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TWENTY-THIRD ANNUAL REPORT
submitied to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle, 8th June 1953,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twenty-third financial year, which began
on 1st April 1952 and ended j3rst March 1953. The results of the year’s
business operations are set out in detail in Chapter IX, together with a
general review of the current activities of the Bank and an analysis of the
balance sheet as at 31st March 1953,

The financial year closed with a surplus of 6,888,506.87 Swiss gold
francs, of which 200,000 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
3,488,596.87 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 vyear, there is an amount of 6,284,610.63 Swiss gold
francs available.

The Board of Directors recommends that from this amount the present
General Meeting should declare a dividend of 16.80 Swiss gold francs per
share, payable in Swiss francs in the amount of 24.00 Swiss francs per
share, and that the balance of 2,924,610.63 Swiss gold francs should be
carried forward.

The surplus for the previous financial year, ended 31st March 1952,
was 6,399,601.22 Swiss gold francs, of which 500,000 Swiss gold francs was
transferred to the account for exceptional costs of administration and
3,200,000 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 §,490,443.60 Swiss
gold francs. The dividend declared at the last Annual General Meeting was
12.60 Swiss gold francs per share, payable in the amount of 18.00 Swiss
francs, and the balance carried forward was 2,970,443.60 Swiss gold francs.
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The surplus for the financial year just closed is thus somewhat above

that for the preceding financial year, The following table shows the move-
ments of the Bank's active resources during the last five financial years.

B.l.S.: Active resources and their utilisation.

Rasources Utilisation
Actual gold Credits
Date Short-term | The bank’'s . .
and sight | own funds Total a:fe:l’t':‘isl: agfe;"t':‘i;‘ Total
deposits * ' gold currencies
in millions of Swigs gold francs
1948 21st March . . . 242 183 425 188 237 425
1980 " . 497 189 68t 285 41 (=1
1951 " . 7681 196 957 ars 580 asy
1952 ,, " o 741 20 D42 513 429 o042
1953 , " o 1,056 206 1,262 721 S41 1,262

® Including reserve for minor liabililles.

The transactions of the Bank, whether they have been 1n connec-
tion with deposits and credits, with foreign exchange operations, or with
sales, purchases and exchanges of gold, have all been carried out, as in
previous years, in conformity with the monetary policy of the central banks
concerned.

In the last Annual Report it was stated that negotiations for the
resumption of transfers on the assets connected with the Hague Agreements
of 1930 had been initiated at the International Conference on (erman
External Debts, which opened in London in February 1952.

These negotiations resulted in an arrangement between the Federal
Republic of Germany and the Bank for International Settlements, which was
signed in Basle on gth January last. Under the terms of this arrangement,
of which a more detailed account is given in Chapter IX, the Federal
Government undertock to pay to the Bank as from 1st January 1933 an
annual sum of 5.6 million Swiss francs In respect of current interest on
the Bank’s assets in Germany.

These negotiations were conducted in an atmosphere of mutual under-
standing, The Bank was obliged to make some concessions regarding the
amount of the annuity, which corresponds to slightly less than half of the
average amount of interest transferred in 1939. These concessions are not,
however, of a very different order of magnitude from those agreed to by
the other creditors. The special character of the assets of the Bank was
fully recognised and, furthermore, no change was made in the existing
legal position.
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Looking back, it is now easy to see that most of those who were
concerned during the war with post-war economic and financial policy were
too pessimistic in some respects and too optimistic in others. On the one
hand, they seem, generally speaking, to have believed that before long the
cessation of expenditure directly connected with the war would lead to a
deficiency of effective demand and consequently to an acute depression
— and in this respect they can now be said to have been far too pessi-
mistic, since the post-war period has been characterised by almost con-
tinuous boom conditions. On the other hand, they undoubtedly underesti-
mated the difficulty of setting to rights the economy of the world, being,
in particular, too optimistic regarding the speed with which it would be
possible to put an end to inflation and to establish once more a properly
functioning system of international trade and payments. Too little attention
seems to have been paid to the fact that the second world war impaired
the capacity of raw-material-producing countries much more than the first
had done (especially in south-eastern Asia, which was untouched by the
first world war). And — even more important than the material destruction
— the disorganisation caused by the second world war, not only in Europe
but also in other continents, went far deeper and was more widespread,
with the result that considerable adjustments had to take place before a
genuine balance could be achieved again. Western Europe suffered sub-
stantial losses (amounting to approximately the equivalent of $500 million
a year in terms of dollars of 1938 purchasing power and several times
as much in terms of current wvalues) in its income from investments in
other areas; it was obliged, for this and for other reasons, to spend more
out of its own domestic output in paying for its imports of foodstuffs
and raw materials than had been the case in the 1930s; and it had,
in addition, to bear the burden of increased government expenditure in
overseas countries. When it is remembered that on top of this there
were the hampering effects of the disorganisation of the monetary and
economic system and the difficulty, for the authorities, of paying due
attention to the monetary problems as long as the stepping-up of
production was considered the paramount task, it does not appear in
any way surprising that there have been many disappointments and that
the dates originally fixed for the discarding of exchange control have
not been adhered to. But even though grave errors have been committed,
there can be no denying that very great efforts have been made by most
countries, both individually and collectively, not only to repair the damage
caused by the war but also to break new ground, and that in the main
these efforts have been remarkably successful.

In the first half of 1950, 1.e. in the six months preceding the outbreak
of the conflict in Korea, there was a real approach to economic and financial
balance, ‘as was indicated by the widespread improvements in monetary
reserves, the resumption of the upward trend in business in the United States
after the brief recession of 1949 and the attainment of a fair degree of price
stability on the world markets. It will never be known, however, whether
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a firm basis for further progress had really been laid, since western Europe
was still receiving Marshall aid and thus could not as yet be said to be
living on its own resources. Moreover, the outbreak of the conflict in Korea
abruptly interrupted the normal course of development and brought with it
a series of fresh problems and difficulties:

{a) The immediate effect of the outbreak of the Korean conflict was a
spectacular rise in prices accompanied by a strong demand for credit.

(b} A more long-term effect was that produced by the rearmament effort,
which has placed a heavy and continuing burden on the various economies.

{c} At the same tume, the intensification of the “cold war”, of which
rearmament is but an outward sign, has had economic repercussions, in
particular by its effect on currents of trade.

Clearly a new effort was required, and 1t can now be said that in a
great many countries the necessary measures have been taken, so that,
notwithstanding the difficulties resulting from increased government expendi-
ture and in spite of other forms of tension, some definitely promising
results have been achieved during the past two years:

(1) The upward trend in world-market prices has been reversed, and in
almost every country it has proved possible to arrest the previous
mflationary rise in wholesale prices and the cost of living.

While an important contribution to this result has been made by
the increase in the output of commodities (see Chapter III), this
development is by itself insufficient to account for the change of
trend. It is significant that it was in March 1951, the month in which
it became possible for the Federal Reserve Board to inaugurate its

International commodity prices. MWonthly indexes: June 1880 = 100,
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rester number of markets: for further details see Chapter Ill of the present Report, as well as the 2ist Annual
eport, page 75, and the 22nd Annual Report, page 72.
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new and mote stringent monetary policy, that the rise in American
prices which had set in after the outbreak of the conflict in Korea
came to a halt, Since other countries would find it very difficult to
carry out an effective monetary policy if American prices were rising
steeply, the turn in the trend of U.S, prices in the spring of 1951
was an event of decisive importance from the point of view of the
world as a whole.

(n) There was an improvement in the course of 1952 and a still greater
improvement in the early months of 1953 in the balance-of-payments
position of the non-dollar world.

It is true that the U.S. surplus on current account did not decrease
to any very considerable extent from 1951 to 1952, since the reduction
was only from §5,164 million to $4,073 million, but the figures for
U.S. exports used in these calculations include deliveries of arms and
other forms of military aid. If such aid is left out of account, the
US. surplus in 1952 is reduced to $2,379 million, as compared with
$3,702 million in the previous year. From preliminary figures available
for the first quarter of 1953, it would seem — at any rate if military
aid is regarded as part of current income — that the non-dollar world
had no aggregate deficit on current account vis-a-vis the United States
(although certain countries still had difficulty in meeting their dollar
commitments and continued to impose severe restrictions on the im-
port of dollar goods).

(iii) Monetary reserves have recovered in a number of countries. One of the
most encouraging developments in 1952 was the increase of more than
$1.2 mulliard in the gold and dollar holdings of countries outside the
United States. As regards the distribution of gold alone, the most un-
favourable position had been that in the early autumn of 1949, when
countries outside the United States had held just over $g.0 milliard in gold
and the International Monetary Fund $1.4 milliard, while the holdings
of the United States itself bad amounted to $24.7 milliard. By the end
of March 1953 the gold holdings of countries outside the United States
had risen to about $11.9 milliard and those of the International
Monetary Fund to $1.7 milliard, while the U.S. gold stock had fallen
to $22.6 milliard. The following table, which gives end-of-year figures
and mncludes privately-owned dollar balances, shows that the most
marked improvement occurred in the O.E.E.C. countries and Canada.
The official gold and dollar reserves of the United Kingdom reached
their lowest point at the end of April 1952, when they amounted to
$1,662 million. From September onwards its holdings increased steadily
and at the end of April 1953 they stood at $2,273 million.

(iv) The aggregate amount of the net deficits (and, of course, the net sur-
pluses) in the settlements of the European Payments Union, which in
1951 reached an average monthly figure equivalent to $207 million,
has in the last quarter of 1952 and the first quarter of 1953 averaged
only $1o2z million — a contraction which would seem to be anocther
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Gold reserves and short-term dollar assets, 1949-52,

End of
Areas and countries 1049 1950 1951 19852
in milliards of U.8. dollars
Starling area
Unlted Kingdom . . .. .. ... ..... 1.9 36 2.8 23
Fest of sterllng atea . . . .. ... ..., 08 0.9 02 029
Total sterling area . ., . 2.7 4.4 3.7 3.2
O.E.E.C. countrles (othar than the United
Kingdom}(™ .. ..... ... ... 6.0 6.5 7.0 8.2
Canada . . . . . . 0 v v e e 1.4 20 2.2 2.6
Latin America ., . . . .. 0. 31 3.5 34 34
- 7 1.5 19 2.2 2.4
All other countries . . . . . . . . . . .. 0.7 0.8 08 0.8
Total gold reserves and dollar holdings
of Gountries other than the United . .
States (M . . . v e e 154 194 19.2 20.4
United States gold stoek . . . . .. . .. .. 24,6 228 229 23.3

(I

)

Including holdings of dependent overseas ferritories and also those of the B.I.S: and the E,P.U,,

as well as a cerfain amount of gold to be distributed by the Tripartite Commission for Restitution
of Mongtary Gold. In principle, acceunt is taken of hoth published and unpublished reserves.
@ Excluding gold reserves of the U.5.S.R. and gold and dollar holdings of the International Monetary

Fund and lbe International Bank for Reconstruction and Development,
Source: Federal Reserve Bulletin, and “International Financial Stafistics’’ issued by the MM.F.

indication of a closer approach to equilibrium in the relationship be-
tween the various economies.

v)

There are many signs of Increased confidence In currencies, as is

shown, for instance, by the closeness of most free-market quotations
to the official rates for bank-notes,

United Kingdom: Sterling quotations in New York,
Weekly avarages in U.S. dollars per £ sterling.
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Disparity between free-market rates for bank-notes In Switzerland
and official rates for the U.S. dollar.

Weekly averages.
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* On 4th May 1953 Austria changed the dolar parity of its currency. On the basis of the new rate, schilling
bank-notes stood, in the middle of May, at a premium of 1 per cent.

There can be little doubt
that the firmness of the free-
market quotations reflects a
better balance between the
volume of money and the
supply of goods and services
in the various economies. As
may be seen from the tables
given 1in the chapter on
“Money, Interest Rates and
Credit.” (Chapter VII), the
ratio between the supply of
money and the national in-
come at the end of 1952
compares favourably, in the
case of nearly all the coun-
tries concerned, with the
corresponding ratio in 1938.

In the first few months
of 1953 when, for various
reasons, there was a consider-
able amount of uncertainty
as to the main lines of poli-
cy which would be adopted
in international affairs, this



— 8 —

uncertainty was hardly reflected at all in the free- market quotations for
bank-notes and other forms of currency.

Despite these undeniable signs of a fundamental improvement, it
should not be assumed that all the stumbling-blocks have been
removed or that only a few developments remain to cause uneasiness. The
obstacles to an increase in foreign trade are still formidable, and this applies
not only to dealings with the dollar area but also to conditions within Europe
and to much of the trade carried on with members of monetary areas associated
with European countries — not to mention the difficulties often met with in
commercial relations with the Latin American countries, Méreover, almost every
countty has its budget
problem, which, whether

Volume of industrial preduction.

Indexes: 1938 = 100. ot not it takes the form
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m | 2 {1 with the result that the
burden of taxation which

has to be imposed is so
heavy that the resources
left over are insufficient
to provide for a satis- -
factory rate of economic
progress. The problems
due to the shortage of
free resources available
for private and other
investments came more
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more particularly in Europe, was the beginning of a new phase and deserves
to be closely analysed in an attempt to discover not only its causes but also
the action required to maintain a satisfactory upward trend.

A slackening in the rate of increase of industrial production may be due to
a number of different causes; but as far as the falling-off which occurred in 1952
1s concerned, the fact that — as will be shown later — the engineering and metal
industries were affected
least of all seems to prove

Volume of industrial production.

that the slight slowing- Indexes: 1938 — 100.
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The change in marketing conditions was itself due to three

different developments:

(®)

(i)

Firstly, there was the change which began to make itself felt almost
everywhere in the autumn of 1951 in the form of a rather sudden
decline in the demand for certain durable and semi-durable
consumer goods {(clothing, shoes, household articles, etc.}. This decline
was in the main a reaction after the overbuying of textiles, etc. in the
year following the outbreak of the conflict in Korea. During that year
a nervous public, remembering the shortages and the rising prices of
the second world war, had bought far in excess of its current needs,
even drawing on accumulated savings in order to do so — and con-
sequently, when the fall in prices which followed showed the earlier
fears to have been unfounded, there was quite a considerable shrinkage
in demand.

United Kingdom: Value of sales and stocks of clothing.

Wholesale taxtile houses Large retailers
Average for Home sales Stocks Sales Stocks
me sale (end of quarter) {end of quarter)
Index: average for 1950 = 100
1980 . . .. e 100 100 100 100
1851 . . o o e e 104 17 110 1"
- - 72 80 104 110 107
1951 stquarter. . . . . . ... .. 116 20 102 108
2nd . e e 111 i10 113 113
ard .. e e e 50 146 95 122
4th  ,, ... e 98 129 125 106
1962 tstquarter. . . . . ... ... 83 126 o1 125
2nd ,, ... 81 107 i12 113
3rd ,, e B3 a2 104 a9
4th L o e 114 T4 133 92

In the weighting of cost-of-living indexes, textiles and footwear
usually account for something like one-seventh of total consumption and
are, in fact, the largest item after “food” and ‘“housing” (coming even
before “‘housing” in. countries with severe rent restrictions). Not until
the summer of 1952 did the exceptional decline in the demand for textiles
and footwear come to an end; at first demand rose slowly (the backlog
left from the war having been worked off long before) but by the
late autumn the improvement in the industry began to be reflected not
only in statistics of sales and output but also in the firmer tone of the
wool market and in increased deliveries of dyestuffs to the textile industry.

In the second place, account must be taken, In connection with
developments in certain European countries, of the changes in

. the volume of production caused by the violent fluctuations in the

ptices of forestry products and also, with regard to certain
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overseas countries, of the effects produced by the equally violent
fluctuations in the prices of wool, rubber and a number of
other staple products®

Between the early summer of 1950 and the late autumn of 1gsI,
1e. during the first eighteen months of the conflict in Korea, the prices
quoted for exports of forestry products from the northern
countries roughly doubled in the case of timber and even trebled in the
case of some of the more important types of wood pulp (see also
Chapter III). As soon as counter-measures were taken in the importing
countries and a minimum of American competition had begun to make
itself felt, these high prices collapsed, as was to be expected.

Under the influence of this slump in prices, the number of trees
felled was sharply reduced: in Finland, only 14 million cubic metres
(piled measure) had been felled by the end of January 1953, as
compared with 17.6 million by the same date in the previous winter
season. Qutpui of sawmill products in 1952 was 25 per cent. below
the 1951 level, and production of chemical pulp was down by 17 per
cent. In Sweden, there was a similar scaling-down of the tree-felling
programmes; but there pulp production dechined comparatively slightly,
faling off by about 10 per cent. from 1951 to 1952, while the
output of paper decreased by about 15 per cent.

But it was not only

the forestry industries which o g?“‘a'v'l“’"”“'fgmeﬂig:: ‘s
N i) T
were affected. At the time in genoer?er pound (cleany.
when exceptionally high e A & -
profits were being earned, 280 I \ 280
Fhere was also a sharp %40 M0
increase In several cost , B’ J . 0
elements, both in this and 2 / \\1
' ; 60 160
in oth_er lines, and the \ \ M il
countries concerned soon 120 j \ uN 20
had reason to fear the " / \ . _ "
consequences of a mere}y L~ AWAS i
temporary improvement in i - 4
theil' eaming power. U||||||||||||_L'J_I_L|J.|I|| o I g
: e 1050 1951 1952 1953
The violent fluctua-

: : ‘ Note: According fo the so-called Bradford system of classifi-
tions which took place cation, which ig In use in the United Kingdom, the Common-
after the outbreak of the ;;ﬂ:l; a‘;}d ‘:‘I)ﬁ.where §4's and 48's are two of the most impertant

* The effect of changes in commodity prices on the volume of produciion varies greatly according
to the commodity. It is slightest, as a rule, in the case of basic foodstuffs, the output of which
remains mote or less unchanged — for a time at least — even when there is a sharp fall in prices.
Production of certain industrial raw materjals also remains fairly steady. Usually, however, the
decline in prices will put a stop to fresh investment; and this, in turn, will affect the output of
investment goods. Forestry products form an exception to the general rule, since a fall in the
prices which they fetch is likely to be reflected in a sharp reduction in output — as was seen
in the Scandinavian countries in 1952 — becausg of the ease with which the rate of tree-felling
-can be slowed down.



(iit)
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came less acute the prices s 1950 1951 1952 1953

fell precipitously.

Production of the type of commodity in question is not, how-
ever, much affected by price falls — but the decline in purchasing
power had general repercussions on the level of production in the
countries concerned, with the result that unemployment showed a
temporary increase, espectally in Australia.

There were also repercussions on the balances of payments:
increased import orders had been placed while earnings were still at
record levels, but by the time the shipments arrived the market had
already turmed. This, in itself, served as a deterrent to the placing of
further orders abroad; and, in addition, the governments took action
by imposing import restrictions which, in some cases, were of
draconian severity.

Being faced by sudden balance-of-payments difficulties, a number of
European and other countries found themselves unable to maintain
the same degree of trade liberalisation as hitherto. Increasingly
severe import restrictions wetre imposed in the United Kingdom and
France and throughout the greater part of the sterling and French
franc areas, and also in a number of Latin American countries. With
regard to the overseas sterling-area countries, a point worthy of note
is the fact that several of them departed from their previous practice
and made their new import restrictions applicable not only to outside
countries but also to other members of the area, including the United
Kingdom, the reascn being that in 1952 some of them became con-

~ cerned, for the first time, about the decline in their sterling balances.

Australia, for instance, adopted a strict quota system whereby its
imports of consumer goods were reduced by no less than 8o per cent.
(being “restricted to a total annual value not exceeding 20 per cent.
of all such goods in the base year 1950-51") — a reduction which was
keenly felt abroad, and not least by the British export industries. The
tightening of import restrictions in the United Kingdom brought that
country’s “liberalisation percentage” in respect of private trade with
the O.E.E.C. area down from 9o per cent. in the summer of 1951 to



44 per cent. of private trade early in 1953.* France went even further,
suspending liberalisation altogether and regulating all its imports by
means of quotas.

While "the import of raw materials and such items as machinery has
not remained wholly unaffected, the restrictions have as a rule been framed
s0 as to apply in the first place to consumer goods. The total volume of
the United Kingdom’s exports in 1952 is estimated to have been about
6 per cent. less than in 1951 — this setback having been primarily accounted
for by textiles, while the volume of exports of metals and engineering
products would seem to have been as large as in 19s51.

Italy's exports of certain textiles in 1952 (particularly of varn)
were much below the level of the previous year — the decline being
attributable not only to the general setback in textile consumption but also
to the stiffer trade restrictions introduced by other countries. While
world production of rayon yarn and staple in 1952 declined by about
20 per cent. and world

Italy: Export of textile products to all countrles. exports of these products
56 56 by about 30 per cent.,
L : i in Italy both produc-
40 A 40 tion and exports fell by

\ Valge . more than 40 per cent.
o mtliorss of e 30 In valye, Italy's total
N . ~ textile exports decreas-
r\\ : {2 ed even more sharply,
inmausonds of kons -{ falling from Lit. 385
10— 10 milliard 1n 1951 to
Lit. 207 milliard in
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The value of all French exports declined by 4 per cent. from 1951
to 1952 but those to the sterling area fell by as much as 27 per cent. — a
drop which was in marked contrast to the negligible reduction in French
exports to the continental O.E.E.C., countries.

There were, however, some countries which succeeded in increasing
the volume of their exports even in 1952 — as, for instance, western
Germany, which attained a level of exports 16 per cent. higher in terms
of value and 8 per cent. higher in terms of volume than that reached in
1951, and the Netherlands, for which the corresponding figures are 8 per
cent. and 6 per cent. respectively. It can mow be seen that one essential

* "At the meeting of the O.E.E.C. Council in March 1953, the. British delegation announced that the
U.K. liberalisation percentage was about to be increased to 58.5 per cent. At the same meeting the
German delegation made it known that the liberalisation percentage for their country was to
increased from 81 to 84 per cent. Although it was feeling the effects of the setback which liberalisa-
tion had suffered in France and the United Kingdom, Italy decided to maintain its own liberalisation
percentage at the high figure of ¢8 (see also Chapter 1V for further developments).
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factor contributing to the success achieved by these countries was the
maintenance of a balanced financial position at home, which enabled a
substantial volume of goods and services to be made available for export
at competitive prices. In the case of western Germany, a valuable part
was played by the particular range of export goods which the country is
able to offer (largely engineering products, the demand for which has been
well sustained), while the Netherlands would seem to have benefited by
relatively low costs of production. In the case of a number of countries,
especially Germany, the greater part of the expansion In exports was

160
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United States: Qutput of durable consumer goods.
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accounted for by those
directed to countries
which had not im-
posed any fresh' im-
port restrictions.

In the case of
the United States,
the volume of exports
did not decline from
1951 to 1952 but re-
mained at practically
the same level, increas-
ing by about 2 per
cent.; the continued
granting of assistance
to other countries
(which from mid-1952
onwards mostly took
the form of military
aid) helped to keep
up U.S. exports, these
being sustained, more-
over, by the steady
flow of American im-
ports which, although
they fell by some
3 per cent. in value,
are estimated to have
increased by about
5 per cent. in volume,
In the country’s in-
ternal economy two
special difficulties
wetre encountered,
both of which are illu-
strated by the graphs
on this page.



(1) In the first place there was a decline in the United States, as in
other countries, in the demand for certain durable and semi-durable
consumer goods after the hectic overbuying which had taken place in
the months following the outbreak of the conflict in Korea and which
the authorities had tried to check by the imposition, in October 1950,
of special restrictions on consumer credit. The decline in demand made
itself strongly felt and helped to bring down prices, but it soon became
evident that it was only transitory. As early as the spring of 1952
demand began to revive, and the subsequent recovery was so vigorous
that the volume of industrial production in the second half of the year
almost reached the earlier record levels.

(i) The second source of difficulty was the prolonged labour dispute,
which caused a sharp fall in steel output in the middle of the year.
This very fall, however, led to a reduction in stocks of steel and a
number of other commodities, with the result that the recovery after
the strike was very swift: by October 1952 steel production had
reached an annual rate of 11y mullion tons, compared with 105 million
tons in 1951 and 93 million tons in 1952 as a whole.

Apart from these short-lived difficulties, however, the fundamental
trend of the American economy was characterised by expansion, as is shown
by the consistently high rate of new house-building and by the fact that
business outlay on plant and equipment was somewhat above the previous
year's level.

United States:
Business expenditure on new plant and equipment
and value of construction contracts awarded.

Estimates of business éxpenditure on Value of construction
new plant and equipment ; contracts awarded

Year Manu-

tacturing | Trans- tic | Other Resl-

ac:::‘ "9 porta- uﬁ;‘::::‘.iecs se::tors Total dential buoitl'clll?;g | Total

mining tlon building

in_milliards of dollars

1847 a.4 2 i5 7.5 206 3.2 4.6 78
1848 10.0 28 25 €9 22.1 36 €8 2.4
1948 7.9 2.2 3.1 6.0 19.3 4.2 6.2 104
1850 8.2 2.3 3.3 68 206 6.7 7.8 14.5
1951 1se 3.0 a7 7.2 25,6 6.2 0.6 158
1952 129 28 38 7.0 26.5 6.7 10.1 16.8

Government demand for military equipment remained at the record
level reached early in 1952 and civilian consumption increased. The figures
available for the early’ months of 1953 indicate an even further strengthening
in demand from the public,* and the estimates of business investment in

* Restrictions on the granting of consumer credit were finally removed in May 1952. The result was
2 sudden increase in the total outstanding from $26.9 milliard at the end of April to $25.7 milliard
at the end of December rg952.
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new plant and equipment in 1953 drawn up by the Department of Commerce
and the Securities and Exchange Commission (published in March of this
year) forecast another record total, amounting this time to $27 milliard,
or some $500 million more than in 1952,

The figures for business expenditure on new plant and equipment,
which have risen steadily ever since the recession of 1949, show clearly
that the trends observable in 1951 and 1952 were certainly not symptomatic
of any cyclical decline in business activity — for the most important
characteristic of a decline of this nature 1s a falling-off in capital invest-
ment. In the United States, there was no sign of any weakening of the
will to invest, nor was there any difficulty in finding the funds required,
thanks to the ample flow of personal and other forms of savings (see
Chapter II).

Not all countries, however, have been as fortunate as the United States
in having an adequate supply of free resources available as a
basis for private and other investment. Here again, one must not
exaggerate, for there was in general a further expansion of investiment activity
in 1952 (as may be seen from the table on page 61 in the next chaptet).

It had been hoped that, as the volume of production, and thus also
the national income, expanded in the various countries, there would be an
increase in the flow of domestic savings large enough to make it possible
to dispense with foreign aid. One important reason why these hopes have
not everywhere been fulfilled is the growth of rearmament expenditure.
While the total amount spent on defence by the countries of western
Europe (including the contribution made by western Germany and Austria
to defray the costs of occupation)  was equivalent to $6.8 milliard in
1949 {or 1949-50) and $7.¢9 milhard in 1950 (or 1g950-51), the corres-
ponding approptiations in the budgets for 1952 (or 1952-53) aggregated
$14 milliard (of which some $4 milliard was to be covered by military
aid from abroad). In countries whose productive capacity was already
strained, the additional demand for rearmament purposes could not in itself
be expected to lead to any fresh increase in output; instead, there was the
danger that the growth in the already heavy government expenditure
would have a detrimental effect on the flow of savings available for private
investment — not only because it would mean the disappearance of an
overall budget surplus (as in the United Kingdom and Sweden) but also
because heavier taxation would still further restrict the saving capacity of
individuals and business firms.

The increase in armament expenditure coincided with the cessation of
Marshall aid, While some economic aid continued to be granted, the greater
part of the funds received from the United States were thenceforth provided
for defence purposes; and military aid could not play a tdle in investment
financing in the same way as counterpart funds had done. Thus the resources
available for investment from this quarter, too, were reduced.



In its “World Economic Report, 1951-52"", the United Nations made
a special study of the trend in twelve “economically developed” countries
and came to the conclusion that in these countries, from 1950-51 to
1951-52, on the average government expenditure increased -by about one-fifth
and private investment was cut by about one-ninth, while personal con-
sumption increased by roughly the same amount as in previous vears.
The statistics on which this appreciation of the situation was based cover,
however, only the period up to the early autumn of 1952. If figures had
been available for the whole year, so that account could have been taken of
the recovery which took place in the latter part of the year, and especially
in the last quarter, it would no doubt have been found that in 1952 the
volume of Investment declined very little, if at all, in comparison with the
preceding year,

The general problems arising in connection with the financing of
investment will be dealt with in the next chapter of this Report. At the
moment the stress is on the methods which have been adopted i the
individual countrnies in order to secure internal and external balance, and
notably the increasing use made by the authorities of measures of
fiscal and monetary policy, which exert a general and therefore less
itksome nfluence than direct controls and which have the further advantage
of helping at the same time to increase confidence in the national currency.

Over two years have now passed since one of the most important
steps taken by the United States in the sphere of monetary policy was
announced in Washington, on 4th March 1951, in the following words:
“The Treasury and the Federal Reserve System have reached full accord
with respect to debt management and monetary policies to be pursued in
furthering their common purpose to assure the successful financing of the

Government’s requirements and, at the same time, to minimize monetization
of the public debt.”

In an address delivered on 13th April 1953 in Detroit, Michigan, the
Chairman of the Board of Governors of the Federal Reserve System referred
to this agreement on the principles to be observed and stated:

“In monetary hlstory the accord was a landmark. In withdrawing
from supporting fixed prices in the Government bond market, the
Federal Reserve Systern regained its influence over the volume of
money. It ceased to be the residual buyer who, by its purchases
of Government securities, however reluctantly made, furnished bank
reserves indiscriminately and thus abetted inflationary overexpansion of
the money supply...’

(The Federal Reserve System's) “purpose is to see that, so far
as Its policies are a controlling factor, the supply of money is neither
so large as to induce destructive inflationary forces nor so small as
to stlge our great and growing economy...’

“What has occurred in the past two years in the area of money
management has been a return from wartime necessities to the principles
of the free market. The significance of this transition is not to be



found in interest rates, but in its+far greater implications, wholly apart
from its economic effects. In a free market, rates can go down as
well as up and thus perform their proper function in the price
mechanism. Dictated money rates breed dictated prices all across
the board.”

On the American markets the prices of staple commodities, and whole-
sale prices in general, have been declining since the spring of 1951 from the
artificially high levels reached during the Korea boom, while the consumer-
price index has shown a remarkable degree of stability.

After showing a rather

United States: Wholesale and consumer prices. uncertain trend in 1952
Indexes: January-June 1950 = 100. . !

5 25 the volume of industrial
il production approached an
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increased their discount rate
from 1%, to 2 per cent.
in January 1953, and early in May the rates on mortgages guaranteed by
Federal Government agencies were raised by between 1 and 1% per cent.;
interest rates on individual single-family-home mortgages, for instance, went
up from 4% to 4% per cent. :

. In the previous month the U.S. Treasury Department had already
issued 30-year bonds to the value of about $1,200 million bearing Interest
at 314 per cent. — the object of the issue being to provide long-term
funds for the reduction of the short-term government debt.

In Europe the central banks of three countries — Belgium, the
Netherlands and western Germany — which increased their official
discount rates soon after the outbreak of the conflict in Korea were able,
in 1951 and rgsz and in the first months of 1953, to reverse the trend
and to bring down again the rates of interest on short-term loans.

At the time when, in the autumn of 1950, the central banks of
Belgium, the Netherlands and western Germany decided to raise their
discount rates, all three countries were losing foreign exchange at a rapid
rate. In 1951, on the other hand, the National Bank of Belgium was
able to add considerably to its foreign assets. In the same year the
Nederlandsche Bank and the Bank deutscher Linder also strengthened
their reserve positions, but in the case of these two banks the greatest



Belgium, the Netherlands and western Germany:
Changes in discount rates.

Discount rates of the
Banque Nationale de Belgiqua Nederlandsche Bank Bank deutscher Linder
Date of change Rate Date of change Rate Date of change Rate
1249  §th October 3y 1941 27th June 2Y 1949  19th July 4
1960 11th September % 1950 26th September | 3 1950 27th October 6
1951 17th Aprit 4
1951 5th Jul ay 1952 29th Ma -3
v # 1952 22nd January a3y v
13th Sepiember 94 15t August 3 21st August 4Y;
1982 18th December 3 1953 Tth April 2y 1953 gih January 4

improvement took place in 1952, when the reserves increased at a rate which
must be described as truly remarkable (see Chapters Il and VI).

The changes in interest policy which have just been described merit
special attention for two reasons:

(i) Because they indicate that losses and gains in monetary reserves have
again -come to exercise a powerful influence on official discount policy.

(i) Because the experience of the three countries shows in a striking
manner that the maintenance of monetary stability does not require-
that all changes in interest rates should be in an upward direction;
on the contrary, events have shown that, once effective action has
been taken, a stage may in due course be reached at which it will be
safe to lower the rates again,

In Belgium and the Netherlands — two countries which possess
effective capital markets — long-term rates, which had risen in 1951, went
down againi in 1952. In western Germany capital markets have not yet been
restored to full working order and it is, therefore, difficult at present to
discern even the general trend of long-term rates in that country.. It should
be added that during the period 1950-52 none of the three countries had
recourse to inflationary financing in order to obtain funds to cover public
expenditure. In western Germany and the Netherlands — the two countries
whose monetary reserves increased the most — all government expenditure
was covered by current revenue, and the Netherlands even had a considerable
overall surplus.

In the United Kingdom long-term interest rates have, generally
speaking, been allowed to move in response to market forces during most
of the post-war period (or at least since the autumn of 1947). In fact, the
yield on U.K. government bonds rose during 1948 from about 2% per cent.
to 314 per cent., and went on rising gradually until, in 1951, it reached an
average of 334 per cent.
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The monetary reserves of the United Kingdom are influenced to a
constderable extent by the balance-of-payments position of the other members

Balance of payments of the sterling area.

1952
1950 1951
ttoms Whole yearl 1st halt | 2nd natf
in millions of £ sterling
Unlted Kingdom
Current balance with
Non-sterling countries . , . . ... ..... + 38 -— 699 — 179 — 223 + 44
Rest of the sterllng@area ., , . . ..., .. .. + 260 + 297 + 349 + 284 4+ B5
Total for the United Kingdem . . . .| -+ 298 — 402 + 170 + 61 + 108
Rest of the sterling area
Balance with .
Mon-sterting countries , . ., , . ... . ... + 447 + 164 + 135 —_ + 138
United Kingdom , . ., .. . e e v -— 260 — 207 — 348 — 284 — 65
Total for the rest of the sterllng area | <+ 187 — 133 — 214 — 284 + 70
Total storling-area balance with non-sterling
countries , . ... ... et + 485 — 535 — 44 — 223 + 179

Note: In the above table defence aid is not counted as part of current revenue, The total of such ald received
by the Unlted Kingdom was nil in 1850, £¢ milllon in 1951 and £121 million in 1952, The estimates for 1951 and
1952 are taken (with an adjustment in respect of defance ald) from the “Economic Survey for 1983" and those
for 1930 from the U.K. White Paper on the halance of fayments. As far as the rest of the sterling area is
concerned, the balance shaown in the Survey includes capital transactions with the non-sterling world. i Is stated
to be an estimate made in the United Kingdom to fit with the United Kingdom's balance-of-payments statistica;
it doss not, therefore, necegsarily cotrespond exactly 1o the sum of the Individual balances shown by other
sterling-area countries, owing to differences in timing, geographical treatment, coverage and sources of informatlon.



of the sterling area; and it is now possible to give a combined balance of
payments for the whole group of countries comprising this area.

While in 1950 the sterling area as a whole had a substantial balance-
of-payments surplus and increased its monetary reserves, great difficulties
arose in the following year. In the United Kingdom these difficulties were
connected with the rise in import prices and an increase in the volume of
imports (largely due to restocking as a means, inter alia, of forestalling
expected import restrictions), while in the rest of the stetling area they were
caused by the occurrence of a great expansion In imports at a time when
export earnings were beginning to dwindle as a result of the decline in com-

modity prices. In the

United Kingdom: Gold and dollar reserves. latter half of 1951 the
gold and dollar reserves

of the United Kingdom
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:2452 """""" 1?,?2 ;:gg received by the United
1951 dune . . . L. 1,351 3,067 Kingdom is counted as
Decembar . ... .. 834 2,335 part of the current in-
19652June . . ... ... 602 _ 1,685 come, the sterling area
December ... - 689 1,846 can be said to have had
1983 Aprl .. ... ... 812 2,213 a surplus of £77 million

in the year 1952.

The United Kingdom's balance of visible trade alonme improved by
£657 million in 1952, It is stated in the “Economic Survey for 1953” that
price changes were probably responsible for something like half of the
improvement and that the fall in the volume of imports was responsible
for most of the rest. However, this must not be taken to mean that, for
instance, the emergence  of more favourable terms of trade was a wholly
fortuitous  occurrence unconnected with the change in monetary policy and
the other measures taken. As has already been pointed out in this Intro-
duction, the continued fall in those prices which had risen the most steeply
after June 1950 -— and generally the reappearance of more balanced price



positions on the markets — cannot be explained without some reference to
the adoption of a more flexible credit policy. Naturally the line of action
followed by the United States plays a preponderant part in influencing price
movements, but the change in monetary policy in the United Kingdom and
.in several other countries of the sterling area — an area responsible for
26 per cent. of the world's foreign trade — can surely not be said to have
been without effect in thisIrespect,‘”‘

In addition to the changes on current account, the U.K. balance-of-
payments statistics reveal certain important shifts on capital account. While
in 1951 there was an estimated outflow of £325 million from the United
Kingdom to provide for investment and other capital transactions overseas,
in 1952 the corresponding figure was reduced to £109 million. Of this change
of over £200 million, about one-quarter was accounted for by government loan
transactions (the impact of Mutual Security loans, etc.), while the remainder
was partly the result of a fall in private long-term investments overseas
(in particular, in those made within the stetling area) and partly the effect
of short-term capital movements associated with changes in trading conditions
and in the degree of confidence felt as regards the future of sterling. One
particular aspect of the short-term capital movements was thus a contraction
in credit associated with the fall in British exports to the outer sterling area.
Another important influence was the fact that, owing to increased confidence
in sterling (inspired largely by the change in monetary policy), people no
longer found it worth while to delay payments in sterling and became
generally less unwilling to hold even large amounts. As far as long-term
investments were concerned, the very fact that higher yields were obtainable
in the London market very likely made British investors less ready to place
funds abroad.

In the internal economy of the United Kingdom, the most immediate
effect of the credit measures which were adopted in November 1951 was
to enable the Bank of England once more to exert pressure on the cash
and liquidity ratios of the clearing and other banks; this .it had been
unable to do so long as the Treasury bill rate had been kept at a level
of approximately % per cent. (as had been the case up to 8th November
1951). Once this rigid rate had been abandoned, the banks could no
longer be certain of obtalning any additional cash they might need at a
price known in advance and they therefore had the strongest reasons
for revising their lending policies; and their customers soon became
aware not only that the price of bank advances had stiffened but also that
it was now less easy to obtain them or to secure their remewal. Once
the cost of short-termm borrowing had gone up and the possibility of
successive renewals of credits had become more problematic, it was no

# The import cuts introduced in the United Kingdom have probably also contributed to the change
in the DBritish terms of trade. But the greatest improvement has been in respect of 2 number
of raw materials and foodstuffs which have been little affected by the import restrictions. The
reduction in imports in several important lines has been due to the fact that many producers! and
merchants have relinquished stocks which they had been holding as a kind of hidden reserve, the
heavy cost of carrying these stocks being one reason why they were ready to dispose of part of them.



longer so tempting to seek to finance capital expenditure by means of
bank advances (which, it should be added, were exempt from the control
of the Capital Issues Committee so long as it could be said that they re-
presented “borrowing in the ordinary course of business’”). There was thus
a very real change in sentiment —— and the change was reinforced by the
renewal, with greater emphasis, of the directive to the Capital Issues Commit-
tee and by requests to the banks to apply stricter criteria to all applications
for advances, it being asked, in particular, that they should refrain from
making loans for the financing of capital expenditure and limit the amount
of credit provided to facilitate hire-purchase dealings.

The following table shows the rise in the level of interest rates as
reflected in the average yields of securities.

It will be seen that there was a sharp increase both in shori and
long-term rates which helped to keep the demand for borrowed funds
within the limits set by the supply of genuine savings available in the

: market. The rates charged

United Kingdom: Yields of securities. by the banks for advan-
—— ces or paid by them on

Average British Government securities | Industrial securities deposits also went up in

for Short- | Medium- | 2%4% | Deben. | Ordinary | line with the increase in
dated dated consols tures sharas Othel.‘ short-term rates.

1948 2,02 2,79 3.21 .77 4.85
1949 1.94 2,83 3,30 3.87 540 The V‘?l“me of ba}'lk
1950 203 289 3,54 4.07 5.48 advances is naturally 111~
1951 1.85 359 378 428 535 fluenced by a number of
1952 2.98 4,25 4.23 4,85 6,59

factors, but the price to

Note: The securlties chosen to represent short-dated and medlum- be pald for them and
dated paper for the purpose of this cafculation have changed from P . . O
time to time; a bar has heen placed betweon figures which are the Cl'edlt cllmate m

not strictly comparable. .
Y eome general are undoubtedly

London clearing banks: two of the most important
Advances to customers.” of these.

_ Increase (+) or It was in May 1952

Periad decrease (—) that the decline set in

In milllons of £ sterling — the first downward

Deqember 1949 to December 1930, . . + 121 movement for many years.
Dacember 1980 to December 1951 . . . + 287 ’ [

Dacember 1931 to December 1952 . . | — 182 But at leaSt as Sigmﬁ?ani

as the actual reduction

{') Including the so-called ‘<other accounts'. in the volume Of bank

* It sometimes seems to be taken almost for granted that the effectiveness of an increase in interest
rates (forming part of a general change in monetary policy) is to be measured by the “degree of
reduction’” in advances, deposits or capital issues on the market, But the primary function of interest
rates is to help maintain a true balance in the sphere of credit, and if savings increase it may be
quite proper that both advances and deposits should rise and that more capital issues should
be arranged even wheve the level of interest rates has been mised. In several countries on the
continent. of Europe the charging of very high rates (the rate for bank advances in western Germany
in 1951 and 1952 wes as much as 12 per cent.) has been found to be fully compatible both with a
continued expansion of credit and a marked improvement in the balance-of-payments position. But in
a country in which the earlier expansion has heen excessive, a cut in the credit volume may well
prove necessary, The important thing is to induce a certain sobriety in the “tempo” of increase.
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United Kingdom: Changes in clearing- bank®

advances to the private economy.

tems

Percentags
change from
Novemnber 1957 to
November 952

Parsonal and professional . . ... ... ..
Retail trade . . . ... ....... PR
Finanee . . . . . - v v v v v v v v e e e
Textiles . . . . . . .o o . v i
Food, drink and 1obacco , . , . .. .. ...
Unclassified industries and trades ., , . . .
Buliding and censtruction . . . . . . .. ..
Other recipients (™) . . ., ... ... .. ...
Leather and rubber, . . . .. .. PR

Local government
Chemicals ., ... ..............
Entertainment . . .. ... ... ... ...

Public utllities . . . . ... PR
Transport and communications , . .., ...
Ironandsteed . ... ............
Engineering . ., ,

-— 38.5
— 38.6
— 30.5

25.2
2.2
a.0
&9
6.9

P

4.3

2.6
2.9
17.6
30.6

++++ 1

() Members of the British Bankers® Association,
(3 All those not otherwise covered by the table.

London clearing banks: Deposits.

Time
Currant Time Total |deposits as
Date accounts | deposits | deposlts [percentage
of total
in_miflions_of £ sterling deposits
1951 November 21st 4117 2,071 6,189 3.5
December 315t 4,290 2,042 5,333 32.2
1952 April 16th, . 3,952 2,042 5,994 34.7
August 20th 3,878 2,170 6,048 35.9
Novamber 19th 32,940 2,234 6,183 as. 7
Dacember 315t 4,232 2228 6,460 34.5
1953 Aprll 15th ., | 3860 2,200 6,060 36.3

advances were the chan-
ges in their distribution
as between different sec-
tors of the economy.

There has been an
increase in the amount
of credit granted to some
industries, the sharpest
rises having been in the
case of the engineering
and steel industries, i.e.
those which are most

- closely concerned with

the export drive and de-
fence production; there
has been a decline, on
the other hand, in ad-

.vances falling under the

headings ‘'personal and
professional”’ and “retail
trade”, i.e. those con-
nected more particularly
with  activities whose
purpose is to satisfy
the private consumption
needs of the British
public.

The second table
shows the movement in
bank deposits.

Total deposits fell in the first half of the year but then increased again,
mainly on account of the Exchequer deficit which turned out to be much
larger than had originally been estimated.

The main cause of budgetary difficulties in the United Kingdom, as
in other countries, has been the fact that defence expenditure has increased
more than current revenue. From 1g950-51 to 1953-54, defence expenditure
in the British budget increased by about £700 million and other current
expenditure by £300 million, while revenue went up by f400-500 million.
Consequently, the current surplus has sharply diminished and the government
has, moreover, had to borrow between £400 and 450 million since the
beginning of the financial year 1952-53 in order to finance its capital
expenditure. In the accounts for 1952-53, actual revenue amounted to f220
million less and current expenditure to £200 million more than the original
estimates. In order to cover the resultant overall deficit the government had






