parity since 18th Sept. 1949.
Official parity since 18th Sept. 1949,

(1) Includes French and Portuguese possessions in India.
(2) Since 1st Apri l 1951 the counterpart rate has been Won 6000 = »1.
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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 United 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 U n i t e d S t a t e s . 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 left these
reserves during the first half of the year ($948 million), the net increase in
1951 was limited to $53 million. For the U n i t e d K i n g d o m , 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 year as a whole, there was a net
decline of $700 million in the country's gold holdings. F r a n c e 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 other countries:
and, indeed, one of the distinctive features of 1951 has been the large number
of countries that have been gainers of gold, though the amounts involved
have mostly been moderate, only one country — Canada — having increased
its gold stock by more than $100 million.

Outside 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. S. S.R. ($844 million), though slightly less than in 1950, was
larger than in any other year since 1943. The difference of $714 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
absorbed by hoarders and one-third by industry.

By the end of 1951, however, there were signs that private hoarding
was once more on the wane, and these became still clearer in the early
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months of 1952. F r e e - m a r k e t go ld p r i c e s 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 decline in the free-market gold prices is 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.

G o l d p r o d u c t i o n in 1951 .

The world output of gold in 1951 (excluding the output of the
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 $35 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

Union of South Africa. .

United States«

British West Africa . . .

Colombia
Philippines . . . . . . .

Belgian Congo
Nicaragua (3)

Chile . . .
Brazil .

Total .
Other production (4) . . .

Estimated
world production C) . .

Value of estimated
world production . . .

1929 1940 1947 1948 1949 1950 1951

Weight, In thousands of fine ounces

10,412
1,928
2,208

426
208
562
137

(2)
652
173

12
364
335
26

107
121
120

17,791
709

18,500

14,038
5,333
5,920
1,644

939
833
632

(*)
883
559
163
289
864
343
150
281
186

33,057
3,943

37,000

11,198
3,035
2,321

938
563
523
383

64
465
301
213
172
69

169
136
116
112

20,828
1,272

22,100

11,575
3,542
2,099

886
675
514
335
209
368
300
223
185
98

164
130
111
94

21,508
1,292

22,800

11,708
4,124
1,996

889
677
528
359
288
406
334
216
162
128
179
119
114
85

22,312
1,488

23,800

11,659
4,441
2,375

861
689
511
379
334
408
339
225
188
147
186
132
125
76

23,075
1,425

24,500

11,505
4,364
1,995

883
699
487
431
394
388
362
252
218
189
174
139
130
80

22,690
1,410

24,100

Value, in millions of U.S. dollars(5)

648 1,295 774 798 833 858 844

(1) Including Philippines production received by the United States in 1929 and 1940.
(5) Included in U.S. production. (3) Gold exports, representing about 90 per cent, of gold production.
(") Revised estimates including other countries but not the U.S.S.R.
(5) Revised estimates for total production outside the U.S.S.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.

S o u t h A f r i c a n 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(1): Operating statistics.

Year

1929
1930
1938
1940
1945
1950
1951

Yield per ton milled

in dwt(2)

6.489
6.515
4.349
4.196
3.997
3.759
3.759

in value

27s. 9d.
27s. 1Od.
31s. Id.
35s. 5d.
34s. 7d.
46 s. 11 d.
46s. 11 d.

Working
costs

Working
profits

per ton milled

19s. 7d.
19s. 5d.
19s. 3d.
20s. 8d.
23s. 9d.
29s. 7d.
31s. 9d.

8s. 2d.
8s. 5d.

11s. lOd.
14s. 9d.
10s. 10d.
17s. 4d.
15s. 2d.

Ore milled

in
thousands

of tons

30,503
31,120
53,834
64,515
58,898
59,515
58,505

Total
working
profits (3)

Taxes Dividends

in thousands of SA £

12,478
13,051
31,896
47,525
31,906
51,534
44,323

3,246
3,349

13,658
24,026
16,527
22,500
24,230

8,085
8,255

17,207
20,359
12,505
24,700
22,788

0) Includes extensions from 1938. (2) One dwt (= pennyweight) is equal to 1.555 grammes and one-twentieth
of an ounce. At $35 per ounce one dwt of gold is worth $1.75.

(3) Excluding revenue received from the sale of gold at premium prices, amounting to SA£1,105,649 in 1949,
SA£2,123,547 in 1950 and SA£6,693,001 in 1951.

(4) From 1940 these are net dividends, i.e. they do not include payments made to associated companies in the
industry.

A f t e r t h e 1 9 4 9 d e v a l u a t i o n s , t h e g o l d p r o d u c e r s t o o k a d v a n t a g e o f t h e

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

e x t e n d t h e l i f e o f t h e m i n e s . T h i s w a s a l s o t h e p o l i c y i n 1 9 5 1 , t h e a v e r a g e

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

p r e v i o u s y e a r .

T h e r i s e i n w o r k i n g c o s t s h a s , h o w e v e r , c o n t i n u e d t o a b s o r b a n i n c r e a -

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

3 3 s . 3 d . p e r t o n m i l l e d , w o r k i n g c o s t s i n D e c e m b e r 1 9 5 1 h a d r i s e n b y 2 5 p e r

c e n t , s i n c e S e p t e m b e r 1 9 4 9 , a s a g a i n s t a c o r r e s p o n d i n g r i s e o f 4 4 p e r c e n t ,
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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 t h e o p e n i n g of n e w m i n e s . The goldfields now being developed in
the Orange Free State are the most important to come into production 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 5th 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 estimated to cost between
SA £7 and 8 million, so that, for the twenty-five mines now developing or
definitely planned, at least SA£2O.o million would be required. It would seem
that about two-thirds of this amount had been raised by the end of 1951 —
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 JSAÉ72 million in 1951, of which perhaps one-quarter has
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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 new activity, namely the extraction of
u r a n i u m 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 C a n a d a , 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 1% per cent, from 1950
to 1951. In addition to the rising prices paid for ferrous and non-ferrous
mëtals after the outbreak of the Korean conflict, there were three main
influences at work in Canada.

(i) Payment of the differential subs idy granted to gold producers by the Federal
Government under the Emergency Gold Mining Act of 1948 was continued
during 1951 and the period of application has now been extended until the
end of 1953. The subsidies paid in 1951 totalled Can.$n.5 million, which
works out at an average of Can.$2.60 per ounce of total production. As in
earlier years, they no doubt helped to sustain the rate of the country's gold
output.

C a n a d a :
E s t i m a t e s o f g o v e r n m e n t s u b s i d i e s p a i d t o g o l d p r o d u c e r s .

Year

1943
1949
1950
1951

Gold production Total subsidies

inthousandsoffineouncesl in millions of Can.$

3,542
4,124
4,441
4,364

10.5
12.6
7.2

11.5

Average subsidy
per fine ounce produced

in Can.$

2.97
3.04
1.62
2.60

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

S e p t e m b e r 1 9 5 1 .

S i n c e O c t o b e r 1 9 5 1 C a n a d i a n p r o d u c e r s h a v e b e e n a l l o w e d t o s e l l t h e i r g o l d

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

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

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

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

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

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

o f a i d a c t u a l l y g r a n t e d h a v i n g b e e n a s h i g h a s C a n . S n p e r fine o u n c e i n 1 9 5 1 .

( i i i ) T h e a p p r e c i a t i o n o f t h e C a n a d i a n d o l l a r l a t e i n 1 9 5 1 a n d e a r l y i n

1 9 5 2 h a s r e d u c e d t h e l o c a l - c u r r e n c y p r i c e p a i d t o C a n a d i a n p r o d u c e r s , s i n c e

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

b a s e d o n t h e o f f i c i a l U . S . p r i c e c o n v e r t e d a t t h e p r e v a i l i n g r a t e o f e x c h a n g e .

I n M a r c h 1 9 5 2 , f o r t h e first t i m e i n f o u r t e e n y e a r s , t h e o f f i c i a l C a n a d i a n

g o l d p r i c e f e l l b e l o w C a n . $ 3 5 p e r fine o u n c e .
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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 U n i t e d S t a t e s , 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 7 per cent, higher in 1951 than in 1950;
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 U.S. 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 will

World Gold Production, in millions of fine ounces.*

30-

2 0 -

10 —

-30

- 2 0

- 1 0

m 1-82. 1929 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 1951

* Estimates of production outs ide the U.S.S.R., at a rate of $35 per fine ounce.
No te : 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 it had been in 1913. The devaluation of
sterling and a number of other currencies in 1931, and also the devaluation of the U.S. dollar In 1933-34, gave
a new fillip to gold output, which reached its highest figure in 1940 — to decline again during the second
world war.
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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 commodity
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).

P r e m i u m go ld m a r k e t s a n d h o a r d i n g .

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 attempts to split
up the disappeared gold into the amounts used for industrial purposes and
the amounts stowed away in private hoards.

Items

Gold production
(U.S.S.R. excluded)

Increase in official
gold reserves ('). .

Disappeared gold (2)
Industrial uses . . .
Private hoarding . .

Estimates oi

1946

763

350

413
280
133

1947

774

430

344
120
224

1948

798

380

418
170
243

"disappeared

1949 1950 1951

in millions of U.S

833

480

353
200
153

858

410

448
210
238

844

130

714
220
494

gold".

Total
1946-
1951

19

1st
half

. dollars

4,870

2,180

2,690
1,200
1,490

428

320

108
100

8

50

2nd
half

430

90

340
110
230

18

1st
half

51

2nd
half

420

110

310
110
200

424

20

404
110
294

(') Estimates published in the Federal Reserve Bulletin for May 1952, which include estimates of unreported
official holdings.

O Gold absorbed by industrial, artistic and professional uses, and by private hoards.

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

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

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

b e r e c a l l e d t h a t t h e G o l d D e l e g a t i o n o f t h e L e a g u e o f N a t i o n s , b a s i n g i t s c a l c u l a -

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

g o l d i n t h e y e a r s 1 9 2 5 t o 1 9 2 9 a t a f i g u r e w h i c h , a t t h e r a t e o f $ 3 5 p e r fine

o u n c e , w o r k s o u t a t $ 1 7 0 m i l l i o n p e r y e a r . T h e U . S . M i n t c a l c u l a t e d a n a v e r a g e

o f $ 2 4 0 m i l l i o n p e r y e a r f o r t h e p e r i o d 1 9 2 2 t o 1 9 2 8 ( a l s o a t $ 3 5 p e r fine o u n c e ) ,

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

n e w g o l d b u t a l s o s c r a p a n d c o i n u s e d i n t h e a r t s — w h i c h t h e G o l d D e l e g a t i o n

e x c l u d e d f r o m i t s e s t i m a t e .

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

l o w t h r o u g h o u t t h e t h i r t i e s , a v e r a g i n g l e s s t h a n $ 7 0 m i l l i o n p e r y e a r f r o m 1 9 3 2 t o

1 9 3 8 , a c c o r d i n g t o t h e U . S . M i n t . E v i d e n t l y t h e d e m a n d i s v e r y e l a s t i c b o t h i n

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

p r i c e o f g o l d .
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It appears reasonable to assume that in the years since the second world
war industrial consumption of gold has gone beyond the level of the 1920s. 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, industrial 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 low 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 $220 million.

" D i s a p p e a r e d g o l d " i n t h e U n i t e d S t a t e s .

Items

Net go ld supply in the
Uni ted S ta tes :
Domestic production .
Net imports

Total . . .

Monetary uses :
Increase in U.S. official

gold stock
Increase in earmarked

gold held in U.S.A.

Total . . .

"Disappeared gold"C)
in the U.S.A

1945

32.0
— 106.3

— 74.3

— 547.8

356.7

— 191.1

116.8

1946

51.2
311.5

362.7

623.1

- 465.4

157.7

205.0

1947 1948

in millions of U.S.

75.8
1,866.3

1,942.1

2.162.K2)

— 210.0

1,952.1

— 10.0

70.9
1,680.4

1,751.3

1,530.4

159.2

1,689.6

61.7

1949

dollars

67.3
686.5

753.8

164.6

495.7

660.3

93.5

1950

80.1
- 371.3

— 291.2

—1,743.3

1,352.4

- 390.9

99.7

1951

69.9
— 549.0

- 479.1

52.7

— 617.6

- 564.9

85.8

(') Gold absorbed by industrial, artistic and professional uses (hoarding and smuggling being on a very small
scale in the United States).

(2) After payment of $687.5 million representing the U.S. subscription in gold to the International Monetary Fund.
N o t e : The sharp fluctuations in industrial gold consumption during the first post-war years as indicated by
the table can be explained by (a) industrial restocking in 1945 and 1946, (b) initial uncertainties about the post-
war pattern of gold prices and exchange rates, and (c) the stiffening of the U.S. gold regulations in 1947,
limiting the size of gold inventories which industrial users were permitted to hold.

I t m a y b e s e e n f r o m t h e t a b l e t h a t f o r t h e w h o l e o f t h e p e r i o d 1 9 4 6 - 5 1

t h e a m o u n t o f g o l d w h i c h d i s a p p e a r e d ( $ 2 , 6 9 0 m i l l i o n ) w a s l a r g e r t h a n t h e

a m o u n t w h i c h w e n t t o i n c r e a s e o f f i c i a l r e s e r v e s ( $ 2 , 1 8 0 m i l l i o n ) . T h e r e w e r e

o n l y t w o y e a r s — 1 9 4 7 a n d 1 9 4 9 •—• d u r i n g w h i c h t h e m o n e t a r y r e s e r v e s

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

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

w a s t h e first h a l f o f 1 9 5 0 ( i . e . t h e s i x m o n t h s b e f o r e t h e o u t b r e a k o f t h e

c o n f l i c t i n K o r e a ) , w h e n o f f i c i a l r e s e r v e s a b s o r b e d t h r e e - q u a r t e r s o f t h e

c u r r e n t g o l d p r o d u c t i o n .

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

f r e e m a r k e t s s h o w s t h e p r i c e w a s h i g h e s t i n 1 9 4 9 — c u r i o u s l y e n o u g h t h e



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

50

1948 1949 1950 1951

Note : Weekly average prices on free markets, except in the case of Switzerland, where the price refers to
gold in transit.

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

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

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

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

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

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

p r e - d e v a l u a t i o h r a t e .

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

m a r k e t s d i d n o t r i s e t o a n y t h i n g l i k e t h e 1 9 4 9 h e i g h t s , a n d t h e m a i n r e a s o n
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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
certain 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 M i d d l e E a s t ,
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 coins in
the countries of the Middle 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 I n t e r n a t i o n a l M o n e t a r y F u n d made
certain important modifications in its earlier policy by its 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 policy of members continues to
require that, to the maximum extent practicable, gold should be held
in official reserves rather than go into private hoards. . . .
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However , the F u n d ' s con t inuous s tudy of the si tuat ion in gold-
p roduc ing and consuming countr ies shows tha t the i r posi t ions vary so
widely as to make it impract icable to expect all m e m b e r s t o take
uniform measures in o rder to achieve t h e objectives of the p r e m i u m
gold s ta tement (of J u n e 1947). Accordingly , whi le the F u n d reaffirms
its belief in t h e economic pr inciples involved and urges, t h e m e m b e r s t o
suppor t t hem, t h e F u n d leaves to its m e m b e r s t h e practical opera t ing
decisions involved in the i r i m p l e m e n t a t i o n . "

T h i s new and m o r e liberal ru l ing had t h e effect of open ing p r e m i u m

markets to p roduce r s in m a n y countr ies . A s already men t ioned , Canad ian

producers m a y elect to sell the i r gold at t he unofficial pr ices in free

markets , whi le t h e o u t p u t of S o u t h e r n Rhodes ia a n d t h e G o l d Coas t

and practically all tha t of Aust ra l ia m a y n o w be sold on free marke t s ,

provided tha t p a y m e n t for the gold is received in dollars. T h e ne t effect

of these and o ther changes has been to allow gold p roduce r s in C a n a d a

and t h e s t e r l ing -a rea countr ies to enter the free marke t s of t h e world ,

where mos t o the r p roducers , wi th the impor t an t except ion of t h e U n i t e d

States, were already selling a fair share of the i r o u t p u t . Since, in addi t ion

to m a n y m i n o r p roducers , t h e m a i n p roduc ing country , Sou th Africa, wh ich

is responsible for half the wor ld ' s gold o u t p u t outs ide t h e U.S.S.R. , had

for some t ime sold gold in the free marke ts , and since t h e U n i t e d States,

wh ich accounts for abou t 8 pe r cent , of t h e wor ld ' s ou tpu t , d id no t al ter

its policy, the effect of t h e F u n d ' s new a t t i tude has not as yet been so very

great f rom a quant i ta t ive po in t of view. Al l t h e same, even assuming tha t

Canad ian p r e m i u m sales will a m o u n t to not m o r e t h a n 1,000,000 ounces

a year, o r no t qu i t e a qua r t e r of t h e coun t ry ' s cu r r en t ou tpu t , t he n e w

rul ing opens the way for a potent ia l expans ion of t h e supply of free gold b y

about 3 mil l ion ounces , which , at t he official pr ice of $35 per fine ounce ,

would be w o r t h abou t $105 mill ion. T h e r e are no longer any legal h ind rances

to p reven t a very large percentage of t h e wor ld ' s gold o u t p u t f rom being

sold in free marke ts bu t , if t he p r ice pa id for gold falls still fur ther , t h e

poin t may soon be reached w h e n such sales are no longer profitable.

A s regards the t r a d e i n g o l d i n n o n - p r o d u c i n g c o u n t r i e s , restr ic-

t ions have been relaxed in a few b u t b y n o means all count r ies . I n

S w i t z e r l a n d , t h e pr ice ceiling of Sw.fcs 4,970 pe r k i logramme fine (and

Sw.fcs 30.50 for t h e old 20-franc coin — the "Vrene l i " ) was r emoved

as from 15th D e c e m b e r 1951, so that , f rom then onwards , dealings could

take place at p r e m i u m prices ; and it became k n o w n that , f rom t h e end of

Apr i l 1952, special licences wou ld not b e requi red , for t h e t i m e being , for

t ransi t dealings in gold. T h e r e had , however , a l ready been an active Swiss

marke t for t rans i t gold, and o the r gold dealings have no t been great ly

s t imulated by t h e change in t h e regulat ions. Pr iva te impor t e r s have to pay

a tax collected at t he frontier at t h e rate of abou t 6 pe r cent , o n gold

ba r s and 4 per cent , o n gold coins, whi le in ternal sales of gold, w h e t h e r

in bars or in coins, to pr iva te pe r sons are subject to t h e 4 p e r cent ,

t u rnover tax.
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France^ Price of gold coins and ingots on the Paris market.
Weekly figures, in U.S. dollars per fine ounce (at the $ rate for bank-notes).

Napoleon -

Gold ingor -

l i M I I l l I i l I I

O n t h e o t h e r

c o n t r a c t i o n i n 1 9 5 1

f o r t h e e x p o r t o f

A p r i l 1 9 5 2 M e x i c o

t h e e x p o r t o f g o l d ,

t o p e r m i s s i o n f r o m

flight ò f c a p i t a l i n

l i c e n s i n g s y s t e m i n

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

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

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

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

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

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

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

1 9 5 1 f o r t h e s a m e r e a s o n .

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

a m o u n t o f h o a r d e d g o l d , t h e figure o f $ 1 0 t o 1 1 m i l l i a r d o f t e n m e n t i o n e d

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

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

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

i n C a l i f o r n i a a n d i n A u s t r a l i a ( i n 1 8 4 8 a n d 1 8 5 1 r e s p e c t i v e l y ) t h e w o r l d o u t -

p u t o f g o l d , r e c k o n e d a t $ 3 5 p e r fine o u n c e a n d e x c l u d i n g p r o d u c t i o n i n t h e

U . S . S . R . a f t e r 1 9 4 0 , h a s b e e n e q u i v a l e n t t o s o m e $ 5 2 m i l l i a r d . G o l d t o t h e

a m o u n t o f a b o u t $ 3 6 m i l l i a r d n o w l i e s i n o f f i c i a l r e s e r v e s o u t s i d e t h e U . S . S . R . ,

a n d p e r h a p s a n a m o u n t o f $ 1 m i l l i a r d h a d b e e n a b s o r b e d i n t o R u s s i a n

r e s e r v e s b y 1 9 3 5 , t h e l a s t d a t e f o r w h i c h i n d i c a t i o n s w e r e g i v e n . O f t h e

r e m a i n i n g $ 1 5 m i l l i a r d , i t i s c e r t a i n t h a t w e l l o v e r $ 4 m i l l i a r d h a s b e e n u s e d

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

s o m e $ 2 m i l l i a r d o f m o n e t a r y g o l d a l r e a d y i n e x i s t e n c e i n 1 8 5 0 , t o g e t h e r

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

b e p r e s u m e d t h a t s o m e R u s s i a n g o l d h a s b e e n s o l d o u t s i d e t h e U . S . S . R .

* A n e s t i m a t e o f $ n m i l l i a r d a s t h e t o t a l a m o u n t o f g o l d h o a r d e d w o u l d s e e m t o h a v e b e e n first

p u t f o r w a r d i n P i c k ' s W o r l d C u r r e n c y R e p o r t t o w a r d s t h e e n d o f 1 9 5 1 .
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during the last decade. Thus the estimate that gold hoards come to Sio 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).

E s t i m a t e s of t h e a m o u n t s h o a r d e d in i n d i v i d u a l c o u n t r i e s are
generally more uncertain than the figure for the whole world. Most inves^
tigators agree that t h e O r i e n t 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 1 9 4 8 — 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
East. 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 milliard
(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 properly, 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 inducement
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 is 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 inflation 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 is always difficult to tell to what extent there has been an abatement of
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Gold reserves of central banks and governments
(including holdings of international institutions).

Reporting countries
or Institutions

European count r ies
Italy. . . . . .

Germany (western) . . .

Finland
Netherlands

Iceland

United Kingdom <7) . . .

Other coun t r ies (8)

Indonesia
United States

Cuba

Chile . . . . . .

Brazil
India

Mexico

Thailand

Union of South Africa .

I n t e rna t i ona l I ns t i t u t

European Payments

International Monetary
Fund

Bank for International

Estimated world total
(excluding U.S.S.R.X«)

1938

193
86

321
772

29 P)
2,761 (3)

26
998

10
29
88 (5)
53
27

1
84

525 (e)
701

2,877

192
55
80

14,592
431

1
6

20
30
23

32
274
164
54

28
26
8 0")

24
220

73

ions

14

26,970

1945

24
433 0)
482
733

0
1,550(3)

3
270

17
241

0
38
28

1
80

110
1,342
1,980

361
52

201 (5)
20,083

1,197
191
53
28
82
23

354
274

202

294
131
86

127
914
195

39

33,770

End

1947

of

1949

in millions of U.S.

58
310
105
597

0
551 P)

0
231

17
170

5
32
14

1
72

111
1,356
2,020

294
53

180 0°)
22,668

322
279

88
20
45
23

354
274
206 (13)
215

100
142
78
83

762
175

1,356

30

34,550

256
178
70

698
0

523 (")
6

195
17

154
5

32
6
1

51
85

1,504
1,350

496
53

178
24,563

216
299

88
28
40
27

317
247 02)
162
373

52
140
118
52

128
178

1,451

68

35,410

1950

dollars

258
192
90

587
0

523 C)
12

311
17

150
5

31
4
1

50
61

1,470
2,900

590
97

208
22,820

216
271

88
31
40
29

317
247
128
373

208
140
118
74

197
236

0

1,494

167

35,820

1951

335
264
152
621

28
548 «

26
316

18
151

5
31
4
1

50
51

1,452
2,200

850
174
279

22,873
268
311
106 (11)
46
45
32

317
247
128
373

208
138
113
66 O5)

190
221

65

1,530

115

35,950

Gain (+ )
or loss (-)

during
1951

+ 77
+ 72
+ 62
+ 34
+ 28
+ 25
+ 14
+ 5
+ 1
+ 1

0
0
0
0
0

— 10
— 18
— 700

+ 260
+ 77
+ 71
+ 53
+ 52
+ 40
+ 18
+ 15
+ 5
+ 3

0
0
0
0

0
2

— 5
— 8
— 7
— 15

+ 65

+ 36

— 52

+ 130

(13)
(16)

End of 1946. (2) Pre-war Germany.
Including gold held by the Exchange Stabilisation Fund and the Caisse Centrale de la France d'Outremer;
$331 million in 1938, $460 million in 1945, and $3 million in 1947.
Reported holdings of the Bank of France only. (5) Beginning of March 1938. (e) April 1938.
Beginning with 1945, estimates given in the Federal Reserve Bulletin.
Including all countries reporting holdings larger than $30 million in 1951.
March 1946. 0°) March 1947. (") September 1951.
The decline in Indian gold reserves from 1947 to 1949 resulted from partition, $27 million being allotted to Pakistan.
End of 1948. ("0 June 1939. 05) May 1951.
Federal Reserve estimates. Includes reported gold holdings, unpublished holdings of various central banks and
governments, and estimated official holdings of countries from which no reports are received.
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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 c r i s e s in t h e go ld m a r k e t s of I n d i a a n d
P a k i s t a n . The spot price of gold bullion in the Bombay market, after
fluctuating between R. n o 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 1952
to R. 95.10 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 5th 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 markets 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.S.$0.10 per
ounce, against U.S. $0.50 per ounce in the first quarter of 1951.

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 1951.

M o v e m e n t s of m o n e t a r y r e s e r v e s .

In 1951, 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 v e r y c o n s i d e r a b l e c h a n g e s f r o m t h e f i r s t t o t h e
s e c o n d h a l f of t h e y e a r , and i n t h e r e l a t i v e p o s i t i o n s of i n d i v i d u a l
c o u n t r i e s , especially those of the sterling area.
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C h a n g e s in e s t i m a t e d o f f i c i a l g o l d r e s e r v e s
(excluding those of the U.S.S.R.)

Period

1946
1947
1948
1949
1950 . . .
1951

1950 1st half
2nd half

1951 1st half
2nd half

1952 1st quarter

United
States

0)

United
Kingdom

(2)

l.M.F.
and

E. P.U.
(3)

Others World total
(2)

in millions of U.S. dollars at $35 per fine ounce

+ 623
+ 2,162
+ 1,531
+ 164
— 1,743
+ 53

— 232
— 1,511

— 948
+ 1,001

+ 555

+ 450
— 410
— 415
— 255
+ 1,550
— 700

+ 350
+ 1,200

+ 625
— 1,325

— 600 «

+ 15
+ 1,345
+ 76
+ 15
+ 43
+ 101

+ 9
+ 34

+ 24
+ 77

+ 91

— 738
— 2,667
— 812
+ 556
+ 560
+ 676

+ 193
+ 367

+ 409
+ 267

' + 4

+ 350
+ 430
+ 380
+ 480
+ 410
+ 130

+ 320
+ 90

+ 110
+ 20

+ 50 («)

(') The extremes of the fluctuations in U.S. gold stocks are as follows:
end of August 1949 (peak) $24,771 million

„ „ July 1951 (low) $21,852
,, ,, March 1952 (latest figure) . . . $23,428

(2) Estimates given in the Federal Reserve Bulletin.
(3) Includes holdings of the I.B.R.D.: $4 million in 1947, and $300,000 in 1951. The E.P.U. held $65 million at the

end of 1951 and $154 million at the end of March 1952; it had held no gold prior to August 1951.
(4) Preliminary figures.

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

o f f i c i a l g o l d r e s e r v e s o v e r t h e t h r e e y e a r s 1 9 4 9 - 5 1 h a v e b e e n d o m i n a t e d b y

t h e flow i n t o a n d o u t o f t h e U n i t e d S t a t e s a n d t h e U n i t e d K i n g d o m . W h i l e

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

w i d e fluctuations i n t h e c o u r s e o f t h e y e a r ) , t h e l o s s o f g o l d b y t h e U n i t e d

S t a t e s i n 1 9 5 0 f o u n d i t s c o u n t e r p a r t i n a g a i n b y t h e U n i t e d K i n g d o m . T h i s

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

h a l f t h e r ô l e s w e r e r e v e r s e d : g o l d w a s o n c e m o r e g a i n e d b y t h e U n i t e d

S t a t e s a n d l o s t b y t h e U n i t e d K i n g d o m .

A m o n g t h e o t h e r E u r o p e a n c o u n t r i e s , a l l e x c e p t F r a n c e , S p a i n a n d

S w i t z e r l a n d e i t h e r a d d e d t o t h e i r g o l d h o l d i n g s o r a t l e a s t k e p t t h e m u p .

F o r S p a i n a n d S w i t z e r l a n d t h e l o s s e s i n c u r r e d w e r e m o d e r a t e ( $ 1 0 m i l l i o n

a n d $ 1 8 m i l l i o n r e s p e c t i v e l y ) . I n t a b l e s o n p a g e 1 6 6 a n d 1 6 9 s h o w i n g g o l d

a n d d o l l a r r e s e r v e s t h e figures f o r F r a n c e d o n o t r e v e a l a l o s s b u t a g a i n ;

t h i s c o r r e s p o n d s t o t h e g a i n s h o w n i n t h e r e t u r n s o f t h e B a n k o f F r a n c e ,

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

d o l l a r — l o s s e s h a d b e e n s u s t a i n e d b y t h e E x c h a n g e S t a b i l i s a t i o n F u n d a n d

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

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

w e l l a s t h o s e o f c e n t r a l b a n k s a n d g o v e r n m e n t s . A d e c l i n e o f a b o u t $ 4 5 0

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

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

i n d i v i d u a l s . A s t o a b o u t $ 1 3 0 m i l l i o n , t h i s s h i f t o c c u r r e d o n C a n a d i a n a c c o u n t ,

b e i n g c o n n e c t e d w i t h t h e r e l a x a t i o n , a n d l a t e r r e m o v a l , o f e x c h a n g e c o n t r o l s
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E s t i m a t e d c h a n g e s d u r i n g 1951 in g o l d r e s e r v e s and s h o r t - t e r m d o l l a r

b a l a n c e s of c o u n t r i e s o t h e r t h a n t he U n i t e d S t a t e s . ( I )

Areas and countries

H o l d i n g s a t e n d of

1950 1951

Gold Dollar
balances

Total Gold
reserves

Dollar
balances

Total

Change in totals
during 1951

1st
half

2nd
half

Year

in millions of U.S. dollars

O. E.E.C, c o u n t r i e s o the r than the

Austria
Belgium-Uixemburg(2)
Denmark
France«
Germany (western) . .
Italy
Netherlands ( - ) . . . .
Norway
Portugal P)
Sweden
Switzerland
Turkey
Other O.E.E.C,

countries (5)

Total . . .

Rest of c o n t i n e n t a l
Europe i 6 )

S te r i ing area
United Kingdom . . .
U. K. dependencies . .
South Africa . . . . .
Rest of sterling area (?)

Total . . .

Canada
Latin America. . . .
Asia
Al l others

Grand total . . .

5
650
31

543P)

258C)
335

50
207
90

1,470
150

487

4,276

475

2 , 9 0 0 0

197
406

3,503

590
1,870

695
101

11,510

42
198
45

291
222
315
224

44
50

115
553

14

242

United
47

848
76

834
222
573
559

94
257
205

2,023
164

729

2,355

97

657
120
44
97

918

1,398
1,585
1,174

100

7,627

Kingdom
5

696
31

568P)
28

335C)
340

5 0
279
152

1,452
151

410

6,631

572

3,557
120
241
503

4,421

1,988
3,455
1,869

201

19,137

4,497

462

2.200O

190
436

2,826

850
1,955

777
178

11,545

57
201
45

331
406
300
184
100
48
71

521
14

138

2,416

83

642
97

7
161

907

1,304
1,387
1,385

150

7,631

62
897
76

899
434
635
524
150
327
223

1,973
165

548

6,913

545

2,842
97

197
597

3,733

2,154
3,342
2,162

328

19,176

2
5
1

44
136
38
64
17
25
23
63

2

- 35

+ 39

— 23

+ 588
— 25
— 14
+ 47

+ 596

- 6
+ 200
+ 65
+ 68

+ 939

13
53

1
20
76

+ 102
29
39
45
6

13
3

145 — 181

+ 243

— 4

-1,303
1

- 30
- 47

— 1,285

+ 172
— 312
+ 228
+ 58

— 900

15
49
0

65
212
62
35
56
70
18
50
i

+ 282

— 27

715
23
44
94

688

+ 166
— 113
+ 293
+ 127

+ 39

S o u r c e : Federal Reserve Bulletin, March 1952.
0) Dollar holdings represent official and private balances reported by banks in the United States and include

holdings of U.S. Government securities with original maturities of up to 20 months.
(2) Including dependencies. (?) Gold reserves of the Bank of France and French dependencies only.
(4) Gold reserves of the Bank of Italy ($222 million) plus gold earmarked for special purposes.
(5) Includes holdings of the Bank for International Settlements and the European Payments Union, gold to be

distributed by the Tripartite Commission for Restitution of Monetary Gold, and unpublished gold reserves
of O.E.E.C. countries.

(6) Excludes gold reserves of, but includes dollar balances held by, the U.S.S.R.
(') Estimated gold holdings of the British Exchange Equalisation Account, based on holdings of gold, U.S. and

Canadian dollars reported by the British Government.
(5) Excludes Eire and Iceland, which are included under "Other O.E.E.C, countries".

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

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

a n d a u t u m n .

I n L a t i n A m e r i c a , t o o , t h e p a t t e r n o f d e v e l o p m e n t s i s d o m i n a t e d b y

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

h a n d , t h e n o n - s t e r l i n g - a r e a c o u n t r i e s o n t h e c o n t i n e n t o f E u r o p e a n d i n
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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 U.S.
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 1950 and the first half
of 1951 — and had in that way indirectly contributed to the reconstitution
of monetary reserves — they were exceeded by the export surplus in the
second half-year, 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.

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

Period

1948 quarterly average . . .
1949 „ . . .
1950 „ . . .
1951* „ . . .

1950
1st quarter
2nd
3rd
4th

1951
1st quarter
2nd
3rd

* 4th

Current account of U.S. balance of payments
(goods and services)

Exports Imports Export surplus
(+)

Net U.S.
official aid

Amount by
which official
aid exceeded

(+) or fell short
of (-) the export

surplus
in millions of dollars

4,242
3,994
3,606
5,035

3,257
3,526
3,494
4,148

4,375
5,283
5,069
5,413

2,567
2,401
3,032
3,778

2,530
2,709
3,374
3,515

3,915
3,938
3,708
3,550

+ 1,675
+ 1,593
+ 574
+ 1,257

+ 727
+ 817
+ 120
+ 633

+ 460
+ 1,345
+ 1,361
+ 1,863

1,261
1,492
1,071
1,173

1,105
1,161

902
1,116

1,094
1,362
1,158
1,079

— 414
— 101
+ 497
- 84

+ 378
+ 344
+ 782
+ 483

+ 634
+ 17
— 203
— 784

Provisional figures.

T h e l a s t t w o figures i n t h e final c o l u m n s h o w t h e a m o u n t s w h i c h , i n

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

t h e i r r e s e r v e s . B u t , a s h a s b e e n s h o w n i n t h e t a b l e o n p a g e 1 6 9 , n o t a l l

c o u n t r i e s w e r e s u b j e c t e d t o t h i s s t r a i n : t h o s e m a i n l y a f f e c t e d w e r e F r a n c e ,

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



W h i l e f u l l i n f o r m a t i o n i s n o t p u b l i s h e d w i t h r e g a r d t o F r a n c e ' s g o l d

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

F r a n c e t o p e r m i t a n i n d i c a t i o n o f t h e m a i n m o v e m e n t s o f r e s e r v e s t o b e

g i v e n , a s h a s b e e n d o n e i n t h e f o l l o w i n g t a b l e . T h e " s i g h t f u n d s a b r o a d "

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

F r a n c e : O f f i c i a l g o l d a n d f o r e i g n e x c h a n g e r e s e r v e s . ( 1 )

Items

Gold

Foreign exchange (Bank of France):
Sight funds abroad
Credit balance in the E.P.U. . . .

Total . . . .

Advances to the Stabilisation Fund
financing:
Advances to the Treasury (3). . . .
Debt to the E.P.U
Other

Total . . . .

Total

Of which : Gold and sight funds
abroad held by the Bank of France

December
1950

March
1951

Em

June
1951

J of

September
1951

December
1951

March
1952

in milliards of French francs

183

102
50

152

49

83

132

467

285

183

133
61

194

64

74

138

515

316

191

105
57

162

65

75

140

493

296

191

90
42

132

70

70

140

463

281

191

22

22

70
— 39

35

66

279

213

200 (2)

12

12

70
— 123

~( 4 )

212«

212

(0 The table is not a complete statement of the net official reserve position, since it does not include all
foreign exchange liabilities of the authorities.

(2) Including Fr.fcs 9 milliard in gold lent by the Bank of France to the Stabilisation Fund.
(3) Funds placed at the disposal of the Treasury by the Stabilisation Fund against the loan of $200 million

raised by the Treasury in the United States in August 1950.
(") From 18th March 1952 onwards, the debt of the Stabilisation Fund to the E.P.U. exceeded its goldland

exchange assets, so that its debt to the Bank of France was entirely repaid, 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 debited with Fr.fcs 41 milliard paid to the E.P.U. on 18th March, it is likely that the net gold and
foreign exchange position deteriorated by Fr.fcs 30-40 milliard more than is indicated here.

I n t h e first q u a r t e r o f 1 9 5 1 F r a n c e w a s s t i l l g a i n i n g g o l d a n d d o l l a r s ;

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

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

q u a r t e r o f 1 9 5 2 , b y w h i c h t i m e t h e g o l d a n d c o n v e r t i b l e c u r r e n c y h o l d i n g s ,

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

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

o f f u n d s o c c u r r e d i n t h e s p r i n g o f 1 9 5 2 .

T h e s i z e o f t h e g o l d a n d d o l l a r h o l d i n g s o f t h e U n i t e d K i n g d o m

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

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

b a l a n c e s i n r e l a t i o n t o t h e E . P . U .

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

i n n i n e m o n t h s — f r o m t h e e n d o f J u n e 1 9 5 1 t o t h e e n d o f M a r c h 1 9 5 2 .

A s f a r a s t h e c h a n g e f r o m n e t g a i n t o n e t l o s s w i t h i n t h e y e a r 1 9 5 1 w a s
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U n i t e d K i n g d o m : O f f i c i a l g o l d a n d f o r e i g n e x c h a n g e r e s e r v e s .

End of

1938
1945
1949
1950
1951

June
December. . . .

1952
March

Gold and dollar reserves

in millions of
U.S. dollars

2,877 (<)
2,476
1,688
3,300

3,867
2,335

1,700

Holdings of non-
dollar currencies

Credit (+) or
debit(—) balances
in E. P. U. units of

account

in millions of £ sterling

615«
61O(2)
603 0

1,178?)

1,381 W
834(3)

607«

0)
8

23
51

29
14

+ 80

+ 114
- 1 6 6

— 218

(') Gold only (valued
negligible.

at the market price at the end of 1938); official holdings of foreign currencies were
« Converted at £1 = $4.03. (3) Converted at £1 = $2.80.

c o n c e r n e d , a b o u t o n e h a l f w a s o n a c c o u n t o f t h e U n i t e d K i n g d o m ' s d e f i c i t

w i t h t h e d o l l a r a r e a . I n t h e s e c o n d h a l f o f 1 9 5 1 , s t e r l i n g - a r e a c o u n t r i e s h a d

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

L o n d o n . I t w i l l b e s e e n f r o m t h e f o l l o w i n g t a b l e t h a t s t e r l i n g l i a b i l i t i e s d u e

to s t e r l i n g - a r e a c o u n t r i e s f e l l b y £ 3 1 1 m i l l i o n i n t h a t h a l f - y e a r .

U n i t e d K i n g d o m : S t e r l i n g l i a b i l i t i e s .

End of

1938 . . . .
1945 . . . .
1949 . . . .
1950 . . . .
1951

June . . .
December

Due to non-sterling-area countries

Dollar area

Other
western

hemisphere
countries

O.E.E.C.
countries

Other non-
sterling-area

countries
Total

Due to
sterling-

area
countries

Grand total
0)

in millions of £ sterling

36
31
79

73
38

164
80
45

55
57

• 226 O
421
439
395

422
409

613
514
492

518
514

259(z)
1,234
t,064
1,011

1,068
1,018

339 (2)
2,454
2,353
2,732

3,100
2,789

598 (2)
3,688
3,417
3,743

4,168
3,807

(1) In addition to the liabilities shown in the table, there are certain latent liabilities in relation to non-territorial
organisations (the International Monetary Fund and the International Bank for Reconstruction and Development).
These amounted to £566 million at the end of 1951.

(2) The 1938 figures are given for the following areas: British Empire (£339 million), Europe (£226 million) and
the rest of the world (£33 million). Despite this difference of classification, the total relates to approximately
the same items as are covered by the figures for later years.

O f t h e l i a b i l i t i e s d u e t o s t e r l i n g - a r e a c o u n t r i e s , a n a m o u n t o f £ 9 6 4 m i l -

l i o n ( o r a b o u t o n e - t h i r d ) i s d u e t o " d e p e n d e n t o v e r s e a s t e r r i t o r i e s " a n d t h e

r e m a i n i n g £ 1 , 8 2 5 m i l l i o n t o o t h e r s t e r l i n g - a r e a c o u n t r i e s ( v i z . I n d i a , A u s t r a l i a ,

N e w Z e a l a n d , C e y l o n , e t c . ) .

T h e L a t i n A m e r i c a n c o u n t r i e s a d d e d s o m e $ 4 0 0 m i l l i o n t o t h e i r

g o l d a n d d o l l a r r e s e r v e s d u r i n g 1 9 5 0 — l a r g e l y a s a r e s u l t o f a n i n f l u x o f

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

k e e p i n g ; i n t h e l a t t e r h a l f o f t h e y e a r t h e s e c o u n t r i e s a l s o b e g a n t o b e n e f i t
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from t h e rise in the prices of coffee, wool, t in, etc . T h e gain con t inued

in t h e first qua r t e r of 1951, b u t subsequen t ly gave place to a s teady loss of

reserves d u e par t ly to the fall in raw-mater ia l pr ices and par t ly to t h e general

h igh level of impor t s which , in m a n y instances , were substant ia l ly larger i n

t h e second half of 1951 t h a n in t h e first. I t was the i r for tuna te posi t ion

early in t h e year which had encouraged these countr ies to i m p o r t bu t , b y

t h e t ime the goods arrived, their expor t s i tuat ion had already taken a t u r n

for t h e worse.

I n France , the sterl ing area and La t in Amer i ca a per iod of appa ren t

s t reng th was, indeed, followed almost w i thou t t rans i t ion by a per iod of great

difficulties, and this d ramat ic change has a t t rac ted so m u c h a t ten t ion tha t

deve lopments e l sewhere have been somewhat overshadowed. Bu t in t h e wor ld

economy a loss of reserves suffered by one g r o u p of count r ies generally

const i tu tes a gain for o thers . Actual ly , it was not t h e U n i t e d States tha t

registered t h e greatest ne t i m p r o v e m e n t for t h e year 1951 as a whole, s ince

the gain in the second half d id little m o r e t h a n counterba lance losses in

t h e first half, t h e net addi t ion to t h e coun t ry ' s gold stock be ing only $53

mill ion, while the total of net s h o r t - t e r m liabilities showed little change .

C a n a d a gained m o r e t han that , viz. some $166 mil l ion in gold and dollar

balances — t h e resul t of an inflow of capital f rom t h e U n i t e d States a n d

domest ic gold p roduc t ion . Near ly as m u c h — $140 mill ion — was a d d e d

to t h e gold a n d dollar reserves of J a p a n and $100 mil l ion to those of

I n d o n e s i a , t he cont inent of Asia adding , on balance, $293 mil l ion to its

gold and dollar reserves.

A s far as the c o n t i n e n t o f E u r o p e is concerned, the ab rup tnes s of

s o m e of t h e changes in t h e surpluses a n d deficits vis-à-vis t h e E u r o p e a n

Paymen t s U n i o n has d r a w n a t tent ion to t h e fact tha t cer ta in count r ies '

hold ings of E . P . U . uni t s have increased b u t it does no t seem to b e generally

realised tha t qu i t e a n u m b e r of these countr ies have at t h e same t ime been

able to add to the i r holdings of gold and dollars . F r o m an inspect ion of

t h e tables o n the previous pages, however , i t is clear t h a t some of t h e

addi t ions are fairly substant ia l — t h e mos t impor t an t case be ing tha t of

G e r m a n y , wh ich increased its gold and dollar hold ings b y $212 mill ion.

I n o rder to form a clear idea of the overall change in these count r ies '

reserves, account m u s t also be taken of t h e shift in their posi t ion in relat ion

to t h e E . P . U .

A m o n g the countr ies inc luded in the table o n t h e following page

Switzer land and t h e N e t h e r l a n d s are the only ones wh ich lost gold a n d

dollars du r ing 1951, bu t the former coun t ry increased its ho ld ings of E . P . U .

uni t s . Incidental ly, it has such considerable gold reserves tha t changes of

t h e o rde r shown in the table are of no account .

T h u s there are qu i te a n u m b e r of countr ies whose reserve posi t ion

no t only shows no deter iora t ion b u t has dis t inct ly improved . O n e reason w h y

relatively little a t tent ion has been devoted to this aspect of the deve lopments
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Estimated change in the gold reserves, dol lar ho ld ings and

E.P.U. balances of var ious European countr ies.

Countries and years

Belgium-Luxemburg Economic Union:
End of 1950

„ „ 1951

Change . . . .
Germany (western) :

End of 1950
„ „ 1951

Change . . . .

I taly:
End of 1950
„ „ 1951

Change . . . .

Nether lands:«
End of 1950

„ „1951

Change . . . .

Portugal:?)
End of 1950

„ „ 1951

Change . . . .

Sweden:
End of 1950

„ „ 1951

Change . . . .

Switzerland:
End of 1950

„ „ 1951

Change . . . .

Denmark:
End of 1950

„ „ 1951

Change . . . .
Norway:

End of 1950
„ „ 1951

Change . . . .-

Gold reserves

Dollar
balances

(including pri-
vate holdings)

E.P.U.
balances Total

in millions of U.S. dollars

650
696

+ 46

28

+ 28

258
335

+ 77

335
340

+ 5

207
279

+ 72

90
152

+ 62

1 470
1,452

— 18

31
31

0

50
50

0

198
201

+ 3

222
406

+ 184

315
300

— 15

224
184

— 40

50
48

2

115
71

— 44

553
521

— 32

45
45

0

44
100

+ 56

304

+ 304

— 192
0

+ 192

— 17
134

+ 151

— 66
— 66

— 0

22
54

+ 32

84

+ 84

89

+ 89

— 34
— 46

— 12

- 12«

— 12

848
1,201

+ 353

30
434

+ 404

556
769

+ 213

493
458

•— 35

279
381

+ 102

205
307

+ 102

2,023
2,062

+ 39

42
30

— 12

94
138

+ 44

(1) Including dependencies. O Including initial credit balances as loan.

i n . 1 9 5 1 i s t h a t , t o w a r d s t h e e n d o f t h a t y e a r a n d e a r l y i n 1 9 5 2 , s o m e o f

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

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

e s p e c i a l l y a s — e x c e p t i n o n e o r t w o i n s t a n c e s •— t h e i r t o t a l m o n e t a r y

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

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

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

t h e p o s i t i o n i n 1 9 3 8 .
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C o m m o d i t y i m p o r t s c o m p a r e d w i t h g o l d a n d d o l l a r h o l d i n g s .

Countries

Average
monthly

imports during
1951

Gold and
dollar holdings
at the end of

1951

in millions of dollars

Number of
months' imports
covered by gold

and dollar holdings
In 1951 In 1938

Belgium-Luxemburg

Denmark

Finland

France

Greece

Netherlands

Norway

Portugal

Sweden

Switzerland

United Kingdom . .

United States . . . .

211

84

56

383

33

210

73

27

148

113

913

914

770

76

53

832

50

465

150

305

223

1,973

2,842

22,873

3.7

0.9

1.0

2.2

1.5

2.2

2.1

11.1

1.5

17.4

3.1

25.0

12.7

2.1

3.1

26.8

2.7

16.7

4.1

10.1

9.6

30.1

8.8

90.1

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

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

p a y m e n t s i s a p t t o c a u s e a c r i s i s .

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

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

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

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

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

t a k e n t h e p l a c e o f t h e b i l a t e r a l c l e a r i n g b a l a n c e s w h i c h , i n t h e first y e a r s

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

p r o v i d e d b y t h e E u r o p e a n P a y m e n t s U n i o n a r e g e n e r a l l y i n t h e f o r m o f

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

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

c o n c e r n e d . T h e r e a r e t h u s m a n y t a s k s w h i c h m u s t b e t a k e n i n h a n d , a n d

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

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

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

1 9 5 1 w a s a y e a r i n w h i c h t h e flow o f g o l d i n t o h o a r d s w a s o n a r e c o r d

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

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

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

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

o f 1 9 5 2 . I t i s a n o b j e c t l e s s o n f o r a l l a n d s u n d r y t h a t , i f s u p p l i e s o f g o l d

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

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

Countries
1950

1951

1st quarter 2nd quarter 3rd quarter I 4th quarter I Total

in millions of dollars at $35 per ounce

Argentina

Belgian Congo . . .

Belgium

Canada

Chile

China (nationalist) .

Colombia

Cuba

Denmark

Dominican Republic

Ecuador

Egypt

Fiji Islands

Finland

France

Greece

Indonesia

Lebanon

Mexico

Netherlands

Norway

Peru

Philippines

Poland

Portugal

Salvador

Saudi Arabia . . . .

South Africa . . . .

Sweden

Switzerland

Switzerland (B. I.S.)

Turkey

Syria

United Kingdom . .

Uruguay

Vatican

Venezuela

All others

Total

3.0

55 .0

100.0

3.9

10.0

28.2

1.5

44.8

3.5

84.8

14.4

- 30.0

- 118.2

- 79.8

4.0

3.0

11.9

15.0

6.0

3.3

13.1

- 23 .0

38 .0

65 .2

4.5

2.2

1,020.0

64.8

2.5

2.8

— 49.9

— 8.0

— 12.3O

— 5.0

14.0

— 13.4

— 2.0

— 3.5

— 20.0

2.2

— 91.7

— 6.2

— 20.0

— 1.1

— 124.4

— 4.5

— 15.0

1.6

— 10.0

g

— 15.0

— 15.0

— 24.8

— .7

— 400.0

— 50.9

— .1

2.0

10.0

2.1

2.0

25.0

.3

64.1

1.0

15.0

3.0

12.7

— 9.1

— 3.8

— 80.0

15.0

— .9
.1

.1

3.5

20.0

4.2

31.0

1.1

2.8

— 4.3

.3

— 5.0

20.3

17.0

3.5

1.1

320.0

28.0

- 4.0

2.0

71.6

4.1

25 .0

.6

5.0

19.2

.7

629.9

30.0

5.0

— 1,725.2 — 876.3 — 55.5 291.4 715.7

- 49.9

- 8.0

- 10.3

- 10.0

- 4.8

17.5

- 20.0

- 19.7

- 8.0

- 3.5

- 76.0

3.6

- 4.8

- 20.1

- 10.3

- 45.0

- 5.4

- 60.3

- 4.5

- 15.0

3.5

- 34.9

- 3 .0

.8

52.1

- 32.0

- 15.0

- 30.4

- 6.3

469.9

22.1

5.0

- 0.9

.1

75.2

0) Negative figures represent net sales by the United States ; positive figures, net purchases.
(?) Belgium, in the first quarter of 1951, purchased $15.6 million and sold $3.3 million.

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

h a d f a i l e d .

W h i l e i m p o r t a n t s t e p s h a v e b e e n t a k e n , i n t h e p e r i o d s i n c e t h e

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

h a r d l y n e c e s s a r y t o a d d t h a t , a s f a r a s t h e r e c o n s t i t u t i o n o f a n i n t e r n a t i o n a l
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monetary standard is concerned, most of the work remains to be done and
that, once done, the maintenance of what has been achieved will call for
incessant vigilance. 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 1930s 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 is 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 its 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.
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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 1951.

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 mechanism 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;

(ii) that the effective short-term market rates were previously much lower than
the official discount rate but have now been brought closer towards it;
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D i s c o u n t r a t e s o f c e n t r a l b a n k s .

Central bank of
1929

3 / 2

4 / 2

5
5
8

6
5

4 / 2

10
4 / 2

5
3 / 2

7
5 / 2

TA
5
7 / 2

g

7
7
8 / 2

9

1938

1 /2
1

2 / 2

3
3 / 2

4 / 2

5
2 / 2

4
2 / 2

6
2

2
2 / ,
4 / 2

4

3/2 (8)
4
4
3 / 2

4
4
4 / 2

6

Discount rates at the

1947

1 /2
1

VA
2 / 2

2 / 2

2 / 2

1-4
2 / 2

4
3 / 2

4 / 2

2 / 2

2
2 / 2

5 / 2

4 / 2

3 / 2

3 / 2

5
7

5 / 4

3 / 2

6
10

1948

I/»
1 / 2

1 /2

2 / 2

2 / 2

2 / 2

1-3
2 / 2

4
3 / 2

3%
2 / 2

2
3
5%
4 / 2

3 / 2

3 / 2

5
5

TA
5
6

12

1949

I / 2

I / 2

1 / 2

2 / 2

2 / 2

2 / 2

1-3
2 / 2
4
3'/.
3 / 2

2 / 2

2
3
4 / 2
4

3 / 2

3 / 2
5
5

5%
4
6

12

end of

1950

VA
VA
2
2%
2 / 2

2 / 2

1-3
3
4
3%
3 / 2

3

2
2 / 2

4
4

3 / 2

5
5
5

TA
6
6

12

1951

1 / 2

1 / 4

2
2%
2%
2 / 2

1-3
3
3(3)
3/4 m
3%
4(5)

2 / 2

4P)
4
4

5
5
5
5

5 %(.")
6
6

12

March
1952

I / 2

1 %

2
2 / 2

2 / 2

2 / 2

1-3
3
3
3 / 4

3 / 2

3/2P)

4(6)
4
4
4

5
5
5
5

5%
6 H
6

12

Change from
Dec. 1949

to March 1952

Switzerland . . .
United States«.

Canada
Czechoslovakia .
Norway
Portugal

Yugoslavia^) . .
Sweden
Turkey
Belgium . . . .
Bulgaria . . . .
Netherlands. . .

England
France
Italy
Spain

Austria
Denmark . . . .
Hungary . . . .
Roumania. . . .

Finland
Germany . . . .
Poland
Greece

+ 'A

+ 'A

+
— 1

+ 1
+ 2
+ 1

+ I/2
+ 1/2

+ 2

(') Rate of the Federal Reserve Bank of New York for d iscounts and advances under sect ions 13 and 13a of
the Federal Reserve A c t . Present rate in effect since 21st A u g u s t 1950.

(-') Since the amagalmat ion of Inst i tut ions of the publ ic sector wi th the Nat ional Bank, di f ferent ial rates vary-
ing accord ing to the type of debtor have been in t roduced. (") In effect s ince 26th February 1951.

(4) Rate for accepted bi l ls domici led wi th banks and for warrants decreased to 3'A per cent, on 5th July 1951 and
to 3'A per cent , on 13th September 1951.

(5) Rate increased to 4 per cent, on 17th Ap r i l 1951 and decreased to 3'A per cent, on 22nd January 1952.
W In effect since 11th March 1952.
(') Rate for d iscount of publ ic and commerc ia l b i l ls . The rate was raised on 11th October 1951 f rom 2'A to

3 per cent, and on 8th November 1951 to 4 per cent . (8) End of 1937.
(9) In effect since 16th December 1951. ( lc) Rate lowered to 5 per cent, on 29th May 1952.

( i i i ) t h a t t h e r e h a v e b e e n q u i t e s t r i k i n g r i s e s i n t h e e f f e c t i v e r a t e s c h a r g e d f o r

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

financial i n s t i t u t i o n s ; a n d

( i v ) finally, t h a t a flexible p o l i c y d o e s n o t n e c e s s a r i l y r e q u i r e l a r g e c h a n g e s i n

i n t e r e s t r a t e s ; e x p e r i e n c e p r o v i n g t h a t ( a s t h e C h a i r m a n o f t h e B o a r d o f

G o v e r n o r s o f t h e F e d e r a l R e s e r v e S y s t e m p u t i t ) " i n a r i c h , h i g h - s a v i n g s

e c o n o m y w i t h w e l l - i n t e g r a t e d financial m a r k e t s , s i g n i f i c a n t c h a n g e s i n t h e

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

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

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

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

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

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

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

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

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

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



— i8o —

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

Central bank of
Discount

rate
per cent.

In effect since

Austria

Belgium

Bolivia

Canada. . . . . .

Denmark

Finland

France

Germany

Iceland

India

Japan

Netherlands . . .

South Africa . . .

Sweden

Turkey

United Kingdom .

United States . .

Modifications
between

June 1950
and May 1952

t r u e t h a t t h e m e a -

s u r e s t a k e n i n E u r o p e

d i d n o t b e c o m e f u l l y

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

p r i c e s o n t h e w o r l d

m a r k e t s ( a s i n f l u e n c e d

m a i n l y b y c o n d i t i o n s

i n t h e U n i t e d S t a t e s )

c o n t i n u e d t o r i s e ; b u t ,

i n t h e s p r i n g a n d s u m -

m e r o f 1 9 5 1 , w h e n

t h e r e w a s n o l o n g e r

a n y s u c h u p w a r d p r e s -

s u r e e x e r t e d f r o m o u t -

s i d e , t h o s e c o u n t r i e s

w h i c h h a d a d o p t e d

s t r i c t e r m o n e t a r y p o -

l i c i e s s u c c e e d e d i n

a r r e s t i n g t h e r i s e i n

p r i c e s a n d i n i m p r o v -

i n g t h e i r b a l a n c e o f

p a y m e n t s ; t h e s i t u a -

t i o n r e m a i n e d c r i t i c a l

o n l y i n t h o s e c o u n -

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

c r e d i t t o e x p a n d w i t h

l i t t l e r e a l h i n d r a n c e .

I t m u s t , h o w -

e v e r , b e s t r e s s e d —

a s h a s a l r e a d y b e e n

d o n e i n C h a p t e r I I

— t h a t o n e v e r y i m -

p o r t a n t r e a s o n w h y

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

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

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

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

m o n e y t o n a t i o n a l i n c o m e .

I n 1 9 4 5 - 4 6 t h e r a t i o o f m o n e y s u p p l y t o n a t i o n a l i n c o m e w a s f a r

h i g h e r t h a n i n 1 9 3 8 i n n i n e o u t o f t h e e l e v e n c o u n t r i e s s h o w n ( t h e e x c e p -

t i o n s b e i n g F r a n c e a n d I t a l y , w h e r e t h e l a r g e rise i n p r i c e s h a d a l r e a d y

a b s o r b e d t h e s u r p l u s m o n e y c r e a t e d d u r i n g a n d a f t e r t h e w a r ) . B y 1 9 5 1

t h e r a t i o h a d b e e n r e d u c e d t o t h e p r e - w a r l e v e l ( o r b e l o w i t ) i n five o u t

o f t h e s e n i n e c o u n t r i e s , w h i l e i n S w i t z e r l a n d i t w a s o n l y 1 0 p e r c e n t ,

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

3%
5

3%
3%
3%
3%
5
6
1/2
2

3%
VA
5

5%
TA
5%

2'A
3
4
4
6
5
6
7
3
3'A
5.11
5.84
2'A
3
4
3'A
3%
4

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

July 10, 1935
December 6, 1951
October 6, 1949
September 11, 1950
July 5, 1951
September 13, 1951
February 4, 1948
September 30, 1950
February 8, 1944
October 17, 1950

January 15, 1946
July 4, 1950
November 2, 1950
July 1, 1949
November 3, 1950
December 16, 1951
June 8, 1950
October 11, 1951
November 8, 1951
July 14, 1949
October 27, 1950
May 29, 1952
January 1, 1948
April 2, 1952
November 28, 1935
November 15, 1951
July 5, 1948
October 1, 1951
June 27, 1941
September 26, 1950
April 17, 1951
January 22, 1952
October 13, 1949
March 27, 1952
February 9, 1945
December 1, 1950
July 1, 1938
February 26, 1951
October 26, 1939
November 8, 1951
March 11, 1952

August 13, 1948
August 21, 1950

+ VA

± O

+ 1

+ 'A

+ VA

± 0

+ 1%

+ 1

+ 1

+ 'A

+ 0.73

+ 1

+ %

+ 'A

— *

+ 2

+ 'A



N a t i o n a l I n c o m e a n d M o n e y S u p p l y .

Year

B e l g i u m (francs)

1938

1946
1948
1949
1950
1951

D e n m a r k (kroner)

1938

1945
1948
1949
1950
1951

F i n l a n d (markkas)

1938

1945
1948
1949
1950
1951

France (francs)

1938

1946
1948
1949
1950
1951

I ta ly (lire)

1938

1947
1948
1949
1950
1951

Currency
Circulation

in milliards

23.6

77.8
88.5
91.0
92.3
99.1

0.43

1.49
1.55
1.55
1.63
1.74

2.3

13.9
27.8
30.1
35.0 '
45.3

112

732
993

1,301
1,590
1,883

22

795
971

1,058
1,176
1,304

N e t h e r l a n d s (florins)

1938

1946
1948
1949
1950
1951

Norway (kroner)

1938

1946
1948
1949
1950
1951

1.05

2.80
3.18
3.13
2.97
3.04

0.45

1.87
2.10
2.24
2.25
2.56

Total
Money supply

of naiionat currency

41.2

138
ISO
156
155
169

1.77

6.59
5.35
5.18
5.25
5.36

3.9

22.1
44.9
49.2
55.7
77.3

192

1,349
2,165
2,704
3,120
3,667

46

1,526
1,992
2,301
2,571
2,987

2.54

6.19
7.33
7.55
7.08
7.29

0.62

4.36
4.96
4.95
4.80
5.56

National
Income

units

65

191
244
249
265
296

6.4

12.0
15.9
16.8
19.1
21.2*

29.7

99.2
306.8
322.7
414.7
580 *

360

2,618
5,430
6,544
7,225
9,020

117

4,954
5,645
5,935
6,370
7,423

4.9

9.3
12.9
14.1
15.6
16.9

4.97

9.37
11.86
12.33
13.87
17.05

Currency
Circulation

as percentage

36

41
36
37
35
33

7

72
10

9
9

a

a

14
9
9
8

a

31

28
18
20
22
21

79

76
17
78
18
18

21

30
25
22
79
18

9

20
18
13
76
75

Total
Money supply

of national income

63

72
61
63
58
57

28

55
34
31
27
25

13

22
15
75
73
13

53

52
40
41
43
41

39

31
35
3 9
40
40

52

67
57
54
45
43

12

47
42
40
3 5

33
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N a t i o n a l I n c o m e a n d M o n e y S u p p l y ( c o n t d ) .

Year
Currency

Circulation

S w e d e n (kronor)

1938

1945
1948
1949
1950
1951

S w i t z e r l a n d (franc

1938

1945
1948
1949
1950
1951

Uni ted K ingdom

1938

1946
1948
1949
1950
1951

Un i ted Sta tes (do

1935-39

1946
1948
1949
1950
1951

in milliard

1.06

2.78
3.11
3.29
3.51
4.09

s)

2.0

4.1
4.9
4.9
5.0
5.3

(pounds) C1) (2)

0.46

1.38
1.25
1.27
1.29
1.36

lars)P)

5.6

26.7
26.1
25.4
25.4
26.3

Total
Money supply

5 of national currency

2.19

5.24
6.11
6.29
6.78
8.31

4.8

8.8
10.4
11.1
11.4
11.9

1.72

5.20
5.41
5.43
5.55
5.65

31.1

110.0
111.6
111.2
117.7
124.5

National
Income

units

10.0

16.2
23.1
24.1
25.4
30.0*

8.7

13.5
17.6
17.4
18.1
19.5

4.80

8.31
9.81

10.43
10.85
11.28

67.0

180.3
223.5
216.7
239.0
275.8

Currency
Circulation

as percentage

11

17
13
14
14
14

23

30
28
2 8
28
27

10

17
13
12

. 12
12

8

15
12
12
11
10

Total
Money supply

of national income

22

32
26
26
27
28

55

65
59
64
63
61

36

63
5 5
52
51
50

46

67
50
51
49
45

* Estimate.
0) National income figures on the old basis (including building repairs). The figure for 1951 is calculated by

assuming that national income on the old basis rose by the same amount as national income on the new
basis.

(:) If deposit accounts (time deposits) were included the ratio of money supply to the national income would
be: 1938, 56%; 1946, 85%; 1951, 68%.

(3) If time deposits were included the ratio of money supply to the national income would be : 1929, 63%;
1935-39, 85%; 1946, 9 1 % ; 1951, 67%.

Note : The figures for currency and money supply are the amounts outstanding at the end of the year.

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

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

r a t i o s t i l l s u b s t a n t i a l l y h i g h e r t h a n i n 1 9 3 8 . N o r w a y s t i l l r e m a i n s t h e c o u n t r y

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

a s u b s t a n t i a l i m p r o v e m e n t h a s t a k e n p l a c e s i n c e 1 9 4 6 . I n t h e U n i t e d

K i n g d o m , t o o , t h e r a t i o w a s m u c h l o w e r i n ' 1 9 5 1 t h a n i t h a d b e e n i n 1 9 4 6 ;

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

b y m o v e m e n t s o f w a g e s a n d p r i c e s ) w i l l r e a c h a m u c h h i g h e r figure i n 1 9 5 2

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

t o h a v e b e e n k e p t d o w n — s o f a r , a t l e a s t — t o t h e s a m e r a t e a s l a s t y e a r .

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

risen b y s o m e t h i n g l i k e 5 0 p e r c e n t , m o r e t h a n t h e n a t i o n a l i n c o m e , t h e
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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, a s compared with 20 per cent,
in 1938. Under such circumstances, not much can be achieved by the usual
methods of credit policy (see Chapter II); 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 U n i t e d S t a t e s , the most important of the monetary measures
taken in 1950-51 (as set out on page 17) was the abandonment of the
quasi-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 yields of government bonds.

Treasury bonds

B a n k - e l i g i b l e
2 % % 1956-59 . . . .
2 / 2 % 1967-72 . . . .

B a n k - r e s t r i c t e d
2%% 1959-62 . . . .
2 / 2 % December

1967-72

P r i c e

1950

31st
May

104.0
105.1

101.2

101.2

1951

28th
February

102.0
102.3

100.2

100.2

30th
March

100.1
101.0

98.3

99.0

'31st
May

100.1
99.1

96.3

97.0

1952

31st
January

99.3
97.0

97.1

96.2

Y i e l d

1950

31st
May

1.56
2.13

2.05

2.39

1951

28th
February

1.84
2.28

2.17

2.45

1952

31st
January

2.26
2.69

2.53

2.70



United States:
Member-bank reserves and related factors.

Items

Factors in f luenc ing reserves:
Reserve-Bank operat ions

(1) U.S. Government
securities

(2) Other forms of credit . .
Monetary gold stock
Treasury operations (3) . . . .
Note circulation, increase (—)
Deposits and other factors,

increase (—)

Total . . . .

Reserve balances
Total

Required
Excess

Change

April 1950
and

March 1951

between

April 1951
and

March 1952

Amount
outstanding
at end of
March 1952

in milliards of dollars

+ 5.3
+ 0.8
— 2.4
— 0.0
— 0.1

— 0.2

4- 3.4

+ 3.4

+ 3.2
+ 0.1

— 0.4
— 0.5
+ 1.5
+ 1.1
— 1.4

+ 0.4

+ 0.7

+ 0.7

+ 0.9
— 0.2

22.50
0.8

23.3(2)
3.3

_ 28.5

_ 1.7

19.7

19.7

19.2
0.5

(') Securities held by Federal Reserve Banks.
(2) Gold held by U.S. Treasury.
(•') Excludes security operations; includes Treasury currency outstanding

minus Treasury cash holdings and Treasury deposits with Federal
Reserve Banks.

United States:
Credit to the private economy.0

Items

Loans of weekly-report ing
banks t o :
Industry and commerce . .
Real estate
Others

Total (net) <?)...

Credits of the whole bank-
ing system
Loans (net)

Total

Total consumer creditC) . . .

Changes

April 1950
and

March 1951

between

April 1951
and

March 1952

Total
at end of
March 1952

in milliards of dollars

+ 5.4
+ 0.9
+ 1.6

+ 7.8

+ 12.1
+ 1.6

+ 13.7

+ 3.1

+ 2.2
+ 0.3
— 0.4

+ 2.0

+ 5.2
+ 1.5

+ 6.7

+ 0.2

21.4
5.7
8.2

34.7

67.7
16.4(3)

84.1

19.6

(') Including the banks' holdings of securities of States and munici-
palities, but not U.S. Government securities.

t2) Net total (i.e. after deduction of valuation reserves).
(3) Excluding holdings of U.S. Government secur i t ies, which total led

$96.1 mil l iard at the end of March 1952.
(4) Granted partly by the banking system and partly by other agencies.

" d i s o r d e r l y m a r k e t s " , b u t

t h e s e f e a r s h a v e p r o v e d

t o h a v e b e e n u n f o u n d e d .

I n t h e U n i t e d K i n g d o m ,

t h e b a n k s a n d t h e p u b l i c

h a v e s e e n v e r y c o n s i d e r -

a b l e fluctuations i n b o n d

p r i c e s i n t h e p a s t a n d

a r e m o r e o r l e s s p r e p a r e d

f o r t h e m . I n t h e U n i t e d

S t a t e s , t h e m a r k e t i s m o r e

s e n s i t i v e a n d financial i n s t i -

t u t i o n s p r o b a b l y p o s s e s s

s m a l l e r h i d d e n r e s e r v e s ;

b u t t h e a d j u s t m e n t s r e -

q u i r e d w e r e m u c h m o r e

l i m i t e d , s i n c e t h e q u o t a -

t i o n s o f m e d i u m a n d l o n g -

t e r m b o n d s d i d n o t d e c l i n e

b y m o r e t h a n 4 t o 8 p e r

c e n t .

T h e l i q u i d i t y p o s i t i o n

o f t h e b a n k s c a m e u n d e r

p r e s s u r e i n t h e s p r i n g o f

1 9 5 1 n o t o n l y b e c a u s e t h e y

c o u l d n o l o n g e r c o n s i d e r

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

a s s e t s , b u t a l s o b e c a u s e t h e i r

r e s e r v e b a l a n c e s c e a s e d t o

r i s e a t t h e s a m e r a t e a s i n

t h e p r e c e d i n g m o n t h s .

W h i l e n e t p u r c h a s e s

o f g o v e r n m e n t s e c u r i t i e s

a d d e d $ 5 . 3 m i l l i a r d t o t h e

m e m b e r - b a n k r e s e r v e s i n

t h e p e r i o d A p r i l 1 9 5 0 t o

M a r c h 1 9 5 1 a n d t h e r e w a s

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

t h e s e r e s e r v e s o f $ 3 . 4 m i l -

l i a r d , d e s p i t e t h e c o n -

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

l o s s e s , t h e f o l l o w i n g t w e l v e -

m o n t h p e r i o d s a w a n e t

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

$ 0 . 4 m i l l i a r d a n d a n e t



Perceur
140

Consumer buying and income.
Monthly indexes adjusted for seasonal variations:

1947-49 average = 100.

130

120

110

100

*

k Disposable

Retail sales

f947-W-100
> i 1 ) i !' i i 1 i )

Per ceni

a d d i t i o n t o t h e r e s e r v e s o f o n l y $ 0 . 7 m i l l i a r d , d e s p i t e a g o l d i n f l o w o f

S 1 . S m i l l i a r d .

O n t h e s u p p l y s i d e , t h e b a n k s t h e m s e l v e s b e c a m e l e s s i n c l i n e d t o e x t e n d

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

i n f l u e n c e e x e r t e d b y t h e V o l u n t a r y C r e d i t R e s t r a i n t m o v e m e n t . O n t h e o t h e r

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

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

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

B e t w e e n A p r i l 1 9 5 0 a n d

M a r c h 1 9 5 1 t h e l o a n s o f

t h e w h o l e b a n k i n g s y s t e m

t o t h e e c o n o m y i n c r e a s e d

b y 2 4 p e r c e n t . , w h e r e a s

i n t h e f o l l o w i n g t w e l v e -

m o n t h p e r i o d t h e r i s e w a s

l i m i t e d t o 8 p e r c e n t . T h e

s u p p l y o f m o n e y , h o w -

e v e r , g r e w b y $ 6 * 9 m i l l i a r d

i n 1 9 5 1 , a s c o m p a r e d w i t h

a n i n c r e a s e o f $ 6 . 5 m i l -

l i a r d i n 1 9 5 0 . I n 1 9 5 0

t h e l a r g e e x p a n s i o n o f

b u s i n e s s c r e d i t h a d b e e n

p a r t l y o f f s e t b y t h e o u t -

f l o w o f g o l d ( $ 1 . 7 m i l -

l i a r d ) a n d b y a f a l l i n t h e

b a n k i n g s y s t e m ' s h o l d i n g s

o f g o v e r n m e n t s e c u r i t i e s

w a s a s m a l l i n f l o w o f g o l d

g o v e r n m e n t s e c u r i t i e s r o s e

1949 1950 1951

130

120

110

100

Source: Data from the U.S. Department of Commerce given by the Federal
Reserve Bank of New York.

( $ 3 . 9 m i l l i a r d ) ; d u r i n g 1 9 5 1 , o n t h e o t h e r h a n d , t h e r e

( s e e p a g e 1 6 8 ) a n d t h e b a n k i n g s y s t e m ' s h o l d i n g s o f

b y $ 1 . 2 m i l l i a r d .

I n 1 9 5 1 t h e c a p i t a l m a r k e t a b s o r b e d $ 6 . 1 m i l l i a r d o f i s s u e s b y c o r p o r a t i o n s ,

a s a g a i n s t $ 4 . 3 m i l l i a r d i n t h e p r e c e d i n g y e a r , a n d a l s o $ 3 . 5 m i l l i a r d o f i s s u e s b y

S t a t e s , m u n i c i p a l i t i e s a n d F e d e r a l a g e n c i e s ( $ 3 . 8 m i l l i a r d i n 1 9 5 0 ) . F r o m i s t M a y

1 9 5 2 s o m e w h a t m o r e a t t r a c t i v e t e r m s w e r e o f f e r e d f o r g o v e r n m e n t s a v i n g s b o n d s ;

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

i m p r o v e d .

I n t h e e a r l y m o n t h s o f 1 9 5 2 t h e v o l u m e o f i n v e s t m e n t w a s f u l l y a s l a r g e

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

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

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

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

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

P r e s i d e n t o f t h e U n i t e d S t a t e s , t h e f i n a n c i n g o f S t a t e , m u n i c i p a l a n d p u b l i c b o d i e s

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

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

d o n e d a l t o g e t h e r . E a r l y i n A p r i l , t h e B o a r d o f G o v e r n o r s o f t h e F e d e r a l R e s e r v e

S y s t e m h a d e x e m p t e d a l l p r o d u c t s s e l l i n g f o r l e s s t h a n $ 1 0 0 f r o m i n s t a l m e n t -

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

i t b e i n g s t a t e d b y t h e F e d e r a l R e s e r v e B o a r d t h a t , o w i n g t o t h e i m p r o v e d s u p p l y

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

a l t h o u g h s t a n d - b y p o w e r s m u s t b e r e t a i n e d .
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In C a n a d a , 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.

(iii) While the Bank of Canada continued to intervene from time to time in the
security market, the yield of 15-year government 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 on consumer credit in
particular.

While the Canadian supply of money rose by 10 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 countries — 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 opposite course.

London: Money market.
Yearly averages Monthly averages
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The main credit measures taken in the U n i t e d K i n g d o m 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 years 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 % P e r c e n t - m

November 1951 and from 2 % 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:

(i) 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
Yz per cent, for 5 to 15-year loans and by % per cent, for longer-term
loans; and a further

United K ingdom:
Changes in interest rates and yields.

increase of x/% to %
per cent, was made in
February 1952.

(ii) The clearing banks in-
creased the rate paid
on time deposits from
y2 to % per cent, in
November 1951 and
from % to 2 per cent,
in March 1952. They
also raised the charges
for advances, especi-
ally advances to larger
borrowers, who are
usually charged a rate
% to 1 per cent, above
bank rate.

(iii) In the security market,
there was a considerable
fall in the prices of both
government and private
bonds and ordinary
shares.

It6 IDS

1. Bank of England rates

Bank of England loans against
Treasury bills . . .

2. Market rates
3-month Treasury bills. . . .

3-month fine trade bills . . .

3. Bank depos i t rates

4. Pub l ic Works Loan Board
Less than 5 years

More than 15 years

5. Government secu r i t i es *
Exchequer 2'/,% 1955 . . . .
War bonds 2%% 1954-56. . .
Savings bonds 2%% 1964-67.
Consols 2y,%
War loan 3%%

31st October
1951

2.0

^ M

0.52

1.0
2.12

0.5

2.0
2.5
3.0

1.78

1.58
3.39
3.87
4.08

30th April
1952

4.0

3.5

2.31
3.0
4.5

2.0

2.75
3.75
4.25

3.17
3.10
3.98
4.18
4.50

* Yields calculated to earliest redemption date when above par, to
latest date when below. For consols and war loan, flat yields.

R e c e n t l y , t h e m a j o r c h a n g e h a s b e e n t h e r i s e i n s h o r t - t e r m r a t e s ; i n c o m -

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

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

fa l l i n t h e p r i c e s o f g o v e r n m e n t s e c u r i t i e s h a s b e e n s i n c e 1 9 4 7 , t h e t i m e w h e n

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

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

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

5 0 p e r c e n t , o f t h e n a t i o n a l i n c o m e , a s c o m p a r e d w i t h 3 6 p e r c e n t , i n 1 9 3 8 ; b u t i t

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

1 9 4 6 , a n d t h a t c u r r e n t s a v i n g s a r e i n a d e q u a t e i n r e l a t i o n t o t h e v e r y c o n s i d e r a b l e

r e q u i r e m e n t s o f t h e c o u n t r y i t s e l f a n d o f t h e o u t e r s t e r l i n g a r e a . O n e o f t h e m a j o r

h a n d i c a p s t o r e c o v e r y i n t h e U n i t e d K i n g d o m w a s t h e e x c e s s i v e c r e a t i o n o f m o n e y

d u r i n g t h e w a r a n d i n 1 9 4 6 - 4 7 a n d i t is , , t h e r e f o r e , o f i m p o r t a n c e t h a t t h e i n c r e a s e

i n d e p o s i t s h a s s l o w e d d o w n a n d t h a t t h e b a n k s ' h o l d i n g s o f w h a t h a v e b e e n
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U n i t e d K i n g d o m : G o v e r n m e n t s e c u r i t i e s .

Items

2/ 2 % Consols
4% Consols
3/2% War loan .
3% Savings bonds 1965-75 . . . .
2%% Savings bonds 1964-67. . . .
VA% War bonds 1954-56

Pr i ce

20th November
1946

99 3/16
117 1/2
107 7/8
111 5/16
104 5/16
105

25th April
1952

60 3/8
89 1/4
78
82 3/4
83 3/4
97 9/16

Y i e l d *

20th November
1946

2.53
2.21
2.09
2.30
2.21
1.90

25th April
1952

4.15
4.52
4.46
4.20
3.94
3.10

* For 2Y2% consols, flat yields. For 4% consols and War loan, yield to earliest redemption date when above
par, otherwise flat yield. For other securities, yield to earliest redemption date when above par, to latest
redemption date when below par.

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

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

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

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

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

London c l e a r i n g banks.

End of

1946 . . . .
1947 . . . .
1948 . . . .
1949 . . . .
1950 . . . .
1951 . . . .

Change from:
end of 1946 to

end of 1948
end of 1948 to

end of 1951

Liabilities

Net
deposits

5,438
5,682
5,914
5,964
6,100
6,036

+ 476

+ 122

"Public-sector assets"*

Money
at call and

short
notice

432
480
485
571
592
598

+ 53

+ 113

Bills
Treasury
deposit
receipts

Investments

in millions of £ sterling

610
793
741

1,109
1,408

972

+ 131

+ 231

1,560
1,288
1,397

793
456
102

— 163

— 1,295

1,427
1,483
1,478
1,512
1,528
1,965

+ 51

+ 487

Total

4,029
4,044
4,101
3,985
3,984
3,637

+ 72

— 464

Advances

980
1,206
1,378
1,523
1,644
1,931

+ 398

+ 553

* These include a certain amount of commercial bills and investments other than government securities; while
these items are not very large, they have been growing in recent years, so that the table somewhat under-
states the real fall in "public-sector assets".

W h i l e i n 1 9 4 6 a d v a n c e s a m o u n t e d t o l e s s t h a n a q u a r t e r o f t h e " p u b l i c -

s e c t o r a s s e t s " , b y t h e e n d o f 1 9 5 1 t h e y w e r e e q u a l t o w e l l o v e r 5 0 p e r c e n t , o f

t h e s e a s s e t s . A n d b y t h e s p r i n g o f 1 9 5 2 t h e T r e a s u r y d e p o s i t r e c e i p t s ( " T . D . R . s " )

h a d b e e n b r o u g h t d o w n t o n i l .

S i n c e 1 9 4 7 t h e r e h a v e i n v a r i a b l y b e e n s u r p l u s e s o n t h e o r d i n a r y b u d g e t s a n d

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

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

s h o r t - t e r m d e b t s . T h e r e h a s t h u s b e e n n o n e e d t o c r e a t e a n y c r e d i t to m e e t t h e

g o v e r n m e n t ' s i n t e r n a l r e q u i r e m e n t s . A r e s e r v a t i o n s h o u l d , h o w e v e r , b e m a d e w i t h
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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 industries). 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 Si 13 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 yields are concerned, the average rate in the United Kingdom has
risen from its former level of 4V2 to 5 per cent, to about 6x/2 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 1948-51.
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 course, the fact that the current
and capital expenditure of the central and local authorities, together with the
payments made by social insurance funds, amount to 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 igso and
the Gas Council £73 million in 1951, while in April 1952 the Electricity
Authority borrowed a further £150 million. In contrast, issues by private
British companies amounted to £108 million in 1950 and £128 million in
1951 — figures which indicate that the restriction of credit to private
borrowers cannot be relied on as the sole means of restoring balance between
savings and investments.

In F r a n c e , 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,
possibilities 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.

Items

Increase in money supply
Currency
Demand deposits

Total . . .

Change in items corresponding
to the increase in the money
supply
Gold and foreign exchangeOX2) . .
Credit to public authorities'.1)• . . .
Credit to the economy
Other items (net)

Total . . .

19
1st half

50
2nd half

1£
1st half

51
2nd half

1952
1st quarter

in milliards of French francs

4- 99
+ 26

4- 125

4- 72
4- 22
4- 77
— 46

+ 125

+ 190
4- 101

4- 291

4- 66
4- 80
4- 89
4- 56

4- 291

4- 109
4- 86

4- 195

4- 10
4- 32
4- 162

. g

4- 195

4- 184
4- 176

4- 360

— 219
4- 166
4- 386
4- 27

4- 360

4- 37
4- 5

4- 42

- 67 (2)
4- 127
4- 78
— 96 (2)

4- 42

(') The nominal changes in these Items have been adjusted for the effects of (a) the revaluation of the gold
stock in August 1950, involving an amount of Fr.fcs 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 respect of the loan raised by the Treasury in the
United States in August 1950.

(?) From 18th March 1952 onwards the Exchange Fund had entirely 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 debited with a debt of Fr.fcs 41 milliard to the E.P.U. on 18th March, it seems
likely that the net gold and exchange position deteriorated by considerably more than is shown in the table;
this would explain the large size of the residual item.

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

a d d i t i o n s t o t h e g o l d a n d f o r e i g n e x c h a n g e r e s e r v e s , i n c l u d i n g c l a i m s i n E . P . U .

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

I n t h e s p r i n g o f 1 9 5 1 e v e n t s t o o k a l e s s f a v o u r a b l e t u r n ; t h e t r a d e b a l a n c e

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

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

p r i c e s a n d w a g e s h a d b e e n r a i s e d ( s e e p a g e 3 3 ) , f r e s h c r e d i t s t o t h e e c o n o m y

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

t h e T r e a s u r y w e r e o n a r e a l l y s u b s t a n t i a l s c a l e , t h e i n c r e a s e o f F r . f c s 1 2 8 m i l l i a r d

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

1 9 4 9 o r t h e w h o l e o f 1 9 5 0 .

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

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

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

t o t h e T r e a s u r y i n r e s p e c t o f t h e A m e r i c a n l o a n o f A u g u s t 1 9 5 0 .

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

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

o n w a r d s t h e " r e d i s c o u n t c e i l i n g s " o f t h e b a n k s w i t h t h e B a n k o f F r a n c e a n d

t h e " m i n i m u m r e s e r v e r e q u i r e m e n t s " w e r e e n f o r c e d d a i l y ( a n d n o t , a s

p r e v i o u s l y , o n l y a t t h e e n d o f t h e m o n t h ) . O n t h e o t h e r h a n d , t h e t o t a l o f

t h e r e d i s c o u n t c e i l i n g s w a s r a i s e d f r o m a b o u t F r . f c s 2 9 0 t o 5 0 0 m i l l i a r d . I n

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

m e n t i o n e d i n t h e I n t r o d u c t i o n t o t h i s R e p o r t ( p a g e 3 3 ) .

( i ) T h e d i s c o u n t r a t e w a s r a i s e d , i n t w o s t a g e s , f r o m 2 Va t o 4 p e r c e n t . , r a t h e r

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

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



France: Credits to

Items

Bank of France
Advances, etc
Counterpart of American loan* . . .
Portfolio of public securities . . . .

Total for Bank of France

Other banks ' portfolio of public
securities

Posta l -cheque and Treasury
depos i ts

Total

1948

763

110

873

243

160

1,276

p u b l i c a u t h o r i t i e s .

En
1949

i of
1950

in milliards of Frencr

768

141

909

279

209

1,397

705
49

123

877

308

237

1,422

1951

francs

742
70

186

998

327

295

1,620

March
1952

803
70

228

1,101

343

303

1,747

* This loan was granted in U.S. dollars, but they were exchanged for French francs by the Exchange Stabilisation
Fund, which continued to hold the dollar amounts abroad. The National Council of Credit states in a footnote
to its 1950 report that the sum involved really represented finance for the Treasury rather than an increase in
exchange reserves, but it has not made the corresponding adjustment in its statistical tables.

( i i ) S a l e s o f b i l l s t o t h e B a n k o f F r a n c e u n d e r r e p u r c h a s e a g r e e m e n t ( " p e n s i o n s " )

w e r e l i m i t e d t o i o p e r c e n t , o f a b a n k ' s o r d i n a r y r e d i s c o u n t c e i l i n g , a n d , i n

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

( i i i ) T h e l i m i t b e y o n d w h i c h t h e p r e l i m i n a r y a u t h o r i s a t i o n o f t h e B a n k o f F r a n c e

w a s r e q u i r e d f o r a d v a n c e s t o b u s i n e s s w a s r a i s e d f r o m F r . f c s i o o t o 5 0 0 m i l -

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

p a r t o f b u s i n e s s c r e d i t i n F r a n c e ) w e r e i n c l u d e d i n c a l c u l a t i n g t h i s figure.

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

e f f e c t i v e w a t c h t o b e k e p t o n t h e l a r g e r b o r r o w e r s .

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

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

F e b r u a r y 1 9 5 2 w a s c o m p e l l e d t o a s k f o r a d i r e c t a d v a n c e f r o m t h e B a n k

o f F r a n c e . I n r e p l y i n g t o t h i s r e q u e s t o n 2 9 t h F e b r u a r y , t h e G o v e r n o r o f

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

w i l l i n g t o p u r c h a s e b i l l s u p t o a m a x i m u m o f F r . f c s 2 5 m i l l i a r d f r o m t h e

T r e a s u r y , b u t , a t t h e s a m e t i m e , h e p o i n t e d o u t o n b e h a l f o f t h e B a n k ,

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

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

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

o f s t e p s w e r e , i n d e e d , t a k e n i n t h e s p r i n g o f 1 9 5 2 w h e n a n e w g o v e r n m e n t

h a d c o m e i n t o p o w e r .

I n I t a l y , too, t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a l e d t o s t r o n g

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

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

1 9 5 0 , t h e B a n k o f I t a l y r e f u s e d t o m a k e a n y l a r g e i n c r e a s e i n i t s o w n c r e d i t s

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

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

t h e y a l s o d e c l i n e d i n I t a l y , a n d i n t h e s e c o n d h a l f o f 1 9 5 1 t h e r e w a s a
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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 credit. 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.

I t a l y : F o r m a t i o n o f t h e m o n e y s u p p l y .

Items

Change in money supply and in
savings deposits'.

Currency 0)
Demand deposits (2)

Tota l money supply . . .
Savings deposits

Grand total

Change in corresponding i tems:

Gold and foreign exchange . . . .
Balance of counterpart funds,

increase (—)

Credit to the economy :
Bank of Italy (3)
Other banksC)
Postal system

Total

Credit to public authorities:

Bank of Italy (5)
Other banks(8)
Postal system

Total

Other items (net)

Grand total

1948 1949 1950 1951

in milliards of lire

+ 194
+ 271

+ 465
+ 379

+ 844

+ 163

— 53

+ 9
+ 346
+ 24

+ 379

+ 76
+ 195
+ 137

+ 408

— 53

+ 844

+ 72
+ 238

+ 310
+ 371

+ 681

+ 258

— 135

+ 46
+ 324
+ 15

+ 386

— 2
+ 69
+ 161

+ 228

— 56

+ 681

+ 131
+ 139

+ 270
+ 314

+ 584

+ 61

+ 122

+ 49
+ 266
+ 30

+ 345

— 78
+ 70
+ 148

+ 140

— 84

+ 584

+ 133
+ 282

+ 415
' + 247

+ 662

+ 222

+ 41

_ 19
+ 366
+ 54

+ 401

_ 60
+ 105
+ 65

+ 110

— 112

+ 662

(1) Including notes, coins and bank drafts ("vagl ia" and "assegn i " ) .
(2) Excluding current accounts with the postal system.
(3) Including rediscounts and advances to the banks.
(") Including credits granted in foreign currencies (Lit. 39 milliard in 1951).
(5) Current account of the Treasury with the Bank of Italy.
(6) Including investments in Treasury bills made via the Bank of Italy.

S i n c e 1 9 4 8 t h e T r e a s u r y h a s c e a s e d t o b o r r o w f r o m t h e B a n k o f I t a l y , i t s

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

b i l l s a n d a l l o c a t i o n s f r o m c o u n t e r p a r t f u n d s . O n i t s c u r r e n t a c c o u n t w i t h t h e B a n k

o f I t a l y , t h e T r e a s u r y h a s s i n c e 1 9 5 0 a c c u m u l a t e d a c r e d i t b a l a n c e ; t h i s r o s e t o

L i t . 1 8 8 m i l l i a r d i n F e b r u a r y 1 9 5 2 , o w i n g t o t h e s u c c e s s o f t h e s p e c i a l l o a n floated

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

T h e f a c t t h a t t h e B a n k o f I t a l y h a s p u t a b r a k e o n c r e d i t e x p a n s i o n d o e s

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

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

4 0 p e r c e n t , a b o v e t h e p r e - w a r l e v e l b y t h e e n d o f M a r c h 1 9 5 2 ) h a s b e e n

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

t h r o u g h t h e b a n k s o r t h r o u g h t h e c a p i t a l m a r k e t .
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I t a l y : F i n a n c e p r o v i d e d in 1 9 4 8 — 5 1 .

Items

Finance to publ ic au thor i t ies
Banks and postal system (0
Public subscriptions to government securities
Releases of counterpart funds(2)

Total

F inance to the economy
Banks and postal system 0)
Special credit institutions (3)
Issues on capital market:

bonds
shares

Releases of counterpart funds

Total

Grand total

1948 1949 1950 1951

in milliards of lire

408
113
73

594

379
45

24
86
31

565

1,159

228
65
56

349

386
56

108
90
26

666

1,015

140

98

234

472

345

59

33

65

11

513

985

110

65

241

416

401

60

7

80

6

554

970

(') For details, see preceding table.
(2) These releases to the Treasury served largely to f inance investment expendi ture, inc lud ing some investment

in the private economy. It is not poss ib le , however, to give separate f igures for the latter.
(3) Grant ing mainly medium and long- term credi ts .

T h e s p e c i a l i s s u e o f 9 - y e a r 5 p e r c e n t . T r e a s u r y b o n d s m a d e i n o r d e r

t o finance t h e r e p a i r o f flood d a m a g e b r o u g h t i n L i t . 1 2 2 m i l l i a r d i n f r e s h

c a s h , i n a d d i t i o n t o L i t . 2 5 m i l l i a r d o f c o n v e r s i o n s o f o r d i n a r y T r e a s u r y

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

a b l e , i n M a y 1 9 5 2 , t o r e d u c e t h e i n t e r e s t o n n e w i s s u e s o f o n e - y e a r T r e a s u r y

b i l l s f r o m 4 % t o 4 p e r c e n t , , a n d a t t h e s a m e t i m e t h e B a n k o f I t a l y

r e d u c e d f r o m 4 % t o 4 % p e r c e n t , t h e r a t e p a i d o n t h e d e p o s i t s w h i c h t h e

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

S w i t z e r l a n d , l i k e I t a l y , w a s a b l e t o r e f r a i n f r o m r a i s i n g i n t e r e s t r a t e s

a f t e r t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a ; b u t i n S w i t z e r l a n d t h e r e w a s n o

S w i s s N a t i o n a l B a n k : S e l e c t e d i t e m s f r o m t h e b a l a n c e s h e e t

(together with the gold holdings of the Confederation).

End of

1949

1950

December

1951

December . . . . . . .

Confeder-
ation

Gold
holdings

National Bank

Assets

gold and
dollars

bills advances

Liabilities

notes in
circulation

sight
deposits

in millions of Swiss francs

269

495
387

278
278

6,500

6,534
6,232

6,210
6,231

82

73
170

149
248

31

24
85

39
59

4,566

4,283
4,664

4,468
4,927

1,731

2,202
1,773

1,810
1,529
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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 91 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, a 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.

S w i t z e r l a n d : B a l a n c e s h e e t o f f i f t y - t w o m a j o r b a n k s . *

End of

A s s e t s

Cash Bills Advances Mortgage
loans

Securities

L i a b i l i t i e s

Sight
liabilities

Time
and

savings
deposits

Certi-
ficates,

etc.

in millions of Swiss francs

1949

1950 June. . .
December

1951 June. . .
December

1,337

1,555
1,104

1,074
1,186

2,345

2,191
2,383

2,360
2,321

4,117

4,168
4,674

4,983
5,224

8,291

8,469
8,684

8,876
9,134

2,184

2,392
2,263

2,361
2,348

5,111

5,432
5,298

5,508
5,428

7,027

7,269
7,566

7,695
8,028

4,893

4,878
4,895

5,088
5,243

* Includes the cantonal banks, eighteen commercial banks and seven savings banks.

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

a d v a n c e s , i n c r e a s e d s u b s t a n t i a l l y i n 1 9 5 1 . C e r t a i n s t e p s w e r e t a k e n , n o t p r i m a r i l y

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

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

s o - c a l l e d " g e n t l e m a n ' s a g r e e m e n t " c o n c l u d e d b e t w e e n t h e N a t i o n a l B a n k , o n t h e

o n e h a n d , a n d t h e b a n k s a n d o t h e r i n s t i t u t i o n a l i n v e s t o r s , o n t h e o t h e r , l o a n -

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

7 0 p e r c e n t , o f t h e c o s t ; a t t h e s a m e t i m e , p u b l i c a u t h o r i t i e s w e r e a s k e d t o r e d u c e

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

p r e v i o u s l y b e e n p l a n n e d . I n a d d i t i o n , t h e C o n f e d e r a t i o n , i n O c t o b e r 1 9 5 1 , a d o p t e d

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

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

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

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

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

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

1 9 5 1 i t b e c a m e e v i d e n t t h a t a p o i n t h a d b e e n r e a c h e d a t w h i c h c o n f i d e n c e

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

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

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

D e c e m b e r t h e y s t o o d a t S c h . 2 , 2 7 5 m i l l i o n , w h i c h w a s c o n s i d e r a b l y l e s s t h a n

t h e p r e - w a r figure, a l t h o u g h p r i c e s w e r e 7 t o 8 t i m e s a s h i g h a s b e f o r e t h e w a r .
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A u s t r i a :
M o n e y s u p p l y a n d s a v i n g s d e p o s i t s .

In 1951, credits granted by
the banks to the economy rose
by Sch. 4,513 million (or 42 per
cent.), of which as much as
Sch. 2,716 million (i.e. more than
half the increase) was rediscounted
with the National Bank. Two-
thirds of this rediscounting, how-
ever, involving an amount of
Sch. 1,800 million, represented the
transmission of counterpart funds
to business firms via the banking
system. Purely commercial credits
grew by Sch. 2,706 million, and of
this amount Sch.900 million was re-
discounted with the National Bank.

A u s t r i a n N a t i o n a l B a n k : S e l e c t e d i t e m s f r o m t h e b a l a n c e s h e e t . 0 )

End of

1937 . . . .

1948 . . . .
1949 . . . .
1950 . . . .
1951 . . . .
1952 March

Money supply

Notes in
circulation

Sight
deposits

(excluding
National
Bank)

Total

Savings
deposits

in millions of schillings

944

5,635
5,721
6,349
8,032
8,222

947

4,783
5,983
7,271
8,899
8,990

1,891

10,418
11,709
13,620
16,931
17,212

2,450

1,272
1,670
2,198
2,275
2,729

End of

1949. . . .
1950. . . .
1951. . . .
1952 March

A s s e t s

Gold and
foreign

exchange

Commercial
bills

Treasury
bills

L i a b i l i t i e s

Deposits of
public

authorities

free blocked t2)

Note
circulation

Free
deposits
of other
banks

in millions of schillings

194
500
634
764

154
809

1,710
1,341

2,089
1,949
2,210
2,257

1,222
988
581
293

1,145
1,841
1,469
1,696

5,721
6,349
8,032
8,222

454
429
539
313

(') Under the system adopted 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 raises its "ceil ing" for redis-
counting reconstruction credits by a corresponding amount. Changes in these two items, both of which are
excluded from the above table, roughly offset each other. (!) Including counterpart funds not yet utilised.

I n t h e s p r i n g o f 1 9 5 1 t h e a u t h o r i t i e s h a d m a d e t w o a g r e e m e n t s w i t h t h e

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

t h e o b s e r v a n c e o f c e r t a i n l i q u i d i t y r a t i o s . I n O c t o b e r 1 9 5 1 a f u r t h e r a g r e e m e n t w a s

c o n c l u d e d , a c c o r d i n g t o w h i c h t h e i n c r e a s e i n c r e d i t s w a s t o b e l i m i t e d t o 7 0 p e r

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

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

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

6 t h D e c e m b e r 1 9 5 1 t h e N a t i o n a l B a n k r a i s e d i t s d i s c o u n t r a t e f r o m 3 % t o 5 p e r

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

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

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

c o m m i s s i o n s , a m o u n t i n g t o 9 V2 t o 1 0 p e r c e n t . O n r s t J a n u a r y 1 9 5 2 t h e b a n k s

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

2 t o 4 Vz p e r c e n t . ) i n t h e r a t e s f o r l o n g e r - t e r m d e p o s i t s .

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

w a s a g r e e d u p o n i n t h e a u t u m n ( s e e C h a p t e r I I I ) a n d b u d g e t a r y a p p r o p r i a t i o n s f o r

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

a v a i l a b l e ( s e e C h a p t e r V I I I ) . T h e e f f e c t o f t h e m o r e r e c e n t m e a s u r e s c a n n o t y e t b e

j u d g e d , b u t t h e c h a n g e s i n c r e d i t p o l i c y w e r e m a d e i n t h e l a t t e r p a r t o f 1 9 5 1 ,

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

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

a c t i o n t a k e n h a s a l r e a d y h a d a c o n s i d e r a b l e e f f e c t .
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Reference has been made in the Introduction (page 7) to the credit
measures taken by w e s t e r n G e r m a n y 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.

G e r m a n y : M o n t h l y c h a n g e s i n c r e d i t s g r a n t e d t o t h e e c o n o m y
a n d t o p u b l i c a u t h o r i t i e s .

Period

1949

1950
1st half
July-October
November-December . .

1951
January-February . . . .
March-April
May-June
July-August
September-October. . .
November-December . .

1952
Janua ry -Feb rua ry . . . .

To ta l amount of credit out-
standing on 29th February
1952 (in millions of DM)

Credits granted to the economy

short-term credits 0)

gross
credits

import-
licence

deposits

net
credits
(after

deduction
of import
deposits)

by commerc

medium
and

long-term
credits

al banks

total P)

Credits granted to
public authorities by

commercial
banks

the
central-
banking

system (3)

m o n t h l y rate of change, in millions of DM

+ 394

+ 238
+ 439
+ 330

+ 275
— 486
+ 151
+ 218
+ 203
+ 627

+ 491

16,011

+ 2

4

+ 33
+ 145

+ 106
— 178
+ 251
+ 32
— 389
— 32

— 1

—

+ 392

+ 242
+ 406
+ 185

+ 169
— 308
— 100
+ 186
+ 592
+ 659

+ 492

16,011

+ 117

+ 240
+ 340
+ 352

+ 245
+ 349
+ 238
+ 226
+ 220
+ 275

+ 176

8,832

+ 509

+ 482
+ 746
+ 537

+ 414
+ 41
+ 138
+ 412
+ 812
+ 934

+ 668

24,843

+ 53

+ 59
+ 8
— 16

+ 43
+ 61
+ 74
+ 153
+ 236
— 56

+ 79

2,605

+ 28

+ 134
2
•]

— 31
— 162
+ 211
+ 2
— 382
+ 167

— 271

644

(1) 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 import licences, which were reintroduced in the autumn of 1950 and
again 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 credits remaining after deduction of the increase in Import-licence deposits, this
being a closer approximation to the actual amount of credit used for ordinary business purposes.

O In addition, credits (mostly based on allocations of counterpart funds) have been granted on a considerable
scale by the "Reconstruction Loan Corporation"; but since their rate of growth has been fairly regular, the
inclusion of these crédits would not make much difference to the changes in trend shown above.

(3) Including a very small amount of credits granted to the economy.

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

i n d u s t r i a l p r o d u c t i o n s h o w i n g a n i n c r e a s e o f 2 0 p e r c e n t , f r o m 1 9 5 0 t o 1 9 5 1 ) ,

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

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

d o w n o f c r e d i t e x p a n s i o n i n t h e s p r i n g a n d s u m m e r o f 1 9 5 1 .

I n t h e f o u r m o n t h s ( J u l y t o O c t o b e r ) a f t e r t h e o u t b r e a k o f t h e c o n f l i c t

i n K o r e a , s h o r t - t e r m c r e d i t s w e r e r i s i n g a t t h e r a p i d r a t e o f o v e r D M 4 0 0 m i l -

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

D M 7 5 0 m i l l i o n a m o n t h . M a i n l y t h a n k s t o t h e r e s t r i c t i o n s i m p o s e d , t h i s r a t e

o f i n c r e a s e w a s g r a d u a l l y r e d u c e d t o o n l y D M 4 1 m i l l i o n a m o n t h i n M a r c h -

A p r i l 1 9 5 1 . S i n c e t h e n t h e n e t r a t e a t w h i c h c r e d i t s a r e g r a n t e d t o t h e
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economy has increased again, and with the change to a surplus in the balance
of payments, the Bank deutscher Länder acquired fairly substantial amounts
of foreign exchange (including claims in E.P.U. units), which contributed to
an increase in the supply of money.

G e r m a n y : C h a n g e s i n t h e f o r m a t i o n o f t h e m o n e y s u p p l y .

Items >

Changes in money supply and a lso
in t ime and savings depos i ts and
other long- term funds received
by banks

Note circulation
Demand deposits

Total money supply . . .

Time and savings deposits and other
long-term funds received by banks.

Total

Changes i n :
Gold and foreign exchange
Counterpart funds(')
Net credits to the economy (2) . . . .
Net credits to public bodies (4) . . . .
Miscellaneous

Total

19

1st half

50

2nd half

19

1st half

51

2nd half

Amount
outstanding

at end
of 1951

in millions of DM

+ 382
+ 102

+ 484

+ 2,860

+ 3,344

— 508
— 238
+ 3,229
+ 946
— 85

+ 3,344

+ 242
+ 1,289

+ 1,531

+ 2,599

+ 4,130

— 625
+ 104
+ 4,612
+ 479
— 440

+ 4,130

+ 100
+ 420

+ 520

+ 1,815

+ 2,335

+ 886
— 75
+ 1,407
+ 292
— 175

+ 2,335

+ 1,021
+ 1,216

+ 2,237

+ 2,775

+ 5,012

+ 1,176
+ 52
+ 4,633
— 499
— 350

+ 5,012

8,801
9,788

18,589

16,686

35,275

1,592
— 1,186

25,328(3)
— 1,502(3)

11,043

35,275

0) Increase (—) or decrease (+) in net balance of counterpart 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 among "credits to the economy" and "credits to public bodies".

(?) Increase in credits to the economy granted by the commercial banks as shown in the table on page 196,
plus credits granted to the economy by instalment-credit institutes, the postal savings system, the Kredit-
anstalt für Wiederaufbau and the Finanzierungs A.G., and by the central-banking system, minus the increase
in import-licence deposits with the central-banking system.

(3) A small amount of credits granted to the economy by the central-banking system is included in the absolute
total of credits to public bodies. The item "credits to public bodies" is negative, because the deposits of
public authorities were larger than the credits granted to them.

(4) Credits granted to public authorities by the institutes mentioned in note (2), plus coinage profits accruing
to the government, minus the increase in the deposits held by public authorities, including the Allied
authorities (but excluding counterpart funds).

I n t h e s e c o n d h a l f o f 1 9 5 1 t h e v o l u m e o f b u s i n e s s c r e d i t s e x p a n d e d b y

a b o u t t h e s a m e a m o u n t a s i n t h e s e c o n d h a l f o f 1 9 5 0 , b u t i n t h e s e c o n d h a l f o f

1 9 5 1 t h e b u d g e t a r y p o s i t i o n w a s m o r e f a v o u r a b l e , w i t h t h e r e s u l t t h a t t h e t o t a l

o f n e t c r e d i t s t o p u b l i c a u t h o r i t i e s d e c r e a s e d b y n e a r l y D M 5 0 0 m i l l i o n , w h i l e a n

i n c r e a s e i n s a v i n g s d e p o s i t s b r o u g h t a n a d d i t i o n a l D M 7 7 0 m i l l i o n , i n a d d i t i o n t o

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

I n t h e e a r l y m o n t h s o f 1 9 5 2 t h e c r e d i t e x p a n s i o n w o u l d s e e m t o h a v e s l o w e d

d o w n s o m e w h a t , a n d G e r m a n y ' s b a l a n c e - o f - p a y m e n t s p o s i t i o n r e m a i n e d f a v o u r a b l e .

I n v i e w o f t h e s e d e v e l o p m e n t s , t h e B a n k d e u t s c h e r L ä n d e r d e c i d e d o n 2 8 t h M a y

1 9 5 2 t o r e d u c e i t s d i s c o u n t r a t e f r o m 6 t o 5 p e r c e n t , a n d t o m a k e c o r r e s p o n d i n g

a d j u s t m e n t s t o o t h e r r a t e s .

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

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

s u c h a m a r k e t w a s t h e u n c e r t a i n t y a s t o t h e d e t a i l s o f t h e s p e c i a l t a x d e s i g n e d
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Germany: Consumer goods industries.
Monthly Index: 1950 = 100.
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t o s h a r e t h e l o s s e s a n d

b u r d e n s r e s u l t i n g f r o m t h e

w a r ( " L a s t e n a u s g l e i c h " ) !

b u t t h i s o b s t a c l e h a s n o w

b e e n r e m o v e d b y t h e final

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

b i l l i n M a y 1 9 5 2 . A n o t h e r

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

m u m r a t e o f 5 p e r c e n t ,

fixed f o r l o n g - t e r m l e n d i n g .

T h i s l i m i t n e e d n o t b e

o b s e r v e d , h o w e v e r , b y t h e

g o v e r n m e n t s o f t h e L ä n d e r ,

a n d i n M a y B a v a r i a m a d e

a n i s s u e o f 8 p e r c e n t .

T r e a s u r y b o n d s w i t h a n

e f f e c t i v e y i e l d o f a b o u t

9 p e r c e n t . — a n i s s u e w h i c h

w a s c o n s i d e r e d h i g h l y s u c -

c e s s f u l , s i n c e D M 1 6 0 m i l -

l i o n w a s s u b s c r i b e d .

B e l g i u m w a s t h e s e c o n d c o u n t r y ( a f t e r D e n m a r k ) t o r a i s e i t s d i s c o u n t

r a t e f o l l o w i n g t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a ( d o i n g s o i n S e p t e m b e r

1 9 5 0 ) a n d w a s t h e first c o u n t r y t o l o w e r i t a g a i n i n 1 9 5 1 ( i n J u l y o f t h a t

y e a r ) . A s w a s s t a t e d i n t h e a n n u a l r e p o r t o f t h e N a t i o n a l B a n k o f B e l g i u m

f o r 1 9 5 1 :

" I t i s i n f a c t w i s e n o t t o l a y d o w n a n y g e n e r a l r u l e i n f a v o u r o f a

p o l i c y e i t h e r o f c h e a p m o n e y o r o f d e a r m o n e y , b u t t o a p p l y t h e m e a c h i n

t u r n a s c i r c u m s t a n c e s r e q u i r e . "

I n S e p t e m b e r 1 9 5 0 t h e d i s c o u n t r a t e w a s r a i s e d f r o m 3 . 2 5 t o 3 . 7 5 p e r c e n t . ;

w h e n t h e r a t e w a s l o w e r e d a g a i n i n t h e f o l l o w i n g y e a r i t w a s first o f a l l c h a n g e d

t o 3 . 5 0 p e r c e n t , ( i n J u l y ) a n d t h e n t o 3 . 2 5 p e r c e n t , ( i n S e p t e m b e r ) .

I t w a s a s h a r p u p t u r n i n t h e c o u n t r y ' s f o r e i g n t r a d e — b o t h i m p o r t s a n d

e x p o r t s — w h i c h g a v e r i s e t o a n e x t r a o r d i n a r i l y s t r o n g d e m a n d f o r n e w c r e d i t

a c c o m m o d a t i o n i n t h e a u t u m n o f 1 9 5 0 ; a s m a y b e s e e n f r o m t h e f o l l o w i n g t a b l e ,

t h e N a t i o n a l B a n k w a s o b l i g e d t o i n c r e a s e i t s c r e d i t s t o t h e e c o n o m y a n d , a t t h e

s a m e t i m e , d r a w o n i t s g o l d a n d f o r e i g n e x c h a n g e r e s e r v e s i n o r d e r t o p a y f o r

t h e i n i t i a l h e a v y i m p o r t s u r p l u s ( t h e e x p o r t s u r p l u s d i d n o t r e a c h i t s m a x i m u m

u n t i l t h e a u t u m n o f 1 9 5 1 ) .

T h e g r a p h s h o w s t h e c l o s e c o r r e s p o n d e n c e b e t w e e n i m p o r t s a n d b u s i n e s s

c r e d i t g r a n t e d b y t h e b a n k i n g s y s t e m ; d u r i n g t h e s e c o n d h a l f o f 1 9 5 0 b o t h r o s e

b y a b o u t o n e - t h i r d ; t h e r e w a s a f u r t h e r i n c r e a s e i n b o t h d u r i n g t h e first t h r e e

m o n t h s o f 1 9 5 1 ; a n d b o t h f e l l a p p r e c i a b l y d u r i n g t h e s u m m e r , o n l y t o r i s e o n c e

m o r e i n O c t o b e r . T h e m a i n p r e o c c u p a t i o n o f t h e N a t i o n a l B a n k h a s b e e n t o

c o u n t e r a c t a n y u n d u e e x p a n s i o n o f c r e d i t s u c h a s m i g h t e n d a n g e r m o n e t a r y

s t a b i l i t y ; a n d i t h a s d o n e t h i s b y i t s i n t e r e s t p o l i c y a n d b y o t h e r m e a n s ( e . g . b y

r e d u c i n g t h e m a x i m u m m a t u r i t i e s t h a t i t w o u l d a c c e p t f o r c e r t a i n i m p o r t b i l l s

s u b m i t t e d t o i t f o r r e d i s c o u n t i n g ) .

A s p e c i a l d i f f i c u l t y a r o s e a s a r e s u l t o f t h e g r o w i n g s u r p l u s i n r e l a t i o n t o t h e

E u r o p e a n P a y m e n t s U n i o n . I n o r d e r t o r e c t i f y t h e s i t u a t i o n , t h e N a t i o n a l B a n k

b e g a n i n t h e a u t u m n o f 1 9 5 1 t o d i s c o u r a g e t h e r e f i n a n c i n g o f i m p o r t s f r o m t h e
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N a t i o n a l B a n k o f B e l g i u m : S e l e c t e d i t e m s f r o m t h e b a l a n c e s h e e t .

Amount at end of period

A s s e t s
Gold and foreign exchange (net). . .
Credits granted

(a) Credits to the state
(b) Consolidated claim on the state
(c) Credits to public bodies . . . .
(d) Credits to the economy . . . .

Total credits

Total of assets (2)

L iab i l i t ies
Special deposits against E.P.U. claims
Counterpart funds
Note circulation

Total of liabilities (2)

1949

December

19

June

50

December

19

March

51

December

in milliards of Belgian francs

40.3

6.3
35.0
3.1
4.4

48.7

97.9

0.4
87.9

97.9

38.7

5.0
34.9
3.4
5.2

48.5

95.3

0.0
87.3

95.3

35.2 0)

4.1
34.9
4.5

11.7

55.3

99.7

0.0
88.6

99.7

36.7

0.6
34.9
2.1

12.6

50.1

94.5

0.0
86.0

94.5

50.2

6.5
34.9
1.8
9.2

52.4

111.7

5.1
1.0

95.0

111.7

(') In August 1950 the nominal amount of the gold reserve was raised by B.fcs 4.3 milliard, so that the real
reduction In the reserves during the year exceeds the figure In the table by this amount.

(2) Including miscellaneous items.

25

Belgium: Business credit, imports and trade balance
(monthly, in milliards of Belgian francs).

19 50

19 5 0 19 5 1

1 9 5 2
T

35

30

25

19 5 2
-5
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dol la r area , w h i l e eas ing its c o n d i t i o n s for t h e r e d i s c o u n t i n g of bi l ls i n r e spec t of
i m p o r t s f rom E . P . U . coun t r i e s . M o r e o v e r , b y a n a g r e e m e n t c o n c l u d e d i n M a r c h
1951 , t h e N a t i o n a l B a n k h a d l imi ted its l iabil i ty t o f inance c r e d i t s o n a c c o u n t of
t h e E . P . U . t o B.fcs 10,066 mi l l ion ( exc lud ing t e m p o r a r y a d v a n c e s m a d e a n d repa id
in t h e c o u r s e of t h e s ame m o n t h ) . T h i s l imi t w a s r eached i n S e p t e m b e r 1951,
a n d t h e fu r the r g r o w t h of t h e Belg ian c red i t o n t h e E . P . U . a c c o u n t w a s f inanced
pa r t l y b y t h e Belg ian T r e a s u r y a n d pa r t l y b y t h e b lock ing of 5 p e r cent , of t h e
s u m s rece ived b y Belg ian expo r t e r s . B y t h e e n d of t h e yea r t he se t w o la t te r
m e t h o d s f inanced B.fcs 5.1 mi l l ia rd of t h e to ta l Be lg ian c l a im o n t h e E . P . U . of
B.fcs 15.2 mi l l i a rd . Ea r ly i n 1952, s ince t h e c o n t i n u a n c e of t h e s u r p l u s w i t h t h e
E . P . U . necess i t a ted even m o r e d ra s t i c m e a s u r e s , a n increase w a s m a d e in t h e
p r o p o r t i o n of expo r t e a r n i n g s w h i c h w a s b locked .

Belgium: Official discount rate.

3'A

li

II II 1 1 I 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

4%

VA

V/z

VA

1 9 5 0 1 9 5 1 1 9 5 2

T h e total supply of money increased by 9 per cent, in 1951, or at about
the same rate as the average rise in prices (retail and wholesale taken together).
T h e expansion in total business credit during 1951 was small (compared with the
considerable expansion in the second half of the previous year) but there was a
fairly substantial rise in credits granted to public authorities.

B e l g i u m : C r e d i t s g r a n t e d b y t h e b a n k i n g s y s t e m .

End of

1948

1949

1950
June . . . .
December. .

1951
M a r c h . . . .
December. .

Credits to the economy

National
Bank Others Total

Credits to public authorities

National
Bank

Others Total

in milliards of Belgian francs

5.9

4.4

5.2
11.7

12.6
9.2

21.4

22.7

23.8
24.3

25.0
27.6

27.3

.27.1

29.0
36.0

37.6
36.8

8.4

9.4

8.4
8.7

2.7
8.4

33.6

34.2

35.5
34.8

36.3
38.9

42.0

43.6

43.9
43.5

39.0
47.3

S t o c k e x c h a n g e p r i c e s r o s e i n 1 9 5 1 b y a b o u t 3 5 p e r c e n t . , w h i l e t h e r e w a s

a s l i g h t f a l l , o n b a l a n c e , i n t h e q u o t a t i o n s o f g o v e r n m e n t s e c u r i t i e s .

A f t e r s t e p s h a d g r a d u a l l y b e e n t a k e n t o e l i m i n a t e t h e e x c e s s i v e l i q u i d i t y

l e f t o v e r f r o m t h e w a r ( s e e p a g e 5 2 ) , t h e c e n t r a l b a n k o f t h e N e t h e r l a n d s

b e g a n t o p u r s u e a flexible c r e d i t p o l i c y : o n 2 6 t h S e p t e m b e r 1 9 5 0 i t i n c r e a s e d

t h e d i s c o u n t r a t e f r o m 2 ^ t o 3 p e r c e n t , a n d i n A p r i l 1 9 5 1 i t f o l l o w e d u p
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Notes in c i r c u l a t i o n .

Countries

End of

June 1939 Dec. 1947 Dec. 1949 Dec. 1950 Dec. 1951

In millions of national currency units

Dec. 1951
Index: June
1939 = 100

Austria
Belgium . . . .
Denmark . . . .
Finland . . . .
France
Germany . . . .
Greece
Iceland
Ireland
Italy
Netherlands . .
Norway
Portugal . . . .
Spain
Sweden . . . . .
Switzerland . . .
Turkey
United Kingdom

Canada^) . . . .
United States . .

Argentina . . . .
Bolivia
Brazil
Chile
Colombia . . . .
Costa Rica . . .
Ecuador . . . .
Guatemala . . .
Mexico
Paraguay 0") . .
Peru
Salvador . . . .
Uruguay . . , .
Venezuela • . .

Egypt
Israel .
India
Iran
Iraq

South Africa . .
Australia . . . .
New Zealand . .
Japan

9 0 0 0)
22,212

446
2,200

122,611
9,115
8,002

12
16

21,533 (6)
1,045

475
2,096

13,536 0
1,059
1,729

211
499

213
6,489

1,128
301

4,803
866

57
28
64

8
318

113
15
91

21

1,846
893

4

19
48
16

2,490

4,326 P)
80,374

1,641
25,162

920,831

973,609
107
48

794,988 (6)
3,144
2,088
8,752

26,014
2,895
4,383

888
1,350

1,046
27,464

5,346
1,848

20,399
4,067

298
87

338
30

1,762
43

699
54

241
606

138

12,388
6,905

35

66
205

52
219,142

5,721
87,890

1,627
29,606

1,278,211
7,698 (')

1,858,613
184
54

1,057,047 (6)
3,149
2,308
8,456

27,645
3,287
4,566

890
1,322

1,110
26,116

10,128
2,547

24,045
5,744

4 7 6
109
357

36
2,262

89
883
65

297
814

166
5 0

11,O65(13)
5,984

3 3

68
240

5 9
355,312

6,349
88,599

1,709
34,383

1,560,561
8,232 «

1,887,060
197
57

1,174,223(6)
2,992
2,397
8,526

31,661
3,513
4,664

962
1,358

1,137
26,187

13,258
3,432

31,205
7,047

463
108
471

37
2,798

139
1,034

73
361
798

184
73

11,633(13)
6,737

35

76
272

62
422,063

8,032
94,967

1,817
44,774

1,841,608
9,243 (*)

2,198,494
198
62

1,302,374 (6)

3,037

2,659

9,362

36,239

4,090

4,927

1,138

1,438

1,191

27,552

17,704

4,157

35,317

8,837

523

114

450

39

3,330

231

1,208

82

350*

871

201

100
11,411(13)

6,479

32

86

324

69

506,385

893 (3)

428

407

2,035

1,502

101 (5)

27,473

1,589

381

6,048

290

560

447

268 («)

386

285

540

288

559

425

1,569

1,379

735

1,020

911

412

700

496

1,046

i,a78 n
1,067

557

384

653 O2)

972

618

726

749

447

683

445

20,335

• November 1951.
0) 7th March 1938. (2) 7th December 1947.
CO For the Bank deutscher Länder, in DM.
(5) Compared with the circulation of Relchsbank and Rentenbank notes in June 1939.

(?) Compared with 7th March 1938.

(6) Including state and Allied Military currency.
(8) Compared with end of December 1941.
00 Not including notes held by the chartered banks as reserves.
("I End of December 1939.
03) Including India notes returnable from Pakistan.

(') End of December 1941.

(1°) Notes and coin.
02) Compared with end of December 1939.
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t h i s m o v e b y a s e c o n d i n c r e a s e t o 4 p e r c e n t . T h a n k s t o t h e r e h a b i l i t a t i o n

p r o g r a m m e a n d t o t h e o t h e r m e a s u r e s t a k e n , e q u i l i b r i u m w a s s u c c e s s f u l l y

r e - e s t a b l i s h e d ( s e e p a g e 1 2 ) , a n d i n J a n u a r y 1 9 5 2 t h e N e d e r l a n d s c h e B a n k

d e c i d e d t o r e d u c e i t s d i s c o u n t r a t e a g a i n f r o m 4 t o 3 % p e r c e n t . T h e f o r e i g n

p a y m e n t s p o s i t i o n c o n t i n u e d t o b e s a t i s f a c t o r y a n d i n t h e f o l l o w i n g A p r i l

t h e B a n k a n n o u n c e d t h e t e m p o r a r y s u s p e n s i o n o f t h e m e a s u r e s o f c r e d i t

r e s t r i c t i o n i n t r o d u c e d e a r l y i n 1 9 5 1 .

L o n g - t e r m r a t e s w e r e a l s o a f f e c t e d b y t h e c r e d i t d e v e l o p m e n t s . I n t h e f i r s t

h a l f o f 1 9 5 0 m u n i c i p a l a n d p r o v i n c i a l l o a n s w e r e s t i l l y i e l d i n g o n l y j u s t o v e r

3 p e r c e n t , ( w h i c h w a s a b o u t t h e s a m e a s t h e y i e l d o f g o v e r n m e n t s e c u r i t i e s ) ;

a f t e r t h a t , h o w e v e r , a fa l l i n q u o t a t i o n s c a u s e d t h e y i e l d t o r i s e t o a b o u t 4 p e r

c e n t , b y t h e m i d d l e o f 1 9 5 1 a n d t o 4 % p e r c e n t , i n t h e s e c o n d h a l f o f t h e y e a r .

A n u m b e r o f l o c a l a u t h o r i t i e s i s s u e d c e r t a i n n e w t y p e s o f l o a n c a r r y i n g a r a t e o f

i n t e r e s t w h i c h w a s r e l a t i v e l y l o w t o b e g i n w i t h a n d w o u l d r i s e t o w a r d s t h e e n d o f

t h e c u r r e n c y p e r i o d ( t h e b o n d s o f s u c h l o a n s w e r e t h o u g h t t o b e p a r t i c u l a r l y

s u i t a b l e f o r i n d i v i d u a l i n v e s t o r s d e s i r i n g a h i g h e r i n c o m e i n t h e i r o l d a g e ) .

T h e s u p p l y o f m o n e y , a f t e r c o n t r a c t i n g c o n s i d e r a b l y i n 1 9 5 0 , e x p a n d e d t o

a n e v e n g r e a t e r e x t e n t i n 1 9 5 1 . T h e m a i n r e a s o n f o r t h e n e t c h a n g e o v e r t h e w h o l e

o f 1 9 5 1 i s t h e r e d u c t i o n i n t h e r a t e o f i n c r e a s e o f t h e b a l a n c e o f c o u n t e r p a r t

f u n d s ; b u t t h e t w o h a l v e s o f t h e y e a r r e a l l y n e e d t o b e c o n s i d e r e d s e p a r a t e l y .

N e t h e r l a n d s : F o r m a t i o n o f t h e m o n e y s u p p l y .

Items

Changes in money supply and time
deposits
Currency
Demand deposits

Total money supply . . .

Time deposits

Total . . .

Changes in corresponding assets
Gold and foreign exchange
Balance of counterpart funds,

increase (—)
Credit to public authorities*
Credit to the private economy . . . .
Release of blocked balances
Other items (net)

Total . . .

1949 1950
1951

1st half 2nd half Year

in millions of florins

— 58
+ 278

+ 220

— 4

+ 216

+ 429

— 690
+ 122
+ 160
+ 90
+ 105

+ 216

— 159
— 312

— 471

+ 10

— 461

+ 275

— 1,375
+ 267
+ 455
+ 94
— 177

— 461

— 119
— 191

— 310

+ 159

— 151

— 515

— 320
+ 448
+ 180
+ 7
+ 49

— 151

+ 191
+ 330

+ 521

+ 226

+ 747

+ 738

— 186
+ 198
+ 57
+ 3
— 63

+ 747

+ 72
+ 139

+ 211

+ 385

+ 596

+ 223

— 506
+ 646
+ 237
+ 10
— 14

+ 596

* Including credits to public authorities other than the central government; these were negligible in 1949 and
1950, but amounted to FI. 25 million in the first half of 1951 and FI. 184 million in the second half.

I n o r d e r t o p a y f o r t h e h e a v y t r a d e d e f i c i t w h i c h h a d d e v e l o p e d i n t h e

s e c o n d h a l f o f 1 9 5 0 a n d w h i c h w a s a g g r a v a t e d i n t h e e a r l y m o n t h s o f 1 9 5 1 b y

a c h a n g e i n t h e t e r m s o f p a y m e n t t o t h e d i s a d v a n t a g e o f t h e N e t h e r l a n d s , t h e

N e d e r l a n d s c h e B a n k h a d t o r e s o r t t o s a l e s o f g o l d a n d f o r e i g n e x c h a n g e ; t h e s e

s a l e s w e r e o n s u c h a s c a l e t h a t t h e y m o r e t h a n o f f s e t t h e e x p a n s i o n i n c e r t a i n

o t h e r i t e m s — n o t a b l y c r e d i t t o p u b l i c a u t h o r i t i e s . I n t h e s e c o n d h a l f o f t h e y e a r
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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.

A m o n g t h e no r the rn countr ies , D e n m a r k is the only one which was

exposed to a de ter iora t ion in i ts t e r m s of t r ade (see t h e tab le o n page 10);

and is, moreover , t h e c o u n t r y in this g roup wh ich took t h e m o s t energet ic

measures of credi t policy to r igh ten its difficult ba lance-of-payments posi t ion.

T h e general lines of th is policy have already b e e n indicated on page 10.

T h e d i scount rate was increased in two stages from 3 % to 5 pe r cent . , and

in M a r c h 1951 t h e four m a i n political par t ies agreed on p lans for a fur ther

increase in taxes and forced savings.

In 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.

D e n m a r k : F a c t o r s i n f l u e n c i n g l i q u i d i t y .

Change during period

Gold and foreign exchange position (net)
Marshall aid in-payments

Government transactions
Other Items

Total . . .

1949 1950
1st half

1951

2nd half Year

in millions of Danish kroner

+ 297
— 580

+ 341
+ 31

+ 89

— 306
— 430

+ 359
+ 27

— 350

— 84
— 203
— 199
+ 305
+ 63

— 118

+ 283
— 202
— 63
+ 239
— 13

+ 244

+ 199
— 405
— 262
+ 544
+ 50

+ 126

A s m a y b e s e e n f r o m t h e a b o v e t a b l e ( b a s e d o n d a t a o b t a i n e d f r o m t h e

a n n u a l r e p o r t o f t h e N a t i o n a l B a n k o f D e n m a r k ) , g o v e r n m e n t t r a n s a c t i o n s ( l a r g e l y

c o n n e c t e d w i t h r e p a y m e n t s o f d e b t s ) h a v e c o n s i s t e n t l y l e d t o a n i n c r e a s e i n l i q u i -

d i t y , a n d f o r 1 9 5 1 a s a w h o l e t h i s w a s o n a n e v e n l a r g e r s c a l e t h a n t h e a c c u m u l a -

t i o n a n d u s e o f c o u n t e r p a r t f u n d s ( w h i c h e x e r c i s e d a c o n t r a c t i n g i n f l u e n c e ) .

T h e n o t e c i r c u l a t i o n , w h i c h h a d r e m a i n e d a l m o s t u n c h a n g e d i n t h e y e a r s

1 9 4 6 - 4 9 , r o s e i n 1 9 5 1 b y b a r e l y 6 p e r c e n t . , a n d t h e m o d e r a t e i n c r e a s e i n d e p o s i t s

i n r e c e n t y e a r s h a s b e e n e n t i r e l y d u e t o t h e g r o w t h o f t i m e a n d s a v i n g s d e p o s i t s .

T h e e x p a n s i o n o f a d v a n c e s h a s a l s o b e e n s l o w e d d o w n , a d v a n c e s r i s i n g b y a b o u t

D . K r . 7 0 0 m i l l i o n i n 1 9 4 9 a n d 1 9 5 0 a n d a b o u t D . K r . 5 0 0 m i l l i o n i n 1 9 5 1 .

T h e y i e l d o f i r r e d e e m a b l e g o v e r n m e n t s t o c k r o s e f r o m 4 % p e r c e n t , i n J u l y

1 9 5 0 t o 5 . 4 5 p e r c e n t , i n S e p t e m b e r 1 9 5 1 , b u t f r o m t h e n o n w a r d s t h e r e w a s a

m o d e r a t e r e c o v e r y i n b o n d p r i c e s . I n t h e a u t u m n o f 1 9 5 1 c e r t a i n f a c i l i t i e s f o r t h e

r e d i s c o u n t i n g o f b u i l d i n g l o a n s w e r e r e s t o r e d ( a s s t a t e d o n p a g e 1 0 ) , b u t i n i t s

r e p o r t f o r 1 9 5 1 t h e N a t i o n a l B a n k d e c l a r e d t h a t t h e t i m e w a s n o t y e t r i p e f o r a

g e n e r a l i n c r e a s e i n l i q u i d i t y .
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T h e m a j o r i t y o f E u r o p e a n c o u n t r i e s s a w a d e t e r i o r a t i o n i n t h e i r t e r m s

o f t r a d e i n 1 9 5 0 - 5 1 , w h i c h m e a n t t h a t e n e r g e t i c m e a s u r e s h a d t o b e t a k e n

a n d sac r i f i ce s m a d e if l a r g e de f i c i t s i n t h e b a l a n c e o f p a y m e n t s w e r e t o b e

a v o i d e d ( a l t h o u g h t h e i m p a c t o f t h e s e d i f f i c u l t i e s w a s p o s t p o n e d s o m e w h a t i n

F r a n c e a n d t h e U n i t e d K i n g d o m , w h i l e s t o c k s o f i m p o r t e d g o o d s w e r e d r a w n

u p o n ) . F o r F i n l a n d a n d S w e d e n , h o w e v e r , t h e K o r e a b o o m b r o u g h t a

v e r y m a r k e d i m p r o v e m e n t i n t h e t e r m s o f t r a d e ( p a g e 10) , a n d i n t h e c a s e

o f N o r w a y t h e r e w a s , a t a n y r a t e , n o d e t e r i o r a t i o n ; m o r e o v e r , t h e b a l a n c e -

o f - p a y m e n t s p o s i t i o n o f al l t h e s e c o u n t r i e s — e s p e c i a l l y N o r w a y — w a s

g r e a t l y s t r e n g t h e n e d b y h i g h e r i n c o m e f r o m s h i p p i n g . T o s o m e e x t e n t , t h e s e

c o u n t r i e s w e r e i n t h e s a m e p o s i t i o n a s s o m e r a w - m a t e r i a l - p r o d u c i n g c o u n t r i e s

o v e r s e a s , i n t h a t t h e y e x p e r i e n c e d a s u d d e n i n c r e a s e i n t h e i r i n c o m e f r o m

a b r o a d . W h e n p l e n t y o f f o r e i g n e x c h a n g e w a s c o m i n g i n , i t s e e m e d l e s s

n e c e s s a r y t h a n b e f o r e t o a d o p t a r e s t r i c t i v e c r e d i t p o l i c y ; b u t t h e d o u b l i n g

o f t h e p r i c e s o f m a j o r e x p o r t s a n d o f f r e i g h t r a t e s , t h o u g h h i g h l y b e n e f i c i a l

t o t h e b a l a n c e o f p a y m e n t s i n t h e s h o r t r u n , g a v e r i s e t o s e r i o u s i n f l a t i o n a r y

t e n d e n c i e s w h i c h , a s w a s p o i n t e d o u t b y t h e G o v e r n o r o f t h e N o r g e s B a n k

i n h i s r e p o r t fo r 1 9 5 1 , d i d n o t a l w a y s r e c e i v e t h e a t t e n t i o n t h e y d e s e r v e d .

" T h e q u e s t i o n is w h a t c h a n g e s t h e financial a n d m o n e t a r y m a n a g e -
m e n t o u g h t t o c o n s i d e r a s a g u i d e i n d e t e r m i n i n g i t s p o l i c y . I t h a s
u s u a l l y b e e n t h e e x t e r n a l b a l a n c e . T h i s w a s t h e p r e d o m i n a n t c o n s i d e r a -
t i o n i n t h e p e r i o d o f t h e g o l d s t a n d a r d , a n d t h a t w a s a l s o t h e c a s e i n
1 9 5 1 - 5 2 i n G r e a t B r i t a i n , t h e N e t h e r l a n d s , D e n m a r k a n d F r a n c e . I t
s e e m s t h a t t h e f o r e w a r n i n g s w h i c h a p p e a r i n t h e i n t e r n a l e c o n o m y , a t
l e a s t i n t h e b e g i n n i n g , d o n o t a r o u s e so m u c h a t t e n t i o n . "

I n b o t h N o r w a y a n d S w e d e n g r e a t r e l i a n c e h a d b e e n p l a c e d o n p r i c e

a n d w a g e f r e e z e s , a i d e d b y s u b s i d i e s d e s i g n e d t o h o l d d o w n t h e c o s t o f

l i v i n g , b y b u d g e t s u r p l u s e s a n d b y d i r e c t c o n t r o l o f i n v e s t m e n t , b u t w i t h

r e l a t i v e l y l i t t l e h e l p f r o m m o n e t a r y p o l i c y . W h e n p r i c e s b e g a n t o r i s e a f t e r

t h e K o r e a b o o m h a d i n t e n s i f i e d t h e i m p a c t o f d e v a l u a t i o n , i t b e c a m e c l e a r

t h a t t h e s u b s i d i e s n e c e s s a r y i n o r d e r t o k e e p p r i c e s a t s o m e w h e r e n e a r t h e i r

o l d l e v e l w o u l d b e t o o c o s t l y , a n d f a i r l y s h a r p u p w a r d a d j u s t m e n t s h a d t o b e

m a d e i n t h e p r i c e s o f i m p o r t a n t i t e m s a f f ec t i ng t h e c o s t o f l i v i n g a n d a l s o

i n w a g e s .

I n i t s b a l a n c e o f p a y m e n t s N o r w a y h a d a s u r p l u s i n 1 9 5 1 ( s e e C h a p t e r I V )

a n d w a s a b l e t o a d d N . K r . 2 1 7 m i l l i o n t o t h e ( n e t ) g o l d a n d f o r e i g n e x c h a n g e

r e s e r v e s o f t h e N o r g e s B a n k , b u t t h i s a d d i t i o n w a s n o t d e c i s i v e fo r t h e

c o u n t r y ' s i n t e r n a l c r e d i t d e v e l o p m e n t s i n t h a t y e a r . T h e s e m u s t b e s e e n

a g a i n s t t h e b a c k g r o u n d o f t h e u s e m a d e o f M a r s h a l l a i d t o r e d u c e t h e

e x c e s s i v e l i q u i d i t y lef t b y t h e w a r ( s e e C h a p t e r I I ) . E a r l y i n 1 9 5 1 t h e c a s h

r e s e r v e s o f t h e b a n k s ( i n c l u d i n g t h e i r h o l d i n g s o f T r e a s u r y b i l l s , w h i c h h a d

n e a r l y r e a c h e d v a n i s h i n g - p o i n t ) w e r e r e d u c e d t o a p o i n t a t w h i c h t h e i r

l e n d i n g c a p a c i t y w a s l i k e l y t o b e c u r t a i l e d , w i t h t h e c o n s e q u e n c e t h a t

i n t e r e s t r a t e s w o u l d t e n d t o g o u p . T h e y i e l d o f g o v e r n m e n t b o n d s h a d

a l r e a d y r i s e n f r o m 2 . 5 4 t o 2 . 6 8 p e r c e n t , i n t h e s e c o n d h a l f o f 1 9 5 0 . I n t h a t

s i t u a t i o n , t h e a u t h o r i t i e s , i n o r d e r t o i n c r e a s e l i q u i d i t y , t o o k t w o . m e a s u r e s
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which more than offset the contracting 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).

(ii) 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
rôle 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 1951 from N.Kr. 989 to 1,334 million; and demand deposits,
which had been falling slightly in previous years, rose in the same year from
N.Kr, 2,185 million to N.Kr. 2,707 million.

N o r g e s B a n k : S e l e c t e d i t e m s f r o m t h e b a l a n c e s h e e t .

End of

1947
1948
1949
1950
1951

Assets

Gold
0)

Foreign
exchange

(net)
(2)

Regulation
account

Liabilities

Counter-
part

funds

Other
government

deposits

Blocked
accounts

Note
circulation

Deposits
of

Norwegian
banks

in millions of Norwegian kroner

185
185
185
185
185

567
298
73

117
334

8,094
7,924
7,114
6,202
6,202

197
317
355
898

3,079
3,085
1,618
1,245

952

847
750
580
515

2,088
2,159
2,308
2,397
2,659

1,309
818

1,324
739

1,038

0) The gold reserve has, since 1940, been valued at a price of N.Kr. 4,960 per kilogramme. At the end of 1951,
the actual price of gold corresponding to the I.M.F. parity of the krone amounted to N.Kr. 8,038 per kilo-
gramme, so that the current value of the reserve amounted to about N.Kr. 300 million.

(2) Including "provisionally held gold", amounting to N.Kr. 57 million at the end of 1951.

B y t h i s i n c r e a s e i n l i q u i d i t y t h e r i s e i n i n t e r e s t r a t e s w a s b r o u g h t t o a h a l t ,

t h e y i e l d o f g o v e r n m e n t b o n d s r e m a i n i n g a t 2 . 7 8 p e r c e n t , d u r i n g t h e s e c o n d h a l f

o f t h e y e a r .

I n t h e f o u r t h q u a r t e r o f 1 9 5 0 i t w a s f o u n d n e c e s s a r y i n S w e d e n t o

e n d t h e p r i c e a n d w a g e f r e e z e . B e t w e e n S e p t e m b e r 1 9 5 0 a n d S e p t e m b e r 1 9 5 1

w h o l e s a l e p r i c e s r o s e b y o v e r 3 0 p e r c e n t , a n d t h e c o s t o f l i v i n g b y a b o u t

2 0 p e r c e n t . , w h i l e p r i c e s o f e x p o r t s w e n t u p b y a b o u t 7 0 p e r c e n t , a n d t h o s e

o f i m p o r t s b y 2 2 p e r c e n t . ; i t w a s t h u s e v i d e n t t h a t e x t e r n a l i n f l u e n c e s ( a s

t r a n s m i t t e d v i a t h e e x i s t i n g r a t e s o f e x c h a n g e ) w e r e a m a j o r c a u s e o f t h e

p r i c e r i s e .

I n a d d i t i o n t o o t h e r m e a s u r e s t a k e n t o l e s s e n t h e i n f l a t i o n a r y p r e s s u r e

( i n c l u d i n g l e v i e s o n e x p o r t s , a r e d u c t i o n i n t h e s c a l e o n w h i c h b u i l d i n g p e r m i t s

w e r e i s s u e d a n d a t a x o n i n v e s t m e n t s ) , c e r t a i n c h a n g e s w e r e m a d e i n m o n e t a r y

p o l i c y , o f w h i c h t h e m o s t i m p o r t a n t w e r e a n i n c r e a s e i n t h e d i s c o u n t r a t e a n d a

t e m p o r a r y d i s c o n t i n u a t i o n o f t h e p r a c t i c e o f s u p p o r t i n g t h e g o v e r n m e n t b o n d
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market; the yield of government bonds was gradually brought up from 3 per cent,
to about 3 y2 per cent. But the authorities 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 it 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 reasonable amount of profit, it was arranged
that the National Debt Office should issue to them 3—5 year 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 niarket 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 years.

S w e d e n : C r e d i t s t o t h e e c o n o m y . O

Amount
at end of

1948
1949
1950
1951

Commercial
credits

(2)

Loans granted

Commercial
banks

Savings
banks Total

in milliards of Swedish kronor

2.8
3.0
3.6
4.3

5.1
5.1
5.5
5.8

4.4
4.8
5.1
5.4

9.5
9.8

10.6
11.2

(') Excluding the direct business credits granted by the Riksbank, which are relatively small.
(2) Comprising bills, advances on current account and documentary credits.

T h u s c o m m e r c i a l c r e d i t s i n c r e a s e d i n 1 9 5 1 b y t h e s a m e p r o p o r t i o n a s i n 1 9 5 0 ,

i . e . a b o u t 2 0 p e r c e n t .

T h e s u p p l y o f m o n e y r o s e b y o v e r 4 0 p e r c e n t , b e t w e e n 1 9 4 7 a n d 1 9 5 1 .

F o r t u n a t e l y , t i m e a n d s a v i n g s d e p o s i t s a l s o c o n t i n u e d t o r i s e , a c o n s i d e r a b l e p a r t

o f t h e c o u n t r y ' s g e n u i n e s a v i n g s b e i n g i n v e s t e d v i a t h e b a n k i n g s y s t e m .
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S w e d e n : M o n e y s u p p l y a n d s a v i n g s d e p o s i t s .

Amount
at end of

1947
1948
1949
1950
1951

Increase
during :

1950
1951

Note
circulation

Demand deposits

Commercial
banks

Postal cheque
system Total

Total
money
supply

Time
and savings

deposits

in milliards of Swedish kronor

2.9
3.1
3.3
3.5
4.1

+ 0.2
+ 0.6

1.9
1.9
1.8
2.0
2.4

+ 0.1
+ 0.5

1.0
1.1
1.2
1.3
1.8

+ 0.1
+ 0.5

2.9
3.0
3.0
3.3
4.2

+ 0.3
+ 1.0

5.8
6.1
6.3
6.8
8.3

+ 0.5
+ 1.5

11.9
12.5
13.8
14.5
16.0

+ 0.7
+ 1.5

F i n l a n d b e n e f i t e d e v e n m o r e t h a n S w e d e n f r o m t h e i m p r o v e m e n t i n

t h e t e r m s o f t r a d e b r o u g h t a b o u t b y t h e o v e r w h e l m i n g p r e p o n d e r a n c e o f

f o r e s t r y p r o d u c t s a m o n g i t s e x p o r t s ; i n t h e s e c o n d h a l f o f 1951 a d v a n t a g e

w a s t a k e n o f t h e o p p o r t u n i t i e s w h i c h t h i s e x p o r t b o o m p r o v i d e d t o g e t r i d

o f v i r t u a l l y a l l r e d i s c o u n t i n g b y t h e c o m m e r c i a l b a n k s w i t h t h e c e n t r a l b a n k

a n d t o s t r e n g t h e n t h e m o n e t a r y r e s e r v e s .

F r o m t h e s u m m e r o f 1 9 5 0 o n w a r d s t h e d e m a n d f o r c r e d i t i n c r e a s e d

g r e a t l y — a n d t h e a m o u n t o f c r e d i t g r a n t e d b y t h e c o m m e r c i a l b a n k s r o s e

b y o n e - t h i r d b e t w e e n J u n e 1 9 5 0 a n d J u n e 1 9 5 1 .

F i n l a n d : B a n k c r e d i t s a n d d e p o s i t s .

End of
month

1949 Dec.

1950 June
Dec.

1951 June
Sept.
Dec.

Credits of
commer-

cial
banks

Deposits

Demand deposits

Commer-
cial

banks
Savings
banks Total

Time and savings deposits

Commer-
cial

banks

Savings
banks

and post
offica

Total

in milliards of markkas

57.2

62.6
67.4

84.4
82.6
85.6

23.3

25.3
24.5

32.8
32.9
42.8

2.1

2.2
2.2

2.4
2.7
2.9

25.4

27.5
26.7

35.2
35.5
45.7

31.1

33.4
36.6

38.5
41.9
46.7

47.6

49.4
53.6

58.8
62.4
70.6

78.7

82.8
90.2

97.3
104.4
117.2

O n i s t O c t o b e r 1 9 5 0 t h e c o m m e r c i a l b a n k s r a i s e d t h e i r c h a r g e s f o r c r e d i t s

b y 2 p e r c e n t , a n d o n 3 r d N o v e m b e r t h e B a n k o f F i n l a n d i n c r e a s e d i t s d i s c o u n t

r a t e f r o m 5 % t o 7 % p e r c e n t . N e v e r t h e l e s s , t h e b a n k s ' r e c o u r s e t o t h e B a n k o f

F i n l a n d w e n t o n i n c r e a s i n g , r e d i s c o u n t s r e a c h i n g t h e r e c o r d l e v e l o f F M 1 7 . 3 m i l -

l i a r d i n t h e t h i r d w e e k o f J u n e 1 9 5 1 .

I n o r d e r t o d e a l w i t h a s i t u a t i o n w h i c h w a s g i v i n g r i s e t o i n c r e a s i n g

n e r v o u s n e s s , i t w a s d e c i d e d i n M a y 1 9 5 1 t o f r e e z e w a g e s a n d i n t e r n a l p r i c e s u n t i l
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B a n k o f F i n l a n d : S e l e c t e d i t e m s f r o m t h e b a l a n c e s h e e t .

End of month

1949 December

1950 June
December

1951 June
September
December

Assets

Treasury
bills

Rediscounts
Other

domestic bills
and loans

Gold and
foreign

exchange
(net)

Liabilities

Notes
In

circulation

In milliards of markkas

22.0

19.8
19.7

9.7
20.5
8.7

2.4

3.1
6.9

15.6
3.9
0.02

15.8

16.2
13.9

17.1
11.7
12.0

— 4.0

— 0.2
+ 0.1

+ 4.0
+ 14.3
+ 31.3

29.6

31.3
34.4

39.7
42.3
44.8

S e p t e m b e r ( w h i c h w o u l d a f f o r d a b r e a t h i n g - s p a c e f o r t h e w o r k i n g - o u t o f a p r o -

g r a m m e ) a n d t h e B a n k o f F i n l a n d a s k e d t h a t t h e b a n k s s h o u l d a d h e r e t o t h e

t r a d i t i o n a l r u l e a c c o r d i n g t o w h i c h t h e i r r e d i s c o u n t s w e r e n o t t o e x c e e d t h e i r

c a p i t a l a n d r e s e r v e s , a d d i n g t h a t a n y b a n k w h i c h f a i l e d t o b r i n g d o w n i t s r e d i s -

c o u n t s t o t h e r e q u i r e d l e v e l b y t h e e n d o f S e p t e m b e r w o u l d h a v e t o o b t a i n

p e r m i s s i o n e v e r y t i m e i t w i s h e d t o g r a n t i n d i v i d u a l c r e d i t s i n e x c e s s o f F M 5 0 0 , 0 0 0 .

T h a n k s t o t h e l a r g e i n f l o w o f f o r e i g n e x c h a n g e r e s u l t i n g f r o m t h e e x p o r t

s u r p l u s a n d c a u s i n g a c o n s i d e r a b l e i n c r e a s e i n d e p o s i t s , t h e b a n k s w e r e a b l e t o

c o m p l y w i t h t h i s r e q u e s t a n d e v e n t o r e d u c e t h e i r r e d i s c o u n t s t o n e x t t o n o t h i n g

b y t h e e n d o f 1 9 5 1 . B u t t h e y c o u l d n o t h a v e d o n e s o , h a d t h e y n o t r e f r a i n e d

f r o m a f u r t h e r e x p a n s i o n o f t h e i r c r e d i t s , d e s p i t e t h e f a c t t h a t p r i c e s r o s e i n t h e

t h i r d q u a r t e r o f t h e y e a r .

I n t h e a u t u m n a n e w g o v e r n m e n t w a s a b l e t o p u t i n t o e x e c u t i o n a s t a b i l i s a -

t i o n p r o g r a m m e i n c l u d i n g c o n t r o l o f i n v e s t m e n t s ( e s p e c i a l l y b u i l d i n g ) , a n e x t e n s i o n

o f t h e e x p o r t l e v i e s , c e r t a i n r e d u c t i o n s i n f o o d s u b s i d i e s , a n d t h e p e g g i n g o f w a g e s

t o a n e w c o s t - o f - l i v i n g i n d e x ( i n w h i c h c h a n g e s i n d i r e c t t a x e s a n d f a m i l y

a l l o w a n c e s w e r e n o t t o b e t a k e n i n t o a c c o u n t ) . T h e e f f ec t o f t h e s e m e a s u r e s w a s

r e i n f o r c e d b y t h e c o l l e c t i o n o f a n i n c r e a s e d b u d g e t r e v e n u e ( w h i c h w a s u s e d i n

p a r t f o r r e d u c i n g t h e a m o u n t o f T r e a s u r y b i l l s h e l d b y t h e B a n k o f F i n l a n d )

a n d a l s o b y a d e c l i n e i n p r i c e s w h i c h first a p p l i e d t o i m p o r t s b u t l a t e r t o e x p o r t s

a l s o . T h e s e , t w o f a c t o r s u n d o u b t e d l y h e l p e d t o l e s s e n t h e d a n g e r , f r o m a c r e d i t

p o i n t o f v i e w , o f t h e r e d u c t i o n i n t h e o f f i c i a l d i s c o u n t r a t e f r o m 7 % t o 5 % p e r

c e n t . , f o l l o w e d i n J a n u a r y 1 9 5 2 b y a r e d u c t i o n o f 2 p e r c e n t , i n t h e c h a r g e s o f

c o m m e r c i a l b a n k s . I n f a c t , s i n c e t h e a u t u m n o f 1 9 5 1 , p r i c e s h a v e b e e n s t a b i l i s e d

f o r t h e first t i m e i n n e a r l y t h r e e y e a r s .

A f t e r n e a r l y t w e n t y y e a r s o f f r o z e n i n t e r e s t r a t e s a d e c i s i v e c h a n g e h a s

o c c u r r e d i n t h e c o u r s e o f t h e p a s t t w o y e a r s ; i t h a s b e c o m e t h e n o r m a l

p r a c t i c e t o m a k e u s e o n c e m o r e o f t h e w e l l - t r i e d i n s t r u m e n t s o f

m o n e t a r y p o l i c y a n d , i n p a r t i c u l a r , o f c h a n g e s i n i n t e r e s t r a t e s . T r u e , i t

t o o k t h e h i g h l y c r i t i c a l s i t u a t i o n a f t e r t h e o u t b r e a k o f t h e c o n f l i c t i n K o r e a

t o j e r k t h e m i n d s o f t h o s e c o n c e r n e d o u t o f t h e g r o o v e s o f p r e c o n c e i v e d

i d e a s — n o t t o s a y d e e p - r o o t e d p r e j u d i c e s — i n w h i c h t h e y h a d b e e n c a u g h t

a n d h e l d . B u t , i n f a c e o f t h a t s i t u a t i o n , i t w a s s u d d e n l y r e a l i s e d b y t h o s e
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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.

T h e e s s e n c e of t h e e x p e r i e n c e which has been gained during the
past few years may be given in the 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 vary 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 equilibrium in
the balance of payments.

(ii) 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.

(iii) 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 suffer 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 f l e x i b i l i t y
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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s u c h f o r e c a s t s h a v e v e r y l a r g e l y p r o v e d t o b e w r o n g a s t h e f a c t t h a t t h e y a r e

a p t t o b e u p s e t b y i m p o r t a n t c h a n g e s o f a l e s s e a s i l y p r e d i c t a b l e a n d m e a s u r -

a b l e c h a r a c t e r w h i c h a f f e c t t h e p u r e l y e c o n o m i c d a t a ( f o r i n s t a n c e , e f f e c t s

p r o d u c e d b y t h e p o l i t i c a l s i t u a t i o n ) a n d t h a t p s y c h o l o g i c a l f a c t o r s o p e r a t e t o o

q u i c k l y a n d v i o l e n t l y t o b e f o r e s t a l l e d o r c o u n t e r a c t e d b y t h e c u m b e r s o m e

m e t h o d s u p o n w h i c h r e l i a n c e h a s b e e n p l a c e d ; o n l y a m o r e flexible p o l i c y ,

w h i c h c a n b e a l t e r e d , i f n e c e s s a r y , s e v e r a l t i m e s a y e a r , w i l l g i v e a c h a n c e o f

c o m b i n i n g a m e a s u r e o f s h o r t - t e r m s t a b i l i t y w i t h l o n g - r u n e c o n o m i c p r o g r e s s .

I m p o r t a n t t h o u g h t h e a c h i e v e m e n t s o f m o n e t a r y p o l i c y h a v e b e e n ,

a t t e n t i o n m u s t , h o w e v e r , b e d r a w n t o t w o w e a k n e s s e s o w i n g t o w h i c h t h e

u s e o f c r e d i t p o l i c y h a s , s o f a r , b e e n l e s s e f f e c t i v e t h a n i t c o u l d h a v e b e e n .

I n t h e first p l a c e , c a p i t a l m a r k e t s a r e s t i l l i n a n u n d e v e l o p e d s t a t e

i n f a r t o o m a n y c o u n t r i e s a n d t h i s i s b e g i n n i n g t o p r o v e a v e r y g r e a t

h a n d i c a p n o w t h a t t h e s c a l e o f f o r e i g n e c o n o m i c a i d h a s b e e n r e d u c e d . F o r

i n f l a t i o n b e c o m e s m o r e d i f f i c u l t t o a v o i d w h e n t h e b a n k i n g s y s t e m i s n o t

s u p p o r t e d b y a p r o p e r l y f u n c t i o n i n g c a p i t a l m a r k e t , s i n c e e x p e r i e n c e s h o w s

t h a t b u s i n e s s t h e n t u r n s t o t h e c o m m e r c i a l b a n k s n o t o n l y f o r i t s w o r k i n g -

c a p i t a l n e e d s b u t a l s o f o r l o n g - t e r m financing, i n s o f a r a s i t s o w n r e s o u r c e s

d o n o t s u f f i c e . B u t , i n financing m e d i u m a n d l o n g - t e r m i n v e s t m e n t s , t h e b a n k s

r u n s e r i o u s r i s k s ; f o r e v e n t h o u g h t h e y r e c e i v e s a v i n g s d e p o s i t s , w h i c h a r e

s u p p o s e d t o b e l o n g - t e r m f u n d s , i t w i l l u s u a l l y b e f o u n d t h a t a v e r y c o n -

s i d e r a b l e p r o p o r t i o n o f t h o s e d e p o s i t s i s , i n p r a c t i c e , w i t h d r a w a b l e o n d e m a n d

( a n d m a y i n c i d e n t a l l y b e c o m e t h e b a s i s f o r a d a n g e r o u s e x p a n s i o n o f p u r -

c h a s i n g p o w e r ) . W h e n i n v e s t m e n t i s financed t h r o u g h t h e c a p i t a l m a r k e t ,

r i s k s o f t h i s k i n d a r e a v o i d e d . A f u r t h e r a d v a n t a g e i s t h a t , w h e n c a p i t a l

i s s u e s c o m e t o o t h i c k a n d f a s t , i n t e r e s t r a t e s r i s e a n d e n t r e p r e n e u r s u s u a l l y

b e c o m e l e s s i n c l i n e d t o c o m m i t t h e m s e l v e s b y i s s u i n g l o n g - t e r m b o n d s a t

h i g h r a t e s o f i n t e r e s t w h i c h c a n n o t b e a l t e r e d b e f o r e t h e b o n d s m a t u r e ,

p r e f e r r i n g i n s t e a d t o t a k e u p b a n k c r e d i t s o n w h i c h t h e c h a r g e w i l l b e

a d j u s t e d m o r e o r l e s s a c c o r d i n g t o c h a n g e s i n m a r k e t c o n d i t i o n s .

F o r t u n a t e l y , t h e i m p o r t a n c e o f e s t a b l i s h i n g p r o p e r l y f u n c t i o n i n g c a p i t a l

m a r k e t s i s n o w a d a y s b e i n g m o r e g e n e r a l l y r e a l i s e d , a n d i n s e v e r a l c o u n t r i e s

c h a n g e s a r e b e i n g c o n t e m p l a t e d o r a c t u a l l y i n t r o d u c e d w i t h a v i e w t o

f a c i l i t a t i n g t h e r e - e s t a b l i s h m e n t o f a c t i v e c a p i t a l m a r k e t s .

I n t h e s e c o n d p l a c e , t h e i n t e r n a t i o n a l c r e d i t s y s t e m i s n o t y e t

i n p r o p e r w o r k i n g o r d e r . I t h a d a l r e a d y b e g u n t o r e c e i v e s o m e s e v e r e s h o c k s

i n t h e 1 9 3 0 s , w h e n e v e n c r e d i t s g r a n t e d f o r p u r e l y c o m m e r c i a l financing w e r e

b l o c k e d — n o t t o m e n t i o n a l l t h e o t h e r d i s a p p o i n t m e n t s w h i c h w e r e h e a p e d

• o n f o r e i g n i n v e s t o r s . A f t e r t h e w a r , t h e a p p l i c a t i o n o f e x c h a n g e c o n t r o l s m a d e

t h e e x t e n s i o n o f c r e d i t s f r o m o n e m a r k e t t o a n o t h e r t e c h n i c a l l y d i f f i c u l t i n

m o s t c a s e s . T h e n o r m a l m e t h o d s o f i n t e r n a t i o n a l financing w e r e t h e n p a r t i a l l y

r e p l a c e d b y s u c h d e v i c e s a s b i l a t e r a l a g r e e m e n t s a n d , l a t e r o n , b y t h e

E u r o p e a n P a y m e n t s U n i o n , w h i l e f o r e i g n a i d s e r v e d , t o a c e r t a i n e x t e n t , a s

a m e a n s o f financing m o v e m e n t s o f g o o d s . N o t a l w a y s , b u t i n m a n y i n s -

t a n c e s , t h e n e w m e t h o d s h a d a s p e c i a l w e a k n e s s i n t h a t t h e y t h r e w t o o
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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 Finances.

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, ordinary and extraordinary
budgets, varies considerably from country to country. Thus, in order to
discover the m a i n t r e n d of d e v e l o p m e n t s , one is generally reduced to
comparing the figures from year to year in each individual country.

(i) Almost without exception, 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 national 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 represent 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 countries have
to meet increasing charges on account of foreign debt incurred since the
war. Reconstruction necessitated by war damage has not been completed
everywhere; and in Germany the new "share-the-burden levy" has just been
voted.

(iii) 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 increased 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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g o v e r n m e n t , a n d t h e r e su l t h a s b e e n t h a t i n m a n y c o u n t r i e s t h e b u r d e n of
t axa t ion , e v e n be fo re t h e o u t b r e a k of t h e conflict i n Korea , w a s as h e a v y
as it h a d b e e n a t t h e h e i g h t of t h e w o r l d w a r .

(vi) I n t h e s e c i r c u m s t a n c e s , t h e r e a r m a m e n t effort w h i c h fo l lowed i n t h e w a k e
of K o r e a f o u n d t h e s t a t e f inances i n m a n y c o u n t r i e s a l r e ady d a n g e r o u s l y
s t r a ined . B u t t h e r e w e r e a n u m b e r of i n s t a n c e s in w h i c h t h e lag i n t h e
c a r r y i n g - o u t of t h e a r m a m e n t p r o g r a m m e s , t o g e t h e r w i t h t h e b u o y a n c y of
g o v e r n m e n t r e v e n u e u n d e r t h e in f luence of an inf la t ionary r ise i n i n c o m e s ,
led t o a n i m p r o v e m e n t in t h e b u d g e t a r y p o s i t i o n in 1 9 5 0 - 5 1 . G e n e r a l l y ,
it w a s n o t u n t i l t h e fiscal yea r 1951-52 t h a t t h e b u d g e t a r y difficult ies assoc ia ted
w i t h r e a r m a m e n t w e r e reflected i n t h e a c c o u n t s ( an d e v e n t h e n t h e ac tua l
b u d g e t r e su l t s w e r e m o s t l y be t t e r t h a n t h e e s t ima te s ) . A s t h e r e a r m a m e n t
d r i v e ga ins m o m e n t u m , t h e b u r d e n w h i c h i t en ta i l s is, h o w e v e r , b o u n d t o
b e increas ing ly felt a n d to necess i t a t e t h e c u r t a i l m e n t of o t h e r i t e m s of
e x p e n d i t u r e .

F o r m o s t c o u n t r i e s , t h e r a t i o o f fiscal a n d soc i a l c h a r g e s t o t h è n a t i o n a l

i n c o m e e x c e e d s 3 0 p e r c e n t , a n d , w h e n i t r e a c h e s s u c h a l e v e l , t a x a t i o n i s

i n e v i t a b l y a n o b s t a c l e t o s a v i n g a n d t o t h e a t t a i n m e n t o f g r e a t e r e f f i c i ency .

T h e fiscal s y s t e m i t s e l f t e n d s t o b e c o m e r i g i d a n d n o l o n g e r l e n d s i t s e l f t o

t h e a d a p t a t i o n n e c e s s a r y f o r m e e t i n g f u t u r e e m e r g e n c i e s . T a x f o r m a l i t i e s c a l l

fo r c u m b e r s o m e a n d c o s t l y a d m i n i s t r a t i v e m a c h i n e r y — b o t h a t t h e p a y i n g

a n d a t t h e r e c e i v i n g e n d — a n d , e v e n i n c o u n t r i e s w h e r e r e s p e c t f o r t h e fiscal

p r o p r i e t i e s i s d e e p l y r o o t e d , t h e t e m p t a t i o n t o t a x e v a s i o n is b e c o m i n g

v e r y g r e a t .

I n f r a m i n g t h e i r e s t i m a t e s o f b u d g e t r e v e n u e f o r t h e c u r r e n t a n d t h e

c o m i n g fiscal y e a r , m o s t F i n a n c e M i n i s t e r s h a v e p r o b a b l y t a k e n a c a u t i o u s

v i e w o f w h a t i t i s p o s s i b l e t o c o l l e c t ; t h e y m u s t , e s p e c i a l l y a t t h e p r e s e n t

j u n c t u r e , t a k e i n t o a c c o u n t t h e p o s s i b i l i t y o f a d o w n t u r n i n t h e g e n e r a l

b u s i n e s s t r e n d .

T h e c o u n t r i e s w h i c h , i n t h e y e a r a f t e r K o r e a , s h o w e d m o s t r e s o l u t i o n

i n i n t r o d u c i n g f r e s h c r e d i t m e a s u r e s i n o r d e r t o o v e r c o m e t h e i r b a l a n c e - o f -

p a y m e n t s d i f f i cu l t i e s w e r e B e l g i u m , G e r m a n y , D e n m a r k a n d t h e N e t h e r l a n d s ,

a n d i n n o n e o f t h e s e c o u n t r i e s w e r e t h e e f fo r t s i n t h i s d i r e c t i o n j e o p a r d i s e d

b y de f i c i t financing o n t h e p a r t o f t h e g o v e r n m e n t .

I n B e l g i u m , t h e g o v e r n m e n t , i n r ecen t yea r s , h a s b u d g e t e d for a s u r p l u s
o n t h e o r d i n a r y a c c o u n t b u t has m e t m o s t of t h e n e t e x t r a o r d i n a r y e x p e n d i t u r e
o u t of b o r r o w e d funds (and , in 1951 , o u t of t h e s u m of B.fcs 4.3 mi l l i a rd
o b t a i n e d b y reva lu ing t h e gold s tock i n 1950) . N e v e r t h e l e s s , t h e p u b l i c , .debt h a s
r isen b u t l i t t le d u r i n g r e c e n t years , t h e r ea son b e i n g t h a t , u p t o a n d i n c l u d i n g
t h e year 1951, d e b t i n c u r r e d in c o n n e c t i o n w i t h t h e m o n e t a r y r e f o r m w a s ' b e i n g
repa id o u t s i d e t h e b u d g e t f r o m t h e p r o c e e d s of t h r e e specia l t axes ( ö n w a r t i m e
profi ts , etc.) — n o less t h a n B.fcs 63.7 mi l l i a rd of b a l a n c e s b l o c k e d i n O c t o b e r
1945 h a v i n g b e e n c o n v e r t e d i n t o g o v e r n m e n t ob l iga t ions w h i c h c o u l d b e u s e d for
t h e p a y m e n t of t h e t axes i n q u e s t i o n . I n 1949 t h e yield of t h e s e t axes c a m e t o
B.fcs 5 mi l l i a rd a n d i n each of t h e years 1950 a n d 1951 to a b o u t B.fcs 6 mi l l i a rd .
T h e 1952 b u d g e t is t h e first t o i n c l u d e rece ip t s f rom these t a x e s : t h e y a r e es t imated)
at on ly B.fcs 1.2 mi l l iard , t h e b u l k of t h e r e v e n u e f r o m th i s special t ax l iabi l i ty
( abou t B.fcs 44.5 mi l l i a rd ) h a v i n g n o w b e e n col lec ted . ,'_ . , :
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Belgium: Public finances and the national income.

items

Ordinary revenue?)
Ordinary expenditure

Balance

Extraordinary expenditure(3)

Overall balance . .

Public debt, 31st December

National income

1949 1950 1951 0) 1952
estimate

in milliards of Belgian francs

67.1
70.7

— 3.6

15.7

— 19.3

252.1

249

63.4
61.3

+ 2.1

12.0

— 9.9

248.4

265

73.4
67.3

+ 6.1

18.7

— 12.6

254.2

296

70.6
69.6P)

+ 1.0

19.9

— 18.9

(1) Provisional f igures.
(2) Excluding In 1949-51 the special taxes col lected in connect ion wi th the monetary reform of 1945.
(3) Excluding the repayment of the debt Incurred in connect ion wi th the monetary reform of 1945.

T h e M i n i s t e r o f F i n a n c e s t a t e d i n M a y 1 9 5 2 t h a t r e v e n u e i n 1 9 5 2 m i g h t

e x c e e d t h e b u d g e t e s t i m a t e b y B . f c s 2 . 5 m i l l i a r d b u t t h a t B . f c s 1.3 m i l l i a r d o f

a d d i t i o n a l e x p e n d i t u r e h a d a l r e a d y b e e n v o t e d a n d t h e g o v e r n m e n t i n t e n d e d t o

a s k P a r l i a m e n t t o a p p r o v e s u p p l e m e n t a r y a p p r o p r i a t i o n s t o t a l l i n g s o m e B . f c s 3 m i l -

l i a r d , i n c l u d i n g m o r e t h a n B . f c s 2 m i l l i a r d f o r p u b l i c w o r k s .

I n t h e b u d g e t f o r 1 9 5 2 t h e o r d i n a r y a n d e x t r a o r d i n a r y d e f e n c e a p p r o p r i a t i o n s

w e r e i n c r e a s e d b y B . f c s 2 a n d 4 m i l l i a r d r e s p e c t i v e l y , b r i n g i n g t h e t o t a l t o

B . f c s 2 0 m i l l i a r d , i . e . n e a r l y t h r e e t i m e s t h e 1 9 5 0 figure a n d a n a m o u n t c o r r e -

s p o n d i n g t o o v e r 6 p e r c e n t , o f t h e a n t i c i p a t e d n a t i o n a l i n c o m e . T a x r e c e i p t s

w e r e h i g h i n 1 9 5 1 a s a r e s u l t o f t h e p r o s p e r o u s s t a t e o f b u s i n e s s a n d a l s o b e c a u s e

p a y m e n t s t o t a l l i n g B . f c s 3 t o 4 m i l l i a r d i n r e s p e c t o f i n c o m e t a x n o r m a l l y f a l l i n g

d u e i n 1 9 5 2 w e r e m a d e i n a d v a n c e , a r e b a t e h a v i n g b e e n o f f e r e d o n s u c h p a y -

m e n t s ; b u t t h i s m e a n t , o f c o u r s e , t h a t t h e r e w o u l d b e a c o r r e s p o n d i n g r e d u c t i o n

i n t h e a m o u n t t o b e c o l l e c t e d i n t h e f o l l o w i n g y e a r .

I n G e r m a n y , t h e F e d e r a l b u d g e t h a s b e e n a l m o s t b a l a n c e d e v e r y y e a r

s i n c e 1 9 5 0 : a c c o r d i n g t o t h e M o n t h l y R e p o r t o f t h e B a n k d e u t s c h e r L ä n d e r f o r

A p r i l 1 9 5 2 , t h e financial y e a r 1 9 5 0 - 5 1 c l o s e d w i t h a c a s h d e f i c i t o f a b o u t

D M 6 0 0 m i l l i o n a n d t h e f o l l o w i n g y e a r w i t h o n e o f a b o u t D M 4 0 0 m i l l i o n . S i n c e

G e r m a n y : F e d e r a l G o v e r n m e n t f i n a n c e s and t h e n a t i o n a l i n c o m e .

Items

Balance

Public debt at the close of the fiscal year ending
31st MarchCT . . .

1950-51 1951-52 0) 1952-53«

in milliards oi Deutsche Mark

11.8

11.9

— 0.1

1.2

1950: 71.7

17.6

18.0

— 0.4

1.3

1951: 90.1

19.5

21.8

— 2.3

(') Forecasts of the Federal Finance Minister as of March 1952.
O The debt shown in the table represents only the debt incurred by the Federal Republic with the exception

of DM 5.6 milliard In equalisation claims arising from the monetary reform and DM 0.6 milliard of non-
interest-bearing obligations; it does not include any old German debts, since for such debts the exact
liability has not yet been determined.
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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 1952-53 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 1.2 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, Länder and municipal authorities), including
the levies for immediate assistance (the so-called "Soforthilfe"), amounted to
DM 27.5 milliard, about one-fourth of the national income.

Two categories of expenditure account for over three-fourths of the Federal
outlay: (i) social charges (including payments to war victims and unemployed),
estimated at DM 7.3 milliard for 1951-52, and (ii) occupation costs, amounting
to about DM 6.8 milliard in the same fiscal year. Under the new agreements
signed on the 26th May 1952, 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 to some 18 million refugees and other
persons who suffered losses during the war or in the currency reform of 1948
are 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 in many other countries, the amount of fixed
capital investment financed through the central budget in Germany is small,
amounting to about DM 500 million in 1951. Outside the budget, counterpart
funds have been used for investment financing via special agencies, especially in
the form of loans granted by the Reconstruction Loan Corporation.

In D e n m a r k , 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 National Bank
available for amortisation of the wartime advances to the government. Even though

Denmark: Government revenue and expenditure.

Items

Current revenue
Current expenditure

Balance . . . . . .

Public debt at the end of the fiscal year,
31st March

National income

1949-50 1950-51
1951-52

preliminary
results

1952-53
estimates

in millions of Danish kroner

2,731
2,479

+ 252

9,668

1949: 16.8

2,860
2,455

+ 405

8,903

1950: 19.1

3,258
2.958

+ 300

.

1951: 21.2»

3,460
3,460

—

* Preliminary estimate.
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fresh amounts have been borrowed for capital expenditure, there has been a
substantial net amortisation 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 1951.

Direct taxation is expected to yield 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 900 million (not counting the
value of deliveries from the United States and of installations financed with
resources from abroad). Appropriations for civil purposes are up by about
D.Kr. 200 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 N e t h e r l a n d s 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 estimates, it is likely that the closed accounts for 1951 will
also show an overall surplus.

The Netherlands: Government revenue and expenditure.

Items

Current balance . .
Net capital expenditure

Overall balance . .

Publ ic debt at 31st December . . . .

National income

1949 I

preliminary

4,963
4,074

+ 889
251

+ 638

23,361

14,100

1950

results

in millions

4 913
4,084

+ 829
454

+ 375

21,992

15,600

1951

of florins

4,898
4,747

+ 151
987

— 836

21,121

16,900

1952

estimates

4,711
4,407

+ 304
571

— 267

•

* Including the deficit of the Agricultural Equalisation Fund.

I n t h e p e r i o d f r o m 1 9 4 7 t o 1 9 5 0 , b u d g e t e x p e n d i t u r e , d e s p i t e r i s i n g p r i c e s ,

s h o w e d a t e n d e n c y t o r e m a i n a t m o r e o r l e s s t h e s a m e l e v e l , t h a n k s t o t h e f a c t

t h a t e x p e n s e s o c c a s i o n e d b y t h e w a r a n d b y t h e d i f f i c u l t i e s i n I n d o n e s i a w e r e

d i m i n i s h i n g . F u r t h e r m o r e , t h e n e t a g r i c u l t u r a l - s u b s i d y p a y m e n t s ( m a d e v i a t h e

A g r i c u l t u r a l E q u a l i s a t i o n F u n d ) w e r e c u t b y n e a r l y o n e - h a l f f r o m 1 9 4 8 t o 1 9 4 9

( a n d , h a v i n g b e e n c u t a g a i n i n 1 9 5 1 , t h e y a r e e x p e c t e d t o a m o u n t t o a b o u t

F l . 1 0 0 m i l l i o n i n 1 9 5 2 , o r l e s s t h a n a q u a r t e r o f t h e a m o u n t p a i d o u t i n 1 9 4 8 ) .

I n 1 9 5 1 , h o w e v e r , c u r r e n t e x p e n d i t u r e r o s e , p a r t l y a s a r e s u l t o f a n i n c r e a s e

i n t h e a p p r o p r i a t i o n s f o r d e f e n c e , w h i c h w e n t u p f r o m F l . 9 2 2 m i l l i o n i n 1 9 5 0

t o F l . 1 , 154 m i l l i o n i n 1 9 5 1 a n d h a v e b e e n fixed a t F l . 1 ,241 m i l l i o n i n 1 9 5 2 .

I n a d d i t i o n , c e r t a i n p r o j e c t s o f a m i l i t a r y c h a r a c t e r a r e b e i n g financed v i a t h e

c a p i t a l b u d g e t .
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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. I ta ly is a case
in point.

Between 1947 and 1952 commodity prices in I ta ly kept relatively stable,
so that the budget figures for the individual years are more comparable than is
the case in most other countries.

Fiscal

1947-48 . .
1948-49 . .
1949-50 . .
1950-51 . .
1951-52(2) .
1952-53(2) .

Expenditure
0)

1,697
1,636
1,714
1,935
2,048
2,132

I ta ly:

Revenue
(excluding

counterpart
funds)

798
1,032
1,202
1,339
1,476
1,584

Government f inances.

Use of
counterpart

funds

in

53
109
217
334
148
120

Budget
counterpart
funds being

excluded
from the
revenue

deficit
counterpart
funds being

included
in the

revenue

milliards of lire

— 899
— 604
— 512
— 596
— 572
— 548

— 846
— 495
— 295
— 262
— 424
— 428

Treasury
deficit

— 417
— 370
— 200
— 211
— 162P)

Public debt
at end of
fiscal year
(30th June)

1,730
2,147
2,558
2,811
2,890(4)

(<) Including investment expenditure. (2) Latest budget estimates.
(3) Eight months. («) 29th February 1952.
Note : The national income has been estimated at Lit. 5,935 milliard for 1949, Lit. 6,370 milliard for 1950 and
Lit. 7,423 milliard for 1951.

A s m a y b e s e e n f r o m t h e t a b l e , g o o d p r o g r e s s w a s m a d e i n r e d u c i n g t h e

o v e r a l l b u d g e t d e f i c i t b e t w e e n 1 9 4 8 a n d 1 9 5 0 . T h e l i r a c o u n t e r p a r t o f f o r e i g n

a i d h a s b e e n i n c l u d e d a s b u d g e t r e v e n u e , a n d w h e n f o r e i g n a i d w a s c u t b y h a l f

i n 1 9 5 0 - 5 1 t h e r e s u l t w a s a n i n c r e a s e i n t h e e s t i m a t e d b u d g e t d e f i c i t t o b e

m e t o u t o f T r e a s u r y r e s o u r c e s ; b u t e f f o r t s a r e b e i n g m a d e t o c l o s e t h e g a p

b e t w e e n e x p e n d i t u r e a n d r e v e n u e . A fiscal r e f o r m w a s i n t r o d u c e d i n O c t o b e r 1 9 5 1 ,

u n d e r w h i c h t h e a s s e s s m e n t o f i n c o m e - t a x l i a b i l i t y i s n o w , f o r t h e first t i m e , b a s e d

u p o n r e p o r t s filed r e g u l a r l y b y t h e t a x - p a y e r , i n s t e a d o f u p o n e s t i m a t e s m a d e b y

t h e fiscal a g e n t s . I t h a d b e e n f e a r e d t h a t t h e c h a n g e i n t h e s y s t e m m i g h t c a u s e

a t e m p o r a r y d e c l i n e i n t h e a m o u n t o f r e v e n u e c o l l e c t e d , b u t t h e c o n t r a r y s e e m s

t o h a v e b e e n t h e c a s e .

D e f e n c e e x p e n d i t u r e p r o p e r ( w i t h o u t t h e a p p r o p r i a t i o n s f o r t h e m i l i t a r y a n d

c i v i l p o l i c e , p e n s i o n s , e t c . ) r o s e f r o m L i t . 3 7 2 m i l l i a r d i n 1 9 5 0 - 5 1 t o a n e s t i m a t e d

figure o f L i t . 4 6 5 m i l l i a r d f o r 1 9 5 2 - 5 3 .

I t m a y b e n o t e d t h a t t h e e x p e n d i t u r e f i g u r e s g i v e n i n t h e t a b l e i n c l u d e

o u t l a y s f o r p u b l i c i n v e s t m e n t s , a m o n g w h i c h a r e a p p r o p r i a t i o n s f o r l o n g - t e r m

p r o j e c t s i n c o n n e c t i o n w i t h h o u s i n g , r e - a f f o r e s t a t i o n a n d l a n d r e c l a m a t i o n . I n t h e
I 9 5 I ~ 5 2 e s t i m a t e s , p u b l i c i n v e s t m e n t s a g g r e g a t e a b o u t L i t . 5 0 0 m i l l i a r d o r o n e -

f o u r t h o f t o t a l b u d g e t e x p e n d i t u r e .
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In Aus t r i a , 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. 300 million.

Aus t r i a : Government f inances and price movements.

Items

Current revenue (')

Current expenditure(')

Current balance . .

Investment expenditure

Overall balance

financed by:
counterpart funds

borrowing and Treasury resources

Prices (1949 - 100)(2)

1949 1950 1951
1952

revised
estimates

In millions of Austrian schillings

8,214

8,100

+ 114

1,425

— 1,311

952

359

100

11,205

10,656

+ 549

1,626

— 1,077

946

131

120

15,986

15,496

+ 490

1,500

— 1,010

910

100

160

20,072

19,739

+ 333

652

— 319

300

19

185 (3)

(') Including, as regards revenue, gross receipts of Federal undertakings and railways and, as regards expendi-
ture, the current expenses of such undertakings and railways (the capital expenditure being shown under
"investment").

(2) Based on the average of index figures for wholesale prices and for the cost of l iving. (3) First quarter.

T h e m e a s u r e s t a k e n e a r l y i n 1 9 5 2 i n c l u d e d a r e d u c t i o n i n f o o d s u b s i d i e s ,

i n c r e a s e s i n a n u m b e r o f t a x e s a n d i n t h e t a r i f f s o f c e r t a i n p u b l i c s e r v i c e s , i n c l u d i n g

r a i l w a y s , ' a n d p o s t p o n e m e n t o f s o m e l e s s p r o d u c t i v e i n v e s t m e n t s ( s u c h a s t h e

r e b u i l d i n g o f r a i l w a y s t a t i o n s ) . U p t o d a t e , t h e A u s t r i a n b u d g e t h a s h a d t o m a k e

o n l y v e r y s m a l l p r o v i s i o n s f o r d e b t s e r v i c e a n d d e f e n c e ( o c c u p a t i o n c o s t s ) .

T h e e x i s t e n c e o f a s t a t e o f o v e r a l l b a l a n c e i n t h e p u b l i c f i n a n c e s o f F i n l a n d ,

N o r w a y , S w e d e n a n d S w i t z e r l a n d i s i n d i c a t e d b y t h e s l i g h t n e s s o f t h e c h a n g e s i n

t h e t o t a l o f t h e p u b l i c d e b t d u r i n g r e c e n t y e a r s .

F i n l a n d : G o v e r n m e n t f i n a n c e s , p r i c e m o v e m e n t s a n d n a t i o n a l i n c o m e .

Items

Current revenue
Current expenditure

Current balance . . . .
Net capital expenditure (2) ,

Overall balance . . . .

Public debt at 31st December

Prices (1949 - 100)P)

National income

1949 1950 1951
1952(1)

estimates
in milliards of Finnish markkas

111
93

+ 18
23

— 5

140

100

323

130
102

+ 28
30

2

136

115

415

183
144

+ 39
41

— 2

131

150

530 C)

162
130

+ 32
29

+ 3

153(4)

(') Preliminary figures. (2) Excluding loans and redemptions.
(3) Based on the average of index figures for wholesale prices and the cost of living. CO First quarter.
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In F i n l a n d , budget equilibrium has been attained notwithstanding repara-
tions deliveries at an average rate of about FM n 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).

N o r w a y : G o v e r n m e n t f i n a n c e s a n d t h e n a t i o n a l i n c o m e .

Items

Current revenue
Current expenditure

Balance . .
Investment expenditure

Overall balance

Public debt at 31st December

National income

1949-50

2,727
2,556

+ 171
384

— 213

5,153

1949:
12,330

1950-51
1951-52

estirr

in millions of Norwegian kroner

3,092
2,547

+ 545
251

+ 294

4,770

1950:
13,870

3,231
2,756

+ 475
177

+ 298

4,873

1951:
17,050

1952-53

ates

3,725
3,229

+ 496
253

+ 243

T h e a p p r o p r i a t i o n s for t h e r egu l a t i on of p r i ce s b y m e a n s of subs id i e s have
b e e n r e d u c e d f r o m N . K r . 780 mi l l ion i n 1 9 4 9 - 5 0 t o N . K r . 450 mi l l ion in t h e
b u d g e t s for 1951-52 a n d 1 9 5 2 - 5 3 , b u t a P r i ce R e g u l a t i o n F u n d , financed m a i n l y
f rom t h e yie ld of e x p o r t d u t i e s o n fores t ry p r o d u c t s o u t s i d e t h e b u d g e t , covers
add i t i ona l ou t l ay of over N . K r . 220 mi l l ion a yea r for s imi lar p u r p o s e s . A m o n g
b u d g e t r e v e n u e i t e m s p r o p e r l y so cal led, t h e t u r n o v e r t a x was s t e p p e d u p f rom
6 % t o 10 p e r cen t , in A p r i l 1951 , a n d th i s r a t e inc rease a lone w a s ca lcula ted t o
b r i n g i n a n ex t ra N . K r . 300 mi l l ion p e r year .

I n S w e d e n , t h e v e r y r a p i d inc rease in g o v e r n m e n t r e v e n u e s ince t h e fiscal
year 1 9 4 9 - 5 0 h a s b e e n to s o m e e x t e n t d u e t o t h e ra i s ing of t h e ra tes of ex i s t ing
t axa t ion a n d t o t h e i n t r o d u c t i o n of a few n e w t axes . A g e n u i n e e x p a n s i o n of t h e
real na t i ona l p r o d u c t h a s b e e n a fu r the r c o n t r i b u t o r y factor . B u t a n inf la t ionary
rise i n p r i ces a n d i n c o m e s h a s also h a d i ts effect in t h i s c o n n e c t i o n ; for s u c h a
rise m e a n s , o n t h e o n e h a n d , t h a t a m o u n t s c o m i n g in a r e n o m i n a l l y la rger a n d ,
o n t h e o t h e r h a n d , t h a t i n d i v i d u a l s a n d b u s i n e s s firms h a v e m o v e d u p in to h i g h e r
t ax b r a c k e t s . T o adjus t t h e t ax b u r d e n for t h o s e w h o s e a s s e s s m e n t s h a v e b e e n
affected m o r e or less acc identa l ly , t h e F i n a n c e M i n i s t e r , in A p r i l 1952, i n t r o d u c e d
a bil l p r o v i d i n g for s o m e r e d u c t i o n in t h e ra tes of i n c o m e a n d capi ta l taxes , t o
t ake effect f r o m t h e b e g i n n i n g of 1953 .

I n i n t r o d u c i n g t h e e s t ima te s for 1 9 5 2 - 5 3 , t h e F i n a n c e M i n i s t e r gave as h i s
rec ipe for t h e c o u n t r y ' s e c o n o m i c p o l i c y : t h e r e i n f o r c e m e n t of c r e d i t res t r i c t ions ,
c o m b i n e d w i t h c o n t i n u e d b u d g e t i n g for a s u r p l u s . A s o n e of t h e e x p e d i e n t s for
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S w e d e n :
G o v e r n m e n t f i n a n c e s , p r i c e m o v e m e n t s a n d n a t i o n a l i n c o m e .

Items

Current revenue
Current expenditure

Current balance . . . .
Net capital expenditure

Overall balance . . . .

Public debt at the end of the fiscal year,
30th June

Prices (1949-50 - 100)(3)

National income

1949-50 1950-51
1951-52

esti

1952-530)

nates

in millions of Swedish kronor

4,839
5,002

— 163
264

— 427

12,073

100

1949:
24,100

5,820
5,449

+ 371
568

— 197

12,421

113

1950:
25,400

8,050
6,350

+ 1,700
1,050

+ 650

13,198 (2)

133«

1951:
30,000 (5)

8,428
6,909

+ 1,519
841

+ 678

•

0) The figure given in 1952-53 for current revenue is the revised estimate, announced early in April.
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.

(3) Based on the average of the indexes for wholesale prices and the cost of living. (4) March 1952.
(5) Preliminary estimate.

r e s t r a i n i n g p r i v a t e i n v e s t m e n t w i t h o u t r a i s i n g i n t e r e s t r a t e s , a t e m p o r a r y i o p e r

c e n t , c a p i t a l i n v e s t m e n t t a x h a s b e e n i m p o s e d , w i t h e f f e c t f r o m i s t J a n u a r y 1 9 5 2 ,

o n i n v e s t m e n t s f i n a n c e d o u t o f b u s i n e s s p r o f i t s . I t a p p l i e s t o c e r t a i n a l l o w a n c e s f o r

d e p r e c i a t i o n o f i n v e n t o r i e s a n d t o i n c r e a s e s i n h i d d e n r e s e r v e s i n t h e f o r m o f

s t o c k s a n d i s e x p e c t e d t o y i e l d a b o u t S . K r . 2 0 0 m i l l i o n a y e a r .

A s r e g a r d s t h e e x p o r t d u t i e s o n f o r e s t r y p r o d u c t s , t h e y i e l d f o r 1 9 5 2 - 5 3 w a s

o r i g i n a l l y p u t a t S . K r . 2 0 0 m i l l i o n ; i n t h e r e v i s e d e s t i m a t e s , h o w e v e r , t h i s a m o u n t

h a s b e e n s c a l e d d o w n v e r y c o n s i d e r a b l y o w i n g t o t h e fa l l i n p r i c e s a n d t h e f a c t

t h a t t h e d u t i e s i n q u e s t i o n h a v e h a d t o b e s h a r p l y r e d u c e d i n t h e c o u r s e o f t h e

first h a l f o f 1 9 5 2 .

D e f e n c e e x p e n d i t u r e h a s b e e n i n c r e a s e d f r o m S . K r . 9 7 0 m i l l i o n i n 1 9 4 9 - 5 0

t o a n e s t i m a t e d figure o f S . K r . 1 , 5 0 0 m i l l i o n f o r 1 9 5 2 - 5 3 , b u t t h e d e p a r t m e n t a l

a p p r o p r i a t i o n f o r t h e M i n i s t r y o f S o c i a l W e l f a r e s t i l l r e p r e s e n t s t h e l a r g e s t s i n g l e

c a t e g o r y o f e x p e n d i t u r e i n t h e b u d g e t .

S w i t z e r l a n d h a s p r o v i d e d f o r t h e g r a d u a l r e p a y m e n t o f t h e n o n - p r o d u c t i v e

d e b t i n c u r r e d d u r i n g t h e w a r , a n d t h a t i s o n e o f t h e r e a s o n s w h y b o r r o w i n g f o r

i n v e s t m e n t p u r p o s e s i n t h e p o s t - w a r p e r i o d h a s n o t l e d t o a n e t i n c r e a s e i n t h e

F e d e r a l d e b t . R e v e n u e w a s s w o l l e n i n 1 9 5 0 a n d 1 9 5 1 b y t h e e x c e p t i o n a l l y l a r g e

c u s t o m s r e c e i p t s w h i c h c a m e i n d u r i n g t h e p e r i o d w h e n g o o d s w e r e b e i n g i m p o r t e d

f o r t h e s t o c k p i l e , w h i l e t h e y i e l d o f t h e s p e c i a l d e f e n c e t a x , w h i c h i s c o l l e c t e d e v e r y

s e c o n d y e a r , a l s o h e l p e d t o m a k e 1 9 5 0 a p e a k y e a r f o r r e v e n u e .

M i l i t a r y e x p e n d i t u r e r o s e f r o m S w . f c s 5 0 5 m i l l i o n i n 1 9 5 0 t o S w . f c s 6 6 6 m i l -

l i o n i n 1 9 5 1 a n d i s e x p e c t e d t o r e a c h t h e figure o f S w . f c s 8 1 7 m i l l i o n i n 1 9 5 2 .

I t m u s t b e r e m e m b e r e d t h a t i n S w i t z e r l a n d t h e a g g r e g a t e e x p e n d i t u r e o f t h e

C a n t o n s i s o f c o n s i d e r a b l e i m p o r t a n c e a n d i s financed a l m o s t e n t i r e l y b y l o c a l

t a x e s . I n 1 9 5 1 i t a m o u n t e d t o S w . f c s 1 , 8 5 6 m i l l i o n .
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S w i t z e r l a n d : F e d e r a l f i n a n c e s a n d n a t i o n a l i n c o m e .

Items

Current revenue
Current expenditure

Current balance . . . .
Balance on capital accountO)

Overall balance . . . .

Public debt at 31st December^)

National income

1949 1950 1951
1952

estimates

in millions of Swiss francs

1,695
1,688

+ 7
— 5

+ 2

7,764

17,400

2,035
1,740

+ 295
— 124

+ 171

7,777

18,100

1,812
1,889

— 77
+ 87

+ 10

7,806

19,500

1,860
2,073

— 213
+ 127

— 86

•

0) The capital account is credited with amounts written off and allocations from various reserve funds. There-
fore it may close with a surplus of revenue over expenditure.

(2) Excluding administrative debt (on payments agreements, etc.) amounting to Sw.fcs 296 million at the end
of 1951, and also excluding the special indebtedness charged to the Federal Railways.

W h i l e n o d a t a r e g a r d i n g p r i c e s , f o r e i g n t r a d e a n d m o n e t a r y r e s e r v e s

a r e a v a i l a b l e i n r e l a t i o n t o c o u n t r i e s i n e a s t e r n E u r o p e , b u d g e t figures

a r e r e g u l a r l y p u b l i s h e d b y t h e m . T o a n i n c r e a s i n g e x t e n t , t h e s t r u c t u r e o f

t h e s t a t e b u d g e t o f t h e U . S . S . R . h a s b e c o m e a s t a n d a r d p a t t e r n f o l l o w e d i n

t h e o t h e r c o u n t r i e s , w i t h o n l y s l i g h t d e v i a t i o n s a c c o r d i n g t o l o c a l c o n d i t i o n s .

A s f a r a s t h e b u d g e t o f t h e U . S . S . R . i s c o n c e r n e d i t s h o u l d , h o w e v e r , b e

p o i n t e d o u t t h a t , w h e r e a s u p t o 1 9 5 0 r e v e n u e a n d e x p e n d i t u r e w e r e d i v i d e d i n t o

f o u r m a i n i t e m s , a fifth i t e m o f e x p e n d i t u r e , c o m p r i s i n g t h e S e r v i c e ( i n t e r e s t a n d

r e p a y m e n t ) o f l o a n s i s s u e d b y t h e g o v e r n m e n t , a p p e a r s i n t h e b u d g e t s f o r 1 9 5 1

a n d 1 9 5 2 .

P r e s e n t c o n s u m e r p r i c e s a r e s e v e r a l t i m e s a s h i g h a s i n 1 9 4 0 , b u t s i n c e

1 9 4 8 p r i c e s h a v e f a l l e n , n o t r i s e n ; t h e g r o w t h o f r e v e n u e a n d e x p e n d i t u r e m a y

t h u s b e t a k e n t o r e f l e c t a n e x p a n s i o n o f e c o n o m i c a c t i v i t y . T o t a l r e v e n u e i n t h e

b u d g e t i n c r e a s e d f r o m R o u b l e s 4 2 3 t o 4 6 8 m i l l i a r d o r b y 1 0 . 7 p e r c e n t , f r o m

1 9 5 0 t o 1 9 5 1 , w h i l e t h e n a t i o n a l i n c o m e i s r e p o r t e d t o h a v e i n c r e a s e d b y 12 p e r

c e n t , d u r i n g t h e s a m e p e r i o d .

T h e t u r n o v e r t a x r e m a i n s t h e c h i e f s o u r c e o f r e v e n u e , b u t i t s r e l a t i v e i m p o r -

t a n c e s e e m s t o b e d e c l i n i n g s o m e w h a t , w h i l e t h e a m o u n t o b t a i n e d f r o m p e r s o n a l

t a x e s c o n t i n u e s t o i n c r e a s e , a n d t h e s a m e a p p l i e s t o p r o c e e d s o f s t a t e l o a n s . I n

M a y 1 9 5 2 t h e S o v i e t G o v e r n m e n t i s s u e d i t s u s u a l a n n u a l l o a n . A s i n e a r l i e r

y e a r s , t h e n e w l o a n i s a l o t t e r y l o a n w i t h a c u r r e n c y p e r i o d o f t w e n t y y e a r s a n d

a n " i n t e r e s t " c h a r g e t o t a l l i n g 4 p e r c e n t . T h e a m o u n t f i x e d f o r t h e i s s u e w a s

R o u b l e s 3 0 m i l l i a r d , w h i l e t h e s u m a c t u a l l y s u b s c r i b e d i s r e p o r t e d t o h a v e r e a c h e d

R o u b l e s 3 6 m i l l i a r d .

T h e n e w i t e m o n t h e e x p e n d i t u r e s i d e — t h e d e b t s e r v i c e — i s p u t a t

R o u b l e s 8 . 9 m i l l i a r d f o r 1 9 5 2 — a n i n c r e a s e b y o v e r 3 0 p e r c e n t , s i n c e t h e

p r e v i o u s y e a r . T h e l a r g e s t i t e m i n t h e b u d g e t i s t h e e x p e n d i t u r e f o r t h e n a t i o n a l

e c o n o m y : o f t h e R o u b l e s 1 8 0 . 4 m i l l i a r d a p p r o p r i a t e d u n d e r t h i s h e a d i n g , R o u b l e s

9 8 m i l l i a r d i s f o r c a p i t a l i n v e s t m e n t s w h i l e , o u t s i d e t h e b u d g e t , R o u b l e s 4 5 m i l -

l i a r d , d e r i v e d f r o m f u n d s o f t h e v a r i o u s e n t e r p r i s e s t h e m s e l v e s , e t c . , i s a l s o d e v o t e d

t o i n v e s t m e n t , t h e t o t a l f o r i n v e s t m e n t s b e i n g R o u b l e s 1 4 3 m i l l i a r d . T h e s h a r e o f

d e f e n c e i n t h e b u d g e t t o t a l , t h o u g h s m a l l e r t h a n b e f o r e t h e w a r , h a s b e e n
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S t a t e b u d g e t o f t h e U.S.S.R.

Items

Revenue
1. Turnover tax
2. Deductions from profits
3. Personal taxes
4. State loans
5. Other sources of revenue

Total

Expenditure
1. National economy
2. Social and cultural
3. Defence
4. Administration
5a. Loan service, etc
5b. Other appropriations

Total

Surplus . . . .

Revenue

1. Turnover tax
2. Deductions from profits
3. Personal taxes
4. State loans
5. Other sources of revenue

Total

Expendi ture

1. National economy
2. Social and cultural
3. Defence
4. Administration
5a. Loan service, etc
5b. Other appropriations

Total

1940 1950 1951 1952 (')

in milliards of roubles

105.9
21.7
9.4

11.5
31.7

180.2

58.3
40.9
56.8
6.8

} 11.6

174.4

5.8

236.1
40.4
35.8
31.0
79.5

422.8

157.6
116.7

82.9
13.8

42.3 {

413.3

9.5

247.8
47.8
44.3
37.0
91.1

468.0

179.4
118.9
93.9
14.1
6.8

28.2

441.3

26.7

260.7
62.0
47.4
42.6
97.2

509.9 (2)

180.4
124.8
113.8

14.4
8.9

34.6

476.9

33.0

in percentages

58.8
12.0
5.2
6.4

17.6

100.0

33.4
23.4
32.6

3.9

} -
100.0

55.8
9.6
8.5
7.3

18.8

100.0

38.1
28.2
20.1

3.3

10.3 |

100.0

55.0
10.2
9.4
7.9

19.5

100.0

40.7
26.9
21.3

3.2
1.5
6.4

100.0

51.1
12.2
9.3
8.3

19.1

100.0

37.8
26.2
23.9

3.0
1.9
7.2

100.0

(1) Budget estimates.
(•') As a result of the budget debate of the Supreme Soviet of the U.S.S.R., total expenditure was increased

from Roubles 508.8 milliard to Roubles 509.9 milliard.

i n c r e a s i n g i n r e c e n t y e a r s , a n d t h i s d e v e l o p m e n t h a s b e e n a c c o m p a n i e d b y a r e l a t i v e

d e c l i n e i n t h e p e r c e n t a g e o f e x p e n d i t u r e f o r t h e n a t i o n a l e c o n o m y . U n d e r t h e

U . S . S . R . s y s t e m , d e f e n c e e x p e n d i t u r e w o u l d s e e m t o c o r r e s p o n d t o i 6 p e r c e n t ,

o f t h e n a t i o n a l i n c o m e , b u t c o m p a r i s o n w i t h w e s t e r n c o u n t r i e s i n t h i s r e s p e c t i s

v i t i a t e d b y t w o f a c t s : o n t h e o n e h a n d , t h e n a t i o n a l i n c o m e a s c a l c u l a t e d a c c o r d i n g

t o S o v i e t m e t h o d s o f c a l c u l a t i o n t a k e s a c c o u n t o n l y o f t h e o u t p u t o f g o o d s ( a n d

n o t o f s e r v i c e s ) ; o n t h e o t h e r h a n d , t h e b u d g e t i n t h e U . S . S . R . i n c l u d e s m a n y

i t e m s ( s u c h a s t h e e x p a n s i o n o f p l a n t s f o r a r m a m e n t s p r o d u c t i o n ) m o s t o f w h i c h ,

i n t h e w e s t , a p p e a r i n t h e b o o k s o f p r i v a t e e n t e r p r i s e s .

T h e f o l l o w i n g t a b l e g i v e s o v e r a l l f i g u r e s f o r t h e b u d g e t s o f a n u m b e r o f

e a s t e r n E u r o p e a n c o u n t r i e s . I n s o m e o f t h e c o u n t r i e s , a n i n c r e a s e i n t h e a m o u n t

s p e n t a n d c o l l e c t e d r e f l e c t s a n i n f l a t i o n a r y r i s e i n p r i c e s , w h i l e t h e figures f o r

R o u m a n i a c l e a r l y r e v e a l t h e c h a n g e i n t h e m o n e t a r y u n i t d a t i n g f r o m t h e c u r r e n c y

r e f o r m e a r l y i n 1 9 5 1 . I n B u l g a r i a , o n t h e o t h e r h a n d , t h e b u d g e t f i g u r e s f o r 1 9 5 2
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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

recalculated from old to new zlotys.

S t a t e budg

Countries

Albania
Revenue
Expenditure

Bulgaria
Revenue
Expenditure

Czechoslovakia
Revenue
Expenditure

Hungary
Revenue
Expenditure

Poland
Revenue
Expenditure

Roumania

Expenditure

ets in

Surplus .

Surplus .

Surplus .

Surplus- .

Surplus .

Surplus .

e a s t e r n Eu

. . .

1949

6.4
5.3

+ 1.1

165.7
152.6

+ 13.1

89.32
89.28

+ 0.04

12.84
12.81

+ 0.03

18.12
17,24

+ 0.88

272.3
233.4

+ 38.9

r o p e f r o m

1950

in milliards of

7.8
7.7

+ 0.1

207.3
198.0

+ 9.3

131.93
131.56

+ 0.37

17.54
17.45

+ 0.09

25.38
25.38

—

399.0
381.3

+ 17.7

1949 t o 1952

1951

•

1952

national currency units

9.5
9.2

+ 0.3

271.79
267.92

+ 3.87

166.47
166.20

+ 0.27

33.2
33.0

+ 0.2

55.97
51.89

+ 4.08

24.5
21.7

+ 2.8

10.3
10.2

+ 0.1

370.1
343.9

+ 26.2

324.3
323.5

+ 0.8

42.6
42.3

+ 0.3

63.79
62.88

+ 0.91

32.1
30.6

+ 1.5

I n A l b a n i a , t h e b u d g e t s f o r t h e c u r r e n t y e a r s a r e n o t p r e s e n t e d u n t i l J u n e ,

i n s t e a d o f i n M a r c h , a s i n t h e U . S . S . R . a n d t h e o t h e r e a s t e r n E u r o p e a n c o u n t r i e s .

T h e y i e l d o f t h e t u r n o v e r t a x a c c o u n t s f o r 4 0 p e r c e n t , o f t h e r e v e n u e .

M a i n i t e m s o f e x p e n d i t u r e o f s t a t e b u d g e t s
i n e a s t e r n E u r o p e i n 1 9 5 2 .

Country Year
National
economy

Social and
cultural

measures
Defence Administration

in percentages

Albania

Bulgaria

Czechoslovakia

Hungary

Poland

Roumania

U.S.S.R

1951
1950

1952
1951

1952
1951

1952
1951

1952
1951

1952
1951

1952
1951

40
35

53
46

67
52

62
40*

41
40

53
46

38
41

17
12

23
26

18
29

19
17

26
32

18
24

26
27

12
16

12
8

7
9

14
12

11
7

16
16

24
21

14
17

6
10

5
6

12
13

7

3
3

Capital investments only.
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In B u l g a r i a , 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.

Items

Economic activity
Cultural and social services
Defence
Administration
State debt

Total . . .

Revenue Expenditure

in milliards of korunas

262.3
9.3
0.8

52.0

324.3

217.5
58.8
22.5
20.1
4.7

323.5

I n C z e c h o s l o v a k i a t h e b u d g e t f o r 1 9 4 9 w a s t h e f i r s t o n e to b e d r a w n u p

a f t e r t h e i n t r o d u c t i o n o f t h e p r e s e n t F i v e - Y e a r P l a n , b u t i t w a s s t i l l f r a m e d

a c c o r d i n g t o t h e o l d p a t t e r n , m o s t o f t h e i n v e s t m e n t e x p e n d i t u r e b e i n g l e f t o u t s i d e

t h e b u d g e t . S i n c e 1 9 4 9 t h e l a y o u t

C z e c h o s l o v a k i a : h a s g r a d u a l l y b e e n a d a p t e d t o t h e

B u d g e t e s t i m a t e s f o r 1 9 5 2 . U . S . S . R . m o d e l . A s r e g a r d s t h e t r e a t -

m e n t o f i n v e s t m e n t s , t h e a l i g n m e n t

i s n o w c o m p l e t e ; o n t h e o t h e r h a n d ,

b o t h r e v e n u e a n d e x p e n d i t u r e i n t h e

C z e c h o s l o v a k b u d g e t a r e s t i l l s u b -

d i v i d e d u n d e r t h e o l d m a i n h e a d i n g s

— w i t h t h e r e s u l t t h a t t h e p e r c e n t a g e

s h a r e s f o r t h e v a r i o u s i t e m s a r e n o t

s t r i c t l y c o m p a r a b l e w i t h t h o s e i n t h e

b u d g e t s o f t h e o t h e r e a s t e r n E u r o p e a n

c o u n t r i e s .

T h e m a i n s o u r c e o f r e v e n u e a c c o u n t e d f o r u n d e r " e c o n o m i c a c t i v i t y " i s t h e

s o - c a l l e d " g e n e r a l t a x " , w h i c h c o r r e s p o n d s t o t h e t u r n o v e r t a x i n t h e o t h e r e a s t e r n

E u r o p e a n c o u n t r i e s . T h i s h a s b e c o m e t h e l a r g e s t o f a l l t h e r e v e n u e i t e m s . D i r e c t

t a x a t i o n i s e x p e c t e d t o y i e l d o n l y 6 . 2 p e r c e n t , o f t h e t o t a l r e v e n u e . O u t o f t h e

K ô s 2 1 7 m i l l i a r d r e p r e s e n t i n g t h e e s t i m a t e f o r " e c o n o m i c a c t i v i t y " o n t h e e x p e n -

d i t u r e s i d e , t h e s u m o f K c s 9 2 m i l l i a r d i s a p p r o p r i a t e d f o r c a p i t a l i n v e s t m e n t s ;

m o s t o f i t i s f o r e x p a n s i o n o f i n d u s t r i a l p r o d u c t i o n .

I n H u n g a r y , t h e r e s u l t s o f t h e b u d g e t for 1 9 5 2 a r e r e p o r t e d t o h a v e b e e n

1 0 p e r c e n t , a b o v e t h e o r i g i n a l e s t i m a t e s . F o r 1 9 5 2 a n a m o u n t e q u a l t o t h e y i e l d

o f t h e t u r n o v e r t a x — F i t 2 6 m i l l i a r d — is a p p r o p r i a t e d a s e x p e n d i t u r e f o r t h e

n a t i o n a l e c o n o m y . T h i s m a y p e r h a p s b e t a k e n a s b e i n g m o r e o r l e s s t h e n o r m a l

p r a c t i c e .

I n P o l a n d , Z l . 2 6 m i l l i a r d , o r 4 0 p e r c e n t , o f t h e e x p e n d i t u r e , i s f o r t h e

d e v e l o p m e n t o f t h e n a t i o n a l e c o n o m y , Z l . 19 m i l l i a r d b e i n g a p p r o p r i a t e d f o r n e w

c a p i t a l i n v e s t m e n t , w h i l e Z l . 7 m i l l i a r d i s t o g o t o i m p r o v e m e n t o f e x i s t i n g i n d u s -

t r i a l p l a n t a n d a f u r t h e r e x p a n s i o n o f t r a d e a n d o f t h e c o m m u n i c a t i o n s s y s t e m .

O n t h e r e v e n u e s i d e , t h e p r o c e e d s o f i n t e r n a l l o a n s a r e p r e s e n t e d i n t h e s a m e w a y

a s i n t h e U . S . S . R . b u d g e t . T h e a m o u n t o f t h e 1 9 5 1 l o a n w a s f i x e d a t Z l . 1.2 m i l -

l i a r d b u t a c t u a l s u b s c r i p t i o n s a r e r e p o r t e d t o h a v e r e a c h e d Z l . 1.6 m i l l i a r d .

I n R o u m a n i a , i t i s e s t i m a t e d t h a t a b o u t o n e - h a l f o f t h e r e v e n u e i s o b t a i n e d

f r o m t h e t u r n o v e r t a x w h i l e t h e e x p e n d i t u r e f o r t h e n a t i o n a l e c o n o m y i s g i v e n a s

5 2 . 6 p e r c e n t . T h e b u d g e t s f o r 1 9 5 0 a n d 1 9 5 1 i n c l u d e d a n i t e m c a l l e d " i n t e r -

n a t i o n a l o b l i g a t i o n s " , w h i c h a c c o u n t s f o r a b o u t 4 p e r c e n t , o f t o t a l e x p e n d i t u r e a n d

c o n s i s t s o f r e p a r a t i o n p a y m e n t s t o t h e U . S . S . R .

F i n a l l y , i t m a y b e m e n t i o n e d t h a t t h e d e t a i l s o f t h e 1 9 5 2 b u d g e t f o r

Y u g o s l a v i a a r e n o t y e t a v a i l a b l e ; t o t a l s p u b l i s h e d s h o w a d e f i c i t w h i c h c o r r e s p o n d s

to a b o u t zo p e r cent of the b u d g e t e x p e n d i t u r e a n d i s s t a t e d t o b e e q u a l t o a b o u t

6 p e r c e n t , o f t h e n a t i o n a l i n c o m e .
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Y u g o s l a v i a : G o v e r n m e n t r e v e n u e a n d e x p e n d i t u r e .

Items

Revenue
Expenditure

Balance . . . .

1949 1950 1951 1952

in milliards of dinars

169.5
155.5

+ 14.0

165.7
173.7

— 8.0

172.66
172.66

—

225.4
282.2

— 56.8

I t s h o u l d b e a d d e d t h a t t h e b u d g e t s o f t h e c o n s t i t u e n t s t a t e s , t h e s o - c a l l e d

" R e p u b l i c a n b u d g e t s " , t o g e t h e r a d d u p t o a b o u t o n e a n d a h a l f t i m e s a s m u c h

a s t h e c e n t r a l b u d g e t , s o t h a t i n 1 9 5 2 t h e t o t a l o f c e n t r a l a n d R e p u b l i c a n b u d g e t s

w o u l d a m o u n t t o a b o u t D i n . 5 5 0 m i l l i a r d o n t h e r e v e n u e s i d e .

I n t h e b u d g e t s o f m o s t o f t h e e a s t e r n E u r o p e a n c o u n t r i e s a p p r o p r i a t i o n s

f o r d e f e n c e e x p e n d i t u r e h a v e b e e n i n c r e a s e d , w h i l e ( a s h a s b e e n s h o w n t o

b e t h e c a s e i n t h e U . S . S . R . ) t h e s h a r e o f b u d g e t r e s o u r c e s d e v o t e d t o o t h e r

a c t i v i t i e s , a n d p a r t i c u l a r l y t o i n v e s t m e n t s , h a s b e e n r e d u c e d s o m e w h a t . T h a t

" e v e r y t h i n g c a n n o t b e d o n e a t o n c e " i s t r u e a l l t h e w o r l d o v e r — w h a t e v e r

t h e e c o n o m i c s y s t e m m a y b e .

T h e a d d i t i o n o f f r e s h e x p e n d i t u r e t o b u d g e t s a l r e a d y h e a v i l y b u r d e n e d

h a s m e a n t t h a t a g r e a t e f f o r t h a s b e e n n e e d e d t o a v o i d a r e l a p s e i n t o

i n f l a t i o n a r y f i n a n c i n g : a l a r g e n u m b e r o f t h e c o u n t r i e s i n w e s t e r n E u r o p e

h a v e c o v e r e d n o t o n l y t h e i r c u r r e n t b u t a l s o t h e i r c a p i t a l e x p e n d i t u r e b y

m e a n s o f c u r r e n t r e v e n u e a n d h a v e t h u s h a d n o r e a s o n t o i n c r e a s e t h e i r

p u b l i c d e b t . T h e r e a r e , h o w e v e r , o t h e r s w h i c h h a v e f o u n d i t n e c e s s a r y t o

b o r r o w ; b u t i t w o u l d s e e m t h a t b o t h i n I t a l y a n d i n F r a n c e t h e a m o u n t s

w h i c h h a v e h a d t o b e b o r r o w e d i n r e c e n t y e a r s h a v e b e e n a p p r e c i a b l y l e s s

t h a n t h e o u t l a y f o r i n v e s t m e n t . S i n c e p r o d u c t i o n h a s c o n t i n u e d t o e x p a n d ,

t h e f i g u r e s f o r n a t i o n a l i n c o m e a s c a l c u l a t e d i n r e a l t e r m s h a v e r i s e n , b u t

t h e r i s e i n p r i c e s h a s m a d e t h e i n c r e a s e i n n a t i o n a l i n c o m e i n n o m i n a l t e r m s

e v e n g r e a t e r , a n d o n e o f t h e r e s u l t s h a s b e e n a n i m p r o v e m e n t i n t h e r a t i o

b e t w e e n t h e t o t a l o f p u b l i c d e b t s a n d t h e n a t i o n a l i n c o m e . B u t t h e d i f f i c u l t y

o f t h e w h o l e s i t u a t i o n l i e s i n t h e v e r y h i g h l e v e l o f t a x a t i o n a n d o f o t h e r

b u r d e n s i m p o s e d o n e n t e r p r i s e s a n d i n d i v i d u a l s . I n m o s t c o u n t r i e s t h e fiscal

a n d o t h e r c h a r g e s c a n n o t b e i n c r e a s e d w i t h o u t i n j u r y t o t h e n a t i o n a l e c o n o m y .

A s r e a r m a m e n t e x p e n d i t u r e h a s b e e n r i s i n g w h i l e p u b l i c finances a r e

i n a s t r a i n e d p o s i t i o n , t h e a d d i t i o n a l e x p e n d i t u r e i n o n e field h a s c a l l e d f o r

r e t r e n c h m e n t i n o t h e r s , a n d , i n p a r t i c u l a r , m e a s u r e s h a v e h a d t o b e t a k e n

t o c u r t a i l c i v i l i n v e s t m e n t , n o t o n l y w h e r e financed b y p u b l i c f u n d s b u t a l s o

i n t h e p r i v a t e s e c t o r . T h i s c u r t a i l m e n t h a s h a d t o b e c a r r i e d o u t a g a i n s t a

b a c k g r o u n d o f s h a r p r e d u c t i o n s i n f o r e i g n e c o n o m i c a i d , a n d t h e n e c e s s a r y

d e c i s i o n s h a v e b e e n a l l t h e m o r e d i f f i c u l t t o t a k e s i n c e a r e d u c t i o n i n t h e

v o l u m e o f i n v e s t m e n t m a y l e a d t o g r e a t d e l a y s i n t h e c o m p l e t i o n o f w o r k s

a l r e a d y b e g u n a n d e v e n , i n a f e w c o u n t r i e s , t o a c e r t a i n a m o u n t o f
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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 a 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 recourse 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 a number of countries, once it has been felt that their situations
have improved sufficiently to warrant such relaxations.
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IX. E u r o p e a n P a y m e n t s U n i o n .

T h e E u r o p e a n Paymen t s U n i o n has now been in opera t ion for nearly

two years and, in recent m o n t h s , t h e governmen t s concerned have been

s tudying the measures necessary for its con t inua t ion after 30 th J u n e 1952.

T h i s da te also marks t h e end of t h e four years of t h e Marsha l l P lan

envisaged w h e n t h e p lan began in 1948, and it is relevant to enqu i re to w h a t

extent the Amer i can aid spent to increase p roduc t ion and p r o m o t e viability

in E u r o p e has achieved i ts objectives and b r o u g h t nearer t h e t ime w h e n

the general convertibil i ty of E u r o p e a n currencies can b e con templa ted .

O f t h e tota l A m e r i c a n aid, ce r ta in a m o u n t s w e r e passed o n b y rec ip ient

countr ies i n t h e form of gran t s or " d r a w i n g r i g h t s " in thei r o w n cu r rency

(par t of t h e coun te rpar t funds) total l ing $1,380 mil l ion* du r ing the twen ty -one

m o n t h s of t h e in t r a -European p a y m e n t s s chemes ; a fur ther ne t a m o u n t of

$418 mill ion in dollars was given in s u p p o r t of t h e E u r o p e a n P a y m e n t s U n i o n

dur ing t h e twen ty -one m o n t h s to M a r c h 1952, as s h o w n in t h e table .

United States aid, direct or indirect, for intra-European payments,
1948 to 1952.

Form of aid
for intra-European payments

Intra-European
Payments Schemes

(21 months)

European
Payments Union

(21 months)

1948-490) I 1949-50 1950-51
financial years ending 30th June

1951-52O

in millions of dollars

1. Aid given to European countries and uti-
lised directly or indirectly for intra-
European payments:
(a) indirect aid (counterpart funds in

national currencies)
(b) direct aid (in dollars)

2. Direct contribution to intra-European pay-
ments (in dollars) .

Totals

677

677

703

703
1,380

(-78)«
3 7 (?)

350 (6)

309

(-11)«
1O9(5)

11 «

109
418

N o t e : The total of the four co lumns) $1,798 mi l l ion , consis ts of aid of dif ferent k inds. A s far as the
indirect aid was concerned, the or iginal recipients of the aid received most ly Amer ican goods and passed on
their domest ical ly-produced goods to the final rec ip ients.
0) Nine mon ths , October 1948 to June 1949. (=) Nine mon ths , July 1951 to March 1952.
(?) Condi t ional aid of $201 mi l l ion al lotted to Be lg ium, Sweden and the United K ingdom, less grants by the

Union of $279 mil l ion to Aus t r i a , Greece, Ice land, the Netherlands and Norway.
C) Reclassi f icat ion due to Sweden 's renouncement of condi t ional a i d .
(5) Special Resources paid in dollars on behalf of Aus t r i a , Greece, Iceland and Turkey.
(6) The $350 mil l ion obl igated by the U.S. Government on the format ion of the Un ion .

T h e c o n t r a s t b e t w e e n t h e t w o p e r i o d s , e a c h o f t w e n t y - o n e m o n t h s , i s

e v e n m o r e s t r i k i n g t h a n a p p e a r s f r o m t h e t a b l e . U n d e r t h e p a y m e n t s s c h e m e s

o f 1 9 4 8 - 4 9 a n d 1 9 4 9 - 5 0 , t h e $ 1 , 3 8 0 m i l l i o n o f d r a w i n g r i g h t s , c o r r e s p o n d i n g

* For convenience, the dollar sign ($) is used t h r o u g h o u t th is chapter , whe the r t h e operat ion referred
to was m a d e in U.S . dollars (or gold), in E .P .U . un i t s of account or, as in this case, in national
currencies.
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to an equivalent a m o u n t of condit ional aid, covered abou t one- th i rd of t h e

$4,000 mil l ion of gross i n t r a -European deficits d u r i n g the twen ty -one m o n t h s

( the r ema inde r be ing m e t b y gold movemen t s , new bilateral credi t and t h e

d rawing -down of bilateral balances — only two per cent, being " c o m p e n s a t e d " ) .

D u r i n g the twen ty-one m o n t h s of t h e E u r o p e a n Paymen t s U n i o n u p to

M a r c h 1952, t h e gross deficits were considerably larger — at $6,600 mi l l ion ;

this a m o u n t was f u l l y covered, th ree-quar te rs by t h e " c o m p e n s a t i o n s " alone,

and t h e balance main ly t h r o u g h the gold and credi t opera t ions of the U n i o n

(see below). A n d , at t he end of the twen ty -one -mon th per iod, t h e $272

mill ion capital of t h e U n i o n was intact , whi le its total gold and dollar

ho ld ing was $339 mill ion.

T h e format ion of the Un ion , its cons t i tu t ion and practical working

dur ing t h e early m o n t h s were descr ibed in detail in the twenty-first A n n u a l

Repor t , pages 222-238 , to which readers are referred. T h e presen t review

deals wi th changes in t h e s t ruc ture of t h e U n i o n and wi th its operat ions

u p to M a r c h 1952.

A. Changes in the structure of the Union .

Since t h e creat ion of the U n i o n various changes have been m a d e in t h e

initial balances and the quotas , t he new t echn ique of Special Resources has

been in t roduced and special a r rangements have been m a d e for certain deb to r s

and credi tors .

1. I n i t i a l b a l a n c e s f o r 1 9 5 0 - 5 1 .

O n the creat ion of t h e U n i o n initial deb i t balances were allotted by t h e

U.S . G o v e r n m e n t to Belgium, Sweden and the U n i t e d Kingdom, the " p r o -

spective c r ed i to r s " in the Umion, against t h e a l lotment of "condi t ional a i d " ;

t h u s these th ree countr ies received dollar aid and allotted an equivalent

a m o u n t of their nat ional currencies as a g ran t to t h e U n i o n , to be used to

cover the i r i n t r a -European ne t surpluses before uti l isation of the i r quotas . W h i l e

the $150 mil l ion allotted to t h e U n i t e d K i n g d o m remained unchanged , t h e

condi t ional aid to Be lg ium was reduced b y $14,675,000 and Sweden r enounced

S11/395.OOO, so tha t the effective total of the th ree grants to t h e U n i o n was

reduced by $26,070,000, f rom $215,250,000 to $189,180,000.

Initial credi t balances to cover deficits in the U n i o n were allotted b y

the U . S . G o v e r n m e n t as grants to Aust r ia , Greece , Iceland, t h e N e t h e r l a n d s

and N o r w a y and, in addi t ion, as loans by t h e Union , to N o r w a y and T u r k e y

( T u r k e y retrospect ively in M a y 1951). I n so far as these a l lotments were

m a d e as grants by t h e Un ion , they were in t h e na tu re of the d rawing r ights

u n d e r the in t r a -European p a y m e n t s schemes .

A s all these initial deb i t a n d credi t ba lances were allotted only for t h e

year 1950-51 , they no longer play an active pa r t in the operat ions of the Un ion .

Bu t t h e excess of grants by t h e U n i o n to t h e debtors over the grants to t h e

U n i o n f rom the credi tors fell as a direct loss on the capital (see page 242).
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2. S p e c i a l R e s o u r c e s f o r 1 9 5 1 - 5 2 .

T h i s was t h e novel ty in t roduced in t h e second year of t h e U n i o n . I t

was dec ided tha t the t echn ique of grants in t h e form of initial balances

should not be re ta ined after J u n e 1951. A n improved m e t h o d of giving

A m e r i c a n aid to t h e pers is tent deb tors was found in t h e "Special Resources" ,

having the advantage for t h e U n i o n tha t t h e dollars were allotted by the

U . S . G o v e r n m e n t not to the prospect ive creditors , to b e passed on as a g ran t

to t h e U n i o n bu t , o n behalf of t h e debtors , direct ly t o t h e U n i o n itself —

and this has since done m u c h to s t reng then t h e dollar posi t ion of the U n i o n .

U n d e r Ar t ic le 9 of the A g r e e m e n t for the Es tab l i shment of a E u r o p e a n

Paymen t s U n i o n a p rocedure was laid d o w n w h e r e b y t h e so-called "exis t ing

resources" , cor responding to t h e un funded bilateral deb t s ou t s t and ing on

the paymen t s agreements accounts at t h e end of J u n e 1950, could b e uti l ised

to cover deficits in the U n i o n . By an addi t ion to Ar t ic le 9, a similar

p rocedu re was created for t h e use of Special Resources in dollars which

were allocated by the U . S . G o v e r n m e n t t o Aus t r ia , Greece , Ice land and

T u r k e y to be util ised m o n t h b y m o n t h by t h e A g e n t on the i r behalf to

cover ne t deficits u p to one h u n d r e d pe r cent, in U . S . dol lars . A p rocedu re

similar to tha t for the existing resources was dec ided u p o n in o rde r to

make the payment s non-revers ible , i.e. not subject to the cumula t ive pr inc ip le ;

in o the r words , if Greece, for example , had a ne t surp lus in any m o n t h , it

d id not receive back the dollars pa id in on its behalf as Special Resources

(which remained wi th t h e U n i o n ) b u t t emporar i ly g ran ted credi t to the

U n i o n wi th in its quota (which remained unb locked o n t h e credi tor side).

A l t h o u g h no t fully formula ted unt i l Ju ly 1951, t h e special-resources p rocedu re

was m a d e retroactive wi th effect f rom Apr i l 1951 in o rder to cover a m o u n t s

in dollars wh ich had been suppl ied by t h e U . S . G o v e r n m e n t t o Aus t r i a ,

Greece and Iceland to cover the i r ne t deficits s ince t ha t t ime . T h e p roce -

d u r e was kept flexible, the a l lo tments of Special Resources be ing m a d e b y the

U.S . G o v e r n m e n t only for comparat ively short per iods (in the first place, for

t h e qua r t e r Ju ly to Sep tember 1951 and, later, for a few m o n t h s at a t ime) .

3. Q u o t a s .

T h e quotas ma rk the l imits for each coun t ry of its cumula t ive account ing

surp lus or deficit which m a y b e deal t wi th normal ly t h r o u g h t h e U n i o n b y

credi t or gold p a y m e n t s (wi thout resor t to special a r rangements ) .

T h e r e has been no general revision of the quo tas b u t two changes were

m a d e at t h e end of the first year, wi th effect f rom t h e operat ions in respect

of Ju ly 1951 :

t h e G e r m a n quo ta was increased from $320 to 500 million, and

t h e Ne the r l ands quo ta was increased from $330 to 355 mill ion.

T h e s e modifications were no t d u e to any considera t ion of t h e posi t ion of

these countr ies in t h e U n i o n at t ha t t ime b u t were m a d e in o rder to rectify

t h e a m o u n t s fixed w h e n t h e U n i o n was formed, w h i c h w e r e based o n

calculations tha t had subsequent ly b e c o m e unrealis t ic .
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A c h a n g e o f a n e n t i r e l y d i f f e r e n t n a t u r e w a s m a d e e a r l y i n t h e m o n t h

o f M a r c h 1 9 5 2 w h e n t h e d e b t o r p o s i t i o n o f F r a n c e w a s a c u t e . W i t h effect f r o m

t h e o p e r a t i o n s o n a c c o u n t o f F e b r u a r y 1 9 5 2 ( i . e . a r o u n d t h e m i d d l e o f M a r c h )

t h e F r e n c h q u o t a w a s t e m p o r a r i l y i n c r e a s e d f r o m $ 5 2 0 t o 6 2 0 m i l l i o n u n t i l t h e

o p e r a t i o n s f o r M a y 1 9 5 2 , b y t h e i n s e r t i o n o f a s u p p l e m e n t a r y g o l d - f r e e

t r a n c h e o f $ 1 0 0 m i l l i o n b e t w e e n t h e t h i r d a n d f o u r t h n o r m a l t r a n c h e s . I n t h e

o p e r a t i o n s f o r J u n e 1 9 5 2 t h e q u o t a w i l l r e v e r t to $ 5 2 0 m i l l i o n . T h i s c o n -

t r i b u t i o n b y t h e U n i o n t o w a r d s m e e t i n g t h e F r e n c h e x c h a n g e c r i s i s a t t h a t

t i m e w a s i n t h e n a t u r e o f a s p e c i a l a r r a n g e m e n t ( s ee b e l o w ) ; i t m e a n t

t h a t a n i m m e d i a t e g o l d p a y m e n t o f $ 6 0 m i l l i o n f r o m F r a n c e t o t h e U n i o n

w a s p o s t p o n e d fo r f o u r m o n t h s .

T h e q u o t a s o f A u s t r i a a n d G r e e c e a s d e b t o r s h a v e b e e n b l o c k e d s i n c e

t h e c r e a t i o n o f t h e U n i o n w h i l e t h a t o f I c e l a n d w a s b l o c k e d f r o m A p r i l t o

S e p t e m b e r 1 9 5 1 , t h e s e c o u n t r i e s b e i n g i n r e c e i p t o f g r a n t s ( i n t h e f o r m of

i n i t i a l b a l a n c e s a n d , l a t e r , o f S p e c i a l R e s o u r c e s ) .

N o c h a n g e s h a v e b e e n m a d e i n t h e g o l d - c r e d i t r a t i o s e x c e p t t h a t

r e s u l t i n g i n d i r e c t l y f r o m t h e a d d i t i o n a l t r a n c h e g r a n t e d t o F r a n c e i n t h e

o p e r a t i o n s f o r F e b r u a r y 1 9 5 2 a n d a l s o f r o m a s p e c i a l p r o v i s i o n i n t h e c a s e

o f N o r w a y , w h o s e first ( g o l d - f r e e ) t r a n c h e a s a c r e d i t o r w a s i n c r e a s e d

a n d t h e s e c o n d t r a n c h e d e c r e a s e d b y $ 1 0 m i l l i o n ( b e c a u s e t h e i r r e v e r -

s i b l e i n i t i a l c r e d i t b a l a n c e a s l o a n w a s e q u i v a l e n t i n e f f ec t t o a n e x t r a

g o l d - f r e e t r a n c h e o f $ 1 0 m i l l i o n o n t h e d e b t o r s i d e ) .

4 . S p e c i a l a r r a n g e m e n t s f o r d e b t o r s a n d c r e d i t o r s .

T h e r e h a v e b e e n o n l y t w o s p e c i a l a r r a n g e m e n t s m a d e f o r d e b t o r

c o u n t r i e s a p a r t f r o m t h e a l l o c a t i o n o f i n i t i a l c r e d i t b a l a n c e s a n d S p e c i a l

R e s o u r c e s .

W h e n G e r m a n y e x c e e d e d i t s q u o t a i n N o v e m b e r 1 9 5 0 a s p e c i a l a r r a n g e -

m e n t f o r $ 1 8 0 m i l l i o n w a s m a d e , t h e U n i o n g r a n t i n g a c r e d i t o f $ 1 2 0 m i l l i o n

c o n c u r r e n t l y w i t h g o l d p a y m e n t s o f $ 6 0 m i l l i o n b y G e r m a n y ( fo r d e t a i l s s e e

t h e t w e n t y - f i r s t A n n u a l R e p o r t ) .

A s m e n t i o n e d u n d e r " q u o t a s " a b o v e , a s p e c i a l a r r a n g e m e n t w a s m a d e

f o r F r a n c e e a r l y i n t h e m o n t h o f M a r c h 1952 i n t h e f o r m o f a s u p p l e m e n t a r y

g o l d - f r e e t r a n c h e o f $ 1 0 0 m i l l i o n ; t h i s a r r a n g e m e n t w a s i n effect a s p e c i a l

t e m p o r a r y c r e d i t g r a n t e d b y t h e U n i o n t o F r a n c e w i t h i n t h e q u o t a .

I n t h e c a s e o f c e r t a i n c r e d i t o r s w h o e x c e e d e d , o r t h r e a t e n e d t o e x c e e d ,

t h e i r q u o t a s , v i z . B e l g i u m , I t a l y , P o r t u g a l a n d S w e d e n , a n u m b e r o f spec i a l

a r r a n g e m e n t s h a v e p r o v e d n e c e s s a r y .

(A dec i s ion of t h e C o u n c i l of O . E . E . C . at t h e t i m e w h e n t h e A g r e e m e n t
was s i gned foresaw t h e poss ib i l i ty of Swi t ze r l and ' s ex ceed i n g i t s q u o t a o n a fifty-
fifty bas i s of c r ed i t g r a n t e d b y Swi t ze r l and a n d gold p a y m e n t s b y t h e U n i o n ; u p
to t h e p r e s e n t , howeve r , Swi tze r l and h a s r e m a i n e d ins ide its q u o t a . )
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Type of
arrangement

Initial debit balance as
grant

Quota
Special arrangements:

First (Aug.-Sept. 1951) .
Second (Oct.-Dec. 1951)
Third (Jan.-March 1952)

Totals . . .

Credit
granted

by
Belg

Gold
payments

to
ium

Totals

in millions of units of account

201.3

40.1
99.9
82.6

423.9

29.40
129.3

40.1
80.0
60.0

338.8p)

29.4
330.6

80.1
179.9
142.6

762.7(3)

T h e first c o u n t r y t o e x c e e d i t s q u o t a a s a c r e d i t o r w a s B e l g i u m i n

A u g u s t 1 9 5 1 , a n d t h e f o l l o w i n g t a b l e s u m m a r i s e s t h e v a r i o u s a r r a n g e m e n t s

w h i c h h a v e b e e n m a d e t o c o v e r t h e p e r i o d u p t o M a r c h 1 9 5 2 .

T h e first a r r a n g e m e n t , f o r A u g u s t - S e p t e m b e r 1 9 5 1 , w a s o n a fifty-fifty

b a s i s ; t h e s e c o n d a r r a n g e m e n t , f o r O c t o b e r - D e c e m b e r 1 9 5 1 , w a s f o r a l u m p - s u m

p a y m e n t o f $ 8 0 m i l l i o n i n
C o v e r o f B e l g i u m ' s s u r p l u s e s w i t h t h e U n i o n : g o l d a n d t h e b a l a n œ i n

J u l y 1 9 5 0 t o M a r c h 1 9 5 2 . c r e d i t g r a n t e d b y B e l g i u m ;

t h e t h i r d a r r a n g e m e n t , f o r

J a n u a r y - M a r c h 1 9 5 2 , w a s

f o r a l u m p s u m o f $ 6 0

m i l l i o n i n g o l d a n d t h e

b a l a n c e i n c r e d i t . A f o u r t h

a r r a n g e m e n t h a s b e e n m a d e

f o r A p r i l - J u n e 1 9 5 2 o n t h e

b a s i s o f a l u m p s u m o f

$ 8 0 m i l l i o n i n g o l d .

P o r t u g a l first e x c e e d -

e d i t s q u o t a i n S e p t e m b e r

1 9 5 1 a n d t h e t a b l e s h o w s

h o w t h e s u r p l u s e s h a v e b e e n

c o v e r e d . T h e first a r r a n g e -

m e n t w a s f o r $ 2 5 m i l l i o n

o n a fifty-fifty b a s i s . T h e

s e c o n d a r r a n g e m e n t w a s f o r

a t o t a l o f $ 3 0 m i l l i o n i n

t h r e e e q u a l t r a n c h e s , t h e

g o l d p a y m e n t s d e c r e a s i n g

f r o m 5 0 t o 4 0 a n d 3 0 p e r

c e n t , r e s p e c t i v e l y ( w i t h a n

a v e r a g e o f 4 0 p e r c e n t . ) a n d

t h e b a l a n c e b e i n g s e t t l e d i n

c r e d i t ; $ 1 7 . 1 m i l l i o n o f t h i s

a r r a n g e m e n t w a s s t i l l n o t

u t i l i s e d a f t e r t h e o p e r a t i o n s

f o r M a r c h 1 9 5 2 .

I t a l y e x c e e d e d i t s

q u o t a i n N o v e m b e r 1 9 5 1

a n d a s p e c i a l a r r a n g e m e n t

w a s m a d e f o r a f u r t h e r

$ 1 0 0 m i l l i o n o n a fifty-fifty

b a s i s o f g o l d a n d c r e d i t ; u p

t o M a r c h 1 9 5 2 , $ 4 6 . 4 m i l -

* This is $42.5 million in excess of Italy's cumulative net surplus of l i o n o f th is arrangement
$208.9 million, the difference being due to Italy's use of existing , i , ••,. j
resources to cover deficits in the first quarter of 1951. nad. been Ut i l ised.

(1) Covered by conditional aid of $ 29.4 million allocated by the U.S.
Government.

(2) The balance of $309.4 million (above the amount of conditional aid)
was paid by the Union. i

(3) This is $15.8 million in excess of Belgium's cumulative net surplus
of $746.8 million owing to Belgium's use of existing resources to
cover deficits in the early months of the Union.

Cover of Portugal's surpluses with the Union:
July 1950 to March 1952.

Type of
arrangement

Quota
Special arrangements:

First (fifty-fifty)
Second (sixty-forty)...

Totals . . .

Credit
granted

by
Port

Gold
payments

to
ugal

Totals

in millions of units of account

42.0

12.5
6.8

61.3

28.0

12.5
6.2

46.7

70.0

25.0
12.9

107.9

Cover of I ta ly 's surp luses wi th the Un ion :
July 1950 to March 1952.

Type of
arrangement

Quota

Special arrangement
(fifty-fifty)

Totals . . .

Credit
granted

by
Its

Gold
payments

to
IV

Totals

in millions of units of account

123.0

23.2

146.2

82.0

23.2

105.2

205.0

46.4

251.4*
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S w e d e n ran u p large surpluses w i th t h e U n i o n towards t h e end of

1951 and, as a n y su rp lus above t h e q u o t a was expected to b e of a t empora ry

na tu re , Sweden agreed to gran t one h u n d r e d pe r cent , c redi t to t h e U n i o n

for t h e per iod from January to M a r c h 1952; this a r r angemen t was no t uti l ised

as Sweden did not, in fact, exceed i ts quo ta du r ing this per iod.

Before deal ing wi th the opera t ions , it is useful to m e n t i o n t h e

c u m u l a t i v e p r i n c i p l e , wh ich is of fundamenta l impor t ance for the

work ing of t h e U n i o n . Briefly, w h e n a deficit follows a surp lus or vice

versa, th is pr inc ip le requi res " a cor responding reversal of t h e prev ious

opera t ions in t h e opposi te o rder before a new opera t ion is effected", to

quo te t h e Di rec t ives ; th is reversibil i ty of t h e opera t ions applies t o all c redi t

and gold m o v e m e n t s wi th in the quotas and to t h e special a r r angement s for

deb tors and credi tors , b u t no t to exist ing resources a n d Special Resources

nor, any longer, to initial balances (allotted for 1950-51) .

B . T h e opera t ions of the U n i o n .

Fu l l statistics are pub l i shed b y the Organ isa t ion for E u r o p e a n Economic

Co-opera t ion in Par is and a r ich c o m m e n t a r y is general ly released in m e m b e r

countr ies , so tha t informat ion on t h e opera t ions of the U n i o n is available in

grea t detail .

I n the pract ical working of t h e U n i o n the re are two phases wh ich should
be d i s t ingu i shed :

1. t h e " c o m p e n s a t i o n s " (due to t h e m o n t h l y offsetting opera t ions and

the reversals of ne t posit ions), and

2. t h e s e t t l e m e n t operat ions on t h e final ne t posi t ions.

1. C o m p e n s a t i o n m e c h a n i s m .

T h e compensa t ion m e c h a n i s m itself consists of two qu i te separate

e lements :

(a) the m o n t h l y offsetting resul t ing from t h e operat ions carr ied out , o n the

ins t ruc t ions of t h e Agen t , in t h e books of t h e cent ra l banks, wi th the

effect of r educ ing t h e bilateral balances accumula ted dur ing each m o n t h

to zero ; and

(b) the reversals of ne t posi t ions, ins ide t h e Un ion , i n appl icat ion of the

cumula t ive pr inciple .

T h e nex t table shows m o n t h by m o n t h the effect of bo th of these

forms of compensa t ion o n the gross surpluses (and deficits).

T h e first co lumn gives the gross surpluses ( there being, of course, an

equal a m o u n t of gross deficits) as calculated on the basis of the repor t s

f rom the central banks — this is t h e raw mater ial wh ich is p u t t h r o u g h the
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E.P.U.: Compensation mechanism — monthly working,
July 1950 to March 1952.

Month

Gross
surpluses

(and deficits)
monthly

Compensations monthly

Offsetting
operations

Reversals
of net

positions

Total
compen-
sations

Net surpluses
(and deficits)

monthly c u m u -
l a t i v e

in millions of units of account

1950
July
August
September . . . .

October
November . . . .
December . . . .

1951
January
February
March

April
May .
June

July . . . . . . .
Augus t

September . . . .

October

November . . . .
December . . . .

1952
January
February
March

Totals

193
200
263

371
270
274

251
293
222

225
270
340

355
350
380

546
402
361

418
369
285

6,640

114
93
90

125
132
154

113
127
123

76
130
172

131
118
112

124
159
125

151
160
163

2,694

18
31

27
22
28

22
5

30

96
141
200

272
305
394

358
90
63

64
16
12

2,192

114
111
121

152
154
182

135
132
153

172
271
372

404
4 2 3
506

482
249
188

215
176
175

4,886

79
89

142

220
116
93

116
161
69

52
• 1
• 3 2

- 48
- 73
• 126

64
153
173

203
193
111

1,754

79
168
310

530
646
739

854
1,016
1,085

1,137
1,136
1,104

1,055

983

857

921

1,075

1,247

1,450
1,643
1,754

Note : The net surpluses and deficits shown in this table are those calculated before interest payable to or
by the Union has been debited or credited, as the case may be, to the debtor or creditor countries concerned.
The debiting and crediting of interest may cause an increase or a decrease in the amount to be settled through
the Union, as the positions of countries in the Union develop; this factor caused an increase of $6-7 million
to be settled through the Union in June 1951, but by March 1952 this was changed to a decrease of $3 million
(from $1,754 million to $1,751 million).

m a c h i n e e a c h m o n t h . T h e n e x t t h r e e c o l u m n s s h o w t h e c o m p e n s a t i o n s : t h e

a m o u n t r e s u l t i n g f r o m t h e o f f s e t t i n g o p e r a t i o n s m a d e i n n a t i o n a l c u r r e n c i e s b y

t h e c e n t r a l b a n k s ( o n n i n e t y - s i x d i f f e r e n t a c c o u n t s ) , t h e r e v e r s a l s o f t h e n e t

p o s i t i o n s i n s i d e t h e U n i o n a n d t h e s u m o f t h e s e t w o a m o u n t s , g i v i n g i n a l l

t h e t o t a l a m o u n t c o m p e n s a t e d m o n t h l y . T h e n e x t c o l u m n s h o w s t h e r e m a i n i n g

m o n t h l y n e t s u r p l u s e s ( a n d d e f i c i t s ) , w h i c h a r e s m a l l e r t h a n t h e a m o u n t s a s

p u b l i s h e d e a c h m o n t h , s i n c e t h e r e v e r s a l s h a v e a l r e a d y b e e n t a k e n i n t o a c c o u n t .

T h e g r o w t h o f t h e g r o s s ( b i l a t e r a l ) s u r p l u s e s ( a n d d e f i c i t s ) f r o m a r o u n d

$ 2 0 0 m i l l i o n i n t h e e a r l y m o n t h s o f t h e U n i o n t o o v e r $ 5 0 0 m i l l i o n i n

O c t o b e r 1 9 5 1 , a n d t h e i r s u b s e q u e n t d e c l i n e , a r e n o t e w o r t h y ; t h e s e a r e t h e

( n e t ) a m o u n t s a c c u m u l a t e d e a c h m o n t h i n n a t i o n a l c u r r e n c i e s o n t h e b o o k s

o f m e m b e r c e n t r a l b a n k s — t h e t u r n o v e r o f a l l r e c e i p t s a n d p a y m e n t s o n

t h e s e b o o k s i s , o f c o u r s e , m a n y t i m e s g r e a t e r .
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T h e compensa t ions by bilateral offsetting have not fluctuated very

considerably f rom the i r average of $128 mil l ion over t h e twen ty -one m o n t h s .

M o r e variable have been the reversals of the ne t posi t ions : t he r e was a low

poin t of $5 mil l ion in F e b r u a r y 1951 (meaning that , at t ha t t ime , near ly all

m e m b e r s were con t inu ing the i r previous deve lopment in t h e same direct ion)

— a n d th is was at t h e he ight of t h e G e r m a n "crisis; t he reversals grew from

tha t point , as G e r m a n y began to have surpluses while F r ance s tar ted to have

deficits (from Apri l ) a n d also t h e U n i t e d K i n g d o m (from M a y ) ; t h e reversals

of ne t posi t ions reached a h igh po in t of near ly $400 mil l ion in Sep tember

1951, w h e n t h e total compensa t ions exceeded $500 mil l ion on t h e m o n t h .

I t will be no ted tha t f rom M a y to S e p t e m b e r 1951 t h e ne t m o n t h l y

posi t ions r emain ing for se t t lement after t h e compensa t ions were a m i n u s

a m o u n t ; th is m e a n s tha t t h e reversals of o ld posi t ions were greater t h a n t h e

deve lopmen t of new posi t ions, so tha t t h e cumula t ive figure in t h e last

c o l u m n of t h e table declined. But , a round O c t o b e r 1951, w h e n b o t h the

Bri t ish and F r e n c h had become n e t deb to r s and G e r m a n y a ne t credi tor

of t h e U n i o n , t h e cumula t ive posi t ions rose again rapidly — to t h e high

level of M a r c h 1952.

O v e r t h e twenty-one m o n t h s , t h e total gross posi t ions exceeded $6,600 mil-

lion, of w h i c h near ly $4,900 mill ion, some th ree -quar te r s , was compensa ted ,

leaving an a m o u n t of $1,750 million, " u n d i g e s t e d " by t h e compensa t ions , to

be deal t wi th by t h e se t t lement m e c h a n i s m of t h e U n i o n .

(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 600 million and France
530 million.)

2. S e t t l e m e n t m e c h a n i s m .

T h e table on t h e following page shows t h e working of the se t t lement

m e c h a n i s m t h r o u g h t ime , viz. f rom Ju ly 1950 to M a r c h 1952.

F o r b o t h credi tors and deb to r s t h e tab le shows the "opera t iona l i m p a c t "

of t h e an te -quota se t t l ements ; these cause t h e difference be tween t h e cumula -

t ive n e t posi t ions a n d t h e cumula t ive a c c o u n t i n g posi t ions (only t h e la t ter

be ing settled by credi t and gold wi th in t h e U n i o n ) . T h e an te -quota settle-

m e n t s are now all i rreversible, t ha t is to say they are no t subject t o the

cumula t ive pr inciple . T h e o p e r a t i o n a l i m p a c t o f t h e s e i t e m s c h a n g e s ,

h o w e v e r , w i t h t h e p o s i t i o n s o f m e m b e r c o u n t r i e s .

T h e use of exist ing resources provokes a t ransfer of a deficit f rom one

coun t ry to another . Actual ly , a gross a m o u n t of $116 mil l ion of exis t ing

resources has been used, of wh ich $100 mi l l ion was in sterling. So long as t h e

U n i t e d K i n g d o m was a credi tor and t h e users of existing resources were

deb to r s , th is r educed the ne t surpluses and deficits to be sett led wi th in t h e

U n i o n ; b u t w h e n the U n i t e d K i n g d o m b e c a m e a deb to r and cer ta in users

of existing resources became credi tors t h e n t h e i t em "exis t ing r e sou rce s "
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E.P.U.: Settlement mechanism — cumulative amounts,
SURPLUSES

Accounting
period

CREDITORS
1950

July-Sept. .
October . .
November .
December .

1951
January . .
February . .
March . . .
April . . . .
May . . . .
June . . . .
July . . . .
August. . .
September .
October . .
November .
December .

1952
January . .
February . .
March . . .

Cumu-
lative
net

sur-
pluses

(including
Interest)

July 1950 to March

Effect of ante-quota
settlements

Existing
re&uu rt.es»

Initial debit
balances
(grants

to Union)

1952.

Cumu-
lative

account-
ing
sur-

pluses

Settlement of cumulative
accountinc

Within

Credit

] surpluses

Outside
Quotas

Gold Credit Gold
in millions of units of account

310
530
646
740

856
1,017
1,086
1,138
1,137
1,111
1,062

989
863
922

1,075
1,247

1,447
1,640
1,751

18
31
24
31

48
68
71
71
71
59
28
28
13

— 74
— 74
- 86

— 86
— 86
- 86

85
164
158
172

194
194
194
194
194
179
179
179
58
51
51
51

9
9
9

207
335
464
537

614
755
821
873
872
872
854
781
792
945

1,099
1,282

1,524
1,716
1,827

164
302
402
436

482
574
619
644
645
649
664
557
489
516
540
617

744
834
870

43
33
62

101

132
181
202
229
227
224
190
213
221
287
311
345

390
434
470

—

—

—
—
—

—

6
41
57

125
171

209
243
265

—

—

_
—
—

—

6
41
84

122
149

180
205
222

DEFICITS

Accounting
period

Cumu-
lative
net

deficits
including
interest)

Effect of ante-quota
settlements

Existing
re-

sources

Initial credit
balances

Grants | Loans
from Union

Special
Re-

sources
(dollars)

Cumu-
lative

account-
ing

deficits

Settlement of cumulative
accounting deficits

Within | Outside
Quotas

Credit Gold Credit Gold

in millions of units of account
DEBTORS
1950

July-Sept. .
October . .
November ,
December ,

1951
January . .
February . .
March . . ,
April . . . .
May . . . .
June . . . .
July
August . . .
September .
October . ,
November ,
December ,

1952
January . ,
February .
March . . ,

310
530
646
740

856
1,017
1,086
1,13a
1,137
1,110
1,061

989
863
921

1,074
1,247

1,447
1,640
1,751

18
31
24
31

48
68
71
71
71
59
28
28
13

- 74
— 74
— 86

- 86
— 86
- 86

92
121
153
192

216
243
257
266
275
279
258
258
137
129
129
129

99
99
99

1

O
O

O

10
35
35888

35
35
35

co
 c

o 
co

en
 e

n 
en

-

—

7
11
37
77
83
86

111
125
130

135
139
146

200
378
468
516

582
695
748
785
745
700
663
584
591
720
859

1,039

1,264
1,453
1,556

169
274
309
337

368
418
447
518
539
512
532
470
504
631
721
808

895
1,009
1,033

31
104
155
143

135
140
173
178
194
174
117
97
61
70

121
209

339
401
470

24

53
91
80
50

—

—

-

4
12

26
46
48
38
11
14
14
17
27
19
17
21

30
43
52

Note: The cumulative net surpluses and deficits in the first column have been taken from the last column of
the previous table and adjusted for the small amounts of interest payments. Adjustments have also been made
to the cumulative accounting deficits from April to June 1951 in order to take account of the retroactive reclassi-
fication of dollars paid on behalf of certain debtors as Special Resources.
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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 $9 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 Special 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, initial balances and Special Resources).

The cumulative a c c o u n t i n g 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 $91 million 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 million
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 1952.

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.
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E.P.U.: Cumulat ive pos i t ions of member coun t r ies ,
July 1950 to March 1952.

Member
countries

Austria

Belgium . . . .

Denmark. . . .

France

Germany . . . .

Iceland

Italy

Netherlands . .

Norway . . . .

Portugal . . . .

Sweden . . . .

Switzerland . .

United Kingdom

Totals

Net
positions

cumulative
surplus (+)

or
deficit (—)
of country

— 137

+ 747

— 5

— 458

+ 123

— 196

— 8

+ 209

+ 147

— 68

+ 108

+ 241

+ 176

— 130

— 747

+ 1,751

Ante-quota settlements

Existing
resources

(net)
used on (+)

or
by (—)
country

— 16

+ 5

— 13

— 12
-|

__

— 43

— 0

—

— 15
—

+ 2
+ 93

+ 100

Special
Resources
(dollars)

used (—)
by

country

Initial
debit (+)

or
credit (—)
balances (')

in millions of units of

— 40

—

—

—

—

— 80

— 5

—

—
—

—

— 22

— 146

— 80

+ 29

—

—

—

— 115

— 4

— 30

— 60

—

+ 10
—

— 25

+ 150

+ 189
— 314

Covered

Credit

received (+)
or

granted (—)

by U

account

+ 424

— 10

— 363

+ 118

+ 0

+ 146

+ 124

— 8

+ 61

+ 149

+ 113

— 30

— 622

+ 1.136p.
— 1,033k '

within the Union (2)

Gold

paid (+)
or

received (—)

n ion

— 17

+ 309

—

— 82

+ 18

+ 105

+ 53

—

+ 47

+ 97

+ 63

— 55

— 368

+ 692
— 523

Total
equal to

accounting
surplus (+)

or
deficit (—)
of country

— 17

+ 733

— 10

— 445

+ 135
.

+ 0
+ 251

+ 177
g

+ 108

+ 246

+ 176

— 85

— 990

+ I.««*«,
— 1 , 5 5 6 W

(') Inc luding grants and loans. (2) Inside and outside quotas .
(3) A s the init ial credit balance loans to Norway and Turkey, tota l l ing $35 mi l l ion , are inc luded in the prev ious

co lumn , th is f igure is that amount lower than the $1,068 mi l l ion shown in the table on page 241, wh i ch
includes all credits and loans together.

(4) The cumulat ive account ing deficits are lower than the cumulat ive account ing surp luses by the amount of
$271 mi l l ion , being the net amount wh ich debtors were able to f inance before using their quotas (Special
Resources, $146 mi l l ion , and the net amount of ini t ial balances, $125 mi l l ion) .

E x i s t i n g r e s o u r c e s ( i . e . b i l a t e r a l b a l a n c e s o u t s t a n d i n g i n J u n e 1 9 5 0 w h i c h

h a v e b e e n u s e d t o c o v e r c u r r e n t d e f i c i t s i n t h e U n i o n ) h a v e , o w i n g t o t h e

s h i r t i n g p o s i t i o n s o f t h e c o u n t r i e s c o n c e r n e d , i n f a c t l e d t o a n i n c r e a s e o f

t h e n e t s u r p l u s e s a n d d e f i c i t s b y $ 8 6 m i l l i o n (c f . t a b l e o n p a g e 2 3 5 ) ; t h i s

w a s d u e c h i e f l y t o t h e c h a n g e i n t h e p o s i t i o n o f t h e U n i t e d K i n g d o m , o n

w h i c h a n e t a m o u n t o f $ 9 3 m i l l i o n e x i s t i n g r e s o u r c e s h a s b e e n u s e d

( $ 1 0 0 m i l l i o n o f s t e r l i n g r e s o u r c e s w a s u t i l i s e d b y o t h e r c o u n t r i e s , * w h i l e t h e

U n i t e d K i n g d o m i t s e l f h a s u t i l i s e d $ 7 m i l l i o n o n D e n m a r k ) . B u t t h e " e x i s t -

i n g r e s o u r c e s " w e r e o n l y p a r t o f t h e t o t a l d e b t s o u t s t a n d i n g i n J u n e 1 9 5 0 ;

f o r a m o r e c o m p l e t e s t a t e m e n t s e e p a g e 2 4 0 .

* In a n exchange of letters, da ted 7th July 1950, the U .S . G o v e r n m e n t agreed to indemnify the
U . K . G o v e r n m e n t for loss of gold o r dollars to the extent that such loss m a y have been caused
by the use of sterl ing balances of ne t deb tors in the set t lement of the i r deficit w i th the E u r o p e a n
Payment s U n i o n . U p to the end of December 1951 (i.e. including t h e operat ions in respect of t h e
m o n t h of N o v e m b e r ) sterl ing had been used as exist ing resources to the equivalent of $99.7 mill ion,
increasing the U n i t e d K i n g d o m net deficit by th i s a m o u n t and occasioning an addi t ional gold paymen t
by the U n i t e d K ingdom to the Un ion of $39.9 million. T h e official U n i t e d K i n g d o m balance-of-
payments figures for 1951 (Whi t e Paper C m d 8505) show tha t $39.9 mill ion had been received from
the U .S . G o v e r n m e n t in th i s connect ion; early in Apri l 1952, the Chancel lor of the Excheque r stated
tha t $10 mill ion h a d been received o n th i s account in M a r c h 1952.
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T h e last th ree co lumns of t h e table , showing t h e a m o u n t s covered by

credi t and gold, reflect t h e final stages of the proceedings and inc lude set t lements

b o t h ins ide and outs ide the quotas u p to M a r c h 1952. I n M a r c h 1952,

Belg ium was by far t h e largest c redi tor of the U n i o n wi th an account ing

surp lus of $733 million, followed b y Italy and Sweden, each wi th a round

$250 mil l ion; o n t h e deb to r side t h e U n i t e d K i n g d o m wi th $990 mil l ion and

F r a n c e wi th $445 mil l ion were by far the mos t impor t an t .

T h e difference of $271 mil l ion be tween t h e total account ing surpluses

and t h e total account ing deficits shown in t h e last c o l u m n was d u e to t h e

use of Special Resources ($146 mill ion) and t h e difference ($125 million)

be tween t h e initial deb i t and credi t balances (grants and loans).

T h i s tab le br ings out t h e influence of t h e an te -quota se t t lements on the

final posi t ions of m e m b e r countr ies in t h e U n i o n ; t h e m o s t str iking was

t h e increase of the U n i t e d K i n g d o m deficit f rom $747 to 990 million, as

a resul t of t h e (net) use of existing resources ($93 million) and t h e initial

deb i t ba lance (of $150 mill ion).

T h e graphs on page 239 i l lustrate t h e deve lopment of the s i tuat ions

of m e m b e r countr ies t h r o u g h t ime (from the beg inn ing of the U n i o n in

Ju ly 1950) u p to t h e po in t ( M a r c h 1952) where t h e cross-section was taken

in the previous table. O n l y t h e a c c o u n t i n g p o s i t i o n s are considered and

t h u s no t t h e an te -quota se t t lements .

T h e w i d e f l u c t u a t i o n s of four impor t an t countr ies , t h e U n i t e d

Kingdom, F rance , G e r m a n y and t h e Ne the r l ands , are well b r o u g h t ou t and

also t h e fact that , except for these four countr ies and Belgium, the individual

cumula t ive account ing surpluses and deficits have constant ly r emained wi th in

t h e relatively na r row range of m i n u s $80 mil l ion and plus $250 mill ion.

T h e second graph, wi th t h e cumula t ive account ing posi t ions given as

p e r c e n t a g e s of the quotas , shows tha t only two countr ies h a v e been outside

the, l imit of their quo tas as deb to r s ( G e r m a n y and Turkey ) , while th ree have

been outs ide as credi tors , and were so in M a r c h 1952 (Belgium, Por tuga l

and I ta ly) ; further, t h e U n i t e d K i n g d o m (as deb tor ) and Sweden (as creditor)

h a d util ised over 90 p e r cent , of the i r quo tas b y M a r c h 1952.

It is convenient at this point to consider t h e fate of t h e bilateral deb t s

ou t s tand ing o n t h e paymen t s agreements accounts at t h e e n d of J u n e 1950

before t h e beginning of the opera t ions of the U n i o n . I n the ninety-six

bilateral relat ionships be tween m e m b e r countr ies the re were e ighty- two bilateral

deb ts , only fourteen posit ions be ing repor ted as nil .

O f these e ighty- two deb t s totall ing t h e equivalent of $86 r million

in J u n e 1950, $542 million, i .e . 63 pe r cent. , were repaid t h r o u g h the

U n i o n in t h e twen ty -one m o n t h s u p to M a r c h 1952. Th i r t y - e igh t debts ,

total l ing $315 million, have been repaid in full, whi le ou t of forty-four debts ,

totall ing $546 million, part ial r epaymen t s a m o u n t i n g to $227 mill ion, i.e.

41 per cent . , have been m a d e .
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E.P.U.: Member countries' cumulative accounting surpluses and deficits in the Union
July 1950 to March 1952.

millions A. In millions of units of account millions
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The second graph showing the percentages has required adjustments in the curves for Belgium,
Germany, the Netherlands and France in those months when adjustments were made in the quotas of those
countries.



E.P.U. : A m o r t i s a t i o n of o l d b i l a t e r a l i n d e b t e d n e s s t h r o u g h t h e U n i o n ,

July 1950 to March 1952.

Total of bilateral debts reported as at 30th June 1950 861

Repayments
by quarters

through
amortisation

and
repayments

through
utilisation
of existing
resources *

Total
repayments

in millions of units of account

1950 July-September
October-December . . . .

1951 January-March
April-June
July-September
October-December . . . .

1952 January-March

Total repayments

65
79

39
41
82
30

90

426

20
32

43

21

116*

85
111

82
4.1
82
51

90

542

Total of debts stil l outstanding at 31st March 1952 319

Member
countries

Amounts
received

by member

Amounts
paid

country by

Net amount
received ( + )
or paid (—)
member country

in millions of units of account

Austria

Belgium

Denmark

France

Germany

Greece .

Iceland

Italy . . .

Netherlands

Norway

Portugal

Sweden

Switzerland

Turkey

United Kingdom . .

Totals

2

79

10

155

41

1

0

55

92

0

2

34

20

1

50

542

32

52

140

5

1

2

37

24

2

12

29

12

191

542

— 3

+ 79

— 22

+ 103

— 99

— 4

— 1

+ 52

+ 55

— 24

+ O

+ 22

— 9

— 11

— 141

± 312

* The $116 million for total existing resources used Is a gross amount. As some countries 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 positions of member countries (from creditor to debtor and vice versa)
since the existing resources were used.

O f t h e $ 3 1 9 m i l l i o n s t i l l o u t s t a n d i n g , $ 1 8 3 m i l l i o n i s i n s t e r l i n g a n d t h e

r e m a i n d e r i n v a r i o u s o t h e r c u r r e n c i e s ; f o r s o m e o f t h e s e d e b t s t h e r e a r e n o

p r o v i s i o n s f o r a u t o m a t i c r e p a y m e n t t h r o u g h t h e U n i o n ( e . g . s o m e c o u n t r i e s

p r e f e r t o r e t a i n t h e i r s t e r l i n g h o l d i n g s ) a n d f o r o t h e r s t h e r e p a y m e n t i s

a r r a n g e d t o t a k e p l a c e o v e r a f a i r l y l e n g t h y p e r i o d ( e . g . D e n m a r k ' s d e b t t o

t h e U n i t e d K i n g d o m ) .
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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 b a l a n c e s h e e t of the European Payments Union was
published after the conclusion of the operations in respect of June 1951 and
a Statement of Account in a similar form is published monthly.

E.P.U.: Summary of Statement of Account,
July 1950 to March 1952.

After operations
for

accounting period
Liquid

resouicBs(')

Assets

Grants
not yet

received (=)

Credits
granted (3)

Total
of

Statement

L i a b i l i t i e s

Capital (5)
Grants
not yet
given (6)

Credits
received 0)

in millions of units of account

Opening

1950
July-September . . . .

October
November
December

1951
January
February
March

April
May
June

July
August .
September

October
November
December

1952
January
February
March

350

338

420
448
404

379
355
370

345
340
352

368
329
262

179
180
217

295
306
339

215

130

51
57
43

21
21
21

21
21
21

_
—

—

—
—

—

_

—

—

-

169

274
309
362

431
520
537

578
574
547

567
505
539

666
756
843

930
1,044
1,063

565

638

746
814
810

831
895
928

944
935
920

935
834
801

845
937

1,060

1,225
1,349
1,407

286

286

286
286
286

286
286
286

286
286
272

272
272
272

272
272
272

272
272
272

279

187

158
126
87

63
36
22

13
4

—

—
—

—

—

—

—

—

164

302
402
436

482
574
6 1 9

6 4 4
645
649

6 6 4
563
5 3 0

573
665
788

953
1,078
1,135

0) U.S. dollars to the amount of $350 million (from January 1952, $361.4 million) plus gold and dollars received
from net debtors plus interest received on U.S. Treasury bills and minus gold and dollars paid to net
creditors.

(?) Initial debit balances not utilised on the respective dates.
(3) Including loans to Norway and Turkey (on account of initial credit balances) and the special credit to Germany.
(4) Including a small item representing the difference between interest received and interest paid by the Union,

not Including interest accrued.
(?) See text.
(6) Initial credit balances as grants not utilised on the respective dates.
(') Including credits received under Article 13(b) of the Agreement (outside the quotas).
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T h e c a p i t a l o f t h e U n i o n w a s o r i g i n a l l y $ 2 8 6 . 2 5 m i l l i o n , b e i n g

e q u i v a l e n t to t h e $ 3 5 0 m i l l i o n o b l i g a t e d b y t h e U . S . G o v e r n m e n t l ess

$ 6 3 . 7 5 m i l l i o n , t h e d i f f e r e n c e b e t w e e n t h e i n i t i a l d e b i t a n d c r e d i t b a l a n c e s

a l l o t t e d a s g r a n t s . I n J u n e 1 9 5 1 , t h i s d i f f e r e n c e w a s i n c r e a s e d b y $ 1 4 , 6 7 5 , 0 0 0

o w i n g t o t h e a d j u s t m e n t o f B e l g i u m ' s i n i t i a l d e b i t b a l a n c e , a n d t h e c a p i t a l

w a s c o n s e q u e n t l y r e d u c e d t o $ 2 7 1 , 5 7 5 , 0 0 0 . W h e n S w e d e n r e n o u n c e d A m e r i c a n

a i d a m o u n t i n g t o $ 1 1 , 3 9 5 , 0 0 0 i n J a n u a r y 1 9 5 2 , t h i s a g a i n i n c r e a s e d t h e

d i f f e r e n c e t o b e t a k e n i n t o a c c o u n t ; b u t a n e q u i v a l e n t a m o u n t w a s o b l i g a t e d

b y t h e U . S . G o v e r n m e n t t o t h e U n i o n ( b r i n g i n g t h e t o t a l a m o u n t s o b l i g a t e d

u p t o $ 3 6 1 , 3 9 5 , 0 0 0 ) s o t h a t , i n t h i s c a s e , t h e r e w a s n o c h a n g e i n t h e c a p i t a l ,

w h i c h r e m a i n s a t $ 2 7 1 , 5 7 5 , 0 0 0 .

W i t h t h e d i s a p p e a r a n c e o f t h e g r a n t s i n t h e f o r m o f i n i t i a l b a l a n c e s

a f t e r t h e first y e a r o f t h e U n i o n , t h e b a l a n c e s h e e t h a s b e c o m e e v e n m o r e

s i m p l e : t h e a s s e t s c o n s i s t o f l i q u i d r e s o u r c e s ( U . S . d o l l a r s p l u s g o l d e a r m a r k e d

i n N e w Y o r k a n d L o n d o n ) a n d c r e d i t s g r a n t e d b y t h e U n i o n t o t h e n e t

d e b t o r s ; t h e l i a b i l i t i e s c o n s i s t o f t h e c a p i t a l (as e x p l a i n e d a b o v e ) a n d t h e c r e d i t s

r e c e i v e d b y t h e U n i o n f r o m t h e n e t c r e d i t o r s . I t f o l l o w s t h a t t h e a m o u n t o f

t h e l i q u i d r e s o u r c e s i n e x c e s s o f t h e c a p i t a l v a r i e s d i r e c t l y w i t h t h e e x c e s s

o f c r e d i t r e c e i v e d o v e r c r e d i t g r a n t e d b y t h e U n i o n .

T h e i n c r e a s e o f t h e b a l a n c e - s h e e t t o t a l t o t h e r e c o r d o f o v e r $ 1 , 4 0 0 m i l -

l i o n , a f t e r t h e o p e r a t i o n s f o r M a r c h 1 9 5 2 , s h o w s h o w e x t e n d e d w a s t h e U n i o n

a t t h a t t i m e .

A l t h o u g h , in p rac t i ce , a c c o u n t m u s t b e t a k e n of ini t ia l ba lances , Special
R e s o u r c e s , e tc . , ye t a s imp le theore t i ca l e x a m p l e d e a l i n g on ly w i t h t h e q u o t a s
is i l lus t ra t ive . W i t h q u o t a s to ta l l ing a r o u n d 4 ,000 mi l l ion , t h e g rea tes t poss ible
u t i l i sa t ion w o u l d b e 2,000 mi l l ion (an e q u a l a m o u n t of d e b t o r a n d c red i to r
q u o t a s ) ; w i t h t h i s full u t i l i sa t ion , 60 p e r cen t , w o u l d b e g r a n t e d a n d received
i n c red i t , viz . 1,200 mi l l ion , whi le t h e dol la r h o l d i n g w o u l d b e in t ac t . T h u s
t h e to ta l of t h e ba l ance shee t cou ld n o t exceed $1,560 mi l l ion , if all coun t r i e s
r e m a i n e d ins ide t he i r q u o t a s .

B u t it w o u l d b e unrea l i s t i c t o i m a g i n e a full a n d even use of all t h e
q u o t a s — it is p r o b a b l e t h a t i n s i d e t h e q u o t a s n o t m o r e t h a n , say, t w o -
t h i r d s or t h r e e - q u a r t e r s cou ld b e effectively ut i l ised, in w h i c h case t h e
m a x i m u m c red i t rece ived a n d g iven m i g h t b e $ 9 0 0 - 1 , 0 0 0 mi l l ion . T h e fact
t h a t to ta l c r ed i t rece ived b y t h e U n i o n i n M a r c h 1952 was $1,135 mi l l ion
is ev idence t h a t s o m e q u o t a s m u s t have b e e n e x c e e d e d (and, i n d e e d , of t h i s
c red i t , $870 mi l l ion was ins ide a n d $265 mi l l ion o u t s i d e t h e q u o t a s of t h e
c red i to r s , see t ab l e o n p a g e 235) .

T h e v a r y i n g " c o n s t e l l a t i o n s " of t h e q u o t a s have , i n fact, b e e n of grea t
i m p o r t a n c e for t h e w o r k i n g of t h e U n i o n . W i t h t h e theo re t i ca l 2 ,000-2 ,000
div is ion of d e b t o r s a n d c r ed i to r s m e n t i o n e d above , t h e agg rega te t r a n c h e
w o u l d b e 400 mi l l ion (one-fifth of 2,000) a n d t h e m a x i m u m gold loss for
t h e U n i o n , w h i c h w o u l d occur a t t h e e n d of t h e t h i r d t r a n c h e , w o u l d b e
$160 mi l l ion ( the d e b t o r s p a y i n g i n ze ro , 80 mi l l ion a n d 160 mi l l i on o n t h e
t h r e e t r a n c h e s respec t ive ly a n d t h e U n i o n p a y i n g t o c r ed i to r s ze ro , 200 mi l l ion
a n d 200 mi l l ion respec t ive ly , a c c o r d i n g t o t h e go ld - c r ed i t ra t ios for t h e t h r ee
t r a n c h e s ) .

Bu t , in fact, t h e U n i t e d K i n g d o m , w i t h a q u o t a ex ceed i n g 1,000 m i l -
l ion, was a c r ed i t o r d u r i n g t h e first yea r of t h e U n i o n ' s life a n d , as t h e
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other countries divided fairly evenly into creditors and debtors, the actual
distribution of total quotas was approximately 2,500 million for the countries
which were currently creditors and 1,500 million for the current debtors.
Wi th 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. Wi th the full and even utilisation of this
amount, $600 million in gold would be paid in by the debtors and only
8500 million paid out to the creditors, so the Union would thus stand to gain
up to $100 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 1951.
Wi th the effective use of 1,100 million, only $100 million would be paid in
by the debtors (with aggregate gold-free tranches of 580 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"
constellation of 2,000-2,000 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.

T h e cur ren t affairs of t h e U n i o n are deal t wi th b y t h e M a n a g i n g

B o a r d , wh ich held twen ty-one sessions be tween O c t o b e r 1950 and M a r c h 1952.

T h e ma in business t ransacted m a y be cons idered u n d e r four head ings :

technical quest ions , coun t ry s tudies and recommenda t ions , safeguarding the

dol lar assets of t h e Un ion , and repor t s of a general na tu re .

T h e t e c h n i c a l q u e s t i o n s which have been considered covered a wide

field, inc luding the detailed working of the special a r r angemen t s for deb to r

and credi tor countr ies , t h e inves tment of dollar balances resul t ing f rom t h e

ne t in -payments of m e m b e r s , condi t ions for p a y m e n t s in ba r gold and t h e

fixing of the value da te for t h e operat ions (generally the t en th working-day

of the m o n t h ) .

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 34 per cent, for the,
second year and 2 % per cent, for periods exceeding two years.* In the first

* Special rates have been fixed in three cases: Germany paid 23/4 per cent, per annum on the
special credit opened by the Union in 1950; France pays z1^ per cent, on the extra tranche of
its quota granted early in March 1952; and Belgium receives 21/i per cent, on all credit granted
above the quota.



— 244 —

half-year, to December 1950, the equivalent of $1.3 million was received and
$r.5 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 received $5.1 million and paid $5.6 million,
sustaining a further loss of $464,000. T h e 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.

T h e Manag ing Board has , over the e ighteen m o n t h s , m a d e a t ho rough

s t u d y o f t h e p o s i t i o n s o f n e a r l y a l l t h e m e m b e r c o u n t r i e s of the

Un ion , generally wi th the aid of delegations of exper ts f rom t h e count r ies

concerned. A s a result of these studies, repor ts have been m a d e to the

Counci l r ecommend ing , in a n u m b e r of cases, special a r rangements which

have resul ted in t h e changes in the s t ruc tu re of the U n i o n indicated in the

earlier paragraphs of this chapter .

T h e Board has also c o m m e n t e d on t h e var ious repor ts m a d e by special

restr icted commit tees dealing wi th the l iberalisation of t rade and will be

in close liaison wi th the new Steering Board for T r a d e , set u p as a resul t of

the decision of the Minis ter ia l Counc i l o n 29th M a r c h 1952. Indeed , it is

i m p o r t a n t to r e m e m b e r tha t t h e posi t ion of m e m b e r countr ies of t h e U n i o n

is t h e concern, not only of the M a n a g i n g Board, b u t of all t h e m a i n com-

mit tees of O . E . E . C . , especially t h e Joint C o m m i t t e e o n T r a d e and Payment s

and the Economic C o m m i t t e e — t h e final decisions be ing taken b y the

Counci l of t h e Organisa t ion .

T h e Board is responsible for the m a n a g e m e n t o f t h e f u n d i n c l u d i n g

t h e a s s e t s i n d o l l a r s der iving from t h e amoun t s obligated by t h e U.S .

Gove rnmen t , from a m o u n t s paid in as Special Resources on behalf of certain

deb tors and f rom t h e ne t i n -paymen t s by m e m b e r countr ies . T h e smooth

working du r ing the first year of t h e opera t ions of the U n i o n gave rise to

no par t icu lar p rob l em in this connect ion but , du r ing the second year, d isquie t

concern ing t h e adequacy of t h e dollar reserve was constant ly felt, especially

from t h e a u t u m n of 1951 onwards .

T h e Board has p repa red some g e n e r a l r e p o r t s , two of wh ich have

been widely c i rcula ted: t h e first A n n u a l R e p o r t of t h e M a n a g i n g Board u p

to J u n e 1951 (publ ished in A u g u s t 1951) and the R e p o r t on t h e Opera t ions

of t h e U n i o n after J u n e 1952 (made to t h e Counci l of Min i s te r s in M a r c h

1952).

T h e second of these two repor t s deals wi th t h e measures necessary to

pro long the operat ions of t h e U n i o n beyond the cu r r en t per iod to J u n e 1952.
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E.P.U.: Trade balances and payments balances
of monetary areas of member count r ies ,

quarterly figures in millions of dollars.
1. V is ib le trade balances.

Member countries

Austria
Belgium-Luxemburg .

Germany
Greece
Italy

United Kingdom . . .

Net totals

1949

Jan.-
March

- 15
+ 50
- 18
- 32
+ 28
— 25

- 2
- 17
— 57
— 32
— 25
— 21
— 3
+ 82

- 87

April-
June

- 20
+ 104
— 2
+ 2
- 6
— 19
+ 19
— 23
— 67
- 35
+ 15
— 4
— 14
— 30

- 80

July-
Sept

- 27
+ 73
+ 25
— 41
— 5
— 38
+ 27
— 34
— 67
— 24
+ 18
+ 4
- 20
-118

—228

Oct-
Dec.

— 25
— 3
+ 25
- 42
- 81
— 28
+ 41
- 77
— 64
— 20
+ 17
— 4
+ 25
+ 24

—212

1950

Jan.-
March

— 24
+ 33
- 2 8
— 26
- 1 1 3
— 34

— 7
- 12
- 74
- 16
— 2

— 11
+ 20
+ 158

- 1 3 4

April-
June

— 14

+ 5
- 18
+ 20
- 27
— 49
+ 10
— 56
- 59
- 27
— 5
— 12
— 12
+ 71

—172

July-
Sept.

— 4
— 17
- 19
+ 76
— 75
— 52
+ 43
+ 9
— 25
— 10
— 10

— 45
— 24

+ 64

— 89

Oot.-
Dec.

— 1
- 16
- 9
+ 109
-151
— 38
+ 44
+ 3
— 39
— 4
— 12
— 40
+ 25
+ 102

- 26

1951

Jan.-
March

— 24
+ 36
- 11
+ 61
- 93
— 33
- 9
- 27
- 48
— 3
— 68
— 75
+ 2
+ 127

—164

April-
June

— 22
+ 81
- 37
— 67
+ 193
— 45
- 16
- 3 8
— 57
— 12
— 6
— 73
— 44
+ 11

—130

July-
Sept.

— 8
+ 145
- 33
-180
+ 133
— 47
+ 55
+ 65
— 30
- 9
+ 24
~ 40
— 43
—215

—183

Oct.-
Dec.

— 24
+ 139
+ 11
-164
+ 191
— 35
+ 23
+ 108
— 42
— 15
+ 74
— 43
- 22
-287

- 87

Totals
1949 to
1951

— 207
+ 629
— 113
- 283
— 7
— 441

+ 228
- 98
— 629
— 206

+ 23
— 362
— 110
- 12

—1,590

2. Paymen ts b a l a n c e s .

Austria
Belgium-Luxemburg .
Denmark
France
Germany
Greece
Italy
Netherlands
Norway
Portugal
Sweden
Switzerland
Turkey
United Kingdom . . .

- 34
+ 64
— 6
- 57
+ 46
- 23
+ 73
- 1 0 8
- 24

— 36

+ 1
+ 20
+ 8
+ 76

— 33
+ 118
+ 16
— 38
+ 18
- 39
+ 82
- 33
- 22
— 28
+ 18
+ 45
— 7
- 96

•— 13

+ 99
+ 18
+ 147
+ 38
— 41
+ 90
+ 10
- 25
+ 8
+ 55
+ 23
— 5
—405

— 27
— 4
+ 12
+ 3
-116
— 29
- 2
+ 10
- 38
+ 2
+ 40
+ 6
+ 22
+ 121

— 30
+ 78
— 14
- 10
—130
— 16
+ 5
- 61
- 36
— 3
— 1
+ 12
- 5
+ 211

— 17
+ 106
— 22
+ 77
+ 61
— 56
— 3
- 66
- 21
- 13
— 15
— 12
— 98
+ 78

- 8
— 3
— 19
+ 191
-177
— 43
+ 2
— 40
- 11
+ 19
+ 8
— 28

+ 1
+ 109

— 29
+ 9
— 22
+ 28
-181
— 29
- 33
- 65
— 40
+ 20
— 22
— 44
+ 6
+ 404

- 45
+ 83
— 1
+ 58
- 89
- 22
— 53
- 85
— 23
+ 27
— 30
+ 39
— 18
+ 158

- 22
+ 146
— 28
— 77
+ 176
— 47
+ 54
- 77
— 6
— 5
— 14
— 16
— 53
— 32

- 15
+ 188
— 1
-108
+ 167
— 20
+ 130
+ 50
+ 12
+ 12
+ 68
+ 66
— 34
-515

— 11
+ 178
+ 36
—286
+ 150
— 27
+ 95
+ 169
- 1
+ 26
+ 169
+ 65
+ 0
- 5 6 2

— 285
+1,063
— 30
— 73
— 38
— 392
+ 440
— 296
— 235
+ 28
+ 277
+ 175
— 183
— 452

3 . P a y m e n t s i n e x c e s s o f ( + ) o r l e s s t h a n ( — ) t r a d e b a l a n c e s .

Austria
Belgium-Luxemburg .

Italy
Netherlands

Switzerland . . . . .

United Kingdom . . .

Net totals

- 19
+ 14
+ 12

+ 18

+ 75
- 91

- 4

+ 41
+ 11
- 6

+ 87

— 13
+ 15
+ 18
— 41
+ 24
— 21
+ 63
- 10
+ 45
+ 8
+ 3
+ 48
+ 6
- 66

+ 80

+ 14
+ 26
— 7
+ 188
+ 43
- 3
+ 63
+ 44
+ 42
+ 32
+ 37
+ 19
+ 15
-287

+ 228

— 2
- 2
— 13
+ 45
- 35
- 1
- 43
+ 87

+ 9
- 3
+ 98

+ 212

- 6
+ 45
+ 15
+ 15
— 17
+ 18
+ 12
- 49
+ 38
+ 12
+ 0
+ 23
- 26
+ 53

+ 134

— 3
+ 100
— 4
+ 57
+ 89
— 7
— 14
— 11
+ 38
+ 15
— 10
+ 0
- 86
+ 7

+ 172

- 4
+ 14
— 0
+ 115
—102
+ 9
- 41
- 49
+ 14

+ 18
+ 17

+ 46

+ 89

— 29
+ 25
— 14
— 81
— 30
+ 8
— 77
- 69
— 1
+ 24
— 10
— 5
— 18
+ 302

+ 26

— 22
+ 48
+ 10

+ 4
+ 11
— 44
~ 58
+ 25
+ 29
+ 38
+ 114
— 20
+ 31

+ 164

+ 0
+ 66
+ 9
— 11
— 18
— 2

+ 70
— 39
+ 51
+ 7
- 8
+ 57
— 9
— 44

+ 130

— 7
+ 43
+ 32
+ 72
+ 34
+ 27
+ 75
— 15
+ 42

+ 44
+ 106
+ 9
—300

+ 183

+ 13
+ 39
+ 26
—122
- 41
+ 8
+ 72
+ 62
+ 41
+ 41
+ 94
+ 107
+ 22
—275

+ 87

— 78
+ 434
+ 82
+ 211
— 31
+ 49
+ 212
— 198
+ 394
+ 235
+ 254
+ 538
— 72
— 440

+ 1,590

N o t e : The visible trade figures are taken from the monthly statistical bulletin of O.E.E.C, and the payments
figures from the Agent's reports; the payments statistics are, of course, the calculated surpluses and deficits
excluding the Agent's operations (drawing rights etc.).

The figures for Belgium, France, the Netherlands, Portugal and the United Kingdom apply to the
whole "monetary areas" of those countries.
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A g e n e r a l r e v i e w of t h e o p e r a t i o n s 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 and
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. : G o l d and d o l l a r t u r n o v e r .
P a y m e n t s and r e c e i p t s of m e m b e r c o u n t r i e s t o a n d f r o m t h e U n i o n
g r o s s and net ( i n c l u d i n g s p e c i a l r e s o u r c e s and a m o u n t s above quo tas )

July 1950 to March 1952.

Member countries

Austria

Belgium

France

Germany . . . . . ,

Greece

Italy

Netherlands

Norway

Portugal

Turkey

United Kingdom . . . . . .

Gross totals . . .

Current cumulative creditors
and debtors (March 1952) .

Count

Gross a

received

ry as cum
c red i t o r

mounts

paid back

illative

Net
amounts

Count

Gross a

paid

ry as cum
debtor

mounts

received
back

illative

Net
amounts

Net
amount

paid
to (—J or
received
from(+)
the Union

Turnover

in millions of units of account

309

95

»8

105

53

53

97

66

1

119

917

701

95

0

6

3

1

119

225

9

3C9

13

105

53

47

97

63

692

692

57

7

82

174

80

5

75

3

27

84

368

961

682

7

174

0

75

3

27

7

292

14

57

82

80

5

_

—

77

388

669

669

— 57

+ 3C9

— 82

+ 18

— 80

— 5

+ 105

+ 53

+ • 47

+ 97

+ 63

— 77

— 368

+ 23

+ 23

57

309

13

273

365

80

5

105

203

59

102

123

94

607

2,396

Note: The total turnover as shown excludes drawings on the U.S. Treasury and also sundry adjustments (e.g.
repayments to debtors due to the retrospective use of Special Resources). The Special Resources paid in on
behalf of Iceland are included amongst the debtors' payments in the bottom line (although, in March 1952,
Iceland was a small creditor of the Union).
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valuable da ta for j u d g i n g t h e origin of t h e m o v e m e n t s , cer ta in of w h i c h are

very str iking, as, for example , t h e considerable negat ive i t em for the U n i t e d

K i n g d o m in J u l y - S e p t e m b e r 1949 and again in J u l y - S e p t e m b e r and O c t o b e r -

D e c e m b e r 1951, w h e n ou t -paymen t s far ou t r an t h e visible t r ade deficit.

Such sharp m o v e m e n t s na tura l ly placed a great s t rain on t h e U n i o n ,

par t icular ly in t h e a u t u m n of 1951, w h e n t h e tota l of t h e dollar reserves

fell for a t ime below $180 mil l ion — see table on page 241 .

T h e U n i o n ' s actual t u r n o v e r in dollars and gold has b e e n on a qu i te

considerable scale: du r ing t h e twen ty -one m o n t h s to M a r c h 1952, the total

of p a y m e n t s b y t h e U n i o n to m e m b e r countr ies a n d t o t h e U n i o n by m e m b e r

countr ies ( including those resul t ing from the use of Special Resources)

a m o u n t e d to near ly $2,400 million, of which over one- th i rd was m a d e effec-

tively in gold bars .

O v e r $600 mil l ion of t h e tu rnover was w i th t h e U n i t e d K i n g d o m b u t

all countr ies have par t ic ipated except N o r w a y which , after us ing its initial

credit balance, has remained wi th in its gold-free t r anche .

W i t h so large a tu rnover it is, pe rhaps , surpr is ing t ha t t h e s t ra in on

the dollar reserves of t h e U n i o n has no t been greater . Bu t t h e U n i o n was so

cons t i tu ted tha t dollar receipts should normal ly cover dollar o u t - p a y m e n t s —-

al though there migh t well be a t ime-lag d u r i n g wh ich a t empora ry d ra in would

occur, to b e covered by t h e dollar reserve of t h e U n i o n . T h e original calcu-

lations were somewhat upset by t h e allocations of initial balances and, later, by

E.P.U.: Monthly net surpluses and deficits,
three-month moving averages (in millions of dollars).

-180

-200
1948 1949 1950

-200

N o t e : These curves are three-month moving averages and therefore 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 implies a decline in the monthly deficits or, in other words, a 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 fluctuations 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
utilised up to March 1952.

While the working
E.P.U.: U t i l i s a t i on of q u o t a s a s at March 1952. o f

Member
countr ies

Aus t r ia

B e l g i u m . . . .

Denmark . . . .

France . . . . .

Germany . . . .

Greece

Ice land

Italy

Netherlands. . .

Norway

Portugal . . . .

Sweden

Switzerland. . .

Turkey

United Kingdom

T o t a l s
Creditors . . .
Debtors . . . .

Quotas

Utilised as at March 19520)

Amounts | Percentages

as creditor (+) or
as debior (—)

in millions of
units of account percentages

(70)

331

195

620

500

(45)

15

205

355

200

70

260

250

50

1,060

1,986
2,12£(2)

nil
+ 733
— 10
— 445
+ 135

nil
+ 0

+ 251

+ 177

— 8
+ 108
+ 246
+ 176
— 85
— 990

+1,827
—1,539

+ 222

— 5

— 72

+ 27

+ 0

+ 123

+ 50

— 4

+ 154

95

70

no
93

overall averages
+ 92
— 72

(') Including special arrangements above quotas (but not Special
Resources and initial balances).

(2) Excluding Austria and Greece, whose quotas are blocked.

Union was facili-
tated, during its first year,
in that the quotas were
largely unused, so that the
total amount of credit
was available in relation
to all countries, difficulties
have arisen in the second
year from the fact that the
quotas are in some cases
exhausted and in others
utilised to a substantial
degree, as the table shows.

T h u s , during the
second year of the Union,
there have been a number
of factors which have made
its functioning more diffi-
cult: the unfavourable con-
stellation of the quotas
(mentioned on page 242)
leading to extreme positions
for some of the creditors
with small or moderate
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quotas , t he wide fluctuations of cer ta in m e m b e r s wi th larger quotas , t h e

heavier load of t r a d e and p a y m e n t s to b e carr ied b y t h e U n i o n w i th a n in-

adequa t e dollar reserve and, m o r e generally, t h e increase in t h e cu r r en t

dollar p a y m e n t s b y several countr ies w i t h s lender mone ta ry reserves.

U n d e r the condi t ions which obta ined in 1951 and t h e early m o n t h s of

1952, it is not , pe rhaps , surpr i s ing tha t t h e p r o g r a m m e of t r ade l iberalisation,

w h i c h was one of t h e m a i n objectives of t h e U n i o n , has b e e n subject to

se tbacks : F rance temporar i ly suspended all measures of l iberal isat ion a n d t h e

U n i t e d K i n g d o m re tu rned from 90 pe r cent, to unde r 50 p e r cent . H o w e v e r

regre t table these measures m a y be , it is for tunate ly possible to set against

t h e m t h e fact t ha t some countr ies , wh ich had lagged beh ind , have been

able to reach the 75 pe r cent, stage, no tab ly G e r m a n y (from i s t A p r i l 1952),

t h e Ne the r l ands and N o r w a y (from i s t M a y 1952), and also tha t cer ta in

countr ies which are credi tors in relat ion to t h e U n i o n — par t icular ly Belgium,

Italy, Por tuga l and Switzer land — have taken addi t ional measures b y which

the degree of l iberalisation has , in some instances , been carr ied to nearly

100 pe r cent , (as is m o r e fully explained on page 122 of C h a p t e r IV) .

Exper ience confirms tha t t r ade l iberalisation can be p u t in to pract ice

a n d ma in ta ined only par i passu w i th progress in t h e m o n e t a r y field and

tha t its future will b e dependen t , in part icular , u p o n t h e recons t i tu t ion of

adequa te mone ta ry reserves by t h e E u r o p e a n coun t r i e s ; ne i ther t h e m e c h a n i s m

of t h e E u r o p e a n Paymen t s U n i o n no r any o the r convent ional a r r angemen t

can alter this s imple fact.

B u t t h e U n i o n has m a d e it possible to get away f rom t h e r igidity of

pure ly bilateral agreements and, in a large measure , also to get r id of t h e

un funded bilateral liabilities w h i c h had been accumula ted u p to t h e midd le

of 1950. F u r t h e r m o r e , it has he lped to p u t t h e m e c h a n i s m of mul t i la tera l

t r ade in to work ing o rder and p u s h e d l iberalisation to the extent compat ib le

wi th exist ing condi t ions . I n these ways and b y its insis tence on t h e need

for in terna l financial stabili ty in each of t h e m e m b e r countr ies , t h e U n i o n

has he lped to p repa re t h e g r o u n d for the solut ion of those fundamen ta l

mone ta ry p rob lems which are of such great impor t ance for t h e fu ture of

E u r o p e .



X. Current Activities of the Bank.

i. O p e r a t i o n s of t h e B a n k i n g D e p a r t m e n t .

The 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
is 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 years; 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 31st 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-term 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 1952, 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 central 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 e a r m a r k e d g o l d , n o t included in the Bank's balance
sheet, had amounted to 231.5 million Swiss gold francs on 31st March 1951.
On 31st 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 31st 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 International Loans for which the Bank is Trustee
or Fiscal Agent.



Moreover, Note 3 at the foot of the monthly statement gives the
amount — if any — of the b i l l s r e d i s c o u n t e d w i t h t h e B a n k ' s e n d o r s e -
m e n t or u n d e r t a k i n g to r e p u r c h a s e . 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 million on 31st January 1952 and made no further appearance after
that date.

The general development of the Bank's m o n t h l y s t a t e m e n t of
a c c o u n t during the financial year under review can be outlined as follows.

The total of the first p a r t of t h e B a n k ' s s t a t e m e n t of a c c o u n t
rose from 1,025.5 million Swiss gold francs on 31st March 1951 to
1,096.2 million on 30th April but was back at 1,002.6 million on 31st 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. '

A s s e t s .

The total of the item " G o l d in b a r s a n d c o i n s " had amounted to
363.8 million Swiss gold francs in the statement of account at 31st 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.I.S.: Gold pos i t ion .

Date

Gold
in bars

and coins

Deposits
expressed

in a
weight of

gold

Net
takin

deposits
only

Net stock of gold

deposits
and forward
operations

in millions of Swiss gold francs

1951 31st March . . .
30th April . . .
30th September
31st October . .
31st December.

1952 29th February .
31st March. . .

363.8
491.9 (max.)
439.7
404.5
350.6 (min.)

336.9
438.5

178.6
59.0 (min.)

320.7 (max.)
217.2
208.3

218.1
305.0

185.2
432.9 (max.)
119.0 (min.)
187.3
142.3

168.8
133.5

198.3
194.2
196.9
193.5 (min.)
207.5

252.3 (max.)
208.4
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e s p e c i a l l y b y s w a p t r a n s a c t i o n s , i n w h i c h s p o t p u r c h a s e s o r sa les a r e

c o m b i n e d w i t h s i m u l t a n e o u s f o r w a r d c o v e r .

T h u s , w h e n a l l o w a n c e h a s b e e n m a d e f o r t h e s e o p e r a t i o n s , i t is o n l y

b y w a y o f e x c e p t i o n t h a t t h e B a n k ' s n e t a s s e t s i n g o l d c o r r e s p o n d t o t h e

figure o b t a i n e d b y c o m p a r i n g t h e a s s e t s a n d c o m m i t m e n t s i n g o l d s h o w n i n

t h e b a l a n c e s h e e t . I n t h e t a b l e o n t h e p r e c e d i n g p a g e t h e f o u r i t e m s w h i c h

h a v e t o b e t a k e n i n t o a c c o u n t i n c o n s i d e r i n g t h e B a n k ' s g o l d p o s i t i o n a r e

c o m p a r e d a s t h e y s t o o d o n c e r t a i n r e p r e s e n t a t i v e d a t e s c h o s e n s o a s t o

b r i n g o u t t h e m a x i m u m a n d m i n i m u m f i g u r e s f o r t h e y e a r ; a t t h e s a m e

t i m e , t h e t a b l e p r o v i d e s d a t a f o r a n a s s e s s m e n t o f t h e e x t e n t t o w h i c h

g o l d h a s b e e n e m p l o y e d fo r o p e r a t i o n s .

T h e B a n k ' s c a s h h o l d i n g s i n v a r i o u s c u r r e n c i e s h a v e , i n t h e

a g g r e g a t e , r e m a i n e d a t a f a i r ly h i g h l e v e l . T h e a v e r a g e b a l a n c e s h o w n u n d e r

t h i s h e a d i n g i n t h e m o n t h l y s t a t e m e n t s o f a c c o u n t d u r i n g t h e financial y e a r
19SI~S2 e x c e e d e d 55 m i l l i o n S w i s s g o l d f r a n c s , a s c o m p a r e d w i t h 4 2 m i l l i o n

i n t h e financial y e a r 1 9 5 0 - 5 1 a n d 3 3 m i l l i o n i n t h e financial y e a r 1 9 4 9 - 5 0 .

T h e figure o n 3 1 s t M a r c h 1 9 5 1 w a s 7 0 . 6 m i l l i o n ; o n 3 1 s t D e c e m b e r 1951

i t w a s 2 8 . 7 m i l l i o n — a r a t h e r s m a l l t o t a l a s c o m p a r e d w i t h t h e a v e r a g e —

w h i l e t h e h i g h e s t l e v e l f o r t h e financial y e a r , 9 1 . 2 m i l l i o n , w a s r e a c h e d o n

t h e c l o s i n g d a t e , 3 1 s t M a r c h 1 9 5 2 .

B.I.S. —Assets.
End of month, in millions of Swiss gold francs.*

â > : Sundry Bills and. Investments
Sfi> and Miscellaneous

•-Time Funds and Advances
-Sundry Bills cashable

on demand

Rediscounlable Bills
and Acceptances

| | Cash and Sight Funds

Cold in bars and coins

1 1 I 1 1 I 1 1 I 1 1 I 1 1 I 1 1 I 1 1
1950 1951 1952 1953

1200

1100

1000

900

800

700

600

500

400

300

200

100

0

First part of statement of account ,
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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 31st 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 per cent, on 31st March 1951.

S i g h t f u n d s at i n t e r e s t , which had begun the financial 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
31st December before falling to their lowest figure for the year, viz. 2.1 mil-
lion, on 29th February 1952. On 31st March 1952 they stood at 3.9 million.

There were marked fluctuations in the total of the r e d i s c o u n t a b l e
p o r t f o l i o , especially as regards Treasury bills. This may be seen from the
following table, which gives the minimum and maximum figures for each
category.

B.I.S. : R e d i s c o u n t a b l e p o r t f o l i o .

Date

1951 31st March
31st October
31st December

1952 29th February
31st March

Commercial
bills and bankers'

acceptances
Treasury bills Total

in millions of Swiss gold francs

46.1 (max.)
35.4
29.4

27.8 (min.)
28.9

128.9
137.9 (max.)
39.3 (min.)

84.7
126.6

175.0 (max.)
173.3
68.7 (min.)

112.5
155.5

T h e i t e m " S u n d r y b i l l s c a s h a b l e o n d e m a n d " h a d a m o u n t e d t o

6 2 . 6 m i l l i o n S w i s s g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 1 , a n d i t r e m a i n e d a t t h a t

l e v e l o r s l i g h t l y a b o v e i t u n t i l t h e e n d o f D e c e m b e r 1 9 5 1 . O n 2 9 t h F e b r u a r y

1 9 5 2 t h e figure w a s d o w n a t 2 8 . 5 m i l l i o n . A t t h e e n d o f t h e financial y e a r

i t w a s 3 5 . 2 m i l l i o n .

U p t o t h e e n d o f O c t o b e r 1 9 5 1 t h e t o t a l o f t h e B a n k ' s i n v e s t m e n t s a t

s i g h t , c o m p r i s i n g t h e v a r i o u s i t e m s m e n t i o n e d a b o v e , r e m a i n e d c o n s t a n t l y

a b o v e t h e l e v e l o f 6 7 6 . 5 m i l l i o n S w i s s g o l d f r a n c s a t w h i c h i t h a d s t a r t e d

t h e financial y e a r . A f t e r O c t o b e r i t d e c l i n e d s o m e w h a t , b u t i t finished t h e

y e a r a t 7 2 4 . 2 m i l l i o n S w i s s g o l d f r a n c s , o r n e a r l y 5 0 m i l l i o n m o r e t h a n

t h e t o t a l r e g i s t e r e d a y e a r e a r l i e r .
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T i m e f u n d s a n d a d v a n c e s had amounted to 34 million Swiss gold
francs on 31st March 1951. A gradual upward movement brought the total
to 38.7 million on 30th 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 31st March 1951 the total of s u n d r y b i l l s a n d i n v e s t m e n t s 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 highest figure,
269.7 million, had been reached on 31st August 1951.

In the following table the two items " T i m e f u n d s a n d a d v a n c e s "
and " S u n d r y b i l l s a n d i n v e s t m e n t s " are taken together, and their
composition at the beginning of the financial year may be compared with the
corresponding figures at its close.

B.I.S.: Time funds and advances , and sundry bi l ls and investments.

Period

Not exceeding 3 months
Between 3 and 6 months
Between 6 and 9 months
Between 9 and 12 months
Over 1 year

31st March
1951

31st March
1952 Difference

in millions of Swiss Bold francs

231.8
19.1
0.9

16.1
11.4

279.3

154.1
2.9
6.5

22.2
30.4

216.1

— 77.7
— 16.2
+ 5.6
+ 6.1
+ 19.0

— 63.2

I t w i l l b e s e e n t h a t t h e r e h a s b e e n a c e r t a i n i n c r e a s e i n i n v e s t m e n t s a t

m o r e t h a n s i x m o n t h s . T h e r e h a v e b e e n w i d e fluctuations i n t h e t o t a l o f t h e

i n v e s t m e n t s a t v e r y s h o r t t e r m , w h i c h m a k e u p b y f a r t h e g r e a t e r p a r t o f

t h e B a n k ' s t i m e p o r t f o l i o a n d f a l l d u e o n e a f t e r a n o t h e r i n c l o s e s u c c e s s i o n .

T h e B a n k h a s m a d e a p o i n t o f s e e k i n g a s m u c h v a r i e t y a s i s p r a c t i c a b l e i n

t h e m o d e a n d c o n d i t i o n s o f i t s i n v e s t m e n t s , s o a s t o b e a b l e a t a n y m o m e n t

t o r e p l a c e o n e t y p e o f i n v e s t m e n t b y a n o t h e r .

L i a b i l i t i e s .

T h e B a n k ' s r e s e r v e s i n t h e f o r m o f t h e L e g a l R e s e r v e F u n d a n d t h e

G e n e r a l R e s e r v e F u n d r o s e f r o m 1 9 . 9 m i l l i o n S w i s s g o l d f r a n c s o n 3 1 s t M a r c h

1 9 5 1 t o 2 0 . 2 m i l l i o n o n 3 1 s t M a r c h 1 9 5 2 . A s a r e s u l t o f t h e o p e r a t i o n s o f

t h e y e a r ( s e e b e l o w , s e c t i o n 4 " F i n a n c i a l R e s u l t s " ) , t h e b a l a n c e o f t h e P r o f i t

a n d L o s s A c c o u n t , w h i c h c o m p r i s e s t h e p r o f i t f o r t h e financial y e a r e n d e d

3 1 s t M a r c h 1 9 5 2 a n d t h e b a l a n c e b r o u g h t f o r w a r d f r o m t h e p r e c e d i n g y e a r ,

a m o u n t e d t o 5 . 6 m i l l i o n S w i s s g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 2 a s a g a i n s t

5 . 7 m i l l i o n a y e a r e a r l i e r . T h e a m o u n t o f t h e i t e m " P r o v i s i o n f o r c o n t i n -

g e n c i e s " i n c r e a s e d f r o m 1 0 7 . 1 m i l l i o n S w i s s g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 1
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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 s h o r t -
t e r m a n d s i g h t d e p o s i t s in gold and currencies. The following table
shows the trend of the items in question during the past two financial years.

B . I . S . : S h o r t - t e r m a n d s i g h t d e p o s i t s .

Items

Gold

C u r r e n c i e s :

Central banks for their own account . . . . .

Central banks for the account of others . . .

Other depositors

Total in currencies

To al in g o l d and c u r r e n c i e s . . . . .

i n c l u d i n g :

sight funds

short-term funds

Total

31st March
1950

373.5

2.4

23.9

31st March
1951

In millions of

96.8

39918

496.6

132.2

364.4

496.6

558.6

2.4

21.4

Swiss gold

178.6

582.4

761.0

234.8

526.2

761.0

31st March
1952

francs

359.3

47.8

28.5

305.0

435.6

740.6

417.6

323.0

740.6

A l t h o u g h d e p o s i t s e x p r e s s e d i n a w e i g h t o f g o l d r e g i s t e r e d a f r e s h ,

s u b s t a n t i a l i n c r e a s e , t h e d e c r e a s e i n c u r r e n c y d e p o s i t s w a s e v e n g r e a t e r .

D e p o s i t s i n c u r r e n c i e s o f c e n t r a l b a n k s f o r t h e i r o w n a c c o u n t d e c l i n e d b y

a l m o s t 2 0 0 m i l l i o n S w i s s g o l d f r a n c s .

T h e f o l l o w i n g t a b l e s h o w s t h e m o v e m e n t o f d e p o s i t s .

B . I . S . : D e p o s i t s i n g o l d a n d i n c u r r e n c i e s .

Date

1951 31st March
30th April
31st July
30th September

1952 29th February
31st March

Deposits
in gold

Deposits
in currencies

Total

In millions of Swiss gold francs

178.6
59.0 (min.)

304.3
320.7 (max.)

218.1
305.0

582.4
772.1 (max.)
543.1
469.4

408.8 (min.)
435.6

761.0
831.1
847.4 (max.)
790.1

626.9 (min.)
740.6

T h e figures f o r d e p o s i t s e x p r e s s e d i n a w e i g h t o f g o l d t h u s v a r i e d v e r y

c o n s i d e r a b l y . A s a l r e a d y i n d i c a t e d i n t h e p r e c e d i n g A n n u a l R e p o r t , t h e g r e a t e r

p a r t o f t h e s e d e p o s i t s , a n d i n p a r t i c u l a r t h o s e a r i s i n g o u t o f g o l d o p e r a t i o n s ,

a r e o f a t e m p o r a r y n a t u r e .
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B. I. S.— Liabilities.
End of month, in mi l l ions of Swiss gold f rancs."

Short-term and Sight Deposits
(various currencies)

SSJ Provision for Contingencies
----:- and Miscellaneous

19*7 1948 1949 1950 1952 1953

* Not including liabilities connected with the execution of the Hague Agreements.

O f t h e s e d e p o s i t s , t h o s e a t a m a x i m u m o f t h r e e m o n t h s , w h i c h h a d

t o t a l l e d 3 8 m i l l i o n S w i s s g o l d f r a n c s o n 3 1 s t M a r c h 1 9 5 1 , f e l l t o 6 . 9 m i l l i o n

o n 3 0 t h A p r i l 1 9 5 1 a n d h a v e r e m a i n e d a t t h i s l e v e l e v e r s i n c e .

T h e l i m i t s w i t h i n w h i c h t h e t o t a l o f c u r r e n c y d e p o s i t s fluctuated h a v e

a l s o b e e n r e l a t i v e l y w i d e , s i n c e t h e c e n t r a l b a n k s u t i l i s e t h e i r d e p o s i t s t o

m a k e c u r r e n t p a y m e n t s , i n c l u d i n g t h e m o n t h l y s e t t l e m e n t s i n c o n n e c t i o n w i t h

t h e E u r o p e a n P a y m e n t s U n i o n . T h i s i s o n e o f t h e r e a s o n s w h y , a s s t a t e d

a b o v e , t h e B a n k i s o b l i g e d t o k e e p i t s c a s h b a l a n c e s a t a c o m p a r a t i v e l y h i g h

l e v e l .

A f u r t h e r p o i n t t o b e n o t e d i s t h e a p p r e c i a b l e i n c r e a s e i n s i g h t d e p o s i t s

a n d t h e c o r r e s p o n d i n g d e c r e a s e i n s h o r t - t e r m d e p o s i t s . A s i n d i c a t e d a b o v e ,

a l m o s t a l l d e p o s i t s e x p r e s s e d i n a w e i g h t o f g o l d w e r e a t s i g h t . O f t h e t o t a l

o f 4 3 5 . 6 m i l l i o n S w i s s g o l d f r a n c s t o w h i c h c u r r e n c y d e p o s i t s a m o u n t e d o n

3 1 s t M a r c h 1 9 5 2 , 1 1 9 . 5 m i l l i o n , o r 2 7 p e r c e n t . , r e p r e s e n t e d d e p o s i t s a t s i g h t

a n d 3 1 6 . 1 m i l l i o n d e p o s i t s a t s h o r t t e r m . O n 3 1 s t M a r c h 1 9 5 1 , o u t o f a t o t a l

o f 5 8 2 . 4 m i l l i o n S w i s s g o l d f r a n c s , 9 4 . 2 m i l l i o n , o r o n l y 1 6 p e r c e n t . , h a d

r e p r e s e n t e d d e p o s i t s a t s i g h t a n d 4 8 8 . 2 m i l l i o n d e p o s i t s a t s h o r t t e r m .
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The Bank's go ld o p e r a t i o n s have been carried out under the same
conditions as previously, 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
remuneration.

C r e d i t s at s h o r t t e r m 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, and in some cases the range
of this co-operation has been extended.

S e c o n d s e c t i o n of t h e b a l a n c e s h e e t .

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.
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2. T r u s t e e a n d A g e n c y f u n c t i o n s of t h e 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 V2 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. T h e B a n k as A g e n t for t h e O r g a n i s a t i o n for E u r o p e a n Economise
C o - o p e r a t i o n ( E u r o p e a n P a y m e n t s U n i o n ) .

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. F i n a n c i a l r e s u l t s .

The accounts for the twenty-second financial year ended 31st 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 . 2 9 0 3 2 2 5 8 . . . grammes of fine gold.
The comparable figure for the preceding 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 interest has again become greater. Nevertheless, the
possibility still remains that the annual results may show much wider fluctua-
tions than was previously the case.
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For the purpose of the balance sheet as at 31st 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 5 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 carried 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. C h a n g e s in t h e B o a r d of D i r e c t o r s a n d i n E x e c u t i v e O f f i c e r s .

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 10th 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, M r Klas Book, Governor of the Sveriges Riksbank,
tendered his resignation as a member of the Board, to become effective on
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30th November 1951, owing to his return to the Swedish Foreign Service upon
appointment as Minister to Canada, and in January 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 9th July 1951, the Chairman
informed the Board of the impending retirement, on 31st December 1951,
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.

D r Alberto Ferrari, who has had valuable experience both as a banker
and as a member of international organisations, 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 t h e
p e a c e t i m e l ine of a c t i o n has w o n t h e d a y : 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 extensive 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 f i n a n c e s on a s a t i s f a c t o r y b a s i s , 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 a 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 a s o u n d b u d g e t p o l i c y is n o t e n o u g h ; i t n e e d s to be
s u p p l e m e n t e d b y a r a t i o n a l m o n e t a r y p o l i c y , 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. I t
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 is, indeed, a fact of cardinal importance, since continued stability
of the dollar is so essential a condition for the proper working of an inter-
national monetary system.

The methods applied by c o n t r a s t i n g e c o n o m i c r é g i m e s 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.S.S.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 wi l l see s o m e c o n s t r u c t i v e a c t i o n
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 country should restore a
p r o p e r b a l a n c e in i t s d o m e s t i c e c o n o m y — which means that in
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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, t h e i n d i v i d u a l c o u n t r i e s m u s t be w i l l i n g to
s u b m i t t o t h e a d j u s t m e n t s w h i c h a d h e r e n c e to an i n t e r n a t i o n a l
m o n e t a r y s t a n d a r d a n d p a r t i c i p a t i o n in a f ree e c o n o m i c s y s t e m
r e q u i r e . 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 materials 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 more 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 n e c e s s a r y to r e - e s t a b l i s h r e a l e x c h a n g e m a r k e t s , 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.
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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, t h e r e s t o r a t i o n of
an i n t e r n a t i o n a l m o n e t a r y s y s t e m is b e c o m i n g a p r a c t i c a l p o s s i -
b i l i t y ; 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 Europe 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 their 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 possible 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 v o l u m e of e m p l o y m e n t , 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'



— 26s -

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 in 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 t h e r e a r m a m e n t e f f o r t , it is 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 Europe, 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,

R O G E R A U B O I N

General Manager.



ANNEXES



BALANCE SHEET
IN SWISS GOLD FRANCS (UNITS OF 0.290 322 58...

ASSETS

I-Gold in bars and coins . .

Il-Cash
On hand and on current account with banks.

I—Sight funds at interest

IV-Rediscountable bills and acceptances
1. Commercial bills and bankers' acceptances. . .
2. Treasury bills

V-Sundry bills cashable on demand . . .

Vl-Time funds and advances
1. Not exceeding 3 months
2. Between 3 and 6 months
3. Between 9 and 12 months

Vll-Sundry bills and investments
1. Treasury bills

(a) Not exceeding 3 months
(b) Over 1 year

2. Other bills and sundry investments
(a) Not exceeding 3 months
(b) Between 3 and 6 months . . . .
(c) Between 6 and 9 months . . . .
(d) Between 9 and 12 months . . . .
(e) Over 1 year

28,877,801.46
126,583,381.21

16,016,169.76
29,748.10

1,817,668.95

95,067,137.66
9,091,834.-

43,059,981. —
2,898,141.50
6,457,297.41

20,357,021.67
21,281,759.29

Vlll-Miscellaneous assets.

IX -Own funds employed in execution of the Hague Agreements
of 1930 for investment in Germany (see below)

Funds invested in Germany
1. Claims on Reichsbank and Golddiskontbank; bills of Golddiskontbank

and Railway Administration and bonds of Postal Administration
(matured)

2. German Treasury bills and bonds (matured)

433,453,217.35

91,161,130.42

3,857,161.31

155,461,182.67
35,220,632.14

17,863,586.81

198,213,172.53

1,627,954.18

68,291,222.72

1,010,149,260.13

%
43.4

9.0

0.4

2.8
12.5

3.5

1.6
0.0
0.2

9.4

0.9

4.3
0.3
0.6
2.0
2.1

0.2

6.8

100.0

Execution of Hague

221,019,557.72

76,181,040.—

297,200,597.72

NOTE I — For Balance Sheet purposes, the currency amounts of the assets and liabilities have been converted
into Swiss gold francs on the basis of quoted or official rates of exchange or in accordance with special
agreements applicable to the respective currencies.

NOTE II — Of the total of the Annuity Trust Account Deposits of the Creditor Governments equivalent to Swiss
gold francs 152,606,250, the Bank has received confirmation from Governments whose deposits amount
to the equivalent of Swiss gold francs 149,920,380 that they cannot demand from the Bank, in respect

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE.
In conformity with Article 52 of the Bank's Statutes, we have examined the books and accounts of the

and explanations we have required. Subject to the value of the funds invested in Germany, we report that in
true and correct view of the state of the Bank's affairs according to the best of our information and the
gold franc equivalents of the currencies concerned.

ZURICH, 7th May 1952.



AS AT 31st MARCH 1952
GRAMMES FINE GOLD — ART. 5 OF THE STATUTES)

ANNEX I

LIABILITIES

I-Capital
Authorised and issued 200,000 shares, each of
2,500 Swiss gold francs
of which 25% paid up

II-Reserves
1. Legal Reserve Fund
2. General Reserve Fund

III-Short-term and sight deposits
(gold)
1. Central Banks for their own account:

(a) Not exceeding 3 months
(b) Sight

2. Other depositors
Sight

IV-Short-term and sight deposits
(various currencies)
1. Central Banks for their own account:

(a) Between 3 and 6 months
(b) Not exceeding 3 months
(c) Sight

2. Central Banks for the account of others:
(a) Not exceeding 3 months
(b) Sight

3. Other depositors:
(a) Not exceeding 3 months
(b) Sight

V-Miscellaneous
VI-Profit and Loss Account

1. Balance brought forward from the financial year
ended 31st March 1951

2. Profit for the financial year ended 31st March 1952

Vll-Provision for contingencies

500,000,000. —

6,813,428.61
13,342,650.13

6,892,195.33
284,538,893.52

13,593,633.56

3,511,729.46
244,108,417.11
111,647,516.85

47,591,809.69
241,736.84

20,937,855.14
7,585,428.45

2,925,822.44
2,699,601.22

Agreements of 1930
Long-term deposits
1. Annuity Trust Account Deposits of Creditor Governments (see Note II)
2. German Government Deposit ; . . . .

Own funds employed in execution of the Agreements
(see Item IX above)

125,000,000.—

20,156,078.74

305,024,722.41

435,624,493.54
8,369,974.08

5,625,423.66
110,348,567.70

1,010,149,260.13

152,606,250.—
76,303 ,125 .—

228,909,375.—

68,291,222.72

297,200,597.72

12.4

2.0

0.7

28.2

1.3

0.3
24.2
11.1

4.7

0.0

2.1
0.7

0.8

0.6
10.9

100.0

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.

NOTE III — Dividends declared prior to the date of the Balance Sheet are less than the 6 % cumulative dividends
laid down by Article 53 (b) of the Statutes by Swiss gold francs 270.47 per share or in total Swiss gold
francs 54,094,000.

Bank for the financial year ending 31st March 1952, and we report that we have obtained all the information
our opinion the above Balance Sheet, together with the Notes thereon, is properly drawn up so as to exhibit a
explanations given to us and as shown by the books of the Bank, as expressed in the above-described Swiss

PRICE WATERHOUSE & Co.



ANNEX II

PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1952

Net income from the use of the Bank's capital and the deposits entrusted
to it (including net exchange gains)

Transfer fees

Costs of administration :

Board of Directors — fees and travelling expenses . . .
Executives and staff — salaries, pension contributions

and travelling expenses
Rent, insurance, heating, light and water
Renewals and repairs of building and equipment . . , .
Consumable office supplies, books, publications, printing
Telephone, telegraph and postage
Experts' fees (auditors, interpreters, etc.)
Cantonal taxation
Miscellaneous

Less : Amounts recoverable for expenses as Agent of
the Organisation for European Economic Co-operation
(European Payments Union)

The Board of Directors has decided that it is necessary to
transfer

to the account for exceptional costs of administration 500,000.—
to the provision for contingencies 3,200,000.—

NET PROFIT for the financial year ended 31st March 1952

Swiss gold
francs

9,730,051.93
680.61

9,730,732.54

185,327.34

2,703,221.43
110,847.25
105,423.83
507,748.81
113,697.48
48,497.81
35,005.01
84,920.50

3,894,689.46

563,558.14 3,331,131.32

6,399,601.22

3,700,000. -

2,699,601.22

Transfer to the Legal Reserve Fund — s% of 2,699,601.22

Balance brought forward from the preceding year . . . .

Dividend of Swiss gold francs 12.60 per share, as recommended by
the Board of Directors to the Annual General Meeting called for
9th June 1952

Balance carried forward

134,980.06

2,564,621.16
2,925,822.44

5,490,443.60

2,520,000. -

2,970,443.60
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