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THIRTIETH ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held in
Basle on 13th June 1960,

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank for
International Settlements for the thirtieth financial year, which began on
1st April 1950 and ended on 31st March 1g960. Details of the results of the
year’s business operations are given in Chapter VIII, together with an analysis
of the balance sheet as at 31st March 1960.

The accounts for the thirtieth financial year closed with a surplus of
29,064,716 gold francs, against 22,550,804 gold francs for the previous year.
After deduction of 13,000,000 gold francs transferred to the provision for
contingencies and of 750,000 gold francs transferred to the provision for
exceptional costs of administration, the net profit amounted to 15,314,716 gold
francs, compared with 9,550,894 gold francs for the preceding year.

The Board of Directors recommends that- the present General Meeting
should decide to distribute, as last year, a dividend of 37.50 gold francs per
share. In view of the very favourable results of the past financial year, the
Board also proposes that, as an exceptional measure, a lump sum of 8.5 mil-
lion gold francs should be applied this year to the reduction of the amount
of the undeclared cumulative dividend. This sum will represent an extra-
ordinary distribution of 42.50 gold francs per share. The total distribution
will thus amount this year to 8o gold francs, payable in Swiss francs in the
amount of 114.30 Swiss francs per share.

Chapter 1 of this Report gives a general survey of monetary and
economic developments in 1959 and the early months of 1960. The succeeding
chapters review the formation and use of the national product in various
western European countries and the United States, as well as developments
in the field of money and credit, domestic and world-market prices, world
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trade and payments, gold production and monetary reserves, and foreign
exchange rates and regulations, Chapter VII deals with the initial period of
operations of the European Monetary Agreement. Chapter VIII describes
the current activities of the Bank; it also gives an account of the financial
results of the vear and of the functions performed by the Bank on behalf
of the High Authority of the European Coal and Steel Community and as
Trustee and Fiscal Agent for international loans.

The Bank has continued to co-operate on the technical plane with other
international institutions, in particular the International Bank for Reconstruction
and Development, the International Monetary Fund and the European Invest-
ment Bank.



I. Survey of Monetary and Economic Developments.

The economic scene in the industrialised countries of the West presented
in many respects an unusually favourable picture in 1959. The rate of
expansion of the national economies was almost everywhere higher than it
had been in rgs8, and in quite a number of countries even higher than the
average for the years 1955—58; national price levels showed only small
increases, in spite of boom conditions in most countries; and no European
country experienced balance-of-payments difficulties. A weak spot in this
picture — and one whose importance is all too often exaggerated — was
the further deterioration in the U.S. balance-of-payments position, which, how-
ever, showed signs of improving again in the last quarter of 1959 and the
first quarter of 1960,

Although economic progress in the past year was thus, on the whole,
smooth and harmonious, there were some signs in the first months of 1g60
that pointed to a somewhat more troublesome future. In Europe the acceler-
ation of the boom, coupled with the announcement in some countries of
large wage claims in 1960, aroused fears of inflationary price movements;
therefore, towards the end of 1959 and during the early months of 1960,
the monetary authorities in many countries took steps to prevent the upswing
from becoming excessive. In 1958 their task had been to overcome the
lull in economic activity and to get the economies into higher gear again;
and in 1959 this was in fact achieved. But in 1960 a battle which has been
repeatedly waged in the past is likely to have to be fought over again —
the battle against inflationary tendencies, which must be conducted without
abandoning in the process the attempt to maintain a satisfactory rate of
expansion. In the United States expansion seemed to have come to a halt in
the early months of 1960, and it is not yet clear whether the lull is of a
temporary nature or not.

Whereas the upswing in economic activity had started in the United
States in April 1958, the lull in most European economies lasted until
the end of that year; but at the beginning of 1959 a revival set in, pro-
ducing a rate of increase in the gross national products which, in the case
of seven out of the twelve western countries shown in the table, equalled or
exceeded the average for the period 1955-58, although it fell short almost
everywhere of the very large expansion which took place in 1955. If a
comparison is made for industrial production alone between the last quarter
of 1958 and the corresponding quarter of 1959, the progress achieved in the
latter year appears still more impressive: not only was the rate of increase
everywhere substantially higher than the average for the years 1g55-58 but
in five out of eleven countries it also exceeded the rate of expansion in 1955,
The fact that the figures for the United States seem to give a different
result is due to the steel strike and its repercussions. For the period from the



second quarter of 1958 to the corresponding quarter of 1959 the rate of
increase n industrial production was no less than 21.7 per cent., compared
with 13.6 per cent. during 1955. The belief which had so often been ex-
pressed in official and unofficial documents that the countries of the western
world were unlikely to repeat their past performance seems to have proved
unfounded. ‘For reasons to be given presently, however, the development in
1959 was exceptionally favourable; it would therefore not be reasonable to
project into the future, without qualification, the rate of growth attained in
that vyear.

Increases in gross national product and industrial production.

G{gts i :r?;ltg:?l pEirgedslid Industrial production !
niries
e 1958 1959 Pl 1956 1959 Arci
in percenfages
Aystria . . ... ... 11.0 3.8 8.3 13.5 8.9 5.7
Belgium , . . . . . .. 3.3 1.5 2.3 10.3 8.2 1.2
France . . . .. ... 6.0 2.1 4.7 9.7 1.1 7.6
Germany (Fed, Rep.) . . 1.8 5.7 6.7 13.6 10.7 6.9
Haly . . .« v v o v o 8.7 5.6 5.4 7.2 15.2 6.7
Netheslands . . . . , . 9.3 5.2 4.2 4.5 9.6 2.6
Norway . . . . . . .. 2.3 a.e 2.7 7.5 53 3.5
Sweden . . . . . ... 4.1 4.8 2.9 4.3 7.9 2.4
Switzedand . . . . . . 6.2 5.0 4.4 —_ — —
Unlted Kingdom . . . . 3.0 3.2 1.8 S.1 0.4 0.9
Canada . . . . .. .. 8.6 3.5 4.4 10.8 8.4 35
United States . . . , . 8.2 6.8 2.5 14.2 6.1% 3.3
dapan . . . . . ..., 9.3 13.0 7.8 11.8 30.8 11.8
Czechoslovakia® . . . . 10.6 5 8.0 10.9 10.9 10.4
Eastern Germany® . . . 8.2 [€:)] 7.6 7.7 12.0 8.2
Poland® . . . . .. .. 8.9 5 8.7 1.4 2.0 10.0
USSR, ...... 1.9 8 9.6 12.4 11.0 10.8
Yugoslavia . . . . .. 11.0 18 8.6 16.5 13.3 13.5
1 Last quarter to last quarter, except in the case of the eastern countries, where percentage changes
represent year-to-year increases, % From the second quarter of 1958 to the second quarier of 1959,
i.e. before the steel strike, the rate of expansion was 21.7 per cenl. #In the case of the sastern

countries the figures in the first three columns refer to national income, not {6 gross national product.

The figures given in the table for the eastern European countries
(including the Soviet Union} refer to national income rather than gross national
product. But if it is assumed that the relative changes in the gross national
product and national income are — in the shorter run — approximately the
same, it can be seen from the table that among the eastern countries the
USSR, Yugoslavia and eastern Germany displayed a higher rate of growth
in 1959 in terms of gross national product or national income than any of
the western countries, while that in Poland and Czechoslovakia was lower
than that in the United States. In industrial production alone the progress
made i 1959 by a great many of the western countries was as rapid as
that achieved by the Soviet Union or any of the other eastern countries
between 1958 and 1959 on an annual basis. The two fundamental differences
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between the two groups seem to be: firstly, that the average progress in the
last few vears, measured in terms of national income, has been greater in
eastern Europe than in the West, while Japan, with an average rate of
growth between 1955 and 1958 of about 8 per cent. in gross national product
and 12 per cent. in industrial production, compares favourably with the
eastern European countries; and secondly, that for three out of the five eastern
European countries the growth rates in 1959 are below the average rates for
1955-58, while the reverse is true for eight out of the thirteen western
countries (including Japan) shown in the table. Indeed, further investigations
over a longer pericd show that the growth rates in most of the eastern
European countries have a falling trend (see Chapter II).

The growth of national output depends on the increase in the employed
labour force, on the number of hours worked, on the amount of capital
investment per employed person, on technological progress and, especially
when the economy is emerging from a period of stagnation, on the better
utilisation of existing productive facilities. The last three factors together make
for an increase in productivity per man,

As is shown by the following table, in 1959 employment in the coun-
tries in question rose much less than the gross national product, so that only
part of the increase can be accounted for by the growth in employment. The
remainder must be imputed to a rise in productivity per man — and this
did in fact increase at a rate exceeding that in the preceding years. The growth
in productivity was mainly due to the investments which had been made
in the past. It would appear that net investment per head of the em-
ployed labour force had been positive for several years, which meant a
further increase in the capital intensity of the productive process; and this,
together with the continuous technical progress, created the necessary con-
ditions for a rise in productivity, But since production had increased rela-
tively little in western Europe in 1958 and had actually declined in the
United States up to April 1958, the benefit of these investments was reaped
by Europe mainly in 1959 and by the United States mainly in the period
from May 1958 onwards, so that the rise in productivity during these periods
was greater than it would have been if the effects of these investments had
been evenly distributed over the vears. This fact, together with the more
intensive utilisation of the employed labour force during the upswing, explains

Changes in gross national product, employment and productivity.

Gross national product Productivity
(at constant prices) Employment pef man-year
Countries
1957 1988 1859 1957 1958 1959 1957 1958 1959
: in percentages

France . . . . . +6.1 +1.3 +2.1 +0.B +0.6 To.o0 +B5.6 +0.7 +2.1
Germany . . ., . +5.4 +2.8 +5.7 +2.3 +0.9 +1.6 +3.1 +1.8 +4.4
United Kingdom , + 1.4 +0.1 +3.2 +0.4 —0.7 + 0.1 +1.0 +0.7 + 3.1
United States , . +1.8 —2.3 +6.8 + 0.5 —1.6 +2.5 +1.4 0.7 +4.4
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why in most countries productivity rose more in 1939 than in the preceding
two years and why the rate of increase in national output exceeded the.
average for these years.

It 15 hardly necessary to add that the data for productivity are very
rough. It would be wrong, therefore, to attach too much importance to the
figures as such; but the general tendency they display is borne out by more
precise calculations which have been made with regard to industry as a whole
or certain branches thereof in some of the countries concerned; and it is
the general tendency that matters in this connection.

Conditions in western Europe at the beginning of 1950 and in the
United States eatly in the spring of 1958 were thus very favourable for a
rapid expansion in output. For this to materialise, however, a stimulus was
required on the demand side. This stimulus came from different quarters in different
countries, Among the various expenditure categories, inventory accumulation does
not seem to have been an initial cause of the upswing, although it became an
mmportant factor once the upswing was under way. In the United States the
liquidation of inventories continued until the third quarter of 1958, while
production had begun to climb in May of that year. Once inventory accumu-
latton had started, however, it contributed substantially to a rise in effective
demand. In spite of the temporary liquidation of inventories in the third
quarter of 1959 — a consequence of the steel strike — there was an increase
of almost $5 milliard in that year, as against a decline of roughly $4 milliard
in 1958, so that nearly $o milliard was contributed to effective demand
compared with the previous year. Invenmtory accumulation in the United
Kingdom was also negligible in the first half of 1959 and only gathered
momentum in the second half, due allowance being made for seasonal swings.
In Germany, too, inventory accumulation in the first two quarters of 1959
was below the average for the preceding year and it was only In the second
half of that year that the situation was reversed.

Nor was private investment in plant and equipment a primary cause of
the upswing In most countries. This type of investment developed late and
in a few countries rose, even over the year as a whole, relatively less than
total effective demand. In the United States it did not pick up until the
last quarter of 1958. In the United Kingdom, after the decline which occurred
in the first quarter of 1959, it rose slightly, but in the last quarter of that
year it was stil below the level of the corresponding quarter of 1958.
In Germany, too, private investment in plant and equipment, which had in-
creased throughout 1958, fell off somewhat early in 1959 and did not rise
above the level it had reached in the last quarter of 1958 until the third
quarter.

In most of the countries in which investment in inventories, plant and
equipment got off toa late start the rise in private consumption was a major
cause of theupswing. This was true of the United States, the United Kingdom,
Italy and a few other countries. A variety of other factors contributed in the
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early stages, though in varying degrees, fo an Increase in effective demand:
house-building in Germany, and exports in Italy, France, Germany and the
Netherlands; and in almost all countries increased public expenditure also
played an important part. (For figures on the components of the gross
national product see Chapter II.)

What has been said about the initial causes of the upswing is not
invalidated by the fact that, taking 1959 as a whole, the rate of growth of
private investment in inventories, plant and equipment was in most countries
higher than that of total effective demand. An increase in demand on the
part of domestic private consumers and public authorities or of foreign
customers tends to Jlead to a faster rise in iInvestments, once these begin
to be affected, and this process in turn feeds consumer demand and thus
contributes to the cumulative upward movement.

Public policy in most countries strongly influenced these favourable
developments. The most important and most direct influence was exercised
by the increase in public consumption, which in a number of countries
exceeded, In relative terms, the rate of growth of total expenditure. But,
quite apart from their direct contributions, the policy of the public authorities
helped to swell some of the other expenditure streams. The most outstanding
example 1s that of the United Kingdom, where the removal of hire-purchase

Changes in the gross national product and its components, at current prices.

Consumption Total oEfxD:;fiss g?ggorbss Gross
Countries Years . im(r;rs;smse)nt gﬂd se?\ﬂges ’;‘;‘;’33?{
Private Public services (ncrease )
in percentages
Ausfrla, ., . . ... .. 1958 4.9 5.2 - 2.1 - 1.2 4.0 4.0
1989 6.4 -%-3 7.5 8.3 - 8.7 6.2
Belgium . . ... ... 1958 - 1.7 6.7 - 7.7 - 2.8 7.2 — 0.2
1959 1.9 5.0 3.8 a.7 — B 2.2
Denmark . . . . . ... 1958 4.2 2.1 - 3.7 3.7 1.5 4.4
1939 10.5 5.4 19.5 T.6 - 15.4 8.6
Finland ., . . . ... .. 1958 2.0 9.8 5.t 13.0 - 2.9 6.2
1939 7.3 6.9 10.3 1.7 - 14.0 6.9
France . . . . . . ... 1958 12.4 B.2 15.5 17.4 — 8.8 13.6
1959 8.3 10.8 0.8 19.4 - 2.9 9.4
Germany . .« . . ... 1958 7.3 10.5 2.1 4.7 — 4,3 6.4
1959 6.0 10.8 10.6 11.5 - 13.7 7.5
Maly . ... .. .... 1958 38 13.1 1.6 4.0 8.7 8.4
1959 4.1 8.0 7.0 11.2 — 4.1 8.2
Netherlands . . . . . . 1953 2.7 - 1.3 — 15.5 0.8 10.7 3.0
1959 4.3 0.6 1.7 .8 - 5.3 6.0
Morway. . . . .. ... 1958 3.3 5.6 6.7 — 85 0.6 1.0
1959 5.8 9.4 0.4 5.6 - 1.7 5.7
Sweden . . ... ... 1958 6.4 8.4 — 0.2 — 4.0 2.5 4.2
’ 1959 4.1 9.2 4.3 4.0 — 04 5.6
Switzetland. . . . . . . 1958 1.8 28 |— 58 1.9 0.8 3.7
1959 . . N N . 4.5
United Kingdom . . . . 1958 5.1 a.5 - 1.0 — 2.5 5.0 4.3
1859 4.0 6.4 5.6 1.0 - 5.1 3.7
United States . . . . . . 1958 2.9 T.4 —17.6 —13.7 0.0 - 0.2
1959 6.3 5.4 29.5 0.9 —10.B B.6




— 8 —

restrictions and later the budgetary measures of April 1959 gave a strong
stimulus to consumption. Other examples could also be cited. In Germany the
central bank’s policy, which had been directed for quite some time towards
a lowering of the long-term interest rate, undoubtedly had a favourable effect
on house-building and private fixed investment. In France the stabilisation
programme inaugurated at the end of 1958 was the cause of the improvement
in exports that helped to counteract tendencies which were still causing an
overall decline in the rate of expansion during most of 195¢9. And in most
countries the easy access to bank credit and the lower level of short and long-
term interest rates permufted by the central banks during most of 1959
made their own contribution towards expansion. The main exception in this
respect was the United States, where the level of interest rates was higher
in 1959 than in 1958. The latter country, where the upswing had started
so much earlier than in Europe, was already by the middle of 1959 in a
situation which did not develop in most European countries until the last
quarter of the year — one in which the monetary authorities had to put
on the brakes in order to prevent the upswing from accelerating too fast and
to check inflationary developments.

The growth in total effective demand during 1959 was fed in almost all
countries by an increase in the money supply which, in percentage terms,
exceeded that in the gross national product, so that the ratio of the money
supply to the gross national product rose (see table in Chapter III, page 59)
or — what amounts to the same thing — the velocity of circulation of
money declined. In so far as the increase in the money supply was due to
a balance-of-payments surplus, it was ltkely to go hand in hand with a
decline in the wvelocity; the growth in the money supply was then one of
the factors contributing to a fall in the interest rate, thus explaining, at least
partly, the correlation between the latter and the decline in velocity.

In the United States, on the other hand, where the money supply
expanded less than the gross national product, i.e. the velocity increased, the
level of interest rates rose; and the causal connection was most probably the
reverse; the increase in the interest rate brought about a rise in the velocity;
in so far as this meant a relative shift from demand to time deposits, the
increase in velocity did not, of course, contribute to a rise in effective demand.

It is also to a certain extent confirmed by the fact that the velocity
of circulation of currency alone remained practically constant in almost all
countries. The change in total velocity was due to the change in the rate
of turnover of deposits. Money that is held idle is, as a rule, not in the
form of currency but in the form of deposits; in other words, the effect of
alterations in the interest rate on the willingness of owners of cash to activate
it or to hold it idle can normally be expected to be reflected in the move-
ment of deposits rather than in that of currency.

In every country the upswing brought with it a strong demand for
bank credit from the private sector of the economy, mainly for purposes
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of inventory accumulation, house-building and, in a number of countries,
purchases of durable consumer goods. In some countries the funds for the
expansion of bank credit to the private sector were largely provided by a
liquidation of bank claims on the public sector; in others almost the whole
of the additional bank credit had its counterpart in a corresponding increase
in deposits on the liabilities side of the balance sheet.

In the United States commercial-bank credit to the private sector
increased during 1959 by $12.6 milliard, or 12.8 per cent.,, while credit
to the public sector fell by not quite $7.5 milliard, or 11.2 per cent.
— a decline which is identical with that in total bank investments, since
other securities in the portfolio of the banks remained practically stable.
Time deposits increased by rather more than $z milliard, while other
longer-term funds (including the banks' own resources) rose by nearly
$3.5 milliard, so that sight deposits remained practically constant. Thus the
expansion of bank lending did not cause any increase in the money supply.

In the United Kingdom the London clearing banks increased their advances
between the end of 1958 and the end of 1959 by £692 million, which
is equal to about one-third of the advances outstanding on 31st December 1958
and represents the largest expansion in any post-war year. Bank investrnents
fell by £392 million, or 19 per cent., while total deposits rose by £468 million,
or 6.5 per cent. The quite exceptional increase in bank advances was accom-
panied by a proportionately much smaller growth in deposits. The authorities
bought a substantial amount of the securities sold by the banks with funds
raised by the issue of Treasury bills placed mostly outside the banks. Thus in
these two countries savings, which were partly of a temporary nature, in the
form of purchases of Treasury stock and bills — carried out directly or through
the medium of non-bank institutional investors — or (in the United States)
in the form of an accumulation of time deposits made possible a considerable
expansion in the amount of bank credit granted to the private sector. In
other words, savings indirectly financed a large part of the credit expansion,
so that the latter caused no increase in the money supply, or only a relatively
small one compared with the size of the credit expansion.

In the Netherlands, too, bank credit to the private sector expanded and
credit to the public sector fell — but by much more than the expansion in
private bank credit (having declined by Fl. 740 mullion, as against a rise in
private credit of Fl. sgo million). Moreover, total deposits rose by Fl. 870
million, of which well over half was accounted for by time deposits. An
amount in excess of Fl. 1 milliard therefore remains to be accounted for.
This mainly took the form of foreign assets. The increase in these assets
thus absorbed more than the total amount of cash balances and secondary
liquidity claims on the banks accumulated by the public.

In Belgium, France, Germany, Italy, Sweden and a few other countries
bank credit to the private sector expanded, and at the same time, in contrast
to the countries mentioned above, credit to the public sector also increased.
In Germany (as in the Netherlands) there was also a rise in the banks’
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foreign holdings. Part of the growth of these assets was matched by an
increase in time deposits and part led, in varying degrees in different coun-
tries, to an expansion of the money supply in the form of demand deposits.
It was in these countries that the ratio of the money supply to the gross national
product increased; the inflationary effect which the expansion of the volume
of money might otherwise have had was thus largely offset by a decrease in
the wvelocity of circulation,

It was not the demand for bank accommodation on the part of industry
that was responsible for the large credit expansion. In the countries examined
this demand rose much less than that from other sectors. In the United
Kingdom, for instance, advances to manufacturing industry rose between
February 1959 and February 1960 by 18 per cent., while advances to hire-
purchase houses shot up by 114 per cent. and personal and professional
advances by 46 per cent. In the United States the increase in loans to
commerce and industry by all insured commercial banks was of the order
of 10 per cent., and real estate loans rose by 11 per cent.; but the greatest
relative expansion took place In consumer credit granted both to sale-finance
companies and direct to the consumers, which went up by altogether
17 per cent. In Germany the credit granted to industry, at both Iong and
short term, by all banking institutions grew by not quite g per cent. but
real estate credit went up by 20 per cent. and credit to commerce by
15 per cent. Similar movements took place in some other countries.

The difference between developments in the various countries is largely
explained by the difference in the liquidity position of their banking
systems, In the United States the Federal Reserve, in pursuance of a policy
of restraint, raised the discount rate in several stages from a ‘“low” of
134 per cent. in the summer of 1958 to 4 per cent. in September 1959,
following the movement of the Treasury bill rate, which is itself influenced
by Federal Reserve policy. Member-bank reserves were kept practically
constant over the vear, but the banking system had increasing recourse to
the Federal Reserve, so that net borrowing (borrowing from the Federal
Reserve System minus excess reserves), which at the end of 1958 amounted
to $134 million, increased to $464 million over the year. The banks’ shortage
of reserve money, coupled with the rising discount rate, put them under
pressure; if they wanted to satisfy the increased demand for bank advances
they could do so only by selling investments.

In the United Kingdom Bank rate remained unchanged at 4 per cent.
throughout 1959 and was raised to § per cent.in January 1960. The clearing
banks expanded their total assets — and therefore also their deposits — as far
as their liquid assets, which rose by £135 million, permitted. This rise, together
with a slight fall in the liquid assets ratio from 34.6 to 34.3 per cent., made
it possible for them to increase their deposits by 6.5 per cent. But the
amount by which the banks were able to expand their assets was not
sufficient to satisfy the demand for bank advances, so that investments had
to be sold on a large scale. :
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The situation in the other countries was characterised by a high degree
of bank liquidity during the greater part of the year and, in most cases,
by a reduction in the official discount rate; only in the last quarter of the
year was this development reversed in some of the countries. France
and Germany may serve as an illustration. In France, where banks hold
very little cash with the central bank, their liquidity is best measured by
their available refinancing facilities at the Bank of France. Owing mainly
to the surplus in the balance of payments, which provided the banks with
funds, they were able to increase their facilities with the central bank from
NFF* 1.75 milliard at the end of 1958 to NFF 6.44 milliard in August 1959;
after that there was a decline, but at the end of the year the total of their
available facilities was still considerably higher than 1t had been at the end
of 1958. At the same time the Bank of France supported this development
by reducing the discount rate in two stages from 4% per cent. 1in October
1958 to 4 per cent. in April 1959 and by substantially reducing, in three
stages, the “penalty rates” for the banks' borrowing beyond the ceilings, And
since ceilings on bank advances were removed in February 1959, the banks
were no longer prevented from reacting to their increased liquidity by
expanding their credits and thus creating fresh deposits.

In Germany the liquidity of the banking system had been wvery high
up to the end of 1958. Its indebtedness to the central bank, which had been
consistently reduced in the preceding years owing to the cash inflow resulting
from the balance-of-payments surplus, had remained low throughout 1959
and the banks had been able considerably to increase their foreign assets,
which could at a moment’s notice be turned into deposits with the central
bank. The large cash base, together with the low level of indebtedness to
the central bank, made possible a rapid expansion of credit and deposits.
Until the autumn the central bank saw no reason to counteract this expansion;
on the contrary, it supported 1t by lowering the discount rate to 23/} per cent.
in January 1959. In September, however, when the expansion of bank credit
seemed to be going too far, the central bank gave a warning signal by
raising the discount rate from 234 to 3 per cent.; and later, when the
expansion did not slow down, it took stronger measures by raising the
discount rate in October to 4 per cent. and again, early in June 1960, to
5 per cent. and also by increasing reserve requirements in four stages, so that
by 1st June 1960 they stood at 20.2 per cent. for sight deposits held with
big banks in banking centres. In addition, the discount ceilings for banks
were lowered.

In Italy, too, as in France and Germany, it was the balance-of-payments
surplus which created additional hquidity in the banking system and made
possible the expansion of bank credit both to the government and to the

* This abbreviation is used in the present Report to indicate “‘new French francs”. For the sake
of comparability, all amounts in French currency are given in new francs, irrespective of whether
the period in question was before or after the change-over to the new unit. Similarly, wherever
the word “franc” alone is used in connection with France, it is to be understood, in the absence
of any statement to the contrary, to mean the new franc.



private sector, In other countries where an increase in ecredit had its
counterpart in an Increase in deposits the favourable liquidity position was
due to a variety of causes; but in all cases it was this liquidity position
which enabled the banks to expand private credit without having to draw on
their investments.

The different course taken by hanking and monetary developments in
the various countries discussed above can, in fact, be taken as a sign of the
effectiveness of monetary policy. The restrictive policy of the Federal Reserve
System prevented depostts from increasing in proportion to the large increase
in loans and forced the banks to sell investments. In the United Kindom
the relative smaliness of the supply of Treasury bilis to the banks had a
similar effect. In other countries, however, where the central banks, in an
attempt to stimulate monetary demand, deliberately allowed additional liguidity
to develop in the banking system or even actively contributed to it, the
expansion of bank credit was accompanied by a more or less equal growth
in bank deposits.

The difference in the liquidity posittons of the banking systems in
the various countries also goes a long way towards explaining the dif-
ferent movements of short-term interest rates (see graph on page 60).
In the United States the shortage of reserve funds, together with an
increase in the amount of Treasury bills offered by the government, led
to a steep rise in the Treasury bill rate. In the United Kingdom, after a
sharp fall in 1958, the Treasury bill rate remained more or less stable
throughout the greater part of 1959. In Germany and the Netherlands —
both countries with a very liquid banking system — the Treasury bill rate
fell during the greater part of the year and only began to rise again when
the central banks embarked on a restrictive policy. In the other countries
in this category, where Treasury bills are of no importance, the decline in
such short-term rates as that for day-to-day money reveals the effect of the
liquidity of the banking system on the short-term rates. As a result of these
different developments, the spread between short-term rates in the various
markets, which had been relatively small at the end of 1958, widened again
during the year under review, and this had an effect on short-term inter-
national capitdl movements. '

Long-term rates, which change much less than short-term rates but which,
because of the possibilities of arbitrage between the money and the capital markets,
generally move in the same direction, rose in the United States, remained roughly
stable in the United Kingdom, and came down spectacularly in France, Germany
and Italy. The sharpest reduction, it is true, occurred in 1958, but in all
three countries the fall continued, though not uninterruptedly, at least until
the muddle of 1959 and in France until the end of the year. In Germany
the restrictive monetary policy, together with the developing boom, brought
rates up again towards the end of the year, while in Italy a temporary rise
took place around the middle of the year in connection with the 1ssue of
a large government [oan. :



In none of the countries, with the exception of the United States for
a very short while at the end of the year, did the short-term rate rise above
the long-term rate. In the United States the ceiling on the rate for long-term
government financing may, by forcing the Treasury to resort to the short-
term market, have been one of the factors that caused the short-term rate
to catch up with and even rise above the long-termn rate. As the graph
on page 6o shows, there can now be said to be, with regard to the long-
term government-bond rate, three layers of countries, the first betng composed
of Belgium, France, Germany, Italy and the United Kingdom, where the
rates are between 5 and 6% per cent., the second comprising the United
States, Sweden and the Netherlands, where the rates are between 4 and 4%
per cent., and the third being formed by Switzerland, where the rate is still
not much above 3 per cent. There seems to have been a tendency for long-
term rates gradually to move closer together — a tendency which, on account
of the greater freedom of long-term capital movements between countries,
can perhaps be expected to continue.

Whereas the private sector as a whole everywhere greatly increased its
indebtedness to the banking system in 1959, the extent to which the corporate
sector had recourse to the long-term capital market as a provider of funds
varied considerably from country to country. In the United States, Germany,
Italy and the Netherlands corporations issued fewer securities than in the
previous vear. If what happened in the United States, where the increase
in profits after taxes enabled corporations to retain $4.6 milliard more than
in the previous year for self-financing purposes, is any guide, one of the
reasons lies in the increase in corporate profits in these countries. In others

Capital-market issues by the private sector.'

Perceniage
Couniries Years Shares Bonds Total of shares
- in total
In millions of national currency units*
Belgium ., . . ... ... 1958 3,430 2,080 . 5,610 &2
1959 3,750 3,310 7.060 53
France . . . . . P 1958 1,280 920 2,880 [.1:]
1959 3,230 1,810 5,040 &4
Germany . . . . . . . . . 1958 1,140 1,880 3,020 38
1859 1,260 1,330 2,520 49
faly . . ...... ‘e 1958 3406 440 780 44
1259 330 380 Ti0 £4
Netherlands . . . . . .. 1988 ag* 240 2T .
1859 20 160 250 36
Morway. . . . . .. ... 1958 140 180 320 &4
1259 160 330 420 33
Sweden ., . ... ... 1958 180 60 210 71
1959 190 40 230 a3
United Kingdom . . . . . 1258 o0 100 190 50
1969 280 120 400 70
United States . . . . . . . 1958 1,200 9,100 11,000 7
1959 2,550 7,090 9,840 26

- * For Iaty, in milliards.
1 including issues by financial insiitutions. 2 Exclyding an issue by the Roval Dutch Pstroleum Company
of FL.86T million. About 25 per cent. of this amount was taken up by the Dulch capital market.



(Belgium, France, the Untted Kingdom) the use made of the capital market
by the corporate sector was considerably greater in 1959 than in 1958,

Except in the case of the United Kingdom, it i1s not possible to make
a comparison between the savings of companies and their investments with
the object of finding a clue to the reasons for the increase in capital-market
issues, In the United Kingdom the savings of companies exceeded thelr
domestic investments by almost £400 million. The fact that capital issues
increased -despite this excess, which was larger than in 1958, can hardly be
fully accounted for by the virtual removal of restrictions on new issues by
domesttc borrowers; the reason must be sought either in an increase in
foreign investments or in the uneven distribution of these savings in com-
parison with investments between companies.

There is, however, some uniformity between the countries in the relative
shift from bonds to shares. In all countries except Belgium, France and
Norway share issues accounted for a larger percentage of the total than in
the previous year. In the case of the Netherlands, where the issue of shares
by the Royal Duich Petroleum Company in 1958 distorts the picture for
that year, the comparison should be made with 1957, when the percentage
of shares in the total was 13.5, as against 36 in 1959. The shift towards
shares was undoubtedly caused by the extraordinary rise in their prices. In
all countries for which statistics are available the rise in share prices was
such that the average yield on shares was lower than that on industrial
bonds — a situation which had already existed in some countries in 1958,

The rise in share prices in 1953 and 1959 is perhaps best thrown into
relief by a comparison with their rise in the United States during the famous
speculative period of the 1920s, which

Share prices. ended in September 1929: In the

Countrles De::gﬁ'a%er DeLg?ngt;er ﬁgﬁc?, two years from Septgmber 1927 to
indexr December 1957 =706 September 1929 the index of stock
France . . . . . o6 140 130 prices went up by 76 per cent. It
Germany . . . .| 151 259 267 must, however, be added that today
Maly ... ... 116 188 192 purchases of shares are financed much
Netherlands. . . | 142 203 200 less by short-term credit than they
Sweden. - - - - 18 16¢ 150 were then, so that from this point of
Switzerland . . . 120 156 154 . . . k . is 1
United Kingdom . | 128 189 181 view a rise m stock prices 1s less
Unlted States . .| 132 146 136 dangerous” nowadays. Several factors

contributed to the rise in 1958-59. On
the supply side, the amount of new matertal coming onto the stock exchange has
been small for a number of years. (In the United States, for instance, the volume
of share issues, amounting to $1.9 milliard in 1958 and $2.5 milliard in 1959,
~ compares with a total issue of $3 milliard in 1928 and one of no less than
$6 milliard in 1929 — figures which, in view of the change in the price
level, need to be almost doubled for comparison with present-day figures.)
On the demand side, the ever-increasing popularity of investment trusts
brought into the share market funds which, since they came from lower-income
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groups, had previously been held in other forms; and an exaggerated fear
of further inflation, which induced a preference for shares, made its own
contribution to the rise in the stock market, The setback which occurred
in some of the principal markets in the first quarter of 1960 was undoubtedly
a necessary and healthy adjustment.

* *
*

The upswing in economic activity produced a tendency towards a
general rise in the price level, which, however, has not vyet reached dis-
quieting dimensions. Whereas in 1957 and 1958 wholesale prices had actually
fallen in many countries (see tables in Chapter IV), in 1959 the minus signs
disappeared and were replaced by plus signs (except in the case of Ireland, Spain
and the United States, where increases were followed by small declines). In
most countries, however, the increase was very moderate, the chief exception
being France, where, as.a result of the measures adopted at the end
of 1958, which raised the cost of imports and at the same time abolished
a number of price-reducing devices, the wholesale-price level rose by
7.4 per cent. Consumer prices also went up in 1959 in most of the countries
included in the table, the exceptions being Iceland, Ireland, Switzerland and
the United Kingdom, But in the majority of cases the rise was smaller than
in 1958. In three cases where this was not so the larger increase was due
either to an exceptional rise in food prices (Germany and the Netherlands)
or to a further raising of controlled rents (Italy).

Nominal hourly wage rates and earnings also rose less in 1959 than
they had in 1958, although 1959 was a boom year and 1958 a vyear of

Prices and wages
{percentage changes).

acceRTLT : . .
- Wholesale prices Consumer prices Earnings
151 guarlar 1060 -1 o +10 =10 0 +10
- . . . .
" B e
France [T
u MWH. Wage raky
ey ]
Germany DI
e
ltaly 1

Netherlands

Sweden

Jrsti-viac
i
i
o
jm
Swilzerland ’m
[1]

-
B

=]
[}

]
United Kingdom
[+
Unifed States F E @
werage 10 I T S TR T P S T




relative stagnation. Among the few exceptions is Germany, where hourly
earnings rose more than in the previous year, although, as in other countries, -
hourly wage rates increased less. The reason 1is quite clearly that the
shortening of the working week raised the component of overtime pay in
hourly earnings and that the shortage of labour aggravated what is nowadays
called the ““wage drift”; in other words, competition among employers caused
them to increase the differential between the wages actually paid and the
rates negotiated.

The fact that in 1959 there was a smaller wage increase than in 1958
in spite of the development of boom conditions may be attributed to two
main factors. One of these was the relative stability of the cost-of-living index
in 1958 in most countries, which interrupted the price-wage spiral, since
there was no need for cost-of-living adjustments to wage rates. A second
reason may be — although one cannot be emphatic on this point — that
the relatively high level of unemployment in 1958 was responsible for the
moderation of the claims put forward in wage negotiations in 1959 in the majority
of countries. Every boom in the past has been accompanied by a certain rise in
the general price level; the present one is no exception. From this point of
view the moderate price rise that occurred in 1959 and the first quarter
of 1960 should not cause undue alarm for the time being, These days,
however, the price rises which take place in boom periods have one feature
which was not to be found in pre-war years and which makes them
much more dangerous than they used to be: increases in the general price
level are now never reversed to any substantial extent, even if recessions
develop. If they are not prevented, therefore, the picture that will present
itself in the longer run — as it has done in the recent past — will be one
of rising prices during booms with, at best, stable prices in periods of
stagnation, instead of falling prices as In earlier times; and the general trend
of the price level will be upwards. Thus, whereas the authorities could
formerly view rises in the price level in periods of boom with some
equanimity, knowing that they would be reversed again, they are now under
a much greater compulsion to fight them from the beginning of a developing
boom in order to prevent the price level from rising in the longer run.

The reasons for the irreversibility of the price movement which is
characteristic of periods of stagnation in the post-war years are to be found,
on the one hand, in the inflexibility of the general wage level, as far as
downward adjustinents are concerned, and, on the other hand, in the
fact that industrial concerns in a monopolistic or quasi-monopolistic position
do not lower their prices in the face of declining demand; that is to
say, in general terms, the cause is the prevalence of monopoly in the
markets both for labour and for goods. This is not to say that the prices of
individual products never fall nowadays; but, if they do, it 153 as a result
of cost reductions due to technical innovations and the consequent rise
in productivity per man and hardly ever as a result of declining demand.

- While the fight against inflation in. periods of upswing has thus be-
come more important than mn the past, it has also become more difficult,



It is now generally recognised that in the post-war years two new causes
of inflation have been added to the old familiar one of excessive overall
demand originating in the private and/or public sector. The first is an autono-
mous wage push beyond the increase in average productivity; and the second
is the concentration of demand in one sector, for instance that of capital
goods, which may induce a wage rise in that particular sector which
will then spread to others and may also occasion a rise in the price of
such materials as steel, so that, owing to higher costs, prices wil be raised
in these other sectors, too, even though the demand for their products has
not increased — a possibility which has been rightly stressed in some of
the publications of the Joint Economic Committee of the U.8, Congress.

Unless the economic system is so liquid to begin with that investments
can be financed by drawing on the surplus of liqud funds, monetary
policy is quite capable of coping with an over-rapid rise in total demand
originating in the private sector as a result of an excess of investment
over savings., Lhis is indeed the ‘‘classical” - situation 1n which mone-
tary policy works satisfactorily; it is the situation with which the older
standard works on monetary policy were exclusively concerned. The task of
the central banks is already made much more difficult if public bodies,
through excessive expenditure, for example on investment, contribute sub-
stantially to the inflationary process, since under these conditions the central
banks, if they want to damp down the boom and the resultant price nse,
are forced to pursue a much more restrictive policy than would otherwise be
necessary., Budgetary policy must be co-ordinated with monetary policy if
the latter is not to be overburdened.

But the most difficult sttuation for the monetary authorities is that in
which excessive wage claims are granted or wage and other cost Increases
originating 1n one sector, where the concentration of demand makes them
bearable, spread to other sectors in which they lead to price increases.
Budgetary or monetary policy can then hardly be expected to prevent a rise
in the general price level without affecting the level of employment; and
even then the upward movement of prices may not be checked, as the last
recession in the United States demonstrated. This, again, 1s the consequence
of the strength of monopolistic forces in the modern economy, which, as
experience has shown, tend to bring about price increases, irrespective of the
level of demand, when costs per unit of output rise. In present-day circum-
stances restraint in wage claims, keeping them within the compass of the rise
in average producttvity, and restrant in price policy by business, which
would be best guaranteed by a greater degree of domestic and foreign
competition, are among the most important conditions for the maintenance
of a stable price level. This being so, it would be naive to expect the
monetary authorities alone to achieve price stability with the instruments at
their disposal. Budgetary and monetary policy, wage policy and the price
policy of enterprises have to move in harmony if inflationary tendencies are to
be kept in check. The new wage claims announced for 1960 and the invest-
ment policies pursued in some countries by public bodies are unfortunately
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such that there is reason to fear that the price stability which prevailed m
Europe in 1958, and still to a certain extent in 1959, will again be endangered.

* *
*

The upsurge in economic activity in the countries of the industrialised
West brought with it an iIncrease of 5.5 per cent. in world trade turnover
(excluding trade between the eastern countries}). As, owing to the lower freight
content of import figures, world trade declined by 6 per cent. in 1958, it has not
vet returned to its 1957 level. But exports alone were greater in 1959 than
in 1957. The trade of the industrialised countries of the West with each’
other and with the rest of the world rose more than the average, viz. by
7.6 per cent.,, which is slightly above the increase in the trade of Europe
and North America, each considered separately, while the trade of non-
industrialised countries increased by only 0.7 per cent.

Turnover of world trade,

Value in milliards of current U.S. dollars.
Valome at 1928 prices.
250 50
m@ ) Excluding kada babween te counlries
oi ihe Chinepe-Soviel area

200

200

150 150

100

109

AN,
e ]

v,,,
7

e

i

Wt

%
<

s

o AP A S

i

L,

A

50

e e

I 2 2N
i

L
A
s

PNERERRNS

254 T - 250
World trade prices. l "
200 Index: 1928 =100 PN A 2
+ N
150 ‘\ 4 150
3 1928 = 100

100 __'--I-'_“'--\

- g P
e e s g ¥ i N 0

50—'—|—=-""'-"—- ——
0Ll_|_|_l[|||||||||[1|||l_|_|_|1l|||| N O A Y I I I T T I | pila

1880 1883 830 185 LU < i Mo B 1825 Y M5 e M0 255 BE  MES
P 2678 .

The most remarkable development in this general pattern is, however,
shown by the trade of the six E.E.C. countries with one another; this grew
by no less than 1g per cent., while their exports to the rest of the world
rose by 7.5 per cent. and their imports actually declined somewhat. While special
non-recurting factors — such as the devaluation of the French franc —
influenced this result, these are not suffictent to explain the very large
increase in trade between the Six. Nor can the reason lie in discrimination
by the Six against outside countries, which was negligible in 1959. It must
be assumed that exporters, in anticipation of the reduction in customs tariffs
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scheduled for 1960 and later, have actively explored the possibilities of the
neighbouring markets within the Community and have intensified their
contacts with customers in these markets. The creation of the Common
Market has clearly begun to affect the channels of trade within Europe,
although discrimination has played practically no réle vyet.

The international. trade of the eastern countries is still far below the
level reached by comparable countries in the West but is developing a good
deal faster. In 1959 Soviet trade turnover, at $10.5 milliard, was only equal
to one-third of that of the United States or one-half of that of the United
Kingdom, while it was roughly the same as that of France. Eastern Germany
and’ Czechoslovakia had caught up with Switzerland. in 1959, but Poland
and Hungary were still considerably behind that country. The rate of growth
of trade, however, was much higher in the eastern countries than in the
West, In 1959 Poland increased its trade by 12 per cent., Czechoslovakia
and eastern Germany by about 15 per cent., Hungary by 19 per cent.,
the U.S.SR. by 22 per cent. and Bulgaria by as much as 42 per cent. In
the case of three countries precise figures are available for transactions
within the eastern bloc and with the rest of the world. The share of the
West in the trade of Czechoslovakia, Hungary and Poland was 29 per cent.,
33 per cent. and 38 per cent. respectively and had fallen only very slightly

compared with 1958, so that Fast-West trade — at least in the case of
these three countries — progressed at practically the same rate as that with
the rest of the eastern bloc,
' # *

#*

In the international fAnancial field two problems dominated discussions in
1959: the first was the deficit in the balance of payments of the United States,
and the second — which arose only towards the end of the year in some
countries and even then not yet in a serious form — was the conflict
between the exigencies of domestic monetary policy and balance-of-payments
considerations.

The gold and short-term dollar holdings of countries other than the
United States and of international financial institutions rose in 1959 by
$5.1 milliard, or, if foreign-held government bonds and notes are included,
by $5.7 milliard (both figures exclude the gold reserves of the U.S.SR,,
other eastern European countries and mainland China but include their dollar
holdings). This increase was the largest in any post-war year. More than
half the total increase of $5.1 milliard in short-term dollar and gold holdings
was absorbed by the International Monetary Fund as a result of debt
repayments to it and of the new subscriptions by member countries.

Western Europe alone, owing to 1its balance-of-payments surplus, gained
$1.6 milliard — considerably less than in 1958 but still substantially more
than in previous years. The growth in Europe's gold and short-term dollar
reserves would have been much Jarger had it not been for the above-
mentioned new subscriptions to the International Monetary Fund and the
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repayment of debts by France to the Fund, by the United Kingdom to-the
Fund and the Export-Import Bank and by Germany — in the form of the
advance repayment of foreign aid — to the U.S ' Government, these
transactions having amounted altogether to $1.3 milliard. '

It is worth noting that a double shift has occurred in the form taken by
the increase in the short-term dollar and gold reserves of the rest of the world.
Whereas in 1958 dollars accounted for 24 per cent. of the total increase,
in 1959 they accounted for 63 per cent.; and whereas in 1958 the rise in
dollar deposits was larger than that in total dollar holdings, in 1959 the re-
verse was the case, the increase in holdings of Treasury and commercial bills
having been greater than the total addition to dollar holdings. Both shifts
were at least partly due to the same cause: the high rate for Treasury and
commercial bills in New York in 1959. : -

"World gold and short-term dollar haldings.

End of End of Changes duting
Areas and countries 1958 : 1959 1058 . 1955

In millions of U.5. dollars

Western Europe® . . . . . . 21,321 23,022 + 3,888 ° + 1,601
of which ' :
France . . ., ... .. 1,282 © 1,945 + 347 + 663
Germany . . . ... .. 4,394 4,624 + 205 + 230
Maly. . . .. ...... 2,207 3,118 + 678 + 911
Urited Kingdom , . . , . 3,723 3,471 + 848 — 252
Other countries (excluding the . :
United States) , . . .. .. |- 11,242 12,024 + 310 + 782
International institutions . . . 2,876 5,568 + 172 + 2,689
Total. ... .. 35,439 ag.511 + 4177 | -+ BoT2
US.goldstock . . . ., .. 20,582 19,207 — 2,275 — 1,075

* Including dependencies.

In order to estimate the contribution made by the U.S. balance-of-
payments deficit to the increase of $5.7 milliard in the gold and dollar
holdings of the rest of the world, the United States’ gold and dollar sub-
scriptions to the LM.F. and the accretion to the gold stock from new gold
production and. other sources — mainly Russian sales — have to be deducted.
U.S. subscriptions to- the Fund and “new”- gold amounted to about $z.2
milliard, leaving, for the net transfer of gold and dollars by the United
States to the rest of the world, the sum of $3.5 milliard; the U.S. balance-
of-payments statistics put the deficit at $3.7 milliard, the difference being
due to the exclusion from the first figure of changes in the liabilities of
non-financial businesses and certain U.S. Government agencies, -

The overall deficit in the U.S. balance of payments was the result of
deficits on both current and capital account. Imports of goods and services
‘exceeded exports by $0.¢9 milliard, whereas in 1958 there had been a surplus
of exports over imports of $1.5 milliard, The outflow of - capital and of



government grants was smaller than it had been the vyear before, while the
capital inflow was greater, with the result that there was a net outflow of
only $2.8 milliard, against one of $4.0 milliard in 1958. But since there
was also an outflow of funds on current account in 1959 instead of a sub-
stantial inflow, as in 1958, the overall deficit increased from $3.4 milliard
in 1958 to $3.7 milliard in r959. The deterioration which took place in the
current balance of payments in 1958 and 1959 was largely attributable in the
earlier year to a decline in merchandise exports, whereas in 1959 it was
exclusively due to an increase {of $2.4 milliard) in merchandise imports. The
largest import rises were in manufactured consumer goods {especially motor-
cars), In some raw materials and, mainly on account of the steel strike, in
steel,

Two different explanations are currently offered for the deterioration
in the U.S. trade balance. One reason given 1s as follows: in the post-war
years, before Europe had completely recovered its productive power, the
United States was the only source of supply for a large number of com-
modities urgently needed in Europe, while Europe, faced with an unsatisfied
home demand, had much less to offer to the United States. In those years
the United States did not out-price Europe; it out-produced Europe, and,
as a result, its balance of payments showed large surpluses paid for by
U.S. capital exports and grants — and occasionally also a loss of gold and
dollars on the part of Europe. As soon as Europe had got back on its feet,
however, the situation began to change. It became less dependent on U.S.
supplies, while at the same time it was able to become more active in
foreign markets; inevitably, therefore, its balance of payments improved, and
this enabled 1t to build up its foreign exchange reserves — a desirable and
necessary process.

This notion certainly provides a large part of the explanation for the
recent tendency of the U.S, balance of payments to deteriorate, but, apart
from the fact that it is somewhat arbitrary to put the date of Europe’s recovery of
productive power (which enabled it to become more independent of the United
States) as late as 1958, it does not account very well for the events of 1959,
when the United States’ exports remained at their 1958 level, while its
imports, mainly from Europe, substantially increased in spite of rising home
demand in the European countries. It seems that there must be something
more behind this problem than can be explained by structural changes alone.

The second explanation is based on the declining competitiveness of
the US. economy and is one which it is very hard, if not impossible,
to support with statistical evidence, unless the increase in European exports
to the United States and the decrease in the latter’s share in exports to
third countries are taken as sufficient proof of a relative dechne in U.S,
competitiveness. Without entering into this complicated problem in detail at
‘this juncture (for further comments see Chapter 1I}, it may suffice to say
that there Is no justification for asserting that U.S. competitiveness has
declined all along the line but that there 1s some ground for thinking
that in certain branches of production, such as motor-cars, electrical equipment,



steel and some types of machinery, European industry can offer better terms
than U.S8. industry. But there is as little reason today for assuming from
the deficit in the U.S. balance of payments in the past two vears that there
is likely to be a chronic dollar abundance as there was in earlier years for
drawing from the surplus in the U, balance conclusions regarding the.
prospect of a chronic dollar shortage. In fact, the U.S, balance of payments
showed distinct signs of improvement in the last quarter of 1959 and the
first quarter of 1960,

At present the aggregate short-term dollar holdings of foreign countries
(excluding those of the I.M.F.) are not much less than the total gold stock
of the United States, and the time may not be far off when they will exceed
it — a situation in which, mutatis mutandis, the United Kingdom has found
itself for a long period. The alarm felt on this score In some quarters is,
however, quite unfounded as long as foreign owners of dollars are not
tempted to change them into gold in large quantities. Such action might
result from the prospect of a change in the gold price, but official U.S.
circles have always declared this to be out of the question and this possibility
can therefore be excluded here. It can, however, also happen that owing to a
change in the international interest-rate structure — causing short-term rates
to be substantially higher in Europe than in the United States — foreign
commetcial banks may withdraw their dollar holdings and sell them to their
central banks against domestic currency, while the central banks, -either
under their statutes or because they customarily keep a certain balance
between their gold and dollar holdings, take the addition to their reserves
wholly or partly in gold, with the result that the U.S. gold stock may decline
below what is considered to be a safe level. To prevent such happenings,
large interest-rate differentials between the United States and Europe should
be avoided in the future. This is just one example of the conflict mentioned
at the beginning of this section between the exigencies of domestic monetary
policy and balance-of-payments considerations,

This conflict between intended internal and unintended external effects
of interest-rate policy was already observable in some countries, on a small
scale, in the period under review. The best example is perhaps afforded by
Germany in the last quarter of 1959. The Bundesbank raised its discount
rate on 4th September from 23 to 3 per cent. and again on 23rd October
to 4 per cent. Its declared infention was to slow down domestic credit
expansion. The Bundesbank was well aware that the last increase in the
discount rate might lead to a repatriation of foreign holdings by commercial
banks and to a fresh inflow of foreign-held short-term money, an effect
which was contrary to its intention, since it was not in its interests to
accumulate foreign exchange again — not only because this would be bound
to attract criticism from abroad but also because such an inflow of foreign
money would make the banking system more liquid just when the central
bank’s efforts were being directed towards reducing this liquidity. Indeed,
in November and December the commercial banks sold foreign exchange to
the tune of DM 736 million to the Bundesbank (window-dressing may have



played its part in this), and the amount of foreign money flowing into the
commercial banks rose by DM 570 million — two factors which accounted
for the greater part of the increase of DM 1.6 milliard in the dollar holdings
of the Bundesbank in these two months, This episode was soon terminated,
mainly because interest rates began to rise in other countries too. But it is
interesting to note that the severe restrictive measures adopted in February
1960 did not include a further raising of the discount rate because, as the
Bundesbank expressly stated, it did not want to give a new incentive for
the further repatriation of German funds from abroad or for a fresh inflow
of foreign funds. Restrictive measures are, however, bound to influence the
level of market interest rates. At all events, domestic developments in the
spring were such that the Bundesbank found it necessary to increase the
rate to 5 per cent. at the beginning of June 1g60.

- The decimion as to whether the domestic alms of monetary policy
should have priority over balance-of-payments considerations is never an easy
one; in countries which depend relatively little on foreign trade the exigencies
of the domestic economic situation generally predominate over the international
requirements of monetary policy whenever the two are in conflict, while in
countries where foreign trade is large in relation to the gross national
product balance-of-payments considerations play a more prominent rdle. It
is significant that Belgium raised its discount rate at the end of 1959 not
with a view to checking domestic demand but in order to stem the outflow
of short-term money. In any case, once convertibility had been introduced,
it clearly became of much greater importance that the national economies
should move in step In order to minimise the chances of such conflicts
arising; the need for international co-operation in this field has thus become
more urgent than it was before.

In the first quarter of 1960 business men and economists viewed the
economic outlook for the rest of the year, generally speaking, with optimism,
The fixed-investment expenditure planned by private industry and the official
forecasts of such expenditure made early in 1960 revealed considerably higher
rates of increase than those actually achieved in 1959. In the case of the
United States the figures in the table represent anticipated investment as
reported by business men to the Office of Business Economics and the
Securities and Exchange Commission; in the case of the United Kingdom they

' are based on data given to the Board of

Anticipated fixed investment Trade by a representative sample of com-
expenditure for 1960. panies; the figure for the Netherlands
Percentage Increase is taken from the Central Fconomic

countrles oversciesi™ | Plan for ro6o and, similarly, that for
Belgium .+ . . .. 102 Sweden 13 frox;n the national budget‘for
Feance o« oo _ 65 that year, while the figure for Belgium
Netherlands . . . . .. 140 reflects a forecast by the O.E.E.C. and
Sweden . . ... .. 12.8 that for France a prediction included
United Kingdom. . - . 16.0 in the provisional accounts of the nation
United States . , . . . 14.0 '

for 1950,




Such estimates of the gross national product as are available also put
the 1960 levels above those achieved in 1959, the increases expected being:
Belgium 3.5 per cent., France 5 per cent., the Netherlands 8 per cent. and
Sweden 4 per cent. In the United States manufacturers looked forward in their
estimates to an 8 per cent. increase in sales in 1960 and traders to one of
5 per cent. The estimated figure for the increase in the gross national product
in 1960 over 1959 would be roughly achieved if the level of production
reached in the first quarter of 1960 were maintained. Figures of this kind
cannot, of course, be taken at their face value, for in the past planned
investment expenditure has often been revised and forecasts have gone wrong.
They are, however, evidence of the optimistic attitude of the bustness
community and the public authorities early in 1960, an attitude which in itself
will do much to influence economic development in the very near future.

Nevertheless, the figures are probably on the high side. There were,
of course, factors present early in 1960 which were very favourable to
investment and which account for the optimistic investment plans. Among
these, mention may be made, in particular, of the unusually high level of
profits in 1959, which is likely to have increased the propensity to invest;
the expectations that similar profits will be made 1n 1960, thus providing
large internal funds for self-financing; and finally the strong liquid position
which companies had built up by the beginning of 1960 (see Chapter III).
Wage increases may, however, cut into profits, thus reducing the funds
available for self-financing; moreover, higher interest rates — at least in the
European countries — and the increasing difficulty of obtaining bank ecredit
(both - resulting from the restrictive monetary policy that most European
countries embarked upon towards the end of 1959) may cause business firms
to reduce their planned investment to below the level anticipated early in
1960. Enough will, however, surely remain to stimulate effective demand
from the investment side. And a second stimulus is likely to come from
consumption, inasmuch as the wage increases to be expected during 1960 will
cause consumption expenditure to rise.

If increased outlays for investment and consumption are not to cause
inflationary price rises, they must be prevented from exceeding the expan-
sionary potential that was still left on the supply side after the upswing in
1959. The fear that investment and consumption expenditure may overshoot
this mark in 1960 began to influence monetary policy in most European
countries towards the end of 1950 and that in the United States much
eatlier, and it also affected budgetary policy for the fiscal year 1960 in quite
a number of countries where budgetary planning was rather conservative.
The restrictive measures were, on the whole, taken somewhat earlier this
time than in previous upswings, and this may lead to a smoother upward
movement of the economies and reduce the extent of a possible setback later.



II. The Formation and Use of the National Product.

In last year's Annual Report the view was expressed that the
retardation of economic expansion in western Europe in 1958 reflected
influences of both a cychical and a structural nature. The rapid advance in
1959, which has continued so far into the current year, somewhat surpassed
the expectations based on this view. In the course of their advance the
western European economies seem to have taken up the slack which had
developed during the 1958 pause and also to have reaped the fruits of the
additional productive capacity created in the investment boom of 1955-57.

The way in which, since 1957, the production curve has crept up
towards the investment curve is shown by the graph on the next page.
As a result of the sharp rebound of praduction, the out-turn for the years
195660 will prove substantially more favourable than the O.E.E.C. forecast,
made in 1956, of a 3.2 per cent. annual growth in the gross national product.
The rate of growth for the O.E.E.C. member countries combined, which was
5.5 per cent. in the two years 1954-55, approached 3% per cent. in the
three-year period 1956-58 and rose to 4 per cent. in 1959,

The rate of growth over the last decade has been considerably faster
in the area which now forms the European Economic Community than in
the rest of the O.E.E.C. area, although within the two areas there have
been sharp differences from country to country — for example, in Austria
expansion has been three times as rapid as in Belgium. During 1959, however,
as a result of the marked revival of activity in the United Kingdom and

Gross national product: Annual rate of expansion.

In current values In real terms
Countries
1949-52 1954-58 1949-33 1954-58
in percentages

Belgium . . . . . .. .. 5.4 4.9 3.7 2.6
France , « . v o oo v o s 16.5 9.6 6.6 4.8
Germany « . . - .+ . . . s 14.1* @.3 11.4% &8.B
ftaly .. ......... 9.6 7.3 6.2 5.3
Netherfands . . . . . . . 9.8 8.5 4.1 4.8
Austria, . . ... ..., 218 10.3 e.e 71
Denmatk . . . . . ... . 8.7 5.3 3.7 2.3
NOrWaY. - « « 2 o v v o s 10.5 7.0 4.6 3.2
Sweden . . ... ..., 9.1 6.7 3.2 3.4
Switzerland . . . . ., . : 4.6 5.1 3.4 4.7
United Kingdom . . . . . 7.3 6.1 2.8 2.2
G.E.E.C. membar countries

combined . .. .. .. 111 8.1 5.7 4.3
United States . . . . . . . 71 2.9 4.7 1.6

L

* 1850-53.
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Scandinavia and of the adjustment of the French economy to a healthier
monetary climate, the two areas almost fell into step with one another. In
relation to pre-war levels of activity, the E.E.C. countries, which, taken as a
whole, suffered more severely from war devastation, have completed their
catching-up process and secured a lead over the other group.

Economic expansion has been promoted since the war by the maintenance
of high levels of demand — a condition related in the early post-war years
to the pressure of reconstruction needs combined with a legacy of excess
hiquidity and the implementation throughout the period of high-employment
policies. The balance-of-payments effects of such high levels of domestic
demand . have been offset by the large flow of dollars resulting from U.S.
investment and government expenditure abroad, together with the gradual
but substantial reduction in U.S. tariffs. The exceptions to the high level of
employment have been of both a cyclical and a structural nature. Cyclical
fluctuations have been mainly caused by the undulating movements of
investment -in fixed assets and stocks, They have at times been aggravated
by war scares and other changes in the political climate, which have super-
imposed upon them the effects of changes in defence expenditure. The two
main structural exceptions have been in declining industries and under-
developed regions. The movement of labour away from coal-mining, the
textile industries and agriculture, as well as from the over-populated areas
in southern Europe, has not been sufficient to eliminate structural unemploy-
ment, There are stlll pockets of workers in the middle and higher age-
groups who lack the mobility and the skills required to enable them to be
drawn into gainful employment.

With the level of demand so high, inflation has been a constant menace.
At the moment the western Furopean economies have once again almost
reached the limits of their capacity, and the need to restrain the volume of
demand by government and central-bank action is generally recognised.
The state of the labour market, the new investment wave and the lengthening
of order books are all indicators of impending strain. But the pressure on
resources has not had any markedly adverse effects on balances of payments
or on prices (the price increase which occurred in several countries in the
second half of 1959 and the beginning of the current year having been
largely confined to food and certain regulated prices). The conclusion therefore
seems warranted that western Europe has improved upon all its previous
efforts to reconcile the attainment of high levels of employment with monetary
stability and external solvency.

In the case of the United States the problem of the compatibility of these
goals has in recent experience proved somewhat more difficult to solve and is the
central theme of public discussion of economic policy aims. A thorough
analysis of its many facets has recently been made by the Joint Economic
Committee of Congress. The emphasis in this analysis is on the downward
inflexibility of prices and wages, which imparts an upward bias to their
movement. The speed of the upward trend is related to shifts and cyclical
movements in the pattern of demand, which cause general or sectoral upward



pressures on the wage-price level, and also to the exercise of market power
on the part of business and labour, which has been particularly strong in the
steel and motor-car industries. Changes In the volume of certain items of
government demand are also shown to have played an important part in
generating instability and consequently inflation. It is maintained that the
instability of demand levels, together with the attempt by the monetary
authorities to counteract the forces making for inflation, has caused under-
utilisation of labour and capital and retarded growth. A different “policy mix’’
is advocated under which the burden of restraining demand would be shifted
to some extent from monetary to fiscal policy and the market power of
economic groups would be combated through legislation and freer imports.
Whatever the merits of this analysis as a description of the position in the
United States, it would appear that the agents of inflatton on which it lays
stress have not been as active in western Europe. The description of develop-
ments in the formation and use of the national product may bring to light
some of the contrasting features in the experience of the two areas. The
treatment of western Europe as a unit has been Inspired by two considera-
tions. In the first place, as a result of the co-ordination of certain aspects of
economic policy by the O.E.E.C. and the expansion of intra-European trade,
cyclical fluctuations have tended to spread beyond national borders. Secondly,
in the US. economy, owing to its larger size, there is more room for
fluctuations to be averaged out between regions than in any individual
western European country.

As regards the uses of the national product, the position of western
Europe as a whole vis-a-vis the United States is characterised by a higher
rate of domestic investment and exports and a lower rate of defence expendi-
ture. The level of interest rates during the last decade seems to indicate that
the low investment rate in the United States was not due to a lack of
investment funds for any protracted period. It may accordingly be argied
that there were perhaps fewer investment openings there than in western
Europe, since the expansion of capacity during the war years had been
greater and the introduction of new technologies faster. Moreover, some
potential domestic investment by U.S. industries producing for export markets
was replaced by investment abroad, aimed at using cheaper labour and
gaining easier entry to foreign markets.

It has been argued that defence requirements affected growth adversely
by reason not only of their size but also of their instability, fluctuations
in government demand for durable goods tending to lead to variation and
uncertainty in investment programumnes, phases of demand inflatton and a reduc-
tion, in the long run, in the utilisation of resources. Defence expenditure in
the United States advanced by leaps and bounds from $14.4 milliard in 1950
(5.0 per cent. of the national product) to $49.3 milliard in 1953 (13.4 per cent.)
but fell back to $40.2 milliard (10.1 per cent.) in 1955. As a propottion of
the gross national product, its movements in western Europe between the same
dates were from 4.8 to 6.2 and then to 5.0 per cent. of the national product
(or, in milliards of dollars, from 6.8 to 12.0 and 11.2), i.e. roughly one-sixth



of the size of the first and main American fluctuation (between 1950 and 1953}
and one-third of the size of the following one (between 1953 and 1955).
The post-sputnik wave of defence spending was also more pronounced in the
United States. These changes do not measure the full destabilising effects of
procurement action by the defence departments, since orders tend to be more
concenirated than disbursements. Moreover, waves of defence orders, in
addition. to their primary effects, tend to generate demand for specialised
production facilities and thus to accentuate fluctuations in the production
of durable goods and in expenditure on plant and equipment. These were,
in fact, much wider in the United States than in western Furope during
the period 1950-58. An additional factor contributing to such fluctuations was
the high variability of the demand for cars. In western Europe capacity in
the motor-car industry was generally utilised to the full. In the United
States, as car ownership is already so widespread that the expansion in
demand is bound to proceed more slowly, total demand has since the 1955
boom undergone considerable fluctuations and fallen short of capacity.
In addition, it has been affected by the increasing preference shown by
buyers for foreign-produced cars. The position was somewhat similar in the
case of domestic appliances and other consumer durables. The strength of
the new demand generated In western Europe by economic growth was such
as to impart stability to the expansion in total demand for such goods.
Total expenditure on consumer durables in the O.E.E.C. area increased smoothly
from $6.3 milliard in 1950 (4.5 per cent. of the national product) to $14.9
miliiard in 1958 (5.4 per cent.), with yearly advances of between $o.5 milliard
(1952) and $1.4 milliard (1955). In the case of the United States this expendi-
ture component proceeded in waves, expanding by more than $6 milliard
in one vyear (1955) and undergoing as many annual falls as rises. While
obvicusly automatically corvelated with the national product, it nevertheless
declined from 8.6 per cent. of the gross national product in 1950 to 6,6 per
cent. in 1952; it recovered to 8.1 per cent. in 1955 and fell back to
6.5 per cent. in 1958.

A reflection of the different cyclical sensitivity of the two areas is
to be found in the variability of the national product. In the case of the
United States the average deviation from the trend line works out, for
the years 1950 to 1958, at 2.6 per cent. if current prices are used for gross
national product values, or at 2.3 per cent. If constant prices are used. In
the case of western Europe the two ratios are 1.6 and 1.0 per cent, which
shows that the pauses of 1952-53 and 1958 were merely ripples in a constantly
expanding stream of income. In industrial production, however, France had
a higher variability than the rest of western Europe — a reminder of the cost
of allowing the inflationary movement to gather momentum and then having
from time to time suddenly to apply the brakes.

Investment was not the sole determinant of the different growth rates,
but it is more susceptible to policy influences than population movements
and easier to measure than technological factors. The importance of the
population factor is evidenced by a comparison of the growth rates, the



Investment, employment, prices and growth rates in various counftries.

Prices Gross national
Gross domestic Employment f
. b {gross national product
investment in manufacturing product deflatars) (in real terms)
Countries 1050-58 | 1959 [1981-88| 1989 [1851-58| 1959 |1951-88[ 1880
as a percentage
of gross national yearly rates of change, in percentages
product
Belgium . . . . ... .. 15.8 17.0 0.2 w7 2.6 1.2 2.8 1.5
France . . . . .+ . Vo 18.3 18.6 0.6 —2.3 6.8 7.2 4.4 2.1
Germany . . . . . . .. . 23.2 24.0 5.1 0.4 3.4 1.7 7.5 5.7
Haly . . . ... ... 20.6 21.3 2.1 2.4 2.8 —0.4 56 6.6
Metherlands . . . . . . . 23.9 24.5 1.4 1.9 a.7 1.2 4.6 5.2
Austria, . . . ... ... 22.8 22.3 2.2 —0.4 5.9 2.3 6.2 3.8
Denmark . . . . ... .. 18.8 19.1 0.5 5.1 3.7 4.8 2.3 4.6
Norway. . . . . . . e e 28.5 0.5 0.0 4.5 1.4 4.0 a.e
Sweden . .. .. .. .. 20.9 20.2 —0A1 —0.6 5.5 4.9 2.8 4.6
United Kingdom . . . . . 152 15.7 0.6 3.0 4.8 0.5 2.4 3.2
United States . . . . . . . 17.5 7.9 0.4 4.4 2.7 1.6 2.9 8.8
dapan . . - . . . .4 278 30.0 4.5 8.0 4.4 1.7 7.6 13.0
E.E.C, countrles . . . ., . 20.4 . ' . 4.5 . 5.4 (4.1}
Other O.E.E.C. countries . 17.1 . . . 5.0 . 2.8 (4.0)
QE.E.C. countries . . . . 12.0 . . . 4.7 . 4.3 {4.0)

investment rates and the expansion in the labour force in a number of
industrially developed countries during the 1950s. The hypothetical growth
line computed from the figures for investment and employment corresponds
very closely to the actual growth rates. Significant deviations are to be found
only in the case of Norway and the Netherlands, where the actual growth
was substantially below what might have been expected. This below-average
productivity of investment seems to be attributable to the pattern of invest-
ment and changes in factor proportions. In Norway a large part of total
investment was directed to branches where the capital/output ratio is high —
house-building, power supply, transportation and basic metals production.
Moreover, the stagnation in the labour force in manufacturing adversely
affected the efficiency of the factor combination, since, in the absence of
technological changes, additional inputs of capital alone tend to decrease the
capitalfoutput ratio. In the Netherlands a large proportion of investment was
in housing and other types of building work, land reclamation and stocks.

The highest rates of expansion were associated with masstve transfers of
manpower to manufacturing. Between 1950 and 1959 employment in manufac-
turing expanded by roughly so per cent. in Japan and Germany and by
20 per cent. in Italy and Austria. In these same countries the contraction
of employment in agriculture was also largest. Between 1950 and 19358 agri-
cultural employment decreased by some r.2 million units (23 per cent.) in
Germany, by almost 2 million (10 per cent.) in Japan and by 600,000 (9 per
cent.) in Italy. In Austria total employment in agriculture decreased by
6 per cent. and the number of insured farm employees by nearly 30 per cent.
In contrast to the transfer of labour from low to high-productivity sectors
characteristic of most western European countries and Japan, the United
States experienced a relative expansion in sectors marked by low or slowly



increasing productivity, including government, finance, trade and other services,
Within manufacturing iiself a large shift occurred from production workers
to overhead employment (white-collar workers).

It seems worth while examining to what extent inter-country differences
in the rate of growth were related to the structure of industry. The
pattern of development of industrial activity in the 1950s is found to have
been similar over most of western Europe. Chemicals and engineering
expanded most. In a few countries (Italy, Norway, Sweden) steel and other
basic metals topped the list; in most others they also ranked high. In the
United States development during the 1950s was similar to that in Europe in
that chemicals and engineering were the most dynamic sectors; it was different
in that steel and other basic metals were among the least dynamic. However,
the differences in industrial structure, i.e. the different weights which the

Indexes of industrial production in typical sectors, .October 1959,

Metal :
Countries Chamicals aroducts Mining Textiles

index: 1950 = 100

France. « . « ..\ . . 263 216 173 1186
Gefmany . . ... . 291 318 140 177
Maly. . ........ a3z 231 267 145
United Kingdom . . . . 177 158 102 a7
United States . . . . . 165 189 111 107

most dynamic industries have in total industrial production in the vartous
countries, played only a minor rdle in determining the relative rates of overall
expansion. A comparison of the production indexes for the two most expansive
and two relatively declining industrial sectors in the three big continental
countries with the corresponding indexes for the United States shows clearly
that the recent relative advance of the former group was due to across-the-
board gains rather than to a more favourable pattern of industry.

The table on page 31 also shows the movement of prices in the various
countries. No clear relationship of this movement to growth is revealed
by an inspection of the figures or by statistical analysis. An attempt has
been made to investigate the existence of such a relationship by taking, for
the same years, a wider sample of countries, including non-industrialised ones.
The correlation between inflation and growth thus brought out 1s, if anything,
a negative one. It is the relationship between the movement of wages, on
the one hand, and the increase in productivity attainable by each country
with the supply of manpower, capital and technological skills available to i,
on the other hand, which will determine whether the target of full employ-
ment can be reached without- endangering the value of money. When the
basic factors make for high productivity increases, sustained growth is quite
compatible with stable or even declining prices. When wage Increases exceed
possible productivity increases, the full utilisation of resources may be incom-
patible with price stability, since the shifts from profits to wages may reduce
both the means and the incentives to invest.



In the light of what has been said above, the different price movements
in individual European countries are easily explained by the considerable differ-
ences in the relationship between wage and productivity changes. In countries
such as the United Kingdom and Sweden, with a strong labour movement, a
high degree of utilisation of human and capital resources at the start of the period
and an almost stationary population, inflation was sharper than in Germany and
Italy, where labour was less effectively organised, capacity utilisation was lower
and the labour supply expanded in consequence of natural and migratory popula-
tion movements, The experience of other countries, e.g. France and Austria,
does not fit entirely into this picture. It would appear that in their case the ex-
pansion which occurred was comnpatible with a lower rate of mflation than they
actually had. There were also in a few countries more aspects to the problem
of inflation than are covered by the above -approach in terms of supply
factors (i.e. manpower, savings and technology) and labour policies. In several
cases a role was played by excess liquidity, carried over into the late
1940s from the war vears and acting as a source of deferred inflation, and
by a preference for cheap-money policies. But the importance of these factors
decreased in the course of time owing to the gradual normalisation of
liquidity positions and a universal return to more active monetary control;
the approach in terms of the first-mentioned group of factors therefore seems
specially fitting to present-day conditions. In stressing the importance of the
relationship between wage and productivity increases for the problem of
inflation and growth, one should, however, never regard either of the two as being
unalterable and adopt the view that if the relationship is unfavourable inflation
must be accepted as the price of growth, since both factors can be influenced
by policy — a policy of flexible market-orientated allocation of resources, of
rewards for inventiveness and of promotion of efficiency through foreign and
domestic competition, combined with an educational effort aimed at bringing
wage negotiations more into line with basic economic realities.

#* #
*

In the case of the United States demand inflation, cost inflation and
monopoly power all seem to have played a significant réle in the price rise,
although their action was unevenly distributed among the different sectors of
production. The factors at work in each branch of activity are discernible in the
relative movements of prices, wages, profits and capacity utilisation. In terms both
of prices and of wages the capital-goods industries (mainly steel), together with
services, are found to have been inflation-leaders, more especially since 1953.
The motor-car industry was among the first to introduce automatic cost-of-
living allowances. The steel companies negotiated a large “‘package deal” in
1952. In the 1955-56 boom the two industries committed themselves in long-
term contracts to annual wage improverments, thus setting a pattern for other
sectors. The inflationary nature of such settlements was reflected in the price
movements that followed.

In western Europe the rise in the prices of coal, iron and steel was
sharper than in the United States during the Korea boom but it has been



more moderate since 1953. As shown in the table, the percentage changes
in steel prices from 1953 to 1959 were: + 42 per cent. in France, + 26 per
cent, in the United States, + 9 per cent. in Germany and Belgium, and
—10 per cent. mn Jtaly and the United Kingdom. Over the whole period
from 1950 to 1959 U.S. steel prices rose by 66 per cent., compared with
a rise of only 24 per cent. in the general price level (as expressed by the
gross national product deflator) and one of 16 per cent. in wholesale prices.

Stesl prices in relation to the general price level.

United United
items Belgium France Garmany Italy Kingdom States
Index: 1950 = 100
Wholesale prices: 1959 . . . . . . 109 161 124 105 132 116
Gross national product implicit price
index: 1958 . . . . . ... ... 122 168 129 124 145 124
Steel price index: 1983 , . . . . . 128 168 177 112 152 132
1959 . . .. .. 139 235* 193 i 138 168
U.5. dollars per long ton
Average prices of steel in 1959, . . 98.9 106.6 10%.9 139.6 117.9 129.0

* In dollars: 168,

For Belgium, France and Germany the relative position of the three
indexes is similar to that for the United States, but in the case of Belgium
and Germany most of the increase occurred before 1953, In France the
prices of basic, and largely exported, products, such as steel, were obviously
affected more immediately by the 1957-58 depreciations than the general run
of prices, but in terms of dollars the French price in 1959 was hitle above
that in 1953. In the United Kingdom steel lagged behind the general price
movement; in Italy, with the lowering of tariffs and the expansion of low-cost
capacity, steel prices have since the Korea boom been coming down towards
world levels and back to the 1950 level.

As a result of their slower advance since 1953, the prices of steel in the
main western European producing countries (except Italy) are substantially lower
than U.S. prices. At times, such as the present, when the western European steel
industry is working to capacity while the 1.8, industry 1s not, such a pronounced
price differential impedes the attainment, through internationa! trade, of greater
uniformity in rates of capacity utilisation. To a large extent the divergent country
trends in steel prices may be explained in terms of wage and productivity
changes. In the pattern of development since 1953, the United States and
{taly would seem to represent the two extremes. In the United States wages
in the steel industry increased by 31 per cent. between 1953 and 1958 (as
against 15 per cent. in manufacturing industry as a whole), while productivity
increased by only 5 per cent. (as against 11 per cent. in manufacturing
industry). In Italy productivity in the steel sector increased by 10c per cent.
from 1953 to 1959 (October), but wages by only 30 per cent, In the steel
industries of the remaining Furopean countries the relative changes in nominal
wages and productivity were also more favourable than in the United States.



Steel is an important cost component both for machinery and for durable
consumer goods, the price developments of which during the 1g50s were similar
to that for steel. Both for durable consumer goods and for machinery the
price increase in western Europe was between two and three times as great as
that in the United States from 1950 to 1953 but less than half as great after 1953.
Over the whole period prices of consumer durables in western Europe
increased less than food and clothing prices, and prices of machinery and
equipment less than construction costs. The reverse 1s true of the United
States. A tentative conclusion may be drawn from these comparisons. Produc-
tivity increases in the making of durable consumer goods, machinery and
equipment would seem to have been larger in western Europe and to have
been passed on to the purchasers to a greater extent in the form of ab-
solute or relative price reductions. On the other side, food prices (partly owing
to an expansion in distributors’ margins) inflated living costs to a greater degree
in western Europe than in the United States.

Increasing returns, associated with the swift expansion in demand, have
contributed to the favourable price trend for durables in Europe. An addi-
tional factor may be found in the pressure of foreign competition — an
influence that has been present for some years in western Europe but has
only recently come to play a significant réle in the United States. The share
of imports in national expenditure in the western Furopean countries, which
has always been much larger than in the United States, expanded further
during the 1g950s. The increase in the ratio of foreign trade to output was
especially marked in the engineering industry, which has itself been growing
rapidly. There has thus been an increasing integration of the western European
economies through trade in engineering products, which has been reflected in
growing specialisation, the falling-into-line of national price levels and the
swift propagation of economic fluctuations.

Price indexes, by expenditure groups.

Country
Expenditure groups or 1950 1968
area Index: 1853 = 100
Private consumption

Food . .. ........... United States. . . . a1 106
OEEC, .. .... =11 113
Clothing . . . . . ... ... .. United States . . . . o4 103
OQEEC. . ... .. a1 105
Durables ., . . ... ...... United States . . . . 296 : 107
QEEC., ... ... as 104

Grogs- fixed capital formation
Residential construction . . . . . United States . . . . 89 110
OEEC, ... ... 80 118
Other construction . . . . . .. United States . . . . 8% 117
OEEC. . ... .. 79 1186
Machinery and equipment . . . . Unlted States . . . . a0 120
OEEC, .. .... 719 109
Gross national product*. . . . United States . . . . 80 112
GEEC. . ..... 83 114

* tnclusive of jtems nol shown geparately, i.e. public consumption, changes in stocks and net exports.



Imports of machinery and transport equipment, expressed as a percentage of
the gross national product, increased as follows from 1950 to 1959 (January—June):
in the Netherlands, from 4.1 to 7.2; in Sweden, from 3.6 to 5.7; in Belgium,
from 2.8 to 5.5; in Switzerland, from 2.4 to 5.0; in Italy, from 1.0 to 1.4;
in Germany, from 0.2 to 1.2; in France, from 1.1 to 1.2; and in the United
Kingdom, from o.5 to 1.1. All these ratios for 1959 are three or more
times as great as that for machinery imports into the United States (0.3).
According to an analysis prepared by the National Institute of Economic
and Social Research in London, the share of imports in total capital expendi-
ture on machinery and transport equipment during 1958 was as much as
62 per cent, in the Netherlands, 55 per cent. in Belgium and 61 per cent.
in Sweden. It was 38 per cent. in Austria and 31 per cent. in Switzerland.
The rates for the four larger European countries clustered around 10 per cent.
The corresponding ratio for the United States was 3 per cent.

The main conclusion which can be drawn from this analysis of com-
parative developments in western Europe and the United States during the rgsos
is that stability in the development of demand — both overall and in its main
components — 1s conducive to growth. Fluctuations in government purchases,
due to political reasons, and changing consumer choices have acted as destabilising
factors, both directly and indirectly through their effects on investment demand
by business. While the extent of such fluctuations has been moderated by
compensatory fiscal policies and by the use of controls over sensitive items of
consumer demand, 1t 1s doubtful whether they can be fully eliminated, since
the improvement in policies is offset by the tendency of consumer choices to be
more unstable as they become further removed from the satisfaction of basic
needs.

Price stability is likely to reduce cyclical fluctuations in the most sensitive
components of demand. It is easier to keep demand to the path traced out
by the basic pattern of consumer preferences and by long-term development
needs with the aid of stable prices than it is under conditions of slow inflation —
and the assumption that the pace of inflation can be held steady is itself a doubtful
one. Again, therefore, the problem for the policy-makers is to work towards
the establishment of conditions that will render high levels of activity compatible
with stable prices. In western Europe such conditions were on the whole attained
during the past year, and with its economies working to capacity levels no change
of monetary climate could further increase for any length of time or to
any appreciable extent the flow of goods from them. In the United States
levels of activity are also high, and the solution to the problem of main-
taining them under conditions of price stability will probably be facilitated
by the newly-awakened realisation of the dangers of cost inflation and an
unbalanced payments situation, which is bound to affect, at all levels, decisions
bearing upon wage and price formation,

The foregoing analysis also sheds some light on factors of change in
the competitive position of western Europe and the United States. The gradual
rise in prices from 1953 to 1958, while still slightly faster in overall terms



m western Europe than in the United States, was nevertheless slower for
equipment and other durable goods, i.e. in a sector of vital importance to
the export trade and the one in which western European exports benefited most
from the graduval removal of the disadvantages of inadequate supplies and
finance. A sizable proportion of U.S. long-term capital exports is directed
to developed countries. Even assuming that the dollars supplied to under-
developed countries in the form of military aid, economic grants and capital
exports generate an equivalent American export surplus in relation to these
countries, there still remains for the United States the problem of balancing
its capital exports to developed countries, i.e. of attaining, in the teeth of
competition from the industries of these countries, an equivalent export surplus
in its transactions with them.

In 1959 price levels showed, almost everywhere, a marked degree of
stability. One of the main factors making for stability was the upswing
in labour productivity, which, by providing more room for wage increases,
made the problem of wage inflation less acute than usual. The direction
of demand and the associated pattern of industrial development during the
year did not diverge from the broad pattern for the past decade. A feature
common to the United States and western Furope was the expansion in
expenditure on residential construction. Steel and motor-cars continued to
be problem industries in the United States, while constituting 1n Europe
{together with chemicals) the most dynamic element in production and invest-
ment activity. There 1s even some danger that in the case of the motor-car
industry the present wave of investment may exceed what is needed to
meet the prospective expansion of demand, since road-building is not keeping
pace with the potential growth in traffic and every manufacturer apparently
assumes that his share of the market is going to increase. In western Europe
other durable consumer goods industries, too, continued to have a favourable
effect on price and activity trends, owing to expanding mass production. They
can also be expected to give a strong impetus to aggregate demand in the future,
since {according to a survey by the National Institute of Economic and Social
Research in London) the stocks of such goods per head of the population in
western Europe are only, depending on the product in question, between one-
quarter and one-sixth as large as those of the United States.

The past year has, however, also been characterised by a marked
advance in the production of non-durables, with textiles, in particular, coming
out of the doldrums. The swing from consumer to capital goods, which is
characteristic of the upward phase of the cycle, is not brought out clearly
by the indexes of industrial production by main groups which are presented in
the following table. The largest expansion generally occurred in the group of
producer goods, which is intermediate between the other two, in that it
includes basic materials and semi-processed goods, such as chemicals, steel,
cement and ol products, which go into the making of both capital and



Industrial production.

1858 19569 1958 1959
Categoties
Countries of
toods averages December
Index: 1933 = 100

Beigium . . ... ... Producer goods . . . . . 124 128 118 132
Consumer goods . . , . ., 112 119 114 121

Denmark . . . . . . . . Capitalgoods . . , . . . 128 138 123 141
Consumer goods . . . . . 119 130 17 13

Frange . . . . . . . . . Metal products . . . . . . 166 178 177 201
Basic metals , ., , . . . . 158 158 156 181

Chemicals . . . ... .. 177 195 185 230

Textiles . . .. ... .. 117 107 1058 128

Germahy . . . . . . . . Investment goods., . . . . 177 1ot 184 218
Other producer goods. . . 153 172 148 180

Consymer goods . . . ., 137 146 134 157

Maly . . ........ Invesiment goods. . . . . 147 157 149 178
Producer geods . , . . . 1563 185 180 196

Consumer goads . ., . . . 128 141 129 153

Morway. . . . ... .. Capital goods., . . . . . . 129 1249 122 127
Consumer goods . . . , . 1189 126 121 127

Sweden . . .., . ... Capital goads. . . . . . . 114 118 119 132
Consumer goods . ., . . 113 117 120 132

United Kingdom . . ., .| Matal products . . _ . . . 123 132 129 142
Basic metals , , , . . . . 109 114 1] 121

Chemicale . , . ., ., . . 123 138 128 143

Textiles . . . ... ... 88 a0 T7 as

Food., ... ... ..., 112 115 111 118

consutmer goods, The pronounced expansion in this group reflects mainly
the growing importance of man-made matertals, as well as the boom in
motor-car production and building. The mformation available concerning order-
books and investment plans indicates that the swing towards capital goods
may become more marked during the current year. The search for sites, manpower
and transport facilittes for the new plants presents the authorities with both
a problem and an opportunity — the problem of reducing the soctal and
economic cost of congestion and the opportunity to relieve underemployment
and poverty in less-developed areas by directing industry to them.

The shift to investment is brought out more clearly by the national-
account figures. Investment demand, boosted and partly financed by increased
profit margins, and export demand came to the fore as the two most dynamic
components of total demand in 1959. Export demand has expanded greatly,
especially in trade between industrialised countries. Caution is necessary,
however, in assessing the réle of exports in the process of income-generation.
In so far as the expansion in exports is matched by additional imports, no
net addition to the income flow is created. In terms of income-generation,
the relevant factor is obviously the foreign balance. On the other hand, this
purely mechanistic approach should not be allowed to obscure the fact that
a balanced expansion in foreign trade is an Instrument of growth in more
basic ways — for instance, by allowing the capacity existing in manufacturing



countries to be applied to the processing of imported raw materials and by
promoting efficiency through competition and specialisation.

The review of developments in a number of countries which follows in this
chapter and the next brings out a common feature in the phase of
‘expansion without inflation” which characterised the past year in western
Europe. Expansion was reflected in lower unit costs for business and higher
revenues for the government. In fact, price-cost relationships and taxation
yields moved in such a way as to swell the income streams of the business
and government sectors more than proportionately to the growth of personal
income. The higher profits were largely kept in the stream of expenditure
through increased investment. The rise in revenues reduced the volume of
borrowing by the government, and even in cases where the government -
actually repaid debt to the banking system, the funds withdrawn from circu-
lation re-entered it owing to a readiness to borrow (sometimes induced by
falling interest rates) both on the part of the business sector itself and on
the part of the personal sector (for the purchase of houses and other durables),
and to the achievement of export surpluses.

* #*
*

The reasons why the utmost caution is called for in all statistical
comparisons in time and space are well known. They apply with particular
force when the data being compared relate to countries with different social,
political and economic structures and at different stages of development, as
is the case when the comparison is between the rates of growth of industrially
mature countries and those of countries at the “take-off” stage, or between
those of countries with western-type economies — notably the United States
and western Europe — on the one hand and those of eastern European
countries on the other. In the latter comparison a further complication arises
out of the difference in the methods of compilation of national income
estimates, which in eastern countries exclude the greater part of services.

Rates of growth in eastern Europe.

~ _ 1959-65
Countries 1949-53 1954-56 1957=-59 {plan)
annual averages, in percentages
Czechosiovakia . . . . 9.2 8.8 8.8 6.9
Eastern Germany. . . . 10.3* 8.6 8.0 6.8
Poland . .. ... .. 252 2.1 8.1 6.4
USSR, ... ... 14.1 11.8 7.7 7.2
Bulgarla. . . ... .. 11.4 4.0 4.1 .
Hungacy . . . . . . .. 11.9°2 552 .04 6.0
Rumania. . . . .. .. 18.5 4.2 1.3 .
Yugoslavia, . . . . .. 2.4 X 12.7 11.0%

1 1951-53, 2 1950-53, ¥ 1955-57. 1058-39, $ 1961-65,



It is true that the eastern European countries have achieved very high
rates of economic expansion since the war, as can be seen from the preceding
table, in which the countries considered have been arranged in two groups, a
northern and a southern one, a division approximately corresponding to that
between the countries which immediately after the war were already in a
relatively advanced stage of industrialisation (the northern group) and those
where agriculture and artisan activities predominated (the southern group). The
data in the table suggest the following observations:

1. Within the whole group of eastern European countries the rates of
growth vary widely, the averages for the years 1957-50 ranging from
6.1 per cent. (Poland) to 14.1 per cent. {Bulgaria}.

2. As a rule the mainly agricultural countries, such as Bulgaria, Rumania
and Yugoslavia, in which roughly two-thirds of the active population
are engaged in agriculture or forestry, show the highest rates of
expansion during the last three vyears (11 to 14 per cent.), while the
rates for the more industrialised countries are considerably lower (6 to
8 per cent.).

3. Once the first five to seven post-war years, with their exceptional rates
of growth, had passed, the pace of expansion began to show signs
of slowing dowm, and the plan figures, as far as they are known, seem
to take account of this flattening-out. One notable exception to this
tendency towards lower rates is Yugoslavia, whose economy had to
grapple with serious difficulties in the early post-war years and started
to expand rapidly only in 1953 (with setbacks in 1956 and 1958).
The slackening of tempo i1s more evident in the industrialised than in
the agricultural countries, which show very high average rates for the
last three vears. The rapidity of this advance is, it is true, partly
explained by the relative slowness of the progress made in these coun-
tries during the period 1954-56.

- Although rates of growth of more than 10 per cent. per annum are
quite rare in the history of the now industrialised countries of the West,
rates which by present standards would be considered relatively high have
been attained by them in the past: the United States, for instance, achieved
for several decades in the nineteenth century an average real rate of growth of
around 5 per cent., while Sweden’s economy expanded during the period
1869—73, in particular, at an average rate of over 9 per cent. Furthermore,
in the present post-war period — just to mention a few examples — western
(Germany’s economy reached an average annual rate of expansion of 11.4 per
cent. between 1949 and 1953, Austria’'s one of 8.8 per cent. during the
same period and Japan's one of 7.5 per cent. between 19353 and 1959; and
among the less-developed countries mention may be made of Venezuela,
Iceland and Greece, which between 1953 and 1958 attained average rates
of growth of 10.1, 7.4 and 7.3 per cent. respectively.

The view that the rate of growth of an economy can be, and actually
often 15, higher in the earlier phases of development and capital accumulation



than at a later stage is supported by such statistical information as is
available for a small number of western industrialised countries and seems
to be confirmed by recent data concerning eastern European economies. The
higher rates which are recorded by the latter are certainly due in part to
the determined efforts made to catch up with western living standards, but
the achievement of this growth is undoubtedly facilitated by the fact that in
these countries the later change-over from a state in which agriculture and
handicrafts were predominant to a modern highly industrialised and differen-
ttated economy enables them to take advantage of all the experience gained
and the technical improvements made by others in the past; this increases
the rate of growth of such countries and lengthens the period during which
it can be maintained. A further factor which works nowadays in favour of
higher development rates in ‘‘take-off” countries i1s that economic development
is now much more stable than it was in the period of early capitalistic
industrial expansion, so that the average rate of growth is no longer depressed
to the same extent as it was in the early phases of development of the now
mature economies.

*

The course followed by income and expenditure in the United States
during 1959 was strongly affected, from the second quarter onwards, by
the expectation and later outbreak of a strike in the steel industry, which
started on 1s5th July and ended on 7th November. Stocks of steel and
steel manufactures were accumulated during the second quarter and used
up during the second half of the year and, together with additional steel
imports and a contraction in exports, they cushioned the impact of the
strike on the activity of steel-using industries. Nevertheless, there were in the
fourth quarter cases of reduced activity and stoppages. While the dislocations
caused by the strike somewhat obscured the basic economic trend, the
latter was definitely upwards. The high rate of house-building m the early
stages of the upward phase, followed later by a slackening, the swing
from stock liquidation to stock rebuilding, the recovery in durable-goods
sales and the lag m the expansion of investrnent in fixed assets were
some of the typical features of the upswing. Associated therewith were
the expansion in corporate profits, the gradual movement of the Federal
budget from a deficit to a surplus and the reduction in the net outflow of
capital.

The gross national product increased to $480 milliard, a rise of 8.6 per
cent. in current prices and of 6.8 per cent. in constant prices. All types of
income participated in the increase, except that from farming. In the allocation
of the national product the most pronounced shift between 1958 and 1959
took place in private domestic investment, which expanded from 12.4 to
14.8 per cent. of the total, owing mainly to the rebuilding of stocks; private
consumption went down from 66.3 to 65.0 per cent. and government purchases
of goods and services from 21.0 to 20.4 per cent. A net export balance equal



United States: Expenditure and income.*

Increase or decrease (—) in Amount
. in
[tems 1958 1959 1959
in milliards of dollars

Personal consumptlon . . . . . . . . 8.2 18.6 311.6

of which: durable goods . . . . . . — 2.7 5.4 43.0
Gross private domestic investment . . -11.7 18.2 71.1

of which: residential construction . . 1.0 4.2 22.2

fixed investment . . . . . -9 3.5 44,1

fnstochs . .. ... .. . - 5.8 8.6 4.8
Government purchases . . . . . . . 6.4 5.0 87.6
Total domestic expenditure . . . . . . 2.9 39.8 480.3
MNetexports. . . . . . . . .. ... — 37 - 20 — o8
Gross national product . . . . . . ’ — 0.8 3r.s 479.5

* The definitions of income and expenditure aggregates In the U.S. official sources from which this table
and the two fellowing are drawn differ in Impartant regpects from those used by the O.EE.C. in its standard-
ised system of national accounts, The following comparisons, using 1958 data, show the extent of the
difference in the two llems where it is greatest (in milllards of dollars):
U.8. sources O.EE.C, sources
Grogs private domestic fnvestment., . . . . . . . ... ... L 0L 54.9

Gross domestic capltal formation . . . . . . .. ... ... L, PO 69.9
Persanat consumrﬂon expenditure on durable goods . . ., . . ... .. 376
Private congumpfion of duralles . . . . . . . . 0 0 L h e w0 e e 289

to 0.3 per cent. of the national product in 1958 was followed by a net import
balance of 0.2 per cent. in 1959,

Personal income advanced from $359.0 milliard in 1958 to $380.2 milliard
in 1959. The proportion of the 1959 total spent was 82 per cent.; 12 per
cent. was used for tax payments, and 6 per cent. was saved. The rate of
saving declined slightly from that of the previous year, mainly because of
heavier purchases of consumer durables. The present U.3. rates of expenditure
on consumer durables are still substantially higher than those for western
Europe, but there seems to be little difference between the two areas in the
ratio of new purchases of consumer durables (as distinct from replacements)
to the gross national product. Of total gross private domestic investment
amounting to $7r milliard, two-thirds was financed by business saving and
one-third by personal saving. The government sector, while improving its
income-expenditure balance by $7.7 milliard, made no contribution to the
financing of private investment, since it still incurred a deficit of $3 milliard
(which, however, 15 not equivalent to negative saving, since government
outlays include expenditure on construction).

The change in the financial position of the business sector was largely
governed by the two cyclically most sensitive aggregates in national income
and expenditure, namely, profits and variations in stocks. Over nine-tenths
of the $8 milliard increase in gross corporate investment was due to the
swing from stock liquidation to stock-building. Corporate profits expanded
by $10.5 milliard; over one-half of the expansion, however, went into tax
and dividend payments, leaving only $4.6 milliard available to finance addi-
tional investment. Accordingly, the sector’s financial surplus of $3.7 milliard
in 1958 was reduced to one of $1.7 milliard in 1959. Depreciation allowances,



United States:

43

Corporate investment and saving.

ltems 1957 1958 1959
in milliards of dallary

Investment
Plant and equipment (gross) . . . . 32.7 26.4 27.0
Stocks. . . ... ... L 2.3 - 4.4 2.0
Total gross investment . | | 35.4 22.0 30.0
Amortisation allowances (—) . . . . - 18,7 - 19.6 — 20.5
Total net investment . . . . 16.7 2.4 2.5

Saving

Profits after taxes . . . . . . . .. 20.7 18.5% 23.9
Dividendspaid(—). . . ... ... - 125 — 12.4 — 132
Undistributed profits . . . . 8.2 6.1 10.7
Financial surplus or deficit (=) . — 8.5 3.7 1.2

the main and most stable internal source of gross
tinued to rise.

investment finance, con-

The expénd'mg stream of income had the effect of causing the govern-

ment budget results to move in a counter-cyclical

fashion, notwithstanding

the rise in expenditure, mainly by local governments. The rapid growth of

transfer payments during the three years covered by

the table is in line with

the long-term trend. Personal income originating in transfer payments (benefits
from old-age and survivors’ insurance, state unemployment insurance, veterans’
allowances, etc.) increased from 3.6 per cent. of the total in 1937-38 to 7.0

per cent. in 1959.

United States: Government revenue and

expenditure,

1987 1958 1959
ltems State State State
Federal and Total | Federal and Total | Federal and Total
local Tocal local
in milltards of dollars
Revenue
Taxes . . ...+ .. .| 697 323 102.0 65.9 33.8 99.7 73.8 36.9 110.8
Social insurance con- )
teibutions . ., . ., . 12.2 2.3 14.5 12.5 2.7 15.2 14.9 3.0 17.9
Transfers. . . . . ., - 4.1 4.1 - 5.4 5.4 —_ 8.5 8.5
Tatal revenue, | 81.9 38.7 120.6 7a8.4 41.9 120.3 88.8 46.4 13_5.2
Expenditure
Purchases of gaods
and services . . . . 49.4 36.8 86.2 52.2 40.5 22.7 53.5 44.1 971.6
Transfers and grants ., 21.5 4.1 25,6 26.8 4.5 at.1 28.3 4.8 aaa
Other expenditure. . . 8.6 —1.3 7.3 8.6 —1.5 71 2.1 —1. 7.5
Tolal expenditura . 79.5 39.6 | 1194 a87.4 43.5 130.9 80.9 47.3 | 138.2
Surplus ordeficitic)| 24| —1.0 1af =91 | —tei—107| —21| —08| =30




After showing no increase in 1958, the real gross domestic product of
the United Kingdom rose in 1959 by £710 million, or 3 per cent.
Industrial production showed an increase of about 6 per cent. over the vear
as a whole (or almost 10 per cent. if the last quarter of 1959 is compared
with the last quarter of 1958), notwithstanding a drop in shipbuilding and
mining activity. Qutput of chemical products and vehicles increased most,
but the principal contribution to the rise in the overall index was made
by the engineering and electrical goods sector. Employment, which had been falling
off during 1958, went up in 1959, but the Increase for the year as a whole
was very moderate, so that productivity per man in industry rose nearly as
much as output {(partly because of the greater number of hours worked);
consequently, despite the moderate increase in hourly earnings, wholesale and
consumer prices remained practically stable and both corporate profits and
personal disposable income rose substantially. The latter increased by nearly
5 per cent., providing the basis for an almost equal expansion in consumer
expenditure, while the savings/income ratio rose from 7.8 to 8.5 per cent.
A large part of the additional expenditure was accounted for by purchases of
durable goods, which had shown an upward trend since hire-purchase
restrictions were lifted late in 1958.

In real terms public consumption, after having declined, on an average,
during the previous five vyears, rose by 2% per cent. in 1959, owing to
increased spending by the central government on, in particular, defence
research and development and by the local authorities on education. Gross
fixed investment increased in 1959 by over 5 per cent., i.e. faster than the gross
domestic product. Over one-half of the increase took place in the public

United Kingdom: Factors of expansion and contraction
{in real terms).

Increase or decreage (—) in Arrzount
n

1954-58
ltems annual average 1958 | 1959 1859

in millions of £ sterling, at 1959 prices

Sources of demand

Consumption: private . . . . . .. 380 340 570 18,870
public. . . ... .. — 58 - 20 100 3,060

Total . .. ... .. 324 320 670 18,530

Investment: grass fived domestic ., . 140 20 190 3,650
instocks. . . ... .. —_ — 180 70 210

Total . .. ... .. 140 — 140 260 3,860

Exporis of goods and services . . . 154 - 160 110 4,540
Total demand . . . . 618 20 1,040 27,930

Available supplies

Gross domestlc product . . . . . . 462 — Ti0 23,410
Imports of goods and services . . . 158 20 ke 1] 4,520

Total supplles . . . . 618 20 1,040 27,830




United Kingdom: The budget.

Financial year
1958-59 1958-60 1960-61

ltems
Actua) Qrigina) astimates

in millions of £ steriing

‘‘Above the line”’

Revenue
Intand revenue . . . . . . . .+ . . . 3,016 3,010 2,858 3,273
Customs and exgige . . . . . . . . 2,181 2,282 2,150 2,409
Otherrevenue . . . . . . .. ... 213 a3e 319 298
Total . .. ... .. 5,480 5,630 5,325 5,980
Expenditure
Civit . ... ... o 2,848 2,988 2,962 3,299
Defence . ., . ., , ., .. ... ... 1,488 1,504 1,533 1,608
Consolidated fund? . , . . . ., . 786 T42 728 T69
Total ... ... .. 5,103 5,244 5,223 5,676
“Above-the-line’ surplus . . . . . + 3T + 386 + 102 + 304

“'‘Balow. the Jine'"
Met payments

Loans to lacal authorities® . . . . . . — 52 - 5B — B§ - 56
Loans to the Coal Board and other
natignalised industries . . . . . . 491 489 333 465
Other payments . ., ., . . . . . .. 200 268 IAS 213
Total net "below-the-line'' payments 559 700 823 622
Overall deficit{(—=) . .... ... — 182 — 314 — 721 — 318

' Including in the 1960-81 estimates a provision of £00 million for the deficit of the Brilish Transport Com-
mission. ? Including sinking-fund payments: £38 million in 1958-59, £39 million in 1959-60 and £40 mil-
llon in the estimates for 1960-61, 3 A minug sign = repayment.

sector, and specifically in investment in assets other than housing. The
contrary was true of private fixed investment. Investment in plant and
equipment actually suffered a decline, while that in housing rose by no less
than 25 per cent. Investment in stocks, after having fallen in 19358, rose
again in 1959. The increase was mainly in stocks of coal and in work in
progress in manufacturing industry, while stocks of finished products actually
declined. The volume of exports of goods and services rose slightly in 1959,
making good part of the loss suffered in 1958. The increase of £1,040 million
in total demand in 1959 was met by a £y10 million growth in domestic
output and by a £330 million rise in the volume of imports of goods and
services,

Viewing the aggregate results attained in 1959 against the background
of the credit and budget measures taken in the autumn of 1958 and the
spring of 1050 respectively, it may be said that the aims then declared
of promoting steady expansion while keeping the cost of living stable
have been achieved, even though the estimated contribution of budgetary
expenditure to total domestic demand did not reach the very high level
forecast. At the time the budget was introduced the estimated overall deficit
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United Kingdom: Saving, investment and financial surplus or deficit,

by sectors.
Perzonal| Com- Public | Central | Local Total *
tome Years | sector | panies | crhou-| oouer- | apthor
in millions of £ sterling
Investible funds., . . . .. ... .
Gross saving s 1958 1,100 1,760 170 &TD 190 4,000
1959 1.260 1,880 200 600 200 4,000
Depreclation (—} . . . . . . . . .. 1858 — 410 - 750 — 380 — 160 — 200 1,900
1959 - 420 — 760 — 390 — 1680 — 200 |— 1,230
Metsaving . . ......... ) 1958 690 1,000 — 210 510 - 10 2,100
1959 840 1,100 - 190 440 - 2,080
Uses of investible funds
Net do tic capital formation (—) . 1958 — 300 — 620 — 340 — 90 — 340 [—1,760
. 1959 — 410 — 690 — 380 — 80 — 360 [|-—1,930
Financial surplus or deficit (—) 3 . 1858 380 310 | —550 420 | — 360 3504
1959 430 410 —&70 as0 — 360 150°
! Including a residual error of +£120 milllon in 1958 and —£120 million in 1859; items do not add up to
totals owing t¢ rounding. 2 Adjusted to include provision for stock appreciation, capital transfers, taxes
on capital and the temporary use of tax, dividend and interest vaserves. 2 Net acquisition of financial
assets t;:lus net foreign investment. % Met foreign investment (l.e. balance of payments on current
account).

for the financial year 19590-60 was £721 million. Owing, however, to a
substantial improvement in the ‘‘above-the-line” surplus and a smaller deficit
“below the line”, the actual accounts closed with an overall deficit of £314
million — i.e. less than one-half the amount estimated but nearly double
the figure for the previous financial vear. In the budget estimates for
1660-61 the overall dehcit is at nearly the same level as the results
for 1959-60.

On a national-income basis (by calendar years and in current values)
total gross saving, at £4,000 million, was the same in 1959 as in 1958, but
as a proportion of the gross national product it declined from 20 to 19 per
cent. Total gross domestic investment rose by over £200 million and there
was a decrease in net investment abroad from the very high figure of £350
million reached in 1958 to £150 million in 1959. When ailowances are made
for depreciation, it is found that the net resources available to the personal
and company sectors together for net investment in real assets or in net
financial claims increased in 1959 by some £z50 million {owing to the size
of the residual error in the years 1958 and 1959 and its change-over from
a positive to a negative amount — see footnote to the table — considerable
caution should be exercised in interpreting these figures). On the other
hand, the net available funds of the public corporations, the central govern-
ment and the local authorities together showed a modest decline, and as the
combined domestic investments of these sectors increased in 1959 their net
financial deficit rose by £10o million to nearly f60oc million. In the private
sectors the increase in gross saving by companies was almost wholly reflected
in a larger financial surplus, while the personal sector used most of the rise
in its saving to invest in real assets.



The various measures of financial rehabilitation applied in France in
1958 and 1959 had an influence on all sectors of the economy. The spectre
of a never-ending price inflation and of a breakdown of the productive process
owing to a whittling-away of the necessary external resources has been dispelled
without the remedial action having caused any recession worth mentioning, its
only adverse effect having been a temporary slowing-down of the rate of growth.

In fact, both in 1958 and in 1959 the real gross national product con-
tinued to expand and in the latter year it amounted to NFF 258 milliard.
Industrial production, after declining slightly during the twelve-month period
from the second quarter of 1958 to the first quarter of 1959, swung upwards
and for 1959 as a whole its level was more than 6 per cent. above that of
the previous year. This expansion was obtained more by an increase in
hours worked than by new additions to the labour force, output per worker
having thus risen substantially. Almost the whole of the addition to workers’
earnings was, however, absorbed by the rise in consumer prices, so that, in
real terms, personal consumption rose in 1959 by less than 1 per cent.

Public consumption had fallen in 1958, but in 1959 it rose by NFF 1,000
million, i.e. by nearly 3 per cent., so that total consumer demand underwent
a shift of NFF 3,600 million, A similar shift occurred in investment expendi-
ture, which, after having risen by NFF 1,300 million in 1958, fell by
NFF 2,400 million in 1959, the reversal being entirely attributable to opposite
movements in the volume of stock accumulation. There was scarcely any
change in gross fixed mvestment and what little increase there was occurred in
the public sector. The decline in stock accumulation influenced the volume of

France: Factors of expansion and contraction
(inv real terms).

Increase or decrease (—) in

Amount
tte 1854-58 in
ms annual 1958 1959 1959

average

in milllons of new French francs, at 1959 prices

Sources of demand

Consumpiion: private . . . . . . . 6,600 400 1,600 170,400
public . .. .... 200 - 1,400 1,000 36,400

Total . . . . . .00 7,500 — 1,000 2,600 206,800
Investment: gross fixed domestic . . 3,100 700 200 45,700
instocks . ... ... 700 [=leln) — 2,600 2,200

Total o « v v v u v oL 3,800 1,300 — 2,400 48,000

Exports of goods and services |, . . 1,600 1,300 4,000 38,700
Total demand . . . . . .. 12,900 1,500 4,200 293,500

Available supplies

Gross national product 11,300 3,200 5,300 287,900
imports of goods and services . . . 1,600 - 1,600 — 1,100 35,600

Total supplics . . . .. . 12,900 1,800 4,200 293,500
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France: Saving, investment and financial surplus or deficit, by sectars,

House- Enter- Public Financial
institu- Total
ltems Yaars holds prises authorltias tionsg !

in milliens of new French francs

Net saving®. . . . . .. 1958 2,880 7,280 4,300 2,870 24,330
1959 11,740 6,590 5,360 2,830 26,520
Net investment (—) . . . 1958 - 5070 | — 18,870 | — 4,400 | — 90 | — 28,620
1959 - 4,800 — 15,560 — 4,980 - 0o — 25,540
Financtal surplus
or deficit (—) . . 1858 4,810 — 11,680 —_ 180 2,780 — 4,290°
1959 6,840 — B9T70 380 2,730 + ag0?
' Bank of France, banks, public ¢redit institutions and insurance companies. 2 including net capital
transfers, ¥ Increase in labilities or decrease in claims vig-d-vis forelgn countries and the rest of the

French franc area.

imports, which decreased by NFF 1,100 million, while exports — assisted by the
mote realistic exchange rate and the containment of domestic demand — rose much
more than in 1958 and earned more than enough to pay for France’ s imports.

The breakdown by sectors of saving and investment shows that the restora-
tion of monetary confidence led to the expected results. Households saved most
of their additional nominal income and used it to acquire financial claims, the
volume of direct investment (chiefly in houses) having declined somewhat, The
net saving of enterprises is estimated to have decreased slightly, but their net
investment fell even more, so that their financial deficit was reduced from
NFF 11.7 to 9.0 milliard. The public authorities, for their part, swung over from
a small financial deficit in 1958 to a surplus in 1959, which meant that they more
than covered their current and investment outlav out of current revenue. In
addition, the Treasury continued to borrow substantially in order to finance
its lending programmes for the nationalised industries, the private economy
and the overseas territories {see Chapter III).

The 1959 results of the central-government budget were fairly close to
the original estimates. Preliminary data show a deficit of NFF 6,300 million,
resulting from an increase of about 14 per cent. in both expenditure and
revenue over the previous year's levels. It is worthy of mention, however,
that overall investment expenditure rose proportionately more than did either
current expenditure or the deficit,

France: Government finances.

1958 1959 1980
ltems preliminary estimates

in millions of new French francs

Expenditure

Civil . v v v o v v v PN 34,900 39,450 40,050
Daefence . . . . .. . . .o 15,100 16,150 16,550
Investments and war damage . . . . 8,600 8,250 1.250
Special accounts and other items . . <00 1,750 1,800
Total . . . ... 57,500 65,600 65,660

Revanue . . ... ... ... ... 51,850 58,300 58,400

Deficit (=) . . . .« oo v v 0 s - 5,650 — 6,300 — 6,250




The estimates for 1960 are practically the same as the results for 1959
for each of the three main components of the budget. The unchanged
estimate for total expenditure is, however, the result of an increase in current
items and a cut in investments — the latter representing a reversal of the
tendency in the last few years.

At DM 244.4 milliard, the gross national product of Germany {(not
including the Saar and Berlin} in 1959 exceeded that in 1958 by 7.5 per
cent. In real terms the increase was 5.7 per cent., whereas In 1958 1t was
only 2.8 per cent. As in other European countries, expansion revived early in
the spring of 1959 under the influence of growing domestic and foreign
demand on the part of both consumers and investors.

For 1950 as a whole industrial production increased by 7.7 per cent.,
compared with only 3.0 per cent. in 1958, but from year-end to year-end
there was a rise of 14 per cent. The growth in the output of the producer
and capital-goods industries (the [atter being taken to include the motor-car
industry) was well above the average, while at the other end of the scale
textile production increased by less than the average and mining output
(owing to the coal situation) actually declined. After falling for two years in
succession, house-building made an impressive recovery in 1959, the number
of dwellings completed, at 555,000 units, having almost reached the record
level of 1956 — indeed, if the comparison is based on the number of rooms
thus made available, the 1956 level was exceeded. Average total employment
rose considerably more in 1959 than in the previous year. In the industrial
working force, however, the mcrease was neghgible and was offset by a
further decline in working hours, though a smaller one than in the previous
year. Productivity per employed worker registered an inctease which comes
to over 4 per cent. for the whole economy and nearly 8 per cent. for indus-
iry alone. As a result of this rise and partly thanks to a further decline in
import prices, industrial wage rates went up by about 5 per cent. — on an
annual basis — without causing an Increase in prices, A different picture
would be presented if the situation as it developed during 1959 were
examined, as the increasingly full employment of labour and plant, the poor
harvest and the growing pressure of domestic and foreign demand gave rise
to certamn strains — particularly in the field of labour and commodity prices.

Among the various items of total demand, consumption is generally the
most stable as well as the largest, both when expressed in current or (as
is done in- the following table} In constant prices. Thus in Germany in
1959 it accounted for nearly three-fifths of total demand and a 1 per cent.
increase in it should add between DM 1.5 and 2 milliard to total demand. The
high actual levels of consumption and the relative stability of its rate of
growth are shown particularly clearly in the case of private consumptton.
This rose by DM 6.4 milliard in 1959, i.e. more than in 1958 but less than
during the five years from 1954 to 1958; the increase, however, still repre-
sented nearly one-half of the real growth tan the total gross national product.



Germany: Factors of expansion and contraction
! {In real terms},

Increage or decrease {—) in Amount
1954-58 In
Items annual 1958 9 1859 1859
average
in milliards of Deutsche Mark, at 1959 prices
Sources of demand
Consumption: private . . . . . . . 7.6 5.8 6.4 142.9
public .. ... .. 1.1 20 3.0 33.8
Total . .+ . v v v 0w 8.7 7.8 o.4 1768.7
Investment: gross fixed domestic . . 3.6 2.5 5.3 56.2
Instocks . . .. ... 0.2 - 22 - 0.6 2.5
Total . . . ... .. ... 3.8 0.3 4.7 58.7
Exports of goods and setvices , . ., LR 2.6 7.4 62.0
Total demand. . . . . . . 18.0 10.7 215 297.4
Available supplies
Gross natienal product. . . . . . . 12,9 6.5 13.7 244.4
imports of goods and gervices . . . 5.1 4.2 7.8 53.0
Total supplies . . . . .. 18.0 10.7 21.5 297.4

Public consumption rose (mainly because of higher defence expenditure, in-
cluding that on armament imports) by DM 3 milliard, or nearly 1o per cent.,
over the 1958 level, and its share in the gross national product also went up.

Germany: Cash results of the Federal budget.

Calendar year
ltems
1986 1957 1958 1959
tn millions of Deutsche Mark
Revenue . . . . . .. 28,450 29,500 31,400 34,000
Expenditura . . . . . . 27,250 31,850 31,800 39,300
Surplus or
deficit{—) . ... 1,200 — 2,350 — 400 — 5,300

The actual budget outlay of the Federal Government for the calendar
year 1959 increased by DM 7.5 milliard to DM 39.3 milliard; these figures
are higher than those which appear in the national accounts because they
include transfer and investment payments. The cash results for 1959 showed a
deficit of DM 5.3 milliard, compared with one of only DM o.4 milliard in
1958. Besides reflecting higher defence costs (partly in foreign currencies),
this was also due to a number of special non-recurring payments abroad
(see Chapter V) and to increased public investment.

Gross fixed domestic investment, in constant prices, rose by DM 5.3
milliard in 1959, or by more than twice as much as in the previous year;



Germany: Saving, investment and financial surplus or deficit, by sectors.

House- Public
ltems Years holds ! Enterpiises autharities Total
tn milliards of Deutsche Mark
Investible funds
Grosssaving? . ... .. 1958 i3.5 33.9 11.6 59.0
1959 15.0 33.6 15.5 64.1
Depreciation (=) . . . . . 1958 - —19.0 - 0.8 —19.8
1959 -_ —19.8 - 0.9 —20.7
Net saving . . . . 1958 3.5 14.9 10.8 39.2
1959 15.0 13.8 14.6 43.4
Uses of investible funds
Net domestic
capltal formation (—) . . 1958 - —27.0 — 6.3 —33.3
1959 -_ - 30.4 - 1.6 —38.0
Financial surplus or
deficit (=) . . . . 1938 13.5 —t2.1 4.5 5.9°%
1959 15.0 — 18.6 7.0 5.4°

! In their réle as savers, individuals are regarded as being part of the private-household sector, while as
purchasers of capital goods {i.e. new housing) they are classed as enterprises, 2 Including net capital
transfers. 3 Net foreign investrnent (i.e. balance of payments on current account minus unitateral trans-
fers to Berlin and foreign couniries).

the increase was nearly 50 per cent. above the average for 1954-58. The
relative increase I 1959 over 1958 exceeded 10 per cent. Investment in
stocks — at DM 2.5 milliard — remained below the 1958 level, chiefly
because of the big decline in the first part of the year, while during the
second part stock accumulation showed a marked recovery. Exports of goods
and services in 1959 benefited from the growth in foreign demand, following
its slackening in 1958, and rose by DM 7.4 milliard (at 1959 prices), or
over 13 per cent. While nearly all industries participated in the export boom,
foreign sales did not, on an average, rise more than domestic sales, so that
mdustry’s export ratio (15 per cent. in 1958) remained unchanged. The
net contribution of foreign trade to Germany’s gross national product
(l.e. the difference between exports and imports of goods and services), at
DM ¢ milliard, remained the same as in 1938.

Households and public authorities participated in the increase in saving
in 1959, which was totally absorbed by the expansion of domestic investment,
ptivate and public, the increase in the financial surplus of households and
public authorities being more than offset by the rise in the deficit of enter-
prises. The public authorities’ financial surplus was increased notwithstanding
higher investment expenditure, so that their behaviour continued to allow the
financing of the acquisition of net claims on the rest of the world without
correspondingly increasing domestic hquidity.

Economic activity in the Netherlands picked up rapidly early in
1959, as is illustrated by the overall index of industrial production, which at
the end of June and December was 8 and 1215 per cent. respectively above
its level in the corresponding period of 1958, Expansion was greatest in the



Netherlands: Factors of expansion and contraction
(in real terms),

Increase or decrease (~) in
Arr:ount
1954-5¢8 n
Items annual 1958 1989 1959
average
in millions of floring, at 1998 prices
Sources of demand
Consumpiion: private ., . . . . .. 880 230 730 22,080
public. . . ... .. 100 — 180 - 10 5,270
Total . . . . . . . ... ' 860 50 720 27,350
Investment: gross fixad domestic . . aso - 810 600 8,720
instocks., . . ... Vo 20 - B80Q 480 730
Total . . . . . . .00 470 — 1,810 1,080 9,450
Exports of goods and services . . . 1,160 1,290 2,040 19,9490
Total demand , . . . . . . 2,590 — 270 3,840 £6,780
Available supplies
Gross national product . . . . . . . 1,470 550 1,870 38,640
Imports of goods and services . . . 1,120 — 820 1,970 18,150
Total supplies . . . . . . 2,590 — 270 3,840 56,790

metal-goods industries and least in the food and beverages industry.
The level of employment rose and the number of vacancies exceeded that of
unemployed persons from May onwards, while in certain branches of activity,
especially the metal-goods industries, there again appeared shortages of labour,
both skilled and unskilled. The number of persons employed in industry,
however, went up much less than output, so that labour productivity
rose by as much as 8 per cent., while workers’ wages went up by around 2
per cent., leaving a large margin for improvement in 1960-61 under the new
wage-determination arrangements agreed upon in the second half of 1959,

The gross national product rose in 1959 by about 6 per cent. in current
values and 5 per cent. in real terms. This rate of growth is three times as high
as that in 1958 and above the average rate for the five-year period 1954-58.

Consumption demand increased in 1¢59 but its contribution to the
expansion in total demand was only small, both absolutely and relatively,
and the increase was concentrated in the private sector (taking primarily
the form of an expansion in purchases of consumer durables), while public
consumption was, if anything, somewhat reduced. The spurt In economic
activity had its main sources in investment and export demand. After register-
ing a fall of Fl. 1.6 milliard in 1958 (in which both fixed investment and
stock accumulation participated equally), in 1959 additions to stocks and gross
fixed investment together exceeded the figure for the previous year by
nearly Fl 1.1 milliard. Most of the increase in fixed investment was shared
between producers’ equipment goods and construction other than housing.
Exports of goods and services registered an even greater increase in absolute



Netherlands: Saving, investment and flnancial surplus or deficit, by sectors.

Government Instity Privat
- rivate
tional sactor Total
Ttems Years Central Local Investors
In millions of florins
Netsaving® . . . . . ... 1958 490 — 1,040 2,470 4,570 €,490
1959 1,090 — 970 2,900 4,890 7,810
Netinvestment (=) . . . . 1958 — 410 — 580 - — 3,810 - 4,900
1959 — 470 - 800 —_— — 4,800 -— 6,070
Financial surplus or
deficit (=) on a trans-
actions basls . . . . . 19548 80 - 1,720 2,470 760 1,590
1959 &20 — 1,770 2,900 a0 1,840
¥ ineludes the savings banks, life assurance comp ion and soclal insurance funds. 2 Including
net carmtﬂl transfers, except those to foreign countries and n 1958, a debt repaymeni by local authorities to the
central government.

terms, while the percentage rise was about the same as that In investment.
The total of exports, at Fl. 20 mulliard, was well over half the amount of the
gross national product. The increase of Fl. 3.8 milliard in total demand in
1959 had as counterpart a rise of 5 per cent. in the gross national product
and one of 12 per cent. In imports. The national accounts show that the
already substantial 1958 export surplus was exceeded in 1959. The fact that
price stability was maintained despite expanding business activity and the
increase In the export surplus is related to the upsurge in domestic saving.

A large contribution to the growth in savings in 1959 was made by the
government sector, the local authorities having somewhat reduced their
dissaving (including capital transfers) and the central government having more
than doubled its net saving. The improvement in the government sector
amounted altogether to Fl. 670 million and the additional saving of the
private sector (including savings channelled through the institutional investors)
to Fl. 750 million, so that the aggregate increase over the 1958 level was
Fl. 1,420 million. Since domestic investment rose somewhat less than savings
the overall financial surplus of the Netherlands economy was larger in 1959
than in 1958,

In Italy the upswing In economic activity gathered momentum during
the second half of the year and is still continuing, For the year as a whole
the national product expanded by 6.6 per cent. in real terms, and industrial
production by 11 per cent. Industrial production has increased at a monthly
rate of 2 per cent. since July 1959 and its level in the early spring of 1960
was over 20 per cent. above that of a year earlier. Agricultural production
again rose by 3 per cent. In 1959, but whereas in industry the advance was
all along the line, including the less dynamic sectors of non-durable consumer
goods production, in agriculture the expansion was accompanied by a marked
shift from bread cereals to feed grains, dairy products, fruit and vegetables.
This development is attributable to a change in the pattern of domestic
demand towards higher-quality foods and to growing foreign demand for fruit
and vegetables.



Italy: The national product and ifs uses, The price and balance-of-

1958 and 1959 i
(in roal torms). payments movements during

the year indicate that the ex-
- Increase or decrease (—} in Arr:gunt pansion in aggregate monetary
198 1959 1959 demand did not exceed that in
in milllards of lire, at 1959 prices the HOW Of production. The
consumplion. - . - - a0 se0 12,770 gross national product implicit

nvestment . . . . . . 30 3,830 . . .
Exports. . . . .. .. 110 390 2,740 price index fell slightly (~o.4
Imports (increase —) . 20 — 200 | — 2430 per cent.). Substantial declines
Grossdnational in the prices of the products

ct .. &ar 1,050 gt M

proce ° 0% 18.910 of agriculture (- 4.4 per cent.),

manufacturing (~ 1.7 per cent.)
and mining (—5.6 per cent) were to a large extent cancelled out by the
increase in rents, public utility tariffs and other tertiary activity prices. The
rise in wage rates amounted to only z per cent. The favourable trend in the
cost of foodstuffs due to the large crop in 1958 and 1959 made for wage
stability, which, coupled with marked productivity increases, again played an
essential part in preventing inflation. Wages and salaries paid to employees
are estimated to have increased over the previous year by 6.4 per cent., ie.
roughly in line with the national income, the rise being due at least as much
to an increase in employment (estimated at between 300,000 and 400,000
units) as to the improvement in wage rates.

The acceleration in the pace of development was associated with the
typical shift from private consumption to domestic investment, the former
having expanded by 4.1 per cent. (4.8 at constant prices) and the latter by
7.0 per cent, (8.4 at constant prices) over the 1958 figures, As in other
western European countries, the steel, motor-car and chemical industries are
perhaps the branches in which investment activity is most lively; however, a
revival of investment is also noticeable in agriculture.

On top of the expansion of domestic investment there was, for the second
year in succession, an external payments surplus, which in fact exceeded that
of 1958. The surplus on goods and services account, in current values, improved
from Lit. 130 milliard in 1958 to Lit. 300 milliard in 1959. The surplus on
account of goods, services and unilateral transfers (Lit. 425 milliard) was
2.5 per cent. of the national product. When this is added to a domestic invest-
ment rate of 22.6 per cent., the gross rate of wealth formation works out at
25.1 per cent. of the national product and the net rate at 15.8 per cent.,
depreciation accounting for 9.3 per cent.

The public sector did not contribute to the expansion of the volume of
national saving. The central government’s outlay on investment increased by
Lit. 112 milliard (from Lit. 572 milliard in 1958 to Lit. 684 milliard in 1950),
but the overall cash deficit rose by Lit. 176 milliard to Lit. 307 milliard, so
that central government saving declined by Lit. 64 milliard, from Lit. 441 to
377 milliard. For the whole government sector (central and local) the deficit
increased roughly m line with investment expenditure, so that the sector’s
saving was unchanged. In the near future the strong expansion under way



in the volume of both current and investment expenditure by the government
will be matched, to some extent at least, by the rise in revenue brought
about by prosperity and improvements in tax assessment; present forecasts,
however, predict a rise in the deficit, partly due to the delayed effect of larger
appropriations voted in 1958 and 1959.

All the five countries included in the following table (i.e. Austria and
the four northern countries) suffered a marked decline in the real rate of
growth of their economies between 1957 and 1958; indeed, the gross national
product of Finland actually fell. This situation was sharply reversed in 1959,
when the real increase mn the gross national product in these countries
varied from a minimum of 4 per cent. in the case of Austria to a maximum
of 7 per cent. in the case of Denmark.

Factors of expansion and contraction in five European countriss
{in real terms).

Aystria Denmark | Fintard? Norway Sweden
Increase or decreage (—) in Years
in miltions of national currency units,
at 1959 prices
Sources of demand
Consumption: private . . . , . . 1958 3,200 1,030 | — 240 | — 5O 850
1959 4,100 1,200 46.2 710 1,120
public . . . . ... 1958 600 400 3.0 180 310
1989 700 150 10.8 180 520
Total . . ... .. 1958 3,800 1,430 ~ 210 100 1,180
1958 4,800 2,050 57.0 890 1,640
Investment: grossfived. . . . . 1958 1,000 ag0 | - 9.03 650 1,110
1959 1,200 o970 3987 — 350 1,170
instocks., . . . .. 1958 100 - T70 . — 500 — 1,230
1959 - 400 500 . 230 — 490
Total . ... ... 1958 1,100 | — 310 | — 9.0 180 | — 120
1959 800 1,470 39.8 — 120 680
Exporis of goods and services . . 1958 — 200 470 | — 5.0 300 | — 220
1959 3,500 640 39.0 1,070 670
Total demand , , . 1858 4,700 1,580 ~ 35.0 550 820
1958 9,100 4,160 135.8 1,840 2,990
Available suppligs
Gross national product . . . . . . 1958 4,100 1,730 | — 6.0 230 BEOQ
1959 5,000 2,700 82, 1,420 2,750
Imports of goods and services ., 1958 600 | — 140 | — 29.0 a3zo0 240
t9se | 4,100 1480 sa.s | * 420 240
Total supplles , . . 1958 4,700 1,590 | — 35.0 550 820
1959 2,100 4,160 135.8 1,840 2,990
Amount of gross national
product . . ..o .. 1959 134,600 40,600 1,3683.0 33,800 62,800

! Totals in milliards of Finnish markkas, deflated by the average of the cost-of-living and wholesale-price
indexes and by the indexes of export and impori prices, 2 In¢luding changes in stocks, which are not
shown separafaly in the Finnish natlonal accounts,



Total consumption also rose more than in the previous year in all five
countries, but the influence of this factor on total demand was particularly
noticeable in Norway and even more in Finland. Total investment seems to
have developed quite differently in the various countries. In Austria it rose
less in 1959 than in 1958 (because of an actual unloading of stocks) and in
Norway it even declined (the decline concerned only fixed investment in
ships}), In Denmark, Finland and Sweden, where total investments had in
1958 fallen below the previous year's level, in 1959 the additional investment
demand played an important réle in the revival of economic activity. External
demand also contributed to this revival in all the five countries, but in
different proportions., It made the largest relative contribution in Finland and
Norway.

The national-accounts data of Yugoslavia can be presented in the same
condensed form as has been used for the countries examined in the preceding
pages. The social product, which had declined by 2 per cent. in 1958 owing

Yugoslavia: Factors of expansion and contraction
{in real terms),

Increase or decrease {—} in Amount

Iternsg
1958 1959 1959

in mitfiards of dinars, at 1959 prices

Soutces of domestic demand

Consumption: personal . . . . ., 50 140 1,220
public: « . . ... - 10 20 270

Totad . ... ... ..., 40 160 1,490
Investment: gross fixed . . . ., . 50 i70 770
instocks . . . .. .. - 170 50 230

Total . . .« v v v v v v — 120 220 1,000

Total domestic demand . — 80 380 2,490

Available supplies

Social product, . . . . ... — 40 360 2,370
Import surplus. . . . . . . . . .. — 0 - 30 80
Errors and omissions . . . . . . . - 30 50 30

Total supplies . . . . . . . — 80 aso 2,490

to a poor harvest that reduced agricultural output by 13 per cent,, shot up by
no less than 18 per cent. in 1959, when the favourable weather conditions,
plus the effects of large and increasing investments, led to a rise of 30 per
cent. in agricultural production (which accounts for 30 per cent. of the
social product), while industrial output expanded by 13 per cent. Total con-
sumption -— though its increase was four times as large as in 1958 — rose
relatively much less than investment, which, at Din. 1,000 milliard, represents
42 per cent. of the social product (or some 38 per cent. if this were increased
by, say, 10 per cent. in order to make up for the fact that personal services



Yugoslavia: Saving, investment and financial surplus or deficit (—),

by sectors.
House- Sociallst [Invesiment | Govern-
Hems Years halds lenterprises funds ment Other Total
in milliards of dinars
Saving . . . L. . L 1958 77 287 315 28 — 46 ™
1959 185 3085 356 111 23 950
Investment (=) . . . . . 1958 — 45 — 5487 - — 49 - 58 — 739
1959 — 123 — 736 -_— — 70 - 70 — 992
Financial surplus or
deficit (=) . . . . 1938 32 — 330 315 49 — 114 - ag*
1959 32 — 431 356 41 - A7 — 49*
* Change tn net claims on forelgn countries.
are excluded). The import surplus was reduced, because exports — especially
of machinery and transport equipment — showed a substantial rise, while

imports were kept at their previous level.

In 1959 all sectors contrtbuted to the rise in savings and investments,
socialist enterprises and investment funds remaining by far the largest sup-
pliers of savings. In relative terms, however, the increase in the saving and
investments of the household sector (which includes private enterprises) was
greater.

*

In retrospect and seen as a whole, 1959 was for the industrialised
countries a year of sustained growth accompanied by price stability. By and
large, the real rise in gross national products was roughly 4 to 5 per cent,
and in the few countries in which growth rates were much below the average
special and temporary influences were at work. Expansion was generally support-
ed by increases in consumer demand; the latter, however, rose proportionately
less than incomes, thus leaving more resources available to meet the greatly
increased investment demand which, in the course of 1959, superimposed itself on
the growth in both consumer and external demand. The greater integration of
national economies evidenced by the rising importfincome ratios helped, among
other things, to prevent the development of sectoral bottlenecks and, partly as a
consequence of this, the occurrence of price increases of an inflationary character.

The analysis carried out in this chapter has been mostly based on
year-to-year changes. The results thus obtained clearly understate the extent
of the expansionary spurt, which, once it had begun, gathered momentum
from quarter to quarter, so that in many cases the advance as measured by
comparing end-of-yvear data is almost double that for the whole of 1959 over
the whole of 1958. The accelerated upward movement of 1959 cannot be
expected to continue throughout 1960. It seems more likely that the rate of
expansion will slow down somewhat in the course of the year; at the same
time, however, it would appear reasonable to assume that the rate of growth
for 1960 as a whole will not be lower than that attained in 1959.



Il. Money, Credit and Capital Markets.

The nature of the forces contributing to economic expansion in 1959
was clearly reflected in the evolving pattern of credit demands and in the
changing liquidity positions of different economic sectors. Both in the United
States and in most of the countries of western Europe the dynamic elements
of demand lay principally in increased expenditure on durable consumer
goods, housing and construction (public and private), exports, and business
inventories, 1n various combinations. Viewed from the angle of consumer
behaviour, savings in financial form appear to have risen more than propor-
tionately to the increase in disposable income, but there was at the same
time an exceptional increase in borrowing to finance the purchase of housing
and durable consumer goods. In the company sector the typical change,
characteristic of practically all countries in the early phase of expansion, was
an appreciable rise in profits, accompanied by moderate inventory accumula-
tion. and a distinct lag in the recovery of fixed capital investment, The
increased flow of internal funds, combined with the easy availability of bank
credit and of capital-market funds, enabled companies significantly to augment
their holdings of liquid assets for the second consecutive year and thus to lay
the financial basts for a possibly substantial growth in fixed investment out-
lays, which already seemed to be in progress in late 1959 and early 1g960.

These developments were associated in 1959 with a marked rise in borrowing
and lending activity. In the United States, the expansion of private credit
demands closely resembled, in both pattern and degree, that of 1955, the
corresponding year of the preceding economic upswing. In contrast to 1955,
however, when the Federal Government’s net borrowing needs were negligible,
in 1959 heavy governmental financing requirements were superimposed upon
the sharply increased credit demands of other sectors. In most western
European countries, total credit activity also advanced remarkably. But while
there were distinct similarities in the development of private credit demands
in the United States and in the countries of western Europe, an equally sharp
contrast between the two areas was to be seen in the composition of the
financial assets acquired by the lenders and hence in the channels by which
credit was passed from lender to borrower. In the United States the tight
check kept on bank reserves by the monetary authorities, combined with the
effect of sharply rising interest rates in attracting funds into non-bank chan-
nels, caused the bulk of credit demands to be satisfied outside the banking
system and limited the growth in the money supply to negligible proportions.
In most western European countries, on the other hand, the expansion in
bank deposits was unusually large, owing, in varying degrees, to a continued
influx of foreign exchange reserves, a revival and subsequent acceleration in
private demand for bank advances and, in certain cases, to some bank
financing of central-government cash deficits. The money supply (ie cur-
rency and sight deposits) not only increased in most countries in relation to
gross national product but also showed in the majority of them a greater



Money supply and gross national product.

Money suppl

y supply Gross national || Maney supply

Countries Years product {at perc:: t:ge of

Tatal g:r:vg;gh market prices) gross national

! product
in milliens of hatioral currency units
Austria. . . . ... .. 1967 31,490 14,300 121,800 25.8
{schillings) 1958 34,440 15,660 126,700 27.2
1859 38,270 16,780 134,600 28.4
Belgium . . . . .. .. 1957 196,640 114,030 E77.900 34.0
(francs) 1958 202,000 117,300 577,900 35.0
1959 210,670 119,600 590,000' 35.7
Denmark . . . . .. .. 1857 T.970 2,220 35,480 22.5
{kroner) 1958 8,700 2,360 37,060 23.5
1959 2,910 2,560 40,600 244
Finland . . . . . . Vs 1257 104 50 1.202 8.6
(markkas, in milliards 1958 112 53 1,277 a..8
1859 129 57 1,363 ¢.5
Frange . , . . . . . . - 1957 87,290 32,510 207,400 32.4
(new francs) 1958 71,6580 34,350 235,700 30.4
1259 78,300 34,800 257,900 30.4
Germany . . . . . .., 1957 34,330 15,790 213,600 16.7
(Deutsche Mark) 2 1958 38,680 17,360 227,300 17.0
1259 43,840 18,640 244,400 17.9
Maly . ... ...... 1957 4,810 1,900 14,960 32.1
(lire, in milliards) 1958 5,210 2,030 15,820 32.7
1959 5,930 2,220 16,910 35.1
Netheclands. . . ., . . 1957 9,090 4,260 35,39¢ 25.7
{florins) i858 2,490 4,390 36,450 24.0
1989 10,370 4,540 38,640 26.8
Morway . . . . . .. .. 14957 §,200 3,160 31,480 9.7
(kronet) 1958 6,210 3.170 31,780 ie.5
1959 6,530 3,330 33,580 1.4
Sweden, ., ... ... 1957 11,410 5,490 57.120 20.0
{kronor) 1258 11,520 5,590 59,520 194
1959 12,040 5,740 62,830 fo.2
Swifzerland . . . . . . . 1857 14,430 G010 31,470 459
(francs) 1258 15,320 6,080 32,650 46.9
1959 16,730 6,290 34,0001 49.2
United Kingdom. . . . . 1957 5,520 1,840 21,860 25.2
{pounds) 1988 5,440 1,900 22,790 23.9
1859 8,700 1,970 23,630 24.1
United States . . . . . . 1957 134,550 27,770 442,500 30.4
{dollars) 1958 138,140 27,8940 441,700 30.8
1959 140,450 28,310 479,500 9.3
1 Unofficial estimate, 2 Including sight deposits of public authorities,

Note: The figures for money supply (notes, coing and demand deposits) are monthly averages for the year.

relative growth in 1959 than in 1958. The degree of preference shown for
holding financial assets in the form of bank deposits was to some extent
attributable to the appreciable fall that had earlier occurred in yields on fixed-
interest-bearing securities and Treasury bills, both in absolute terms and in
relation to the stickier deposit rates prevailing in most countries,

The trend of inferest rates in western European countries over the past
two years or so has been conditioned, above all, by the exceptionally large influx
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of foreign exchange reserves, which took place mainly in 1958 but continued
well into 1959, In 1958 the monetary authorities in most countries had to
take extensive measures to absorb part of the excess bank liquidity arising
out of the foreign exchange inflow, while at the same time permitting an
orderly adjustment of interest rates. The more horizontal trend of rates during
most of 1959, in the face of buoyantly rising credit demands, may be regarded
partly as the effect of further efforts by the monetary authorities in this
direction. In some countries this implied the application of further liquidity-
sterilising measures, while in others a more neutral policy towards internal
credit expansion was evident, though in a number of cases the point was
reached later in the year and early in 1960 when 2 shift towards restraint
became necessary.

As an economy gains foreign exchange, bank deposits tend to increase
in proportion to the amounts sold to the banks, which are then able to sell
the net accruals of exchange to the central bank. The tendency for an influx
of foreign exchange thus to be associated with the acquisition of central-bank
funds by the banks provides the basis for a multiple expansion of credit. In
its initial impact, however, the effect of a substantial foreign exchange mnflow is to
expand bank liquidity out of all proportion to immediate needs, particularly
if, as is usually the case, the current demand for bank credit is temporarily
depressed. Hence the first reaction of the banking system is to reduce its debts to
the central bank, so that — even without any action on the part of the latter —
the immediate result tends to be a decline in the domestic assets held by
the central bank and an increase in its foreign assets. Any appreciable
increase in sales of foreign exchange to the central bank, however, normally makes
it necessary for the latter to intervene actively with restrictive measures, which
also tend to reduce its holdings of domestic assets, in order to absorb excess
bank Hquidity. The compensatory movement of the two types of central-bank
assets 1s clearly shown in the graph on the next page for fifteen countries
of widely differing financial structure.

These compensatory movements do not, of course, exclude the possibility of
longer-term changes in the overall position: in the longer run both types of assets
may rise (or fall) or their opposing movements may come to differ greatly from
one another in extent. A general expansion in the volume of means of payment
in a growing economy will as a rule be reflected in an increase in the total assets
of the central banks, which provide the basis for the said expansion. If the
influx of foreign exchange is large and extends over a long period, as, for
instance, in Germany, the addition to the total assets of the central banks
will, in the end, predominantly take the form of foreign assets; if it is
small or negative it will take the form of domestic assets; the upper six
countries in the graph belong to the first group and the lower nine countries
to the second.

The official measures taken in western European couniries in 1959 to
influence the liquidity of the banking system differed considerably in pattern
and scope from those adopted in the preceding year. In the first place, in
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a number of countries short-term interest rafes were, in contrast to 1953,
sufficiently low during most of the year to encourage substantial investment
of foreign exchange proceeds abroad, thus to that extent temporarily obviating
the need for liquidity-absorbing measures. The outflow of short-term capital
via the banks was particularly large in the case of Germany, the Netherlands
and Switzerland, but was appreciable also in Sweden, Austria and Belgium.
In Italy, too, there was a substantial increase in the banks’ holdings of
short-term assets abroad, but the liquidity effects of this increase were more
than offset by a pronounced rise in their short-term external liabilities.

Debt-management operations produced marked, but diverse, liquidity
effects in the various countries of western Europe in 1959. In Germany, the
Netherlands and Denmark the central government’s substantial budgetary cash
surplus on domestic account helped to restrain the growth in liquidity, a
result which in Germany and the Netherlands was accentuated by government
borrowing in the capital market. While in Denmark the surplus was used to
repay debt to the central bank, in Germany the counterpart was mainly to
be seen in that country’s large advance repayments of foreign debt and in
other special external payments. In the Netherlands the funds were employed
largely to repay floating debt held by the banks, which in turn utilised
them mainly to Increase their short-term investments abroad. In Italy
and Norway, on the other hand, liquidity absorption through debt manage-
ment was based primarily upon borrowing, the Treasury having raised funds
on the capital market in excess of current financing needs, using the surplus
to reduce its debt to, or increase its deposits with, the central bank. At
still another remove, in the United Kingdom and France, the Treasury's
requirements were amply satisfied by a large increase in ‘‘non-marketable”
debt, ie. in those forms of saving by which funds are passed directly to the
government. In both instances the Treasury position was sufficiently easy in
1959 to permit a substantial advance repayment of foreign debt, while 1n
the case of France the Treasury was also able to sterilise an appreciable
amount of funds by improving its position vis-d-vis the Bank of France.
Finally, in Belgium, Sweden and Austria central-government borrowing activity
was more closely related to the financing requirements arising out of the
large budget deficits in each of these countries. But whereas in Sweden a
large part of the government securities issued was placed with the banking
system, leading the authorities in July 1959 and January 1960 to increase the
liquidity ratios which the banks are required to maintain, the governments
of Belgium and Austria were able to satisfy most of their financing needs
through the placing of long-term issues,

In assessing the influence of the liquidity-absorbing measures and
processes witnessed in various European countries In the past two years or
so, it 1s clear that certain of these have been more temporary and less
decisive in their effects than others. The banks’ repayments of central-bank
indebtedness, their acquisition of open-market securities and their short-term
capital exports, though temporarily helping to absorb excess bank reserves and
to sustain interest rates, nevertheless constitute sources of liquidity to which
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Changes in official discount rates since July 1956,

Official Official Official
Country and discount Country and discount Country and discount
date of change rate date of change rate date of change rate
in % in % in %
Argentina Germany (Fed. Rep.} Pakistan
15t Oclober 19046 . . . 3.4 19th May 1956 . . . . . B TstJduly 1948 . . . . . b
1st December 1957 . . -] 6th September 1956 . 5 15th January 1959 ., . 4
11th January 1957 . . . ay;
Austria :-9;{: ﬁeplembgsg%?’ 4'/ Pigh NHovember 1047 <]
th Januar e 3 .
17th November 1955 . . 5‘ 27th June 1358 v a 2 sih November 1959. . . oY
29cd Aprl] 1639, . . . ME 10th January 1959 2%,
. EINE I ) + .
178h March 1980 . . . . 5 4th September 1959 . | 3 Philippines
23rd Oclober 1958 . . . | 4 July 1956 . ... L 2
Beigium ard June 1960 . . . . . 3 2nd September 1857, 4%
Ath August 1955. . . . 3 3rd February 1959 . . . &%
6th December 1956 . . 3% Greece
25th duly 1987, . . . . 4% 1st May 1956 . . . . . 10 Salvador
27th March 1958, . . . 4% 13t Oclober 1959. . . . ® 22nd March 1950 , . . 3
Sth June 1958, . . . . 4 12th Aprll 1937 . . . . 4
Sed July 1958 . . . . . 3% Iceland 25th Jahuary 1960 , . . 5%
98th August 1958 . . . 3% ond April 1952, . . . . 7
Bk January 1959. . . . | 3% 22nd February 1960, . . | 17 South Airica
24th December 1959 . . | 4 25th September 1985. . | 44
India 3% 5th January 1959, . . . 4
15th November 1951 . . 4
Belgian Congo ) 16th Bay 1957 . . . . 4 Spain
Tst January 1954. . . .| 3} st July 1954 . . . . . 3¥,
1st August 1967, . . . | ¢ Ireland 10th September 1856, . | 4%,
ist January 1959 . . . 3% 26th May 1956 5 22nd duly 1957 5
rd August 1959 . . . . | 4% Y omber 167 i
Trih o 1960 5 30th September 1957 -] 3rd Augusi 1959 . . . . LA
anuary T 28th March 1988, , , , | B% tith Aprit 1960, . . . . Y,
31sLMay1956. . . . . 5
Brazil ond September 1958, al; Sweden
16th May 1956 . . . . . -] 28th November 1958 . . 4‘4 1h April 1985 . ., . 5A
gth Aprfl1958. . . . . a 20th January 1960 . . . ErA 23rd November 1956 . . 4
11th July 1957. . . . . 5
Canada Italy 3rd May 1958 . . . . . a¥]
Sth April 1856 . . . . . a 6th April 1950. . . . . 4 18th January 1960 . . . 5
10th August 1936 . . . ay Tth June 1956, . . . . 3%
18th Oclober 1956 , . . v Japan Sg;:;:‘rlandh 1936 ,
* ovember ..
1st November 1956 . . ;g‘: auguhs: ;5935 L 7'205 Soth Moy 1087, o ;ﬁ
th Marel s 7.68
Chlle 8th May 1957 . . , . . gsgs| HAFebruanytg. .. 2
12th June 1835 . . . . 4% i8th June 1958 . . . . 7665 United Kingdom
23rd January 1957 . . . -] Gth September 1958 . . 7.30 16th February 1956, . . sY,
19tk February 1959. . . 6,935 7th February 1957 . . . 5
Cuba 2nd December 1959 . . | 7.30 101h September 1057, . | 7
September 1951 . . . . 3% 20th March 1858, ., . . -]
28th November 1956 . . | 43 || Korea (Southy 6.57 22nd May 1988. . . . . 5Y;
4th December 1957 . . | =1 6th Nowmeoser 1950~ 1 330 0hdune 1958 . . . .| &
25ih January 1969 . . . 6 T 14th August 1858 . . . aY,
Libya 20th November 1958 , 4
Denmark 1st April 1956 . . . . . aY; 21st January 1560 . . . 5
23rd June 1954 . . . . 374 16th April 1857 . . ., . a4
19th April 1958 . . . .| & 1st October 1957 . . . 5 Uniled States
15th August 1958 . . . [ 4% 13th April 1986 . . . .| 2%
19th Seplember 1959 . . 5 Metherlands 24th August 1956 . . ., a3
268y Janvary 1860 . . . 5% 7th February 1956 , . . 3 23rd August 1957 . . . 3k
25th August 1956 . , . 3% 15th November 1957 , . 3
Finland 22nd October 1956, , . 5 A 24th January 1958 . . . 2%
19th April 1958 . . . . 5%-8 17th July 1857. . . . . F VA 7th March 1958 . . . ., 2%
1st October 1958 . . . 74 16th August 1957 . . . 5 18th April 1958 , . . , 1%
Yt March 1958 . . . . PEP 24th January 1958 , . . 44 12th September 1958, . 2
hd 25th March 1958, . . . a Tth November 1958 . . 2Y:
14th June 1958 . . | . 3 6th March 1958 ., , , . a
France 15th November 1956 . . a 20th May 1959 . . . . . 3%
2nd Degember 1954 . . 3 2ist January 1959 . . . 2¥ tfth Sepltember 1959 . . 4
12th April 1957 . . . . 4 16th November 1959 . . 3%
13th August 1957 . . . 5 Venezuela
16th Oclober 1958 . . . 44 Mew Zealand 8th May 1847 . ., . . . 2
&th February 1959 . . . LA 1%th October 1955 . . . 7 12th November 1958 . . 4%
23rd Aprif 1959 4 19th Oclober 1959 . . . é Aprit 1960 . . . . . ' &8

* Since 151 November 1956 the Capadian Bank rale has been fixed each Thursday at ' per ceni. above the latest

average tender rate for Treasury bills, On 26th May 1950 it was 3.26 per cent.

**Basgic discount rate.
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recourse can be had at a later date. Hence in a few countries in late 1959
and early 1960, as signs of inflationary tension appeared or were anticipated,
monetary measures of a more positive nature — e.g. increases in minimum
reserve requirements — had to be taken or held in readiness. In most western
European countries, however, the various elements comprising the banks’
secondary liquidity resources were still substantial in the late spring of 1g6o.

Intervention by western European central banks to increase short-term
interest rates did not take place until late 1959 and early 1960, well after
business activity and credit demands had begun to rise. Whereas there had
been eight downward adjustments in discount rates in the first half of 1959
(and no increases), by the spring of 1960 these had been followed by thirteen
increases (and two further decreases). In the long-term sector, too, vields in
some countries showed a perceptible tendency to rise during this period
particularly in Germany, the United Kingdom, Belgium, Sweden and Switzerland.

In broader perspective, the developments set in train by the temporary
downturn in U.S. economic activity in the autumn of 1957, including the
European convertibility moves of late 1958, appear to have brought about
a high degree of financial integration among the western countries. As may
be seen in the graph on page 60, this is reflected in the tendency for
international differences in longer-term interest rates to become smaller and
for movements in short-term rates to respond more sensitively to the changing
external payments positions.

There has also been a tendency for the yield differentials as between
bonds and shares in the various countries to draw more closely into line. For
instance, in France and Italy, which have both at times experienced severe bouts
of inflation, yields on bonds have for many years been considerably higher than
those on shares, whereas in the United States and the United Kingdom the
appearance of a yield differential in favour of bonds would, except for short and
exceptional periods, appear to be a recent phenomenon. But while the spread of
“inflation psychology” may help in varying degrees to explain the yield gap m
all four countries at the present time, it is doubtful whether this factor is any
longer of primary importance. More sigmficant has been the growing con-
viction, in view of the social pressures for higher real incomes and the
readiness with which governments intervene towards this end, that lapses
from full employment will be mild and brief and, accordingly, that a relatively
stable long-term growth trend is likely almost everywhere.

In the United States the relation of share to bond yields early in 1960
was the culmination of a movement that began some ten years earlier, while
in the United Kingdom the change reflects mainly the rapid appreciation of
share prices in the past few vyears. In both cases, however, an 1mportant
causal factor has been the phenomenal rise in share acquisitions by institutions
(mainly pension funds and investment companies) pursuing primarily long-
term investment goals. The relative scarcity of shares, attributable largely to
the desire of managements to maintain corporate control and to the fact that
interest payments can be treated as an element of business costs, has been an
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Yields of shares and bonds.
Quarterly, in percentages.
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important factor on the supply side. In Italy and France changes similar in nature,
though not in degree, -have been taking place, while inflationary expectations
in those countries are no longer what they once were. In view of the post-
war institutional developments and present economic growth prospects in these
various countries, the old historical relationships between share and bond
yields — or at least the explanations for them — may well have undergone
a certain fundamental change, notwithstanding the reversal of trend that took

place early in 1g960.

In the United States 1959 witnessed a remarkable increase in credit
activity, As may be seen in the accompanying tabular summary of the
Federal Reserve System’s flow-of-funds accounts, the total net acquisition of
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United States: Net investment in financial ¢laims, by sectors, 1958-59,

Met acquisition of financial assets Legs:

net Equals:
Credit increase fmarnl:ial
Sectors Years | neyt | Savings ea::i?- Other [ . .. ﬂnai:cm or deficit

¥ claims 2 mqarkgt assels fiabil~ —

claims ? ities
in milliards of dollars

Consumer®, . . .. .... 1958 2.5 23.9 36 |—585%| 248 12.1 12.8¢
1959 1.1 20.4 167 |— 52%| 3s.1 20.8 12.3¢
Corporate . . . . ... .. 1958 1.8 0.8 1.2 277 7.4 7.0 0.4%
1859 0.2 [— 08 5.1 817 | 129 168 {(— 4.0°%

Mon-corporate and farm, | . 1968 1.3 — 0.2 _ 1.5 43 |— 228

1959 — 0.8 —_ 0.4 — — 0.2 4.2 - 4.5

Federal Gavernment. . , , , 1958 0.1 - 1.7 |— 02 1.5 g8 |— 8.2

1959 0.7 - 3.9 2.0 6.5 11.0 — 4.5

Sate and local government . 1958 .2 0.8 2.0 —_ a.0 7.8 =490

1959 4.5 — 0.4 2.7 — 2.8 T.2 — 4.4

Commercial banking ®. . . . 1988 |— 2.3 - 17.0 — 14.7 13.7 0.9

1959 — 1.1 - 5.2 —_— 4.2 2.6 1.7

Other financial institutions . 1958 0.4 - 19.8 0.4 20.6 18.1 2.5

1958 —_ - 24.7 - 02 24.5 22.0 2.5

Restof the world® . . . . . 1958 za® o8 |- 01 0.3 3.5 38 |— 0.4
19259 1.1 — 10 3 2.3 5.6 3.9 1.7

Tetad ™. .. ... ... 1958 5.8 26.3 48,4 |— 1.3 76.2 76.8 | — 0.6

1959 1.1 18.4 61.8 7.2 B8.5 88.5 —_
' Currency, demand deposits and gold heidings. 2 Bixad-value claims in the form of time and savjngs
deposits, shares in savings and loan agsociations and credit unions, consumer-held U.S, savings bonds
and equity in life Insurance and pension funds, # Inctudes Federal chligations, State and local obliga-
tions, corporate bonds and shares, martpages, consumer-credit claims, bank credits and other miscellaneous
loams. 4 Includes non-profit-making organisations. % Proprietors’ net investment in unincorporated
business. & Differences between these estimates and those appearing in the upper right-hand section
of the graph on page 69, which are based on direct estimates of saving and investment by sectors, are
attributable to the statistical discrepancies which arise with both methods of estimation, T Mainly
grass trade-credit claims, ¢ Includes the Federal Reserva System. The entry for monay represents net
gold purchases, * Net change In financial asseis or [fabilities vis-d-viz the United States, 1¢ Foreign

deposits in U.8. currency and net gold purchases. 1 Includes statistical discrepancies.

credit and equity-market claims, which constitutes the best measure of the
net growth in credit, is estimated to have exceeded $60 milliard in 1959,
as against $45 milliard in 1958,

New credit formation was based to only a minor extent on a multiple
expansion of total bank credit and an increase in the money supply. The
tight restraint kept on the availability of central-bank reserves, the ceiling on
time and savings deposit rates imposed by the Federal Reserve authorities under
Regulation Q and the sharp rise in market interest rates, particularly at short
term — all these were factors which helped to limit bank credit and new deposits
while directing new financial savings into other channels. Total net credit granted
by the banking system (including the central bank) advanced by only $5.2
milhard, compared with a rise of $17.0 milliard in 1958, this modest
expansion being accompanied by an increase of no more than $2.6 milliard
in demand and time-deposit liabilities. The banks were able, nevertheless, to
grant a record volume of new loans, amounting in all to over $12 mulliard,
but to do this they had to sell off $7.8 milliard’s worth of their portfolio of
TFederal obligations. As the money supply (excluding U.S. Government and
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foreign deposits) increased by only $o0.3 milliard in 1959, the exceptional
growth of non-bank credit was reflected in a sharp rise in the income velocity
of money.

The total lending of non-bank financial institutions increased appreciably
in 1959, their net acquisition of credit claims having amounted to $24.7 mil-
liard, compared with $19.8 milliard in 1958. The lending activity of financial
institutions, both banks and non-banks, is based for the most part on the
acquisition of new funds from the various other economic sectors. The non-
financial sectors have, however, the freedom to decide, depending on relative
interest yields and other considerations, whether to place funds with the
financial institutions or to invest them “directly” in the various credit instru-
ments. Indeed, the direct acquisition of such credit-market claims, after having
amounted to only $8.6 milliard in 1958, jumped to $31.¢ milliard in 1959.
Thus, while during a period of rapidly rising interest rates the placing of new
funds with the non-bank financial institutions increases in the United States
at the expense of deposit expansion at the banks, what is dramatically
illustrated by the afore-mentioned figures is the even greater relative shift
of funds into wvarious types of securities, mortgages and other credit claims.

These movements can best be understood in the broader context of the
saving/investing and borrowing/lending activities of individual sectors. A
sector’s financial surplus is the difference between its savings and its invest-
ments in the form of tangible assets. This difference represents its net invest-
ment in financial claims, which in turn is the difference between the sector’s
lending (or net acquisition of financial assets) and its borrowing (or net
increase in financial liabilities).

The consumer sector’s net acquisition of financial claims tends to vary
in accordance with its gross saving, which in turn is related to the level of
personal income. The difference between gross saving and the acquisition of
financial assets roughly represents the sector’s self-financing of purchases of
investment goods, which in the U.S. flow-of-funds accounts include not only
housing but also durable consumer goods. To a considerable extent, however,
the households that make the “Investment”’ outlays finance them by credit
(particularly 1n the case of housing), and hence the growth in the sector’s
net financial liabilities moves closely in line with the level and pattern of
such expenditure. As a rule residential construction increases during periods of
business recession, when interest rates are low, and reaches a peak early in the
upswing, partly because financial institutions have reduced their mortgage com-
mitments, on which Interest returns are relatively inflexible, and choose instead to
invest a larger proportion of funds in corporate bonds and other securities
whose yields have by then risen. Qutlays on consumer durables usually
follow a somewhat different pattern, falling off during a recession but then
advancing rapidly during the early phase of upswing and remaining much
more stable thereafter. Putting all these elements together, the 1959 changes
may be seen to have been broadly similar to those in the cyclically comparable
vear 1955, with the difference that in 1959 the consumer sector’s investment
in tangible goods rose somewhat less buoyantly while consumer savings in
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United States: Consumer and corporate-sector finance, 1946-59.
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financial form increased appreciably more, partly because of the sharp rise in
interest rates. The increase in rates, moreover, had a pronounced effect on
the composition of financial savings. Contractual saving through life insurance
and pension funds, it is true, continued to grow in 1959 as in earlier years.
Compared with 1958, however, there was a marked shift, in relative terms,
from cash balances and savings media towards investment in securities (mainly
Federal obligations).

In most of the post-war years an increase in the consumer sector’s
financial surplus has been accompanied by an increase in the financial deficit
(or a reduction in the surplus) of the corporate sector, and vice versa.
This is principally because of the different, and overlapping, cyclical move-
ment of the two sectors’ investment outlays, through which they strongly
affect each other’s income and saving position. The years in which the
sharpest increase in corporate gross saving were recorded — 1047, 1950,
1955 and 1959 — were also characterised by the largest rises in consumer
outlays on housing and other durable goods. Corporate fixed investment, on
the other hand, has usually responded to an increase in corporate saving
with a considerable time-lag, rising to a peak only after gross saving has
declined. The chief liquidity instrument used by corporations to bridge these
time-lags is that of Federal obligations (mainly Treasury bills and other short-
term issues). When corporate gross saving was relatively high in relation
to fixed investment, as in 1948, 1g950—51, 1955 and 1959, acquisitions of
Federal obligations were positive and often large. These securities later served
as a source of funds when fixed investment exceeded newly-generated saving.
During such expansive periods corporations generally also have greater recourse
to the capital market than at other times, while bank credit to the sector
tends to be related more closely to inventory investment. In 1959 the pattern
of corporate-sector finance closely resembled that of 1950 and 1955. Gross
saving rose in relation to fixed investment, while renewed inventory accumula-
tion was financed in part by bank credit. The improvement in liquidity,
which expressed itself mainly in an appreciable rise ($3.9 milliard) in cot-
porate holdings of Treasury short-term. securities, was accompanied by a
decline in new issues of corporate securities, although the net issue was
still large in relation to most earlier years. Liquidity further increased during
the spring of 1960 as saving continued to outstrip investment.

At a more general level, the financial surplus of the private sector
(including farms, non-corporate business and financial Institutions) may be
seen, as i1s shown in the upper left-hand section of the graph, to have
been inversely related during the post-war period to that of the public
sector. These contrary movements largely reflect the compensatory adjust-
ments, partly planned but mainly automatic, in the Federal Government's
saving as a result of cyclical fluctuations in private economic activity; and,
conversely, they also reflect the concomitant income and savings reactions
on the part of the private sector. The movement of the rest of the world’s financial
surplus (vis-3-vis the United States) in close parallel to that of the private
sector is the opposite of what might ordinarily be expected and is therefore



more difficult to explain. The fact is, however, that during this period high
levels of private investment and economic activity {and hence a smaller
private financial surplus) were associated more often than not with a high
level of U.S. exports in relation to imports, and vice versa. Moreover, the réle
of the public sector in relation to one or both of the other sectors was
sometimes a relatively active one, as, for instance, when the government was
helping to finance early post-war recovery abroad, or later, during the period
of heavy rearmament spending in 1952-53.

In the early weeks of 1959, when the capital market, partly under the
influence of extensive Treasury refunding and borrowing operations, was
already under a certain amount of strain, the Federal Reserve authorities
shaped their policy so as to leave banking liquidity more or less unaffected.
In the spring, however, as economic activity accelerated and credit demands
suddenly soared upwards on all fronts, this policy of neutrality was quickly
altered to one of positive restraint, Member banks' net borrowed reserves, -
after standing near the zero level early in the year, rose uninterruptedly until
they reached a peak of $560 million in July; and a monetary policy of continued
restraint, despite the lengthy steel strike, kept such net borrowing at a relatively
high level throughout the remainder of the year. The increases in the discount
rate, which was adjusted from 2% to 4 per cent. in three stages between early
March and September followed increases in market rates. On the basis of
December averages, member-bank reserves increased over the year as a whole by a
mere $30 million, reaching a total of $18,930 million towards the end of 1959. The
banks gained substantial new reserves through their increased borrowing from
the central bank, through the Federal Reserve System’s net purchases of
government securities totalling approximately $725 million, and through a
change in regulations which permitted the banks to include a certain pro-
portion of thetr vault cash as part of their official reserves. These changes,
however, barely offset the reserve-reducing effects of the large outflow of
gold (in excess of $1.0 milliard} and the increase in the currency circulation.

After rising intermittently throughout the year, yields on most types of
debt instruments reached levels much higher than their previous post-war
peaks in 1957. The increases were steepest in the short and medium-term range,
where both private credit demands and bank and Treasury sales of securities
were mainly concentrated. Owing to a Federal Government cash deficit of $8.0
milliard in 1959, coupled with a continued reduction in the public’s holdings
of savings bonds, the Treasury had to raise more than $11 milliard through the
sale of marketable securities. Except early in the year, however, when a small
amount of long-term securities was sold, the 434 per cent. statutory interest
ceiling on new issues of long-term Federal obligations precluded the issue of
securities with over five years’ maturity. Nevertheless, by offering higher yields
on short and medium-term securities, which reached the neighbourhood of 5 per
cent. in the autumn, and by increasing the variety of issues in this range, the
Treasury was able greatly to broaden the market for such securities, although
only at the cost of a further appreciable shortening of the average maturity of
the public debt. In the circumstances of today the potential advantages to be
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derived from flexible financial policies would seem to make the arbitrary rate
ceiling on longer-term Treasury borrowing a gratuitous encumbrance, particularly
in an economy which relies relatively heavily upon the voluntary responses of
institutional and private investors.

In the early months of 1960, partly as a result of special and temporary
factors, there was a slackening in industrial production, and this was accompanied
by a perceptible scaling-down of expectations, as evidenced by a fall in interest
rates and share prices. There are reasons to suppose, however, that economic
activity is now on a more realistic footing and will henceforth move upwards at
a slower but more sustainable rate.

In the United Kingdom economic and financial developments in
1959 were influenced to a striking extent by the spending, borrowing and
lending activities of the personal sector, A booming demand for durable .
goods, stimulated both by the removal in October 1958 of restrictions on
hire-purchase lending and by the budget measures of April 1959, led the
upswing in industrial production; the outstanding volume of hire-purchase
debt in fact increased by some £245 million during the year, compared with
a rise of £95 million in 1958. Moreover, in conjunction with an increase in
private demand for housing, new advances by building societies (less repayments)
amounted to £225 million, or £80 million more than in the preceding year.
Equally impressive was a sharp increase in the personal sector’s acquisitions of
financial assets, which were sufficient to offset the rise in borrowing and thus to
maintain the sector’s financial surplus, or net investment in financial claims, at
approximately £430 million, or about the same level as in 1958. Identifiable
increases in financial assets totalled £1,415 million, compared with £1,060 mil-
lion in 1958. Savings through life assurance and pension funds, estimated at
£700 million in 1959, continued to display a steadily rising trend, while
building society deposits and shares jumped by £265 million and net personal
deposits with banks (i.e. net of personal advances for non-business purposes) rose
by over £50 million, The most significant change, however, was a further growth
in National Savings by almost £400 million, or twice as much as the already
large increase of the preceding year.

The financial surplus of the company sector increased in 1959, profits
having risen while fixed capital investment showed little change and inventory
investment was moderate, This increased availability of internal funds, combined
with extensive borrowing activities, enabled companies as a group to augment
their liquid and other financial assets, as they had also done in 1958. Through
caprtal issues manufacturing industries and distributive trades raised new funds
amounting to £221 million In 1959, as against only £153 million in 1958. This
increase, facilitated by the virtual abolition in February 1959 of controls over
new issues, reflected the buoyancy of business expectations and the relatively
easy conditions prevailing on the capital market, where the government was a
net supplier of funds 1n 1959 and new money was also available in greater volume
from non-bank financial institutions and the public. Non-financial companies in
the private sector also obtained bank advances on a larger scale in 1959.



United Kingdom: The central government’s

Financial surpluses and deficits,’ financial surplus diminished from
by sectors, 1948-59, about £425 million in 1958 to
In millions of £ sterling. . R .
800 ——T— T T—T—— T 800 just over £350 million in 1959,
600 -] a0 This decline in internal funds,

;gﬁ: Personal sector? -igﬁ however, was much more than
+0 S 0t compensated by the increased
200:,\/ 200 availability of funds from other

Private companies® ~H0 1 sources. Most notable among these

Egg[ _fgg was the sharp rise in National
20 {200 Savings, net central-government
2-03_ b blic corporations _g&‘ borrowing through this chgnpel
o _\-_\—\m having gone up from £175 million
600l 600 | in 1958 to £365 million in 1959.
800 800 Moreover, whereas in 1958 the

fgg funds needed to finance the in-

20 | creased gold and foreign exchange
- 02 | holdings of the Exchange Equal-

Cenlral governmsnt*

iﬂg‘ :igg isation Account amounted to
600 =500 £270 million, a £135 million
400 %0 | reduction in these holdings in
z+og A _3&0 1959 supplied the Exchequer with
200 ,\/zo'o domestic funds to an equivalent

400

Y L e amount. Still further funds ac-
1948 43 50 51 52 53 54 55 56 57 58 1959 crued to the Exchequer owing
HEIETS - . . .

to an increase in the fiduciary
1 A sector's financial surplus is equal to its gross saving

plus net capital transfer receipts minus (ts gross domestic Issue (£50 mllhon), to the net
investment. Although in each year the financial surpluses f

and deficlts of all sectors together should add up to zero, ~ repayment of debt by local
this is usually not the case owinp to errors of egtimate, . s ‘yy-

which are sometimes large, 2 Includes unincorporated authorities (£35 million), and to
buginesses, 2 Includas net acquisition of foreign assats. . I

4 Includes National Insurance funds. % Financial surplus other, mainly extra-budgetary,

of the rest of the world vis-3-vis the United Kingdom. receipts ( £IOO rmlllon) AltO-
gether, including the financial surplus itself, the funds accruing from the
various sources came to almost L1050 million.

The principal claim on these funds was made, as usual, by the public
corporations, whose net borrowing from the central government rose in 1959
by about f4¢ million to £615 million. In addition, the central government's
external capital transactions, which consisted in 1959 mainly of advance
repayments and special transactions, involved an outlay of £275 million, as against
only £70 million in 1958. The central government’s remaining surplus of dis-
posable funds, which amounted in 1959 to over £140 million, was absorbed by
a decline in the public's holdings of tax reserve certificates and marketable debt.
The reduction in marketable debt, which amounted to something over £100 mil-
lion, was the net result of a large sale of Treasury bills offset by a still larger
acquisition of government stock offered on the market. The London clearing
banks, in order to take advantage of the rising demand for bank loans, disposed
of approximately £400 million of such stock during the year. But in view of the



exceptional volume of new private-sector financial savings accruing in 1959,
together with the relatively stable conditions prevailing in the market for fixed-
interest-bearing securities, it seems reasonable to assume that there was an
increase — of perhaps as much as £1oo million — in the holdings of non-bank
investors (both financial and non-financial). If this is so, it would imply that the
monetary authorities made net sales of Treasury bills to the extent of about
£200 million. Some £30 million of this total was accounted for by the London
clearing banks, while the remainder consisted mainly of purchases by foreigners
and by domestic financial and non-financial companies.

In the banking year ended in mid-March 1960, the London clearing
banks’ total assets and net deposit liabilittes increased by 8 and 4 per cent.,
respectively. Advances jumped by £642 mullion, or 27 per cent, but this
was posstble only because of heavy liquidations of holdings of government
stock, which declined by about £450 million during this period. According to
the “Economic Survey 1960”, one may infer that upwards of one-half of the
total increase in advances from banks and other lending institutions was
closely associated in some form or other with consumer credit,

London clearing banks: Changes In selected items from the monthly returns,

Liahilities Assets
Public sector Private sector
12-month
pferg:-nd Net MoneI;Ir
deposits | at cal
id-March Treasury | Invest- Ad-
mid-Marc sahr;c:t bills ments Total | ances* | Bills Total
notice
: in millions of £ sterling
1957-88 . . .. . + 186 | — g + 167 + 101 + 280 - g1 - 21 — B2
1988-59 , .. .. + 216 + 63 | — 208 — 166 — 308 + 528 + 3 + 529
1959-60 . . . . . + 246 + 54| + 64 — 427 — 309 + 642 + 26 + 668
Outstanding at mid-March
fegd. . . . . .. ..., &,073 555 941 1,501 2,997 3,008 163 3,159

* Including advances to natignalised industries.

That credit conditions in the money and capital markets remained
relatively easy throughout most of the banking year was largely attributable
to the readiness with which the monetary authorities took up government
stock offered for sale by the banking system. For the most part the switch from
investments to advances occurred against a background of relatively stable inter-
est rates, as the authorities did not wish during this period to hinder the recovery
of demand. The situation began to change somewhat late in 1959 and early in
1960, as may be seen from the movement of interest rates. The average
tender rate on three-month Treasury bills, after rising about 1} per cent.
during the first half of 1959, remained relatively stable at just below 3% per
cent. until December 1959, when it increased perceptibly under the influence
of rising short-term rates in foreign centres and growing expectations of an
increase in Bank rate. When Bank rate was in fact adjusted upwards from
4 to § per cent. on 21st January 1960, after having remained unchanged
throughout 1959, the Treasury bill rate rose to about 4% per cent, The



vield on 2% per cent. Consols, which fluctuated within a range of 4.7 to
4.9 per cent. during most of 1959, also began to edge upwards in the
closing weeks, standing at about §.15 per cent. in the early weeks of 1960,
Towards the end of February there was a further rise in long-term rates,
a tendency which reflected a stiffening in the attitude of the monetary author-
ities in response to heavy sales of securities by the banks. Following these changes,
which represented the first precautionary moves by the authorities towards a
policy of restraint, the banks continued in April to dispose of securities as credit
demands increased further during the spring. Towards the end of April, as
foreshadowed in the Chancellor’s budget speech and at a time when economic
indicators pointed towards a possibly excessive rise in home demand, the
authorities took additional restraining measures. These were a first call upon the
banks for “special deposits” under the scheme originally announced in July 1958
and a re-imposition of hire-purchase controls. The London clearing banks
were required to deposit with the Bank of England an amount equal to 1 per
cent. of each bank’s total gross deposits, while the Scottish banks were similarly
asked for a sum equivalent to 1% per cent, of deposits. The banks were given
until 15th June 1960 to satisfy the new requirement. Simultaneously with the
launching of the spectal-deposits scheme, the authorities also announced the
reintroduction of minimum initial payments and maximum periods for repay-
ments under hire-purchase contracts.

In France a sharp increase in internal liquidity in 1959 was a conse-
quence, and a reflection, of the success achieved by the stabilisation measures
taken in 1958. The improvement in export earnings, the economising in
imports, the normalisation of the timing of external payments, the marked
increase in private and government saving, the repatriation of funds held
abroad, together with an influx of new capital — all were factors contributing
to a high rate of formation of financial assets and a notable easing of credit-
market conditions.

The enterprise sector’s net acquisttion of cash balances and other liquid
resources amounted to NFF 6.40 milliard in 1959, against only NFF 0.65 mil-
liard in 1958, Similarly, the household sector’s net acquisition of financial
assets, largely of a liquid character, came to NFF 12.58 milliard, compared
with NFF 10.61 milliard in the preceding year. These sectoral estimates may
with advantage be viewed against the background of certain statistical aggre-
gates published by the National Credit Council. The money volume increased
in rgsg by NFF ¢.43 milliard, or 11.3 per cent.,, while a significant change
also occurred in the acquisition of Treasury bills by individuals and non-financial
enterprises, whose holdings of these increased by NFF 3.6¢ milliard in 1959,
against NFF 1,19 milliard in 1958. The growth in savings bank deposits,
which in 1958, at NFF 2.98 milliard, was already relatively large, amounted
in 1959 to NFF 3.79 milliard. Finally, a substantial increase was also recorded
in time deposits and longer-term savings bonds.

As the private sector’s liquid savings were largely of the type normally
channelled wholly or in part to the central government, the financial position of



France: Changes in financial assets and liabilities, by sectors, 1958-59."

House- Enter- Public Financial Regt
author- ingtity= of the
ftoms Years holds prises ities tions* || world
in militards of new French francs
Financial surplus or deficit (—) 1958 4,81 | =11.88 — 019 278 - 4,297
1859 &.84 ~ 897 0.38 2.73 g.g8?
- Corresponding changes in
financial assets (increase +)
and liabilities (ncrease —}
1958 4.09 0.35 - 3,80 — 3.54 0.10
Money {cash and slght deposits). . . 1958 513 .00 —1.36 —771 _
01(?:;’:2::; i:gfnm:déii:;:‘::; claime | 1958 2,74 0.30 080 | —3.70 0.14
9 | 1989 a.14 240 | —202 | —574 | —1.22
Securities 1958 3.78 — 116 —4.15 0.50 —1.03
""""""" 1959 3.31 —3.07 —2.15 0.02 - 1.89
Bank credits
Shortt a 1958 —0.10 —2.12 015 2.24 0.17
Ort-term = v v ey e 1959 —040 | —5.66 1.03 4.34 0.21
1658 —_ - 1,50 _ 1.50 —_
Medium-term . . . . . . ... .. 1950 - —0.20 - 0.20 _
Long-term | tiable) 1958 —1.88%| —6.04 3.88 3.84 —0.20
ong-term loans (non-negotiable) . . ;454 —2a48%| —7.12 6.34 4.51 1.25
Shori-term transactions between the
. 1958 — 0.54 0.54
Treasury and the financial Instltutions 1050 —1.82 1.82
. 1958 —0.31 —_ — 0.04 1.07 0.72
Gold and Joreign exchange . . . . . 1958 o024 _ o 518 4.94
. & 1858 — 3.41 —1.52 0.32 0.42 — 4,19
Statistical adjustment = . . . . . . . 1959 | —2.82 068 | —0.54 017 | —2.a1

t Provisional estimates made by the Departrnent of Economic and Financial Research of the Minlstry of
Finance for the 1359 national accounts. 2Bank of France, banks, public credit institutions and insurance
companies, 2 Neat investment in foreign countries and in the rest of the French franc area. A positive
figure signifies an Increase in claims (or a decrease in {jabilities} vis-d-vis the rest of the world. 4 In-
cluding advances by the Treasury. 5 Including seme medium-term construction credits. ¢ Including
identified movements of funds, which consist in part of funds repatriated from North Africa to the

. metropolitan area.

the Treasury eased very considerably in 1959. The monetary implications of
these changes may best be explained by starting with the central govern-
ment’s overall deficit (see also Chapter II). If debt amortisation is included,
the Treasury's total financing requirements rose from NFF 7.23 milliard in
1958 to NFF 8.84 milliard in 1959. These needs were more than satisfied,
however, by the total disposable funds — NFF 12.62 milliard — becoming
available to the Treasury from savings resources, Treasury bill issues, corre-
spondents’ accounts and other muscellaneous transactions. The remaining sum
of NFF 3.78 milliard was sterilised by transactions with the Bank of France,
consisting partly of the repayment of direct advances (NFF 1.71 milliard)
and parily of the reacquisition of "obligations cautionnées” (NFF 2.07 mil-
liard), these latter comprising mainly government tax claims discounted with
the central bank.

The Treasury refrained from placing a long-term issue on the capital
market in 1959, though to have done so would have enabled it further to



restrain the growth of liquidity. Its object, which appears to have been
fulfilled, was to permit the accumulation of liquidity to continue in such a
way as to produce a gradual downward adjustment of long-term interest rates,
thus bringing them more into line with comparable rates abroad. After having
declined substantially since the spring of 1958, the yields on all types of
private and public obligations underwent a further significant reduction in
1959; the yield on industrial bonds, for instance, dropped from over 8 per
cent. in March 1958 to about 7 per cent. around the turn of the year and
then to 6 per cent. by the end of 1959. Gross new capital issues declined
from NFF 871 milliard in 1958 to NFF 7.69 milliard in rg9sq9. But since
the Treasury was not in the market in 1959, whereas in the preceding vear
it had issued a long-term loan for NFF 2.94 milliard, other types of issues
increased considerably. Virtually the entire rise was accounted for by private
bond and share issues, which totalled NFF s5.04 milliard in 1959, compared
with NFF 2.88 milliard in 1958. The bond issues of the nationalised indus-
" tries and other public and semi-public institutions were slightly lower in 1959,

Besides the funds raised on the capital market, another important source
of long-term credit to the economy consists of construction and equipment
loans granted by the Treasury and the specialised credit institutions. These
credits are included in the table under “Long-term loans (non-negotiable)”’,
the increase in which, to the household and enterprise sectors together,
amounted to NFF g¢.60 milliard, compared with NFF 8.02 milliard in 1958.
The large rise in 1959 was attributable both to increased lending by the
Treasury, particularly to the nationalised industries (which borrowed less on
the capital market), and by the public credit institutions, to which much
of the rise in private savings accrued. At the same time that the enterprise
sector's sources of long-term funds greatly increased, its new borrowing at
medium term dropped off to only NFF o.20 milliard.

The liquidity of the banking system increased remarkably in 1959. The
growth in total bank deposits amounted to no less than 23.5 per cent. The
public’s demand for bank-notes, after having risen continually in earlier vyears,
abruptly levelled off in 1959, bank-notes thus falling from 46 to 4I per cent.
of the money supply. On the other hand, the demand for bank credit ad-
vanced only slowly during the first three quarters of 1959, but rose quite
sharply as economic activity suddenly accelerated in the fourth quarter. In
these circumstances part of the banks’ growing liquidity was absorbed by
purchases of some NFF 2.3 milliard’s worth of Treasury bills made in order
to satisfy the minimum liquidity requirements in force. The still large funds
remaining were used by the banks mainly to reconstitute their portfolio of
medium-term credits, .almost the whole of which had earlier been discounted
with the central bank. Thus the banks’ holdings of medium-term paper
increased by NFF 3.32 milliard in 1959, while those of the Bank of France
diminished by NFF 3.57 milliard.

In 1959 the easing of credit restraints that had already begun in the
latter part of 1958 was continued. The limitations on short and medium-term



credit were removed in February 1959, and the rules concerning instalment
purchases of durable consumer and investment goods were progressively re-
laxed. The discount rate was reduced in two stages from 4% to 4 per cent.
in the first half of the year, while appreciably larger downward adjustments
were made, at these and other times, in penalty discount rates. The cost of
short-term credit was also brought down by certain reductions made during
the vear in the schedule of permissible bank charges and commissions.

In Germany the rise in the enterprise sector's financial deficit from
DM 12.1 milliard in 1958 to DM 16.6 milliard in 1950 was attributable
only in part to an increase in investment by industrial enterprises. Another
important factor was a large expansion in the construction of dwellings, the
financing of which was reflected in an increase in direct loans (mainly for
housing) from the public authorities, a rise in borrowing from the building
and loan associations and a sizable growth in medium and long-term loans
(which include construction credits). In addition, non-industrial business
enterprises also appear to have significantly increased their investment outlays,
and these smaller firms may, as in a number of other countries, have accounted
to a considerable extent for the upsurge in bank credit in 1959. Finally, the
enterprise sector’'s sales of securities dropped off from DM 3.6 miliiard in
1958 to DM 2.1 milliard in 1959, while the volume of new securities taken
up within the sector increased.

The public authorities’ financial surplus, after having declined in each of
the two preceding years, rose substantially in 1959. In its domestic transactions
the Federal Government attained a sizable cash surplus, which, together with
a net drawing-down of deposits held with the central bank, helped to finance
large special external payments, consisting mainly of premature debt repayments
and advance payments for armaments.

The measures of monetary restraint taken from the autumn of 1959
until the spring of 1960 preceded, and were considerably more extensive than,
those introduced in other western European countries. These measures were
aimed not only at moderating the sharp advance of economic activity but also
at counteracting a high degree ‘of bank liquidity. As a result of the preceding
retardation of economic activity, together with the cumulative influence of the
long-persisting influx of foreign exchange, the credit institutions had by the
summer of 1959 become highly liquid. By the end of June their indebtedness
to the central bank had been brought down to DM 810 million, while their
holdings of open-market paper amounted to almost DM 7.2 milliard and their
short-term foreign assets to DM 3.4 milliard,

In the autumn of 1959 the Bundesbank first raised the discount rate in
September from 234 to 3 per cent., and then followed up this step late in October
by a further increase to 4 per cent. On this occasion, moreover, minimum
reserve requirements were raised by 10 per cent. for all credit institutions. The
latter measure was followed by two further increases of 10 and 20 per cent. at
the beginning of January and in March 1960 respectively, notice having also



Germany: Changes in financial assets and liabilities, by sectors, 1958-59.

Financial institutions

Public R

House- | Enter- est
1 | author- Insur- | Building || of the

tems Years | holds? | prises ities ance |and loan|| world ?

Banks com- | associa-
panies 2 | tions

in milliards of Deutsche Mark

Financial surplus or
deficit (=) . . . . . ... 1958 3.5 | —12.1 4.5 . . . 5,94
1959 15.0 | —16.6 7.0 . . . 5.479

Correspondingchangesin
tinancial assets (increase+)
and liabilities {increase—)

Currancy and sight deposits 1958 1.6 28| — 03| — 4.4 —_ g2y — 04
1959 1.3 27| — 28| — 1.7 _ - — 0.2
Time and savings deposits . . 1958 6.0 0.3 07| — 7.5 —_ o4 -
1959 5.9 0.2 19| — 9.8 -_ 0.4 —_
Other funds placed with banks | 1958 - 2.1 1.6 | — 3.8°® - - -
1859 - 2.3 1.3 | - 4.2% 0.1 - — 0.5
Bank credits
Shortterm . . . ... .. 188 — 01 = 02| — 02 1.1 _ _ 0.8
1959 - 02 |- 24 ~ 0.9 4.6 _ _ 1.3
Medium and long-term . . . 1958 — 03}l - 82| — 1.8 10.7 - —_ 0.4
1959 — 08| —1058 | — 22 14.0 — _ 0.5
Building and loan assaciations
Clalms against . . . . . . 1958 at 0.1 — 3.1
1988 a8 0.1 - 3.9°%
Qui-payments from . . . .] 1958 - 2.5 - 2.6
1959 - 3.2 -_ 3.2
Insurance companies
Clalms against . . . . ., . 1858 1.6 0.6 — 2,25
1959 2.2 0.7 — 2.9°
Borrowing from . . . . . . 1958 - — 12| — o1 1.3
1989 - - 1.5 | — 0.1 1.6
Security transactions
Acquisitions . . . . . . . 1958 1.7 0.5 0.6 4.9 1.0 - - 0.7
1959 1.9 0.8 1.3 4.8 1.2 02— 0.6
Sales . . ... ... ... 1958 — 36| — 07— 43 - 0.7
1958 — 21| — 11|~ 58 - 1.7
Other financial transactions
ety .. ... ...... 1958 — 0.1 — 2.6 4.6 1.8
1989 - — 4.5 10.0 5.3
Gold and foreign exchange
haldings of the Bundesbank | 1958 a.2 3.2
1959 — 2.1 - 21

1 In their rdle as savers individuals are regarded as being part of the private-household sector, while as
Purchasers of capital goods (i.e. hew housin%) they are classed as enterprises. 2 Includes pension
unds. 3 |ncludes foreign countries, West Berlin and eastern Germany. A peositive figure indicates an
increase in Germany’s claims vis-2-vis the rest of the world, 4 Net foreign investment (i.e. balance of
paymenis on current account minus unilateral transfers). % Includes ownh tesources,

Source: Preliminary estimates of the Deutsche Bundesbank; for revised flgures see the Bundesbank's

Monthly Report for June 1960,
been given to the effect that any increase in the banks’ foreign liabilities after
the end of November 1950 would be subject to the maximum permissible
reserve requirements. The change in March 1960 was accompanied by a sub-
stantial reduction in the banks’ rediscount margins with the central bank. During
the second half of 1959 and the first quarter of 1960 the net liquidity effect upon
the credit institutions of the central bank’s purchases of foreign exchange
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(excluding its exchange transactions with the Treasury) was approximately com-
pensated by the outflow of currency into circulation and an absorption of
domestic funds into the central-bank balances of the public authorities. Hence,
largely because of the increases In reserve requirements, which took up some
DM 3.2 milliard of their liquidity, the credit institutions sold back to the
Bundesbank short-term mobilisation paper to the extent of DM 2.0 milliard
and increased their borrowing from the central bank by DM 1.6 milliard.
Since, nevertheless, the banks’ liquidity margins continued to be considerable
and the demand for credit kept on growing, the Bundesbank resorted early
in May 1960 to a further increase in reserve requirements calculated to remove
another DM 1.0 millard of liqudity. In addition, at the beginning of June
the bank increased the discount rate from 4 to § per cent. and prohibited
the payment of interest on foreign-held bank deposits. The effective yield on
newly-issued bonds, which had fallen to 5-514 per cent. in the spring of
1959, rose quickly after the discount rate increase in October, but then
seemed to level off in early 1960 at 614—6% per cent. — a yield still much
lower than that of 8 per cent. which prevailed three years earlier.

In the Netherlands the private sector’s financial surplus, when con-
sidered together with the increase in savings funds channelled via the
institutional investors, showed a modest decline on a transactions basis, but a
more appreciable one on a cash basis. Private offerings of securities on the
capital market rose from Fl 1,410 million in 1958 to FL 1,680 million in
1959, while the amount of these securities taken up within the private sector
itself declined from Fl s6o million to Fl 410 million. Bank credit increased
by only Fl. g50 million in 1959, but the entire rise was concentrated in the
second half of the year., The accumulation of additional cash balances and
secondary liquid assets by the private sector in 1959, though quite large
(FL. 730 million), was nevertheless much less great than in 1958. This was
partly connected with the decline in the banking system’s net purchases of
gold and foreign exchange from Fl. 2,250 million in 1958 to Fl. 1,350 million
in 1959, but it was also due to the extensive funding operations undertaken
by the public authorities.

The budgetary position of the public authorities improved substantially
compared with 1958, as the central government’s position shifted from a
financial deficit to a surplus while the local authorities’ financial deficit
showed a further decline. Moreover, taking advantage of increasing domestic
liquidity, the public authorities borrowed on the capital market much In
excess of their current needs, using the difference to redeem floating debt.
In this way long-term interest rates were kept fairly stable at a relatively
high level, while the redemption of short-term government paper helped to
keep short-term rates below those in other countries, thus providing the banks
with a strong incentive to invest their excess liquid resources abroad. The excess
of the central government’s financial surplus over its net foreign lending,
together with its sharply increased borrowing in the capital market (Fl. 720 mil-
lion) and a small amount of short-term borrowing outside the banking system,
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Netherlands: Changes in financial assets and liabilities, by sectors, 1957-59.

Central Local Institu- Private Rest
povern- author- tional sector of the
Items Years ment ities investors * world

in miitiong of floring

Financial surplus ordeficil (=)

Transactions basis . . . . . . .. 1957 — 120 | — 1,420 1,880 | — 750 | — 480
1958 g0 ! — 1,720 2,470 760 1,590
1959 820 | = 1,770 2,900 1) 1,840

Caghbasis . ., ... ....... 1957 340 | — 1,340 1,880 | — 8103 — 4307
1958 — 480 | — 1,200 2,630 73073 1,680°
1959 280 | — 890 2,780 | — 58073 1,560

Correspondjng changes in
financial assets {incréase +)
and liabilities {increase —)

Primary liquid resources. . . . . . . 1957 - - - 20| — 180
1958 —_ 30 30 1,010
1959 - _ 20 10 460
Secondary liquid resources ., . . . 1957 — 140 | — 420 230 650 [} — =270%
- 1958 — 350 — 110 360 580 2,280%
1959 - &0 410 130 | 270 1,350 %
Bankcredit . . . . .. ... ..., 1957 - 220 20 | — 10 = 190
1958 400 | — a0 70 290
1959 840 | ~ 100 | — 40 — &50
Monetary credit from central govern- 1957 530 | — 530
ment fo local authoritles . . . . . . 1958 — 530 £30
1959 - -
Capital market (net} . . . . . . . .. 1957 _ g0 | — 610 1,380 — 900 - 190
1958 — 250 — 1,530 2,170 — 850 — A&0
1959 - 720 — 1,180 2,650 — 1,270 | — 520
Lending or berrowing abroad * , . . . 1957 230 - - -~ 200 30
1958 250 _ 60 ~— — 300 - 110
1969 229 _ -_— 10 130

’ Includes the savings banks, life assurance companies, pension funds and gocial insurance funds.
2 Includes retained profits and net 1ransac1|ons in bonds and "shares by the c¢entral bank and the commarcial

banks. 3 Net foreign invest t {i.e. balance of paymenis on current account). 4 Total domestic
}nquidntv s;.lrplus or deficnt (equals mcrsase or decrease in net foreipn exchange assets). 3 Mainly direct
nvestmen

supplied the government in 1959 with liquid funds totalling Fl. 840 mullion,
which were used to reduce its net indebtedness towards the banking system
(including the central bank). The local authorities, while borrowing a good deal
less at long term than in the preceding vear, nevertheless raised funds on
the capital market in excess of the sector’s financial deficit. The excess liquid
funds were wused principally to reduce short-term debt held by non-bank
creditors.

The total offer of funds on the Netherlands capital market rose from
Fl. 3,200 million in 1958 to Fl 3,900 mullion in 1959. Fi. 1,900 miilion of
these funds was taken up by the public sector and Fl. 1,680 million by the
private sector, while another Fl. 320 million was absorbed by the sale of
foreign securities to Netherlands residents. '

As a result of the favourable development of the public sector’s financial
position, coupled with the large export of short-term capital, the Nederlandsche
Bank did not find it necessary in 1959 to intervene extensively with the usual



instruments of monetary control. The main positive step was the increase in
the discount rate from 234 to 3% per cent. in November. Other measures
were primarily of a technical character, designed in part to keep short-
term rates in the Netherlands low in relation to those in foreign centres.
In May 1959 the minimum cash-reserve ratio was reduced from 10 to 7 per
cent. in order to supply the banks with the funds necessary to enable them
to take over the residue of the I.LBR.D. loan obtained by the Netherlands
Government 1n 1947. The reserve ratio was again reduced -— temporarilly —
to 6 per cent. during the summer of 1959, when short-term rates were
tending to rise under the mfluence of a large state loan issue. In the spring
of 1960, when the commercial banks’ holdings of short-term foreign assets
stood at a very high level, the Nederlandsche Bank indicated that any undue
expansion of domestic credit might have to be countered by the imposition of
a credit ceiling and a requirement that part of any excess reserves be placed
in interest-free deposits with the central bank.

In Belgium the money supply, though still advancing somewhat faster
than the gross national product, expanded more moderately in 1959, the
increase principally taking the form of a rise in sight deposits with the
banks, which also benefited from a further large increase in time and savings
deposits. Since the heavy influx of foreign exchange in 1958 was replaced by
a small outflow In 1959, the counterpart of this substantial rise in bank
deposits was a roughly equivalent increase in credit to the domestic economy,
particularly the public sector.

Beigium: Formation of the money supply.®

tandir
standing
ltems 1987 1958 1959 at the and of
1959
in milliards of Belgian francs
Changeés in the money supply
CUMrencY . . v v o v« v v v v o s + 1.2 + 4.8 + 1.0 121.3
Demand deposits . . . . . . . . . - 1.8 + B.7 + &8 05.0
Total . . . . . o0 00, - 0.3 + 1.5 + 6.8 216.3
Changes in corresponding ltems
Bank claims on the private economy . + 33 — 8.4 + a2 43.1
the public sector . . - 3.2 + 7.8 + 8.1 141.0
Total bank claims . . . . . + 94 — 085 4+ 123 189.1
Geld and foreign exchange (nef} . . + 1.9 4+ 16.0 - 1.4 10.7
Otherfitems . . . . . . ... ... + 03 + 24 + 2.2 83
Total . . . e e + 24 + 17.8 + 1341 268.1
tncrease (—) in fime and savings
deposits,efc. . . . ... ... - 28 — &3 - 6.3 — 51.8
Grand tofal. . . . . v -~ 03 + 11.5 + 68 216.3

* Data from the consolidated balance sheet of the monetary ingtitutions, including the central bank.



Relatively easy borrowing conditions continued to characterise the
capital market in 1959. However, Belgian companies, whose liquidity position
improved in 1958-59, reduced their net recourse to the market for the
second consecutive year. On the other hand, the central government, whose
cash deficit, at B.fcs. 25.7 milliard, was at approximately the same high level
in 1959 as In the preceding year, was able to finance over B.fcs. 20.2 milliard
of this total through domestic placings of medium and long-term debt. These
sales were facilitated by the large growth in deposits with the public credit-
institutions, the most important increase being one of over B.fcs. 7.7 milliard
mm savings deposits with the Caisse Générale d'Epargne. Mortgage registrations
rose in 1959 to B.fcs. 25.6 milliard — over 20 per cent. above their level in
the preceding vyear.

The central bank’s discount rate, after remaining at 314 per cent. through-
out most of the year, was increased to 4 per cent. late in December 1959.
The object of this measure was not to restrain bank lending but rather to
discourage the placing of additional short-term funds abroad. The yield on
six-month Treasury certificates, which had already moved upwards in response
to external influences from about 314 per cent. in the spring of 1959 to 3.6
per cent. at the beginning of December, stood at almost 4.2 per cent. in the
early months of 1960, The yield on five to twenty-year government bonds
also edged upwards gradually from a low of 4.85 per cent. at the beginning
of 1959 to just over 5.3 per cent. in the spring of 1960. Further improve-
ments were made in the instruments of control available to the monetary
authorities. Under a law dated 19th June 1959, the Fonds des Rentes was
given the right to intervene not only in the market for medium and long-
term public securities but also in that for short-term public bills, and at the
same time the resources of the Fund were substantially increased. In
November 1959, moreover, the call-money market was reorganised so as to
give the Fund readier access to it. These various changes were intended to
lay the basis for a genuine open-market policy.

In Italy the private sector’s financial surplus, which had already risen
sharply in 1958 to reach Lit. 740 milliard, increased in 1959 to Lit. 1,000
milliard, saving having continued to expand while investment was no higher
than in the preceding vear. For rather the opposite reasons — an increase
in investment and a slight decline in saving — the financial deficit of the
public sector (including the local authorities and certain public bodies). rose
from Lit. 390 milliard in 1958 to Lit. 530 milliard in 1959. As this deteriora-
tion was outweighed by the improvement in the private sector’s position there
was at the same time a further increase in the current-account balance-of-
payments surplus. The economy’s demand for credit accelerated markedly in
1959, particularly towards the end of the year, while the government’s net
borrowing also showed a further increase. Thus the financial assets forming
the counterpart of this growth in credit, after having jumped to Lit. 2,080
milliard in 1958 from an average of about Lit. 1,450 milliard in 1952-57,
showed a further notable rise to Lit. 2,540 milliard in 1950,



1taly; The tlow of new financial funds,

1957 1958 18358

in mitliards of lire

ltems

Sourcas of funds

Moneysupply . . . . . . ... ... ... 209.6 510.8 893.5
Savings deposits . . . . L. 0 0w e e e §38.0 a27.7 865.8
Capital market* . . . . . . ... .. ... 554.6 543.3 778.8

Total . . ... ... .. 1,402.2 2,081.8 2,538.9

Uses of funds

Claims against the central government . . . 2104 ano.a 235.8
Claims against the rest of the economy . . . 1,018.0 1,187.2 1.634.7
Gold and foreign exchange . . . . . . . . . 1741 584.2 568.5

Total . . ... ... ., 1,402.2 2,081.8 2,538.9

* Includes foreign-aid funds totalling Lit. 31.0, 185 and 4.2 milliard In the three years respectively.

As a result of the favourable conditions prevailing on the capital market
in 1959, the central government was able to place at par an issue of seven-
year Treasury bonds for the amount of Lit. 300 milliard, yielding § per cent.,
the proceeds having been earmarked for public investment expenditure. About
two-thirds of this issue appears to have been taken up by the public and
the remainder by the banks and the special credit institutions. In addition,
the banks purchased Treasury bills on a larger scale than was needed to
satisfy minimum reserve requirements, thus bringing the Treasury’s total bor-
rowing to some Lit. 640 milllard, an amount considerably in excess of its
financing requirements in 1959. The surplus, which was approximately equal
to the proceeds of the public issue in July, was temporarily sterilised with the
Bank of Italy. In the first quarter of 1960 a new nine-year Treasury bond
issue for Lit. 250 milliard was made, Lit. 116 milliard of which was to be
used to redeem a similar issue maturing on 1st April. Capital issues of other
kinds declined moderately in 1959. Private share issues were virtually as large
as in 1958, but bond issues were kept down, owing to an expected reduction
in the rate of tax on bond interest yields. In early 1960, after this reduction
had been approved, the issue of private bonds rose sharply. The yield on
long-term government bonds, which had declined from almost 714 per cent.
late in 1957 to about 514 per cent. in the spring of 1959, rose temporarily
in the autumn but thereafter decreased steadily, reaching the preceding year’s
low by the spring of 1960. In late 1959 and early 1960, as a hquidity-absorbing
measure, the authorities placed some $230 million at the disposal of the banks
to be used for the purpose of reducing their net foreign indebtedness.

In Switzerland bank advances rose substantially in 1959, nearly one-
half of the increase having occurred in the final quarter. The banks’ total
deposit liabilities, on the other hand, did not go up nearly so much as in
the preceding vear — a result ascribable mainly to an exceptionally heavy out-
flow of capital but also to the fact that the Confederation did not, as mn 1958,
make large net repayments of publicly-held debt.



Switzerland: Changes in the balance sheets of a group of sixty-two banks.

Liabilities Asgzets
Time and
Ch duri dsa\rings Mortg Sec
ange during Sight eposlis : ortgage U~
Iiabi?ities savings Cash Bills Advances loans rities
bonds,
etc.
in millions of Swiss francs
1967 . . ¢ & v v v v o s + 250 + 1,975 + a4tp + 165 + 445 + 790 | + 55
196B. . . . . . . . . + 1,280 + 1,865 + 690 + 300 — 240 + 835 + 4895
1989. . . . . . . . .. + 410 + 1,685 —_ 10 + 50 + 1,268 + B85 + 270
Outstanding

at the end of 1859 . . . 8,605 24,085 2,778 2,786 9,720 185,505 3,328

In spite of the high and rising level of economic activity late in 1959,
the National Bank held its discount rate at 2 per cent. in order to help to keep
interest rates low in relation to those in other countries, thus contributing to
the export of a considerable amount of short-term funds during the year. In
addition, the National Bank followed a liberal policy in considering requests
put to it for permission to float foreign issues on the domestic capital market,
these having amounted in 1959 to Sw.fcs. 480 million, against Sw.fcs. 135 mil-
lion in 1958 and only Sw.fcs. s million in 1957. Furthermore, direct purchases
of securities on foreign markets were made on a large scale in 1959, particu-
larly by the investment trusts. Net domestic issues on the Swiss market
increased from Sw.fcs. 285 million in 1958 to Sw.fcs. gz5 million in 1959, not-
withstanding the sizable exports of capital. These figures do not take into
account, moreover, the private placing of new issues, which, on a gross basis,
rose over the same period from Sw.fcs. 810 million to Sw.fcs. 960 million,

The vield on Federal Government bonds, which reached a low of 2.83
per cent. in April 1959, moved intermittently upwards to stand at 3.13 per
cent. in April 196c. The rate on new and old mortgages, on the other hand,
declined in the first half of 1959 and thereafter held steady at about 334 per
cent., while the rates paid on savings deposits with the cantonal banks followed
a similar trend, settling at about 2%, per cent. After having declined earlier
in the year, the rates on time deposits and medium-term savings bonds were
raised towards the end of 1959. The National Bank, while refraining from
the use of the discount instrument, called upon the banks on several occasions
in 1959 to exercise caution in the granting of new domestic credit.

In Austria the expansion of bank deposits, which was even greater in
1959 than in the preceding year, had its counterpart principally in an increase
in private and public credit. Cheque accounts with the credit institutions rose
by 13 per cent. in 1959, while savings deposits mounted by no less than one-
quarter. The increase in commercial credits was the result of 2 sharp rise in
borrowing by all groups save industry proper, whose recourse to bank credit
was only slightly greater than in 1958. As, however, the growth in credits
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Austria: Changes in selected items of the combined balance shests
of all credit institfutions.

Liabitifies Agsets
Chang T Se;:uri- Corl}m'ller-
ange reasury ties cial
during Cheque Savings Cash certifi- and credit
acceunts deposits cates particie outs
pations standing
in miiens of schillings
1987 . .. . + 1,197 + 4,079 + 874 + 654 + 971 + 3,530
1858 . ... + 2,163 + 4,656 + 2,028 + 1,707 + 1,088 + 3,220
19592 . ... + 2,469 + 5,574 + 478 + 1,108 + 2,384 + 5,595
Outstanding
at the end of
1959 . . . . 21,200 26,8268 7,048 5,477 10,621 37,180

still did not match the rise in deposits, the credit institutions invested heavily
in securities and again increased their holdings of Treasury certificates.

Owing to the extensive fiscal measures taken to combat recessionary
tendencies, the Federal Government’'s budget deficit rose from Sch. 1.25 mil-
liard in 1957 to Sch. 5.5 milliard in 1958, and in 1959, at Sch. 3.9 milliard, it
was again high., Whereas in 1958 most of the deficit was financed by borrow-
ing from abroad, in rg59 the growing liquidity of the economy rendered
the capital market much more receptive to public issues. Indeed, total new
funds raised on the market, after having jumped from Sch. 1.6 milliard in
1957 to Sch. 3.1 milliard in 1958, increased again to reach Sch. 4.8 milliard
in 1959. Sch. 3 milliard of this total was accounted for by two large issues
by the Federal Government, the first of which, a twenty-year issue for
Sch. 1.8 milliard, was sold at par to yield 7 per cent.,, while the second, a
fifteen-year issue for Sch. 1.2 milliard, had a nominal vield of 61} per cent.
and was sold at 98,

In the spring of 1960 the National Bank took two measures to restrain the
growth of credit. Firstly, the discount rate, which had been reduced to 4% per
cent. one year earlier, was raised in March to its old level of § per cent. Secondly,
the minimum cash reserve requirement of 5 per cent. in respect of all kinds of
deposits was increased to 7 per cent. for savings deposits and 9 per cent. for
cheque accounts, these changes having been calculated to absorb bank liquidity
to the extent of Sch. 1.3 milliard.

In Notway a large decline in purchases of new ships from abroad con-
tributed to a significant reduction in the private sector’s financial deficit, as well
as in the current-account balance-of-payments deficit, At the same time, private
saving as a whole increased appreciably, while investment other than in ship-
ping remained practicaily unchanged.

Norges Bank’s net purchases of foreign exchange from private-sector
banks amounted to N.Kr. 505 million in 1959; the liquidity effects of these
purchases were, moreover, slightly augmented (by N.Kr. 38 million) as a result



Norway: Saving, investment and cHanges in financial assets and liabilities,
by sectors, 1958-59.

Private Public Rest of
Items Years sector sector the world

in millions of Norwegian kroner

Netsavlng . . . . . ... ... ... 1958 2,343 2,298
1859 2,528 2,089

Netinvestment. . . . ., . . . . . . . 1958 4,106 1,631
1959 3,520 1,704

Financial surplus or deficit (=) 1958 — 1,763 667 — 1,006
1959 — 995 358 — 840’

Corresponding to changes

as follows
Financial assets . . . . . e 1958 + 884 + 10412 + 8297
1959 + 1,585 + 8212 + aso?
Financial liabilities (Increase —}
Domestic . . . . ... ..+«. .. 1958 — 1,383
1889 —1.730 — 269
Forelgn . . . v v v e v . 1958 — 1,264 — 4877 —1,425%
1959 — 850 — 980t
' Balance of payments on current account. 2 Includes only identiliable changes on central government
account. ¥ Changes in gold_and foreign exchange reserves only. * Net capital transactions.

Source: Ministry of Finance, The National Budget 1960

of the bank’s net domestic transactions with the economy, excluding the
central government. The total increase of N.Kr. 543 million in central-bank
funds arising out of these operations compares with one of N.Kr. 47¢ million
in 1958. Fiscal policy, moreover, was less restrictive in 1959 than in 1938,
the public sector’s financial surplus having fallen from N.Kr. 667 million to
N.Kr. 355 million, mainly as a result of tax reductions and a rise in public invest-
ment expenditure. Owing to the growing liquidity of the financtal markets,
however, the government increased its net borrowing from N.Kr. 26¢ miilion
in 1958 to N.Kr. 467 million in 1959, largely through the sale of longer-term
issues to financial institutions. The funds thus obtained were almost sufficient
to cover its loans to the state banks, which rose in 1959 to N.Kr. 536 million.
On balance, the government’s financial surplus, together with its other finan-
cial transactions, caused a net withdrawal of liquidity amounting to N.Kr. 285
million 1n 1959 (against N.Kr. 595 million in 1958), which took the form
mainly of an increase in its deposits with the central bank.

In the private sector, the net acquisition of financial assets amounted in
1959 to almost N.Kr. 1,600 million — i.e. N.Kr. 700 million more than in
1958. The total deposit liabilities of the commercial and savings banks, after
having risen by only N.Kr, ros million in 1958, advanced sharply by
N.Kr. 675 million in 1959. In addition, saving by insurance companies increased
moderately, and there was also an unusual rise, from N.Kr, go million to
N Kr. 240 million, in the sector’s purchases of securities, On the other hand,
the increase of N.Kr. 1,730 million in the private sector’s domestic liabilities
exceeded that in 1958 by only N.Kr, 350 million, or just half as much as
the rise n the acquisition of financial assets,



Previous measures of monetary restraint were considerably modified in
1950. The ceiling on bank lending was removed and the extent of the
obligatory participation of the savings banks and hfe assurance compantes
in government loans was reduced. The buoyancy of demand on the bond
market reflected not only the large growth in funds placed with the financial
institutions but also the existence of a wide gap between the creditor interest
rates of the banks, which on time and savings deposits are about 215 to 3%
per cent., and the yields on long-term government bonds, which stood at
about 5 per cent. throughout most of the year.

In Sweden the liquidity position of business enterprises improved con-
siderably in 1959. Profits appear to have increased, while gross investment
lagged behind, not on account of fixed investment, which in fact rose as a
result of stimulative fiscal measures, but because of a large amount of
destocking, mainly in the first part of the vear. The consequent reduction In
the enterprise sector’s financial deficit accounted for more or less the whole
of the estimated increase from S.Kr. 50 million to S.Kr. 1,250 million in the
financial surplus of the private sector.

The financial deficit of the public authorities is estimated to have
increased from S.Kr. 300 million in 1958 to S.Kr. 1,100 million in 1959, most
of the deterioration having taken place in the central government's position.
Owing, moreover, to a rise in its loans to other sectors, the central govern-
ment’s total financing requirements went up even more, its total borrowing
on the credit markets having risen from S.Kr. 1,020 million in 1958 to

Sweden: Formation of the money supply.®

Out-
standing
1957 1958 1959 at the
llems end of
1989
in milligns ot Swedish kronor
Changas in the money supply )
Currency . . . . . . - o . u .. + 242 + 219 + 207 6,266
Demand deposils . . . . . . . .. — a3 —_ a1 + 745 2,733
Total . . ... ...... + 158 + 168 + a52 8,999
Changes Iin corresponding items
Gold and foreign exchange , . . , . + 73 + 153 + 56 3,047
Claims on the public authorities (net) 4+ 1,332 + 1,119 + 1,477 10,997
on the private economy . . . + 178 + 864 4 1,433 13,187
Totalclaims . . . . . . .. + 1,510 + 1,083 + 2,910 24,184
Increase in time and savings
deposits (=) . . . . .. .. .., — 1,256 — 1,785 — 2,218 —16,217
Otheritems . . . . .. ... ... _ 168 - 183 + 204 — 2,015
Grandtotal . . .. ... . + 159 + 168 + a32 £,999

* The table relates to movements of funds at the Riksbank and the c¢ommercial banks and does not fahe
into account those of the savings banks and the postal cheque system.



S.Kr, 1,920 million in 1959. Although the proportion of this larger total
which had to be financed by the banks was apprectably smaller than in 1958,
the banking system as a whole increased its holdings of public-sector claims
(including those against local authorities) by over S.Kr. 1,475 million, of
which almost S.Kr. 350 million represented government securities taken up by
the Riksbank.

Commercial-bank credit to the private economy increased in 1959 by
S.Kr. 1,433 million, or more than 12 per cent. Well over three-quarters of
this total, however, was accounted for by credit to trade and services,
communications, housing and private persons, bank credit to industry proper
having shown virtually no rise. The Riksbank’s net acqusition of government
securities, although large, was not sufficient to compensate the liquidity-
reducing effect of an increase in the currency circulation and a net reduction
in its holdings of gold and foreign exchange. In consequence, the commercial
banks’ borrowing from the central bank rose during the year. The total
claims of the banks increased by 8.Kr. 2,910 million in 1959, or by 13% per
cent. This development was paralleled by a roughly comparable movement in
the total lending of other financial institutions, which rose from S.Kr. 2,525 mil-
lion in 1958 to S.Kr. 3,400 million in rgs9.

Since a rapid credit expansion was already under way in the first half of 1959,
the Riksbank decided in July to raise the commercial banks’ liquidity ratios.
Whereas, for instance, the largest banks had been obliged to hold at least
33 pet cent. of their liabilities (excluding savings deposits) in such assets as
cash, government securities and mortgage bonds, the minimum ratio was
thenceforth to be 40 per cent. In the latter half of 1959 the minimum
liquid assets ratio of the large banks was raised to 45 per cent., while the
official discount rate was put up from 4% to g per cent., the banks having
agreed at the same time, as a contribution towards widening the differential
between deposit rates and capital-market yields, to limit the increase in rates
on the longest-term deposits to 14 per cent. As a further step in the same
direction, the government in April 1960 issued a fifteen-year loan (convertible
after ten years) at 535 per cent., the terms thus being the most favourable
for several decades. The issue was highly successful, yielding S.Kr. 1,074 mil-
lion in subscriptions and arousing considerable public interest.

In Denmark the principal restraint upon the rapid growth of demand
in 1959 was the re-emergence of a large cash-budget surplus, which enabled the
central government, through an improvement in its accounts with the central
bank, to sterilise D.Kr. 476 million. This change, together with a large out-
flow of currency into circulation, much more than offset the effect on bank
liquidity of Danmarks Nationalbank’s net purchases of foreign exchange, which
amounted to D.Kr. 506 million.

Bank advances, although they already went up a good deal in the first
half of 1959, began to expand much more rapidly in the second half.
Through its open-market operations the central bank began in the course of



Denmark: Central-bank transactions tending to increase or reduce (=)
the liquidity of the credit institutions.

1957 1958 1959
In millions of Danish kroner

Factors

COperating transactions

Mote circulation (increase =), . . . . .. . — &0 — 210 — 250
Government accounts with the central bank — 1331 — 1572 — 476
Mat fareign exchange purchases . . ., . . . 1041 To71? 506
Other transactions . . . . . e e e s 21 - M a1

Total1 . . .. ... — &8 389 — 179

Credit transactions

Securities . . v . 4 v n e i h w e e e e — 4 20 — 74
Depositcertillcates . . . . .. ... ... -_— - 524 74
AdVances . . v « t « v e e ey e e e, 64 88 140

Total2 , . ... .. [=1s] — 418 140

Changes in commercial and
savings-bank deposits with the
central bank (14+2) . . ... ... .. ' T - 29 - 39

1 Excludes a drawing of D.Kr.235 million from the |LM.F. which would otherwise have been reflected as an
increase (+) in the central bank's holdings of foreign exchange offset by a correspanding reduction in the
Treasury's debt to the central bank. 2 Excludes a repayment of D.Kr. 176 million to the L.M.F. which
tovelved a transaction the reverse of that described in footnote 1.

1959 to bring the banks’ liquidity position under an increasing degree of
pressure, its net sales of securities in the second half of 195¢ having amounted
to D.Kr. 117 million, against net purchases of D.Kr. 43 million in the first
half. The banks were therefore increasingly obliged to have recourse to central-
bank funds, both by obtaining advances and by reducing their holdings of
deposit certificates. The discount rate was raised from 4% per cent. to 5 per
cent, in September 1959 and again to 5% per cent. in January 1960, by
which time the exchange reserves had begun to decline. Compared with earlier
years, capital-market activity was considerable both in 1958 and in 1959. Al-
though the volume of government bonds outstanding rose only slightly, that
of other bonds, consisting mainly of mortgage issues, went up by about 10 per
cent. in each of the two years. Partly as a result of the central bank's security
sales, the yield on 4% per cent. government bonds (1997) rose from a low
of 5.25 per cent. in February 1959 to 5.86 per cent. in March 1960.

In Finland the central bank’s net acquisitions of gold and foreign
exchange, although not so large as in the preceding year, had a much
greater expansionary effect on private and bank liquidity. In 1958 a large
part of the economy’s net exchange proceeds had been sterilised through the
application of an export levy (abolished in September of that year), whereas
in 1959 a net drawing was made from the export-levy fund in order to grant
special loans to the domestic economy. As there was also a sharp acceleration
of credit demand in the second half of 1959, demand deposits with the credit
institutions increased by no less than 23 per cent., while time and savings
deposits went up by 18 per cent.
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Finland: Formation of the money supply.’

Out-
standing
ltems 1957 1958 1959 at the end
of 1959
in milliards of markkas
Changes in the money supply

Currency . . . . . e Vo e e + 1.8 + as b S -] 61.0
Demand deposits . . . . . . . . 0L, + 1.0 + 7.8 + 153 82.0
Total . . . . . - .. + 2.8 + 1241 ) + 18.5 143.0

Changes in corresponding items
Gold and foreign exchange (net) . . . ., . . + 11.6 + 326 + 12.8 20.1
Claimsg on the public autharities {(net) . . , . -0 + 6.8 + 25 54.4
on the private economy . . . . . , . + 219 + 27.7 + &40 537.8
Tetal claims . . ., . + 21.8 + 346 + §6.5 592.2
Incraase in time and savings deposits (—) — 12.0 - 46.2 — §9.41 — 484.3
Other items 2 , . . . .., e e e e . — 186 -~ 89 + 1.4 — 850
Grand total . . . ., . + 238 + 121 + 18.5 143.0

! This table represents a consolidated balance sheet of the central bank, the commercial banks and all
savings institutions. ? Including state loans to co-operatives.

The commercial banks considerably increased their liquidity in 1959.
During the year they reduced their rediscounts with the central bank from
FM 187 to 4.7 milliard, built up their deposit accounts with the Bank of

Finland by FM 2.4 milliard and took over a large part of the Bank of
Finland’s direct loans to private customers. After a reduction from 714 per
cent. to 634 per cent. in the spring of 1959 no further change was made 1n
the central bank’s basic rediscount rate. In October the Bank of Finland
urged the commercial banks to follow a more cautious lending policy and
further to increase their liquidity, partly by investing in short-term foreign
assets. In December it announced that the amounts rediscountable without
payment of a penalty rate would be reduced from 6o to 30 per cent. of the
funds of the banks concerned.

In Yugoslavia, where investment rose steeply in 1959, there was a
considerable increase in the financing requirements of socialist enterprises.
Actual borrowings rose to an even greater extent, having exceeded the sector’s
financial deficit by a margin of more than Din. 100 milliard, which in turn
was reflected in a building-up of liquid and non-hqud deposits. From the
liquidity point of view, however, these deposits do not have the significance
of those in a market economy, since both liquid and non-liquid bank accounts,
through which all the financial transactions of enterprises must be made, are
“purposive” in character and can be drawn upon only for prescribed uses.

For the most part borrowing by socialist enterprises took the form of
long-term loans from the investment loan funds. In 1959 the increase in the
ordinary resources of these funds (i.e. their financial surplus) did not match
the growth in their lending activity, which therefore had to be financed in



Yugoslavia: Changes in financial assets and liabilities, by sectors, 1958-59.

Socialist | Invest- Rest

House- Govern-
Years 1 enter- ment Others of the
Items hotds prises | funds ment world
tn milliards of dinars
Financial surplus or deficlt (—) 1958 32 | —330 315 49 | —114 | — 482
1859 32 — 431 356 41 — 47 — 4873

Corresponding changes in
financial assets {increase +)
and liabilities (increase =)

CUTBRCY & o v v v v v w e e v e s 1958 16 — - _ —_
1959 34 — - - —
Sightdeposits . . . . .. ... ... 1858 15 3| — 21 8 16
1959 20 52 9 17 20
Non-liguid deposits . . . . . . . .. 19658 - 11 56 28| — 11
1959 - 50 16 — 30 25
Bankcredit . .. .. ... ..... 1958 1 — B9 1 8 — 27
1959 — 22 —i91 — 49 54 - 17
Investment loanfunds . . . . . .. . 1958 - — 241 279 4| — 42
1859 - — 336 380 - -_ 44
Other sources of finance . . . . . . . 1958 - — 14 - - — 5O
1959 _ — B —_ - - 3
? Includes individual enterprises. 2 Balance of payments on current account (cash basis).

part by credit from the banking system. The investment loan funds, of which
the centralised General Investment Fund is the most important, constitute the
principal instrument of investment planning in Yugoslavia. They customarily
acquire most of their loanable resources from taxes and contributions levied
upon enterprises, while the scale and direction of their lending is determined
by a process of competitive enterprise bidding in which broad economic and
social criteria (e.g. investment costs, capital/output relationships, balance-of-
payments considerations, the investor's share in total costs, etc.) play the decisive
role. In addition to the credits received from the investment loan funds,
socialist enterprises were granted new bank credit, mainly for investment in
inventories, on a scale twice that of the preceding year. The rate of expansion
of bank credit, although unusually high in 1959, did not exceed the growth
in the real social product. As about half the increase in bank deposits was
channelled into non-liquid accounts, the money supply, as conventionally
defined, rose somewhat less than the social product.
.# *
#*

In 1958 the unusually large influx of foreign exchange Into most western
European countries had as its counterpart an increase not only in the liquid-
asset holdings of the public but — still more important — also in the
credit base of the money-creating institutions. Thus in 1959 the beginning
of a second phase of monetary adjustment was witnessed as domestic demand
for credit revived and intensified, particularly towards the end of the year.
The fact that the expansion in private credit demand went side by side n
some cases with a substantial further increase in foreign exchange reserves and



in others with sizable budget deficits often contributed to an even greater rise
in the public’s liquid-asset holdings than in 1958, while at the same time
leaving the banks in a strong liquidity pesition,

It is easier to predict how changes in liquidity will affect the ability of
the public to spend than how they will influence its willingness to do so. At
all events in western Europe, where the investment outlook at the present
time seems more buoyant than in the United States, the liquidity of the
public, and of companies in particular, has tended to weaken the potential
effect of measures of monetary restraint upon spending. As regards the credit
institutions, a number of central banks have already done much to bring their
liquidity under control, but even in these cases there are practical — and
sometimes legal — limits to what can be done. It is therefore a good sign
that in certain countries the budget plans for 1960 tend to be somewhat more
restrictive. In view of the present strength of their external finances, a number
of countries now find themselves with a greater amount of elbow-room in
the formulation of domestic economic policies than at any other time since the
war, Paradoxically, it is just for this reason that greater care may be
needed to ensure that the present expansion of demand does not concen-
trate itself within too short a period, thereby reducing the chances of sustained
and balanced growth.,



IV. Domestic and World-Market Prices.

In 1959 international raw-material prices remained roughly stable and so
did freight rates; at the same time the fuller utilisation of capacity increased
productivity; and as wages, In contrast to what happened in a number of
preceding years and may happen again in the not far distant future, rose on
the whole less than productivity, costs per unit of output fell. At the same
time the high level of demand, together with the lack of effective competition in
some industries in a quasi-monopolistic position, prevented a general fall n
prices. Since cost reductions were not passed on to consumers in the form of
lower prices, there was an increase in profits; and this played an important part in
financing investments, which might otherwise have been smaller (unless con-
sumers, benefiting from the lower prices, had saved correspondingly more).

Although prices did not decline in 1959, they did not rise much either.
The index of consumer prices fell slightly in some of the smaller countries
but rose in the majority of cases; with a few exceptions, however, for which
special factors were responsible, the rises remained in the neighbourhood
of 2 per cent. or below, while the increase in wholesale prices was in most

countries even stmaller.
E #*
e

An examination of the actual development of wages in 1959 reveals the
following characteristic features:

Firstly, of the nine countries shown in the table, which are those for
which hourly wage rates are available, all except Austria, Belgium and
Denmark registered a smaller increase in these rates than in 1958. This
is undoubtedly because the relative stability of the cost-of-living index
in 1958 caused cost-of-living adjustments to play little or no part in
wage negotiations in 1959; and perhaps also because the relatively
unfavourable employment situation in 1958 had a moderating influence
on wage claims in 1959.

Secondly, hourly earnings rose more than in 1958 in seven cut of
the eleven countries for which they are given in the iable, and in
Austria, Belgium, Germany and the United Kingdom they rose more
than hourly wage rates. This is the result, on the one hand, of an
increase in the component of hourly earnings represented by overtime,
which, in turn, was mainly due to the shortening of the working week
without a corresponding reduction in the actual number of hours worked,
and, on the other hand, of a shortage of labour, which induced employers
to attempt to attract workers away from each other by offering more than
the negotiated wage rate. In a few countries, however (Denmark, Italy and
Switzerland), hourly earnings rose less than wage rates, In these countries
overtime pay and/or the voluntary payment of wage rates above the
negotiated rates must have played a smaller réle in 1959 than in 1958.



Nominal and real wages and earnings.*

Nominal Real
Countrias lterns Increase or decrease (—) during
1957 | 1958 I 1959 1957-59 I 1959 | 1957-59
in percentages
Austria. . . ... .., Rates 0.6 2.2 6.4 .4 3.4 2.2
Earnings 6.9 2.3 8.1 18.3 5.1 10.6
Belgium . . . . ., .. Rates 5.7 1.6 3.1 10.7 1.0 55
Earnings 7.9 2.6 3.3 14.4 1.7 9.2
Denmark . . . . . ... Rates 3.4 3.8 9.2 17.2 6.8 10.6
Earnings 3.3 3.8 8.4 iz.e 5.3 7.5
Finland . . . . . . ... Rates . . . . . P
Earnings 341 5.1 5.0 15.0 2.6 — 0.3
France . . . . . . ... Rates 1.6 8.3 8.7 28.8 0.6 0.5
Earnings . .
Germany . . . . . . .. Rates 6.3 &.5 4.9 18.8 1.5 10.1
Earnings 101 4.7 7.2 23.6 3.7 14.6
Italy . . ... ..... Rales - 2.5 5.5 1.8 109 — 0.6 2.5
Earnings 3.3 5.1 0.4 2.1 - 2.0 1.6
Metherlands . . . . . . Rates 11.3 3.4 3.3 18.8 0.0 4.7
Earnings 13.0 1.4 '
Morway. . . . . . ... Ratas . . . . . .
Earnings 2.8 6.4 7.9 18.0 7.3 a.0
Sweden ... ... .. Rates . . ' . . .
Earnings 5.0 4.8 4.8 15.3 3.5 6.3
Switzerland. . . . . . . Rates 2.7 2.7 1.6 7.2 2.2 4.8
Earnings 4.8 4.4
United Kingdem . . ., Rales 5.6 3.6 1.1 10.4 1.1 K]
Earnings 6.3 3.2 3.7 13.8 3.7 G.8
Canada. . . . . . ... Rates . . . . . .
Earninps 5.1 3.0 4.1 12.7 3.0 6.3
United States . . . . ., Rates . , . . . .
Earnings 2.4 4.3 av 10.7 2.2 4.0

* 1059 figures are for the twelve-rnonth period ended November for wage rates in Belgium and for that up
to the third quarter for earnings in Denmark,

Thirdly, on account of the slight increase in the cost of living
almost everywhere in 1959, real wage rates or earnings per hour rose
in most countries somewhat less than nominal rates or earnings, and in
Italy there was actually a fall in hourly rates and earnings in real terms.

The moderate wage increases in 1959 cannot be said to have acted as
an Inflationary force. The simultaneous increases in industrial productivity,
" which were in many countries greater than the rise in real earnings, the
growth in industrial profits and, finally, the readiness of employers in some
countries to pay more than the negotiated rates are all factors which go to
show that wage increases were not responsible for the — admittedly small —
rises in the price level that occurred in 1959.

It is interesting to note that, according to a study made by the French
Institute for Statistics and Economic Research, differences between European
countries in total costs per man-hour in processing industries (including



soctal contributions made by the employers) were by April 1959 no longer
very great. If these costs are assumed to be 100 in France, the figure for
Belgium works out at practically the same and those for the United Kingdom,
Switzerland and Germany are found to be only 8 or 9 per cent. higher, In
Sweden, on the other hand, the level is as much as 50 per cent. higher, and
in the United States wage costs are still almost four times as high, the effects
on costs per unit of output being, however, compensated on the whole by
correspondingly greater productivity.

It is now generally recognised that the rates of increase in wages, if they

are not to be inflationary, must not be allowed to exceed productivity increases.
A wage policy tying wages to productivity would not be against the interests

of labour, since in any case — unless at the outset profits are exceptionally
large, so that real wages can for a while be increased at the expense of
profits — increases In wage rates which go beyond the improvement in

productivity lead to price rises and thus always tend to reduce the real wage
increase to a level which corresponds roughly to the growth in productivity,
It therefore seems logical to aim at a wage policy which couples increases in
wage rates with those in productivity.

This principle was acted upon in the Netherlands in 1959. Since s5th
October 1959 it has been laid down that wage increases granted in contracts
subject to the mediation of the Board of Government Mediators must, over
the period of the wage contract, conform to the net rise in productivity
which is expected to have been achieved by the end of that period in the
branch of industry or enterprise in question in comparison with the level on
1st October 1958, This general rule is supplemented by a set of complicated
regulations which need not be discussed here. The most interesting aspect of
this new policy is the tying of wage increases in each branch or even enter-
prise to the rise in productivity in that branch or enterprise. Since produc-
tivity Increases vary widely as between branches of industry, large wage
differentials are bound to emerge. While a wage policy which observed the
principle — often advocated — that wages should increase in line with aver-
age productivity in the economy as a whole would avoid such a widening of
wage differentials but would lead to a price rise in the industries with a less-
than-average productivity increase and a price fall in industries where the
improvement is greater than the average, the Dutch policy is meant to neutralise
the effects on prices of the differences between rates of increase in productivity
but will result in a corresponding decline in wage costs in industries of the
first type and a corresponding rise in those in industries of the second type.
The success of this policy naturally depends on the extent to which 1t is
socially acceptable.

As regards prices at consumer level, their upward movement has
slowed down both in North America (the United States and Canada) and in
western Europe taken as a whole. The rise in consumer prices in the United
States, which had amounted to 3.1 per cent. in 1957, was reduced to 1.7 per
cent. in the following year and was only 1.5 per cent. In 1959, The same



trend was observable in Canada. In western Europe, taken as a whole, the
rate of increase in the cost of living can be estimated to have declined from
over § per cent. in 1957 to 3% per cent. in the following year and 214 per cent.
in 1959. In the individual countries, however, the movement was by no means
uniform. In 1957 there were nine countries in which the overall price rise was
greater than in the preceding year and none in which the cost-of-living index
fell; in 1958 the number of countries which experienced price increases
greater than those in the previous year was down to four and in one country
at least (the Netherlands) prices actually declined; in 1959 prices rose mote
than in 1958 in seven countries, but in three — Iceland, Ireland and
Switzerland — they declined, and in one — the United Kingdom — the price
level remained unchanged. The pace of inflation, as measured by the cost-of-
living index, has thus, on the whole, slowed down in the last three years.

This impression 1s strengthened if account is taken of the fact that in
some of the countries which experienced a greater increase in the cost-of-
living index in 1959 than in 1958 the rise was due to factors which have
nothing to do with an excess monetary demand for commodities, so that
to this extent it cannot be said to have been an expression of inflationary
forces In the usual sense of the term. In the Netherlands, for example, the
reduction in food-price subsidies, together with the effect of the drought in
1959, pushed food prices up by 5.9 per cent. — and this was the most

Consumer prices
{total and components).

Consumer prices Increase or decrease (—) durlng 1959
Countriss Increase or detrease (~) during Light
1850 Faod Rent and Clathing
1957 1988 1988 | (o uarter fuel
in percentages

Austria . . . . 2.3 1.5 2.9 2.3 4.8 - 2.2 — 0.5 2.8
Belglum . . . 2.9 a.2 i.8 - 0.8 2.0 . . .
Denmark . . . 1.3 2.2 2.2 — 0.2 ar 8.1 — .4 2.1
Fintand . . . . 858 8.9 2.3 0.7 1.4 B.4 - 3.0 1.2
France . . . . 10.9 8.9 6.1 1.8 4.0 15.0 12.7 4.8
Germany . . . a8 0.8 3.4 -2 56 1.7 0.7 1.5
Greace ., . . . a0 11 2.6 0.5 1.9 13.6 o5 2.0
leeland . . . . 2.7 11.0 - 4.7 1.0 -8.0 —2.3 -2.9 : 1.5
Ireland . . . . 5.9 2.7 - 1.7 o4 — 4.9 2.3 — 58 1.6
Haly .. ... < Pr 4 1.2 2.4 0.0 0.6 19.6 —0.B 1.8
Metherfands . 10.8 —0.8 3.3 0.0 8.9 0.6 0.0 3.5
Horway . . . . 2.0 6.5 06 0.0 -1 2.8 — 1.3 2.0
Partuga_I . 1.4 1.6 2.5 a.8 3.5 2.6 0.9 1.3
Spain . . .. 13.2 11.9 3.8 —09* 2.4 2.1 . 4.7
Sweden . . . 4.2 2.7 1.3 3.2 3.0 4.7 — 3.7 0.0
Switzerland . . 2.0 0.8 — 0.5 0.2 -1.9 3.1 —2.5 —0.4
United Kingdom 4.6 1.8 0.0 — 0.5 - 0.5 3.3 2.1 0.4
Canada . . . . 2.5 2.2 1.1 —0.8 — 08 0.7 0.9 0.9
United States . 31 1.7 1.5 0.2 — 0.8 1.5 2.3 1.6

¢ Up to February.



important single cause of the rise of 3.4 per cent. in the cost-of-living index.
In 1960 the index will go up further on account of the increase in rents for
houses built between 1918 and 1956, which have been raised by 20 per cent.
as from 1st April 1960. In Germany, too, the drought caused an increase of
5.6 per cent. in food prices, which In turn was mainly responsible for the
rise of 3.4 per cent. in the overall index. The adoption of a more liberal
import policy for food products in the last gquarter of 1959, however, helped
to bring food prices down again and thus to moderate the rise in the overall
index. In Italy the rent component of the cost-of-living index rose by no less
than 18.6 per cent. as a result of further adjustments of rents, which have still
not fully caught up with the general price increase. In France, where the
index went up more than in any other country (6.1 per cent.), though less
than in 1958, the rise was also mainly due to the raising of controlled
prices, particularly rents, which went up by 15 per cent., and prices for light
and fuel, which increased by 12.7 per cent.

Apart from the influence of such special factors on the cost of living
in 1959, there i1s one component in the index which imparts to it an upward
bias compared with other price indexes. This component is services, which have
a relatively heavy weight in the cost-of-living index but do not directly affect
the wholesale-price index and a number of other indexes. The prices of services
tend to rise more than the prices of industrial commodities, because the remu-
neration of those who provide services tends to increase pari passu with industrial
wages, while the possibilities for increasing productivity in the services sector
are very limited. In the countries which have a separate index for services the
tendency for the prices of these to rise more than the average is clearly shown.
In France the prices of services rose in the four years from 1956 to 1950 by 41
per cent, while the total index went up by only 29 per cent; in this
connection it must be borne in mind that the average index would have
risen much less had it not been for the raising of rents by 57 per cent.
In Italy services went up by 34 per cent., as against an overall rise of 12 per
cent. (and a rise in rents of 111 per cent.). In the United Kingdom services
rose by 18 per cent. and the overall index by 10 per cent. (and rents by 30
per cent.). In the United States services rose by 13 per cent. and the overall
index by 9 per cent. (while rents in that country, where there was no
decontrolling, went up by only 7 per cent.).

In the majority of eastern countries the cost of living fell in 1959.
Consumer prices are said to have gone down in Albania by as much as 6 per
cent., 1n Czechoslovakia by 2.7 per cent. and in Bulgaria, Hungary, eastern
Germany and the USS.R. by between 1 and 2 per cent. In Poland, on the
other hand, consumer prices rose by 3.3 per cent. In the East price changes
are made at irregular intervals by the authorities, The changes tend to be
selective and are generally, though with certain exceptions, downwards.

On 15t July 1950 a number of price reductions came into force in the
U.S.8.R. applying, in particular, to durable consumer goods; they were evalu-
ated, in terms of the annual gain to consumers, at Roubles 6 milliard, which



1§ equivalent to about 1 per cent. of the retail turnover for that year. On
1st March 1960 another reduction in the prices of various goods was
announced, some being cut by as much as 10 per cent.; in this case the
gain to consumers was estimated at Roubles 2.5 milliard, or 0.3 per cent. of
the planned retail trade turnover for the current vear. In Czechoslovakia
retail prices have been reduced eight times since the currency reform
in 1953. These price cuts are said altogether to have been worth
Kés, 19.3 milliard and, according to official data, have had the effect of
lowering the cost of living by approximately 20 per cent. In April 1960 a
further cut was made. Among the 1tems affected were foodstuffs, textiles {the
prices of which were reduced by between 10 and 20 per cent.), electrical
household appliances, television sets and cameras, and also domestic electric
current. It is estimated that this will save consumers Ké&s, 2.5 milliard per
year and that the reductions will be equivalent to 3 per cent. of the earnings
of an average Industrial worker’s family. At the end of October 1959 the
authorities in Bulgaria also introduced a number of price reductions. These
reductions — which applied mainly to woollen goods — ranged between 7 and
50 per cent.; the total saving to consumers is estimated at about Leva 200 million,
or 1 per cent. of annual consumption. In Poland various prices were lowered by
between 7 and 40 per cent. as from 4th April 1960 (the list includes shoes,
woollen goods, wrist watches, coffee and radio valves). At the same time,
however, the prices of some goods manufactured by the metallurgical and
electrical engineering industries were increased. On balance, the new price
changes are expected to result in an annual saving of almost Z!. 1 milliard
for the population as a whole. Although this is quite a substantial amount,
it does not compensate for the price rises last year.

Wholesale prices, which in 1958 fell in seven of the eighteen coun-
tries included in the table, rose in most countries in 1959; only in
three (including the United States) did they decline slightly. In the first
quarter of 1960, however, they fell again in nine countries; and such rises
as did occur in 1959 and the first quarter of 196o were small, except in
France, where the wholesale-price level, mainly as a result of the devaluation
of the franc at the end of 1958, went up in 1959 by 7.4 per cent.

In recent vyears the level of wholesale prices has tended to rise less than
that of consumer prices (the main reasons for the faster upward movement
of cost-of-living indexes being, as already mentioned, the increase in controlled
prices, notably rents, and in the prices of services — two items which do
not directly affect wholesale prices). Except in a few countries (including
France and Spain), the wholesale-price index was in the first quarter of
1960 either at practically the same level as it had been three years earlier or
(for instance, in Belgium, Italy and Switzerland} a few points lower,

Little is known about changes in wholesale prices or the prices at
which products are delivered to retailers in eastern countries, except in the
case of Poland, where a reform is to be carried out on 1st July 1960 whereby
selling prices in all industries will be fixed according to production costs, the
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Wholesale prices.

increase or decrease (-} during
Countries 1957 1958 1989 mﬁz‘:{ef
in percentages

Austria . e - 1.8 0.8 1.4 0.2
Belgium . . ., ., .. 0.5 — 5.4 2.2 — 0.2
Denmark . . . . . . . — 2.9 0.0 1.0 - 1.0
Finland . . . . .. .. 13.8 — 0.8 2.5 1.0
France . . . . . ... 13.9 1.6 7.4 - 05
Germany' .., ... 0.8 0.0 0.0 0.0
Greece . . ..., .. — 1.4 - 1.3 1.3 0.9
Ireland . . . .. ... 7.8 1.2 - 0.4 .
Maly . ..o v - - 1.3 — 41 0.7 — 05
MNetherlands . . . . . —_ 0.7 0.0 [iX:) - 28
Norway . - . . . . . . 0.0 — 0.9 0.9 Q.0
Portugal . . . . ... - 286 1.8 0.8 1.72
Spain .. ...... 13.6 7.5 - 0.8 - 13
Sweden . ... ... — 0.7 - 1.4 2.8 - 0.7
Switzerland . . . . . . - 1.2 - 338 0.9 — 04
Uajted Kingdom® . . . 1.4 0.5 o.1 0.1
Canada. . .. .. . — 0.8 1.4 0.2 - 0.
United States . . . . . 1.9 0.6 — 03 0.9
1 Producer prices. 2 Up to February. 3 Manufactured goods.

intention being to eliminate the present complex system of state subsidies
to individual enterprises. But this reform is not expected to have any
appreciable effect at the consumer level, since the necessary adjustments in
producers’ prices are to be made within the very large margin existing between
them and consumer prices.

For some years — except during the short-lived Suez boom — freight
rates have been low, with perhaps a slight tendency to decline further.
After a brief rise in the last quarter of 1959, a fresh decline took place at
the beginning of 1960. The stable and low cost of sea transport is important
for a number of goods, in particular bulky raw materials, and has helped
to keep the prices of imported materials fairly steady.

In the course of the economic upswing in recent years the volume of
goods transported by sea has risen greatly., Between 1953 and 1959 it ex-
panded by 45 per cent. (in the case of dry goods by 34 per cent. and in that
of petroleum by as much as 59 per cent.} and since 1948 it has actually doubled.
But although the demand for shipping space has increased, the shipping
space available has increased even more, especially if the greater “‘velocity
of circulation” of the ships is taken into account. Recently new and faster
ships have been built and obsolete tonnage has been withdrawn; and still
more ships are under construction. Although the volume of shipbuilding
reached its post-war peak at the end of 1958 and has since declined in the
case of both merchant ships and tankers, such circumstances have necessarily
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Voiume of sea transport and shipping tonnage.

World sea-borne trade World tonnape

Years Dy . Dry

cargo il Total cargo Tankers Total

in millions of tons

1853 385 295 680 6B8.6 22.0 90.6
1987 540 420 960 T77.0 29.8 106.8
1858 510 440 S50 81.1 33.4 114.5
1959 515 470 985 83.7 ar.7 121.4

Note: Sea-borne trade (metric tons) including U.S. and Canadian lake transpert; tonnage {mid-year figures
in gross registered tons) excluding .5, and Canadian lake fleets but including U.5. reserve fleet estimated
at 14 million gross registered tons in 1958 and 1959.

had a depressing influence on freight rates, and since the awvailable shipping
space s likely to increase more than the volume of goods transported, there
is no prospect, as far as can be seen at present, of a change in the freight-
rate position. Furthermore, in the case of petroleum the increased use of
pipelines as a means of transport is reducing the need for tankers. In view
of this situation it is not surprising that the so-called Average Freight Rate
Assessment, an index calculated as a weighted average of all current charter
rates for tankers, which stood at g5 (1953 = 100) before the Suez crisis
and at 98 in the middle of 1957, has been falling continuously since
then and was below 80 by the end of 1959. Nevertheless, there have been
temporary rises In some categories of freight rates. For example, the
freight index for coal, which reached s “low” in March 1959, when
the coal crisis was at its height, had almost doubled by the end of the
year, having risen from 63 to I12 (1953 = 100); since then, however,
these rates have fallen again and in March 1960 the index stood at 8o. But
such ups and downs of special freight-rate quotations, reflecting a particular
situation in a particular line of transport, are not typical of the general
tendency, which is dominated by the overall position of supply and demand.

* *
*

International commodity prices, after falling sharply in 1957,
have since remained practically stable. For 1958 the main indexes showed
declines varying between % and 2% per cent. In 1959 the spread between
them widened, ranging from a decline of 3.4 per cent. in Moody's Index
to a rise of 4.9 per cent. in Reuter’s Index,

Within each index, tco, as may be seen from the second part of the next
table, the range of fluctuation in 1959 was wider than in the preceding year.
The greater variability of Reuter’s Index compared with Moody's 1s partly
attributable to the fact that the latter covers mostly dollar commodities
whose prices are administered by producers or supported by the government,
while the former is mainly concerned with non-dollar commodities which are
priced in the open market or by auction. Another point of interest brought
out by the table is the different behaviour, in 1959 and the early months of
‘1960, of the prices of foodstuffs and those of industrial raw materials;



— 102 —

International commodIty prices.

Schulze; World Market Prices
Financial
Moody Reuter Times Industrial
Years ! Total Food raw
matetials
percentage changes
156 . . . 0 + 8.7 + 3.0 - 2.8 + B + 7.5 + 4.1
1957 . . . 0 ... - 11.5 -—15.8 — 2.1 - 8.7 - 7.8 - a1
198 ..., ... .. - 0.5 -— 2.3 — 2.5 - 1.2 — 0.1 — 1.8
1958 . . .. — 3.4 + 49 + 43 + 25 — 3.0 + 5.2
1960 15t quarter . . . . . + 1.8 - 1.0 + 0.9 — 0.8 - 1.9 + 0.4
range of index fluctuations, high above low, In percentages

57 . o e e e 15.6 19.9 11.0 10.0 2.9 10.2
198 . ... .. .. N 4.9 4.7 £.9 2.0 3.1 31
18 ... ... B.6 7.1 23 3.8 2.9 B.2

reflecting, on the one hand, the expansion in the volume of agricultural
output (in the presence of inelastic demand in the richer countries and very
low purchasing power in the poorer ones) and, on the other hand, the
effect on raw-material markets of the acceleration in the tempo of industrial
activity all over the world.

Broadly speaking, the prices of basic commodities, after having shown
a declining tendency throughout the last nine years, now appear to have
become stable round about the average overall levels reached at the end of
1950 and early in 1960. This development is basically due to the fact
that the increase in the supply of agricultural products and industrial raw
materials met a demand that rose much less than personal incomes and
industrial production, owing, in the case of foodstuffs, to the low income
elasticity of demand and the reduction in wastage made possible by modern
preservation processes and, in the case of raw materials, to structural changes
in the industrial process, such as the increased use of synthetic materials,

At the same time the output of basic commodities is steadily increasing.
In some cases the increases have been very substantial. Investments for
purposes of mechanisation, automation and the introduction and extension of
new techniques and “know-how” have also been made in agriculture, the
mining and quarrying industries, the basic energy sector and other fields.
The resultant higher productivity makes it possible for more than one target
to be attained at the same time; for example, higher physical output, the
closure of marginal mines and price stability may be combined with good
returns for the investors and entrepreneurs and better living conditions for
the workers. '

Recently, but particularly since 1958, two factors have helped to keep
basic commodities in abundant supply — factors which in the past have, at
least occasionally, operated in the opposite direction. Firstly, official stock-
piling was practically discontinued in 1957 and gave place in one country
after another to stock-liquidation, while government procurements have been
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Estimates of world production of basic commodities.

. Percentage
1959 change in ?959
Commoadities Units 1937 1858 (ore- in relation to

liminary) 1937 1958
Alminium?® . .. .. . 1000 tons 493 3,544 4,072 + 726 + 15
Naturalgas . . . . . . . milliard m? a0 410 435 + 444 + ]
Man-made fibres . . ., . 1000 tons 835 2,697 2,077 + 269 + 14
Hydro-glectricity , , . . | milliard kWh 192 600 860 + 263 + 10
Cement ... ..... milllen 1ons 82 260 290 + 254 + 12
Crudeoil . . . .. ... million tons 280 908 977 + 249 + &
Rubber, natural . . . . . 1000 tons 1,229 1,989 2,088 } + 239 + 5
Rubber, synthetic . . . . 1000 tons 63 1,845 2,285 + 24
Browncoal . . . . . .. milllgn tons 252 G614 G620 + 744 + 7
Nicket2., . .., . ... 1000 1ons 119 228 278 + 7134 + 22
Steel . . . . ... ... milllon lons 138 270 305 + 124 + 13
Soyabeans . . . ... million fons 13 27 26 + 107 - 5
Manganese ore ., , , . . milllen 1ons ] 12 12 + 100 + o
Sugar . ... ... .. milllen tons 25 50 50 + 100 + o
Coffee, green. . . . . . 1000 tons 2,409 3,674 4,570 + 90 + 24
Mercury . . . . ... . tons 4,590 8,224 8,400 + 83 + 2
Zing' ... 1000 1ons 1,636 2,840 2,944 + 80 + 4
Copper? . . . ... .. 1000 tons 2,534 4,038 4,184 + 64 + 3
Maize . ... ... .. milllon tons 121 186 199 + 84 + 7
Fats andolls * . . . . . million lons 19 29 ao + &1 + &
dJute L L oL 1000 tong 1,965 2,990 ‘3,100 + 58 + 4
Hard fibres . . . . . . . 1000 tons | . 529 781 836 + 58 + 7
Cofton . . . .., .. .. 1000 tons 6,594 8.677 10,200 + 55 + -1
Rice,rough . . . ... million tons 181 235 230 + 52 —_ 2
Tungsten {60%4WO3) . . | 1000 tons 39 58 58 + 49 r o
Hard coal, . . . . ... millian tans 1,300 1,820 1,880 + 45 4+ 3
Wool, greasy . . . . . . 1000 tons 1,718 2,419 2,420 + 45 + 3
Wheat . . . .., . ... million tons 187 2588 240 + 44 -8
Lead® . ... .. ... 1000 tans 1,692 2,27 2,213 + 37 -3
Cocoa . . . .. ... 1000 tons 732 780 200 + 22 + 15
Tint'. ... 0. 1000 tons 205 175 168 — 18 - 4

' Smelter production. 2 Metal content of mine production. 2 Refinery praductlon. 4 Oil equivalent.
Mote: Tons are metric tons. Pre-war data for agricultural products are 1 or 193539 averages.

greatly reduced by the shift from conventional to modern weapons of warfare.
Secondly, the intervention of the U.S.SR. and other communist countries in
world markets, which originally consisted almost entirely of over-the-counter
purchases, has in recent years taken the form of an expanding volume of sales.

_ If the aggregate changes in the volume of output of basic commodities
are calculated by valuing at constant (1958) prices the quantitative data
given in the preceding table, it is found that the volume of foodstuffs pro-
duced rose by only % per cent. in 1959 (because of the adverse weather con-
ditions), while the output of textile fibres and rubber went up by 10 per cent.
and that of fuels and metals by 6 and 11 per cent. respectively. Altogether,
production of these commodities increased by 5 per cent. in r959. The bulk
of agricultural and industrial raw-material output is accounted for by only five
commodities, namely steel, coal, crude oil, wheat and rice. In terms of value,
the production of these five commodities represents nearly three-fifths of total
output, the share of each being more or less the same.

Coal production increased slightly in 1959. The difficulties in the coal
industry, which affected mainly western Europe and are attributable to
structural shifts in fuel consumption, reached their climax early in 1959 but
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Main producers of five basic commodities.

Pre-war 1957 1956 1959 %
Commuoditles and countries or areas
in millions of metric tons
Steel
Coal and Steel Community . . . . . 34.2 59.8 58.0 63.1
United Kingdom . . . . . . . ... 13.2 22.0 19.8 20.5
Other western European countries | 2.3 =X a.7 10.0
United States . . . . . . . . ... 51.4 102.3 771.8 84.8
Eastern Europe . . . . . . . - .. 6.7 16.2 16.9 18.5
USSR, .. ... 17.8 51.0 54.9 59.9
All other countries . . . . . . . . . 10.4 29.9 34.3 48.2
Worldtotal . . . . . .. 136.0 290.0 270.0 305.0
Hard coal )
Coal and Steel Communitly . . . . . 240 248 245 238
United Kingdom . . . . . . . . .. 244 227 219 209
Othar western European countries . 6 17 18 17
United States . . . . . ... ... 448 468 389 a8y
Eastern Europe . . . . . . . . . . as 124 126 132
USSR, .. v v v o v v 110 327 360 360
All other countries . . . . . . . .. 164 319 472 540
Worldtotal . .. . ... 1,300 1,730 1,820 1,880
Crude oil
United States . . . . . .. .., . 173 353 330 347
Venezuela . . . . .. . e 27 145 139 147
Middle East . . . . . . .. . ... 16 178 214 2m
Eastern countries ., . . . . .. .. 36 113 128 146
Others . ., ... .. ... ..., 28 03 a7 106
World totad. . ., . . . .. 280 882 o208 ov7
Wheat
United States . . . . ., ... .. 19.5 25.9 39.8 30.4
Canada . . . . . v v v v v v 7.2 10.1 10.2 11.5
Argentina . . . . . 0w s e e 6.6 5.8 8.7 5.0
Australia . . . . . ... . ... 4.2 2.7 5.8 3.9
Ewrope . . ... ... ... ... 46.0 62.2 50.8 B2.6
USSR, ... ... 38.1 £5.0 753 70.0
China . ... ... ... .c... 22.8 23.6 29.0 27.0
Others . . . . . . .. v 0 v v v 22.6 34.7 28.4 29.6
World totat . . . . ... 167.0 220.0 255.0 240.0
Rice
India . .. .......¢c... 32.3 ar.e 45.3 44.3
dapan . ... oL L 0 11.5 14.3 15.0 15.6
Pakistan . . ., . . ., ..., . ... 11.2 12.9 12.0 12.7
Indanesia . . . . . .. ... ... 2.6 11.4 1.8 12.0
Thailand. . . . . . . o .- ... 4.4 5.7 7.1 7.5
Burma ., . . . v = v v v v ue e 7.0 5.2 6.6 7.0
China . . . ... ... ... 50.5 B6.6 100. 80.0
Others . . . . ... ... .. .. 24.5 a36.1 ar.z 40.9
Worldtotal . . . . . .. 151.0 210.0 235.0 230.0
11937 or 1934-38. 2 Preliminary.

have now become less acute. As a result of the measures of readjustment
taken and also of the revival in economic activity, coal stocks have ceased to
grow. Production in the European Coal and Steel Community and in the
United Kingdom declined further in 1959 — by some 1o million tons in
each case — but there was a roughly similar increase, on the other hand,
in coal production in eastern Europe and the U.S.S.R.

After the decline in steel production in 1958, which had been particu-
larly marked in the United States {where output decreased by z5 million



tons), the position changed radically in 1959, owing to the renewed industrial
expansion. Output of steel in western Europe was stepped up from 87 to
94 million tons, the main increase — of over 5 million tons — having
occurred in the E.C.5.C. In the United States, production, although severely
hampered by the four-month strike, showed a similar rise but, at 85 million
tons, was still far below its 1956 and 1957 level of over 100 million tons.
Steel production in eastern Europe went up by approximately 10 per cent.,
the output of the Soviet Union being more than three times as great as that
of the smaller eastern European countries taken together.

Crude oil production is continuously increasing. In the United States,
which accounts for fully one-third of the world total, the decline registered
in 1958 was nearly made good. The American continent is nowadays respon-
sible for about 60 per cent. of total oil production; before the war its share
was over 75 per cent. The Middle East produces about 25 per cent., and an
increasing proportion of total supplies (at present 15 per cent.}) comes from
the Soviet area.

Crops of wheat and rice were smaller in 1959 than in 1958. These
two agricultural products are still the most important staple foodstuffs, but
although the volume of foreign trade in rice is large and that in wheat
greater still, sales on the world market represent only a fraction of total
consumption (perhaps one-tenth in the case of wheat and 4 per cent. in that of
rice). In the four major wheat-exporting countries, namely the United States,
Canada, Argentina and Australia, the crop was 12 million tons smaller in 1959
than in the previous year, but nevertheless the stocks of unsold wheat in the
calendar year 1959 were reduced by only 3.5 million tons. In the case of
rice Asla accounts for the greater part of both production and consumption,

Generally speaking, the period under review was a time of adjustment
or consolidation for most of the individual commodity markets. The high
level of industrial production all over the world stimulated consumption of
metals, whose prices had risen by the spring of 1960 to levels between 3
and 5 per cent. above those reached twelve months earlier. The increase in
the price of copper was the outcome of rather wide fluctuations connected
with the most extensive strike in the history of the U.S. copper industry.
The reversal of the supply/demand relationship for this metal over the
past four years, however, enabled the world copper market to avoid serious
dislocations. In 195960 the market position of zinc and lead improved
somewhat. In the case of zinc the improvement was the result of a
strengthening of demand combined with some production cuts; in that of
lead, restrictions on production in the United States relieved the market —
to some extent at least — from the pressure of over-production. Following
the violent price movements in 1958-59, quotations for tin moved within
much narrower limits in the pericd under review. The range of price fluctua-
tions, which reached (in London) £f139 per long ton in the former period,
did not exceed f20 in the latter. Among the other metals aluminium became
moderately dearer, while the price of mercury declined somewhat.
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Changes in the prices of basic commodities.

Percantage changes during
Commodities Marksts
1957 1958 1959 1960
1st quarter
Matacials of
industeial origin )
Crudewoil, . . .. ... Bradford, Pa. - 0.6 —15.1 + 11.4 + 3.4
Crudeeil. . . ..., .. Venezuela + 14.2 + 0.0 - 8.2 + 0.0
Coal . . . . v . ... United States| + 23 — 5.0 — 1.6 — 0.2
Copper. . .« v v 0 . New Yoark —33.8 + 20.6 + 14.0 — 0.2
Tin . ... ..., New York -11.5 + T4 + 0.2 + 1.0
Lead ., . . . . . ... . Mew York - 1.8 + 00 - 3.7 — 4.2
Zinge . . 0000 81, Louis —25.9 + 15.0 + 8.7 + 4.0
Steelbars . . . .. .. Antwerp + 4.4 —23.7 + 15.8 + 0.0
Steel, saction . . . . . Pitteburgh + 5.6 + 4.2 + o0 + o0
Aluminium ingots. . . . United States + 3.7 — 4.6 + 1.7 + 3.1
Morcuty . . . . .. .. New York —-11.8 - 21 — 2.8 + o0
Rubber, synthetic. , . . | New York + 0.0 + 00 + o0 * oo
Materiale of
agricultural origln
Wool . ... ..... Melbourne —16.4 —26.9 +21.8 — 9.6
Cotton . . . . . . ... New York + &6 — 1.2 - 7.7 + 1.8
CoHton . . . . . . ... Alexandria — B& —11.0 + 8.6 + 11.0
Jute . . .. ... .. Lendon —12.8 — 9.5 + 7.6 + 4.7
Sigal . . . . ... ... London - 55 + 9.2 + 25.6 + 6.1
Skins .. ... [ Chicagoe -13.9 + 27.6 - + 20.0 - 7.2
Rubber. . . . . .. .. Singapote —26.7 + 11 + 40,5 + 1.8
Woodpulp., . .. ... Sweaden - 1.2 — &8 — 5.1 + 2.3
Foodstuifs
Wheat . . . . .. ... Winnipeg - 3.6 + 0.0 + 1.2 + 0.0
Maizé . + . o o - v . New York — 7.8 — 1.1 —- 4.5 + 4.0
SUGAT . . . e e e New York —17.0 - 7.8 —15.8 + 0.0
COCOA + v v v v v v o s New York + 528 + 26 —24.5 —13.6
Coffee . . . . . . ... New York - T.2 —24.4 —14.8 + 3.5
Copra - . . . . ... . Londen — 2.0 + 33,4 - 3.4 + 0.8
Soyabeans . . . ., . Chicago — 8.6 — 5.4 - 0.2 — 09
Cottonolt . . ... .. New York + 4.4 —21.8 —14.9 + 3.7
Lard . . . . ... New York —20.7 — 38 —24.5 + 13.4
Two materials closely connected with the motor-car industry — oil and
rubber — behaved in rather different ways in 1959-60. There were no far-

reaching changes in the market for crude oil, but the tendency of crude-oil
prices in the Caribbean and Middle Fast areas to become less dependent on
those in the United States was accentuated. World crude-oil production 1s still
nising very fast — faster than consumption — and this fact will continue, for some
time to come, to exercise heavy pressure on the prices of crude ol and also
of oil derivatives. The prices for natural rubber, in contrast to those for oil,
underwent a major increase — of 40 per cent, — in 1959, the market
position of this commeodity having improved considerably. In the first quarter
of 1960, however, they became stable again, as they had been in 1958. If
their movements are followed even further back, it is found that in 1956 and
1957 rubber prices fell by 13 and 27 per cent. respectively. Thus they are
now back at the level at which they stood early in 1956. At the moment
world consumption of plantation rubber is slightly greater than production.
Because of this it is likely that the share of synthetic rubber in the market



will grow and that the price relationship between the two will readjust
itself. In connection with the shortage — albeit not very great — of natural
rubber, it should be noted that the United States and the United Kingdom
have now begun selling natural rubber from their stockpiles.

The markets for textile fibres were very active in 1959-60 and,
except in the case of raw cotton, prices rose. Even the decline in cotton
prices is in fact to be regarded rather as the result of a policy designed to
pave the way for a gradual return to a one-price system than as a departure
from the general trend. In 1950-60 both production and consumption of
cotton reached a new all-time ‘‘high” and the western-world carry-over
declined to its lowest level since 1953 (about 17 million bales), Raw-wool
prices, after falling rapidly and continuously from May 1957 to January 1959,
strengthened again markedly throughout the rest of the year, mainly owing to
the growth in demand (in particular from the U.8.8.R. and Japan).

The prices of foodstuffs, beverages, etc. as a group fell last year.
Those of some individual commodities, however, rose, Thus there was an
increase in wheat prices first in anticipation of and then in consequence of a
decline in the harvest. But though it was smaller, the harvest was of good
quality, and in wheat-importing countries the results were, generally speaking,
satisfactory. In western FEurope, in fact, the total harvest reached a new
record level. In the case of sugar, coffee and cocoa both output and supplies
were so ample and the harvest surpluses so great that prices tended to be
forced down.

*

In the period from January 1959 to the spring of 1960 international
commodity supplies and requirements were sufficiently well balanced to allow
the advantages of open-market economies to be enjoyed. Thanks to rising
activity in all parts of the world, the sales of primary producers expanded in
volume and value, while the general stability of world-market prices helped
the importing countries to increase output without inflation. Changes in.indi-
vidual prices reflected to a greater extent than in the past the actual market
position of the commodity concerned, thus contributing to the achievement
of more balanced and efficient growth both in the countries producing and
exporting basic commodities and in the importing countries in various parts
of the world.



V. World Trade and Payments.

The turnover of world trade, after undergoing a decline in the 1958
recession, rose in 1959 from $197 to 207.8 milhard, or by 5.5 per cent., thus
coming close to the 1957 peak of $209.5 milliard. Exports, at $102 milliard,
actually exceeded their 1957 level by $1 milliard, or 1 per cent., and their 1958
level by 6 per cent. The disparity between the recovery in exports and that in
the trade turnover is solely due to the fall in freight rates since 1957, which has
reduced the c.1.f. price of imports. If freights had been as high in 1959 as in
1937, the turnover would have been $211.4 milliard.

Turnover of world trade.

World trade turnover ! Annual rates of change
Areas to3e | 1950 | 1987 1958 | 10592 {[1939-50(1051-59| 19592
in milliards of U.S. dollars in percentages
Industrial countries
Western Europe
EEC.. . . v v v v v 10.5 205 47 .4 45.7 49.5 + 7.7 + 10.3 + 8.3
EFTA, ... ..... 10.5 21.7 36.7 5.1 27.1 + 6.2 + 4.1 + 5.7
Gther countries . . . . . 1.4 4.1 6.7 6.4 68 [+ 78| + 58| + 6.3
Total for western
Europe ., . . . . . . 22.4 48.3 80.8 ar.z 93.4 + 7.0 + 8.1 + 7.1
United States * and Canada 7.3 26.2 47.0 431 6.1 + 9.2 + 6.5 + 7.0
Japan. . . . . b e e e e 1.5 1.8 7.1 59 7.1 + 7.7 +16.5 +20.3
Total for Industrial
countries. . . . . . 31.2 74.3 144.9 136.2 1466 | + 76 | + 7.8 | + 7.6
Non-industrial countrles
Latin America. . . . . .. a.e 2.4 18.0 16.7 t6.85 | + &7 | + 3.2 | — 1.2
Other countries . . . . . . 10.0 a0.4 46.6 44.1 447 | + 74| + 44| + T4
Total for noo-industrial
countries. . . . . . 13.2 42.8 e4d.6 60.8 &6i.2 + 7.6 + 4.1 + 4.7
World trade turnover . . 44.4 11741 209.5 187.0 207.8 + 7.6 + 6.6 + 5.5
! Excluding trade between the U.5.5.R., eastern European countries and mainland China, 2 Preliminary.

3 Including military aid shipments.

The annual rate of increase in the turnover of world trade since before the
war works out at 7.6 per cent. and both industrial and non-industrial countries have
shared equally in the expansion. In the immediate post-war years the increase
in the trade of non-industrial countries was more rapid than that of in-
dustrial countries, mainly because of the advance in the prices of primary
products in relation to those of manufactured goods. But since the short-lived
Korea boom the terms of trade of non-industrtal countries have been
consistently below their 1950 level and the major impetus to the expansion
of world trade has come from industrial countries. From 1951 to 1950 their
trade turnover increased by 7.8 per cent. annually and that of non-industrial
countries by 4.1 per cent. In 1950 the divergence was much greater, the
corresponding increases being 7.6 and 0.7 per cent.



Industrial and nen-indusgtrial countries:
Value, volume and unit values of foreign trade,

Value Volume Unit values Tef?'ls
[
Years
Imports | Exports | Imports | Exports | Imports | Exporis Teade
Index: 1953 = 100
Industrial countries
1880 . , . . . . 78 69 as 81 g8 -1-3 a7
1987 ., .. .. 142 142 135 138 105 105 100
1858 . . . . . . 132 138 133 131 99 103 104
1959 . ... .. 144 143 150 141 o8 101 106
Change (in percentages)
1950-5¢ . ... + 90 + 107 + 74 + T4 + ¢ + 9 + @
1958-5¢ . . .. + 9 + 4 + 13 + 8 - 3 -2 + 2
Non-industrial
countries
1250 . ., . . .. 78 87 90 23 838 24 107
1987 . . . .. . 139 121 134 122 103 o8 86
19858 ., ,... 131 116 131 123 100 24 84
1959 ., ... . 127 123 130 138 o7 81 a3
Change (In percentages}
19850-59 . . .. + &t + 47 + 44 + 45 + 70 - 3 — 13
1958-59 . . .. -3 + 6 - 1 + to -3 - 3 -

The interplay of changes in volume and prices is shown in the above
table, from which it is apparent that from 1950 to 1959 the volume of
trade of industrial countries expanded by 74 per cent., reflecting mainly a
steep increase in trade within the group, while their terms of trade improved
by 9 per cent. In value, trade among industrial countries more than doubled
during this period. The trade of the non-industrial countries rose by only
45 per cent. in volume and simultaneously their terms of trade deteriorated
by 13 per cent.

If the figures for the turnover of world trade are considered in conjunc-
tion with the indexes of volume and prices, it is found that nearly two-
thirds of the total increase of $o1 milliard which occurred from 1950 to
1959 was due to a rise in the volume of trade of industrial countries.

Components of the increase The in?pact.of change§ in \folume

in world trade turnover, 1950-59, and prices is summarised in the
accompanying table.

1850-58 | 1958-58

tems W milliards of The main components of the

U.S. dollars $10 milliard increase in the trade

Industrial countries turnover of industrial countries
Increase In volume. . . . . . + 66 + 13 from 1958 to 1 were a shar

Change In ptices . . . ... | + 14 - 3 95 959 T

expansion of $4.6 milliard in the

Non-industrial countries trade of O.E.E.C. countries among
Increase in volume. . . . . . + 19 + & . e

Change in prices . . . . . . + 2 -2 themselves (of which $2.6 milliard

represented a growth in the trade

of the countries of the European

Economic Community with each

World trade turnover
Total increase . . . ., .. .. + 91 + i1
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other), a rise of $2.3 muilliard in U.S. imports and one of $1.2 milliard
in the trade of Japan.

By the spring of 1959 the slight decline in intra-European trade, which
had started even before the onset of the recession, had been made good
and the value of trade for the year as a whole was 11 per cent. higher than in
1958. Trade among the E.E.C. countries rose faster than the average, namely
by as much as 19 per cent., while trade between them and the rest of the
O.EEC. increased by 8 per cent. The agricultural countries on the fringe
of Europe, with the exception of Turkey, did not participate in the general
rise, their trade with other O.E.E.C. countries remaining more or less at its
1958 level. Thus the development of trade within western Europe conformed
to a pattern simular to that of world trade.

European trading areas,

Change from
1957 1958 1959 1958 fo 1959
Areas
Impotts | Exports | Imports | Exports | Imports | Exports | Imports | Expotts
in millions of U.5. dollars in percentages
European Economic
Community
Intra-area trade . . . . . 7.020 7,165 6,790 6,865 8,090 81BO | + 1o.1 | + T0.2
Trade with rest of Q. EE.C, 4,270 5,675 4,100 5,660 4,430 BA40 | + 80 )] + 85
Trade outside O.E.E.C.. ., | 13,580 9,850 | 12,060 | 10,215 | 11,620 | 10930 | — 3.7 | + 7.0
Totat trade . . . . . 24,840 | 22,490 | 22,050 | 22,740 | 24,210 | 25250 | + 55| + 1.0
Eurcpean Free Trade
Association
Intra-area trade ., . . . ., 3,186 2,930 3,040 2,820 3,240 3040 + 66| + 7.8
Trade with restof O.EE.C, 5535 | 4,180 5,800 4,360 8230 | 4810 + 7.4 + 57
Trade outside O EEC,. . | 11,340 8,140 | 10,020 2,040 | 10,550 2350 + 53] + 34
Total trade . . . . . 20,080 | 16,260 | 18,860 | 168,220 | 20,020 | 17,000 (| + 62| + 4.8
Trade of E.E.C. with
EFT.A. .. ... ... 3,810 4,970 2,640 4,950 3,950 54201 + 85| + 9.5
0.E.E.C.
Intra-area trade ., . ., , . ., | 21,440 | 21,230 | 20,9090 { 20,580 | 23,310 | 22880 [ + ri.¥ | + 71.2
Trade with rest of world . | 28,840 | 19,360 | 23,180 | 18,800 | 23,410 | 20,860 | + 09 | + 54
Tolal frade , . . . . 47,280 | 40,590 | 44,180 | 40,380 | 45,720 | 43,740 | + 5.7 | + 8.3

The expansion of trade within the Community and among O.E.E.C
countries was largely concentrated on manufactured products. In the whole
group of O.E.E.C. countries exports of such products rose by 8.4 per cent.
between the first half of 1958 and the corresponding period of 1959, thereby
again increasing their share m the trade of the group. In 1953 manufactured
products represented 47 per cent. of all intra-O.E.E.C. exports, raw materials
and fuels 35 per cent. and foodstuffs 17 per cent. In the first half of 1959
their respective shares were 55, 30 and 15 per cent. Some two-thirds of
the QO.E.E.C. countries’ exports of manufactured products to each other is
accounted for by the countries of the E.E.C.
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It seems likely that trade within the E.E.C. was also intensified
as a result of the implementation of the first stage of the Rome Treaty,
although, as other O.E.E.C. countries shared in most of the mutual advan-
tages granted, anticipation of the further stages of the process was perhaps
more important than the measures actually taken and encouraged exporters
to make particular sales efforts in that area. On 1st January 1959 the E.E.C.
countries lowered their customs duties on industrial products by 10 per cent.
This first reduction has been extended to all GAT.T. members and to
other countries benefiting by the most-favoured-nation clause, provided that
it does not have the effect of reducing tariff rates below the level of the
future external tariff of the E.E.C. Reductions vis-a-vis third countries had to
be made mainly by France and Italy, whose duties are considerably above
the common tariff. Alsc on 1st January 1959 the E.E.C. member countries
globalised their existing bilateral quotas with each other and increased them
by 20 per cent. above the 1958 level. In addition, the so-called ‘“‘negligible”
quotas were raised to 3 per cent. of the annual output of the products
concerned. In response to a suggestion made by the Community that the
20 per cent. liberalisation of imports of manufactured goods should be
extended to other OE.E.C. countries, bilateral negotiations have been
conducted and hbilateral agreements concluded {e.g. between France, on the
one hand, and Awustria, Denmark, Norway, Sweden, Switzerland and the
United Kingdom, on the other, and between Benelux and the United Kingdom).

The proportion of the E.E.C. countries’ total trade accounted for by
intta-area trade was 30 per cent. in 1958 and rose to 33 per cent. in
1959. In the case of the countries which since May 1960 have been grouped
in the European Free Trade Association (E.F.T.A.)), intra-area trade repre-
sented 16 per cent. of their total imports and 18 per cent. of their exports

in 1959.

The value of goods imported into the United States amounted to
$15 milliard in 1959, ot $2.2 milliard more than in 1958. Of this increase
western Europe accounted for over one-half, the rest being fairly equally
divided between Canada, Japan and other Far Eastern countries. As regards
the composition of U.S. imports, nearly one-half of the increase was attribut-
able to four groups of products, i.e. iron and steel-mill products, textiles, motor-
cars and machinery, purchases of which rose by $350, 275, 250 and 185 mil-
lion respectively.

In Japan both imports and exports increased by nearly $6oo million
in 1959. Imports from the United States, which represent over ome-third of
the total, increased little, the chief expansion having been in those from
Europe and Asia. On the other hand, more than half the growth in exports
was accounted for by additional sales to the United States, whose share of
Japan’s total exports rose from 24 to 30 per cent.

The trade of the Chinese-Soviet group of countries (including those of
eastern Europe), which is not included in the preceding data on world trade, has
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Trade of the Chinese-Soviet group
compared with that of the western world.

Trade of the

Chinese-Soviet group Trade of the western world

Total
i With the 1d
Intra- With the lntra- WOr|
Years area weastern Total area Cg'&?:f" Total trade *
trade world trade araup

in milliards of U.5. dollars

1950 . . . G.6 3.3 2.9 113.8 3.3 117.1 123.7
1956 . . . 14.5 5.5 20.0 187.5 BB 193.0 207.5
1957 . . . 17.3 6.3 23.6 203.2 6.3 209.5 226.8
1958 . . . 18.0 6.9 24.9 1801 6.9 187.0 215.0
19597 ., 21.6 7.0 28.6 200.8 7.0 207.8 229.4

! The inira-area trade of the western world has been calculated as the difference between tha world iurn-
over figures as shown in the lable on page 108 and the Chinese-Soviet group’s trade with the outside
world, 2 Total world frade is calculated as the sum of the trade of the western world — which includes
trade with the Chinese-Soviet group — and the intra-area trade of the Chinese-Soviet group. 3 Rough
estimates, except for total trade of the wesiern world.

risen at a more rapid pace since 1950 than trade in the western world. Starting
from a very low level after the war, it rose at an annual rate of 12 per cent.
from 1951 to 1958, or 13.5 per cent. if intra-group trade alone is considered.

In relation to world trade the share of the Chinese-Soviet group increased
from § per cent. in 1950 to 12.5 per cent. in I959; while intra-group trade
more than trebled, trade with the outside world rather more than doubled
during that period. Trade between the two groups had declined sharply
from 1948 to 1953, partly owing to strong autarkic tendencies in the Chinese-
Soviet group and partly as a result of measures taken in connection with
the Korea crisis. Since then the trade of the Chinese-Soviet group with the
outside world has grown more rapidly than trade within the group. Whereas
in 1953, when east-west exchanges were at their lowest level, the proportion
of outside trade was 20 per cent.,, in 1957 and 1958 it reached 27 and 28 per
cent. respectively. In 1959, according to preliminary figures, there seems to
have been a reversal of this trend, as intra-group trade — and, in particular,
trade between the U.S.3.R. and China —. increased more than trade with
outside countries. The integration of the individual countries within the Chinese-
Soviet group {(expressed as a percentage of intra-group trade to total trade)
varied in 1958 from 56 per cent. in the case of Poland to 96 per cent. in
that of Albania, while for most countries the percentage was around 7o,

The share of western countries’ trade with the Chinese-Soviet group has
been about 3.5 per cent. in recent years. For certain European countries, how-
ever, such as Austria, Finland, Iceland, Greece, Turkey and Yugoslavia, and
for an increasing number of underdeveloped countries, trade with the Chinese-
Soviet group has become very important owing to the conclusion of long-term
agreements — mostly connected with the granting of credits, guaranteed markets
for staple products, .finance for the building of plant and technical assistance.
As centrally-directed trade can be switched very rapidly from one market to
another, the Chinese-Soviet group has been able to step in when countries of
the western world have had difficulty in selling their products, such as was



the case, for instance, with Icelandic fish, Burmese rice, Egyptian cotton and
Uruguayan meat.

In the period from mid-1954 to mid-1959 the assistance given by the
Chinese-3oviet group to underdeveloped countries totalled about $2.7 mulliard,
of which three-quarters was economic and the rest military. The U.S.S.R.
provided 70 per cent. of the total and China less than 4 per cent. During
the same five years total western aid to underdeveloped areas works out at
some $15 milliard, of which about two-thirds came from the United States.
If private foreign investments were added to official aid, the contribution of
western capital would probably be found to have exceeded $25 milliard.

Chinese-Soviet economi¢ asslstance to underdeveloped caountries

and U.S. aid to the same countries,
July 1854 to June 1959,

Chinese- IJnitecl2 Total
Recipient areas and countries Soviet ! States

in millions of .5. dollars

South and South-East Asla

India . . ... ... az23 1,166 1,489
Pakislan. . . . . . . .« « v v o o 3 738 741
Indonesla . . . ...+« s« 239 189 428
Afghanistan , . . . . . . . . . .. 213 as 298
Cambedia . . . . .. .+ - . . 34 173 207
Ceylon . . ... .. .. e e B8 B4 112
Burma and Mepal . . . . . .. . .. a7 a0 127

Total for South and South-Easft Asia 907 2,495 3,402

Middle East and Africa

United Arab Republic . . . . . ... 520 142 862
fram . . . . v i e e e & 353 358
Ethlopia . . . . . . v« v o v v v o s 124°? 56 180
Iaq . « o v v v e e 138 15 153
Guinea and Yemen . . . . . . . .. 44 9 53

Total for Middle East and Africa . . 83z 576 1,407

Europe

Yugoslavia . . . . .« v 4 0 0 110 630 740
Turkey . . . . v v v s e e e 17 623 &40
feeland . . . . . . .00 0o 5 25 30

“Total for Europe . . . . . .. .. 132 1,278 1,410

Latin Amarlca

Brazil . . . . ...+ o P 2 817 619
Argentina . . . . ... . o0 104 , 345 449
Total for Lalin America . . . . . . 106 962 1,068
Total assistance . . . . . . 1,978 5,309 7.284
! In¢luding about 10 per cent. of grants, 2 Including |.C.A. obligations, Development Loan Fund com-
mitments, assistance under Public Law 4580, agricultural sucrptus aid under the Mutual Security Act and
Exp‘t’arlt-lr?gé%rt Bank development loans. % Including a credit agreement for $122 million conciuded early
in July .

Source: Comparison of the United States and’ Soviet economies. Papers submitted to 1he Subcommittee on
Economic Statistics, U.5. 86th Congress, 1st Se_ss!on.



The outflow of private long-term capital from western countries towards
underdeveloped areas, amounting to about $2 milliard a vyear, represents
roughly one-half of the total outflow, the rest being accounted for by flows
between industrial countries, viz. mainly from the United States to Canada
and western Lurope and among western European countries. Over the years
195457 the net outflow of long-term capital from the United States and the
six Furopean countries included in the table below averaged $3.3 milliard, of
which a little over one-half was provided by the United States. In both 1958 and
1959 the total outflow amounted to roughly $4 milliard, the U.S. share having
been 60 per cent. in 1958 and 50 per cent. in 1959, as exports of U.S,
capital declined from $2.5 to 2 milliard, mainly owing to a reduction in new
issues of foreign securities from the post-war record level of $950 million in
1958 to $600 million in 1959,

Net private long-term capital outflow in relation to gross national product.’

1859
1954-57
. 1 as a percentage
Supplying countries average 058 1959 percentag
gross national
in millions of U.5. dollars product
Europe :
Belgiurn-Luxemburg * 130 100 652 0.5
France®, . . .. .. 495 350 3005 0.6
Germany . . . . 4 80 275 B35 - 0.9
Netherlands. . . . . 85 250 370 2.6
Switzerland® . . . . 230 a0 110 1.4
United Kingdom. . . 570 590 530 0.8
Total . . . . . 1,600 1,805 1,910 ’ 0.9
United States”. . . 1,748 2,540 2,050 0.4
Grand fotal . . 3,345 4,145 3,960 0.6
! Pomestic capital oniy. 2 Long and short-term. ¥ First half of 1859, 4 Net outflaw of privaie
long-term funds from metropolitan rance to foreign countries and private contribution to capital formation
in overgeas territories. Estimate. % Malnly new issues on the Swiss ca E|,3(ital market plus net trans-
aclions In outstanding aecurities For 1958 and 1959 new issues only. cluding retained profits of

.8, subsidiaries abroad.

The decline in the net outflow of U.8, capital in 1959 was concurrent
with an increase in net capital exports from Europe, which rose from $:1.6
to 1.9 milliard. Germany accounted for about two-thirds of this increase and .
the Netherlands for about one-third. The additional outflow consisted mainly
in a rise in portfolio investment, which seems to point rather to an intensifi-
cation of capital movements among industrial countries than to an increased
flow to the underdeveloped countries.

* *
*

In 1959, for the second time since the war, the United States had
a deficit on current account; this amounted to over $9oc million, compared
with surpluses of $r1.5 milliard in 1958 and $5.1 milliard in 1957. The
deterioration was entirely due to an increase of $2.4 milliard in imports, of which
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one-half related to purchases from Europe, the rest being mainly accounted
for by transactions with the sterling area and Canada. If the trend of imports
is examined over a longer span of time it will be seen to have followed the
growth in U.8, income. From 1950 to 1959 both the gross national product
and imports rose by about 70 per cent; imports in relation to the gross national
product have thus remained at an average of 3.1 per cent. over the last ten years.
But important shifts have taken place in the composition of imports and con-
sequently also in their origin,

United States: Distribution of imports.

Groups of products 19650 | 1957 | 1989 | 1959 | 1950 | 1957 | 1988 | 1959
and areas
In millions of dollars as percentages of total
Raw materials . . . . . . . . 2,480 3,210 2,780 3,090 28 25 22 21
Processed and non-processed
foodstuffs . . . . . . ... 2,650 3,280 3,450 3,420 37 25 27 23
Semi-manufactures . . . . . 2,130 2,920 2,660 3,310 24 23 21 22
" Finished goods . . . . . .. 1,500 3,530 3,820 5,170 17 27 30 34
of which
Machinery and vehicles . {160) (860} (1,150)] (1,520} 2) {7 [1:4] (11)
Total imports for
congumplion . . . 8,740 | 12,950 | 12,820 | 14,990 100 100 100 100
Western Ewrope . . . . . . . 1,360 3,080 3,300 4,520 15 24 25 30
Canada . . . . .. P 1,960 2810 2,680 3,040 22 22 29 20
Latin America . . . . . . .. 2,810 3,780 3,590 3,610 33 2P 25 24
QOther argas . . . . . . . .. 2,620 3,230 3,300 4,030 30 25 26 24
Total general imports | 8,880 | 12,980 | 12,870 | 18,200 100 100 100 100

Note: Imports for cansumption Include all goods that enter Into merchandising or consumption channels
Immediaie’ﬂr on arrival, together with those that are withdrawn from customs warehouses for consumption.
General [mports include all goods that enter into merchandising or consumption channels immediately,
together with any that are placed In bonded customs warehouses for storage.

In absolute figures, over one-half of the increase in imports between
1950 and 1959 represented a rise in imports of finished goods. In 1950 they
roughly corresponded to total imports from western Europe; in 1959 this
was not so clearly the case, owing chiefly to the expansion in imports of
such goods from Japan. Nevertheless, the share of western Europe in total
imports rose from 15 to 30 per cent, while that of Latin America fell off
from 33 to 24 per cent., so that in 1959, for the first time, western Europe
displaced Latin America as the United States’ main supplier.

The emergence of an adverse balance of trade in 1959 was connected
with the fact that the economic recovery began about nine months earlier in the
United States than in Europe and that the purchasing power of the primary
producers remamned low because of the depressed level of their export prices.
In addition, the steel strike boosted imports of iron and steel-mill products
from $230 to 580 million, with the result that for the first time in over
half a century steel imports exceeded steel exports. Imports of finished con-
sumer goods other than foodstuffs increased from $r1.5 milliard in 1957 to
$2.4 milliard in 1959, a large proportion of this being accounted for by passenger
cars. As recently as 1954 such imports amounted to $45 million; this figure



jumped to $300 million in 1957 and to over $700 million in 1959, in which
year the number of passenger cars imported, at some 670,000, was six times
as large as the number exported.

Exports in 1959 amounted to $16.2 milliard and were thus equal to
those in 1958, The decline from the exceptionally high level of $19.4 milliard
achieved in 1957 was halted in mid-1959, and the seasonally adjusted export
figure for the second half of that year was ¢ per cent. above that for the
first half.

While total net expenditure on invisible items in 1959, at $1,790 million,
was only $50 million higher than in 1958, there were certain changes in its
composition, the main one being a decline in military expenditure abroad

United States: Balance of payments.

All areas Woestern Europe
fems 1957 1958 1959 1957 1958 1959
in millions of dollars
Commercial exports . ... .. 19,390 16,230 16,210 5,860 4,660 4,700
Commercial imports . . . . . . 13,290 12,950 16,340 3,080 3,290 4,520
Balance of frade. . . . . . . +6,100 | +3,280 | + 870 + 2870 | + 1,370 | + 180
Invisikle items (net)
Teaved . . . . . 0 0 0 — 590 — 640 - 710 — 390 — 450 — 480
Investment Income . ., . . . ... + 2,230 + 2,280 + 2,130 + a0 + 210 + 130
Military expenditure, ., . . . . . . — 2,790 — 3,120 — 2,830 - 1,570 - 1,680 — 1,520
Other invisible items'. . . . . . .|+ 189 | — 230} — 380 || — 90 | —- 280 | — 310
Tofal invisible fems . . . . . — 990 | — 1,740 — 1,790 — 1,970 — 2,200 | — 2,180
Balance on current account. . [ + 5110 | + 1,540 | — 920 | + 900 | — 830 | —2,000
Government grants® . . .. ., . —1,620 { —1610| —1 820 — 320 ) ~ 320 | — 310
U.5. capital movements (net)
(outilow ~)
On government account . . . . . — 89680 ; — 970 | — 1,730 | — 370 | — 40 | + 530
On private account, . . . . . ‘s - 3,170 — 2,840 — 2,140 — 400 — 410 — 430
Total U.S. capital movements | — 4,130 | — 3810 | = 3,870 ] — 770y — 460 | + 100
Foreign capital movements {net)
Onflow +) . . . .o v v v 0 + 310 | + 60 | +1,220 |+ 350 | — 70| + &i0
Total net grants and capital
movements {outflowm =) . . . . —5,440 | — 53860 | —a4,270 ]| — 740 | — 840 | + 60O
Overall balance . . . ... . .. - 330 — 3,820 — 5,180 + 160 ~ 1,670 — 1,400
Balanced by
Gold sates to foreigners {+) . . . [ — B0OO | + 2,270 | + 1,080 | — 70 | + 2,330 | + 830
Short-term liabllities to foreigners i
(increase +). . . . . .. . .. + 380 + 1,110 -+ 3,330 + 360 + 640 + 1,030
Unrecorded payments, errors and
omissions (outflow +) . . . . . + 750 + 440 + 780 - 480 - 1,300 — 480
Total . . .. . v v .. + 2330 | +3820| +5,i90 | — 180 | + 1,670 | + 1,400

1 Including pensions and private remittances. 2 Excluding net military transfers under grants.
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from $3.1 to 2.8 milliard. This was, however, more than offset by higher
net expenditure on foreign travel and lower net receipts from investment
income. In recent years income from investment abroad has averaged $2.8
milliard per annum; against this, interest and dividends due on foreign
investments in the United States have amounted to some $60o million,
In 1959, while income from abroad rose very little above its 1958 level (a fall
in receipts from direct investments in the petroleum and other raw-material-
producing countries being compensated by higher receipts from other private
and government investments), U.S. payments to foreign countries increased
by over $140 million, mainly on account of the higher interest paid on
foreign-held U.S. Government securities,

Government grants and the capital outflow together amounted to $5.5 mil-
liard in 1959, slightly more than the previous year’'s figure. The long-term. capital
outflow on government account increased from $1.3 milliard in 1958 to $2.4 mil-
liard in 1959, as a result of the subscription of $1,375 million to the International
Monetary Fund, On the inflow side, receipts increased from $650 to 1,000 mil-
lion, as certain European countries — in particular, Germany and the United
Kingdom — made advance loan repayments. As net short-term official trans-
actions amounted to $340 million in both years, the net outflow on government
account increased from roughly $1 milliard in 1958 to $1.7 milliard in 1959. This
rise was practically offset by a falling-off of $700 million in exports of private
capital (attributable as to one-half to a contraction in new foreign issues, which
were discouraged by the high U.S. interest rates), so that the total net outflow of
US. funds, at $3.¢9 milliard, was only slightly larger than in the previous
year, There was a certain increase in direct investments, particularly in
western Europe. While half the United States’ investments in Europe are
still concentrated in the United Kingdom, the rate of new U.8., investment
is rising much more rapidly in the countries of the E.E.C. Most of the
Investment takes the form of the buying of interests in existing companies
or the formation of jontly-owned subsidiaries.

In contrast to the overall stability of the net outflow of U.S. capital, the
net inflow of foreign capital rose from $60 million in 1958 to $1.2 mulliard
in 1959, of which $550 million took the form of private direct and portfolio
investment. At the same time the short-term dollar assets of foreigners increased
by $3.3 milliard. As a result of the continuous large outflow of U.S. capital in
the post-war vyears, the United States’ net investment position in 1959
amounted to $24 milliard, against $13 milliard in 1948. From 1048 to 1959 its
net long-term assets increased from $20.5 to about 42 milliard and its net
short-term labilities from $7.5 to nearly 18 milliard,

An improvement In the balance of trade occurred in the first quarter
of 1960, commercial exports reaching an annual rate of $18.4 milliard,
against one of $15.4 milliard in the first quarter of 1959. Imports are
tentatively estimated at an annual rate of $15.7 milliard (against $14.3 mil-
liard a year earlier), so that the first quarter of 1960 is expected to show a
surplus, on an annual basis, of some $2.7 milliard. The export surplus for
the whole of 1959 was $1.1 mulliard.



The aggregate balance-of-trade deficit of all the O.E.E.C. countries was
reduced from nearly $500 million in 1958 to $100 million in 1959, while net
receipts from invisible items declined from $4.2 to 3.8 milliard, so that on
current account there was in both years a surplus of roughly $3.7 mulliard.
The increase in reserves, which had amounted to $3.3 milliard In 1958, was
reduced to $1.1 milliard in 1950, as there was a net total capital outflow of

$2.6 milliard.

0.E.E.C. ¢countries: Balances of payments.

Balance Net balance i
Bal:{nce inv'fsei}ﬂe acm ) on capit?! cmh;:gefasr;rn
Countries Years trade items ! account | cntiow 1) 2 |nctonns 43
in miflions of U.S. dollars
Belgium-Luxemburg 1958 + 210 + 160 + 370 —_ 50 + 320
1959 1sthali| + a0 - + 40 — &8 - 25
France . . . .. .... 1058 — 298 + 70 — 225 + &80 — 198°
1959 + 440 + 320 + 760 + 615 +1,375°
Germany . . . . . .. . 1968 + 1,790 - 300 + 1,450 - 730 + 760
1959 + 1,840 — 740 + 1,100 — 1,800 - 500
faly . .. ....... 1958 — 4318 + 1,140 + 728 + 125 + BS5O
) 1959 — 375 + 1,130 + 758 + 10 + 765
Netherlands , . . . . . 1958 - 75 + =15 + 440 + &0 + 500
1859 - 130 + 545 + a1s — 285 + 180
Total tor EE.C. . . 1958 + 1,218 + 1,585 + 2,800 — EB65 + 2,235
1985+ + 1.815 + 1,255 + 3,070 — 1,295 + 1,775
Austia . ., . . ... 1958 — 110 + 120 + 10 + 150 + 180
1959 — 140 + 150 + 10 + 20 + 30
Denmark . . ., ., ... 1058 + 15 + 110 + 125 + 35 + 180
1959 — 105 + 115 + 10 + 80 + 70
Norway . .. ..... 1958 — B70 + ats — 155 + 200 + 45
1959 — 510 + 430 - 80 + 130 + B0
Portugal* . . . . ... 1958 - 80 + 110 + 20 + 20 + A0
1959 — 8D + o8 + 15 + 30 + a5
Sweden . ... ..., 1958 — 280 + 225 — &5 + as + 3G
i 1959 — 200 + 210 + 10 — 1] + 10
Switzerland . . . . . . 1958 - 180 + aBs + 2285 — &8 + 170
. 1959 — 230 + 435 + 205 — 200 + 5
United Kingdom 1958 + R7s + 700 + 978 — 380 + 595
: 1959 — 165 + 870 + 405 — 1,420 — 1,015
Total for E.F.T.A., 1958 — 920 + 2,085 + 1,145 + b5 + 1,200
1959 — 1,430 + 2.005 + 575 — 1,380 — 805
Greece . . ... .. . 1958 — 240 + 180 - 80 + 55 - 28
1959 — 210 + 200 - 1o + a5 + a5
Iceland . . . . ... .., 1958 — 10 + S - -3 + 5 o
1959 . .
feeland . . . . ... .. 1858 - 1BO + 180% | — 0% 0 o
1959 — 230 + 2307 0 . .
Spaln . . ... ..., 1958 — 288 + 180 — 135 - 20 — 185
1959 — 45 + 128 + 80 + a5 + 115
Turkey . . . . ... .. 1058 - 35 + 60 + 25 - 20 + 5
1059
Total for O.E.E.C.. 1958 — 485 + 4,215 + 3,750 — 490 + 3,280
1959° — 100 + 3,815 + 3,718 — 2,595 + 1,120

' Including donations.

territories on curcent and capital account.

2 Including errors and omissions.

2 Including net balance of overseas

* Bslgium-Luxemburg for the first half of the year only.

5 Escudo area. ¢ Begauwse of rounding the small current-account deficit of %2.8 million appears as zaro.
It was fully eompensated by an inflow of capital.
the year only, and excluding Iceland and Turkey.

T Estimate,

2 Relgium-Luxemburg for the first hatf of
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The balance of trade of the E.E.C. group of countries shows an im-
provement of $60o million — mainly on account of the reversal of the position
of France — and that of the E.F.T.A. countries a deterioration of about
$500 million, of which over $400 million was due to a worsening in the British
balance. With regard to net receipts from invisible items, those of the E.E.C.
countries fell by $330 million owing entirely to higher net expenditure by
Germany, while a drop of $60 million in the case of the E.F. T.A. countries was
attributable to a decline in the net receipts of the United Kingdom. As for
net capital movements, over two-thirds of the change was accounted for by
the E.F.T.A. group, owing to an increase of $1 milltard in the U.K. outflow,
and the rest by an increased outflow from Germany.

In the United Kingdom the surplus on current account was reduced
from f349 million in 1958 t6 £r45 million in 1959. This deterioration was

United Kingdom: Balance of payments.

1987 1958 1958
Hems

in millions of £ sterling

Merchandise trade (f.0.b.}

Imports . . .« o v v v i s 3,569 3,330 3,605
Exports (including re-exports) . . . . . . . 3.538 3428 3,547
Balante oftrade . . . . . . . . - 3 + 98 — &8

Invigible items (net)

Shipping . . . + . &« & . - v . 0 e + 73 + B6 + 86
Investmentingcome., . . . . . . ., .. ‘. + 9z + 40 + &9
Government transactions. . . . . .., .. — 143 — 2186 — 228
Otheriteros . . . « . . . .« v v v v 00 + 243 + 341 + 278
Total invigible ftems , . . . . . + 265 + 251 + 203
Balance an ¢urrentaccount ., , ., ., . + 234 + 349 + 145
Lang-term capital account {net outflow —)
Official . . . . v v v v v v i v v h + 63 — 49 — 3581
Private . . . . ... . .. ¢ .. — 260 — 210 - 190
Total net capital outflow . . . , — 197 — 259 - 548
Balance an current and
leng-term capital account. . . . ... + 37 + 90 — 403
Balanced by
Overseas sterling holdings (decrease —)
cefcountries . . . . ., . - ... .. .. — 149 + 80 + 145
of non-territorial organisations . , . . . . - 24 — 22 + 82
Unidentified capital movements and
balancing ifem (inflow +) . . . . . . .. + 160 + 123 + 40
Dfficial holdings of non-convertible
currencies 2 {increase =), . - . . . . . . — 11 + 13 + 17
Gold and convertible currency reserves
(increase —). . .. . ..+ oo 0. . . — 13t — 284 + 119
Total . . ...+ - 37 — 90 + 403

' Including the subscription of £232 million to the |.M.F. and the advance repayment of £88 million of the
Export-Import Bank Loan, 2 including the U.K. balance in the E,P.U. 2Including the account to which
interest due on 315t December 1856 on the U.5. and Canadian loans was temporacily paid.
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entirely accounted for by transactions with the sterling area, as imports from
it rose by nearly £1oo million while exports to it fell by £70 million, in addition
to which there was also a decline of £40 million in net receipts from invisible
items.

In 1958 the fall in prices of primary products and a reduction in the
volume of imports of basic materials were the main factors which brought
about a surplus of exports over imports amounting to nearly £1oo million.
In 1959 the increased expenditure on imports was due to several factors. In
the -early months of the year there was a rise in food purchases owing to
the poor harvest of 1958, and later the expansion of industrial production
and perhaps the building-up of stocks led to an increase in purchases of raw
materials. Despite a certain expansion in exports, therefore, the balance of trade
showed a deficit of about £60 million.

Imports, as recorded in the customs statistics, amounted to £3,990 mil-
lion in 1959, against £3,750 million in the previous year — an increase of
6.5 per cent. — and exports rose from £3,170 million in 1958 to £3,330 mil-
lion in 1959, or by nearly 5 per cent. The terms of trade remained practically
unchanged for the year as a whole, improving somewhat in the first half
and then deteriorating again in the second half. Measured in absolute figures,
the greatest increases were recorded, in order of magnitude, in imports
of non-ferrous base metals, machinery, chemicals, road vehicles and aircraft,
cotton varns, clothing and electrical machinery, which amounted together to
over £L120 million.

United Kingdom: Changes in the value and velume of imports.

Changes in
Groups value volume
of
imports 1957 1858 1959 1957 1958 1959
in milllons of £ starling n percantages
Food, beverages and
tfobacco . . .. .. .. + 43 + 12 + 3t + 4 + 5 -1
Basic materials . . . . . . + 65 - 261 + a2 + 4 — 1 + 6
Fuels and lubricants . . . + B2 —-— 27 + 29 -1 + 9 + 15
Semj-manufactures , . . . — 18 — B& + 76 + 1t - 3 + 13
Finished manufactures . . + 3% + 34 + 75 + 12 + @ + 21
Total .. ... + 182 -— 298 + 244 + 4 + o + 7

Over 80 per cent. of the £154 million increase in exports from 1958 to
1959 was attributable to three groups of products, namely non-electrical
machinery, road vehicies and aircraft, and chemicals, sales of which rose by
£60, 38 and 31 million respectively. The recovery in exports began in the
second quarter of the year, those to industrial countries being first to
pick up, while those to primary-producing countries, mainly in the sterling
area, followed suit as the situation in these countries improved and enabled
them to relax import restrictions. Nevertheless, the volume of exports to
sterling-area countries remained 4 per cent. below the level of 1958, whereas
sales to western Europe increased by 8 per cent. and those to North America
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by 22 per cent., the share of the latter in total exports having grown steadily
over the last few years to 17 per cent. in 1959.

In 1959 net receipts from invisibles declined by nearly £50 million,
mainly as a result of a fall in net receipts in respect of oil. Larger invest-
ment income more than compensated the higher net government and tourist
expenditure abroad, while net shipping returns remained at their 1958 level.

There was an outflow of long-term funds amounting to £548 million in
1959. But if non-recurrent payments, such as the £232 million subscription
to the International Monetary Fund and the advance repayment of the £8¢
million loan from the Export-Import Bank, are deducted, the net outflow is
reduced to £227 million, which is in line with the average for recent years.
In the last seven years the net outflow of private mvestment abroad is
estimated at £200 million a year. Gross private investment overseas is roughly
estimated at £300 million a year from 1953 to 1959, of which probably one-
third went to the less-developed countries. According to a recent publication
by the Treasury, entitled “Assistance from the United Kingdom for Qverseas
Development”, such assistance includes grants, loans and payments for technical
assistance made under bilateral arrangements, and contributions to international
bodies. From 1951-52 to 1959-60 total aid paid out from the U.K. Exchequer
under these headings amounted to £727 mullion, of which £248 million was
disbursed in the last two financial years,

The improvement in France's balance of payments on current account was
due, to the extent of almost three-quarters, to a shift in the balance of trade
from a deficit of nearly $300 million in 1958 to a surplus of $430 million in
1959, owing to a fall of some $160 million in the fo.b. value of imports
and arise of nearly $570 million in exports. According to customs statistics, with
values expressed in c.i.f. terms and in francs, imports from foreign countries, 1.e.
excluding those from the franc area, increased from NFF 17 to 19 milliard
and exports to foreign countries from NFF 13 to 19 milhard. The volume
of imports remained practically the same as in 1958 despite the return to a
more liberal trade policy. Intra-European liberalisation, which had been
totally suspended in Junme 1957, was reintroduced in December 1958 at the
rate of 40 per cent. and was raised to 9o per cent. on st January 1959,
while dollar liberalisation advanced in stages from 13 per cent. in December 1958
to 8o per cent. a year later, to reach 88 per cent. in May 1960. As mentioned
earlier, the 10 per cent. tariff reduction and the enlargement of quotas which took
place on 1st January 1959 were extended in the course of the year to coun-
tries outside the E.E.C. Moreover, in order to check a rise in prices follow-
ing shortfalls in agricultural production, the duties on some foodstuffs were
temporarily suspended in the autumn. The reasons for the stability of the
volume of imports are the drawing-down of stocks during the first part of the
year and the deterrent effect of the higher cost of imports in terms of francs.
As the recovery speeded up in the last quarter of the year, the volume of imports
rose steeply. As regards the value of imports, all categories shared in the increase,
consumer goods rising most, i.e. by 30 per cent., followed by foodstuffs and



semi-fintshed products. Exports, owing to the establishment of a realistic rate of
exchange and to the containment of domestic demand at a time when the require-
ments of both FEurope and the United States were expanding, soared by 41 per
cent. As prices in terms of francs rose by only 1o per cent., the improvement
was due mainly to the expansion of 29 per cent. in their volume, In absolute
figures, the biggest increase over 1958 was registered in exports of semi-
finished goods, which rose by over NFF 2 milliard, more than half this
increase being accounted for by iron and steel products. Exports of consumer
goods went up by NFF 1.8 milliard, owing chiefly to an expansion in
sales of motor-cars, especially to the United States. Substantial progress
was also made in sales of chemical products, machinery and textiles, All in
all, exports represented 7.3 per cent. of the gross national product, against
6.4 per cent. in 1958, and thus played an important part in the recovery
of French industrial production.

In relation to the United States a surplus of nearly NFF 200 million
was achieved (against a deficit of NFF 1.1 milliard the previous year), owing
to an expansion of 81 per cent, in exports and a contraction of 11 per cent,
in imports. Exports to O.E.E.C. countries increased by NFF 3.9 milliard, or
50 per cent., over the 1958 figure (most of the increase going to E.E.C. countries),
while imports rose by NFF 1.9 milliard, or 25 per cent., thus bringing the
surplus in the balance of trade from NFF oo million up to NFF 2.4 millard.

The rise in net invisible receipts from $70 million In 1958 to $320 mil-
lion in 1959, which accounted for over one-quarter of the total improvement

French franc area: Balance of payments.

1
ltems 1957 1858 1859
in millions of U.S. dollars
Metropolitan France
Merchandise trade {f,0.b.)
Impoerts . . . . . .. ...+ ... 4,276 3,534 3,370
EXpOrts . . & v v v v v v e e h e e e 3,327 3,239 3,808
Balance oftrade . . . . . . . .. .. — 949 — 295 + 436
Invisible itema (net)®, . . . . ., . .. .. — 188 + 69 + 321
Balance on current account. . . . . . - 1,114 — 22 + TEY
Balance on capital account® , . , . . + 84 + 48 +  483*
Rest of French franc area
Netbalance . . . . . . . . .. ... — 160 - 112 + 70
French franc area
Balance on current and capital account — 1,190 — 290 4+ 1,310
Balanced by
Offlcial credits (recefved +35. . . . . . . . + 437 + a2 - 487
Changes in net total reserves {increase —) ¢ + Y75 - 66 —  ars
Errors and omigsions . . . . . .. . ... - 22 - 16 + 132
Total . . . ... . ... + 1,190 + 290 — 1,310

' Preliminary. ¥ Including foreign aid, 3 Excluding drawings on or repayments to the 1.M.F. 4 Including
repayment of $139 million to the EP.U. $ E.P.U. and L.M.F, & Net official reserves plus net foreign
agsets of commercial banks.



in the balance on current account, was due, in the first place, to a threefold
increase in net tourist receipts, which rose to $19o million in 1959. Net
transport costs were reduced from $130 to 50 million, while net returns from
other invisible items amounted to $180 million.

The net surplus of $480 million on capital account was the result of an
inflow of private capital — mainly in the form of foreign investments in
France — and an improvement in the terms of payment, which more than
compensated the reimbursement of public debts (including part of the
E.P.U. credit). As, in addition, the net balance of the rest of the French
franc area switched from a deficit of $r1o million in 1958 to a surplus of
$70 million in 1959, the balance on current and capital account for the
French franc area as a whole swung over from a deficit of $290 million to
a surplus of $1,310 million. This, besides enabling France to repay $200 mil-
lion to the International Monetary Fund and to fulfil other official commit-
ments, caused a rise of $975 million in its official reserves and the foreign
assets of the commercial banks.

In Germany the surplus on the current account of the balance of pay-
ments was reduced from DM 6.3 milliard in 1958 to DM 4.6 milliard in 1959,
while the net outflow of capital (including changes in the terms of payment)
rose from DM 3.1 to 6.7 milliard.

After a slowing-down in 1958, both imports and exports expanded
vigorously in 1959.* Imports reacted quickly to the business upswing which
set in during the second quarter of 1959, and for the year as a whole they
amounted (on a c.if. basis) to DM 36 milliard, against DM 32 milliard
in 1958 — an increase of nearly 12 per cent. in value, representing a rise
of 17 per cent. in volume, import prices having continued their downward
trend and fallen by 4.2 per cent. Semi-manufactures accounted for over
DM 7oo million of the increase in imports, food for DM 1.3 milliard and
manufactured goods for DM 1.7 milliard. The rising trend which has been
noticeable since 1951 in the share of manufactured goods in total imports
thus continued, and in 1959 these for the first time constituted the largest
group. Exports rose by 11 per cent., ite. from DM 37 to 41 mulliard.
Exports of capital goods, which had in previous years shown the highest
rates of increase, went up by only 8 per cent. in 1959, against a rise of 17 per
cent. for products of the iron and steel and chemical industries and one of
15 per cent. for textiles. In the second half of 1959, however, foreign orders
for capital goods increased sharply. Exports of vehicles, which account for almost
one-seventh of all exports, expanded by 15 per cent. in 1959.

Receipts derived from government transactions — mainly the stationing
of foreign troops in Germany — amounted to DM 3.7 milliard in 1959, but
as payments for invisible items of a commercial character rose to DM 4.1

% As from 6th July 1959 the foreign trade of the Saar is included in that of Germany, which is esti-
mated to have increased on that account by 1 to z per cent. in the second half of the year. The
1957-50 trade figures have been adjusted to take account of certain government imports not recorded
previously.



Germany: Balance of payments,

ltems 1957 1958 1059
in millions of Deulscha Mark
Merchandise trade (f.o.b)
Exports ', . . L . i e e e e 25,910 36,290 41,030
Imports*. . . . . ... i . v 28,510 29,380 33,300
Balanceoftfrade . . . . . . . . . . ... .. + 7,400 + 7,510 + 7,730
Invisible items {net)
Teansport . . .. .. e e e e e e - 590 — 340 - 230
Travel . . . v v v v e e e e e e e + 480 - 150 - 500
Interest and dividends 2. . . . . . . ... ... — 400 — 820 — 1,030
Government frangactions* . . . . .. ... .. + 2,370 + 3,490 + 3,850
Otherltems . . . . -« « « + ¢ =+ v v v 0 0 — 1,670 - 1,880 — 2,350
Total . .. ........ + a0 + 400 — 480
Indemnities and grants., . . . . .. ... P — 1,630 — 1,650 — 2,640
Balance on currentaccount ., . . . . . . .., . + 5,840 + 8,260 + 4,630
Long-term capital movements {net outflow —)
Official, . . . .. ... e e e e -_— 860 — 1,350 — 2,380
Private, . . ... ... e e e e + 130 - 520 - 1,380
Total . . ... ..., — T30 — 1,870 — 3,770
Balance on current and long-term ¢apltal ac¢ount + 5,110 + 4,380 + aso
Balanced by
Short=term capital movements (outflow —)
Official. . . . .. ... e e a4 e e s s e, - 1,710 + 220 — 1,170
Private. . . . . . o o v v i e e e e - - 740 — 1,200
Tatal . .. v i u v . - 1,710 — 520 — 2,370
Terms of payment (change in favour of Germany +) + 1,720 —_ &80 — 580
Gold and forelgn exchange reserves (increase —) — 5,120 — 3,180 + 2,100
Total . ... ... — 5110 - 4,390 _ 860
1 Including the net surplus or deficit in respect of merchanting trade, 2 Including Iinterest_payments
under the London Debt Agreement. Interest pald on German-held external bonds |s excluded. ¥ Ineluding

goods and services for foreign troops (in millions of OM): 1957, 2,880; 14958, 3,880; 1859, 4,120.

milliard, there was a deficit of DM 460 million on invisible items taken as a
whole, against a surplus of the same magnitude in 1958. The deficit in
respect of interest and dividend payments increased from DM 620 million to
over DM 1 milliard in 1959. Income on foreign capital invested in Germany rose
by DM 600 million, part of which (mainly that earned in the motor-car and oil
industries) was reinvested in that country and will thus reappear as an inflow
of capital. Income from German capital invested abroad rose by DM 200 ml-
lion, half of which amount was earned by the Bundesbank on its foreign
assets. Expenditure on tourist account showed a marked rise in 1959, with
the result that the deficit on this item reached DM 500 million. The net
outflow of indemnities and grants, which amounted to DM 1.6 milliard in
1957 and 1958, jumped to DM 2.6 milliard in 1959, two-thirds of the increase
being due to exceptional payments.

There was a very large net outflow of capital in 1959, amounting to
DM 6.1 milliard for recorded movements (and DM 6.7 milliard if changes
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in the terms of payment are taken into account); of the net outflow,
DM 3.8 mulliard was on long-term and DM 2.4 milliard on short-term
account. The deficit on long-term account resulted from a net rise of
DM 3.2 milliard in German investments abroad and a decline of DM 600
million in net foreign investments in Germany. The rise In net long-term
German investments abroad was almost entirely due to private investment,
which nearly doubled, most of the increase taking the form of purchases of
foreign securities. This development was assisted by the introduction of
foreign securities on German stock exchanges and the rapid growth of invest-
ment trusts. Over the last four years net purchases of foreign securities by

Germany: Transactions in German and foreign securities,

Foreign securities German securities Met
sacurity
Years Pu;fga:.'ses Liguida- Net Salas to Liquida- Met tr%l;?lasc-
foreigners tion purchases foreigners tion gales

in millions of Deutsche Mark

1956 20 5 el 15 770 420 + 290 + 275
1957 1Q 20 -— 50 1,360 590 + 770 + 720
1958 380 100 — 280 1,800 1,200 + 600 + 320
1959 1,990 570 — 1,420 2,500 2,060 + 440 — 980

German residents have increased by leaps and bounds, while net sales of
German securities to foreigners, after a marked rise in 1957, have been declining,
and in 1959 net purchases actually exceeded net sales, Whereas in 1958 new
investments in foreign securities were about half in bonds and half in shares,
in 1959 shares accounted for over two-thirds of purchases. The same shift
from fixed-interest-bearing paper to shares is noticeable in the foreign demand
for German securities. Official investments abroad rose by nearly DM 1 mil-
liard, of which DM 3500 million is accounted for by Germany’s subscription
to the International Monetary Fund and DM 126 million by its subscription
to the European Investment Bank. The net decline of DM 6oo million in
foreign investment in Germany was due to an outflow of DM 1.4 milliard on
official account (including the advance repayment of DM goo million under
the London Debt Agreement),- while private investment, mainly direct invest-
ment, rose by DM 8co mullion.

Germany: Short-term investment account.’

Net German investment Net foreign investment Change
abroad in Germany Nat in
Years - position || terms of
Private 2 | Officiafl ? Total Private Otficial ' Total payment
in_millichs ¢t Deutsche Mark

1956 - 200 | — 213 | — 422 )| +1,103 | — 41 +1,009 | + B7T§ + 540
1957 ~— 640 | —1,7056 | — 2,345 | + 837 | -~ &6 | + &3t ~ 1,714 | + 1,720
1958 — G648 | + 201 — 447 || — 90 ¢ + 22| — 68 || — BI15 || — B8O
1959 — 1,426 | —1,384 | — 2810 | + 228 | + 214 | + 442 | —2,368 | — 590

f Qutflow (—). 2 Mainly commercial banks. 3 Mainly advance payments for defence imports.
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The deficit in the short-term capital account jumped from DM 500 mil-
lion in 1958 to DM 2.4 milliard in 1959, owing mainly to the expansion in
advance payments on defence imports, which totalled DM 1.4 milliard. If all
official capital movements are excluded, there remains a net outflow of private
short-term capital amounting to DM 1.2 milliard, which is chiefly reflected
in an increase of over DM 1 milliard in the net foreign claims of commercial
banks. Whereas at the end of 1958 the short-term foreign liabilities of German
commercial banks exceeded their claims by DM 1.5 milliard, at the end of
1959 the figure had fallen to only DM 300 million.

The large surplus in the balance of payments of the Belgium-
Luxemburg Economic Union in 1958 was at least partly connected with
the low level of production. With the revival in 1959 the balance became
less favourable. In the first half of the vear (data for the second half are
not yet available) there was a surplus on current account of B.fcs. 2.1 milliard,
against one of B.fcs. 10.9 milliard in the corresponding period of 1958, the
decline being due mainly to a detertoration in the invisible balance but also
to some extent to a fall in exports and a simultaneous rise in imports, which
reduced the trade surplus from B.fcs. 4.2 to 1.6 milliard. The deficit on
invisibles account was due to a sharp drop in tourist receipts {which had
been particularly high in 1958 because of the Brussels Exhibition), a fall in
net income from investments abroad and a decline in the earnings of Belgian
residents crossing the frontier to work in neighbouring countries. In 1958 the
net outflow of private capital had amounted to B.fcs. 5 milliard, of which
B.fcs. 2.3 milliard had left the country in the first half of the year. In the
first half of 1959 the corresponding figure was B.fcs. 3.2 milliard. Towards
the end of the year the outflow of short-term capital was encouraged by
higher interest rates abroad. There was a net inflow of long-term official
capital amounting to B.fcs. 800 million in the first half of 1959, while move-
ments of short-term official capital resulted in a net outflow of B.fcs. 700
million, mainly ascribable to repayments by the Belgian Treasury of commit-
ments vis-d-vis the Congo.

In 1959 the Netherlands again had a large current external surplus
(amounting to FL 1.6 milliard), which was partly offset by a net capital outflow
of Fl. 1 milhard following the liberalisation measures taken at the end of
1958. Both exports and imports increased and the deficit in the balance of
trade rose from Fl. 300 million in 1958 to FL 500 million in 1959. Net
receipts from invisible items rose by over Fl. 100 million, owing chiefly to
an increase in capital income, since shipping receipts, partly on account of
the almost complete cessation of liner services to Indonesia, fell off, Income from
mvestments in Indonesia also dried up completely, but this was compensated
by higher returns from investments in other parts of the world, mainly those
of the big companies such as Royal Dutch, Philips and Unilever. The rapid
growth in the amount of Dutch shares in foreign hands will, on the other
hand, lead to an increase in dividend payments. Despite their high quotations,
there was still an active foreign demand for Dutch securities in 1959, with
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purchases — mainly from U.S.,, German and Swiss buyers — amounting to
FI. 1.3 milliard, But the total of Dutch investments abroad was also somewhat
higher, standing at Fl. 1.4 milliard (of which FlL. 930 million represented direct
investments and over Fl. 300 million purchases of foreign securities), so that,
. taking Into account other minor items, there was a net outflow of private
long-term capital of Fl. 65 million in 1959, against a net inflow of Fl 470
million in 1958. In addition, there was a net outflow of official capital of just
under Fl 300 million,

The external current surplus of over $700 million achieved by Italy in
1958 was improved upon in 1959, since the trade deficit was somewhat
reduced, while net earnings from invisibles remained at their previous level
of $1.1 milliard. Despite the speeding-up of production, particularly in the
second half of the vear, the value of imports as measured by the customs
statistics increased by only 4 per cent.,, as a ¢ per cent. growth in volume was
partly offset by a decline in prices. Exports rose by 20 per cent. n volume
but only 12 per cent. in value, their prices also having fallen. As in 1958,
manufactures contributed most to the development of exports, one-third of
the total increase of some $320 million in 1959 having been accounted for
by machinery and vehicles and another third by textiles and clothing. The
stability of net receipts from invisibles was the combined result of a moderate
decline in net shipping earnings and workers’ remittances and a rise in
income from investments and net tourist receipts. The surplus on capital
account, which had amounted to over $100 million in 1958, disappeared in 1959
despite a rise in foreign investments and loans, since this was more than offset
by the payment of Italy’s subscription to the International Monetary Fund.

The increase in Austria’s foreign trade deficit from $110 million in
1958 to nearly $140 million in 1959, due to a faster rise in imports than in
exports, was roughly compensated by a rise in net receipts from the tourist
trade, so that, with other invisibles (including unrequited deliveries to the
U.5.8.R.)} remaining stable, there was the same small surplus of $ro million
on current account in both years. The capital account, which in 1958 was
characterised by a net inflow of funds of $120 million, as Austria borrowed
heavily from abroad (parily to cover the budget deficit and partly to finance
the expansion of electrical power stations), was almost in equilibrium in 1959,
owing both to a reduction in the inflow of new capital — which declined
from $200 to 140 million — and to a rise in contractual and advance repay-
ments from $80 to 130 million.

Changes in the balance of payments of Switzerland mainly reflect
movements on merchandise account, as net receipts from invisible items are
much less subject to fluctuation, though they have increased steadily from
rather more than Sw.fcs. goo million in 1950 to Sw.fcs. 1.6 milliard in 1958,
the most recent year for which data are available. Net tourist earnings, at
Sw.fcs. 770 million, and net investment income, at Sw.fcs. 550 million,
accounted for 80 per cent. of the 1958 total. Remittances by foreign workers
to their native countries were estimated at about Sw.fes. soo million, this
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item having been roughly balanced by royalties and foreign contributions to
international organisations in Switzerland. In 1959 net receipts from invisibles
are estimated to have amounted to Sw.fcs. 1.9 milliard. As the import surplus
in that year was just under Sw.fcs. 1 milliard — against nearly Sw.fcs. 700
million in 1958 — the country is likely to have had a current surplus of some
Sw.fcs. goo million. Issues of foreign loans on the Swiss market amounted to
Sw.fcs. 480 mullion in 1959. This was about a third of the total outflow of
capital, which can be put at some Sw.fcs. 1.3 milliard (the result of an outflow
of Sw.fcs. 2 milliard in the first eleven months of the vear and of the liqui-
dation of Sw.fcs. 700 million’s worth of short-term investments abroad by banks
in December). As the inflow of foreign capital amounted to some Sw.fcs. 400 mil-
lion, the net capital outflow roughly matched the surplus on current account,

Of the four northern countries, Denmark and Finland experienced a
deterioration in their current account m 1959 and Norway and Sweden an
improvement.

In Denmark the large current-account surplus of D.Kr. 870 million
achieved in 1958 was almost wiped out in the following year owing to a
considerable rise in imports associated with the growth in internal demand.
Though exports of both. investment and consumption goods increased substan-
tially, the small surplus on merchandise account of D.Kr. 120 million in 1958
was replaced by a deficit of D.Kr. 740 million, which was somewhat more
than compensated by net receipts from invisible items amounting to nearly
D.Kr. 800 million. There was also a small surplus on the long-term capital
account, but the fact that the foreign exchange reserves increased by D.Kr. 380
million in 1959 was essentially due to short-term capital movements.

In Finland the reduction in the surplus on current account was also
caused by a big rise in imports. Whereas in 1958 there had been an export
surplus of FM 14.6 milliard, in 1959 the balance of trade was practically in
equilibrium. As net receipts from invisible items declined somewhat owing
to the more liberal exchange policy In regard to services, the surplus on
current account was reduced from FM 25 to about 1¢ milliard. On long-term
capital account repayments of foreign loans (mainly contracted during the war or
the post-war years), amounting to FM 13 milliard, somewhat exceeded drawings
on new credits. Purchases of foreign securities and the payment of Finland's
subscription to the International Monetary Fund brought the net outflow of
long-term capital in 1959 to FM 5 milliard.

In Norway the deficit on current account was reduced from N.Kr. 1.1
milliard in 1958 to ' N.Kr. 580 million in 1959, mainly because of a substantial
rise in exports and an increase in net shipping receipts. Imports remained
at the previous year’s level, since a decline in purchases of foreign ships was
offset by larger purchases of textile products, chemicals and machinery. Despite
the depressed freight market, shipping earnings rose by over N.Kr. 100 million,
as the merchant fleet tonnage was about ¢ per cent. larger than in 19s8.
Loans on imports of ships totalled N.Kr, 890 million in 1959 and were the
largest single item offsetting the deficit on current account.



The whole of the improvement in the balance of payments of Sweden
was due to an expansion in exports, which caused the 1958 deficit of
S.Kr. 280 million to be replaced by a small surplus of S.Kr. 60 million, the
first in six years. The rise of S.Kr. 620 million in exports was mainly accounted
for by three groups of products: machinery and vehicles, metals and pulp.
Imports remained at about the same level in both years, while net earnings on
invisible items fell off slightly though freight receipts were unchanged. Per-
mission to make direct investments abroad was granted on-a somewhat more
liberal scale in 1959, in which year they amounted to S.Kr. zio million
(excluding remvestments), against S.Kr. 170 million in 1958,

All seven countries on the fringe of Europe normally have a deficit on
merchandise account. From 1958 to 1959 this was reduced in the case of
Portugal, Spain and Yugoslavia, while it increased in that of Greece,
Turkey, Iceland and Ireland. The small change in Portugal’s position
was attributable to a somewhat greater contraction in imports than in exports,
while in Spain, m application of the stabilisation programme introduced in
mid-1959, imports were severely reduced in spite of a certain degree of liberali-
sation, and exports rose. The improvement in Yugoslavia’s visible trade was
entirely due to an increase in exports of machinery and vehicles. In the case of
Greece the deterioration in the balance of trade was the result of a fall in exports
of tobacco and foodstuffs, while in Iceland and Ireland it was almost wholly
attributable to a rise in imports. In Turkey, despite the adoption of stabilisation
measures in 1958 and 1959, there was a considerable rise in imports, which was,
however, partially offset by a rise in exports. Net receipts from invisible items
about covered the deficit on merchandise trade in the case of Greece and
Ireland, whose current-account balances were thus in equilibrium, and they
left a substantial surplus in the case of Spain, owing to its greatly reduced
import surplus,

* %
L

The second year of the existence of the European Economic Community
was marked by the coming into effect of the reduction of tariff rates and of
the enlargement of quotas agreed upon for 1st January 1959. The second 20 per
cent. increase in quotas took place on ist January 1960. In May 1960 the
governments of the countries belonging to the E.E.C. decided to speed up
the implementation of the Common Market by bringing forward by one year,
to 1st January 1961, the third 10 per cent. cut in their tartff barriers and
abolishing all quotas by the end of 1961. The first step towards the setting-up
of the common external tariff is also to be advanced from st January 1962
to Ist January 1961. The European Investment Bank approved seven loans
in 1959 for a total amount of $52.1 million, of which $13.5 million had been
paid out by February 1960. They related mainly to power and chemical
projects in Italy and France.

On zoth November 1959 seven countries — Austria, Denmark, Norway,
Portugal, Sweden, Switzerland and the United Kingdom — gave their approval
to a convention establishing the European Free Trade Association. The



Convention, which was signed on 4th January 1960 in Stockholm and entered
into force on 3rd May, having by that date been ratified by all the countries
concerned, establishes a free market between its members by abolishing tariffs
and other obstacles to trade in industrial products over a period of ten years,
each country remaining free, however, to fix its own tariff vis-a-vis third
countries. In the case of agricultural products and fish, special agreements may
be concluded between member countries in order to help to increase the
trade of those among them which are heavily dependent on the export of
such products. In a special resolution the seven governments declared their
determination to do everything in their power to avoid a division of Europe,
and the schedule for the progressive reduction of customs duties and the
elimination of quantitative restrictions was in fact drawn up in such a way
as to keep In step with the dismantling of tariffs and quotas within the
E.E.C. as originally planned in the Rome Treaty. The first 20 per cent.
tariff reduction among the E.F.T.A. countries is due to take place on 1st July
1960, thus coinciding with the second reduction of 10 per cent. among the
member countries of the E.E.C. The latter having now decided to accelerate
the establishment of the Common Market, the Council of Ministers of the
EF.T.A. countries resolved at its meeting of May 1960 to examine at once
the possibility of a more rapid scaling-down of their tariffs.

As intra-European trade liberalisation had reached nearly go per cent. at
the beginning of 1959, there remained relatively little scope for further pro-
gress, except in the case of a few countries. On 1st March 1960 Denmark
raised its overall percentage from 86 to g5, all three groups of products
participating in the increase. Turkey, which had for many years suspended all
liberalisation measures, re-introduced some in the course of 1959 and in
February 1960, but as these have not been notified to the O.E.E.C. the
percentages are not known, Increases were also made by France and the
United Kingdom. Spain joined the O.E.E.C. in July 1959. On the basis of
its private imports in 1950 its overall percentage of liberalisation on st January
1960 amounted to 55, the figure for foodstuffs being 60 per cent., that for
raw materials 70 per cent. and that for manufactured products only 29 per
cent. The following countries substantially increased their liberalisation of
dollar imports (the percentages reached on 1st January 1959 and st March
1960 respectively are shown in brackets): Benelux (86 to ¢6), Denmark (66
to 97), France (50 to 8o, and further to 88 if a subsequent rise on
1st May 1960 is taken into account), Italy (68 to 9o), Portugal (53 to 98),
Sweden (68 to g¢1), Turkey (o to 18) and the United Kingdom (73 to 93).
For all countries combined the percentage rose from 73 to 86 and is thus
not far off that of intra-European liberalisation, which stood at ¢z on
1st January 1960, The majority of O.E.E.C. countries now apply their intra-
European or dollar liberalisation lists to most non-member countries.

In the course of 1959 further steps were taken with regard to the
liberalisation of invisibles, mainly in relation to insurance payments, and
towards the end of the year a code of liberalisation of capital movements
was adopted by the Q.E.E.C. Council. The latter, in contrast to the code
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applying to merchandise trade and invisible transactions, which fixed from
the outset targets far beyond what had been achieved by the member”
countries, appears to provide for nothing more than the maintenance of the
degree of liberalisation already attained.

In January 1960 a meeting of the Ministers of the twenty member and
associate countries of the O.EE.C. and a representative of the E.E.C.
approved a resolution proposing that a study be made of the possibilities of
reorganising the O.E.E.C. The meeting appointed a committee of four
experts, whose report, published in April, suggests the creation of a more
comprehensive body to be called the “Organisation for Economic Co-operation
and Development”.

Within the wider framework of the G.A.T.T. three main problems have
claimed the attention of the Contracting Parties, namely, the preparations for
the tariff conference of 1960-61, agricultural protectionism and the securing
of markets for the products of the less-developed countries — all three being
parts of the programme for the expansion of trade drawn up in 1958. At
the Fifteenth Session, which was held in Tokyo in the autumn of 1959, the
matter of quantitative restrictions was discussed in the light of the decision
made by the Executive Directors of the International Monetary Fund in
October 1959 stating that there was no longer any justification for discrimina-
tion by members whose current receipts were largely in convertible currencies
and that they should proceed with all feasible speed to eliminate it. The
contracting parties reaffirmed their intention of abolishing as quickly as
possible the remaining restrictions and discriminations. Reports relating to the
E.E.C. and to Latin American integration were discussed and the question of
the disposal of commodity surpluses, which has been under consideration
since 1955, was further examined. The possibility of extending the benefit of
the most-favoured-nation clause to Japan is to be considered in consultation
with each of the fourteen countries still withholding it under Article XXXV.
As was stated repeatedly at the Fifteenth Session, it was felt that this session
marked the end of the post-war period dominated by the use of quantitative
restrictions for balance-of-payments purposes and that now other, though no
less difficult, tasks were awaiting solution.



V1. Gold, Reserves and Foreign Exchange.

In 1959 the volume of international liquidity increased further, as it had
done the year before. However, the pattern of developments in this field was
markedly different in several respects from that of 1958. Firstly, the overall
.8, balance-of-payments deficit was settled more in dollars and less in gold
and the rest of the world added more to its foreign exchange holdings than to its
gold reserves. Secondly, the less-developed countries shared in the general rise
in gold and foreign exchange holdings. Thirdly, the International Monetary
Fund’s resources were substantially increased. '

The first of these differences is illustrated by the fact that countries
other than the United States added $819 muillion to their gold reserves and
$1,564 million to their short-term dollar holdings, whereas the year before
the corresponding increases were $3,024 million and $¢74 million respectively.
On the other hand the U.S. gold stock declined by $1,075 million, compared
with $2,275 million in 1958, and U.S. short-term foreign liabilities in dollars
rose by $3,178 million, compared with $1,001 million the previous year, The
second difference can be seen by comparing the changes during 1958 and
1959 in the gold and short-term dollar holdings of countries cther than the
United States, western Furope, Canada, Japan and Venezuela. In 1958 these
countries experienced a loss of $1o1 mullion, whereas last year their gold and
short-term dollar holdings went up by $521 million. The third difference lay
in the rise from $9.2 to 14 milliard which occurred in the total resources of
the International Monetary Fund as a result of the general 50 per cent.
increase in members’ quotas.

Thanks to a sharp rise in South African output, which exceeded
20 milllon ounces, world gold production outside the U.S.SR. 1s estimated
to have amounted in 1959 to 32.6 million ounces, worth some $1,140 million
at $35 per ounce. Sales of gold by the USSR, appear to have been a little
larger than in 1958, so that total fresh gold supplies may be estimated at
about $1,390 muilion. The rise in official gold reserves outside the Chinese-Soviet
group of countries was somewhat less than in 1958 and may be put at
$820 million. Western countries other than the United States, together with
international institutions, added $1,894 million to their gold reserves in 19359,
compared with $3,176 million the year before.

On the London gold market, prices during 1959 were for long periods
above the U.S. selling price of $35.0875. In the first and last parts of the
year, however, quotations were around $35.05§ — owing partly to Russian
sales (in the former period) and partly to large special dollar payments made
by the United Kingdom. Early in 1960, in the absence of either of these
factors, prices rose again and had reached $35.12 by the end of March.

The principal countries of Europe, when they made their currencies
convertible on current account for non-residents at the end of 1958, did so



from a situation of strength. This has been shown by the generally very
satisfactory development of their balances of payments and monetary reserves
since the beginning of 1959. Further evidence of the solid foundation upon
which their external positions now rest is provided by developments in the
foreign exchange markets. During 1959 and the early months of 1960 these
cutrencies have consistently been quoted at, or in most cases well above, par
on the U.S. dollar and a number of them have for much of the period under
review been at or very close to their upper limits against the dollar. In the
context of full convertibility for current account non-resident balances and of
the substantial overall measure of freedom from direct controls which now
exists for trade and other current transactions between these countries and
the rest of the world, the behaviour of their currencies on the exchange
markets may be said faithfully to reflect the true relation between demand and

supply.

Two European countries, Spain and Iceland, devalued their currencies
and unified their exchange rate structures during the period under review.
In both cases these measures formed part of a general programme of economic
stabilisation backed by substantial foreign credits. Elsewhere in Europe a
number of countries reduced still further what was left of their exchange
restrictions. In Latin America a free-market exchange system has been
introduced m Uruguay, while in the rest of the world the currencies of
Indonesia and Morocco were devalued.

#* *
*

Total output of gold in 1959 (excluding that of the U.S.S.R.) 1s
estimated to have risen by 2.z million ounces above the 1958 level and to
have amounted to 32.6 million ounces -—— a new post-war record. In per-
centage terms, the rise works out at rather more than 7 per cent. — also a
record for the post-war years. It resulted from the increase in output by the
South African miung industry, which went up from 17.7 to 20.1 million
ounces. In the rest of the countries under consideration taken as a whole,
production fell slightly, owing to rather lower output from the Canadian and
U.S. mines. Ghana's gold output increased by a further 7% per cent in
1959 and reached a level almost 45 per cent. higher than that of 1956.

The rise of 13% per cent. in South African gold production was the
result of an increase in the scale of mining operations, together with an improve-
ment in the yield of gold from the seams worked. According to figures published
by the Transvaal and Orange Free State Chamber of Mines, the total amount
of ore milled by its members (which together account for almost 98 per cent.
of the Union’s total gold output) went up by 7% per cent., from 65.5 to 70.5
million tons. At the same time the average vield of gold per ton of ore
milled rose by 6% per cent., from 5.23 dwt. to 5.57 dwt., as a result of
more intensive working of the new mines in the West Witwatersrand and in
the Orange Free State. Since 1953, the last year before these mines began to
contribute appreciably to the Union’s output, the average yield of the ores



Worid gold production.

Countries 1929 1540 1945 1850 1956 1957 1958 1959
welght, in thousands of fine ounces

Union of South Africa, . . . 10,412 | 14,046 | 11,927 | 11,664 | 15,897 | 17,031 17,656 | 20,064
Canada . ... ... ... 1,928 5,333 2,849 4,441 4,384 4,434 4,571 4,484
United States . . . . . . . 2,045 4,799 1,626 2,375 1,838 1,817 1,801 1,386
Australia. . . . ... ... 427 1,644 824 870 1,030 1,084 1,100 1,090
Ghana . . .« . . . ... .. 208 886 586 689 638 790 B53 217
Southern Rhodesia . . , . , 561 B2% 545 511 535 837 555 567
Philippines . . . . . . . .. 163 1,121 1 334 406 380 423 403
Belglan Congo . . . . . . . 158 582 332 338 ara ara ase 340
Mexico. . . . ... .... 655 883 421 408 360 346 332 314
Colombia . ., .. .. ... a7 632 437 a7e 438 325 372 298
dapan . . . L 0. 0. 336 BB7 40 156 208 203 310 az27
Nicaragua® . . . .. ... 12 164 204 230 209 199 210 209
India. . .......... 364 289 132 1897 209 179 170 166
Peru . . ... ... . ... 120 281 158 127 159 162 189 150"
Brazil®. . . ... ... .. 112 150 49 131 122 121 119 t14
Chile .. .. ....... a3 335 231 192 94 104 111 110*

Total listed, . . ., . .. 17,670 | 32,818 | 20,452 | 23,043 | 26,978 | 28,186 | 20,090 | 31,039
Other countries ® ., . . . . . 830 | 4,182 1,248 1,657 | 1,422 1,414} 1,302 1,581

Estimated world total * . . 18,500 | 37,000 | 21,700 | 24,700 | 28,400 | 29,600 | 30,400 | 32,600*
Value of in milliens of U.5. dollars
estimated world total
at 335 per fine ounce . . . 6804 1,295 760 865 995] 1,035| 1,085| 1,140

* Estimated or provislonal figure.

! Exports, represeniing about 90 g:er cent. of total production. 2 Excluding alluvial gold production, which

is small. 3 Excluding the UL.S.S.R 4+ At the official price of $20.67 per fine ounce then in effect,

$382 million,

milled throughout the industry has risen by 43 per cent.,, while the quantity
of ore milled has gone up by not quite 20 per cent. Last year’s substantial
increase in output would not have been possible without the very large
- additions to the labour force which occurred. The average number of natives
employed i1n the mines was 380,000, compared with 340,000 the year before.
There was also a slight increase in the European labour force.

The effect of these favourable developments in output and yield was to
increase the industry's profits for the sixth year in succession. Owing to the
fact that many of the mines produce uranium as well as gold and that in a
number of them the method of imputing costs as between these two activities
was changed in 1959, a comparison of profits from gold production in 1958
and 1959 is not possible. Combined profits from gold and uranium production
earned by members of the Transvaal and Orange Free State Chamber of
Mines, however, were up 16 per cent.,, from SALg9.1 to 114.9 million.

Output of uranium oxide in South Africa during 1959 amounted to
12.5 million Ibs., compared with 12.1 million the year before, and no further
rise 1n the level of production 1s expected for the next few years. This is
because of the radical change that has recently occurred in the world supply
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and demand situation for uranium, In part, this change is the result of the
enormous 1ncrease in output that has taken place — from about 8,000 tons
in 1955 to well over 40,000 tons last year., Furthermore, the demand for
uranium during the next few years is now certain to be less than was
supposed two vyears ago. The nuclear-power programmes of the United
Kingdom and Euratom were greatly reduced at the end of 1938, and towards
the end of last year the budget of the U.S. Atomic Energy Commission was
substantially cut. Canada, whose 1959 output was 15.5 million lbs,, is the
producer with the shortest contracts, most of which expire early in 1962, and
Canadian’ production plans have therefore been the most seriously affected by
the curtailment of future demand, especially on the part of the United
States. South Africa’s uranium contracts run off more gradually, between 1962
and 1966, and, moreover, when these contracts expire and uranium is again
sold under ordinary marketing conditions, the Union’s mines will be in a
relatively favourable position because they are also producers of gold. Another
factor affecting the prospects of uranium producers is the greater efficiency
that 1s being achieved in the use of the metal, which means that smaller
quantities are needed than in the past in order to produce a given amount of
power.

Estimated sources and uses of gold.

items 19585 1956 1957 1958 1959

in millions of U.S. dollars
Gold production™ . . .. .. 955 295 1,035 1,085 1,140
Sales by the US.S.R.. . . . . 75 150 260 220 250
Total. . . .. 1,030 1,145 1,285 1,285 1,390
Increase in official gold stacks 2 655 £05 725 205 820
Otheruses? . . . .. .... 375 640 570 3s0 570

? Excluding the U.S.5.R. 2 Excluding the 1).5.5.R., other eastern European countrles and mainfand China.
2 Residual figure,

Note: Figures of official gold stocks need to be approached with cautlon, for two reasons. Firstly, to the
extent that unseported stocks of gold exist, nothing can be known for certaln about them, Secondiy. gold
is placed on_ deposit at the Bank for International Settlements by central banks and this makes it possible
that a part of some countries” official gefd holdings is counted fwice, both in this table and in the table
on page 138, once as part ol the reserves of the couniry jn question and again as part of the B.L.5. geld
stock, which is included on page 138 in the figure for “'‘Others’’ under ¢ontinental western- Europe.

The wvalue of world gold production outside the USSR, in 1959 is
estimated to have been $1,140 million, If to this figure is added $250 million
— the estimated value of Soviet gold sales -—— total fresh supplies of gold
that became available last year may be tentatively put at $1,300 million’s
worth. Official gold stocks, excluding those of the Chinese-Soviet group of
countries, are estimated to have risen by $8z0 million, compared with $go5
million in 1958, so that the residual figure for the amount of gold which
went into non-monetary uses is larger than in 1958. As this figure is obtained
from three others, all of which, in varying degrees, are in the nature of
estimates, such interest as it has lies in the changes from one year to another.
During 1959 no signs were evident of any general increase in gold hoarding
and it is therefore more likely that, if non-monetary use of gold increased, it
was due to greater demands from industry.



Dollar price of gold in London.*
Weekly averages.
Dnllary per fino ounce Percantzges above or below par
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+ Sterling price of gold divided by the middle sterlingfdollar rate at the time of the daily gold “*fixing™.

On the London gold market, prices moved within a narrower range
during 1959 than in the previous year. For most of the first quarter quotations
were tending to decline from the early January level of around $35.08 until
they were little above $35.04 in the third week of March. At this time sales
by the US.8.R. were a factor influencing prices. Late in March, however, a
rise began which took quotations above the U.S. selling price of $35.0875 in
mid-April, and a peak of $35.1450 was reached at the “fixing” on 14th May.
Subsquently, and until the last week of October, prices, although somewhat
lower, remained constantly above the U.S. selling price. Early in November
quotations fell to about $35.05, around which level they wvaried narrowly
until the very end of the year, when a further rise began that had carried
them by the end of January 1960 above $35.10. From there they declined a
little before going up at the end of March as high as $35.12 again. Thus
in 1959 and the first quarter of 1960 the price of gold in London continued
to be mostly above the New York selling price, except during two periods.
The first of these, already referred to, was in the early months of 1959, when
substantial Russian offerings were made and, in addition, the United Kingdom
repaild $200 mullion (in March) to the International Monetary Fund. During
the second, which covered roughly the last two and a half months of the
year, the United Kingdom repaid $250 million to the Export-Import Bank
and $185 million to the U.S. and Canadian Governments,

* *
#*
It i1s estimated that total official gold stocks (excluding those of the
Chinese-Soviet group of countries) increased by $819 million in 1959 and
amounted to $40,681 million at the end of the year. Three big movements
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World geld and short-term dollar holdings.'

. End of 1958 ~ End of 1959 Chaiange Ch?nge
n

n
Araas and countrles Gold Dollars Total Gold Doilars Total 1858 1959

in millions of U.S, dollars

Continental western

Europe
Auatria . . . . . . . ... 194 411 &05 292 331 623 |1+ 153 |+ 18
Belgium-Luxemburg . . ., . 1,278 131 1,409 1,142 146 1.288 |+ 345 (— 121
Denmark . . . . .. ... k-3 169 200 an 137 168 |+ 57 |l— 32
Finland . . . .. .. ... 35 &9 104 38 77 115 1+ 5 |+ 11
Framnge . . ... .. ... 750 232 1.282 1,220 655 1,945 4+ 347 |+ €63
Germany . . . . . . ... 2,639 1,756 | 4,394 2,637 1,987 4,624 |+ 295 [+ 230
Greece . . . . . . . 4 17 128 143 26 186 212 |— 24 |+ [<3]
Maly., . . ......... 1,088 1,121 2,207 1,749 1,369 Fej+ 676 |+ 911
Ne{herlands ........ 1,050 a3g 1,389 1,132 485 1,617 §+ 442 |+ 228
Norway . . . ¢ v o0 vy 43 130 113 30 o5 126 ||+ 35 |— 48
Postugal. . . . . . ... . 493 163 656 548 138 686 ||+ 53 |+ a0
Spain . . . . . . &8 36 24 =11 BG 141 |— 3 |+ aT
Sweden. .. .. .. ... 204 303 507 191 213 404 1+ 28 |— 103
Switzerland . . . . .. PR 1,925 862 2,777 1,934 966 2,900 |+ a2 [+ 123
Turkey . . . ... ..., 144 20 164 133 H 164 §+ 2+ 1]
Others® . . .. . ... .. 260 549 1,209 518 538 1,076 |+ 383 |— 133
Sub-totatl . . . , ., |1 0,507 €808 | tT.313 | 11,746 7,460 | 12,206 |+ 2,838 |+ 1,823
Europegan dependencies . 161 124 285 117 128 2458 |+ 2/— 40

Total continental westorn ’ '
Europe and dependencies | 10,668 | &,930 | 17,598 | 11,863 | 7.588 | 19,451 |+ 2,840 [+ 1,853

Starling area . . . .. .. 3,605 i.284 4,889 3,241 1,472 4,713 |+ 887 |— 176
of which United Kingdom . . 2,850 873 3,723 2,500 71 3,471 |+ 848 |— 252
Canada . ... ...... 1.078 2,018 3,097 260 2,195 3,155 [+ aT4 |+ 58
Latin Amerlca, . . ... . 1,734 2,283 4,017 1,637 2,272 3,800 |- 351 |— tO08
of which Veneruels ., . .| Ti9 494 .213 654 277 93¢ J— 341 |— 282
Asla . ... .. ..o, 662 1,870 2,632 BG4 2,490 3,354 |+ 308 |+ 722
of which Japan . . . . .. i5¢ 935 1,094 27¢ 1,260 1.539 |+ 380 |+ 445
Other countrles® . . . , . 201 129 330 202 162 364 |— 60 |+ 34

All countries except the

United States®. . . , . , 17,948 | 14,615 | 32,8863 | 18,787 | 16,179 | 34,946 ||+ 3,008 |+ 2,383
United States . . . . . .. 20,582 d 20,582 | 19,507 - 12,807 |—2,276 |- 1,075
All countries® . ... . . .. | 38,530 | 14,6158 | 53,145 | 38,274 | 16,179 | 54,453 |+ 1,723 |+ 1,308

international institutions 1,332 1,544 2,876 2,407 3,158 8,565 [+ 179 |4 2,688

Grand total®* , . . | 39,862 | 16,158 | 56,021 | 40,681 | 19,337 ‘60,018 |+ 1,902 [+ 3,997

! Short-term dollar holdings consist of depasits, U.5. Government obligations with original maturities of up
to ane gear and some other shori-term paper. They cover both official and private holdings, as reported by
selected banks In the United States. 2 Includes Yugoslavia, Bank for Infernational Settfernents (including
European Payments Union account until December 1958 and European Fund account thereafter), gold to be
distributed by the Tripartite Commission for the Restitution of Monetary Gold and unpublished gold reserves
of certain western European countries. ¥ Excludes gold reserves of the U.8.5.R., other eastern European
countries and mainland China, .




went to make up this change. The U.S. gold stock declined by $1,075 mil-
lion, international institutions’ holdings rose by exactly the same amount and
gold held by all the other countries in the table went up by $819 million.

The U.S. gold loss occurred mainly in the first eight months of the
vear, although a modest rise during September and October was followed by
further losses in November and December. Altogether in 1959 the United
States sold $969 million’s worth of gold to foreign countries and transferred
a net amount of $73 million’s worth to the International Monetary Fund.
The chief purchasers of U.S. gold were the United Kingdom ($350 wmillion),
France ($266 million) and Japan ($157 million). In June 1959 the United States
transferred $344 million to the International Monetary Fund in payment of
its increased gold subscription; during the second half of the year, however,
the Fund made net gold sales of $280 million to the U.S. Treasury, as a
result of which the Fund's investments in U.S. Treasury bills rose between
31st July and 3ist October 1959 from $200 to 500 million,

The rise of $1,075 million in international institutions’ gold reserves
was overwhelmingly the result of gold payments made to the International
Monetary Fund. During 1959 member countries paid in altogether $1,203 mul-
lion on subscription account, while $271 million’s worth was sold by the
Fund to the US. Treasury. The difference of $143 million between the net
effect of these two items and the figure of $1,075 million is mostly accounted
for by the fact that something like half of the $200 million repurchase of its
currency made by France in November 1959 was effected in gold. '

Turning to the changes that occurred in the gold reserves of countries
other than the United States, the aggregate rise of $819 million In 1959
compares with one of $3,024 million the year before. The largest single
change between the two years, and one which accounts for over 70 per cent.
of the difference between these two figures, was the fall of $350 million
which occurred in the UK. gold reserve during 1959 after a rise of
$1,250 million the year before. In continental western Europe gold reserves
went up by $1,239 million in 1959, compared with $1,874 million in 1958.
The principal gainers last year were Italy ($663 million} and France
($540 million}; none of the addition to the formet’s holdings came from
purchases in the United States, while roughly half of the latter’s did. Austria
and the Netherlands also added substantially to their gold reserves, while
the Belgium-Luxemburg Economic Union lost $136 million. Canada’s gold
reserve fell by $118 million, of which nearly half was paid to the International
Monetary Fund. Japan’s gold reserve rose by $120 million, purchases totalling
$157 million from the United States having been partially offset by a gold
subscription payment of $63 million to the Fund. In the rest of Asia official
gold stocks went up by $82 million, of which Irag accounted for $5¢ million,
Elsewhere, there were declines of $65 million and $3o0 million respectively in
the gold reserves of Venezuela and Cuba. '

Gold and short-term dollar holdings of countries other than the United
States and of international institutions totalled $40,511 million at the end of



1959, having risen by no less than $5,072 million from the end-of-1958
figure of $35,439 million. Countries other than the United States increased
their gold and short-term dollar holdings by $2,383 million in 1959, compared
with a rise of $3,998 million the vear before. Broadly speaking, the industrialised
countries gained much less than they had in 1958, while the less-developed countries,
which had suffered some losses in that year, strengthened their positions in
1959. Continental western Europe’s gains were $1.9 milliard, compared with $2.8
milliard in 1958, rather more than one-third of the difference between these figures
being accounted for by gold subscription payments to the Fund. Both Italy and
France improved on their already considerable gains of 1958. Germany and the
Netherlands were the only other big gainers in Europe, though many countries
continued to add somewhat to their gold and dollar holdings. Under the
heading “Others” a large fall occurred, following distribution amongst the
creditor members of the European Payments Union of $167 million of the
Union's assets, a transfer which was only partially offset by call-ups of
money for the European Fund totalling $33 million. The sterling area’s gold
and dollar balances fell by less than those of the United Kingdom, so that
the rest of the sterling area gained $76 million. If to the balances of these
latter countries and the dependencies of continental western Europe are added
those of Latin America (excluding Venezuela), Asia (excluding Japan) and the
group labelled “Other countries”, it is found that the non-industrialised and
semi-industrialised countries of the world, which had experienced a fall of
$101 million during 1958 in their gold and short-term dollar assets, added
$521 million to them in 1959, so that they totalled $6,644 million at the end
of the year. Both Japan and Venezuela repeated their experiences of 1958, the
former country raising its holdings to more than twice the end-of-1957 level,
while Venezuela's losses by the end of 1959 amounted to 40 per cent. of
its assets two years previously.

Western countries other than the United States added $1,564 million
to their short-term dollar holdings in 1959, nearly twice as much as the rise
in their gold reserves. The year before their dollar balances had gone up
by $974 million and their gold reserves by more than three times as much,
namely $3,024 million. Furthermore, within the rise in dollar balances non-
official holders accounted for $1,090 million in 1959, against only $226 mil-
lion in 1958, These differences between the two years are partly the result of
the fact that the monetary reserves of Belgium and the United Kingdom,
which consist almost entirely of gold, rose substantially in 1958 and then fell
appreciably last year. In addition, however, they were also due to the rise in
.S, short-term Interest rates and to the greater freedom now allowed in
some countries for the retention of foreign exchange in private hands.
Foreign holdings of U.S. Government bonds and notes with original maturities
of more than one year (which are not included in the table on page 138)
rose from $1,478 to 2,164 million during 1959, after having been fairly stable
at about $1,500 million since 1955. International institutions increased the
amount of such assets in their portfolios by $165 million. The United King-
dom’s holdings of bonds and notes rose by $129 million and those of Canada
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United States: Short-term liabilities to foreigners, by types.

Deposits us.
Treasu
End of Total a?fr\gggg b::lé?_ﬁaia Iiahoimieers a Total
Reserve cates *
Banks 1
In millions of dollars
1957 September . . . ., . 7.588 a3r 5,021 1,334 13,843
December . . . . . . 7,641 386 5,372 1,341 14,354
19883 March . . . . . ... 8,44 1% 268 4,601 1,400 14,442
June, . ... .0, 8,011 289 4,297 1,268 14,576
September . . . . . . 2,598 258 5,115 1,230 14,943
Dacember . . . . . . 8,723 272 5,372 1,249 15,344
1989 March . . . . . ... g,90¢ 308 2487 1,304 15,677
June. ... L. L 8,693 294 6,275 1,404 16,372
September . . . ., . 8,523 ain 7.128 1,503 17,154
December . . . . . . 8,174 345 7,474 1,548 17,186

' Excluding deposits of international institutions at Federal Reserve Banks, which are, however, included In
total deposits. 2 Excluding non-Interest-bearing demand notes held by the LLM.F. ? Consisting chiefly
of bankers' acceptances and commercial paper.

by $111 million. Sweden and Denmark, which had previously held virtually

none of this type of dollar asset, raised their holdings by $o9r and 58 million
respectively.

The level of U.S. short-term interest rates during 1959 helped to discourage
the conversion of foreign-owned dollars into gold. At the same time the
development of appreciable differences in the yields obtainable on different
types of short-term investments gave rise to considerable changes in the
pattern of foreign dollar holdings. This is clearly shown by the graph below,
in which the percentage of short-term foreign dollar assets held in the form
of deposits varies inversely with the level of Treasury bill rates in New York.
That these changes are so pronounced is due, in large measure, to the

United States: Varlations in short-term liabilities to forelgners

and U.S. Treasury bill rates.
End-of-quarter figures.
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present statutory ceilings, laid down in Regulation Q issued by the Board of
Governors of the Federal Reserve System, on interest payable on time and
savings deposits by commercial banks that belong to the Federal Deposit Insurance
Corporation. During the first three quarterly periods covered by the table
and the graph, when the Treasury bill rate fell from about 3% per cent. to
below 1 per cent., foreigners increased their dollar deposits by $1,423 million
and reduced their holdings of government and private short-termn paper by
$790 million. From July 1958 until the end of last vear, during which time
foreign short-term dollar assets increased by $2,620 million and the U.S.
Treasury bill rate rose steadily to well over 4 per cent., the reverse move-
ment took place. Foreigners’ holdings of money-market paper increased by
$3,457 million, while their dollar deposits declined by $837 million.

Besides influencing in this way the type of dollar assets held by
foreigners, Regulation Q has also had the side-effect of stimulating the growth
of a market in dollar deposits outside the United States. At times when the
interest rates paid on deposits by banks subject to Regulation Q are at the
statutory ceilings and the cost of borrowing from these banks is considerably
higher, it 1s possible for foreigners to borrow from and to lend to each other
in US. dollars at interest rates inside the margins set by the U.S. banks.
The separation of different sectors of the short-term money market is also
perhaps one of the reasons for the relatively important fluctuations, which
were particularly marked during the early months of 1960, in the interest
rate pattern on the New York money market. '

The following table and graph illusirate the changes that occurred last
year In the net monetary reserves of western European countries.
Reserve gains were neither so large nor so widespread as they had been in
1958, but the general picture remained favourable. Although six of the coun-
tries listed in the table lost reserves during 1959, in three of them —
Germany, the Netherlands and Sweden — these declines were more than
offset by increased commercial-bank holdings of foreign exchange. In Germany and
the Netherlands this development was stimulated by official measures designed to
prevent their balance-of-payments surpluses from leading to an excessive increase
in internal liqudity, In the last quarter of 1959 reserves were declining in a
number of countries, and this continued during the first three months of 1960,
when no general pattern was evident in the movement of Furopean reserves.

The most encouraging reserve development in Europe during 1959 was the
improvement of some $1 milliard that took place in the French position
following the devaluation, the import and exchange liberalisation and the
budgetary measures put into force at the very end of 1958. In fact the real
improvement in the French external situation during last year was of the
order of $1.7 milliard, since repayments totalling $300 million were made on
EP.U. debts, $200 million was repaid to the IM.F. and $159 million to
other creditors. This spectacular change in France’s position was due, to the
extent of some $750 million, to a surplus in the current balance of payments
and, for the remaining $950 million, to the reversal of the previously adverse



European countries: Resserve positions.

" Net Net reserves Credit Net reserves
End of Met IM.F pluslf.-lr hl}'li;lus facilities p}us”ij:trsdit
Cauntries ressrves iy net ILM.F. K acilities
o year pesition position in LM.F. in LM.F.
in millions of U.S. dollars

Austria. . .. ... .. 1967 489 13 502 63 552
1958 655 ia 668 63 718
1859 676 19 Go5 94 770
Belgium-Luxemburg., . . 1957 1,003 7 1,010 242 1,245
1958 1,325 57 1,382 292 1,617
1959 1,206 85 t,2e1 432 1,638
Denmark . . . . . . .. 1957 136 — 26 110 43 179
1858 208 —_ 205 &8 273
1959 274 33 307 163 437
Finland. . . . ... .. 1957 63 10 73 48 111
1958 143 10 153 48 191
1959 195 14 209 71 286
Framee . . ., . . . . .. 1957 an —131 240 384 765
1958 712 —262 460 263 975
1959 1,720 i6 1,736 2803 2,623
Germany . . . . . . . . 1967 4,484 83 4,547 413 4,877
1968 5,138 147 5,285 477 S,615
1959 4,926 268 5,194 1.056 5,982
Greece . . . . . . 0. 1957 188 —_— 188 - 188
1258 166 _ 166 - 166
1959 203 15 218 75 278
Maly . .., ... 1957 1.311 - 1,311 - 1,311
1958 2,075 45 2,120 45 2,120
1959 . 2,983 68 3,021 338 3,291
Netherlands . . . . . . 1957 a38 — 953 275 1,233
1958 1,343 59 1,412 344 1,687
1959 1,331 103 1,434 516 1,847
Norway. . . . .. ... 1957 151 13 164 63 214
1958 208 13- 221 83 271
1259 240 25 286 125 365
Portugal . ., ... .. 1957 7650 - 750 - 750
1958 Firl- _ 776 ot 776
1959 808 —_ 808 - 808
Spain . .. ... 1957 103 -— 103 - 103
1958 53 10 63 10 63
1959 198 - 40 158 | &0 _258
Swaden . ... ... . 1957 445 25 470 125 570
1958 471 25 496 125 596
1259 421 38 459 188 609
Switzertand. . . . . . . 1957 1,885 - 1,885 — 1,888
1958 2,083 - 2,053 -_— 2,053
18589 2,058 -_— 2,058 - 2,058
Turkey . . ., .. ... 1957 - 33 - 11 - 42 32 -
19568 48 — 28 20 15 83
. 1959 12 - 14 —_ 2 T2 84
United Kingdom . . . . . 1957 2,273 —334 1,939 266 3,239
) 1958 3,069 —318 2,751 a82 4,051
1959 2,738 85 2,801 2,015 4,781

Note: 1. Met reserves consist of central-bank andfor other offictal hoidings of pold and foreign exchange,
excluding LML.F. and {where it isd:ossihls to do so) E.P.U, positions and, for 1959, claims or debts arising
out of the liquidation of the E.P.U. The figures are also net of any other forelpn exchange liabilities shown
in the central-bank returng or other official sources. For France, ltaly, Spain, Switzerland and the United
Kingdoem the net reserves consist of gold and convertible currencies only, 2. Net LM.F. rosition is goid
subscription minus net drawings. 3. Credit facilittes in |.M.F. are calculated by taking the difference between
the Fund's actual holdings of a country’s curréncy and 200 per cent. of that country’s quota, which s the
maximum amount of a member’s currency that the Fund is normally prepared to hold,




leads-and-lags movement, to a substantial liquidation of foreign security
holdings and a repatriation of funds and to an inflow of foreign capital
stimulated by the relaxation of exchange restrictions.

Spain’s position also improved greatly from the second half of the year
onwards, after the peseta was devalued in the context of a general economic
stabilisatton programme. Part of the rise that has since occurred in the Spanish
reserves is attributable to borrowings of $s50 million from the Intermational
Monetary Fund and of $24 million from the European Fund, but the improve-
ment has gone far beyond what can be imputed directly to these two sources
of support. During the last five months of 1959, at a time of the year when
exports are seasonally low, the reserves quadrupled from $49 to 198 million,
and in the first three months of 1960 they rose further to $300 million.

For the second year in succession Denmark, Finland and Norway all
added substantially to their central reserves, which are now in a healthier
state than at any time since the war. There were signs, however, at the end
of the year of a turn-round in the first two of these countries. In Denmark
the central reserves were still rising during the last quarter of the year, but
the foreign exchange position of the commercial banks deteriorated by
$28 million, and in the first quarter of 1960 the combined foreign assets of
the central bank and the commercial banks declined by $53 million.

Gold and foreign exchange holdings of selected European countries.
Quarterly percentage increases (+) or decreases (—).
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Italy’s net reserves of gold and convertible currencies, which had risen
by almost 60 per cent. in 1958, went up again last year by a further 40 per
cent. and had reached almost $3 milliard at the end of 1959. The commercial
banks added $299 million to their foreign exchange assets last year but their
currency liabilities went up by $368 million. Towards the end of the year the
authorities placed substantial amounts of foreign exchange at the disposal of
the banks with the object of encouraging them to reduce their forergn
exchange liabilities. As a result, the official reserves declined from $2,991 to
2,834 million between the end of November 1959 and the end of March 1g6o.
As a counterpart to this movement, the net foreign exchange position of the
commercial banks improved. During the first quarter of 1960 the banks’
gross foreign exchange assets and liabilities went up by $183 and 79 million
respectively, their net foreign exchange liabilittes being thus reduced by
$104 million. In mid-March 1960 the period for which Iltalians are allowed to
retain foreigh exchange before surrendering it to the authorities was lengthened
from 15 to 180 days,

Another country whose reserves went up during the year was Austria,
but in this case the rise came to an end in September 1959 at a level of
$735 million, after which the next six months saw a fall of $84 million.

In Germany the monetary reserves declined by $782 million during the
first nine months of the year. This was the result of a capital outflow which
included anticipated repayments of foreign debt and advance payments for
arms imports. To a considerable extent the loss of foreign exchange by the
Bundesbank was compensated by an increase in the commercial banks’ net foreign
exchange assets, which by the end of September 1959 were %540 million
higher than they had been at the beginning of the year. This happened
because money-market rates in Germany at that time were lower than those
obtaining in a number of other countries, and in addition the Bundesbank, in
order to encourage the banks to build up their foreign exchange balances,
was offering them swap facilities on terms which enabled them to reap the
full benefit of the gap between domestic and foreign interest rates. At the
beginning of the year these swap facilities were available at level rates, but
gradually the price of forward exchange cover was increased in order to bring
it back towards the market level, until in July these special transactions were
suspended.

Following the increases in the official discount rate in September and
Qctober, the Bundesbank’s gold and exchange reserves rose by $570 million
during the last quarter of the year, while the banks reduced their net foreign
exchange assets by almost $150 million. In addition, the banks' net DM
liabilities to foreigners, which had declined by $15 million in the first nine
months of the year, rose by more than $r1oo million in the last quarter.
Following the rise in domestic interest rates, special measures were again taken
by the Bundesbank, this time with the objects of encouraging the banks
to repatriate as little as possible of their foreign exchange holdings and of
discouraging an inflow of foreign funds. The special swap facilities were made
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available again in September 1959, when the first increase in the discount
rate took place; later, with effect from the beginning of 1960, maximum reserve
requirements were reintroduced In respect of any increase in non-resident
deposits with German banks above the end-of-November 1959 level. During
the first quarter of 1960 the Bundesbank’s gold and exchange reserves
went up by a further $130 million, while the foreign currency posttion
of the banking system declined by $8¢ million and its DM liabilities to
foreigners by $63 million. At the beginning of June 1960 the commercial
banks were forbidden to pay interest on foreign deposits.

In the Netherlands, too, official measures were taken to prevent the
external surplus from increasing the monetary reserves. The latter, in fact,
declined by $12 million during the year, the loss being more than accounted
for by payment of the extra gold subscription of $34 million to the Inter-
national Monetary Fund in October. The commercial banks increased their net
foreign exchange assets during each quarter of the year until at the end of
1959 they were 239 per cent. above the end-of-1958 level of $124 million.
Throughout 1959 money-market rates were kept down by the central bank in
order to encourage the banks to employ short-term funds abroad, and the
regulations governing such investments were hberalised, for trade and industry
as well as for the banks. During the first quarter of 1960 the banks’ net
foreign assets went up by a further $109 million simultaneously with a rise of
$43 million in the official reserves.

In Sweden the monetary reserves Increased moderately during the
first seven months of the year, after which they declined by $6¢ million
during the period August-October. Simultaneously with this latter develop-
ment the commercial banks' net foreign exchange assets went up by $61 mil-
lion. In this case it would seem that what happened during these latter
months was the result of the fact that the margins of fluctuation for the krona
against the U.S. dollar were very small. This meant that the exchange risk on
the employment of funds abroad at short term was negligible and also that
situations arose where it was advantageous for banks in other Eurcpean
countries to buy dollars in Stockholm. In November 1959 the spread between
the official buying and selling rates for the dollar was widened to 1% per
cent., and this measure gradually affected the volume of these transactions.
Between the end of October 1959 and the end of January 1960, however,
the central-bank reserves, partly for seasonal reasons, declined by a further
$83 million, while the commercial banks added $42 million more to their
foreign balances.

Switzerland’s monetary reserves at the end of 1959 were virtually
unchanged from what they had been a year earlier. This appearance of
stability is deceptive. Increased long and short-term lending abroad caused
the reserves, which had been declining gently for some months, to fall from
$1,993 million on 3oth September to $1,907 million on 3oth November 1959.
End-of-year repatriation of funds by the Swiss banks raised them by $151
miilion to $2,058 million on 315t December, while a month later the reversal



of this movement had carried them down again to $1,939 million. At the end
of the first quarter of 1960 the National Bank’s gold and foreign exchange
stood at $1,871 mullion.

Belgium’s reserves declined appreciably during 1959. $28 million was
paid to the International Monetary Fund in November 1959, representing the
increase in Belgium's gold subscription; the remaining loss of $g91 million
occurred partly in the first two months of the year — when the French
devaluation and political disturbances in the Belgian Congo had an adverse
effect — and partly in the last quarter, when rising interest rates in other
countries began to attract funds from Belgium. In order to counteract this,
the National Bank raised its rate of discount from 3% to 4 per cent. on
24th December 1959, with the result that during the first quarter of 1960
the net monetary reserves went up by $77 million.

The United Kingdom's reserves fell by $333 million during 1959.
This movement was more than accounted for by non-recurrent capital
payments. Altogether $362 million was pad to the Fund during the year
($200 million repurchase of currency and $162 million extra gold subscription),
while a sum of $250 million which had been borrowed from the Export-
Import Bank in October 1957 was repaid exactly two years later. In addition,
the normal annual repayments totalling $185 million were made to the U.S.
and Canadian Governments at the end of the year. During the first quarter
of 1960 the United Kingdom’s reserves rose by $45 million.

The United Kingdom’s sterling liabilities to other countries went up by
£145 million during 1959 to a total of £3,498 million ($9,794 million),
whereas in 1958 they had risen by only £80 million. Last year the independent
members of the sterling area increased their balances by £191 million, while non-
sterling countries reduced theirs by £39 million; in 1958, on the other hand, the
former had declined by £86 million, while the latter (chiefly balances held by
O.E.E.C. countries) had risen by £169 million. Many sterling-area countries
added to their sterling balances in 1959; such figures as are available show
that the principal gainers were Australia, Pakistan and South Africa. Smaller
gains were made by New Zealand, India and Burma, while in Ceylon the
central bank’s sterling declined somewhat. The fact that this more or less
general rise in sterling-area balances continued, against the normal seasonal
pattern, during the second half of the year reflects the revival in world trade
as well as the improvement in certain sterling-area commodity prices.

Outside the sterling area, the countries of western Europe ended 1959
with £21 million less sterling than at the beginning. During the first six
months their balances fell from £408 million ($1,142 million} to £303 million
($848 million). This was due to two main factors. Firstly, the reported
accounts of E.P.U. member countries, which had totalled £47 million at the
end of 1958, were eliminated in the E.P.U. liquidation operations in January 1959.
Secondly, German balances were considerably reduced by an advance debt
repayment of £22%% million and by the conversion of £371% million held at
the Bank of England {and representing an advance deposit in respect of post-
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war debts) into special UK. Treasury bonds which are not included in the
sterling balances. During the second half of the year, European holdings of
sterling went up by £84 million to a total of £387 million ($1,084 million),
the increase being especially marked in the last three months, Elsewhere,
Iraq’s sterling balances were drawn down by £54 million in the second half
of the year, when the country was no longer part of the sterling area. At the
end of 1959 the central bank’s reserves totalled $297 million, of which 37 per
cent. was in sterling, compared with 82 per cent. a year earlier.

Overseas sterling holdings by area and class of holder.

End of 1957 End of 1958 End of 1959
Holders Official | Other | Total | Official | Other | Total | Official | Other | Total
in miltions of £ sterling
Sterling area . . . 2,126 482 2,608 1,983 526 2,519 2,165 538 2,703
Mon-sterling-area
countries . . . . 383 282 665 390 435 a34 326 470 795
Total for all
countries . . 2.509 T84 3,273 2,382 261 3,353 2,490 1,008 3,498
Non-territorial
crganisations . . 645 —_ G45 623 - 623 705 - 705
Total holdings 3,154 764 3,918 3,015 261 3,878 3,195 1,008 4,203

Figures published in March 1960 show the development of sterling
balances during the past two years split up between official and other hold-
ings. In contrast to the fluctuations of official balances, non-official holdings
both in the sterling area and outside it rose continuously until at the end
of 1959 they accounted for about 29 per cent. of all balances held by
foreign countries, compared with a little over 23 per cent. two years earlier.
This increase was mainly in balances owned by residents of European
countries, although it 1s noticeable that in 1958 non-official holdings of
sterling inside the sterling area were rising during a period when these
countries’ official balances were declining.

For the International Monetary Fund the most important event which
occurred during the period under review was the large increase in its
resources which resulted from the general 50 per cent. rise in member
countries’ quotas. At the end of 1958 total quotas were $9.2 milliard; by the
end of March 1960, when nearly all the extra subscriptions had been paid
in, they amounted to $14 milliard, Of this sum $10.2 milliard, or over
70 per cent., is in gold and convertible currencies, 1.e. currencies of members
who have accepted the obligations of Article VIIL* together with those
European currencies which have been convertible for non-residents since
December 1958. The ordinary transactions of the Fund in 1959 showed an

* At present, those countries which have accepred the obligations of Article VIII of the Fund's
Articles of Agreement are: Canada, Cuba, the Dominican Republic, El Salvador, Guatemals, Haiti,
Honduras, Mexico, Panama and the United States. Venezuela has not accepted Article VIII obliga-
tions, but it is not considered by the Fund to be taking advantage of the provisions of Article XIV.
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excess of members’ repayments over fresh drawings of $428 million, due
almost entirely to the French and British repayments already mentioned. As
well as the contraction in outstanding drawings — the total of which at
the end of 1959 was $1,268 million — the amount of the Fund’'s commit-
ments in the form of stand-by agreements fell from $911 to 208 million,
mainly because the United Kingdom did not renew its credit line of $v39
millien (originally granted in December 1956) when it expired at the end of
last year.

*

On the official foreign exchange markets the principal feature of
the first year of convertibility for European currencies has been their strength
against the WU.S. dollar. In particular, four currencies (all of which have
margins of about 34 per cent. on either side of parity with the dollar)
have been for long periods at their upper limits against the dollar. This
is true of the Italian lira from February to November 1959, the French franc
during the first half of last year, the Deutsche Mark since the official
discount rate was raised in October 1959 and the Dutch florin for most
of the period since January 1959. Moreover, when not at their upper
limits, these currencies have often been very near to them and, except for
the Deutsche Mark during the third quarter of last year, they have all been
at a premium of more than % per cent. on the dollar the whole time since
convertibility was introduced. In addition to these four currencies, the pound -
sterling and the Swiss franc have been strong on the dollar, except the former
for a short period at the end of 1959 and the very beginning of 1960, The
Belgian franc has been less strong than any of the currencies so far men-
tioned. During the first quarter of 1959 it oscillated around par on the dollar,
after which 1t was quoted between par and a premium of about ©.35 per
cent. during the next five months. In the last part of the year, however, it
was mostly at a slight discount on the dollar; this was replaced by a premium
when the official discount rate was raised right at the end of the year. On
the free market the Belgian financial franc, which had been at a very small
ptemium on the dollar during the last few months of 1958, weakened
appreciably in the first days of 1959 until it was at a discount of 4% per
cent. on gth January. Although the rate strengthened later in the month, the
franc remained almost continuously at a discount of more than 1 per cent,
until mid-July, falling to nearly 315 per cent. below par during May. Early
in September 1959 the discount was reduced to less than 1 per cent. and
from then on tended gradually to decline until it was replaced by a small
premium again late in February 1960,

In Sweden the official buying and selling rates against the dollar were
changed during 1959. When the European Monetary Agreement came into
force at the end of 1958, most European countries fixed official dollar buying
and selling rates which were roughly 3} per cent. on either side of the
parities. Portugal and Switzerland fixed rather wider limits, of just over 1 per
cent, and 134 per cent., respectively, but in Sweden the margins of possible



fluctuation for the krona were set at only 0.03 per cent. on either side
of par, the official dollar buying and selling rates being S$.Kr. 5.1715 "and
S.Kr. 5.1750 respectively. This led to the situation described earlier on whereby
Swedish banks, for their own account or for account of foreign customers,
bought dollars from the central bank because of the favourable price and of
the virtual absence of exchange risk on foreign short-term investments. In
order to put an end to this situation, Sveriges Riksbank fixed new upper and
lower limits against the dollar of S.Kr. 5.135 and S.Kr. 5.2125 in November
1959, i.e. about 3} per cent. on either side of the parity of S.Kr. 5.17321.

When Spain became a member of the European Monetary Agreement
in July 1959, the official buying and selling rates notified to the O.E.E.C.
were fixed at Pesetas 59.55 and Pesetas 60.45 respectively, both exactly
34 per cent. from the new dollar parity of Pesetas 6o.

Although the United XKingdom’s monetary reserves declined during
the period under review, owing to debt repayments, the pound was for most
of the time quoted above parity on the U.8. dollar in the official exchange
matket. Following the amalgamation of American and transferable sterling
accounts at the end of 1958, external account sterling was quoted at about
$2.80%% in the first week of January 1959. By mid-April, after having risen
steadily during the period of seasonal strength, the rate was $2.81%4. So
gradual was the decline from this peak that quotations did not come down
again to the $2.81 level until the third week of August. When a marked
decline set in during October, it was because short-term interest rates were
rising in a number of other countries. Sterling went below parity on 1st December
and stayed mostly just below it until the Bank rate increase on 21st January rgé6o.

Sterling quotations in New York.
Weekly averages.
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This caused an immediate strengthening to about $2.80%}, following which
the usual seasonal factors helped to carry the rate to $2.81 again by mid-
April. The 1959 range of quotations for the pound against the dollar on the
offictal market was about the same as in the previous year; within that range,
however, as the market had been widened to include all current-account
non-resident sterling, the movement of quotations was smoother, the turnover
and the number of buyers and sellers being greater than they had been in
the American account or transferable account markets. This is illustrated by
the fact that the average monthly range of quotations was 0.49 U.S. cents in
1959, compared with 0.75 1J.8. cents on the American account sterling market
in 1958,

So far as quotations for security sterling are concerned, the graph shows
clearly the narrower range within which they moved during 1959 com-
pared with 1958, or, indeed, any previous year. In 1958 the low and high
for the year had been 2.72% and 2.80Y} respectively; for 1959 the corre-
sponding figures were 2.78%% and 2.81%/s respectively, both of them inside
the official buying and selling limits for external account sterling. Moreover,
the average spread between the lowest and highest monthly quotations,
which had been 1.88 U.S. cents in 1958, was 1.11 US. cents last year. The
fall in security sterling rates since the beginning of 1¢g6o, after a year in which
they had mostly been above or very near to the official parity, was perhaps
partly due to profit-taking by non-resident investors after the steep 1959 rise
in share prices on the London stock exchange. The extent of this fall was
in any case modest, as quotations fell very little below the $2.78 level.

Two technical changes occurred during the period under review in the
London foreign exchange market. Firstly, at the beginning of May 1959 the
London Foreisn Exchange Brokers’ Association, in agreement with the
Committee of London Clearing Bankers, abolished the previous minimum
margins between buying and selling quotations for foreign currencies on the
exchange market. No new minima have been fixed and the margins are now
expressed in decimals. The effect of this change, which came about because
convertibility has made for greater competition between different centres in
the exchange markets, has been to narrow the spreads between buying and
selling rates quoted for currencies by the brokers to the banks. Secondly, in
January 1960 .the Bank of England ceased quoting official buying and selling
rates for currencies other than the U.S. dollar, thus aligning itself on the
practice in other European exchange markets. Limits between one European
currency and another are now consequently determined entirely by inter-
national arbitrage dealings.

During 1959 the fluctuations of the U.S. dollar in Switzerland were
greater than they had been for a number of years past. For a period of
about four vyears until nearly the end of 1958 the dollar rate was almost
continuously at the lower limit of Sw.fcs. 4.2850 maintained by the Swiss
National Bank. Inside the European Payments Union, however, the rates at
which settlements took place between Switzerland and the other members
were based on the Swiss franc/dollar parity of Sw.fcs. 4.3728, with margins



of 3} per cent. on either side being allowed in market dealings between the
Swiss franc and other E.P.U. currencies. When the Union was liquidated and
most of its members declared their currencies convertible, the difference of
nearly 2 per cent. which existed in Switzerland between the dollar price and
the price of E.P.U. currencies disappeared with the unification of the exchange
markets. The Swiss National Bank adjusted the lower limit for the dollar
from Sw.fcs. 4.2850 to Sw.fcs. 4.2950 (one reason for this was that the cost of
transporting gold from New York to Berne has declined in recent years), but
in fact the dollar rate at the beginning of 1959 adjusted itself further, to about
Sw.fcs. 4.30—4.31. This was because the gold import point from London is
rather above the lower limit of Sw.fcs. 4.2950 fixed by the Swiss National Bank.

Swiss franc quotatlons for the U.S, dollar.
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Having fallen to a lower premium on the dollar as soon as general
European convertibility was established, the franc then fluctuated considerably
against the dollar during 19359, particularly during the latter half of the year.
Beginning in July, quotations moved from Sw.fcs. 4.31 to nearly Sw.fcs. 4.35
in early November, the Swiss franc’s premium over parity falling from 1% to
about 15 per cent. This change was due to the fact that short-term funds
were attracted from Switzerland to other centres by rising interest rates and
to the greatly increased volume of long-term foreign borrowing in Switzerland.
The movement in the exchange rate being the result of a capital outflow, the
National Bank decided to intervene and sell dollars on the market, which it
did in substantial amounts, particulatly in October and early November 1959.
During the last weeks of the wyear the position on the exchange market was
completely reversed, with the franc being heavily demanded. This was due to
temporary repatriation of short-term funds by the Swiss banks. Early in
January a good proportion of the money brought back was reinvested abroad
and the exchange rate declined again.



During the period under review the value of the Canadian dollar
on the exchange markets continued to be determined by the same broad
influences as in previous years. Thus, despite the further increase in the
country’s current balance-of-payments deficit to a new record level of Can.$1.5
milliard, the dernand for Canadian dollars on investment account was such
that the U.S. dollar continued to be quoted at a discount on the Canadian
dollar, From the low point for the year of just under 102 U.S, cents in
mid-February, the Canadian dollar appreciated more or less continuously
during the following six months until by mid-August the premium on the
US. dollar was over 5 per cent., where it remained almost uninterruptedly
until the last days of March 1960. Early in April 1960 the rate began to
decline, and by the third week of May the premium had been reduced to
115 per cent.

Canadian dollar quotations in New York,

Monthly averages, in U.5. cents per Canadian dollar.
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Although the inflow of long-termi capital, both for direct mnvestment and
on account of security transactions, continued at a high level, most of the
increase in the deficit on current external account was financed by changes
in short-term assets and liabilities. Thus net receipts of long-term capital
from abroad were Can.$1,041 million in 1959, compared with Can.$1,012 mil-
lion the year before. In the short-term sector there was a big rise in the
capital inflow, from Can.$73 to 419 million. The latter figure was composed
mainly of two items, Firstly, the country’s official gold and foreign exchange
reserves were run down by Can.$70 million, after having increased by
Can.$109 mullion the year before. Secondly, and more tmportant, the remainder
item in the balance of payments, ‘“Other capital movements”, showed an
inflow of Can.$336 million, compared with only Can.$76 million in 1958. The
change in this item, which must have strengthened the rate of exchange for
the Canadian dollar, reflects the gap which opened up in the first half of
1959 between Canadian and U.S. short-terrn interest rates. At the beginning
of 1959 the Treasury bill rate in Canada had been 3.25 per cent.; in mud-



August it reached and passed the 6 per cent. level. During the same period
comparable rates in New York were rising much more gently, from around
2.7 per cent. to 3.2 per cent. In the last four months of the year, during
which period the inflow of short-term capital was practically nil, the Canadian
Treasury bill rate came back to around 5 per cent., while in New York rates
rose above 4% per cent.

Following deficits of Can.$60g million in 1958-5¢ and Can.$406 million
in 1959—60, the budget estimates presented to the Canadian Parliament at the
end of March 1960 provided for a small surplus of Can.$12 million. In his
budget speech the Finance Minister, Mr. Fleming, advised Canadians to save
more so as to reduce the country’s reliance on foreign capital. In most
countries it might be expected that the elimination of a substantial budget
deficit would, other things being equal, tend to strengthen the exchange rate.
In recent years, however, Canada has depended to an abnormal extent on
foreign borrowing to meet domestic expenditure. It may be, therefore, that
the principal effect of a balanced budget in this case will be, by substantially
lessening the total pressure of demand on the Canadian capital market and
thus reducing the need for raising money abroad, to cause some of the
premium on the U.S, dollar to run off. Together with the decline in Canadian
Treasury bill rates below the 1.8, Treasury bill rates early in May 1960,
which brought with 1t a tendency for funds to flow from Canada to the
United States, this would seem to be why the Canadian dollar has declined
some 3% per cent. in value since the end of March 1¢60.

Convertibility of European currencies has not only broadened the spot
exchange markets by unifying them but has had the same effect in the
forward markets. It would follow, therefore, that the rates quoted in
these markets will now tend, to a greater degree than in the past, provided
that no strong seasonal or speculative factors are operating, to reflect the
differences in short-term money rates in different financial centres. But to
determine whether in fact they do so or not is far from easy. In a pair of
highly-developed financial markets, such as New York and London, there are
at any time a number of short-term investments available the effective yields
on which are different. No single comparison — such as that between
U.S. and U.K. Treasury bill rates — is safe as a basis for a general state-
ment as to whether, after taking account of forward exchange cover, money
can be employed more profitably in one place than in another, Moreover,
if such a calculation is made and it appears that more could be earned in,
say, London than New York, it may be the case that no money is in fact
moving from the latter to the former. For one thing, an appreciable difference
in yield, after taking account of forward exchange cover, is necessary if funds
are to be attracted from one centre to another. This is because a lender,
when he obtains such cover, automatically loses liquidity, since his swap is
made for a fixed period and he has no means of knowing whether or at what
price he could reverse it during its life. In practice, an advantage of about
15 per cent. per annum on a swap-covered basis is the point at which short-



term funds begin to move. Another limiting factor 1s the credit risk involved;
most lenders have certain fixed limits on the amount of money which they are
prepared to put into foreign short-term investments. For these reasons there
may be centres where domestic vields remain persistently lower than those
obtainable abroad on a swap-covered basis. Finally, it is still true that exchange
controls in some countries limit international movements of money, especially
outflows of resident funds.

Subject to these qualifications, a few comments may be made on the
movements of forward exchange rates during 1959 and early 1960. In
Switzerland, Germany and the Netherlands forward premiums against the
dollar tended to grow during the first nine months of last year as short-term
rates in New York rose relative to those in the countries mentioned. A
similar movement at a lower level, from a forward discount to a forward
premium, took place, for the same reasons, between the Belgian frane, the
pound sterling and the French franc, on the one hand, and the U.S. dollar,
on the other., When European interest rates rose late in 1950 the forward
premiums of the first group of currencies against the dollar diminished, and
in the case of Germany disappeared altogether, while the second group of
currencies were again quoted at a discount on the dollar in the forward
market. So far as forward quotations for the Canadian dollar in terms of
U.S. dollars are concerned, it may be significant that during the first half of
1959, when a substantial inflow of short-term funds from the United States
to Canada occurred, the forward discount on the Canadian dollar was markedly
less than the difference between the Treasury bill rates in the two countries.
On a swap-covered basis, the yield of Canadian Treasury bills during these
months was anything between .25 and 0.80 per cent. per annum greater
than that of U.5. Treasury bills. Since late in 1959, however, it has been the
other way round for most of the time.

The most important measures of exchange rate policy taken in Europe
during the period under review were the devaluations of the Spanish peseta
and the Icelandic krona, in July 1959 and February 1960 respectively. In
both countries this step was accompanied by unification of the exchange rate
structure and formed part of a general programme of economic stabilisation,
In Turkey the number of different rates was reduced in August 1959.

In Spain a new par value of Pesetas 60 = U.8.$1, corresponding to a
gold value for the peseta of 0.0148112 grammes, was announced simultaneously
by the Spanish Government and the International Monetary Fund on 18th
July 1959. It is not possible to say by just how much the currency was
thereby devalued, as until that date a system of multiple rates had been in force.
The effective range of exchange rates was, on the buying side, from Pesetas
31 to Pesetas 50 per dollar and, on the selling side, from Pesetas 42.27 to
Pesetas 126.27 per dollar. The new parity applies to all exchange trans-
actions. Simultaneously with the devaluation, Spain joined the O.E.E.C. and
began to participate in the European Monetary Agreement. Nearly 50 per
cent. of imports from countries with convertible currencies were liberalised,



and 1t was understood that in due course Spain would reach the go per cent.
liberalisation level at present laid down by the O.E.E.C. Code of Liberali-
satton. In addition, a market was opened for dealings in US. and Canadian
dollars, as well as in those European currencies which are now convertible on
non-resident account, and the restrictions on foreign investment in Spain were

relaxed,

To assist the smooth working of this programme — and, in particular,
to ensure that the removal of import quotas was not deprived of its full
effect through a shortage of foreign exchange — Spain was granted a substan-
tial volume of financial assistance, totalling $418 million, from various outside
sources. In the first place, an immediate drawing of $50 million was made on
the Fund and a stand-by arrangement concluded for a further $25 million.
Secondly, $130 million was obtained from the U.S. Government in various
forms. Thirdly, $100 million was received from the O.E.E.C. in the form of
a credit from the European Fund; of this, $75 million was made available
in August 1959 and the remainder in February 1960. Lastly, a consortium of
U8, commercial banks gave credits totalling $68 million and $45 million’s
worth of bilateral debts owed by Spain to vartous European countries were
consolidated,

In Iceland an economic stabilisation programme was introduced in
February 1960, In a speech on 1st March the Governor of the National Bank
of Iceland said that it was the disparity between prices in Iceland and
elsewhere that had been ‘‘the major cause of the difficulties with which
Iceland has had to cope in economic affairs during the past few years”. The
new par value adopted and declared by Iceland to the International Monetary
Fund is LKr. 38 = U.S.$1 (corresponding to a gold value for the krona of
0.0233861 grammes). The previous parity, in effect since March 1950, had been
[.Kr. 16.2857 per dollar. A simple comparison of the two par values, however,
overstates the extent of the recent devaluation, since multiple exchange rates —
varying from L.Kr. 16.26 to LKr. 29.27 on the export side and from I.Kr. 16.32
to LKr. 32.64 on the import side — had previously been m force. Sc far as
external assistance is concerned, out of Iceland’s (recently increased) Fund quota
of $1r.25 million, an immediate drawing has been made of $2.8 million, while
a further $5.6 million has been made available in the form of a stand-by credit.
From the O.E.E.C. Iceland has received a credit of $12 million out of the
resources of the FEuropean Fund; of this, $7 million was made immediately
available and the remainder, subject to a review by the OEE.C. of the
progress made by the new economic programme, will be granted some
time between 1st August and 3i1st December 1960,

In Turkey the number of export rates of exchange was reduced from
three to two in August 1959. A rate of T£5.60 = US.$x now applies to
exports of tobacco and opium and one of T£9 = US.$1 to all other exports.
All imports, together with invisible and capital transactions, are carried out,
as before, at the rate of Tfg.02 = US5.$1. A further step has thus been taken

towards unifying the rate structure.



Elsewhere in western Europe the relaxation of exchange restrictions has
continued, although most of the measures taken in this field were of minor
importance compared with the general advance to non-resident convertibility
at the end of 1958,

In Greece the adoption of non-resident convertibility on current
account was announced on 23rd May 1959. Sight accounts in drachmae —
called external accounts -— may now be opened for foreigners, either with
the proceeds of the sale of convertible foreign exchange, or with the drachma
equivalent of claims by foreigners on Greek residents eligible for settlement
in convertible currencies or with transfers from another external account. The
accounts may be debited for the purchase of foreign exchange, for all pay-
ments from non-residents to residents and for transfers to other external
accounts.

In the United Kingdom the sterling accounts of residents of Iraq
were designated as external accounts as from 23rd June 1959, the date on
which Iraq ceased to be a member of the sterling area. As from 1st Novem-
ber last year the amount of foreign currency automatically available to U.K,
residents for travel outside the scheduled territories was increased from £1o0
to £250 per annum. In March 1960 the maximum period for which usance
credits might be granted to non-residents was extended from 120 to 180 days
and simultaneously banks were authorised freely to give personal loans and
overdrafts to non-residents for any amount up to £i1o,000 and to give
overnight accommodation to their non-resident banking correspondents. The
prohibition introduced during the exchange crisis of September 1957 on the
granting by banks of refinance credits to non-residents remains in force.

In France a new monetary unit, called the new franc, was introduced
on Ist January 1960. One new franc is equal to one hundred old francs and
its gold content is 0.18 grammes. In July 1959 a formal change was made in
the system of non-resident accounts. Until that date there had been three
categories of non-resident account, free franc accounts, transferable franc
accounts and hilateral franc accounts. Since the introduction of convertibility
in December 1958 the first two categories of account had been different in
name only, and this was recognised by amalgamating them into a new type of
account, called convertible franc account, which is available to all non-residents
except those who, under the terms of payments agreements between their countries
and France, have to have bilateral accounts. The number of countries with which
France has such agreements has been reduced from eighteen to seven since
non-resident convertibility was introduced. Also in July 1959 the periods
allowed for making payments for imports and for collecting receipts from
exports were extended from 9o to 180 days and simultaneously the time-
limit for forward exchange dealings in the franc was similarly extended, so
that it is now the same as that allowed for forward transactions in foreign
currencies. In January 1960 French residents were permitted to use the
forward market for invisible transactions related to imports and exports.
On 29th October 1959 the foreign currency travel allowance for French
residents was raised from NFF g5oo to NFF 1,500 per annum.
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In Italy the main event in this field has been the declaration, for the
first time, of a parity for the lira to the International Monetary Fund on
s3oth March 1960. The parity is Lit, 625 = U.5.§1, 1e. the middle rate for
the dollar since October 1949, and the gold content of the lira is 0.00142187
grammes. A little earlier, at the end of January 1960, the Bank of Italy had
been authorised to show its gold holdings at this value, which equals Lit.
703.3 per gramme of gold, instead of at the rate of Lit. 21.4 per gramme
which had been used since r936. In August 1959 Italian companies were
given permission freely to take up participations in foreign companies and to
buy foreign shares, provided that such Iinvestments are in the same line of
business as that of the investing firm and that they will facilitate the firm’s
foreign activities.

In the Netherlands the same amalgamation of non-resident accounts
as occurred in France was carried out in July 1959. The previous convertible
and transferable accounts were amalgamated and foreign countries are now
from this point of view divided into two groups only, the convertible florin
area and the group of bilateral countries. The latter now consists of Indonesta
and the US.S.R. Also in July 1959 changes were made in the regulations
governing capital transactions between the Netherlands and other countries.
The main effect has been to allow all such transactions by non-residents, except
those in respect of securities, to take place on the official exchange markets in the
same way as for current payments, Non-residents’ K accounts are therefore
now used only for purchases and sales of securities. Moreover, non-residents
are now permitted to buy with their K-account balances any securities quoted
on a Netherlands stock exchange. Certain restrictions on this freedom are applied
to residents of Indonesia (unless they are of Dutch nationality) and of the
Chinese-Soviet group of countries. So far as security transactions by Netherlands
residents are concerned, the latter are now allowed to buy, with balances on
security reinvestment accounts, all securities quoted on foreign stock exchanges
regardless of what currency they are expressed in, and they may also purchase
in this way Netherlands securities circulating abroad. Since 8th April 1960
Netherlands tourists and business men have been authorised to take out of
the country Fl. 3,000 in foreign currency, 5o per cent. more than was pre-
viously allowed, for journeys of up to two weeks and, in addition, the counter-
part of Fl. 150 per day may be taken for each day in excess of two weeks
up to a maximum of ninety days in all.

In Austria the balances held on blocked schilling accounts on j3oth
June 1959 by residents of countries with which payments are settled in
convertible currencies were made transferable to free schilling accounts in
July 1959. At the same time, outstanding blocked balances owned by residents
of Egypt, Greece, Spain and Turkey became eligible for repatriation within
the terms of the bilateral payments agreements between Austria and these
countries. Similar measures had been taken in January 1959 in respect of
balances outstanding at the end of 1¢38. This second instalment of unblocking
was followed, in October 1959, by the virtual abolition of blocked accounts
for residents of countries with convertible currencies (plus residents of



Greece and Turkey). All payments of a capital nature received since then by
such persons from Austrian residents may be freely transferred abroad, except
for the proceeds of the sale of foreign securities and of Austrian securities
denominated in foreign currencies. This means that there is now practically
complete convertibility of the schilling for non-residents. In June 1959 the
foreign travel allowance for Austrian residents was raised by 40 per cent. to
Sch. 10,000 per annum,

In Finland 1959 was another satisfactory year from the external point
of view, and in the course of it some further changes were made in the
system of non-resident accounts. As from 1st July 1959 the number of types
of current account for non-residents was reduced to two, convertible accounts
and bilateral accounts. The latter are for such payments between Finland and
other countries as are still subject to bilateral arrangements, while the
former (which may be held either in markkas or in foreign currencies) may be
used for all other payments between Finland and the rest of the world.
Blocked markka accounts, on which are placed all sums not eligible for
credit to either a convertible or a bilateral account, still exist, but
certain steps have been taken towards unblocking them. In December 1959 it
was decided that all sums of up to FM 1 million standing on these accounts
since September 1939 could by immediately transferred to convertible, or,
if appropriate, bilateral accounts. In January 1¢60 permission was given for
the transfer of all sums left on blocked accounts to special so-called transfer
accounts, from which they may be repatriated at the rate of 10 per cent. per
annum. In addition, balances on these accounts are freely transferable between
all residents of countries with convertible currencies, whereas all blocked-
account balances were strictly bilateral. Thus, for the first time since the
war, non-resident owners of non-current balances in Finland can repatriate
them, either directly or by selling them to another non-resident.

Other exchange measures taken in Finland during the period under
review included the following: (1) in May 1959, and again in January 1960,
power to authorise a number of foreign transactions was transferred from
the Bank of Finland to the authorised banks; (ii) since 2nd November 1959
Finnish importers have been allowed to take normal trade credits in respect
of a large number of imported goods, payment for which had, since December
1957, had to be made in advance of customs clearance; (iii} in January
1960 all restrictions on the import of Finnish and foreign means of payment
and securities were removed and the restrictions on the export of foreign
currencies by travellers relaxed.

In Denmark certain changes were made during the period under review
in the system of non-resident accounts. The two types of current non-resident
account — convertible and bilateral accounts — may now be opened for
non-resident shipping companies and for persons residing abroad who were or
are Danish nationals. Previously these accounts were only available to non-
resident banks and insurance companies. Moreover, all other non-residents may
now open such accounts, provided that balances in excess of D.Kr. 75,000 are



transferred abroad quarterly. The so-called krone accounts IV, which were
capital accounts, have been abolished and most of them turned into convertible
or bilateral accounts. At the same time as these changes were made, in
August and September 1959, the regulations governing the repatriation of
- capital by non-residents were relaxed., The transfer of the proceeds of the
sale of direct investments is freely allowed, as is also the remittance of
inheritances. All other capital assets are transferable at a rate not exceeding
D.Xr. 75,000 per annum. '

Elsewhere in the world the principal exchange rate changes during 1959
were the devaluations of the Indonesian and Moroccan currencies.

In Indonesia there was a monetary reformn and a further deprecia-
tion of the currency during the period under review. On 24th August 1959
it was announced that all 500 and 1,000 rupiah notes were being reduced in
worth to 10 per cent. of their face value and also that 9o per cent. of all
bank deposits over 25,000 rupiahs were being frozen and transformed into
government-sponsored debentures. On 25th August, a new basic rate for the
currency of Rupiahs 45 per dollar was substituted for the previous one of
Rupiahs 11.40, and at the same time a number of other changes were made.
Previously, effective buying rates had ranged from Rupiahs 29.91 to 37.848
per dollar and selling rates from Rupiahs 37.848 to 104.082 per dollar. The new
rate of Rupiahs 45 per dollar applies to all foreign exchange receipts,
althoush a tax of 20 per cent, levied on all exports and most invis-
ibles means that the effective principal buying rate is Rupiahs 36 per dollar.
On the import side, the division of goods into six categories has been
retained, all but the first being subject to surcharges which range from
25 to 200 per cent. of the new basic rate. The effective range of selling rates
15 therefore Rupiahs 45-135 per dollar.

In Morocco the franc was not devalued in December 1958 at the same
time as the French franc. However, a 10 per cent. exchange tax was intro-
duced at that time on all transfers to France and to other countries of the
franc area. This tax was abolished, together with a number of restrictions
on current external payments, in mid-October 1959, when a devaluation
was carried out and it was announced that a new monetary unit would be
introduced. It is the dirham, the gold value of which has been declared to the
International Monetary Fund as 0.1756097 grammes. The dollar parity is
Dirhams 5.06049. Compared with the value of the old Moroccan franc, this
represents a devaluation of 17 per cent. One new French franc equals 1.025
dirhams,

In Latin America the period under review saw a further fall in the
external values of some currencies, while others are now showing signs of
greater stability than in the past. At the end of 1959 an exchange reform
was introduced in Uruguay on the lines of that carried out in Argentina a
year earlier. Instead of the previous multiple rate system, under which rates
had ranged from Pesos 2.81 to Pesos 17.18 per dollar, there is now a single
free-market rate, which early in May 1960 stood at Pesos 11.42 per dollar,
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1888 1959 1960
Counfries Boftom Top Bottom Top Bottom Top
rate rate rate rate rate rale
March figures, In units of national currency per dollar
] |
1 Argenting . - . 18.00 37.85 68.05 82.75%
Brazil . . . . . 37.06 105.00 60.00 | 141,50 76.00 | 191.50
Chite . . . . . T40.00 215.00 1,053.00 1.053
Colombia . . , 6.10 6.96 6.10 | 8.05 g.10 | 6.75
Paraguay . . . 111.40 122.00 122.00
Peruy . .. .. 22.50 23.00 27.40 27.75 27.60 | 27.80
Uruguay, . . . 1.519 5.76 1.519 8.45 11.38

MNote: Where two figures are given, the bottom one is the cheapest buying raté and the top one the most
expensive selling rate. Where only ons figure is piven, it I the selling rafe.

for all authorised transactions, All imports have been freed from direct control
by licensing, although the purchase of certain commodities is still temporarily
prohibited. As in Argentina, however, the unification of exchange rates is
more apparent than real, since surcharges of up to 300 per cent. may be
levied on imports of non-essentials and luxuries, as well as on all imports
which compete with domestic production; in addition, taxes of between 5 and
50 per cent, may be put on the proceeds of the export of a number of
commodities. Elsewhere there have been no important changes in the exchange
systems in force; rates have depreciated in Argentina and Brazil and have
been stable in Chile, Paraguay and Peru, while in Colombia the free rate for
the dollar improved substantially between March 1959 and March 1960,

* ¥
*

The period of well over a year that has now elapsed since most of the
western European countries introduced external convertibility for their curren-
cies has provided confirmation of the sound basis from which they took the
step, has shown the advantages to be derived from taking it and has exposed
more plainly than ever before, now that their monetary raison d'étre is gone,
many of the remaining restrictions on international trade and payments for
what they are — protective devices no longer relevant to balance-of-payments
problems that have ceased to exist.

Firstly, western Europe increased its gold and short-term dollar holdings
by a further $1.6 milliard during 1959, as well as transferring to the Inter-
national Monetary Fund by way of gold subscriptions and currency repurchases
a sum of $o.9 milliard. Secondly, the more comfortable state of European
reserves (which was itself one of the factors that made convertibility possible)
has, together with the unification of exchange rates, helped to broaden the
exchange markets. Many currency transactions that were prohibited when
reserves were short are now allowed, and even encouraged, by the authorities.
Thirdly, with the elimination of the previous distinction between “hard” and “soft”
currencies the sole monetary justification for discriminatory restrictions on current
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external payments has vanished. Now that the principle of international competition
has been so largely accepted, it i1s more and more anomalous that certamn
sectors still receive special favours of this kind in addition to normal tariff
protection and, given the fact that many of them are obliged to meet
increasingly stiff competition in third markets, it is hard to see how they
are helped in doing so by hothouse conditions on the home market. In this
connection it is significant that since December 1958 a number of European
countries have appreciably reduced what remains of their discrimination
against current dollar payments,

All these are valuable gains which further reinforce the strong external
position in which the European countries have for some time now found
themselves. The exact strength of -their position is not something that can
be nicely determined, either by comparing the present level of their mone-
tary reserves with the level of, say, ten years ago or by relating their
reserves to the level of their external payments at different dates or in any
other simple way, Helpful as such calculations may sometimes be, they cannot
take into account the fact that over a number of years, and this applies especially
to a period of recovery such as that which began with the introduction of
the Marshall Plan, the whole context in which reserves have to be looked
at may change. The International Monetary Fund’s study “International
Reserves and Liquidity”, published in 1958, pointed out that ‘“imports of
goods and services are ultimately paid for with exports of goods and services
and any difference between imports and exports may be balanced by a
movement of long-term or short-term capital. If a balance still remains, it
is then paid with the country’s own reserves or other cash holdings.” In
other words, a country’s need for reserves must be seen in the light of the
relation between its total receipts and its total payments on external account.
During the years 1947-51 the average monthly imports of ali O.E.E.C. countries
combined amounted to $2.2 milliard, while the annual average deficit on
the current account of their combined balance of payments was $3.3 mulliard.
During the period rgs52—58 the corresponding figure for imports was $3.2 mil-
liard, while for the balance of payments it was a surplus of $1.7 milliard.
Quite apart, therefore, from the change from deficit to surplus between these
periods, there was also a 50 per cent. narrowing of the average annual gap
between current debits and current credits and a simultaneous 5o per cent.
rise in the monthly value of imports. Crude as they are, these figures point
to the likelhood that a given volume of monetary reserves can support
a larger volume of world trade today than was possible in the early post-war
years. Other considerations, too, point in the same direction. For one
thing, the reduction of exchange controls, though it has centred primarily
on current transactions, has certainly increased the freedom and the
willingness of capital, particularly since convertibility, to move in accordance
with relative rewards and so to help in balancing international payments.
Furthermore, with all the principal currencies freely convertible for non-
residents, the possibilities for countries to offset unfavourable positions in one
direction with surpluses in another are almost unlimited.
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These factors — better balance on current account, greater mobility of
capital and the existence of official exchange markets where the leading
currencies are freely convertible for non-residents — have completely changed
conditions in Europe from what they were after the war, and in such a way
as to reduce the job to be done by reserves. Moreover, the present level
of European countries’ reserves, coupled with the recent reinforcement of the
International Monetary Fund’s resources, means that the problems of recon-
ciling the internal and external aspects of their economic policies will no
longer present themselves in the same form as during the post-war period.
Indeed, to the extent that such problems can be sald to exist today, they
arise most frequently from the need to ensure that the present foreign sur-
pluses in some countries do not inflate internal liquidity at a rate which could
endanger price stability,
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Official currency values

— Middle of May 1960,

Grammes 1U.s.

Country Currency lineozold dollar Remarks
Europe
Albania . . . . . .. .. Lek -— 50.— Rate fixed on 11th July 1947,
Austria. . . . . . .. .. Schilling 02417986 26.— IMF parity since 4th May 1353,
Belgium . . . . ... .. Franc 01777134 50, — IMF parity since 22nd Sept. 1949,
Bulgaria . . .« . .. .. Lev 130687 6.80 Rate fixed since 12th May 1952,
Czechoslovakia . . . . . . Koruna 123426 7.20 Rate fixed on 1st June 1953,
Denmark . . . . . . . .. Krone 129860 B.90714 IMF parity since 18th Sept, 1049,
Filand . . . .. .. ... Markka 00277710 320.— IMF parity since 15th Sept, 1957,
France . . . . .« .. .. Franc (NF) 180000 4.937068 IMF parity since 1st January 1960.
Germany {eastern) . . . . | D.Mark .399802 2.222 Rate fixed on 28th October 1953,
Germany (Fed.Rep.} . . . | D.Mark 211588 2.20 IMF parity since 30th Jan, 1953,
Greece . . . v o v 4. . Drachma - 30.— Official rate since 18t May 1934,
Hunpary . . -+ - . . . . Forinl 07870023 11.74 Official rate since 15t Aug. 1946,
leefand . . . . . . . . .. Kréna 0233861 38— IMF parity since 22nd Feb, 1960,
freland . . . . . .. . .. Pound 2.48828 357143 IMF parlty since 14th May 1958.
ftaly . . .. ... ..., Lira 00142187 825, = IMF parity since 315t March 1960,
Luxemburg . . . . . . .. Frane 0177734 50, — IMF parity since 22nd Sept. 1940,
Netherlands . . . . . . . Florin 233861 3.80 IMF parity gince 2ist Sept. 1949,
Norway. . . . . . . . .. frong 124414 7.14286 IMF parity since 18th Sept. 1949,
Paland . . . . . ... .. oty 222168 4,— Rate fixed on 30th October 1950,
Portugal . . . . . .. .. Escudo —_ 28.75 Rate fixed on 215t Sept. 1949,
Rumania . . . . . . . . . Leu 148112 B Rate fixed on 1st February 1954,
Spain ... Peseta 0148112 50.— IMF parity since 17th July 1939,
Sweden . .. ... ... Krona 71783 517321 IMF parity since 5th Nov, 1951,
Switzesland., . . ., . .. Franc 203226 4.37282 Official parity,
Turkey . . . . . ... .. Lira 317382 2.80 IMF parity since 19th June 1847,
United Kingdom . . . ., Pound 2.48828 .357143 IMF parity since 18th Sept. 1949,
Yugoslavia . . . .. . .. Dinar 00286224 300.—~ IMF parity since 1st January 1952,
USSR, .. ....... Rouble 222168 4,— Rate fixed on 15t March 1950,
North Ametrica
Canada. . . . ... ... Doliar - 0.8773 Market rate in mid-May 1960,
Mexlco . . . . . ... .. Paso 0710837 12,50 IMF parity since 19th April 1954,
United States. . . . . .. Diollar 888671 1.— IMF parity since 18th Dec. 1946,
Central America
CostaRica . . . .. ... | Coén 1582687 5618 IMF parity since 18th Dec. 1948.
Cuba. .......... Peso 888671 1.— IMF parity since 18th Dec. 1946.
Dominican Republic. . . . Pasgo 888671 1.— IMF parity since 23rd Apr, 1948,
Ef Salvador . . . . . . .. Colén 385488 2.50 IMF parity since 18th Dec. 1946,
Guatemala . . . . . ... Quetzal 888671 1.— IMF parity since 18th Dec. 1948,
Hat . .. ........ Gourde 177734 S.— IMF parity since 8th Apr. 1954,
Honduras . . . .. ... Lempira 444335 20— IMF parity since 18th Dac, 1946.
Micaragua . . . ... ., Cirdoba 126953 Fo— IMF parity sinca 1sf July 1953,
Panama . ... ..... Ralboa 888671 1.— IMF parify since 18th Dec. 1946.
South America
Argenttna . . . . . ... Peso — 82.95 Selling rate on 9th May 1960.
Bolivia . . . . ... ... Boliviano — 11,885, — Officlal selling rate since Jan, 1939,
Brazil ... ....... Cruzeiro 0480363 13.80 IMF parity since 14th July 1948,
Chile. . .. ... .... Escudo - 1.053 Saeiling rate since 15t Jan. 1960,
Colombia. . . . . . ... Peso 485733 1.94988 IMF parity aince 17th Dec. 1948.
Ecvador . . . ... ... Sucre 0592447 15.— IMF parity since 1t Dec. 1950.
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Official currency values — Middle of May 1960,

Grammes 1U.S.
Counlry Currency of dollar Remarks
fine gotd
South America (continued)
Paraguay . . . . . . . . . Guarani —_ 122,— Selling rate.
Peru . . . . . . .« .- . Sol - 27.70 Certificate rate on 31st March 1960,
Uroguay . . . .. .. .. Peso —_ 11.42 Selling rate on 5th May 1960.
Venezuela . . . . . . . . Bolivar 268275 3.38 IMF parity since 18th April 1947,
Africa
Egypt. . . .. ... ... Pound 2.55187 348242 IMF parity sinca 18th Sept. 1949,
Ethiopia . . . . . v o« . | Dollar 387690 2.48447 IMF parity since 18th Dec. 1946.
Federation of Rhodesia and
Nyasaland . . . . . . . Pound 2.48828 357143 IMF parity since 18th Sept. 1949.
Ghana , . .. ... ... Pound 2.48828 357143 IMF parity since 5th Nov. 1958,
Liberia . . . . ... ... Dollar 888671 1.— Parity with the U.S. daollar since
18t January 1944,
Libva., . ... ...... Pound 2.48828 357143 IMF parity since 12th August 1959,
Moroceo . . . . . . . . . Dirham 175610 5.06049 1MF parity since 18th October 1959,
Sudan . . . .. ... .. Pound 2.55187 348242 IMF parity since 23rd July 1958,
Tunisia. . . . .+ + - o - Dinar 2,115880 420 No 1MF parity fixed,
Union of South Africa. . . | Pound 2.48828 57143 IMF parity since 18th Sept. 1849,
Asia
Afghanistan . . . . - . . Afgheni -— 20, Offlcial basic rate,
Burma . . . ... ... . Hyat 186621 4.761% IMF parity since Tth August 1953,
Cambodia . . ... ... Real 0253908 35.— Official parily since 26th March 1956,
Caylon . . . . . .. ... Rupse 186621 4.7619 {MF parity since 16th January 1952,
China . ......... Yuan - 2.48 Official rate since 1st March 1955.
Indla. .......... Rupes J86821 4.7619 IMF parity since 22nd Sept. 1949,
Indonesia, . . . . .. .. Rupiah - 45.— Basic rate since 26th August 1959,
ran . . . v e e Rial LD117316 k{1 IMF parity since 22nd May 1957.
Iraq . . . ... Dinar 2.48828 357143 IMF patity since 20th Sept. 1949,
Israel, . . . .. ... .. Pound 493708 1.80 IMF parity since 13th March 1957,
dapam . . . .. . .. Yen 00246853 380.— IMF parity since 11th May 19853,
dordan . . . ... ... Dinar 2.48828 A57143 IMF parity since 2nd Oct. 1953,
Korea (North}. . . . . . . Won - 1.20 Calculated over parity with Rouble
(Won 1 = Roubles 3.33).
Korea (Southy . . .. .. Hwan - 850.— Official rate since 22nd Feb, 1960,
Laos . . . . . .0 v .. Kip - 80.— Official parity since 6th Oct. 1958,
Lebanon . ., .. . . ... Pound 405512 2.19148 IMF parity since 29th July 1%7.
Malaya . . . . . ... .. Dollar 290299 3.061 Official parity since 19th Sept, 1949,
Pakistan . . . . .. ... Rupee 186621 4.7619 IMF parify since 31st July 1955,
Philippines . . . . . . .. Peso 444335 2.— IMF parity since 18th Dec. 1946,
Savdi Arabla . . . . . .. Riyal 197482 4.50 IMF parity since 8th January 1850,
Syria .. .. ... ... v | Pound 405512 2.19148 IMF parity since 29th July 197,
Taiwan. . . . . . . ... Doliar — 36.23 Basic middle rate gince 215t Hov.
1958,
Thailand . . . . . . ... Baht 0444335 20.— Qfficial parity sinca 18th March 1955,
Vietnam {North) . . . . . Dong —_ 2.04 Calculated over parity with Rouble
{Dong 1= Roubles 1,36).
Vietnam (South) . . . . . Piastre - 35.— Official rate since 10th May 1953,
Austratasia
Australia . . . . . . . .. Found 1.923062 446429 IMF parity since 18th Sept. 1949,
New Zealand . . . . . .. Pound 2.48828 357143 Official parity sinte 18th Sept, 1944,
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VII. The European Monetary Agreement.

The coming into force of the FEuropean Monetary Agreement on
27th December 1958 under the auspices of the Organisation for European
Economic Co-operation was described in the Twenty-ninth Annual Report of
the Bank. The Agreement has two principal features: the European Fund
and the Multilateral System of Settlements.

The System of Settlements was subject to renewal after one year and
this has now taken place. The renewal was the occasion for an extensive
review of the working of the Agreement by the Board of Management in
the autumn of 195¢ — a review which covered both the System of Settlements
and the European Fund. There resulted a number of amendments to the
Agreement which, together with other changes introduced in the course of
1959, are described in the first part of this chapter; the second part describes
the operations carried out up to March 1960, and in the third part an
account is given of the management of the European Fund and the System
of Settlements.

1. Changes in the Agreement.

Spain acceded to the European Monetary Agreement in July 1959; its
contribution to the European TFund was fixed at $7.5 million,* but this is a defer-
red contribution, not to be called until all non-deferred contributions have been
paid; Spain’s limit for interim finance was also fixed at $7.5 million.

The Council of the O.E.E.C. decided on 18th December 1959 that the
Multilateral System of Settlements should be prolonged from 1st January 1960,
By the same decision a number of amendments were made to the Agreement
and Directives with effect from 1st February rg6o; certain other amendments
were incorporated in a Supplementary Protocol (No. 3), which was signed by
all the Contracting Parties on 15th January 1960. A further Council Decision,
also dated 18th December 1959, made certain adjustments to the table of
contributions to the European Fund.

A. Changes in the European Fund.

As a result of the accession of Spamn, the capital of the Fund now
totals $607.5 million, of which $335.0 million is to be drawn as required in
contributions from member countries (the balance of $271.6 million being the
capttal transferred from the E.P.U.). Certain changes have been made with
effect from 1st February i1g6o in the shares of the individual countries: the
contributions of France and Germany have each been increased by $8 million
and that of Italy by $10 million; the contribution of the United Kingdom

* For convenience the dollar sign ($) is used throughout the text of this chapter, whether the amount
referred to is in U5, dollars, gold, or EM.A. units of account.
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E.M.A.: Obligations of member countries t0  has been reduced by $26 million.

pay contributions, as required, to the The total of member countries’
European Fund. o Lt .
contributions therefore remains
Amounts of contributions unchanged.
Membet countries Scale Revised scale The rule for the automatic
in force until as from . . .
3tstdanuary1960 | tst February 1080  calling-up of contributions has
in thousands of units of account been slightly modified: although
Contributions not deferred the Agent is still requ1recl to
Austria . . .. ... . 5,000 5,000 call up contributions as soon
Belgium . , . . . ... 30,000 30,000 as the Fund’s liquid assets fall
France . ....... 42,000 50,000 below $100 million, the minimum
Germany . . . . . . . 42,000 50,000 b H d ¢
Maly . . . . ..., 15,000 25,000 a‘mour.lt to be ca ed at anhy one
Metheddands . . . . . , 30,000 30,000 time is now $s million instead
Portugal. . . . . ... . 8,000 5,000 of $10 million.
Sweden . . . ... .. 15,000 15,000 . .
Switzerland . . . . . . 21,000 21,000 . Under _a new ArtICIe 7]318
United Kingdom . . . . 86,576 60,575 introduced into the Agreement,
the Fund may receive special
Total not deferred 291,675 281,575 . y pe.
credits from member countries;
Contributions deferred ' the conditions of such credits
Denmark . . . .. .. 18,000 15,000 — 'in particular the nature of
Greece . .. ..... 2,860 2,850 the guarantee, if any — will be
lesland . . ..o 1,000 1,000 determined by the O.E.E.C.
Norway . . . .. ... 15,000 15,000 C .1 R f . .
spain . . 7,500 7,500 ouncil if occasion arises.
Turkey . ... ... 3,000 2,000 But for some minor changes
Totat deferred . . 44,350 44,350 of a purely technical nature in
the provisions of the Directives,
Grandtotal ., . . . . . . 335,925 335,926 the rules goVeming the granting

Note: At the request of Austria its contribution ceased to Of c;edlts bY the Fund have
be deferred from May 1959. remamed unaltered.

B. Changes in the Multilateral System of Settlements.

Member countries are required to notify to the O.E.E.C. the rates they fix
for buying and selling the U.S. dollar for the purpose of limiting the fluctuations
of their currencies. Originally, however, countries whose currencies were not
officially quoted on the exchange markets of any other member were exempted
from this rule; as a result, the rates of Greece, Iceland, Turkey and Spain
were not notified. This exemption was abolished with effect from 1st February
1960 and since then the obligation to notify rates has applied to all member
countries; the rates for the four countries concerned have been duly notified.

In addition, a closer definition has been made of the balances in
another member’s currency which a central bank may report for settlement.
These balances are, in principle, restricted to liquid funds on current accounts
between member central banks. The term “liquid funds”, however, includes
short-term investments made by a central bank of funds on the account of
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E.M.A.: Buylng and selling rates for the U.S. dollar.

Central Central Margins of

buying rat i o i oy ()

uying rate gelling rate or mi -] rates

t‘:umn?,.e; i‘:—;r the for the rate and selling

and currency U.S. dollar U.S. dollar rates (—)

in unlis of nationa} currency as percentages

per U.S, dollar of parity
Austria. . . . . Sch. 25.80 28,20 26.— + 0.769
Belgivm . . . . B.cs. 49.625 50.376 80.— + 0.750
Denmark . . . . D.Kr. 6.8575 6.9575 6.90714 R A4
France . . . . . NFF 4.90 4.974 4.93706 544
Germany ., . . . DM 417 4,23 4,20 + 0714
Greece . . . . . Dr. 29.85 30.15 30.— + o.500
+ 0.000
lesland . . . . . 1.Kr. 38.~ 38.10 38,— L o263
aty .. ..., Lit. 620.50 629.50 G256, — + 0.720
Netherlands . . FL. 3.77 3.83 3.80 + o0.78¢
Norway. . . . . NKr. 7.09 7.20 7.14286 4544
Portugal . . . . Esc. 28.42 29,08 28.75 + 7.148
Spain . . .. .Pts, 59,55 60.45 60.— + 0.750
. + 0,739
Sweden . . S.Kr. 5.13% £.2126 517321 L T
Switzerland . . . Sw.fcs. 4,205 4.4% 4.37282 -l_- ;;gg

Turkey . « . . . TE 9.— 9.0252 -1 =t
United Kingdom, £* 2.82 2.78 2.80 + 0.714

v The parity of the Turkish lira is T£ 2,80 per U.S, dollar, but Turkey applies a premlum on all forelgn
prem;urn is TE6.20 per .5, dollar on all sales and en the major part of pur-
. Rates expressed in U.S. dollars per £1.

exchange transactions. Thig
chases of foreign exchange

another central bank, provided that such funds are automatically available for

replenishing the account when required.

2, Operations under the European Monetary Agreement.

EuroreanN FunNp.

A. Granting of credits.

The credits to Greece and Turkey were mentioned in the Twenty-ninth
Annual Report. Two further credits have since been extended under Article 7
of the Agreement to member countries from the European Fund.

Council of the O.E.E.C. granted a credit of
$100 million to Spain; this credit was provided in connection with the
stabilisation programme drawn up by the Spanish Government and submitted
to the O.E.E.C. and the LM.F. The credit was made available in two tranches:
the first tranche, of $75 million, was for two years from 1st August 1959;
the second tranche, of $25 million, was released on 15th February 1960,
after a review by the O.EE.C. of the progress of the stabilisation programme.

On 20th July 1959 the



E.M.A.;: Credits granted by the European Fund,

A Interest Service charge
mrg:gr&t on amounts on amounta
Period available drawn undrawn
in millions of

units of account in percentages per annum

Credit granted and cancelled

Breece . ... o0 v u e 15.0 16th February 1959
to 16th December 1959 3.5 0.25
Craedits granted and availahle
Turkey . . . . . . ... ... 21.5 16th February 1959
to 15th February 1961 3.5 0.25
75.0 18t August 1959
to 318t July 1961
Spain e 28.0 15th February 1950 3.73 0.25
to 14th February 1962
lceland ., . . . .. ... .. 7.0 20th February 1960
to 19th February 1962 4 0.25%

Credit granted and not yet avaifable
Ieeland . . . . . ... ... 5.0 -

Similar joint O.E.E.C. and I.M.F. assistance to Iceland was agreed
upon in February 1960, in support of a stabilisation programme submitted
by the Icelandic Government. The total credit granted from the European
Fund was $12 million: of this amount $7 million was made available from
2oth February 1960; the remainder will be released between August and
December 1960 when the O.E.E.C. has satisfied itself of the progress of the
Icelandic programme.

E.M.A.: Utilisation of credits granted.

Greece Turkey Spain Ieeland Totals
After f

Avail- | Avail- | Draw- | Avail- | Draw- || Avail- | Draw- | Avail- | Draw-

ope;gt:ons able able ings able ings able Ings able inps ;I:rgt:laiit
month and and out- and ot- and oute and it anted
undrawn| undrawn standingl undrawn standingl undrawn| standing| undrawn| standing or
Tn millfons of units of account
1959
January . . . - - - —_ - - - - - -
February . . 15.0 215 - - - - - 36.% - a6.5
March. . . . 150 218 - - - — - 38.5 - 36.5
April .., 15.0 21.5 - - - - - 36.5 - 36.5
May. . ... 15.0 215 - - — — - 38.5 - a6.s
June . . .. 15.0 20.5 1.0 -_— - - —_ 355 1.0 35.5
duly. . . .. 15.0 19.6 2.0 51.0 24.0 - - 85.5 28.0 111.5
August . ., 15.0 13.5 8.0 £1.0 24.0 —_ - 185 32.0 111.5
September . 15.0 13.5 8.0 81.0 24.0 -_— - 795 32.0 111.5
October. . . 15.0 25 19.0 51.0 24.0 - - £8.5 43.0 111.6
November . | 15.0 1.5 20.0 51.0 24.0 - -_ 87.5 44.0 11156
December. . — 0.5 21.0 51.0 24.0 -_— —_ 51.5 45.0 26.5
1960

January . , , - 0.5 21.0 51.0 24.0 - - 51.5 45.0 6.5
February ., . - 0.5 21.0 76.0 24.0 2.0 5.0 78.5 £0.0 128B.5
March. . . . - —_— 21.5 76.0 24.0 2.0 5.0 78.0 50.8% i28.5%




Both of these credits are, like all credits granted by the Fund, drawn
and repayable in gold; the general conditions are simular to those for the
credits granted in February 1959 to (Greece and Turkey, as shown in the
first table on page 169.

The credit of $15 million to Greece — which was not drawn upon —
was cancelled at the request of Greece with effect from 16th December 1959.

B. Utilisation of credits granted.

Between June 1959, when the first drawing was made, and March 1960
there were nine drawings totalling $s52.5 million on credits granted by the
Fund; of this, $2 million had been repaid. The net amount drawn and out-
standing after the operations for March 1960 was therefore $50.5 million; a
further $78 million was available for drawing.

C. Calling-up of the capital

Under the rules laid down in the Directives, the Agent is required to
make an automatic call-up of capital as soon as the liquid assets fall below
$100 million. Capital requirements are at present met entirely by the member
countries; no call may be made on the capital held available on the U.S.
Treasury account until member countries have paid in a total of $148 mil-
lion in contributions.

When it began operations, the European Fund had at its disposal liquid
assets totalling $113 muillion, being that part of the capital of the European
Payments Union transferred in gold and U.S, dollars. It was possible,

E.M.A.: Order of call-up of capital of the European Fund,

From E.P.U, From
capital members' Total
transierred contributions

in thousands of units of account

Capital paid in as af 31st March 1980

tnitial transfar from EP.U, . . ., . . 148,037 - 148,037

Member countries' non-deferred
contributions ., . . . .. . ... —_ 38,000 38,000
Total to 3151 March 1960 148,037 38,000 186,037

Ta be called up as required
Further non-deferred contributions of

members . . ... L. - 110,037 110,037

In equal amounts from U.S. Treasury
andmembers . . . ., .., .., . 123,538 123,638 247,076
Sub-total . . . ., .. 271,575 271,575 543,150

Balance of nen-deferred contributions
ofmembers . . ... ... ... — 20,000 20,000
Deferred contributions of members | — 44,350 44,350
Total . . . . ... .. 271,675 938,925 607,500

* Of which $113.0 miition transferred in cash (gold and L).$. dollars) and $35 million in loans made under
he E.P.U, ($10 million to Norway and $25 millien to Turkey).
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E.M.A,: Payment of member countries' contributions to the European Fund
(as at 315t March 1960},

333;22%:2 Contributions paid OHI?;::I"? 28

Member tributions chirup %:ﬁ?:pd clﬂiif’p 5&?-’32 Ap??%‘en;‘:;n canotl °{a"ftzrr":§fs
;g;‘,:‘;‘! ard August |24th August! 13th Oct. | 7th March [ 7th March tnet) P 1 justment)

1959 1959 1459 1960 1960
in thousands of unlts of account
Austria . . . 5,000 223 171 172 86 - 652 4,342
Belgium. . . 30,000 1,337 1,030 1,028 515 - 3,910 26,080
Denmark . . 15,0007 - — - - - - 15,000
France , . , 50,000 1,873 1,440 1,441 857 205 6,516 43,484
Germany . ., 50,000 1,873 1,440 1,440 as7 206 6,516 43,484
Groece . . . 2,880° - - - - - - 2,850
Iceland . . . 1,000? - - - - - - 1,000
Ialy. . . . . 25,000 669 s514 516 429 1,131 3,258 21,742
Netherlands . 30,000 1,337 1,030 1,028 5158 — 3,910 26,000
Norway . . . 15,000 - - - - - - 15,000
Portugal. . . 5,000 223 171 172 a6 - &52 4,348
Spain . . . . 7.500° - - - - .- - 7,800
Sweden , . . 15,000 669 514 515 257 -— 1,968 13,045
Switzerland . 21,000 936 721 T20 aso _ 2,737 18,263
Turkey . . . 3,000 - - - - - - 3,000
United

Kingdom . 60,575 3,860 2,968 2,969 1,038 | — 2,942 1.884 52,681
Totals, . | 335,085 13,000 10,000 10,000 5,000 - 38,000 297,925

! For obligations in force up io 31st January 1960, see fable on page 167. ? payments to, or by (—), the
European Fund for adjustments in total obligations of cerfain countries from February 1960 (see page 166).
¥ Contributions the payment of which is deferred.

therefore, to cover the first drawings of credit without calling up any
contributions. The call-up mechanism was first brought into operation on
srd August 1959 and has been used three times since then; in all, $38 mil-
lion has been called up from member countries with non-deferred contribu-
tions.

MULTILATERAL SYSTEM OF SETTLEMENTS,

The settlement for each month under the European Monetary Agree-
ment takes place on the fifth working day of the following month. The
amounts brought into the settlements have been small; in the first fifteen
months payments to or by the Fund totalled $17.1 million.

Amounts brought into the settlements were made up almost entirely of
balances under bilateral payments agreements between member countries; of
the seven agreements notified, one — that between Turkey and the Nether-
lands — was terminated at the end of October 1959.

Only one country made extensive use of the right to draw interim
finance on other member countries. All drawings were within the limits laid
down in the Agreement and were repaid before the end of the month, so
that no amounts were brought into the settlements. The uniform rate of



E.M.A.: Payments made under the Multilateral System of Settlements,
January 1959 to March 1960.

Payments made by the Fund 1o (+) or to the Fund by (=) ".;:;a'
Accm.jlngng Nether. bmenﬁ
erio A Denmark gace | lceland ital =1 Norw eden | Turk yvandio
P ustria Gr ¥ lands ay | Sw urkey iyl
tn thousands of U.S. dollars
1959
January. . . |+ 1,488 _ — 1,504, - - — ©26 -_ —_ + 645 2,130
February . . |4+ 1,045 —_ — 1,067 — -_ — 80 —_ — 4 103 1,147
March . . .|+ @a84al _ — 208 -—_ —_— + -] - —_ + 17 808
April . . . .|+ 1,069 _ — 956 _ - -— 168 —_ -— + 55 1,124
May + 887 -— — 768 _ — - g5 - - + 278 863
dune . . . .|+ 1,289 — 19 |- 1,111 — - + 430 |— 178 - — 412 1,718
duly . . . L+ T13| + 8= 992 -— - + 922 |— 254 - — 398 1,644
August. . .|+ B4 — 9 |— 668 - - + a0 |— 33 - = 179 887
September . [+ 1,402+ 1 |— 1,085 — — = e8|+ 44 — |~ 315 1,448
October. . .|+ 2813 — 22 |= 702 =— - |= 331 |— 160 — |+ s883| 1,215
MNovember, . |+ 468 — 9 |— 2328 - -+ 243 —_ — 248 | — 243 |+ 115 826
December + 487 — 8 |— 650 — —_ —_ — 7 - + 178 12,
1960
January, . . |+ 825+ 60 |— 737 — —_ — + 35 - — 183 Q20
February . . }+ 815] + 27 |[— 460| — 1 — —_ — 192 _ — 180 842
March . . .{+ 612] + 9 |— 765 - - — + 49 -_— + a5 765
Taotal payments
by the
Fund (+}. . |+12,779 + 105 - —_ + 243 |+1,400 [+ 129 — +2,448
or to the 17,101
Fund (=) . . -_— — B7 [~12,668[ — 1 - —1,378 [—1,068 | — 243 |—1,677
Net amount of
settlements . |[+12,779] + 39 |—12.668| — 1|+ 243 |+ 22 |— 939 | — 243 |+ Y68 -

Mote: All but two of the above payments were made in settlement of claims and debts arising from bal-
ances held under bilateral agreements and notified under Article 11{a}{lii}.

The two exceptions were in respect of balances notified under Artlcle 11{a){ii} in accordance with
Article 13 (see below): a balance of Swedish kronor notified by ltaly in Movember 1958 and a batance of
Icelandic kronur notified by Morway in February 1960,

interest charged on drawings was raised in July 1959 from 2 per cent. (the
rate fixed in January 1959) to 2% per cent. in the light of changes in European
and U.B. short-term interest rates; it was raised again, to 3 per cent., in
February 1960.

Except for the two cases mentioned below, no balances on accounts
between central banks — which may be brought into the settlements at the
choice of the central bank owning the account — were reported for settle-
ment.

However, when minor modifications were made in the exchange margins
of Sweden in November 1959 and also when the devaluation was announced
by Iceland in February rgéo, small balances in Swedish kronor and Icelandic
kronur, held by other member central banks on the day before the changes,
were reported and settled at the old selling rates of the two currencies for
the U.S. dollar. In this way the exchange guarantee mechanism incorporated



in the Agreement — which covers also balances of interim finance and on
bilateral payments accounts — was brought into use for the first time, though
the amounts involved were small.

3. Management of the European Fund and the Multilateral System of Settléments.

The management of the Fund and the System of Settlements 1s in the
hands of the Board of Management of the EM.A., of which Dr, von Mangoldt
remains Chairman. The Board meets approximately once a month and
is similar in character to its predecessor, the E.P.U. Managing Board.
It is concerned with the operations and investments of the European Fund
and the working of the System of Settlements, upon which the Agent makes
monthly reports to the Board. It also follows closely the general economic
situation of member countries on the basis of reports made by the Secretariat
and by the various committees of the O.EE.C. and, on occasion, by special
missions. The Agent provides monthly material on the international gold,
foreign exchange and capital markets and on the evolution of central-bank
reserves in relation to balances of payments.

E.M.A.: Summary of tha Statement of Account of the European Fund.

Agsets Liabilities
After bs Uncailt'aeld Ctedciits Tootfal lncogne
opsrations for Liguid B capl an Statement | Capital anc .
th Treasury of claims expendi-
mon resources | aecount member out- Fund ture
countries | standing account
n_millions of unils of account
Opening . . . ..... 113.0 123.5 328.4 35.0 600.0 600.0 —_
1959 January . . . . . 113.0 123.5 328.4 3s.0 &00.0 600.0 0.0
Fobruary . . . . . 131 123,58 328.4 35.0 600.1 800.0 o4
March . . . ... 113.2 123.5 328.4 33.0 600.2 600.0 0.2
April. . ... 113.4 123.5 328.4 3s5.0 600.3 600.0 0.2
May . . ... .. 113.4 123.5 aza.4 35.0 600.3 600.0 0.3
dune. .. ... 112.9 123.5 328.4 36.0 e00.8 600.0 a.B
duly . .00 100.5 123.5 322.9 61.0 G08.4 607.5 0.9
August . .. .. 105.3 123.5 312.9 67.0 &08.8 807.8 1.3
September , , . . 105.8 123.5 312.9 67.0 609.2 607.5 1.7
October . . . . . 1058.1 123.6 302.9 8.0 609.6 607.8 2.1
MNovemnber . . . . 104.0 123.5 302.9 79.0 609.5 807.5 2.0
Dacember . . . . 104.4 123.8 302.9 80.0 &510.9 8607.6 3.4
1960 January . . . . . 104.5 123.5 302.9 a0.0 611.0 607.5 3.5
February . . . . . 104.3 123.8 207.9 a5.0 610.8 &07.5 a.3
March . . .. .. 104.5 123.5 297.9 a5.5 Gl11.4 807.5 3.9

The operations of the Fund as described on the previous pages are
clearly reflected in the summary of the Statement of Account. Credits and
claims outstanding increased from $35 million at the opening for business
(claims on Norway and Turkey transferred from the European Payments
Union) to $85.5 million in March 1960 as a consequence of the various
drawings made on the credits which had been granted. Drawings were met
in the first place out of the liquid resources transferred from the EP.U,



until these were brought down to approximately $roo million in July 1959.
From then onwards this level was maintained through the calling-up of
contributions from member countries (recorded by the decline in the uncalled
capital), The increase in the total of the Statement was mainly due to the
capital contribution obligated by Spain.

Contributions from member countries to the European Fund bear interest
paid out of the income of the Fund at rates decided half-yearly; the
first distribution at the rate of 2 per cent. per annum was made in April
1960, covering the period from July to December 1959 (no contributions had
been paid by member countries between January and June 1959).

* *
#*

With the return to convertibility in December 1958 European co-operation
in the monetary field was provided with a new framework; the European
Payments Union was liquidated and the European Monetary Agreement came
into force. Experience gathered during the first year of operations under the
E.MA. has shown that it is well adapted to the new conditions, in which
the markets have replaced the settlement mechanisn under the E.P.U., while
the essential links between the countries of the O.E.E.C. in the monetary
field have been maintained.



VIII. Current Activities of the Bank.

1. Operations of the Banking Department.

The balance sheet of the Bank as at 31st March 1960, certified by the
auditors, is reproduced at the end of the present Report. There has been
no change in the presentation of the various items.

The method of conversion into gold francs (units of 0.29032258...
grammes fine gold -— Article 5§ of the Statutes) of the various currencies
included in the balance sheet is the same as that adopted in the preceding
years; the conversion i1s based on the exchange rates quoted for the various
currencies against dollars and on the U.S8. Treasury’s selling price for gold
at the end of the financial year.

#* #*
#*

The total of the first section of the balance sheet as at 31st March 1960
amounted to 3,429,952,479 gold francs, against 3,528,243,45¢ gold francs on
31st March 1959.

The following table shows the development of the balance-sheet total
during the past five financial years.

B.1.S.: Annual balance-sheeat totals As pointed out in Note 1 at

(first section), the foot of the monthly statements
Financiat  [Tofal atend of year|  Difference of account, the folh.:wmg items  are
years not included therein: gold under

in mitlions of gold francs

earmark, bills and other securities

:::::: ;::: v aze held in custody for the account
1057-58 2.232 + 81 of central banks and other depositors;
1988-59 3,528 + 1,206 the assets (gold under earmark, bank
1888-60 3,430 — o8 balances, bills and other securities)

held by the Bank as Agent for
the Organisation for European Economic Co-operation in connection with the
European Monetary Agreement, as Depositary under the Act of Pledge con-
cluded with the High Authority of the Furopean Coal and Steel Community
and as Trustee or Fiscal Agent for international government loans. As was
done in the case of the balance sheet as at 31st March 1959, the amounts
in question are shown at the foot of the assets column under the heading
“Memorandum accounts (b)”. The figures are given in the table on the
next page.

On 3oth April 1959, as a result of the passing through the Bank’s
accounts of a temporary operation which matured in May, the total of the
first part of the monthly statement of account rose above the four millhiard
mark, reaching the figure of 4,007.2 million gold francs. During the following



B.I.S.: Memorandum accounts (b).

315t March 1959 31t March 1960
[tems
in millions of gold francs
Earmarkedgold . . . . . . . . . . . .. . 457.5 1.037.5
Bankbalances . . . . . ..., ... ... 28.3 30.8
Bllls and other securities . . . . . . . . .. 01B.6 1,021.3

Total of items not Included in the balance
sheet . . . . ... .. 0 0. 1,404.4 2,097.8

months, however, it underwent a steady decline, which brought it down to
3,378.3 million on 31st October. It then rose to 3,502.3 million on 3oth November,
thereafter falling again to reach 3,394.6 million on 31st January 1960, and on
31st March it stood at 3,430.0 million.

CoMPOSITION OF RESOURCES (liabilities).
A. Own funds.

The Bank's Share Capital remained unchanged at 500,000,000 gold francs,
of which 125,000,000 gold francs was paid up.

The Reserves in the form of the Legal Reserve Fund and the General
Reserve Fund rose from 22.1 million gold francs on 31st March 1959 to
22.6 million on 31st March 1960. As a result of the operations of the year
(see below, Section g, ‘‘Financial results”) the balance of the Profit and Loss
Account, which comprises the profit for the financial year ended 31st March 1960
and the balance brought forward from the preceding vear, amounted to
24.6 million gold francs on 31st March 1960, against 17.3 million a year
earlier. The amount of the item ‘Provision for contingencies” rose from
156.5 million gold franes on 31st March 1959 to 169.5 million on 31st March
1960. For the item ‘‘Miscellaneous™ the figure was 19.2 million gold francs at
the beginning of the financial year and 19.6 mllion at the end.

Thus, at the end of March 1960, the Bank’s own funds amounted to
361 million gold francs, i.e. about 11 per cent. of the total of the balance
sheet on the same date and almost 12 per cent. of the total of deposits
(3,069 million gold francs).

The following table shows the figures at the end of each of the last
five financial years.

Financlal years Own funds Deposits Total

end n millions of gold francs
HNstMarch 1956 . . . . . ... .. 204 1,463 1,¥57
" B |- 1 305 1,876 2,181
" L |- 323 1,908 2,232
" L | - 340 3,188 3,528

' L 4 as 3,069 3,430




B. Deposits.

The following tables show the origin, nature and term of the deposits
received by the Bank (from central banks and other depositors). Whereas
the deposits of central banks increased, though only shightly, those of other
depositors fell by approximately one-quarter compared with their level on
315t March 1959, mainly as a result of withdrawals by an international in-
stitution whose deposits with the Bank had been particularly large.

Difference from
315t March 3t March 315t March 1959
Origin 1959 1960 to
3st March 1960
n millions of gold francs
Centralbanks . . . .. ... ... 2.573.2 2,611.1 + 379
Otherdepositers . . . . . . .. .. 615.0 457.5 — 157.58
Tofal . .. ... ... 3,188.2 3,068.6 —118.6
Difference from
31 s% ghggrch H s?l nggrch 31st March 1959
Nat to
ure 315t March 1960
n mifilons of gold francs
Gold . ........ ... 1,438.7 1,662.3 : + 222.6*
Currencies . . . . . . . . . . .. 1,748.5 1,406.3 - —342,2*
Totab . . ... ...... 3,188.2 3,088.8 — 1196

* These figures need to he adjusted slightly in view of the swap operations which sometimes affect certain
deposits from the time they are received b{ the Bank, Taking these operations into account, the real Increase
in deposits in a weight of gold was 210 million gold francs and the decline in currency deposits 329 milllon

gold francs,

Deposits in gold Deposits in currencies

Term ' d1st st st st :
March March I:;i:f:er» March March ':gr':r:;'

1958 1960 1959 1960
in millions of gold francs
Atsight . . . . ... ... .. e 713.8 1,054.8 + 341.1 61.5 39.0 — 225
At not exceeding 3 months . . . . . 601.0 £33.2 - 67.8 1,178.8 1.182.6 + 2.8
Between 3 and 6 months . . . . . . 126.2 T4.5 — B0.7 383.4 183.3 — 200.1%
Belween Gand $months . . . . . . - - - 15.4 - — 15,4
Between 9 and 12 months. . . . . . — —_ —_ 1.4 1.4 —

Overtyear . . . . .« o v « v 0 s —_ — —_— 107.0 - — 107.0
Total . . . . . . ... .. 1,439.7 1,662.3 + 222.6 1,748.5 1,406.3 — 3422

The total of deposits in currencies fell by 329 million gold francs. This
decline was partly due to the development of short-term interest rates, the
rise ‘in which was accentuated on several markets during the financial year
under review. In this field, as in others, the Bank endeavours te adapt its
terms and conditions to the sometimes rapid fluctuations of the money
markets. Generally speaking, the central banks, in recognition of the services
which the Bank renders them in other respects, left with it a large proportion
of their existing deposits.
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B.1.S. Liabilities,
0o End of quarter, in millions of gold francs.* 4000
i
3500 § x 3500
3000 %\ 3000
§ Deposits (curmencies)

2000

1500 — 1500
Dot (ok)
1000 1000
e
500 \Q\\\\ —500
"""" ——s—aaa o = __ sw'm

19491’50 1950;"51 1951.-“52 1952/53 1953)"54 1954,-’55 1955;’56 19563'5? 1957!58 1958;‘59 1959/60 1960/61

* Not including liabilities connected with the execution of the Hague Agreements.

There was also a decline in time deposits in a weight of gold, which
fell by 142 million gold francs (not taking into account the swap operations
affecting certain deposits). This decline was to a great extent due to a
certain falling-off in the Bank’s forward operations.

Sight deposits in gold increased by as much as 352 million gold francs.
It should be noted that sight deposits in a weight of gold are often the
outcome of sales of gold by the Bank to its correspondents.

In any case, attention 1s drawn to the ever-increasing proportion of
sight deposits (which are virtually all in a weight of gold) in the Bank’s
balance sheet.

EMPLOYMENT OF RESOURCES (assets).

In order to afford a comparison with the analysis of the deposits
appearing on the liabilities side of the balance sheet, the distribution of the
Bank’'s assets is considered below first according to their nature and then
according to their term.,

The increase of about 403 million gold francs in the Bank’s bullion
holdings roughly corresponds to the rise in deposits in a weight of gold



B.1.S.: Total cash and investments,

Nature atst March 1959 31st March 1960 Difterence
in millions of gold francs

Cash

Gold.......... 1,158.4 1,561.5 + 403.1

Currgncies . . . . . . . 70.8 1,229.2 54,8 1,616.3 ~ 16.0 + 387.1
Investments

God.......... 1441 151.8 + 7.7

Currencies . . . . . . . 2,085.4 2,229.5 1,592.3 1,744.1 — 493.1 —485.4
Total

God . ... ... ... 1,302.6 1,713.3 + 4108

Currencies . . . . . .. 2,156.2 3,458.7 1,847.1 3,380.4 —509.1 — 98.3

{223 million} and the decline in forward gold operations (164 million). There
was scarcely any change in the Bank’s investments expressed in a weight of
gold. As for the reduction of 509 million gold francs in the total of the
Bank's currency holdings and investments, this was almost entirely due to
the decline of 342 million in the deposits received in currencies and that of
164 million in forward gold operations.

In the following table the items which have to be taken into account in
considering the Bank’s gold position are compared as they stood on certain
representative dates chosen so as to bring out the maximum and minimum
figures for the year.

B.1.S.: Gold position.

Spot position
o Forwt:iard Ftinalld
" aposits operations net gol
End of month mGg;trls l;::st; wirsr:gaht gNo?; {net balance) position
and coing in gold of gold asgets
in milllons of gold francs
1959
March. . . . 1,158 144 1,440 -138 + 418 281
Aprl . . . .| 1,633 (max.) 141 —1,432 (min.) 342 (max.) | — &4 (min.)} 278
June . . . . 1,489 &7 {min,) | —1,482 T4 +202 276 (min.)
October. . . 1,124 (min.) 179 {max.) | —1,500 —197 + 481 284
December. . 1,185 175 —1,751 {(max.)| =411 (min.} | +703 {max.} 292
1960
February . .| 1,569 151 -1,892 28 +314 342 (max.)
March. . . .| 1,561 152 —1,662 51 +256 3086

As 1s shown by the table, forward gold operations underwent fairly
considerable fluctuations. At the end of the financial year they were, it is
true, below the level at which they had stood on 31st March 1959; but
whereas on 31st March 1959 forward purchases of gold totalled 765 million
gold francs and forward sales 346 million (giving the balance of 419 million
shown in the above table), they amounted on 31st December, for example, to
1,009 and 306 million respectively (giving a balance of 703 million) and at
the end of the financial year to 585 and 330 million respectively (giving a
balance of 255 million).
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A. Sight funds, rediscountable investments and investments cashable on demand.

The total of the item Gold in bars and coins (in fact it consisted
at the end of the financial year almost entirely of gold tn bars) amounted
to 1,158.4 million gold francs in the balance sheet of 31st March 1959, It reached
its highest level — 1,632.6 million — on 3oth April and its lowest level
— 1,123.7 million — on 31st October. It subsequently rose gradually and
stood at 1,561.5 million on 31st March 1960.

The changes in the item Cash on hand and on sight account
with banks were sometimes quite appreciable. At the end of March 1959 it
stood at 70.9 million; it reached its highest level on 31st December, at
105.8 million, and its lowest point on 29th February 196c, at 36.1 million.
At the end of the financial year it amounted to 54.8 million.

The average balance shown under this heading during the financial
year 1959—60 was approximately s6 million gold francs, compared with
60 million in the preceding financial year.

On 3ist March 1960 total gold and currency holdings represented 47.1
per cent. of the total of the first part of the Bank’s balance sheet, against
34.8 per cent. a year earlier.

The development of the Rediscountable portfolio, which is made
up of Commercial bills and bankers’ acceptances and Treasury bills,
is shown in the following table, which also gives the maximum and minimum
figures for the items in question.

B.l.S.: Rediscountable portfolio.

Commercial
bills and hankers® Treasury bills Total
End of month acceptances
in miflions of gold francs
1959 March . . . . . ... .. .. 22,2 823.% 645.9
August . . . ... 11.8 (min.) 789.0 ) 200.8
Movember . . . . ... ... 11.8 812.0 (max.) 023.8 (max.}
1960 March . . . . . .. .. ... 74.6 (max.) 448.5 {min.) B821.1 {min.}

After having declined by almost half by the end of August, the port-
folio of bills and bankers' acceptances, which in fact consists solely of
dollar acceptances, rose again considerably by the end of the financial year.
The figure for the portfolio of Treasury bills did not fluctuate to any marked
extent until towards the end of the calendar year; as the table above shows,
it fell later by more than half. On 31st March 1960 85 per cent. of this
item was made up of U.S. Treasury bills,

The item Sundry bills cashable on demand, which is of relatively
small importance, amounted to 22.9g million gold francs on 31st March 1959
and reached 37.8 miilion — its highest point for the financial year — on
31st March 1960. Its lowest point was 17.0 million on 3Ist August 1959.
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The total of the Bank’s sight funds and rediscountable investments,
comprising the assets items so far analysed, was thus 2,008 million gold
francs at the beginning of the financial year. It rose to its highest level one
month later, having stood at 2,633.2 million on 3oth April, and reached its
lowest point — 2,068.4 million — on 315t October. On 31st March 1960 it
amounted to 2,175.2 muillion.

This figure represents 63.4 per cent., or almost two-thirds, of the
total of the assets shown in the first part of the balance sheet, against
59.4 per cent. a vyear earlier, During this period the percentage of sight
deposits on the liabilities side rose from 22 to 31.9 per cent., or just under
one-third of the balance-sheet total. A comparison of these two percentages
shows the degree of the Bank’s liquidity.

B. Time deposits and investments.

There were considerable fluctuations in the total of the item Time
deposits and advances. On 31st March 1959 1t stood at 522.3 million
gold francs, its highest point for the financial year. After falling to 351.8 mil-
lion on 31st August and rising again to 503.1 million on 3oth November, it
reached its lowest point — 270 million — on 31st January 1960 and stood
at 453.9 million at the end of the financial year.

Altogether, however, the amounts figuring under this heading were
smaller than in the preceding financial year. A certain amount of short-term
advances were repaid.

The total of the item Qther bills and securities, on the other
hand, changed only slightly. It amounted to 838.4 million gold francs on
31st March 1959, reached 8¢go.6 million — its highest point for the financial
year — on 31st July, fell to 763.7 million on 3oth November, subsequently
underwent slight fluctuations and stood at 731.3 million — its lowest point —
at the end of the financial vear.

The following table shows the distribution of the above-mentioned
investments from the point of view of time and compares their compeosition at
the beginning and end of the financial year.

B.1.S.: Time deposits and advances and other bills
and sec¢urities.

31st March 1959 315t March 1960 Difference
Petiods
n millions of gold francs
Mot exceading 3 months ., . . . . . 918.3 1,047.8 + 129.6
Between 3and 6. months . . . . . . 87.6 29.4 - &63.2
Between g and 9 months . . . . . . 39.5 249 — 148
Between 9 and 12 months . . . . . 106.9 62.8 — 444
Overdyear . . .« v v . . v v o s 198.4 20.2 —178.2
Total . .. ... 1,360.7 1,185.2 — 1755
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B.1.S.: Assets.
End of quarter, in milllons of goid francs.*

4000 -

d
0 3500

Cther bills and securilies
o Misoelianoous —— 3000
2500 2500
2000 -
1500 0
1000 %—. e = ot
N
S00E LB ”

E "l J_l_,.\%? :!!.{é

sof L
pores 1149750 1950/51 1951/52 1952/$3 1

* First part of statement of account.

Investments at over three months fell considerably, especially those at
over one year and at three to six months. As has been mentioned above,
the total of deposits at over three months in the Bank's books declined by
about 373 million gold francs; the reduction in investments for periods
exceeding three months amounted to about 305 million,

(GENERAL REMARKS ON THE BANK'S OPERATIONS.

The following table shows the total volume of the Bank’s
operations in the course of the last five financial years.

It will be seen that the figure for the fnancial year 195060 was
distinctly higher than that for the preceding

B.1.8.: Total volume of financial year and approached that for 1957—58.

operations.

— — It is worth ?.fhile recalli.ng, however, that in
years gold francs the last-mentioned financial year the figure was
195550 24,050 particulacly high as a result of the passing
1986-57 45,448 through the Bank’s books of entries relating
1957-56 59,170 to the monthly settlements of the European
1058-59 47,811 Payments Union, which at that time repre-
185e-60 53,201 sented about one-fifth of all transactions.




The marked rise in the past financial year in comparison with 1958-59
was therefore due solely to an expansion in normal banking transactions, As
has already been pointed out, an ever-increasing proportion of the Bank’s
turnover takes the form of spot operations coupled with forward transactions
for similar amounts.

The volume of the Bank’s gold operations in each of the last five
financial years is shown in the following table.

What has been said above with regard

B.1.3.: Volume of gold to the Bank’s operations in general applies also

operations. . : .
P to gold operations, the volume of which during
Financial I rrlione ot the past year was in fact the largest yet recorded.
It has also been mentioned that forward opera-
1958-58 4,650 tions — either definitive or combined with
::::':; 1;‘:3; corresponding purchase or sale options — are in-
198859 0.716 creasingly predominating over spot transactions,
1989-Go 10,830 As was mentioned at the beginning of
this chapter, the amount of earmarked gold
B.1.S.: Veolume on memorandum accounts (b) went up from
of exchange transactions.  4¢7 ¢ million gold francs on 31st March 1959
Financial In millions of to 1,037.5 million on 31st March 1960.
years gold francs ’ .
The volume of exchange transactions
1955-86 1,855 was again considerable and showed a further
1956-57 4,378 . :
1857-58 5208 expansion, as can be seen from the accompanying
1958-59 4,019 table.
1959-80 7,096 % »

#*

As I previous years, the second section of the balance sheet consists
solely of the assets and liabilities connected with the execution of the Hague
Agreements of 1930. The total for the section remains unchanged at 297,200,598
gold francs.

2. The Bank as Trustee and Fiscal Agent for international government loans.

In conformity with the agreements previously concluded the Bank
continued to perform the functions of Fiscal Agent of the Trustees for the
new bonds of the German External Loan 1924 (Dawes Loan) and of Trustee
for the new bonds of the German Government International Loan 1930
(Young Loan) which were issued by the Government of the Federal Republic
of Germany in accordance with the London Agreement on German External
Debts of 27th February 1953.

The wvalidation and exchange of old bonds have been completed for
both the Dawes and the Young Loans, the only exceptions being the Dutch
issues of the two loans and a few special cases which still remain to be settled.

The financial year 1959-60 ended for the Dawes Loan on 15th April 1960
and for the Young Loan on 1st June 1960, The interest in respect of the
financial year 1959—60 amounted to the equivalent of about 16.5 million gold



German External Loan 1924
(Dawes Loan).

Nominal value
| c or drawn for recemption
ssue uriency r drawn pH Balance
Bonds Issued the inaneiel yoars rademmrtion
1958=-59 1959=-80
Conversion bonds
American , . . % 43,589,000 1,378,000 1,383,000 40,798,000
Belgian . . . . £ £78,300 17.500 12,300 548,500
British £ 8,102,800 237,706 170,900 7,694,200
Dutch. . . . . £ 727,800 10,600 19,300 698,000
French P £ 1,884,200 51,000 42,400 1,790,800
Swedish . . . 8.Kr. 14,209,000 285,000 298,000 13,626,000
Swiss . £ 1,115,300 32,000 23,800 1,059,400
Swiss . . .. Sw.fcs. 8,220,000 169,000 172,000 7,879,000
Funding bonds

American . . , % 8,139,000 268,000 228,000 7,643,000
Belgian . . . . £ 156,400 6,000 5,500 144,900
British £ 2,187,100 81,300 73,500 2,031,800
Dutch. . . . . £ 156,700 2,500 5,200 148,000
French V. £ 486,800 17,000 19,200 450,400
Swiss . . .. £ 114,200 3,900 3,900 106,400
Swiss ., .. Sw.fce. 413,000 11,000 12,000 390,000

German Government International Loan 1930
(Young Loan},

Neminal value*
t Ci or ngnds{gly :gll;'lz:'legt'on
ssue urrency rawn i Balance
Bonds jssued theli rf‘i;:ls'lzleacltycgars re d::l?){.li on
1958-89 1958-60
Conversion bonds
American . . . $ 54,822,000 547,000 877,000 53,698,000
Belgian . . . . B.fcs. 202,354,000 2,132,000 2,109,000 198,113,000
British . . . . £ 17,651,200 181,100 185,300 17,284,800
Dutch. . . . . Ft. 27,463,000 168,000 424 000 26,871,000
French , . . . NFF 442,891,000 4,492,000 4,659,000 433,740,000
German . . . DM 12,198,000 113,000 140,000 11,845,000
Swedish . . . S.Kr. 92,752,000 959,000 968,000 20,825,000
Swiss . ... Sw.ics. 58,249,000 618,000 &12,000 57,019,000
Funding bonds
American , . . 3 8,878,000 103,000 92,000 8,683,000
Belgian . . . , B.fcs, 45,552,000 505,000 494,000 44,553,000
British ., . , . £ 4,211,000 50,500 43,500 4,117,000
Dutch, . . . . Fl. 2,903,000 &,000 57,000 2,834,000
French . . . . NFF 97,553,000 1,077,000 1,040,000 95,436,000
German . . . DM 358,000 4,000 4,000 350,000
Swedish . . . S.Kr. 5,014,000 87,000 49,000 5,878,000 .
Swiss ., . ., Sw.fcs. 1,400,000 17,000 15,000 1,368,000

* Maminal value on 165th May 1950 established in accordance with the provisions of the London Agreement
on German External Debts of 27th February 1953.
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francs for the Dawes Loan and to the equivalent of about 42.4 million gold
francs for the Young Loan; they were duly paid to the Bank, which distributed
them among the Paying Agents. Redemption, which began in 1958, was effected
in the case of the two loans during the financial year 1959—60 both by means
of purchases of bonds on the market and by means of drawings. The result-
ing position of the two loans is as shown in the tables on the previous page.

The Bank also performs the function of Trustee for the assented bonds
of the Austrian Government International Loan 1930. The assenting of the
old bonds has been completed, except in the case of the American issue. The
amount of interest due in respect of the financial year 1959, which in the case
of this loan corresponds to the calendar year, was the equivalent of about
1.7 million gold francs; this was duly paid to the Bank, which distributed
it among the Paying Agents.

The financial year 1959 was the first in which a redemption was due;
this redemption was carried out by purchases of bonds on the market. As
a result of this operation and after the cancellation of other assented bonds
in the possession of the Government of the Republic of Austria the position
is as follows.

Austrian Government International Loan 1930.

Nominal value
Bonds purchased
lssue Currency Bonds for redemption Balance
assented In respect of the aftor
financiat year redemption
1259

American . . . . . $ 1,570,000 10,000 1,500,000
Anglo-Dutch |, . £ 856,600 30,200 826,400
Swlss . . . . ... Sw.fcs. 7,102,000 213,000 6,889,000

With regard to the coupons of the Austrian Government International
Loan 1930 which the Federal Republic of Germany has undertaken to pay
to the extent of 75 per cent. of the nominal value, the sums due in respect
of these continued to be furnished through the intermediary of the Bank in
its capacity as Trustee. The last coupon is to be paid on 1st July 1962, but
the coupon-holders can obtain advance payment subject to the deduction of
a discount. The sums paid in respect of these coupons up to now amount to
the equivalent of about 4.2 million gold francs.

3. The Bank as Depositary under the terms of the Act of Pledge concluded
with the High Authority of the European Coal and Steel Community.

Previous Annual Reports have described the functions which the Bank
performs in its capacity as Depositary under the termns of an Act of Pledge
concluded with the High Authority of the European Coal and Steel Commu-
nity in Luxemburg on 28th November 1954.

During the year ended 31st March 1960 the High Authority did not
borrow any funds under the terms of the Act of Pledge. The total amount of
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Loans contracted by the High Authority of the European
Coal and Steel Community.

Series
of Se-
cured | pates Amounts Rates |Periods
Motes of Countrias Lenders Original unredeemed of of
of the issue of issue amounts of loans on intérest| loans
1 High . 1st April 1960 % | (years)
Author-
Ity
1st 1954 { United States | U.S5. Government $ 100,000,000 | 924,000,000 | 3% 25
2nd | 1985 | Belgium ~ Caisse Générale '
d’Epargne et de
Retraite, Brussels B.fcs. 200,000,000 | 184,800,000 3% 27
Rheinische Giro- '
zentrale und
Provinzialbank,
3rd 1955 | Germany Disseldorf DM 28,000,000 23,023,650 3% 26
Landesbank fir
Weastfalen (Giro-
zentrale), Minster DM 25,000,000 | 23,023,650 ] 3% 26
dth 1955 | Luxemburg Caisse d'Epargne de B.fcs. 20,000,000 18,980,000 av, 27
I‘Etat, Luxemburg Lux.fcs. 5,000,000 4,745,000 #
5th 1956 | Saar Landesbank und
. Glrozentrale Saar,
Saarbrilcken DM 2,977,450 2,796,803 | 4% 21
6th | 1956 | Switzerland Public issue Sw.fcs. 50,000,000 | 50,000,000 | 4% 18
)| Public issue $ 25,000,000 | 25,000,000 | 5% | 18
§th 1957 | United States Public issue $ 7,000,000 4,690,000 | S 3-5
ath Bank loans 3 3,000,000 2,010,000 - a-s5
10th 1957 | Luxemburg Etablissement
d'Assurance contre
fa Vigillesse ot
I"nvalidité,
Luxembury Lux.fcs. 100,000,000 | 100,000,000 5% 25
11th ) Public issue $ 35,000,000 | 35,000,000 | S 29
1ath | 1958 | United s‘a‘“{ Public issue $ 15,000,000 | 15,000,000 | 4% | 3-5

* This loan, which was contracied in French frants, has been converied into Deutsche Mark. The original

amount was 350,000,000 old French francs.

the loans contracted by the High Authority in accordance with the provi-
sions of that document accordingly remain at the same figure as that men-
tioned in the Twenty-ninth Annual Report, namely, the equivalent of about
660 million gold francs. Repayments by the High Authority up to 31st March
last amounted to the equivalent of about 32 million gold francs, which reduces
the total outstanding amount of these loans to the equivalent of about 628 mil-
lion gold francs. Particulars of these loans are given in the table above.

During the year under review the Bank for International Settlements
received and paid out the equivalent of about 31 million gold francs in
respect of interest and the equivalent of about 21 million gold francs in
respect of redemption. :

4« The Bank as Agent for the Organisation for European Economic Co-operation
{European Monetary Agreement).

The introduction and working of the European Monetary Agreement
was described 1n the Twenty-ninth Annual Report of the Bank. and the
description is brought up te date in Chapter VII of the present Report. -
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The Bank has 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 the O.EE.C. amounted to 589,411 gold francs in
the twelve months to March 1960; this amount has been duly reimbursed by
the Organisation (as shown in the Profit and Loss Account for the financial
year ended 31st March 1960).

5. Financial results.

The accounts for the thirtieth financial vear ended 31st March 1960
showed a surplus of 29,064,716 gold francs, the gold franc being as defined
in Article 5 of the Bank’s Statutes, ie. the equivalent of o.29032258...
grammes of fine gold. The comparable figure for the preceding financial
year was 22,550,894 gold francs.

The net amount of interest, discount and commission earned was again
higher than in the previous year. Income received under the terms of the
Arrangement dated ¢th January 1953 with the Federal Republic of Germany
remained unchanged at approximately 4 million gold francs.

For the purpose of the Balance Sheet as at 31st March 1960, the
amounts of the assets and liabilities in currencies have been converted to the
nearest gold franc on the basis of the exchange rates for the various curren-
cies against dollars and of the U.S. Treasury’s selling price for gold at the
end of the financial year. This conversion is carried out at the quoted or
official rates of exchange or in accordance with special agreements applicable
to the respective currencies. All assets have been valued at or below market
quotations, if any, or at or below cost.

From the surplus of 29,064,716 gold francs, the Board of Directors has
decided to transfer 750,000 gold francs to the provision for exceptional costs
of administration and 13,000,000 gold francs to the provision for contingencies.

The net profit for the year thus amounts to 15,314,7i6 gold francs.
After providing 5 per cent. for the Legal Reserve Fund as required by the
Statutes, i.e. 765,736 gold francs, and with the addition of the balance of
9,279,928 gold francs brought forward from the previous year, there is a sum
of 23,828,908 gold francs available.

The Board of Directors recommends that the present General Meeting
should distribute, as last year, a dividend of 37.50 gold francs per share,
involving a distribution of 7,500,000 gold francs.

In view of the very favourable results of the financial year 1959—60
and of the substantial balance carried forward last year, the Board of Directors
also recommends that, as an exceptional measure, a lump sum of 8,500,000
gold francs should be applied this year to the reduction of the amount of the
undeclared cumulative dividend, this sum representing an extraordinary distri-
bution of 42.50 gold francs per share.
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The total distribution will thus amount this year to 80 gold francs,
payable on 1st July 1960 in the amount of 114.30 Swiss francs per share.
The balance carried forward will be 7,828,908 gold francs.

The amount of the undeclared cumulative dividend will, as a result of
this distribution, be reduced from 369.47 to 326.97 gold francs per share,
It is recalled that the provisions of the Statutes relating to the cumulative
dividend give shareholders the assurance that no remuneration will be paid
in respect of the long-term deposits made under the Hague Agreements of
1930 by the Creditor Governments and by the German Government unless
the shareholders have received in full the dividend permitted by Article
53 (b) and (¢) of the Statutes.

The accounts of the Bank and its thirtieth Annual Balance Sheet have
been duly audited by Messrs. Price Waterhouse & Co., Zurich. The Balance
Sheet, the Report of the Auditors and the Profit and Loss Account will be
found at the end of this Report.

6. Changes in the Board of Directors.

In January 1960, on the appoiniment of M. Wilfrid Baumgartner as the
French Minister of Finance and Economic Affairs, his successor as Governor
of the Bank of France, M. Jacques Brunet, became an ex officio member
of the Board of the Bank for International Settlements. At the meeting of
the Board held on 8th February 1960 the Chairman warmly welcomed
M. Brunet on his first attendance as a member. At the same time the
Chairman paid a tribute to M. Baumgartner for the eminent services he had
rendered to the Bank during his term of office.

The mandate of Mr, Per Asbrink, Governor of Sveriges Riksbank,
being due to expire on 3ist March 1960, he was re-elected by the Board
under Article 28(3) of the Statutes at the meeting held on 14th March 1960
for a further period of three years, ending 31st March 1963.

M. H. Deroy, who had been appointed by the Governor of the Bank
of France as a Director under Article 28(2) of the Statutes and whose term
of office was due to expire on 31st March 1960, was re-appointed in
February 1960 for a period of three vears, ending 3ist March 1963,

The mandate of Sir Otto Niemeyer, Vice-Chairman of the Board, as
a Director of the Bank was due to expire on 6th May 1960. He was re-
appointed by the Governor of the Bank of England under Article 28(2) of
the Statutes for a further period of three years, ending 6th May 1963.

In December 1959 Dr. Menichella appointed Dr. Guido Carli, General
Manager of the Bank of Italy, as his Alternate in the place of Dr. Paride
Formentini, who had been appointed Chairman of the Committee of Manage-
ment of the European Investment Bank.



Conclusion.

The course of economic developments in the countries of western
Europe in 1959 provided confirmation of their ever-increasing interdependence
and of the similarity of the problems with which they are confronted. The
events of the past year confirmed, too, the growing interdependence of
Europe and North America. Further, they also confirmed that, allowance being
made for the differences attributable to natural factors and for a certain
time-lag, the same economic problems have to be contended with on both
sides of the Atlantic. This situation has arisen largely as a result of the
progress made in restoring freedom of trade and payments: all the countries
whose currencies are convertible are now open to a very great extent —
at least as far as their industries are concerned — to foreign competition,
and their financial markets are profoundly influenced by one another.

For these reasons the economic development of the industrialised coun-
tries of the West must nowadays be viewed as a whole.

The picture which it presents is encouraging. During the past year
their aggregate national income went up, in real terms, by 4-5 per cent.
in comparison with 1958; prices remained relatively stable; the proportion
of the national income devoted to investment rose; and employment, espe-
cially in Europe, was at a high level. It would appear that, for the time
being at least, the problem of how to increase production and investment
and maintain a high level of employment without jeopardising price stability
has been solved. It seems that a certain equilibrium between inflation
and deflation has been achieved, the inevitable dewviations from which
ought Increasingly to take the form merely of moderate adjustments not
necessarily affecting all countries or, within a given country, all sectors.

The functioning of the western economy still, however, presents serious
problems. Three of these, which have been discussed in the present Report,
are worth recalling here.

Firstly, price stability, when, as last year, it is attained, is too often
precarious. In the first two chapters of the Report some of the factors which
at present influence the level of prices are enumerated: the power of the
trade unions in the matter of wages; the power of certain categories of
producers as regards prices; the irreversible character of wage increases; and
the resistance of some prices to reduction, even in periods of slackening
activity, owing to the existence of certain monopolies or quasi-monopolies.
As a result the safeguarding of the purchasing power of money largely
depends nowadays on decisions taken with regard to wage increases. And
in this matter, it must be admitted, the practice of most western countries
is empirical and has no clearly defined basis. The principle generally accepted
is that the workers ought to receive their fair share of the benefits of higher



productivity in the form of increases in their real remuneration, but that
the enterprises and the mass of consumers are also entitled to a share and
that, at all events, the general level of prices must not be endangered
whenever wages are raised. Wages are in fact fixed as a result both of
free bargaining between workers and employers and of government inter-
vention, the extent and form of which vary widely from country to country.
This empirical approach can lead, as 1t did in 1959, to virtual stability of
the purchasing power of currencies, and it is quite possible that this is in
fact a sound method. But there is no guarantee that such reasonable solutions
will always prevail in the future. Much depends on the extent to which
the parties concerned -—— the wage-earners in their claims and the enterprises
in the fixing of prices — remember where their real interest lies,

A second problem is that of equilibrium in the payments relations
between the countries of the western world. In the course of 1959 the
deficit of the United States vis-d-vis the rest of the world — which is in a
large measure a deficit vis-4-vis western Europe — reached a level at which
it cannot remamn without creating difficulties. The gravity of the problem
should not be éxaggerated: the United States is after all the most important
creditor country in the world, the existence of a U.S. deficit helps to strengthen
international liquidity and, moreover, there are wvarious indications which
appear to justify the hope that the deficit is already beginning to decline.
But the problem should not be minimised either: an excessively large U.S.
deficit has a disturbing effect not only on the working of the mnternational
payments system but also on the monetary stability of the European countries
which accumulate foreign exchange surpluses. The restoration of a better
equilibrium between the United States and Europe is therefore necessary in
the common interest. Although the main responsibility for this naturally rests
with the United States, Europe, too, has certain obligations, A lasting solution
Is possible only if the western countries all pursue policies which take
account . of the state of their balances of payments. It is essential that they
should ‘'work harmoniously in consultation with one another and should always
‘be prepared to adjust their policies in the light of the general interest.
Though there is certainly room for further progress in this respect on both
sides of the Atlantic, it is gratifying to note the efforts already being made
by the western European countries, the United States and Canada with a
view to achieving, within the framework of a common organisation, a closer
co-ordination of their monetary and economic policies.

A third problem is that of the composition of international liquidity —
a question which has already been touched upon in the preceding paragraph.
Despite the expansion in trade, it cannot be said that the volume of inter-
national liquidity (here regarded as the total of known holdings of monetary
gold together with the short-term dollar and sterling balances held by foreign
countries) is at present inadequate. But its structure is worthy of attention, From
the end of 1949 to the end of 1959 the part consisting of gold holdings increased
from $35.4 to 40.7 milliard, that consisting of sterling from $8.8 to ¢.8 mil-
liard and that consisting of dollars from $6.0 to 16.2 milliard, or from



12 to 24 per cent. of the total. This rise in dollar balances, a large pro-
portion of which are in fact held by Europe, has provided a useful addition
to international liquidity, but at the same time it brings with it certain
responsibilities. For one of the conditions for the smooth working of the
system is that the holders of these balances should feel it to be in their
interest to retain them, Here again the main responsibility rests with the
" United States, which must itself ensure that international confidence in
its currency is maintained and also that the conditions offered to foreign
holders are sufficiently attractive. But co-operation on the part of others
is also needed; in particular, the attitude of non-U.S. private holders
of dollar deposits is determined to some extent by the conditions
prevailing on financial markets other than that of New York and by the
decisions of those who shape monetary policy in the leading European
countries. Never has it been more essential than it is today that the authori-
ties in all countries, when forming their policies, should be fully aware of
the international repercussions of their decisions.

# *
*

The existence of the three problems mentioned does not prevent the
countries of the West from feeling an understandable satisfaction at the
development of their economies over the past year.

~

Many commentators, however, doubt whether this satisfaction is fully
justified, They point out that, if the situation i1s viewed from a world-wide
angle, consideration of the performances of the industrialised countries of the
East, on the one hand, and of countries in the course of development, on
the other, may lead to a less favourable verdict on the way in which the
industtialised countries of the West are run.

The observations made in Chapter II of this Report in connection with
the comparison of economic growth rates in the countries of the East and
in those of the West show how much caution 1s needed in any attempt
to interpret the apparently more favourable results achieved by the eastern
countries. ‘ :

There is, in any case, one conclusion which it would certainly be
wrong to draw, namely, that the countries of the West, in order to raise
their rates of expansion, should be less concerned than they are with ques-
tions of financial equilibrium and should not be aftaid to risk a certain
amount of inflationary financing. For the example of the eastern countries
in fact shows that it is in a climate of systematically maintained purchasing
power that their remarkable performances have been achieved. And history
proves that inflation is in the end always more harmful than beneficial to
the cause of economic progress.

Against this, there is one question which may suggest itself when the
two groups of countries are compared. Statistics indicate that the eastern
countries allocate a smaller share of their national income to consumption



than do the countries of the West. It may be asked whether the western
countries as a whole devote a sufficiently large proportion of their resources
to investment, ie. to future consumption. There is probably no general
answer to this question, since neither the levels of investment actually attained
nor the rates of expansion aimed at are the same in all countries. But on
the whole 1t is justihable to assume that the western countries, if they wish
to step up their rates of expansion, need to devote a larger proportion of
their resources to investment than they have in the past. Their economic
system provides them with a wide variety of ways of increasing both public
and private saving. And the increase in productivity makes it possible for
them to improve their rates of saving while at the same time permitting the
necessary growth in consumption.

A similar conclusion may be drawn from a comparison between the
state of affatrrs in the industrialised countries and that in the countries in
course of development. For such a comparison shows that, if account 1is
taken of the growth in the population of the countries in course of develop-
ment, the gap between their standard of living and that of the industrialised
countries is tending to widen. This is due, among other things, to the fact
that their incomes are too small for them to be able to spare enough
resources for investment to ensure a reasonable rate of growth. The industrial-
ised countries will therefore certainly have to go on providing a substantial
amount of assistance to the nations in course of development. And if they
are to shoulder this burden without unduly curtailing their own investment,
how else can they do so except by limiting the proportion of the national
income which is devoted to public and private consumption?

It can thus be said, generally speaking, that the industrialised countries
of the West, whether they are concerned to safeguard the stability of the
purchasing power of their currencies, to achieve the rates of economic expansion
envisaged or to assist the countries in course of development, can only attam
their objectives if they save an adequate proportion of their resources. And
this they are fully capable of doing.

Respectfully submitted,
GuiLLauME (GUINDEY

General Manager.



BALANCE SHEET AND PROFIT AND LOSS ACCOUNT
AS AT 3i1st MARCH 1960



BALANCE SHEET

ASSETS

IN GOLD FRANCS (UNITS OF 0.280 322 68...

Gold in bars and coins ... ... ...

v

Cash on hand and on sight account with banks

Rediscountable bills and acceptances

Commercial bilis and bankers' acceptances 74,634,099
Treasury bills P 446,522,519
Sundry bills cashable on demand ... ... ... ... ...
Time deposits and advances
Not exceeding 3 months ... ... ... oo aen eee 434,383,318
» » » B {goldy ... ... ... 10,208,469
Between 3 and 6 months ... 7,882,865
Between 9 and 12 months... 1,412,331

Other bills and securities

Gold
Not exceeding 3 months A TR 111,848,633
Between 3 and & months ... ... ... ... ... ... 19,245,507
Between & and 9 months ... 10,370,869
Currencles
Not axceeding 3 manths ... ... ... ... ..e e 451,400,475
Between 3 and 6 months ... 2,274,993
Between 6 and @ months ... ... ... ... ... . 14,504,008
Between 9 and 12 months ... ... ... co. ave aed 61,409,606
OVEE 1 ¥8aE i tir ven ees wae e ir aee 20,165,022
Miscellaneous assets ... ... ... ... ... ... ...
Bulldings and equipment ... ... ... ... .. .. ..

Own funds employed in execution of the Hague Agresments of 1930
for investment in Germany (see below)

Iy saa e saa

Funds invested in Germany (see Nota 2}
Claims on Reichsbank and Golddlskonthank; bills of Golddiskontbank and
Railway Administration and bonds of Postal Adminlstration {matured)

Garman Treasury bills and bonds {matured}... ... ... ... ...

. 78,181,040

%
1,561,449,087  45.5
54,838,712 1.6
2.2
13.0

£21,157,418
37,755,444 1.1
12,7
0.2
0.2
0.0

453,886,963
3.3
0.6
0.2
14.3
0.1
0.4
1.8
0.6

731,319,193
1,254,448 0.0
1 0.0
68,201,223 2.0
100

3,429,952,479

Execution of Hague

221,019,558

297,200,598

MEMORANDUM AGCOUNTS

a. Forward gold operations —
Net balance: gold receivable (currencies to be dellvered) ,,.

Iy sar

Earmarked gold
Bank balances
Bills and other securitiss ... ... v .ei sih eer aer aee eas

Bae EERY aen aas e vre Y aan

b. Funds, bllls and other securlites administerad or held bythe Bank For account of third parties :

255,283,162

1,037,505,564
38,702,972
1,021,266,200

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE.
In conformity with Article 52 of the Bank's Statules

above-described gold franc equivalents of the currencies concerned.,
ZURICH, 4th May 1960,

we have examined the books and accounts of the
and explanations we have required. Subject to the value of the funds invested In Germany
drawn up s0 as {0 exhibit a true and correct view of the state of the Bank's affairs accordi

we report that in
ng to the best of



AS AT 31st MARCH 1960

GRAMMES FINE GOLD — ART. 5 OF THE STATUTES) LIABILITIES
2%
Capital
Authorised and issued 200,000 shares, each of 2,500 gold francs 500,000,000
of which 25% paid vp it e ane mas mas ame aae mar s 125,000,000 3.6
Reserves
Legal Reserve Fund ... ... .0 or aih aee aaa 9,263,645
General Regerve Fund ... ... ... .. v oie e 13,342,650
22,606,295 Q.7

Deposits (goid)
Central Banks: :
Between 3 and & months ... ... ... ... ... . 65,102,502 i.¢

Not exceading 3 months ... ... .o ver eee wus 502,059,209 14.6

Sight ... ih iih sie see e e eme aes 940,386,447 27.4
Other depositors:

Between 3 and 6 months ... ... +ii wer e aaa 9,337,684 0.3

Mot exceeding 3 months ... ... civ ses vue aas 31,163,551 0.9

Sight chh thh e e e eie e aee e 114,204,791 3.3

1,662,264,184
Deposits (currencies)

Central Banks:

Between 8 and 12 montha B LT TR T 1,411,373 0.0
Betwaen 3 and & months ... ... ... ... eer ees 152,430,815 4.4
Mot exceeding @ months ... ‘s . 930,301,500 271
Sight vas 19,378,873 0.8
Other depositors:
Between 3 and & months ... ... ... cer eed aas 30,887,133 0.9
Not exceeding 3 months ... ... ... ... ... L. 252,347,296 ) 7.4
Sight 19,597,442 0.5
1,406,354,532
Miscellaneous ... ... ... ... b o e aie eee e 19,642,824 0.6

Profit and Loss Account
Balance brought forward from the financial year ended

31st March 1858 ... cvh tvr sie aer aane s 9,279,928
Profit for the financial year ended 31st March 1960 15,314,716

24,594,644 0.7
Provision for contingencies ... ... ... ... .. ... .. 168500,000 5.0

3,428,962,479 700

Agreements of 1930

Long-term deposits
Annuity Trust Account Deposits of Creditor Governmenis (zee Note 3) ... 152,606,250
German Government Deposit 76,303,125

229,900,373
Own funds employed in execution of the Agreements {see above} ... 68,291,223

297,200,588

NOTE 1 = For Balance Sheet purposes, the currency amounts of the assets and liahilitles have basen converted
into gold francs on the basia of quoted or officlal rates of exchange or in accordance with special agrae-
ments appliceble to the respectlve currencies,

NOTE 2 — Under an Arrangemeant daled 9th January 1953 between the Governmeat of the Federal Republic of Ger.
many and the Bank, which forms a part of the Agreement on German External Dabis of 271h February 1953,
it has been agreed that the Bank wlll not demand prlor to 1851 April 19066 the relmbursement of
the princlpal of its Investments In Germany described above, Including arraars of Interest thereon at
31st Decamber 1952,

NOTE 3 — The Bank has recelvad confirmation from Governments whose deposits amount 1o the equlvalent of
gold frants 149,920,380 that they cannot demand from the Bank, in respect of their clalms on ihe Annuity
Trust Account, the transfer of amounts graater than those of which the Bank can itself chiain reimbursement
and transfer by Germany In turrencies approved by the Bank,

Bank for the financlal year ended st March 1960, and we report that we have obtained all the information
our opinion the above Balance Sheet and Memorandum accounls, together with the Notes thereon, are properly
our information and the explanations given to us and as shown ﬁy the books of the Bank, as expressed In the

PRICE WATERHOUSE & CO.



PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1960

Gold francs
Net income from the use of the Bank's own funds and the deposits entrusted to it 33,450,513
Commission earned as Trustee, etc. ... ... ... . oo o 650,802
34,101,318
Costs of administration:
Board of Directors — fees and fravelling sxpenses ... 227,00
Executlves and staff — salaries, pension contributions
and fravelling expenses ... ... .. sed e 4,359,472
Rent, Insurance, heating, electricity 28,269
Renewals and repairs of buildings and equipment ... 186,406
Office supplies, books, publications, printing ... ... 363,799
Telephone, telegraph and postage 164,341
Experts fees {auditors, interpreters, economists, etc.) 57,830
Cantonal taxation as, 117
Miscellaneous ... ... ... sih caie aes s 174,685
5,596,010
Less: Amounts recoverable for expenses as Agent of
the Organisation for European Economic Co-operation
{European Monetary Agresment) 559,411 5,036,500
20,064,716
The Board of Directors has decided that it is necessary to transfer
to the provision for exceptional costs of administration 750,000
to the provision for contingencles 13,000,000 13,750,000
NET PROFIT for the financial year ended 31st March 19680 ... ... ... 15,314,716
Add: Balance brought forward from the preceding year ... ... ... 9,279,928
Total profits available 24,504,644
which the Board of Directors recommends to the Annual General Meeti.ng
called for 13th June 1960 should be dealt with as follows:
Transfer to the Legal Reserve Fund — 5% of 15314716 ... e 765,736
Dividend of 37.50 gold francs, plus an amount of 42,50 gold francs which
increases the distribution to 80.— gold francs per share and reduces
the amount of the undeclared cumulative dividend from 369.47 gold
francs to 326.97 gold francs per share 16,000,000
Balance to be carried forward 7,828,908

24,594,644
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