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THIRTY-SECOND ANNUAL REPORT
submitted to the

ANNUAL GENERAL MEETING

of the

BANK FOR INTERNATIONAL SETTLEMENTS

held in

Basle on 4th June 1962.

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the thirty-second financial year, which began
on ist April 1961 and ended on 31st March 1962. Details of the results of
the year's business operations are given in Part III, together with an analysis
of the balance sheet as at 31st March 1962.

The accounts for the thirty-second financial year closed with a surplus
of 20,185,172 gold francs, against 27,324,105 gold francs for the previous year.
After deduction of 7,500,000 gold francs transferred to the provision for con-
tingencies, the net profit amounted to 12,685,172 gold francs, compared with
14,974,105 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. The Board also proposes that, as an exceptional measure, a lump sum
should be applied to the reduction of the amount of the undeclared cumulative
dividend. This sum, which has been fixed at 4,500,000 gold francs, will
represent an extraordinary distribution of 22.50 gold francs per share. The
total distribution will thus amount this year to 60 gold francs, payable in
Swiss francs in the amount of 85.75 Swiss francs per share.

Part I of this Report deals with the policy problems and tendencies which
arose in European countries and the United States in 1961 and the early months
of 1962. In Part II a survey is given of developments in the fields of production,
credit, prices, external payments and international reserves and of the working



of the European Monetary Agreement. Part III deals with the operations of the
Bank and 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.



PART I

P O L I C Y P R O B L E M S A N D T E N D E N C I E S
IN 1 9 6 1 - 6 2 .

In the past six months economic activity on the continent of Europe
has been expanding fairly vigorously, reversing the slow-down which was
evident up to the autumn of 1961. Demand forces and supply possibilities,
particularly with respect to manpower, have been uneven among the countries
and some have recently been obliged to take measures to restrain inflationary
pressures. While continued expansion is in prospect over the coming year, its
tempo is likely to be slower than in the 1959—60 boom.

In the United Kingdom internal demand has been under tight restraint
since the sterling crisis in the middle of 1961. Production suffered a small
setback in the latter half of 1961; by the spring of 1962 this movement had
begun to reverse itself and the indications for the coming months were for
a moderate recovery.

In the United States the upswing of the economy proceeded very rapidly
after its start early in 1961. In 1962 the rise has continued, but at a less
vigorous pace. A significant reduction of unemployment has been achieved
and the prospects for both output and employment seem favourable — though
not as rosy as they did at the beginning of this year.

In the year since the Bank's last Annual Report the disequilibrium in
international payments has lessened, the deficits of both the United States and
the United Kingdom having fallen and some of the surplus positions of
continental countries also having been reduced. The exchange and gold markets
have at times shown some agitation, but none of menacing proportions since
the outflow of funds from London was stopped after July 1961. Further
improvement in the payments situation is still needed, however, to ensure a
safe workable balance.

What was the outstanding feature of the past year in the economy of
the western countries? Rather than the statistical ups and downs, it was the
readiness of the various responsible authorities to venture new policy initiatives
to deal more effectively with the economic problems facing them. Of these
problems, the payments disequilibrium and wage-cost pressures are of most
immediate importance from the standpoint of the sound management of the
economy. But the problems of adequate growth and freer international trade
have also been in the spotlight. An appraisal of the policy initiatives relative
to these problems is essential for an insight into how and where the economy
is going.
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Developments in 1961 in the centrally-planned economies of eastern
Europe largely continued to follow the characteristic pattern of recent years.
As industrialisation has advanced, however, annual growth rates have tended
to decline in most cases, and in the highly industrialised countries of the
group the rates are at levels not uncommon in the more dynamic of the
free-enterprise economies.

Industrial production exceeded plan targets in almost all the eastern
countries in 1961. The exceptions were Czechoslovakia and eastern Germany,
the former having had only a relatively small rise in labour productivity,
owing partly to a shortage of skilled labour, and the latter being hampered
by a general manpower shortage.

Output of capital goods was everywhere greater than planned targets,
which continue to provide for higher rates of expansion in this sector than
in the consumer-goods industry. In the U.S.S.R. production of consumer
goods actually fell short of the target.

Except in Albania and Poland, agricultural output made very little
progress, largely because of unfavourable weather conditions. An additional
factor, however, is the time needed for investment in the agricultural sector
to produce results, especially when larger investment is accompanied by radical
structural changes in farm management, calling for the formation of a huge
body of skilled labour at all levels.

Before analysing the international payments problem, it will be helpful
to examine internal developments in the western countries and the efforts
made by those countries towards freer trade.

Internal e c o n o m i c d e v e l o p m e n t s .

Europe : slower expansion. The rate of industrial expansion in western
Europe slowed down markedly in the early part of 1961. Although there was
some upturn towards the end of the year, which continued into 1962, output is
still not rising as rapidly as it did during the period 1959-60. As this move-
ment occurred in most of the industrial countries, it may look at first sight
like a repetition of the 1958 "recession". Despite some statistical similarity,
however, the two periods differ fundamentally as regards the forces respon-
sible for the change of pace. Whereas the pause of 1958 was induced by
restraining policies in the main countries, the recent slow-down took place
while fairly free rein was being given to demand forces — except, notably,
in the United Kingdom.

The first steps of restraint in the United Kingdom had already been
taken during the second quarter of i960 in an effort to counteract incipient
inflation and a weakening of the external position. They were only partially
effective, however, as a rapid rise of money incomes continued and the balance
of payments remained adverse. In 1961 sterling came under severe strain, so
that more decisive measures had to be taken in July. With regard to the
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in the early part of the year. The acute labour shortage has kept investment
demand at a high level and consumer demand has continued to be boosted
by sizable wage increases. Exports suffered some setback from the revaluation
of the guilder, although their growth has probably been limited more by the
capacity of the export industries. Since the end of 1961 the upward movement
of production has been resumed; the authorities have been endeavouring to
prevent the boom from getting out of hand by restricting the expansion of
credit.

A rather similar situation prevails both in Austria and in the Scandinavian
countries. All these countries are more or less bumping against the full-
employment ceiling and in all of them restrictive monetary or fiscal policies
have been applied in an effort to moderate inflationary pressures on the price
level (and in Denmark, Norway and Finland on the trade balance also).
Private consumption has tended to become the most dynamic demand
component in recent months, particularly in Sweden, Finland and Austria,
where the private investment and stock-building boom has slackened. Export
demand for certain raw materials and semi-manufactured products — notably
wood-pulp, ores and iron and steel — has fallen off slightly, but that for
finished goods remains vigorous. The slow-down in industrial expansion has
been most marked in Austria; after the very substantial increase (11 per cent.)
of i960, expansion decelerated from the beginning of 1961 until, in the first
quarter of this year, output almost ceased to rise and pressure on the labour
market eased slightly. In Sweden, where restraining forces have been operative
longest, and in Finland and Denmark the increase in industrial output since
early 1961 — 3 per cent., 7 per cent, and approximately 5 per cent,
respectively — has been about half that achieved in the previous year.
Norwegian industry alone maintained its earlier growth rate of 7 % per cent,
right up to the end of 1961. While the Austrian economy probably has scope
for a renewed acceleration of growth in 1962, expansion in the Scandinavian
countries is now so dependent on productivity gains that an improvement on
last year's overall rate of advance seems hardly possible.

The rate of industrial growth in France has not been much slower over
the past twelve months than it was a year earlier. After a hesitant start to
1961, economic activity accelerated in the second quarter, chiefly in response
to higher external demand and a further increase in private industrial invest-
ment. Since then all components of demand have been strong and industrial
production has expanded, despite a short-lived flattening-out in the third quarter
of the year, at a rate of about 6 per cent, per annum. The immediate pros-
pects are for this expansionary trend to continue, with private consumption
and public investment perhaps becoming the more active elements. Recent
credit measures are intended to facilitate the provision of medium and long-
term finance to industry and commerce, while at the same time offsetting
some of the liquidity created by the external surplus. Although the manpower
situation has become much tighter, it is expected for more than one reason
that the labour supply will exhibit sufficient elasticity to enable the present
rate of growth to be maintained.



Only Belgium, Italy and perhaps Switzerland showed a higher rate of
industrial expansion during 1961 than in i960. Belgium is a special case
in that a large amount of output was lost during the fourth quarter of i960
and first quarter of 1961 as a result of the strikes that accompanied the
government's crisis measures. The ensuing recovery slowed down noticeably in
the latter part of 1961. It remains to be seen whether the improvement in the
public finances in 1961, the gradual lowering of interest rates and the intro-
duction of greater flexibility into the monetary system through the reforms of
January 1962 will help to stimulate a faster rise in production this year. In
Italy the rate of growth of output accelerated strikingly in the final quarter of
1961 (simultaneously with a new rise in the external surplus), when industrial
production was nearly 14 per cent, above the level reached in the fourth
quarter of i960. Given the satisfactory external position and the continued
existence of unemployed labour in Italy, the authorities have had no reason
to check the present expansionary trend. This is not the case in Switzerland,
where concern has been aroused by the rise in the consumer-price index
and the substantial increase in the trade deficit. Steps were taken early in
1962 to damp down the boom by limiting monetary expansion and requesting
industry to restrict its investment plans and manpower demands.

Thus, in most countries the rapid expansion of 1959 and i960 could not
continue at the same rate in 1961 owing to limitations on the supply side; for
a few there was, in addition, a distinct levelling-off of demand. While exports
and capital outlays have slackened, increased purchasing power in the hands
of consumers and rising public expenditure are making for a more pro-
nounced expansion of demand in 1962; at the same time, the rate of growth
of output, though unlikely to be much slower overall than in 1961, continues
to be limited in various sectors by labour shortages. There is little doubt,
therefore, that the European economy will continue to find itself fully employed
in the near future. On a longer view, however, recent experience suggests that
certain changes may be in progress at the present time. The expansion of
exports and the large current-account surplus on the Continent, which have
provided such a significant impetus to business investment and to total demand
in recent years, will perhaps be a less powerful force in the period ahead.
Moreover, the approach in certain major industries — the most recent
examples being steel and basic chemicals last year — of a condition of fairly
adequate capacity may mean that the share of industrial investment in total
output will not continue to rise. In both these respects, therefore, demand
stimuli to economic activity are likely to be less spontaneous than in the past
and to become more dependent upon deliberate policy measures.

Europe : higher prices and wages. In the past year the upward movement
of prices and wages has tended to accelerate in most countries. For retail
prices the movement was distinctly sharper after the middle of 1961 and
was largely concentrated on food and services (including rents). Food prices
were affected by unfavourable harvests and in a number of countries by
higher government support prices for farm products. However, prices of



industrial goods also tended to increase, as is shown more clearly by the
industrial-goods component of wholesale-price indexes.

Wage rates rose very sharply, surpassing the high rate of increase in
i960 and substantially exceeding the gain in productivity; the main exceptions
were Italy and Belgium. The resulting increase in costs was reflected to
some extent in higher industrial prices, though it appears that the main
effect thus far has been to narrow profit margins. While industry on the
Continent has been in a position which has enabled it to absorb some
weakening of its competitive standing, there is no doubt that the wave of
wage increases is reaching dangerous proportions; if it continues it will
threaten the high level of investment needed for economic growth as well as
the balance on external account. In the United Kingdom the wage rise
practically halted during the "pause" , but has since been renewed.

Percentage increase in industrial wage rates.
December 1958 to December 1961.
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Wage rates in Switzerland, which has had as intense a labour shortage as
any other country, rose by 4.3 per cent, in 1961, while in many other
countries wages increased by between 7 and 9 per cent.

The rise of prices in France over the past year gives a good illustration
of the process of creeping inflation as it takes place in a full-employment
economy. Between December i960 and December 1961 the index of wholesale
prices in France rose by 3.5 per cent., while prices at the consumer level
increased by 4 per cent. The increase was more sustained than in i960 and,
as prices declined a little during the first half-year, the increase in the
second half was more marked than that recorded for the year as a whole.
There is no indication of a sudden emergence of excess domestic demand,
and it may be assumed that a pressure on costs would have made itself
felt more gradually.

A clearer picture is obtained by examining which groups of prices rose
and by how much. Prices of industrial products rose by 2 per cent, at the
wholesale level and 2.7 per cent, at retail level, i.e. much less than the
general indexes. This rise should be seen in relation to an increase in wage
rates of around 8 per cent. (7 per cent, in i960) and an even larger rise in
earnings. The difference was made possible by a gain in productivity, a
moderate fall in the cost of imported materials and — as manufactured
imports were competitive in price — some squeeze on profits. On the other
hand, prices of foodstuffs rose much more than the general indexes, showing
increases of more than 6 per cent.

The increase in prices of agricultural products in the second half of
1961 was to some extent due to unfavourable harvest conditions. It was
mainly attributable, however, to the measures taken by the authorities, under
great pressure from the farmers, to improve farm incomes. These measures
consisted of straight increases in the prices paid for deliveries of foodstuffs to
official agencies and of support purchases by specialised institutions which
reduced market supplies temporarily or permanently (by sales abroad below
cost).

The upward adjustment of farmers' incomes, although resulting from
administrative action, must be regarded as a delayed effect, concentrated in
time, of continuing increases in wages. In order to prevent a renewal of
inflation after the stabilisation of the franc at the end of 1958, the authorities
have since limited the rise of incomes in fields where they have a measure of
direct responsibility, namely, public-sector wages and agricultural support
prices. At the same time, however, wage increases have been obtained fairly
easily in the past few years in industries with the largest productivity gains,
and these wage increases have been extended to the rest of the private sector
through the wage-bargaining process. This wage-wage spiral was sooner or
later bound to turn into a wage-price spiral, and industrial prices have tended
to move upwards. In these circumstances, the farmers were unwilling to
accept the deterioration of the parity between agricultural and industrial prices
or to be left out of the rising income trend of the non-farm population.
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Recovery in the United States. In contrast to Europe, the U.S. economy
in 1961 was making a vigorous recovery from the recession of i960. The
margin of unused resources at the start of the year was at about a post-war
peak, but, with the stimulus of monetary ease and an expansionary fiscal
policy, the gross national product had increased by 9.4 per cent, by the
first quarter of 1962. Free reserves in the banking system were maintained
at about a half-milliard dollar level and total Federal expenditure (on a
national accounts basis), which had risen at a rate of $7.5 milliard from the
first quarter of i960 to the first quarter of 1961, was increased by a further
$9 milliard by the first quarter of 1962. As might be expected, unemployment
did not respond at once to the expansion of output, but by March 1962 it
had declined from 7 to 5.5 per cent, of the labour force.

United States: Gross national product and its components.

Items

Personal consumption
Durables
Non-durables
Services . . .

Government purchases of goods and services
Federal

Gross private domestic Investment (fixed) . .
Residential construction
Other construction
Producers' durable equipment

Net exports of goods and services

Gross national product

Total Federal expenditure*

Federal surplus or deficit*

1960

1st quarter

1961 1962

Difference:
1stquarter1961

to
1st quarter 1962

seasonally adjusted, in milliards of dollars at annual rates

323.8
44.7

150.5
128.6
96.9
51.8
45.0
68.0
21.5
19.3
27.1
10.9

1.8

501.5

90.5

6.5

330.7
39.4

153.7
137.5
105.0
54.7
50.3
63.8
19.3
20.4
24.2

- 4.0
5.3

500.8

98.0

- 5.5

352.0
44.6

160.2
147.2
1 15.5
61.2
54.3
70.0
21.3
20.5
28.2

7.5
4,0

549.0

107.3

- 2.0

+ 21.3
+ 5.2
+ 6.5
+ 9.7
+ 10.5
+ 6.5
+ 4.0
+ 6.2
+ 2.0
+ 0.1
+ 4.0
+ 11.5
- 1.3

+ 48.2

9.3

3.5

as a percentage of civilian labour force

5 .2 6.8 5.6 -

* National accounts basis.

T h u s , i n 1 9 6 1 t h e p r i m a r y e m p h a s i s i n fiscal a n d m o n e t a r y p o l i c y w a s

o n d o m e s t i c r e c o v e r y . A s h a r p r i s e i n i m p o r t s b e t w e e n t h e first a n d s e c o n d

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

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

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

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

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

e n d o f 1 9 6 1 . A s r e g a r d s fiscal p o l i c y , t h e A d m i n i s t r a t i o n p r o p o s e d a b a l a n c e d

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

w o u l d i n c r e a s e i n t h e first h a l f o f ( c a l e n d a r ) 1 9 6 2 , t h i s w o u l d r e f l e c t m a i n l y

c o n t r a c t s p l a c e d e a r l i e r r a t h e r t h a n a c o n t i n u e d r i s e i n n e w c o m m i t m e n t s .
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In monetary policy the Open Market Committee of the Federal Reserve
System decided that operations should continue to "be conducted with a view
to providing reserves for bank credit and monetary expansion . . . but with
a somewhat slower rate of increase in total reserves than during recent
months". The aim, it seems, was not to impose restraint and higher interest
rates but to allow these results if market demand for credit expanded strongly.

In 1962, up to the spring months, this had not occurred; recovery
continued but at a much slower pace. The Federal financial position (on a
national accounts basis) was not far from in balance in the first quarter
and private demand seemed only just strong enough to overcome this
handicap — together with that of the leakage of purchasing power via the
balance-of-payments deficit. As the demand for consumer durables and business
investment was not as active as had been expected, the outlook was uncertain.
It was uncertain also because it was not clear whether the authorities intended
to avoid pressure on the external deficit by slower internal recovery or
whether greater stimulus would be applied if demand forces failed to strengthen
in the near future.

The expansion has been noteworthy for the general stability of prices
and the moderate rate of wage increases which have prevailed. Industrial
prices even declined somewhat in the course of 1961. The Administration has
laid great stress on the need to avoid a new wage-price spiral and has
brought pressure to bear to this end in a number of cases. There has
appeared to be much greater public recognition of the problem.

Fifty per cent, expansion by 1970? An initiative aimed at adequate
economic growth was taken by the first Ministerial Council of the O.E.C.D. in
November 1961. The Council set a target of a 50 per cent, increase in the
real output of the member countries combined to be achieved over the decade
from i960 to 1970. As there were some differences of opinion on the matter,
a few questions about this action may be discussed. One may ask if it is
sensible to set such a target at all and, if so, whether the 50 per cent,
figure is reasonable. Most important, perhaps, is the question of what the
authorities, in their own countries and in co-operation, must do year by
year to meet the target.

The answer to the first question must depend upon the spirit in which
the production goal was set. If the intention was to impose rigid objectives
on the various countries, to sacrifice other important values, or to make
excessive demand pressure and consequent inflation the order of the day,
then indeed the target would be worse than not sensible. The Ministerial
Resolution makes it quite clear, however, that nothing of the sort is intended.
Rather, starting from the lesson of experience that the creative energies of
the economic system should normally result in an adequate growth of output
over the years, the purpose of the target is to be a spur to deeper appraisal
when growth appears insufficient. In particular, it is meant to incite reflection
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as to whether economic policies are providing a proper climate for the
enterprise system and whether international co-operation has risen to the
challenges presented. In this light, a target is sensible and desirable; it is
even dangerous to avoid policy reappraisal in the face of lagging growth. As
such, the target should give a useful focus for an important aspect of the
work of the O.E.C.D.

Is the so per cent, target reasonable, implying as it does an average
rate of increase in output of 4.1 per cent, a year? One must here consider
the United States and Europe separately, since the output of the United
States is greater than that of all western European countries, and the factors
governing the prospects of the two areas are not the same.

For the United States, and Canada too, the growth rate from 1955 to
i960 was disappointing and below the potential of the economy; it averaged
2.3 per cent, a year for the United States and 3.2 per cent, for Canada. The
trouble manifested itself in too frequent recessions and in a growing slackness
in the use of available labour and capital resources. In the 1960-70 period
the rate of growth can benefit from this slack at the starting-point as well as
from the prospective rapid increase in the labour force. Hence, if full
employment could be reached and reasonably maintained, with fewer backward
steps into recession, the target for the United States (and Canada) would not
be a difficult one. It would require a yearly gain in productivity of about
2 per cent.

For Europe the situation is quite different. Growth in the 1955-60
period was 4.2 per cent, a year for the countries as a group, which might
suggest by simple projection that the target is easily attainable. This is not
the case, however, as may be seen from the recent situation and prospects
of the principal groups of industrial countries.

Rate of growth of gross national product
at constant prices.

Countries

Austria

Belgium

France

Germany

Italy

Netherlands

Denmark

Norway

Sweden

Switzerland

United Kingdom . . . .

Canada

United States

1950-55 1955-60

in percentages

7.0

3.3

4.5

9.0

6.0

5.7

2.1

3.6

3.1

5.7

2.6

4.6

4.3

5.2

2.4

4.2

6.0

5.9

4.2

4.6

3.3

3.3

4.4

2.4

3.2

2.3

( 1 ) The Six and Austria. T h e s e

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

r a t e f r o m 1 9 5 5 t o i 9 6 0 o f j u s t

u n d e r 5 p e r c e n t . T h e r e w a s a

d o w n w a r d t r e n d i n t h e r a t e f r o m

1 9 5 0 t o i 9 6 0 , h o w e v e r , w h i c h w o u l d

h a v e b e e n m o r e m a r k e d b u t f o r t h e

e x c e p t i o n a l l y l a r g e g a i n i n o u t p u t

i n i 9 6 0 . T h e g r o w t h r a t e i n t h e

p r e s e n t d e c a d e c a n h a r d l y m a t c h

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

b e c a u s e t h e g r o w t h o f t h e l a b o u r

f o r c e i s n o t r a p i d , a n d b e c a u s e d e -

m a n d i s l i k e l y t o s h i f t t o w a r d s s e r -

v i c e s . M o r e o v e r , t h e r a t e o f p r o d u c -

t i v i t y i n c r e a s e i s l i k e l y t o b e l o w e r

f o r s e v e r a l o f t h e l a r g e r c o u n t r i e s .
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The growth rate should be higher in Belgium, which has faced special difficulties
in the last five years, and the average may be somewhat higher in France, which
had to mark time to stop inflation and to stabilise the franc. These possible
increases will not be sufficient, however, to offset the likely declines for the other
countries. In short, this group should more than meet the target, but not by so
wide a margin as in the years 1955-60.

(2) The Scandinavian countries and Switzerland. This group had an
average growth rate of 3.9 per cent, from 1955 to i960, made up of 3.3 per
cent, for Sweden and Norway and about 4.5 per cent, for Switzerland and
Denmark. The high rate for Denmark is partly a compensation for some
years of stagnation earlier in the decade; a lower rate is to be expected from
i960 to 1970. For Switzerland also a lower rate is to be expected in the
present ten-year period because the importation of manpower on as massive
a scale as during the past five years is hardly likely.

(3) The United Kingdom. The growth rate for 1955-60 of 2.4 per cent,
a year was unsatisfactory. If the persistent balance-of-payments obstacle to
expansion could be overcome, a better record could be achieved in the
present decade, within the limits imposed by a low level of unemployment
at the beginning of the period and a low rate of increase in the labour
force.

That, however, is just the point. The target for the European countries
as a group is reasonable if the growth rate in the United Kingdom can be
raised significantly. But the growth rates of the major continental countries
will not be high enough to make up for an inadequate rate in the United
Kingdom, given the latter's heavy weight in the aggregate.

Thus, although not easy, the overall target is reasonable; it is not so
high as to require the economy to be operated under forced draught, nor so
low that it will be reached by the mere passage of time. A few countries
will have to better their 1955-60 performance substantially, particularly the
United States and the United Kingdom because of their large weights and,
it may be hoped, also Canada and Belgium. All four have the potential
to do so.

Since the target will not be reached automatically, the third question is
relevant, namely, what are the authorities to do about it?

For the continental countries whose rate of growth has been satisfactory
the answer in the main is obviously that they do not have to do very much
that is different. Of course, they must see to it that public services and facilities
keep pace with the needs of the economy, and they must avoid falling into
the error of excessive total demand from over-ambitious plans or projects.
They must also see that there is adequate incentive to productivity growth
by not sheltering excessively the less productive enterprises and sectors of the
economy. Finally, as they cannot expect so powerful an impetus from balance-
of-payments surpluses and from pent-up demand in a few sectors, they will
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probab ly have to give greater a t ten t ion to main ta in ing real d e m a n d at a

s t imulat ing level. F o r the rest, t he re is no reason to suppose tha t they

cannot rely u p o n the creative energies of t h e enterpr ise system, wi thou t having

to dissipate the i r own energies by embark ing on a variety of new pa ths and

techn iques for s t imulat ing growth .

For t h e U n i t e d K i n g d o m the solution of the p r o b l e m is be ing sought

b y t h e author i t ies themselves along t h e mos t feasible lines. T h e weakness of

the balance of paymen t s m u s t be corrected by a faster g rowth of expor t s ;

t hen the growing vo lume of impor t s needed to suppor t a h igher rate of

g rowth of real d e m a n d would no t have to be held in check b y frequent

recourse to restraining policy measures . In this context , t he gove rnmen t is

t ry ing to give a significant s t imulus to b o t h exports and impor t s b y seeking

to jo in the C o m m o n M a r k e t . Grea te r expor t compet i t iveness involves, of

course , an end ing of con t inuous wage-cost inflation.

T h e p r o b l e m for the Un i t ed States, as indicated above, is to mainta in

economic activity closer to a fu l l -employment level and to avoid too m u c h

loss of g rowth t h r o u g h f requent recessions. W h y has t h e U n i t e d States had

this p r o b l e m ? First , t h e f reedom of the authori t ies to p u r s u e an expansionary

policy has been c i rcumscr ibed b y wage-pr ice inflation and, since 1958, by

balance-of-payments difficulties. (Th i s is discussed later in the chapter . )

Secondly, t h e policy ins t ruments used to counterac t business-cycle forces and

to main ta in full employmen t have been inadequate .

T h e impor t an t initiative by t h e Admin i s t ra t ion in propos ing to Congress

to provide for greater flexibility in fiscal policy is a imed at the latter difficulty.

T h i s wou ld give the Pres ident two new policy ins t rumen t s on a s t and-by

basis for s t imulat ing t h e economy w h e n d e m a n d and e m p l o y m e n t were

lagging: power to ini t iate a reduc t ion in income- tax rates, and power to

init iate an increase in publ ic capital improvemen t s . Leaving aside t h e ques t ion

of the appropr ia teness of these part icular proposals , one m a y say tha t greater

fiscal flexibility would he lp t h e author i t ies t o cope wi th t h e stabilisation

problem, as it would pe rmi t rapid and easily reversible fiscal act ion when

this was needed .

D u r i n g m u c h of t h e t ime since 1956 t h e U n i t e d States has found itself

wi th unused labour and capital resources, par t ly because a decision could not

b e m a d e on the appropr ia te fiscal action to induce t h e resources to be taken

u p for e i ther publ ic services or pr ivate wants . T o pe rmi t this state of affairs,

w h e n res t ra int is no t deliberately sought to counter inflationary tendencies

or to correct an external deficit, implies e i ther regret t ing t h e level of saving

tha t the pr ivate economy chooses for its own welfare or hop ing for a level

of inves tment wh ich t h e coun t ry ' s pr ivate enterpr ises consider unjustified

u n d e r existing d e m a n d condit ions. Ne i the r t h e regret nor the hope is wise in

a coun t ry like t h e U n i t e d States, where enterprises are enterpr is ing and the

dis t r ibu t ion of income is not so biased as to yield too m u c h saving for the

nat ion ' s needs . I t is ra ther fiscal policy which should make the necessary

adapta t ion. W i t h o u t it t h e U n i t e d States will risk cont inuing to have a rate
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of growth well below that of Europe — east and west. One might wish only
that flexibility could be provided in the other direction also — to allow more
prompt action against excessive demand.

T o w a r d s freer trade.

The past year has been particularly fruitful of new initiatives on the
road to freer trade. Together they underline the fact that commercial policy
has been irreversibly shifted onto a new tack. While their repercussions will
be gradual, they are bound to affect profoundly the shape of future economic
developments, not only for the western industrial countries but also for the
countries in the process of development.

Stage II of the Common Market. Since the signing of the Treaty of
Rome in 1957 the European Economic Community has been a major influence
on economic developments in the six member countries and has changed the
conception of the techniques by which trade barriers can be reduced under
present circumstances. This influence will be intensified by the success of the
Common Market in passing to Stage II of its transitional period in January
1962. This step is important above all because it shows the readiness of the
Six to compromise differences on basic issues of policy, as well as a political
will to achieve their grand design. In addition, it is significant from a legal
standpoint: although numerous matters of Community policy which will
eventually be decided by majority vote remain subject to the unanimity rule
during the second stage of transition, the future moves to Stage III and
finally to full integration will themselves take place automatically, in the sense
that only a unanimous resolution of the Council of Ministers can prevent
them. This in itself is a powerful assurance for the continued development
of the Common Market.

The major hurdle which had to be surmounted by the Council of
Ministers in January was to settle the broad lines of agricultural policy, as
France and the Netherlands were not prepared to go ahead with the move
to Stage II in the non-agricultural sectors alone. The essence of the agreed
future policy is that Community target prices for cereals will constitute the
basis of a system of common variable import levies to replace other forms
of support for a number of agricultural products. While it is intended that
the costs of such support should ultimately be borne by the import levies
alone, the latter will then be paid into the Community's general budget and
will not be tied a priori to expenditure in the agricultural sphere. For
Germany, as the major importer, the compromise reached involved accepting
the basic implication of this system of protection; for other countries,
notably France, it involved accepting a more gradual transition to the
new policy than they had wished, as well as some weakening of the link
between import levies and the subsidisation of agricultural development in
the Community.
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A l t h o u g h detailed implementa t ion of t h e agricul tural policy remains to

b e agreed u p o n in future negotiat ions, t h e en t ry in to Stage II has b r o u g h t

the a t t a inmen t of t h e goals embod ied in the R o m e T r e a t y appreciably nearer .

I t is indeed a mark of w i sdom in those responsible to have recognised t ha t

w h a t seem big obstacles today can s u c c u m b to gradual ad jus tment in the

course of t ime and tha t in any case the p rob lems themselves are liable to

change in our rapidly changing economy.

United Kingdom application for membership of the E.E.C. T h e o ther

initiatives in t r ade policy were all taken in t h e light of the new env i ronmen t

tha t is resul t ing from the integrat ion of the Six. F i rs t may b e men t ioned t h e

var ious reques ts for m e m b e r s h i p of or association wi th t h e C o m m o n Marke t ,

of w h i c h t ha t of t h e U n i t e d K i n g d o m has t h e wides t significance. F o r t h e

U n i t e d K ingdom, its applicat ion for m e m b e r s h i p , accompanied b y its accept-

ance of t h e full political and economic implicat ions of t h e R o m e Trea ty ,

represents a major change of course from tradi t ional policy.

I n t h e agricultural sphere t h e main p rob lems would seem to be those

connected no t wi th Brit ish acceptance of t h e E .E .C. ' s f a rm-suppor t system b u t

wi th C o m m o n w e a l t h exports , notably from Austral ia , N e w Zealand and Canada .

O t h e r C o m m o n w e a l t h difficulties m a y prove less serious t h a n previously t h o u g h t :

on t h e one hand , the Six appear increasingly to favour a policy of " m o r e aid,

less p re fe rence" towards the i r associated underdeve loped terr i tories, mainly

producers of tropical foodstuffs; and, on t h e o ther hand , the conviction is

growing — as evidenced b y t h e five-year ag reement o n co t ton textiles reached

in G . A . T . T . in F e b r u a r y of this year — tha t the W e s t has a responsibil i ty

for ensur ing satisfactory marke t outlets no t only for such foodstuffs b u t also

for manufac tu red exports f rom t h e less-developed countr ies . Un i t ed K i n g d o m

preferences o n manufac tu red impor t s f rom developed C o m m o n w e a l t h countr ies

are likely to b e less of a s tumbl ing-block t h a n t h e E . E . C , tariff on certain

C o m m o n w e a l t h semi-manufactures , notably lead, zinc, a l umin ium and wood-

p u l p , t h e last two of which are subject to the addi t ional complicat ion of be ing

p r o d u c e d in quan t i ty b y o ther m e m b e r s of the E . F . T . A .

T h e successful compromise of such differences is by no means a

foregone conclus ion; in fact, negotiat ions have no t yet reached a stage where

definite resul ts are foreseeable.

The tariff agreement in G.A.T.T. A n o t h e r event of impor tance in t r ade

policy was t h e satisfactory conclusion of t h e G . A . T . T . negotiat ions which had

been s tar ted in Sep tember i 960 following proposals m a d e by M r . Di l lon

w h e n h e was U .S . Under -Secre ta ry of State. Bo th the E . E . C , and the U n i t e d

K i n g d o m signed major agreements wi th the U n i t e d States in M a r c h of this

year, as a resul t of wh ich tariffs on a wide range of p r o d u c t s will be reduced,

broadly speaking, by 20 per cent . T h e U n i t e d K i n g d o m is expected to make

its reduct ions effective before t h e end of this year, t h e U n i t e d States in two

stages b y July 1963, and the E .E .C , gradual ly over t h e next few years as

t h e c o m m o n external tariff is established. I n addi t ion to i ts new concessions,
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the E.E.C, is taking steps under Article XXIV of the G.A.T.T. to incorporate
in its common external tariff all concessions previously made by one or more
of the Six acting individually.

The significance of these agreements is twofold. First, they should allay
fears that the establishment of the Common Market will encourage protec-
tionist policies in world trade. Secondly, they represent the first departure
from the item-by-item type of trade negotiation which has been followed in
G.A.T.T. since its inception. Unfortunately, the United States could not
accept a straight 20 per cent, "linear" tariff reduction because of restrictions
imposed by the existing Trade Agreements legislation. This was appreciated
by the E.E.C., which in fact granted more concessions than it received.

The Trade Expansion Bill in the United States. As it is evident that the
types of reciprocal concession that have been made within the G.A.T.T. for
many years are no longer feasible, the President of the United States has laid
before Congress a new bill designed to eliminate the restrictions of the older
legislation and hence to permit "linear" tariff negotiations as the only practical
means to freer trade. Three kinds of authority are sought by the bill. The
first is power to reduce existing tariffs by 50 per cent, in reciprocal negotia-
tions. The second is authority to reduce or eliminate tariffs on groups of
products for which the United States and the E.E.C, together account for
80 per cent, of world trade. This may be of limited significance at present,
but it will become very much more important if the United Kingdom —
and other countries — join the E.E.C. The third is power to free, in concert
with the E.E.C., imports from less-developed countries of tropical agricultural
products not produced in quantity in the United States. This reflects thé
widespread desire to ensure that underdeveloped countries participate in the
continued rapid expansion of world trade which is in prospect.

The bill also provides for "trade adjustment assistance", which shows
a will to face up to the implications of free trade for competition and
structural change in the domestic economy. However, the decision in March
1962 to raise the tariff on carpets and glass indicates very clearly the difficulties
with sectional interests that have to be overcome in pursuing a freer trade
policy. During the past eight years, in fact, resort by the United States to
increased protection (through tariffs or quotas) has not been negligible in scope
or amount.

T h e international p a y m e n t s p r o b l e m .

The main problem of the North American/west European economy is
still the imbalance in international payments, with the two reserve currencies,
the dollar and sterling, beset by weakness in the basic balance of payments,
roughly paralleled by a surplus position for the continental group of countries.
There has been significant movement towards a better overall balance in the
positions of many of the countries. This has been most evident in the
immediate changes away from large deficits or surpluses, as the case may be.
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The indications are also that the basic disequilibria are being corrected,
probably more so than is suggested by statistics as yet available; but these
statistics give emphasis more to what remains to be done than to what has
already been accomplished.

Many aspects of financial and economic policy have to some degree
had to reflect the requirements of the external payments problem, and the
past year has been noteworthy for the firmer hand with which policy has
been directed and, particularly, for the new departures that were made.

What is the essence of the complex of measures by means of which the
various authorities have been seeking to resolve the payments problem? With
regard to the basic disequilibria, the adjustment sought has two main aspects.
One is to use shifts in government net external transactions as part of the
mechanism of adjustment. The other is to influence market conditions so as
to secure shifts in private trade and capital flows; the United States and the
United Kingdom have exercised direct restraint on costs and prices to improve
their competitive positions and have tried to discourage net capital outflow;
the continental countries have "played the rules of the game" by giving quite
free rein to the monetary expansion inherent in their external surpluses so as
to reduce their trade surplus and to promote net capital outflow.

With regard to the immediate situation (as basic adjustments obviously
require time to take effect), action has been directed towards securing
temporary accommodation, maintaining order in the exchange markets and
having the means at hand to counteract possible speculative waves against
any of the financial centres. In all this, one can say that a new and more
determined effort at international co-operation has been evident among the
responsible national authorities. The Organisation for Economic Co-operation
and Development has provided a meeting ground for discussions among
governmental representatives, and the meetings at the B.I.S. have facilitated
co-operation among the central banks. This co-operation has shown itself not
only in international and bilateral arrangements but in changes of policy in
particular countries. Before the actions of the individual countries are discussed,
two international initiatives may be mentioned.

I.M.F. special funds. A major buttress to the international monetary
system was secured in December 1961 by the agreement among a group of
ten industrial countries enabling the International Monetary Fund to borrow
supplementary resources under Article VII. A sum of $6 milliard has been
pledged on a stand-by basis, the purpose of which is to put the Fund in a
position to aid a member of the group whose currency is threatened by a
flight of short-term capital. It is also intended to provide effective resources
in the event of a large drawing by the United States or others in the group,
without impairing the Fund's more usual operations. The special procedure
agreed upon for the use of the Fund involves the co-operation of this group
of countries and provides safeguards by leaving the principal decisions in the
hands of the lending countries.



— 19 —

There was initially some difference of opinion among the countries on
the ways and means by which this protection should be provided. From the
start, however, there was full accord on the need to safeguard the principal
currencies against large movements of funds and, particularly, to support the
dollar as the central currency of the whole system. It is not surprising that an
agreement to amass a fund of $6 milliard required some discussion of the
terms and conditions governing the use of the resources and even some
negotiation on the relative contributions of the various countries. If anything
is surprising, it is the ease and speed with which a compromise was found.

The operations of the Fund itself have been skilfully conducted so as to
contribute to better international balance. In 1961 net drawings on the Fund,
including the large U.K. drawing to fund the short-term assistance provided
under the Basle arrangements, were at a record level of $1.7 milliard, of which
less than one-fifth was provided by the United States.

Co-operation in the gold market. Another international effort was that
arranged among the central banks which meet monthly at the B.I.S., aimed at
maintaining the gold market on an even keel. The flare-up on the market in
the last quarter of i960 showed that an unchecked speculative movement in
gold could threaten the international monetary system and important steps
were taken at that time to minimise this danger. The U.S. and U.K. authorities
came to an understanding which facilitated intervention by the Bank of
England to overfeed speculative appetites; the United States made it illegal
for its citizens to buy or hold gold abroad; and the group of central banks
agreed informally not to purchase on the market when the latter was under
pressure.

This co-operation respecting gold has been strengthened at various times
during the past year - the understanding among the central banks being
changed when needed from month to month. When the supply on the market
was short the banks agreed to refrain from purchasing gold and to participate
with the United States in supplying gold to the market. In addition,
arrangements were made to avoid unco-ordinated buying, which had at times
contributed to the pressure on the market price.

Owing to the volume of ordinary central-bank operations during the
year, notably substantial sales of gold by the United Kingdom at the time of
severe pressure on sterling, it is not easy to determine the precise amount of
gold used specifically to prevent excessive movements in its price. The scale
of intervention varied according to need but was much less than the unofficial
guesses that have been in circulation. Of course, over the year as a whole
private demand absorbed only a part of the new supplies of gold coming onto
the market.

Strengthening the dollar. At the start of 1961 the policy-makers in the
United States were faced with a difficult dual problem - a recession in
economic activity and a balance-of-payments deficit. The margin of unused
resources in the economy was large and the recession likely to deepen unless
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c o u n t e r a c t e d b y e f f e c t i v e m e a s u r e s . T h e e x t e r n a l d e f i c i t , o n t h e o t h e r h a n d ,

a l t h o u g h p a r t i c u l a r l y l a r g e i n t h e l a s t m o n t h s o f i 9 6 0 o w i n g t o a flight o f

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

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

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

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

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

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

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

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

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

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

s p e c u l a t i o n . S u c h , i n b r i e f , i s t h e l o g i c a l f r a m e w o r k b e h i n d o f f i c i a l p o l i c y i n 1 9 6 1 ,

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

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

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

( 1 ) T h e i n t e n t i o n t o m a i n t a i n t h e i n t e r n a t i o n a l v a l u e o f t h e c u r r e n c y

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

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

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

( 2 ) W h i l e m a i n t a i n i n g m o n e t a r y e a s e b y p r o v i d i n g a m p l e r e s e r v e s t o t h e

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

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

t o s h o r t - t e r m c a p i t a l o u t f l o w . T o t h i s e n d , t h e F e d e r a l R e s e r v e ' s o p e n - m a r k e t

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

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

D e c e m b e r 1 9 6 1 i n t e r e s t r a t e s p a y a b l e o n d e p o s i t s o f s i x m o n t h s o r m o r e

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

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

( 3 ) O f f i c i a l d e a l i n g i n f o r e i g n e x c h a n g e , i n c l o s e c o n s u l t a t i o n w i t h

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

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

o p e r a t i o n s w e r e b e g u n b y t h e T r e a s u r y , w i t h t h e N e w Y o r k R e s e r v e B a n k

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

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

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

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

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

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

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

p r e v i o u s A d m i n i s t r a t i o n .

( 1 ) A g r e e m e n t w a s r e a c h e d , p a r t i c u l a r l y w i t h G e r m a n y , f o r s o m e o f f s e t

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

i n t h e U n i t e d S t a t e s .
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( 2 ) P r o c u r e m e n t a b r o a d u n d e r m i l i t a r y a n d a i d p r o g r a m m e s w a s r e s t r i c t e d .

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

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

p o s i t i o n o f U . S . i n d u s t r y .

( 4 ) R e v i s i o n s o f d e p r e c i a t i o n s c h e d u l e s f o r t a x p u r p o s e s w e r e i n i t i a t e d

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

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

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

( 5 ) C h a n g e s i n t h e t a x a t i o n o f b u s i n e s s e a r n i n g s a b r o a d w e r e p r o p o s e d

s o a s t o r e d u c e t h e i n c e n t i v e t o i n v e s t a b r o a d o r t o h o l d ' e a r n i n g s a b r o a d

p u r e l y t o g a i n a t a x a d v a n t a g e .

( 6 ) S t e p s w e r e t a k e n t o e n c o u r a g e f o r e i g n t o u r i s m i n t h e U n i t e d S t a t e s

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

$ 5 0 0 t o $ 1 0 0 .

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

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

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

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

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

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

s m a l l a n d h a s b e e n p r o c e e d i n g m o r e s l o w l y t h a n i s d e s i r a b l e . F o r 1 9 6 1 a s a

w h o l e , f o r e x a m p l e , t h e o v e r a l l d e f i c i t w a s $ 2 . 5 m i l l i a r d , a s a g a i n s t $ 3 . 9 m i l l i a r d

i n i 9 6 0 . B u t o f t h e r e d u c t i o n , $ 0 . 7 m i l l i a r d i s a c c o u n t e d f o r b y f o r e i g n d e b t

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

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

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

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

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

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

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

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

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

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

t r e n d c o n t i n u e d i n t o t h e first t h r e e m o n t h s o f 1 9 6 2 , w h e n e x p o r t s w e r e

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

o f 1 9 6 1 .

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

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

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

t h e e n d o f 1 9 6 1 , w h e n i t w a s d e c i d e d t o t a p e r o f f t h e fiscal s t i m u l u s t o e x p a n s i o n

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

S i n c e , a t t h e s a m e t i m e , c o n t i n u e d r a p i d e x p a n s i o n b a s e d o n r i s i n g c o n s u m e r -

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

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

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

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

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

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

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

p a s t y e a r i n d i c a t e a n e e d fo r a h i g h e r p r i o r i t y o n a c h i e v i n g a f a i r ly r a p i d

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

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

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

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

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

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

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

o f e x t e r n a l e q u i l i b r i u m t o o fa r i n t o t h e f u t u r e . T h e m a i n p a y m e n t s flows i n t h e

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

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

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

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

a n d s e r v i c e s i n t h e U n i t e d S t a t e s . A s u b s t a n t i a l i n c r e a s e i n t h e l a t t e r i s

e x p e c t e d .

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

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

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

b e i n g a p p r o a c h e d .

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

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

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

i m m e d i a t e a n d t h e l o n g e r - t e r m i n t e r e s t s o f t h e U . S . e c o n o m y . A s fo r e x p o r t s ,

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

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

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

y e a r o r t w o .

T h e A d m i n i s t r a t i o n ' s a i m t o s t i m u l a t e h i g h e r p r o d u c t i v e i n v e s t m e n t s o

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

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

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

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

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

fo r t h e m u c h h i g h e r l e v e l o f r e a l i n c o m e t h a t U . S . i n d u s t r y c a n a f fo rd t o

p a y i t s e m p l o y e e s . N o r is i t a p p a r e n t t h a t U . S . m a n a g e m e n t h a s m i s s e d m a n y

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

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

t o d o u b t t h e c o m m o n l y - h e l d j u d g e m e n t t h a t t h e U . S . b u s i n e s s m a n is g e n e r a l l y

m o r e r e a d y t o t a k e r i s k s t h a n h i s o p p o s i t e n u m b e r i n E u r o p e , t h a t h e m o r e
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easily changes old e q u i p m e n t for new, a n d tha t he still leads t h e wor ld in

new-p roduc t deve lopment .

Moreover , t he flow of internat ional business depends o n relative costs and

prices, in which product iv i ty is only one factor. T h i s under l ines the impor tance

of t h e Admin i s t r a t ion ' s efforts to ins t i tu te a wages policy and to p reven t a

new wave of rising prices. Some government responsibi l i ty in th is regard is

necessary to main ta in stable m o n e y w h e n monopol is t ic forces have been

cont r ibut ing to t h e process of creeping inflation. T h e fact tha t indust r ia l

prices decl ined somewhat du r ing t h e sharp recovery of 1961 suggests renewed

cost-consciousness on t h e pa r t of m a n a g e m e n t and labour . W h a t m u s t be realised

is t ha t cost and price-consciousness will have to b e main ta ined over t h e

longer run . Eu ropean indust ry , only in pa r t because of t h e C o m m o n Marke t ,

is in t h e course of developing a large mass marke t . In t h e years ahead it will

benefit f rom economies of scale, as U .S . indus t ry d id decades ago w h e n it

discovered mass -produc t ion m e t h o d s . A s E u ro p ean indus t ry has the oppor tun i ty

for some ca tch ing-up on Amer i can s tandards of product iv i ty , a t ight re in will

have to be kept on m o n e y costs and prices in t h e U n i t e d States to main ta in

the count ry ' s competi t ive posi t ion. T h u s , here again, it would no t seem p r u d e n t

to coun t too heavily on the possibilities of widen ing the t rade surplus , even

though wage costs in E u r o p e have been rising.

Finally, t he re is t h e ne t outflow of pr iva te long and s h o r t - t e r m capital.

U .S . capital exports have cont inued at a very h igh rate, t h o u g h the errat ic

movemen t s in the sho r t - t e rm outflow — very h igh in t h e four th quar te r of

last year and low in the first quar te r of this year — obscure t h e immedia te

t rend. Capi ta l inflow from abroad rose in 1961 b u t was still only a m i n o r offset

to capital expor ts .

T h e vo lume of foreign inves tment may subside t h r o u g h some change

in marke t forces; unless n e a r - t e r m indicat ions p rov ide t h e basis for substant ia l ly

more t h a n vague hopes, however , a review of policy measures will b e called

for. T h e r e is a wide marg in in this flow for improving t h e balance-of-

p a y m e n t s posi t ion and the policy ins t rumen t s now in tended to assist in

this direct ion are of l imited scope. T h e U n i t e d States is t h e only coun t ry

tha t has no t p u t major emphas i s in mone ta ry measures on external r equ i re -

ments , which has been seen to b e necessary since t h e r e t u r n to convert ibi l i ty.

M o n e t a r y ease has been main ta ined to encourage domes t ic recovery. A t the same

t ime t h e authori t ies have set their face firmly against exchange controls on

the various types of capital outflow, while clearly recognising t ha t the re

exist al ternative in s t rumen t s by means of wh ich t h e size of this outflow m a y b e

influenced. I t is necessary to see that , if t h e policy of mone ta ry ease p roduces a

large n e t outflow of capital, i t is ap t — instead of con t r ibu t ing to in ternal

recovery — to involve t h e main tenance of a marg in of u n u s e d domest ic resources,

ei ther because t h e capital expor ted is no t invested at h o m e or because i t p reven ts

more in ternal s t imulus by o ther policy measures .

Prevail ing opinion in t h e U n i t e d States appears to consider it m o r e

desirable t o move towards external equ i l ib r ium by raising the t r ade surp lus
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t h a n b y lowering the capi tal-account deficit. Besides the fact tha t it is no t

a ques t ion of "e i ther . . . o r " , this is a doubtful proposi t ion in p resen t

c i rcumstances , because the practical possibilities of raising the t r ade surp lus

over t h e nex t year or two are likely to b e considerably less t h a n the possibilities

of nar rowing the deficit on capital account . T h i s requires a t igh ten ing of

financial l iquidi ty and an appropr ia te incentive from a h igher level of in teres t

rates to a t t ract foreign inves tment funds to the Un i t ed States as well as to

keep U . S . funds at home . T h e r e is ample E u r o p e a n experience to show tha t

the possible internal restraint of a t ighter mone ta ry policy can be alleviated b y

fiscal and o ther policy means . O v e r the longer r u n the Un i t ed States, as a

great financial centre, should be an expor ter of capital and have an interes t

rate s t ruc tu re t ha t facilitates the inves tment of its excess savings overseas. G iven

its o ther bu rdens , however, t he Un i t ed States has n o excess savings on external

account at t he m o m e n t , and it is no t appropr ia te t ha t the combina t ion of policies

followed on bo th sides of the At lan t ic should be encouraging a ne t flow of capital

towards E u r o p e wh ich has to b e financed b y U .S . gold losses and the p i l ing-up

of sho r t - t e rm dollar liabilities.

E x t e r n a l p a y m e n t s o f cont inenta l countr ies . T h e r e has no t been a

consistent pa t t e rn of balance-of-payments changes over the past year a m o n g the

cont inental countr ies . In some countr ies , notably G e r m a n y , the Ne the r l ands ,

Switzerland and Portugal , there was a marked decline in the basic external

surplus . In contrast , however, the re were h igher surpluses in France , I taly and

Belg ium and, o n a smaller scale, in Aus t r i a and Sweden. O n balance, the re

has been some reduct ion in the surplus posi t ion of the Con t inen t as a whole .

T h e rise in official reserves, however, has been at a m u c h lower level, owing

principally to special compensa tory t ransact ions designed to hold d o w n reserve

gains and to a t u r n - r o u n d in shor t - t e rm capital flows.

Germany. T h e massive accumulat ion of gold and foreign exchange

reserves by the Bundesbank which cont inued th roughou t i960 was reversed in

t h e second quar te r of 1961. In tha t and the following quar te r reserves fell by

D M 3.9 mill iard, since w h e n m o n t h - t o - m o n t h fluctuations had resul ted in a

fur ther ne t decline of abou t D M 1.6 mill iard u p to t h e end of Apr i l 1962.

O v e r t h e same per iod t h e basic balance of p a y m e n t s moved conspicuously

closer to equi l ibr ium. F o r bo th these satisfactory deve lopments gove rnmen t

and cent ra l -bank measures were to a considerable extent responsible . T h e

measures taken were in par t designed to compensa te the under ly ing imba lance ;

in pa r t t hey a imed at correct ing it.

T h e essentially compensa tory financing was obtained in several w a y s : by

increased lending t h rough the I . M . F . and t h e I .B .R.D. , by p r e p a y m e n t of

foreign debt , and by the provision of special swap facilities to the commercia l

banks to encourage the expor t of sho r t - t e rm funds. T h e two former were

part icular ly impor t an t and accounted for D M 4.7 milliard, or about 35 per

cent. , of t h e t u r n - r o u n d in reserve m o v e m e n t s du r ing the twelve m o n t h s

end ing M a r c h 1962 as compared wi th a year earlier. Over the same period there

was a ne t improvemen t of D M 1.7 milliard in the commercia l banks ' foreign



— 25 —

position, while the total net short-term capital outflow (including unrecorded
items) amounted to just under half this size. During the time between the
revaluation of the Deutsche Mark and the United Kingdom's July measures the
export of bank funds stimulated by the provision of the swap facilities together
with the lowering of domestic money-market rates did not suffice to offset the
gross short-term capital inflow. Since then, however, the correlation between
changes in the banks' foreign asset portfolios and the net outflow of short-term
capital has been much closer. Since the beginning of 1962, with the basic accounts
closer to balance, the Bundesbank has in fact offered rather less favourable swap
terms for money exports than before; moreover, as from ist May it once again
authorised the payment of interest on foreigners' term deposits, which had been
banned since June i960.

Steps have been taken also to use direct government transactions to reduce
the basic external surplus. This involves higher expenditure on long-term
development aid and on foreign purchases of military goods. Actual outlays
have so far risen only moderately, but substantial commitments have been
made which will lead to a much larger volume of payments in the next
few years.

Finally, measures have been adopted in order to influence commercial
transactions through changes in market conditions. Even before the revaluation
of the Deutsche Mark the gradual abandonment of monetary restraint after
November i960 had indicated the authorities' intention to allow free play to
expansionary forces. The introduction of a regime of monetary ease was aimed
at affecting both the current and capital accounts of the balance of payments.
The currency revaluation of March 1961, on the other hand, had the double
purpose of influencing the surplus on goods and services and of enabling
internal expansionary forces to function with less danger of price inflation.

The impact of this policy in narrowing Germany's surplus went hand
in hand with other forces which were partially independent — the continued
rise in domestic wage costs, a generally slower rate of increase of export
demand and the upward trend of German payments on invisible account.

The results of all this show up strikingly in the development of the
current balance since the first quarter of 1961. The trade surplus for the
year was actually D M 1.4 milliard larger than that for i960, but this was
only because of the substantial net amounts earned in the first half; thereafter
a downward trend set in. Towards the end of 1961 exports virtually ceased
to rise, while greatly increased imports of consumer goods (and to some
extent also of food, owing to the inferior harvest) outweighed the decline in
imports of raw materials and semi-finished goods due to the slower rate of
industrial expansion and stock-building. In the first quarter of 1962 (allowing
for a change in the timing of trade statistics as from ist January) the trade
surplus was only about half as large as it had been a year earlier. The surplus
from services, including receipts from foreign troops, began to decline rather
earlier and had in fact disappeared completely by the end of 1961. Finally, the
outflow in the form of donations (mostly restitution payments) again rose by



— 26 —

several h u n d r e d million marks last year. T h u s , all in all, t h e cu r ren t surplus is

decreasing appreciably.

O n long- te rm pr ivate capital account t h e posi t ion is less satisfactory.

T h e ne t inflow decl ined in 1961 and t he re was even a small outflow in t h e

second half of the year, b u t only because a fall in G e r m a n res idents ' capital

expor ts was m o r e t han offset b y a reduct ion in the ne t impor t of foreign

capital after t h e Berlin crisis in Augus t . T h e main reason w h y G e r m a n

capital has no t sought more long- te rm e m p l o y m e n t abroad is the persis tent ly

h igh level of long- te rm interest rates wi thin the Federa l Republ ic . W h i l e

sho r t - t e rm rates have come d o w n be tween two and th ree percentage poin ts

since t h e a b a n d o n m e n t of t h e t i gh t -money policy, l ong - t e rm rates have fallen

little m o r e t h a n a point and remain only marginal ly below 6 per cent.

I n sum, however , G e r m a n y has m a d e a substant ia l ad jus tment i n i ts

external position, largely a t t r ibu table to s t rong and varied policy measures

directed to this end. Given t h e fact tha t gove rnmen t outlays abroad and

impor t s of consumer goods a n d services a re cont inuing to rise, it seems

unlikely tha t G e r m a n y will be absorbing internat ional l iquidi ty on a substant ia l

scale in t h e coming m o n t h s .

Netherlands. Balance-of-payments deve lopments in t h e Ne the r l ands since

the revaluat ion of the gui lder have resembled those in G e r m a n y in tha t t h e

coun t ry ' s p rev ious absorp t ion of in ternat ional reserves has b e e n hal ted, t h a n k s

largely to official policy measures . I n t h e Ne the r l ands , moreover , t he basic

external posi t ion has come m u c h closer to equi l ib r ium t h a n it has in G e r m a n y .

D u r i n g 1961 domest ic expansion was allowed to con t inue more or less

to the full possibilities of the economy — al though an agreement was reached

wi th t h e banks in July to set cer ta in l imits t o t h e g rowth of lending so as t o

avoid an inflationary outburs t . A t the same t ime other and m o r e direct steps

were taken to reduce the external su rp lus : the cur rency was revalued and t h e

expor t of long- te rm capital fur thered. A s a result, official reserves, including

governmen t foreign exchange balances, declined b y Fl . 200 mill ion over the

year, after an increase of Fl . 1.5 mil l iard in i960 . T h e whole of this m o v e m e n t

can be p u t d o w n to the cur ren t and long- te rm capital accounts , because an

increase of near ly Fl . 400 million in guilder drawings on t h e I . M . F . was offset

by a t u r n - r o u n d in the commercia l banks ' foreign posit ion and the re was little

change in o ther sho r t - t e rm capital i tems.

Since the end of last year, on the o ther hand , wi th the external posi t ion

in be t te r balance and the cu r ren t surp lus still falling, the Neder l andsche Bank

has enforced a m o r e restrictive mone ta ry policy in order to suppress in ternal

inflationary tendencies . T h e restr ict ions on credit expansion were substantial ly

t igh tened o n i s t January, a n d o n 25th Apr i l t h e d iscount ra te was raised

from 3 y2 to 4 per cent. Simultaneously, the outflow of b o t h pr ivate and,

m o r e especially, pub l ic long- t e rm capital has been b r o u g h t well below last

year ' s level, so tha t reserves actually rose by some Fl . 130 mill ion be tween

the beg inning of 1962 and the end of Apr i l , compared wi th a fall of m o r e

than twice tha t a m o u n t in the cor responding m o n t h s of 1961.
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T h e decline in the cu r ren t surp lus d u r i n g t h e per iod M a r c h 1 9 6 1 - M a r c h

1962 as compared wi th a year earlier resul ted entirely f rom a rise in t h e

t rade deficit; changes in o ther cur ren t i t ems cancelled one ano the r out . T h e

extent to which this m o v e m e n t was d u e to the cu r rency revaluat ion is difficult

to assess, since the persis tence of b o o m condi t ions in t h e D u t c h economy

last year •— more so t h a n in G e r m a n y — m a d e a somewhat larger t r ade

deficit p robable in any case. Ne i the r expor t pr ices expressed in foreign

currencies no r t h e t e rms of t r ade had risen above their pre- revaluat ion level

by the beg inning of 1962, wh ich suggests t ha t D u t c h expor ters felt unab le to

raise their pr ices u n d e r existing c i rcumstances ; in the event , however, t h e

expansion of D u t c h expor ts since t h e revaluat ion has p robab ly been l imited

more b y industr ia l capacity t han by d e m a n d factors. T h e increase in total

impor ts , on t h e o ther hand , has been modera t ed (as in G e r m a n y ) by lower

d e m a n d for raw materials and semi-finished p roduc t s , in line wi th t h e levelling-

off of industr ia l expansion and s tock-bui lding.

A s to long- te rm capital, government and former E . P . U . deb t p r e p a y m e n t s

plus deve lopment aid p roduced an outflow on publ ic account some Fl . 450 mil l ion

higher t han in i960 . In addi t ion, t h e author isa t ion of foreign flotations on the

Ne the r l ands capital marke t resul ted in a large ne t expor t of pr ivate l ong - t e rm

funds as against a ne t impor t in the previous year. T h e quo ta for such

flotations for t h e first t h ree quar te r s of 1962 has been cut by m o r e t han half

in view of t h e changed balance-of-payments si tuation.

Switzerland. T h e Swiss balance of p a y m e n t s in 1961 exhibi ted unusua l

features in two major respects . O w i n g to t h e cont inuing b o o m and a record

impor t surplus , t he re was a deficit on cur ren t account of some Sw.fcs. 800

million. Secondly, a gross capital inflow took place, whose abnormal p ropor t ions

even by Swiss s tandards (Sw.fcs. 4.6 mill iard, inc luding errors and omissions)

reflected pr imari ly speculative movemen t s after t h e M a r c h revaluat ions a n d

also t h e effects of the Berlin crisis. Since capital exports a m o u n t e d to Sw.fcs. 2

milliard, official reserves rose b y Sw.fcs. 1.8 mill iard. In the first qua r t e r of

1962 t h e t rade gap widened still further, totall ing over Sw.fcs. 1 mill iard,

compared wi th Sw.fcs. 720 mill ion in t h e cor responding per iod last year. By

t h e end of Apr i l 1962 t h e reserves had fallen b y abou t Sw.fcs. 400 mil l ion

since t h e second week in January .

A l t h o u g h Switzerland is a t radi t ional haven for savings from abroad, its

capital impor t s are in normal t imes m o r e or less offset by capital expor ts .

Hence , a capital surp lus of last year 's d imens ions is unlikely to become a

regular occurrence . Indeed, if t h e capital account is normal ly abou t in balance,

it can be argued tha t the cu r ren t deficit in 1961 was ra ther larger t han would

b e desirable u n d e r ord inary c i rcumstances .

W i t h t h e inflow of funds swamping any possible effects of t h e cu r r en t

deficit u p o n the g rowth of internal l iquidity, t h e Federa l author i t ies have had

to seek ways of reconcil ing domest ic restraint wi th t h e need to avoid aggravating

the external surplus . T o this end they have, in the first place, p rov ided
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resources totall ing Sw.fcs. 282 mill ion for compensa tory and deve lopment

financing in t h e form of loans to the U n i t e d K ingdom and the I .B .R .D .

respectively. Secondly, they have cont inued to encourage t h e expor t of pr ivate

long- te rm capital ; t he a m o u n t of foreign b o n d issues, in part icular , rose

substant ial ly after t h e beginning of 1961. Th i rd ly , t h e Na t iona l Bank has

endeavoured to inhibi t t he fur ther ne t inflow of funds b y influencing condi t ions

in the foreign exchange marke ts in co-opera t ion wi th o the r central banks .

D u r i n g t h e late s u m m e r and a u t u m n of last year it he lped to br ing d o w n the

discount on forward dollars by means of fairly large-scale purchases for

account of the Federa l Reserve Bank of N e w York. Finally, measures have

been adopted to restrict domest ic l iquidi ty and credit expansion, b u t wi thou t

raising interest rates and wi thou t a t t empt ing to improve t h e t r ade balance.

T h u s , the above-ment ioned forward dollar purchases were combined wi th

spot sales of foreign exchange to the commercia l banks ; bank balances and

Federa l funds have been sterilised at t he Nat iona l Bank; and another gent le-

m a n ' s agreement has been concluded wi th the banks set t ing limits to t h e

g rowth of lending a n d giving h igh pr ior i ty t o impor t credi ts .

T h e r e have also been requests m a d e to indus t ry to cut its inves tment

p r o g r a m m e ; such cuts would, of course, t e n d to reduce t h e t rade deficit. A

step of this kind, however, was necessary in view of the t r e m e n d o u s strain on

Swiss p roduc t ive resources and does no t be token any official re luc tance to

allow the impor t surp lus to rise at a t ime of excessive domest ic d e m a n d

pressure .

T h e fall in reserves since the beg inning of 1962 and the occasional

weakness of t h e Swiss franc on the exchanges dur ing the first quar te r suggest

tha t t h e efforts being m a d e to cope wi th last year 's undes i red external surplus

are pe rhaps beginning to bear fruit.

France. Since the first quar te r of 1961 the increase in official reserves in

F rance has not only been at a considerably h igher level t han in i 960 b u t

has become t h e largest in E u r o p e by a w ide margin . Between M a r c h 1961

and M a r c h 1962 reserves went u p by N F 4.1 milliard, compared wi th N F 2.7

mill iard over t h e previous twelve m o n t h s . T h i s occur red despi te t h e fact tha t

t h e general or ientat ion of the financial and economic policy pu r sued by the

authori t ies was consis tent w i th t h e r equ i r emen t s of the ba lance-of -payments

posit ion. I t was due in large measure to the buoyancy of exports and to

rising impor t s of pr ivate foreign capital for the purpose of bo th direct and

portfolio inves tment . T h e latter appears to have r isen fur ther since t h e

beginning of 1962 and is in pa r t of a speculative character .

A s in t h e o ther pr incipal cont inental countr ies , in ternal financial policy

was s trongly expansionary and from early 1961 onwards t h e vo lume of m o n e y

grew, in line w i th the external surplus , even m o r e rapidly t han it d id in the

previous year. T h u s , the authori t ies a imed to encourage t h e flow of m e d i u m

a n d long- t e rm credi t t o business enterprises , t hough , w i th wages and pr ices

moving upward fairly sharply, they also had to l imit t h e inflationary potent ia l

inheren t in t h e expansion of mone ta ry resources. T h e overall m i n i m u m
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l iquidi ty rat io of the banks was, therefore, raised early in 1962, while the

compulsory T r e a s u r y bill componen t of this ratio and the rate of interest on

T r e a s u r y paper were again lowered. T h e main tenance of financial ease led,

indeed, t o a vigorous g rowth of d e m a n d a n d ou tpu t , ne i ther of w h i c h had

shown any significant s low-down by t h e spr ing of 1962. I m p o r t s increased

accordingly; nevertheless, t he t rade surp lus widened because expor ts (to

countr ies outs ide the franc area) moved to a substant ial ly h igher level in t h e

first half of 1961. Expor t s benefited part icularly, as in Italy, f rom t h e upsu rge

of impor t d e m a n d in o ther cont inenta l countr ies .

Special gove rnmen t t ransact ions on capital account were unde r t aken in

order to compensa te in par t for t h e external surplus . La rge deb t p r e p a y m e n t s

were m a d e to former E . P . U . credi tors in A u g u s t 1961, comple t ing t h e

amort isa t ion of the coun t ry ' s m e d i u m - t e r m foreign debt , and pa r t of an

I .B .R .D . loan was repaid in F e b r u a r y 1962. T h e r e were also sizable F r e n c h

franc drawings on the I . M . F . However , t h e total a m o u n t of these various

t ransact ions came to little m o r e t han in i960 and t h u s d id no t p rov ide an

increased offset to the basic ba lance-of-payments surp lus . A few special

measures to liberalise remaining exchange controls were taken, inc luding two

increases in the touris t allowance and t h e freeing of overseas t ransact ions in

securities for F r e n c h residents . T o facilitate t h e purchase of foreign shares,

a r rangements have been m a d e recent ly to have a wider r ange of dealings on

t h e Par is stock exchange.

T h e development of F rance ' s s t rong surp lus posi t ion on its balance of

paymen t s since the cur rency stabilisation p r o g r a m m e was ini t iated at t h e end

of 1958 has indeed been a remarkable p h e n o m e n o n . I t has surpassed t h e

results t ha t could be ant ic ipated pure ly a n d s imply f rom t h e res tora t ion of

compet i t iveness b r o u g h t abou t by the devaluat ion.

O n t rade account , impor t s have r isen from a m o n t h l y level of abou t

N F 2.3 mill iard in 1958 to one of N F 2.8 mill iard in 1961, which m u s t be

considered modera t e alongside t h e resurgence of t h e economy. T h e franc

area 's newly-exploi ted resources of oil and na tura l gas have played an impor t an t

rôle in l imit ing the rise — being es t imated to have saved over N F 1.5 mill iard

(equivalent to $300 million) in foreign cur rency in 1961. In addi t ion, the re has

been a striking g rowth of F r e n c h expor ts f rom a m o n t h l y level of N F 2.1

mill iard in 1958 to abou t N F 3.0 mil l iard in 1961. Indus t r ia l exports , par t icu-

larly of p roduc t s like steel, a lumin ium, mo to r vehicles, aircraft, mach ine tools

and scientific ins t ruments , have registered very large gains, wi th t h e value of

sales abroad in a n u m b e r of cases doubl ing or even t rebl ing in the past th ree

years. A t the same t ime, var ious agricultural exports , such as cereals, fruit and

dairy produc ts , have also increased very markedly . T h e be t te r a l ignment of

F r e n c h prices and costs wi th those abroad resul t ing from t h e devaluat ion was a

necessary condi t ion for t h e resurgence of expor t s ; t he re is, however , evidence

of a n e w competi t ive spiri t in F r e n c h indus t ry , in pa r t associated wi th t h e

s t imulus which came f rom t h e format ion of t h e E .E .C . , in p a r t t h e p r o d u c t

of long-laid plans which have finally b o r n e fruit.
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I t is likely, therefore, t ha t a sizable external surp lus will pers is t and

tha t ways should be sought to lessen its in ternat ional impact as well as to

min imise t h e t endency towards inflation tha t it can have at h o me . A s general

policy is now based on the F o u r t h Plan, which aims at an annual g rowth ra te

° f S Vi pe r cent. , a m o r e expansionary internal policy cannot b e contempla ted .

Pe rhaps a fur ther lowering of sho r t - t e rm interest ra tes would he lp to limit

capital i m p o r t s ; it seems, however , t ha t it is lower costs for long- te rm

bor rowing which are needed to br ing abou t a real change in the ne t balance

on pr ivate capital account . T h i s would requ i re steps to increase the flow of

savings t o t h e long- t e rm capital marke t as well as to reduce t h e cost of

flotations o n t ha t market , wh ich would also benefit t h e domes t i c economy. A s

a m o r e immed ia t e offset to t h e external surplus , p r e p a y m e n t of foreign

long- te rm deb t offers considerable possibilit ies. It is clear also tha t agricul tural

policies which p roduce surpluses tha t have to b e expor ted at subsidised prices

do no t fit F rance ' s present ba lance-of -payments posi t ion; no r do they encourage

the shift of m a n p o w e r needed for t h e full deve lopment of t h e industr ia l

potent ial .

Italy. I taly 's external posi t ion has unde rgone a fur ther s t rengthening since

the spr ing of 1961. A t t h e e n d of M a r c h 1962 official reserves stood $343

mill ion above their level a year earl ier; in the previous twe lve -mon th per iod

t h e rise h a d b e e n $101 million. O f th is $242 mil l ion increase in t h e reserve

gain t h e m o r e favourable cu r r en t balance accounted for abou t $100 million,

t h e capital account for abou t $60 mil l ion and a t u r n - r o u n d in mone ta ry

m o v e m e n t s for the remainder .

T h e cur ren t surplus has shown a pers is tent r ising t rend . T h e t r ade

deficit fell after the first few m o n t h s of 1961, when impor t s for s tock-bui ld ing

levelled off and, s imultaneously, exports accelerated sharp ly ; in the first qua r t e r

of 1962 expor ts were seasonally weaker, b u t t h e t rade deficit was no t m u c h

m o r e t h a n half tha t of t h e previous year and the vo lume of foreign t r ade

was still expanding m o r e rapidly t h a n in o ther E u ro p ean countr ies . T h e

surplus on services cont inues to grow steadily, thanks to increasing ne t receipts

f rom tou r i sm a n d emigran ts ' remit tances .

T h e small increase in the net capital inflow was actually concent ra ted in

t h e earlier pa r t of 1961 and had d isappeared by the end of the year. T h e r e

was a fur ther rise in foreign direct inves tments and loans to t h e pr ivate

sector, increasingly offset in t h e second half of the year by an outflow of

Ital ian capital . A s regards mone ta ry movemen t s , t h e increase since M a r c h 1961

of lira drawings on the I . M . F . p lus the h igher outflow u n d e r o ther i tems was

insufficient t o compensa te for t h e large t u r n - a b o u t in t h e foreign posi t ion of

t h e credit ins t i tu t ions . T h i s deter iora ted over the past year, after a large ne t

b u i l d - u p in i960 .

Faced wi th this growing external surplus , t he authori t ies have cont inued

to encourage domest ic expansion while fur ther liberalising the foreign p a y m e n t s

régime. A s in previous years, t h e g rowth in t h e vo lume of money and credi t

was allowed to reflect t h e increase in t h e count ry ' s reserves; the Bank of
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Italy a u g m e n t e d t h e commercia l banks ' lending capacity b y according t h e m

special foreign exchange credi ts to the a m o u n t of $310 mil l ion in 1961, and

b y lowering the i r compulsory reserve rat ios f rom 25 to 22.5 per cent, on

13th January 1962. In addi t ion, a l ong- t e rm plan for h igher fiscal expend i tu re

o n publ ic inves tment a n d t h e economic inf ra-s t ruc ture was e laborated. I n t h e

sphere of foreign payment s the re was a fur ther l iberalisation of impor t s , no tably

of certain foodstuffs f rom t h e dollar area in July 1961 and of mo to r vehicles

from t h e Un i t ed K i n g d o m in Janua ry of this year. F u r t h e r m o r e , the first

steps were taken to open t h e I tal ian capital marke t to foreign b o n d issues,

and in D e c e m b e r Italian res idents were given permiss ion to t r ade in b o n d s

issued b y internat ional ins t i tu t ions of which Italy is a m e m b e r . Finally, full

lira convert ibi l i ty was gran ted to non- res iden ts at t he beg inning of 1962, w h e n

their capi tal-account balances were m a d e freely t ransferable to cu r r en t accounts .

A l t h o u g h this policy has not yet b rough t abou t a fall in the balance-

of-payments surplus , t h e Italian author i t ies have m a d e it clear tha t they have

n o desire to accumula te internat ional reserves bu t wish to employ the coun t ry ' s

external savings to s t imulate economic g rowth and t h e absorp t ion of remain ing

unemployed resources at home . Italian u n e m p l o y m e n t is in fact fast d isappear-

ing, and as domest ic incomes rise bo th official policies and t h e na tura l

economic m e c h a n i s m m a y b e expected to p u s h t h e external accounts m o r e

effectively in the direct ion of equi l ib r ium.

Belgium. I t was widely feared in i 960 tha t the loss of t h e Congo would

seriously weaken Belgium's balance of paymen t s . I t has b e c o m e clear, however ,

tha t these apprehens ions were exaggerated and t ha t the coun t ry ' s external

paymen t s s i tuat ion has in fact changed little. T h a n k s to t h e effect of official

measures on t h e inflow of funds, the Na t iona l Bank ' s reserves actually increased

ra ther m o r e in 1961 t h a n in i960 (B.fcs. 11.7 mil l iard as against B.fcs. 10

mil l iard) .

T h e r e has indeed, since t h e C o n g o b e c a m e independen t , b e e n a certain

loss in exports and invisible receipts, as well as initially some outflow of

pr ivate funds. Moreover , after the cu r r en t account had already m o v e d in to

deficit in the second half of i960 , the strikes which followed t h e gove rnmen t ' s

auster i ty measures resul ted in a fur ther deter iora t ion in t h e early m o n t h s of

1961. But since t hen exports and ne t invisible receipts have picked u p qu i t e

strongly, while impor t s , after showing no increase at all be tween M a r c h 1961

and t h e end of t h e year, rose abou t in line wi th expor ts in t h e first quar te r

of 1962. In t h e event, t h e cu r r en t surp lus for 1961 as a whole was m u c h

smaller than tha t of i960 b u t ra ther larger t han tha t of t h e b o o m year 1959.

T h e a im of t h e author i t ies i n taking s teps t o b r ing a b o u t t h e greatly

increased inflow of foreign funds du r ing 1961 was to improve t h e T r e a s u r y

si tuat ion wi thou t impair ing incentives to economic expansion. T h u s , o n t h e

one hand , t h e T r e a s u r y bor rowed B.fcs. 7.3 mill iard abroad at long t e rm,

and the r emainder of the publ ic sector a total of B.fcs. 2.2 mill iard. T h e

replacement by t h e T r e a s u r y of direct sho r t - t e rm foreign d e b t totall ing

B.fcs. 12.9 mill iard wi th indirect deb t owed t h r o u g h t h e commercia l banks
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had no effect on the balance of payments . O n the o ther hand , the main-

tenance of a generally h igh level of credi tor interest rates was designed to

induce pr iva te inves tment capital to enter — or no t to leave — the count ry .

W i t h the balance of paymen t s and the pub l i c finances bo th looking

m u c h healthier , official policy has a s sumed a dis t inct ly expansionis t tone since

t h e midd le of last year. Between A u g u s t 1961 and M a r c h 1962 t h e d iscount

rate was lowered in four stages from 5 to 4 pe r cent. , and by Apr i l long

rates, wh ich h a d b e e n t end ing d o w n w a r d s a lmost t h r o u g h o u t 1961, were

s tanding below 5 % per cent. , compared wi th nearly 6 pe r cent, a year earlier.

In addi t ion, measures were in t roduced on i s t January to make t h e mone ta ry

sys tem m o r e flexible by relaxing the banks ' previous "cover r e q u i r e m e n t s " in

T r e a s u r y bills and establishing a variable cash ratio.

Other countries. T h r e e o ther countr ies — Austr ia , Spain and Sweden —

added a total of $651 mill ion to the i r official reserves be tween M a r c h 1961

and M a r c h 1962, compared with $432 mill ion a year earlier. H i g h e r reserve

gains in Aus t r ia a n d Spain were principal ly d u e to increased bor rowing

abroad at b o t h long and short t e rm, a l though foreign direct inves tment and

earnings from tour i sm also rose. A t the same t ime t h e Spanish t rade balance

deter iora ted sharply. In Sweden, b y way of contrast , the re was a striking fall

in the t r ade deficit, combined , however , wi th a t u r n - r o u n d in shor t - t e rm

capital flows as t h e banks began to rebui ld foreign asset posi t ions previously

r u n d o w n dur ing the credi t squeeze.

Finally, reserves fell marginal ly du r ing t h e per iod u n d e r review in

D e n m a r k a n d Norway , and m o r e substantial ly in Por tuga l . T h e D a n i s h a n d

Por tuguese results reflect last year 's t r end in the basic balances, b u t in N o r w a y

the re was an outflow of sho r t - t e rm funds because t h e rise in long- te rm capital

impor t s (largely to finance purchases of ships) m o r e t han offset the cur ren t -

account deter iorat ion.

T h e d e f e n c e o f sterl ing. F inancia l and economic policy in t h e U n i t e d

K i n g d o m du r ing the past year has been di rected to the defence of sterl ing

and to t h e creat ion of an external posi t ion f rom which sus ta ined economic

g rowth would be feasible. A l t h o u g h some measures of res t ra int were taken in

the second quar te r of i960, the basic balance of paymen t s remained in

deficit, offset in tha t year by t h e substant ia l inflow of sho r t - t e rm funds. But

after t h e pressure on t h e dollar eased in Janua ry 1961, and part icular ly after

t h e m o v e m e n t of sho r t - t e rm funds was reversed following t h e G e r m a n and

D u t c h revaluations, t h e deficit posi t ion was ab rup t ly exposed. Start ing in

F e b r u a r y 1961, official reserves decl ined m o n t h by m o n t h , despi te the sub-

stantial t empora ry foreign exchange resources obta ined t h r o u g h the Basle

a r rangements . Consequent ly , wi th t h e outflow of reserves reaching a crescendo

in J u n e and July, t h e authori t ies init iated a series of measures o n 25th July

in t ended to correct bo th t h e immed ia t e and t h e longer - te rm si tuat ions.

T h e measures were a imed first at s topping t h e dra in on reserves and

at get t ing a quick reduc t ion in the external deficit. Hav ing ar ranged a
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substantial drawing on the I.M.F. in order to bolster reserves and to liquidate
the outstanding obligations incurred under the Basle arrangements, the authorities,
announced the following steps: an increase of io per cent, in excise and
purchase taxes so as to damp down private consumption ; a tight credit squeeze
to check stock accumulation and certain capital outlays; a self-denying
ordinance on the increase of expenditure in the public sector; a close review
of government expenditure abroad; and a 7 per cent. Bank rate to fortify
the credit squeeze and to turn the international net flow of capital in
London's favour.

In this swing to restraint there is an evident suggestion of play-back
from the exchange crisis of 1957. This time, however, the government took
the additional serious step of instituting a wages policy. This began with a
wage and salary pause, after which ways were to be sought of arriving at a
more rational determination of increases in money incomes. In addition, the
government set up the National Economic Development Council for co-operative
planning with labour and business for the purpose of promoting sound
economic growth. With an eye also on longer-term objectives, it was seeking
participation in the Common Market in an effort to stimulate productivity
and competitiveness through a freer flow of imports and exports.

The logical purpose' of these measures was to stop the continual erosion
of the competitive position of British industry and in the longer run to
establish the firmly rising trend of exports which was needed for sound
economic growth. Only in this way could the balance of payments stand the
rise in imports required for continuous expansion ; and only in this way would
an adequate surplus on current account be created as the firm basis for
lower interest rates that the London financial market needs to enable it to
play the rôle in the financing of international trade for which it has both- the
skill and the efficiency.

The rescue aspect of this programme worked with classical precision,
giving the kind of results that could reasonably be expected of it. From the
information available by budget time in April 1962, the basic balance-of-
payments position had shifted from a deficit to a small surplus, with imports
and the net outflow of long-term capital both on a lower level. In addition,
short-term funds had moved to London in substantial volume, official
reserves had risen, and repayments to the I.M.F. had got off to a good start.
The price of these gains was some easing of economic activity and the
creation of a margin of unused productive resources. One might say, therefore,
that the position of sterling was improved by shifting the cyclical position of
the United Kingdom vis-à-vis that of the outside world — a welcome gain,
but one which still had to be consolidated and extended. It may seem a
failure of the programme that exports did not rise to take up the "room
allowed for them" by the freeing of productive resources. But, although
governments are ever hopeful of such a short-term windfall, it is not an
automatic consequence of demand restraint ; the rise in exports must be expected
to materialise more slowly with the gradual improvement in relative costs and
prices and with the help of active demand conditions in foreign markets.
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The wage pause was a good beginning in this direction. The number
and size of wage increases were very restricted in the second half of 1961
and the early months of 1962, and the relative gain has been helped by rising
costs in many continental countries. The real trial period will be in the
future, however, when not only the good sense of labour and management
but also the determination of the government to make the wage negotiation
machinery yield reasonable results on a continuing basis will be put to the
test. Both the few breaches in the wage pause and the wage agreements
recently concluded which exceed the guide-lines indicated by the government
show that an easy victory is unlikely.

Official policy has been subjected to considerable criticism. In the main
this has concerned the tactics of its execution, about which some charges can
fairly be made. The July measures, for example, were late in coming, so that
the loss of reserves was larger than necessary; the Bank rate of 7 per cent,
seems on the high side, as it had to be reduced pretty soon because the
inflow of funds to London was larger than desirable; the government has not
held down its own expenditure to the extent anticipated; and, also, the
dosage of restraint may have been somewhat severe. Such faults, however, do
not imply a challenge to the basic strategy of official policy.

But this has also been criticised; as official policy involves a period of
readjustment and the containing of economic activity until the balance-of-
payments position permits a higher level of imports, there have been suggestions
of seemingly more attractive alternatives. An alternative strategy, hotly advocated,
is based on what may be called the "external balance through expansion"
theory. The idea is to press for expansion and productivity increase by
financial policy stimulus and to hold back the flood of imports by direct
controls in the hope that the gain in efficiency will eventually lead to an
adequate volume of exports. This is dangerous medicine, with many failures
and currency devaluations on its record in both industrialised and less
advanced countries. It has succeeded only in special circumstances — for
instance in small countries where the balance-of-payments problem was partly
structural, or in a large country, such as Germany in 1950, where there was
a large and obviously competitive export potential which could not be mobilised
at once. It in no way fits the present British situation, as expansion would
make the task of containing the rise in money incomes (the crux of the
problem) much more difficult, particularly as the spur of foreign competition
in the home market would be reduced. It must be remembered that the rate
of wage increase in the United Kingdom since 1953 has not only far outrun
the actual productivity increase but has been more than double the rate of
productivity increase likely to occur over the years under conditions of un-
inhibited expansion of real demand and economic activity.

Advocates of this course often seek support in continental experience,
which has been of rapid expansion and productivity growth and rising exports
going hand in hand. But they do not distinguish cause and effect; for on the
Continent the competitiveness and buoyancy of exports were there from the
start and have been the key element in expansion, high industrial investment
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and rising productivity — not the other way round. A true application of the
theory was in France in 1956-57, when expansion was pushed to the limit,
with disastrous reserve losses, full import controls, stagnant exports and two
devaluations as the consequences. When a wiser policy in France finally
prevailed, it took almost two years of stern restraint and economic pause to
correct the situation. The result on balance was that economic growth from
1955 to i960 was very probably less than it could have been otherwise.

The initial response of labour and management to the government's
incomes policy has generally been reasonably good in the sense that the wage
pause was successful. But as the wage pause occurred when there was a
sterling crisis and as there is a tendency for wage awards to edge ahead of
the guide-lines suggested by the government, it is not evident that the need
for a permanent change in attitudes towards the rise in money incomes has
been recognised. Moreover, no basic reform of the machinery of wage
negotiations has been undertaken by the government.

It is an axiom of political economy that no group in society — govern-
ment, labour, business, farmers, or even bankers — ever confesses to any
responsibility for inflation. But an objective appraisal of what the interested
parties have obtained by their past behaviour should, none the less, be
possible.

Since 1953 the principal inflationary factor in the British economy has
been rising wage rates. This has not come from freely competitive forces in
the labour market; only rarely did the pull on wages from excessive demand
bear any relation to the size of the wage increases, and even then higher
wage income contributed in large measure to making demand excessive. It has
resulted rather from the whole process of wage negotiation, with monopolistic
power groups on both sides of the bargaining table and with an arbitration
process that was not guided by considerations of the broader national interest.
With what result? It is a statistical fact that the greater part of the wage
rise has been lost to labour in rising prices. Even more, the momentum of
wages has pushed costs and money demand to levels that have continually
impaired the balance of payments and raised consumption demand to a height
that has persistently limited the volume of investment — essential for the
higher standard of living that was the object of the wage demands in the
first place. If some small section of labour has gained by this process, the
bulk has lost through the consequent slow growth of the economy. The way
in which the United Kingdom has lost ground relative to continental countries
over the past decade is shown in the following table, in terms of comparative
real per capita output. While some relative gains on the Continent were to
be expected, particularly in Germany and Italy, there was no reason why the
United Kingdom's commanding lead in 1950 should have largely evaporated
by 1961. In an economy where government policy maintains full employment,
labour's self-interest demands attention to price stability, competitiveness and
growth rather than to the danger of exploitation that unemployment formerly
made a real problem. Nor is management's task at this time fulfilled simply
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Comparative real per capita gross national products.

Countries

United Kingdom

Germany

Italy
Belgium

Netherlands

Denmark

1950 1955 1961

Average European price weights, U.K. per capita G.N.P. = 100

100

79

66

40

95

75

95

100

84

86

47

96

82

90

100

92

102

60,

99

87

103

Source : O.E.E.C., Comparative National Products and Price Levels, 1958; extrapolated to 1961 by real output
indexes.

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

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

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

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

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

I n t h e 1 9 6 2 b u d g e t t h e a u t h o r i t i e s s h o w e d t h e i r i n t e n t i o n t o m a i n t a i n

r e s t r a i n t i n t h e fiscal s p h e r e i n t h e i m m e d i a t e f u t u r e ; s o m e u s e f u l r e f o r m s i n

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

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

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

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

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

w o u l d c e r t a i n l y n o t m a k e s e n s e . I n s e t t i n g t h e i r s t a n d a r d o n a firm w a g e s

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

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

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

SURVEY OF ECONOMIC AND MONETARY DEVELOPMENTS.

I. T H E O U T P U T A N D D E M A N D S I T U A T I O N .

The development of demand forces and of production over the past
year has differed greatly as between the principal areas of the western
economy. On the continent of Europe, the western industrial countries as a
group experienced a slowing-down of the expansion of output in the first
three quarters of 1961; in the fourth quarter output again began to move
up more actively and it continued to expand in the early months of 1962. In
the United Kingdom there was a distinct break in the development after
July 1961, as demand and production were being contained in order to secure
an improvement in the balance of payments. In the United States, on the
other hand, the recovery from the recession was very strong during 1961,
but the rate of expansion in 1962 has been slower. As regards the two
latter countries, it is evident that the production trends were determined
entirely by the changing impetus from the demand side, as there was in
both a margin of productive capacity that would have permitted a higher
level of output. Among the continental countries, on the other hand, limitations
on the supply side were the dominant factor holding down the rate of
expansion, although there was in some countries and some industries an
easing of demand pressures.

Continental western Europe.

In analysing the production trends in the continental countries and
weighing their significance for, the future, it is important to see the two
fairly distinct phases that occurred over the past year — a pause in the
expansion in the earlier part of the period and a renewed rise in late 1961
and early 1962. Equally important is the blending of supply and demand
factors that lay behind these movements. These are rather difficult to distinguish
merely from the statistics of output and expenditure because they reflect the
interaction of both supply and demand; hence, the feel of the market is
needed to complete the picture.

The broad development in the continental countries is indicated by the
movement of the gross national product and its components shown in the
following table, although these data, which are on an annual basis, do not
bring out the new upswing in the last few months of 1961.
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Changes in the gross nat ional product and its components ,
at constant pr ices.

Countr ies

Aus t r ia . . . .

Denmark1 . . .

Fin land1 . . . .

France . . . .

Germany . . . .

Italy

Netherlands . .

Norway1 . . . .

Sweden 1 . . . .

United K ingdom

United States .

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

Sources of demand

Consumption

Private Public

Gross domestic investment

Total

Of w
fixed invE
plant and
equip-
ment

hich
stment in

dwell-
ings

Exports
of goods

and
services

Resources

Imports
of goods

and
services

Gross
national
product

in percentages

7.0
6.5

6.0
5.6

8.1
6.9

5.9
5.5

7.1
7.6

6.7
6.8

6.8
4.5

6.3
5.5

2.1
5.9

3.5
1.4

3.1
1.8

2.6
1.7

5.4
6.3

2.6
7.0

1.7
4.7

7.4
6.4

11.3
4.9

5.4
3.0

1.8
5.5

2.9
4.3

2.0
5.7

0.4
5.2

31.9
1.1

12.2
1.4

18.9
7.0

12.4
2.1

16.4
4.5

18.4
10.4

20.5
3.7

9.4
9.5

15.6
5.1

19.9
- 0.5

- 0.94

- 1.5*

7.9
5.1

:

6.7
6.0

16.9
10.7

20.9
13.2

12.7
8.5

0.2
9.4

4.1
6.3

9.2
7.9

5.0
1.4

3.8
14.2

4.7
2.2

3.6
4.3

5.0

- 2.2
3.0

1.9
8.3

- 2.7
8.1

13.4
4.6

— 7.9
0.5

11.1
8.4

8.3
3.8

14.4
6.1

15.3
5.4

13.4
4.2

19.1
17.6

13.1
4.0

9.3
6.3

12.12

3.72

4.0
2.4

14.0
0.8

20.5
7.7

10.0
3.8

25.6
6.9

16.7
6.9

16.9
9.0

36.7
15.0

16.8
7.4

11.4
8.7

18.13

0.3

10.4
0.1

— 2.9
— 0.4

8.4
4.8

7.0
4.5

8.6
6.8

6.4
4.4

8.8
5.3

7.7
7.9

8.2
2.5

6.2
5.6

3.9
6.5

4.3
2.3

2.9
1.8

1 In the case of Denmark, Finland, Norway and Sweden the official figures for domestic investment include
maintenance and repairs; as regards the latter two countries it has been possible to exclude these from the above
figures. 2 Including net income on services. 3 Imports of goods only. 4 Private investment and new civil
public construction.

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

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

f r o m i 9 6 0 t o 1 9 6 1 . T h e b i g g e s t d e c l i n e s o c c u r r e d i n G e r m a n y , A u s t r i a a n d

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

p r o n o u n c e d , w i t h t h e a n n u a l g r o w t h r a t e f a l l i n g f r o m 8 . 2 t o 2 . 5 p e r c e n t .

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

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

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

B y f a r t h e b i g g e s t g r o w t h i n 1 9 6 1 w a s r e c o r d e d i n I t a l y , w i t h a n a n n u a l r a t e

o f i n c r e a s e o v e r i 9 6 0 o f 7 . 9 p e r c e n t .

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

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

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

fixed i n v e s t m e n t t o c o n s u m p t i o n .

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

f a c t o r i n i 9 6 0 a n d i n a l l c a s e s t h e y h a d e x p a n d e d a t a h i g h e r r a t e t h a n t h e
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gross national product. In 1961 the rate of increase fell steeply in most
countries and was brought more into line with the overall growth rate. In
Germany, Sweden, Denmark and Finland it even fell below the latter.

The rate of expansion of investment in plant and equipment declined
in all continental countries except Norway and Sweden. It remained, however,
a strong expansionary factor, in several countries supplanting exports as the
main driving force behind the expansion. The building boom continued
unabated, gross investment in dwellings in 1961 generally increasing at a
faster rate than in the previous year.

Private consumption was hardly affected by the slowing-down in the
expansion of the gross national product and continued its upward trend at
a practically undiminished pace.

Public consumption showed rather erratic changes in its rate of increase.
In France and the Scandinavian countries it became a more important
expansionary element in 1961 than in the previous year. In the other countries
its rate of increase fell off, the sharpest decline being registered in Italy.

Stock-building ceased to be an expansionary factor in all the countries
mentioned, except Norway. The easing of the supply situation in steel
contributed materially to this decline.

The slowing-down of expansion on the Continent can in part be seen
as a passing of the expansionary process into a new phase. In most of the
countries the very substantial rise in output in 1959 and i960 had virtually
exhausted manpower reserves, so that a check to the high rates of economic
growth had become more or less inevitable. With overall demand very high,
output was bumping against capacity ceilings and inflationary strains became
more apparent, not only in the upward tendency of prices but also in the
rising volume of imports.

The scarcity of labour was not relieved by the decline in demand which
occurred in specific branches of the economy in a number of countries.
With the prospects for the overall level of demand still pointed upwards,
producers generally were not inclined to release labour in cases of a temporary
reduction of demand and output. This phenomenon of labour hoarding was
most obvious in Germany but probably played a not unimportant rôle in the
Netherlands as well. The importance of general labour scarcity is brought
out by the contrasting case of Italy; as there were still reserves of labour,
there was no slowing-down of the expansion of output.

In the Netherlands and Germany the labour shortage was made even
more acute by the movement towards shorter working hours. In the Nether-
lands, where this movement was abruptly accelerated in the first half of 1961
by the introduction of the five-day week, this alone was sufficient to cause
an actual decline in industrial production after the spring months.

However, the two factors of employment and working hours together
account for only part of the deceleration in the rate of growth in the continental
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Changes in employment, working hours

Countries

Austria1

Germany1

Italy3 . . .

Netherlands3

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

Employment

a n d p r o d u c t i v i t y in i n d u s t r y .

Hours worked
per worker

Industrial
production

Productivity
per man-hour

percentage change of the annual average over the previous year

3.2
2.7

1.0
1.0

3.6
2.0

4.2
5.5

2.8
2.7

- 0.9
- 0.9

1.3
0.4

- 0.2
- 1.9

1.3
- 0.5

- 3.0

10.9
4.6

10.5
5.0

1 1.5
5.0

15.5
9.5

12.9
1.3

8.5
2.8

8.0
3.6

7.9
4.9

9.4
4.4

10.2
1.6

1 Excluding construction and public utilities. 2 Manufacturing industry only. 3 Excluding construction.

l a b o u r p r o d u c t i v i t y p e r m a n - h o u r i n i 9 6 0 w a s r e d u c e d t o a b o u t 2 p e r c e n t ,

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

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

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

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

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

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

p r o d u c t i v i t y i n c r e a s e i n 1 9 5 9 a n d i 9 6 0 i n p a r t r e f l e c t e d t h e f u l l e r a n d m o r e

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

1 9 5 7 - 5 8 ; t h e r e c e s s i o n a l l o w e d a s p u r t i n p r o d u c t i v i t y w h i c h h a d a p p a r e n t l y

e x h a u s t e d i t s e l f b y 1 9 6 1 . I n p a r t a l s o , t h e s h i f t i n t h e s t r u c t u r e o f d e m a n d ,

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

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

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

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

N e t h e r l a n d s , m o r e o v e r , t h e l a r g e - s c a l e i n t r o d u c t i o n o f t h e five-day w o r k i n g

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

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

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

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

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

c o n t i n u e i n t h e c o m i n g y e a r s .

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

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

s i d e o f d e m a n d a f t e r t h e first q u a r t e r o f 1 9 6 1 . I n v e s t m e n t d e m a n d , a l t h o u g h

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

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

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

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

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

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

s l o w i n g - d o w n o f t h e e x p a n s i o n b r o u g h t t o l i g h t c e r t a i n i m b a l a n c e s i n t h e
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previous inves tment boom, thereby exposing some sectors to an actual

reduc t ion of demand . T h e relative stabili ty of t h e g rowth of consumer d e m a n d

in the face of decl ining overall rates of expansion can to a large extent be

explained b y the cont inued marked increase in wage incomes, influenced bo th

b y t h e pressures on the labour marke t and b y t h e large d e m a n d s m a d e by

labour in wage negotiat ions.

A n o t h e r general feature of the s lowing-down process in the countr ies

concerned was the sharp fall in t h e rate of g rowth of exports , especially

overseas exports . Except in G e r m a n y , however, t h e rate of increase of industr ia l

expor ts d id not fall be low tha t of industr ia l p roduc t ion , which suggests tha t

capacity ceilings were a l imit ing factor in this field as well.

T h e revaluat ion of t h e G e r m a n and D u t c h currencies early in M a r c h

1961 also cont r ibuted , however, to t h e s lowing-down of exports , par t icular ly

in G e r m a n y , where exporters in general increased their prices quo t ed in

foreign currencies , as t h e rise in wages had already m a d e severe inroads into

profit marg ins . In the Ne the r l ands expor ters generally left the i r prices in

foreign currencies unchanged . T h e easing of t h e E u ro p ean inves tment b o o m

may also have con t r ibu ted to the levelling-off of G e r m a n exports , as inves tment

goods form a relatively large par t thereof. In Sweden it was the decline in

foreign d e m a n d for t imber and pu lp which was a setback to expor ts .

Industrial production. T h e two phases of the o u t p u t t r end over the past

year can best be seen from the m o n t h l y indexes of industr ia l p roduc t ion . In

mos t countr ies there was a period in 1961 w h e n the curve of industr ia l

p roduc t ion t ended to taper off or to decline. T h e length of this per iod and

its t iming differed somewhat from coun t ry to count ry , b u t for the g r o u p as a

whole it occurred in the second and th i rd quar te rs of t h e year. In the four th

quar te r of 1961 and the first qua r t e r of 1962 t h e indexes of p roduc t ion

generally showed a renewed advance. Besides the basic forces which led to

the slower expansion of the economy, a falling-off of the increase in inventory

accumula t ion was a significant factor cont r ibut ing to t h e period of pause . T h e

cont inuing u p w a r d t r end of consumpt ion d e m a n d was the main factor which

led to renewed expansion in the closing m o n t h s of 1961 and in 1962.

In G e r m a n y industr ia l p roduc t ion decl ined moderate ly after t h e first

quar te r of 1961. In the a u t u m n it began to expand again at a t empera te pace,

so t ha t its level in the last quar te r was 4 per cent, above tha t a t ta ined a

year earlier. T h e cor responding rise in i960 had been nearly 8 pe r cent . In

Aus t r i a and the Ne the r l ands the levelling-off process was even m o r e marked .

I n Austr ia , where industr ia l p roduc t ion be tween the last quar te r of 1959 and

the last quar te r of i960 had risen by about 10 per cent. , t he rate of increase

was reduced to abou t 2 pe r cent, in the following year. In the Ne the r l ands

a rise in industr ia l p roduc t ion of 11 per cent, du r ing i960 was followed by

a decline which lasted u p to t h e a u t u m n of 1961. In the subsequen t recovery

t h e g r o u n d lost earlier was regained, so tha t b y t h e end of 1961 industr ial

p roduc t ion was again at the level reached a year before. In Sweden a rise
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Industrial production.
Ad jus ted monthly indexes: 1960 = 100.
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of 4.5 per cent du r ing i960 was followed by one of 3.1 pe r cent, in the

course of 1961. I t m a y b e added tha t in all four countr ies t he t r end dur ing

the last half-year, i.e. from O c t o b e r 1961 unti l M a r c h 1962, was a moderate ly

rising one a n d tha t prospects for t h e year 1962 as a whole are for a con-

t inuat ion of this t rend .

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

Countries

Change over previous
year

1960 1961

Change in
end-of-year

figures'

1960 1961

Change in

4th
quarter

1961

1st
quarter
1962

seasonally adjusted

in percentages

Austria. . .

Belgium . .

Finland. . .

France . . .

Germany . .

Italy . . . .

Netherlands

Norway. . .

Sweden . .

10.5

6.5

14.1

11.4

10.7

15.5

12.9

7.7

7.9

3.9

4 .2

7.2

5.7

6.0

9.5

1.3

7.1

3.3

10.1

2.7*

11.4

7.4

7.6

10.2

10.9

7.7

4 .5

2.2

5.8*

6.3

4.7

4.1

14.2

0.4

7.7

3.1

2.2

1.7

3.1

3.2

3.2

7.6

4.1

1.5

3.0

2.63

2.1

1.7

0.4

2.7

0.3

0.93

1 Fourth quarter over corresponding quarter of previous year. 2 Based on October-November figures, in order
to eliminate as far as possible the effect of the strikes in December 1960. 3 January and February.

O f t h e o t h e r d e v e l o p e d c o u n t r i e s o n t h e C o n t i n e n t , F r a n c e u p t o t h e

a u t u m n o f 1 9 6 1 e x p e r i e n c e d a s l o w e r r a t e o f g r o w t h t h a n i n i 9 6 0 , b u t a f t e r

t h a t t h e r a t e p i c k e d u p a g a i n , a n d a l t h o u g h o v e r 1 9 6 1 a s a w h o l e i n d u s t r i a l

p r o d u c t i o n i n c r e a s e d l e s s t h a n i n i 9 6 0 — b y 4 . 7 p e r c e n t , a s a g a i n s t 7 . 4 p e r

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

r e c e n t e x p e r i e n c e . I n I t a l y , w h e r e u p t o t h e t h i r d q u a r t e r o f 1 9 6 1 t h e e x p a n s i o n

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

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

1 4 p e r c e n t . , w h i c h c o m p a r e d w i t h a r i s e o f 1 0 p e r c e n t , i n i 9 6 0 . I n B e l g i u m

t h e r a t e o f i n c r e a s e o f i n d u s t r i a l p r o d u c t i o n w e n t u p f r o m 2 . 7 p e r c e n t ,

d u r i n g i 9 6 0 t o 5 . 8 p e r c e n t , i n t h e f o l l o w i n g y e a r , t h e s e f i g u r e s b e i n g

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

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

I n S w i t z e r l a n d a n d N o r w a y t h e e x p a n s i o n h a s g o n e o n u n a b a t e d u p t i l l

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

c o u n t r i e s . I n N o r w a y i n d u s t r i a l p r o d u c t i o n i n c r e a s e d b y a b o u t 8 p e r c e n t , i n

t h e c o u r s e o f 1 9 6 1 , t h e s a m e r a t e a s r e c o r d e d i n t h e p r e v i o u s y e a r . T h e

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

t h e s u b s t a n t i a l i n c r e a s e i n i n v e s t m e n t i n p l a n t a n d m a c h i n e r y a f t e r 1 9 5 9 .

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

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

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

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

c o n s u m e r g o o d s . T h i s w a s m o s t n o t i c e a b l e i n t h e c a s e o f A u s t r i a . T h e figures
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for Belgium, one of the countries where growth accelerated, reveal that the
accent shifted from consumption to investment. In Norway, on the other
hand, the expansion has now become more heavily based on the consumption
sector.

Increase in output of capital and consumer goods.

Countries

Austria

Belgium1

Germany

Italy

Norway3

Sweden

Capital goods Consumer goods

Increase in second half of year over corresponding period of
previous year

1960 1961 II 1960
[I

1961

in percentages

14.3

1.2

13.7

17.4

6.7

8.0

1.0

7.92

4.7

11.7

6.3

4.3

8.9

3.6

5.2

8.8

7.8

1.3

3.8

2.42

2.8

7.8

11.3

1.2

1 Producer goods instead of capital goods. 2 Third quarter. 3 Production for the home market.

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

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

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

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

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

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

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

T h e U n i t e d K i n g d o m .

I n t h e U n i t e d K i n g d o m t h e r e w a s a m a r k e d c o n t r a s t b e t w e e n d e v e l o p -

m e n t s b e f o r e a n d a f t e r t h e m e a s u r e s t a k e n b y t h e a u t h o r i t i e s i n J u l y 1 9 6 1 t o

p u t t h e e c o n o m y o n a n e v e n k e e l .

A t t h e b e g i n n i n g o f 1 9 6 1 t h e r e h a d b e e n n o g e n e r a l e x p a n s i o n f o r n i n e

m o n t h s . R e s t r a i n i n g p o l i c i e s d u r i n g i 9 6 0 h a d h e l d b a c k c o n s u m e r s ' a n d p u b l i c

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

t r e n d b e g u n i n t h e l a t t e r p a r t o f 1 9 5 9 . T h e r e h a d a l s o b e e n n o i n c r e a s e i n

e x p o r t s . I n t h e first h a l f o f 1 9 6 1 , h o w e v e r , a m o d e r a t e o v e r a l l a d v a n c e w a s

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

o f i n d u s t r i a l p r o d u c t i o n b o t h r i s i n g b y s l i g h t l y o v e r 2 p e r c e n t . T h i s w a s

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

o w i n g t o a n e a s i n g o f h i r e - p u r c h a s e t e r m s i n J a n u a r y , c o n s u m e r s ' e x p e n d i t u r e ,

e s p e c i a l l y o n m o t o r v e h i c l e s a n d o t h e r d u r a b l e s , i n c r e a s e d b y n e a r l y 2 p e r c e n t ,

( s e a s o n a l l y a d j u s t e d a t c o n s t a n t p r i c e s ) b e t w e e n t h e l a s t q u a r t e r o f i 9 6 0 a n d

t h e first q u a r t e r o f 1 9 6 1 ; t h e r e a f t e r i t r e m a i n e d o n a p l a t e a u u n t i l t h e a u t u m n .

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

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

r e a c h e d i n t h e s p r i n g o f i 9 6 0 . P u b l i c s p e n d i n g a l s o i n c r e a s e d n o t i c e a b l y a t t h e
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beginning of 1961 but fell back slightly in subsequent months. Stock-building,
on the other hand, was at a much lower rate in 1961 than in the previous
year, and this led to a fall in imports as well as to a decline in the domestic
output of steel, paper and certain chemicals.

The labour situation gradually tightened, until in the first week of July
the unemployment percentage had sunk to a four-year low of 1.2 and the
total of unfilled vacancies clearly exceeded the number of jobless. At the
same time wage rates and earnings advanced rather more rapidly than in
the preceding six months, though no faster than retail prices. Wi th manu-
facturing industry's selling prices increasing about as fast as its production
costs, the squeeze on profits was moderated.

Since the second half of 1961, following the government's July measures,
this pattern has changed significantly. The measures themselves increased retail
prices by some 1 % per cent, and, with hire-purchase terms tightened again
and the pay pause holding back rises in incomes, consumers' expenditure in
the final quarter was 1.2 per cent, below the level of the second quarter.
The consumer-durables industries, which had benefited earlier in the year, were
hardest hit by this. Fixed capital formation also turned down in the last
quarter of 1961, although it was still 2 % per cent, higher than twelve months
previously. The earlier trend in inventory movements was to some extent
reversed, owing, it would seem, to involuntary stock accumulation by manufac-
turers; distributors' stocks fell sharply in the second half of the year.

Industrial production declined slightly between August and October and
has shown little change since, though signs of recovery, particularly in the
motor-vehicle and metallurgical industries, became apparent towards the end of
the first quarter of 1962. The downturn affected most branches of industry,
except food, drink and tobacco, electricity and gas, shipbuilding and certain
chemicals, but was rather more pronounced in the manufacturing sector than
elsewhere. There was an increase in short-time working and by the beginning
of this year unemployment had increased to 2 per cent., subsequently remaining
at that level throughout the first quarter. Again there were some signs of a
change in March and April, when the number of unfilled vacancies, having
fallen steadily since July 1961, began to increase once more.

By April the significant features of the economic situation appeared to
fall under four main heads. First, with the ending of the pay pause money
incomes were resuming more pronounced growth. Secondly, private capital
spending, though still at a high level, had ceased to be the dynamic element
that it was between 1959 and 1961. If anything, investment plans were tending
downwards. Thirdly, commodity exports, which actually fell somewhat in the
second half of 1961, had begun to move ahead once more. The continued
expansion of sales to western Europe was being reinforced by a recovery of
exports to certain sterling-area countries, particularly Australia. Finally, the
economy's unused capacity, though probably not back at the end-of-1958 level,
was nevertheless such as to leave scope for a faster expansion of output when
the balance-of-payments situation permitted it.
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The United States.

During the first three quarters of the cyclical upswing in the U.S.
economy which began in February 1961 the rate of growth of the gross
national product (over 8 per cent, per annum) was comparable to, and even
marginally higher than, that achieved in the previous recovery of 1958-59.
The upswing, moreover, was more broadly based than last time, with all
components of domestic demand contributing to it in appreciable measure.
More particularly, this meant that government purchases of goods and
services played a relatively larger rôle in 1961 than in 1958 and private
inventory accumulation a relatively smaller one. Inventory movements were
nevertheless of primary significance in the recent expansion, showing a
turn-round from a $4.0 milliard liquidation in the first quarter of 1961
(seasonally adjusted annual rate) to a $5.3 milliard accumulation in the last
quarter. Of the various demand factors other than inventories, the most
important in absolute terms during the earlier stages of the present recovery
were government outlays, which rose by $8.2 milliard, and consumers' services,
which went up by $7.4 milliard. On a percentage basis, however, investment
in producers' durable equipment headed the list with a 16 per cent, increase
(from $24.2 to 28 milliard), followed by expenditure on consumer durables,
including motor-cars, which was 15 per cent, (motor-cars alone, 30 per cent.)
higher in the last quarter of 1961 than in the first quarter. Construction
outlays rose over the same period by $3.7 milliard, or 10 per cent., and sales
of non-durable consumer goods by $4.4 milliard, or 3 per cent.

The upswing began with productive capacities substantially underemployed
and has much improved their utilisation. At first, a higher rate of plant
utilisation was obtained through a reduction in short-time working and an
increase in overtime, but without any substantial rise in the employed labour
force. Between February and December 1961 output in manufacturing industry
went up by 14 per cent., while employment rose by only 3.5 per cent,
and the average working week was lengthened from thirty-nine to forty hours.
This yields a figure of slightly over 7 per cent, for the increase in productivity
per man-hour. As income payments to employees rose rather less, there
was the usual cyclical swing in the distribution of income in favour of
corporate profits, which went up by nearly one-third. The first significant
drop in unemployment occurred in November, and by March 1962 the figure
had fallen to 5.5 per cent, of the labour force.

Since the beginning of this year, however, the pace of expansion has
become considerably slower, although April saw a renewed improvement on
the results of the first quarter. The weakening of the recovery was most
evident in the industrial production index, which rose by barely one point
between the third and fourth quarters of the upswing, compared with an
increase of nearly seven points at the corresponding stage of the previous
cycle. Three principal factors have been directly responsible for this slackening-
off: first, the downturn in residential construction outlays after November;
secondly, a decline in motor-car sales after the turn of the year; and thirdly,
some falling-off in inventory accumulation, which was accentuated by the steel



wage settlement in March. Moreover, business fixed investment and consumers'
expenditure on durables other than motor-cars have not so far risen sufficiently
to enable the earlier rate of growth to be maintained. More generally, the
current recovery has depended to a far greater extent than the previous one
on increased demand for services as opposed to goods, and this seems to
have made it more difficult for the recovery to be sustained.

When one turns from the current cycle to the longer-term trend, it
becomes apparent that the same sort of factors have been behind the failure
of the U.S. economy in the past six years to exploit fully its productive
potential. In the following graph the cyclically more stable components of
demand over the past ten years, i.e. State and local-government purchases

and consumers' expenditure
on non-durables and ser-
vices, have been separated
from the more fluctuating
elements (excluding inven-
tories), i. e. consumers'
expenditure on durables,
Federal Government out-
lays and private fixed in-
vestment.
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in the Federal fiscal position from deficit to surplus. While there is certainly
no necessity for all demand categories to show an equal rising trend during
a period of general expansion, it would seem that business fixed investment
at any rate ought to have increased more in the second half of the 1950s
if the U.S. economy was to attain full-employment levels of output and
steady growth. In fact, the ratio in real terms of such investment (i.e.
producers' durable equipment plus private non-residential construction)
to the gross national product fell from 9.7 per cent, in 1955 to 8.4 per
cent, in 1961, these two years being roughly comparable from the cyclical
standpoint. Despite this declining share of productive investment in national
output, excess capacity and unemployment have tended upwards over the
period. It is therefore of some importance that the efforts now being made
by the Administration to give greater stimulus to business investment by
means of tax credits and more liberal depreciation allowances should not
be ultimately frustrated by a continued failure of final demand to rise in
line with the growth of productive capacity.

Eastern Europe.

Economic expansion in the eastern European countries' economies continued
at a high rate in 1961. Most of the growth in industrial production was due
to increased output per worker. In eastern Germany the rise in productivity
was actually greater than that in output, which points to the existence of
serious labour shortages there.

Central ly-p lanned economies:
National income, indust r ia l product ion and product iv i ty .

Countries

Bulgaria

Eastern Germany . . . .

Hungary . . . . . . . .

Poland

Rumania

U.S.S.R

Yugoslavia

Annual increases

National income

Average
1958-60 1961

Industrial production

Average
1958-60 1961

Output per worker
in industry

Average
1958-60 1961

in percentages

11/.

TA
8

TA
s'A
8

9'/,

B%

3

7

5/,

a
10

7

5

16/2

11/ .

ioy2

11/ ,

10

12

10/2

13

10

9

6

11

10/,

15/,

9

7

4'/,

7

9

6'/,

9

8

6

4

8

5

6/,

8

TA
9

4

4

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

c o u n t r i e s , s u c h a s R u m a n i a , P o l a n d a n d B u l g a r i a , w h e r e t h e i n d u s t r i a l s e c t o r

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

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

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

f o r s o m e y e a r s n o w b y J a p a n , I t a l y , w e s t e r n G e r m a n y , e t c .



A comparison of actual industrial production results in 1961 with the
plans for that year reveals that in the U.S.S.R. the targets were slightly
exceeded, and in Bulgaria, Hungary, Poland and Rumania the plans were
substantially over-fulfilled, while in Czechoslovakia and eastern Germany output
fell short of the targets. Within industry itself, output of capital goods continued
to rise faster than that of consumer goods in 1961, and the plans for 1962
give no indication of a change of direction.

In all countries national income rose less than industrial output. This
reflects mainly the generally disappointing agricultural results — Poland
excepted — due largely to the unfavourable weather conditions that prevailed
in these countries.

Quite apart, however, from what happened last year there is reason to
suppose that the relatively frequent changes in the directives regarding
production and, in particular, regarding the institutional set-up of agriculture
must have had a retarding influence. Furthermore, although the transformation
of farming into something like an industry holds out prospects of rapid
advance, it raises vast problems in connection with the training of labour and
managers, the more so because agriculture competes with the rest of the
economy in this respect.

Lastly, when what is happening in agriculture, and in industry too, is
looked at from a longer-term point of view and compared with what is
happening in other countries whose economic structure is more or less similar,
one finds that, although the data are not perfectly comparable, there is not
much difference as between West and East in the basic tendencies.

A g r i c u l t u r e and i n d u s t r y in s e l e c t e d E u r o p e a n c o u n t r i e s .

Countr ies

Greece

Denmark . . . .

Italy

Norway

Aust r ia

Germany (F.R.) .

Yugoslavia . . .

Rumania . . . .

Bulgaria . . . .

Hungary . . . .

Poland

U.S.S.R

Czechoslovakia .

Germany (D.R.) .

Agri-
culture

Share in
national
product1

Agriculture:
annual growth rate2

Vege-
table Animal Total

Industry:
annual growth rate2

Capital
goods

Con-
sumer
goods

Total

Share in total
investment3

Agri-
culture

Industry
and

building

in percentages

68

53

33

32

24

20

1 1

30

35

34

30

24

21

13

12

2'/,

4

3

4

/ ,

2%

3%

7

4/,

5

2'A

2

4

2

5/,

3

8

4

4

VA
3%
2%

6/,

4%

3'/,

VA
3

6

VA
6

3

5/,

3%

4

1

3

3

7

4/,

4%

2%

2%

VA
2

6

5/,

9'A
6

10%

11

15

14%

15

13

14'/,

12'/,

12'/,

12

4/,

7

5

TA

8

14

10'/,

1 1

8/,

11/,

10

g

10/,

9/,

5

g

6

g

9

14/,

13

12

11

13

11'/,

11

11/,

8/,

6%

IVA
VA

14/,

8

18/,

16'/,

13/,

20

12'/,

18/,

16/,

10/,

41

34

57

39

63/,

56/,

49/,

58

71

54

62

62

60

55/,

1 According to countries, in the period 1958-60. To reduce dissimilarities between western and eastern countries,
services have been excluded from the national product of the former group. 2 Period 1952-60 for western Europe
and Yugoslavia; 1950-60 for the other countries. 3 Generally 1959-60.



— s i —

In the industrial sector, both in eastern and in western countries, the
output of capital goods has over the last decade shown relatively higher rates
of increase than that of consumer goods; furthermore, growth rates of industry
as a whole have been higher than those of agriculture, and in all these
countries, with the sole exception of Czechoslovakia, the ratio of investment
in agriculture to total investment is smaller than the farm sector's share in
the national product.

The only way in which agricultural developments in the West and the
East seem to have differed is in the rise of vegetable and animal output.
While in five of the seven countries of western Europe included in the table
animal production has increased more than vegetable production (in western
Germany it has risen less and in Italy both have risen about equally),
eastern agriculture shows a less clear tendency, very likely because the
availability of feeding stuffs in these countries is a prerequisite for an expansion
of animal products.

The following table shows, for a number of western countries, the total
amount of savings (defined here as the part of the gross national product not

N a t i o n a l s a v i n g s , d o m e s t i c i n v e s t m e n t and t h e f o r e i g n b a l a n c e
(at current prices).

Countries Years

Gross
domestic

investment

1

Net export of
goods and
services =
net foreign
investment

Gross national savings
overall investment

3 = 1 + 2

in milliards of national currency units
as percentages

of
gross national

product

Austria

Denmark* . . .

Finland* . . . .

France

Germany . . . .

Italy

Netherlands . .

Norway* . . . .

Sweden* . . .

United Kingdom

United States .

1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961

36.0

40.0

12.8

13.9

541.7

612.2

55.5

58.0

75.7

83.3

4,746
5 , 3 5 8

11.6
12.2

9 . 6
10.9

16.8
18.1

4.7
4.8

72.4
6 9 . 6

- 1.4

- 0.4
- 0.6

- 14.2
- 2 3 . 9

3.3

3.1

8.0

7.3

6

135

1.2

0.6

- 0 . 9
- 1.5

- 0.6

- 0.2

3.1
4.0

36.6
40.0

12.4
13.3

527.5
588.3

58.8
61.1

83.7
90.6

4 , 7 5 2
5,493

12.8
12.8

8.7
9 . 4

16.2
18.1

4.5
4.8

75.5
73.6

24.7
24.7

2 7 . 8

2 7 . 0

34.1

34.5

20.6

19.8

29.6

29.2

24.9

26.2

30.1

28.9

27.2

2 7 . 3

25.9

26.6

17.7

18.1

15.0
14.1

* In the case of Denmark, Finland, Norway and Sweden the official figures for domestic investment include
maintenance and repairs; as regards Norway and Sweden it has been possible to exclude these from the above
figures.
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used for private and public consumption) in i960 and 1961 and the way in which
they went to increase the national wealth — either through domestic investment
or through a net increase in financial claims on other countries, the latter
also being the counterpart of net exports of goods and services.

Wi th the gross national product in most countries expanding less in
1961 than in the past two years and consumption, both private and public,
gaining in importance as an element of demand, total savings generally
increased only moderately. Expressed as a percentage of the gross national
product they even showed a decline in five out of the eleven countries
appearing in the table: Denmark, France, Germany, the Netherlands and the
United States. The largest relative decline occurred in the United States,
where savings also fell off in absolute terms. In Austria and Norway
the share of savings in the gross national product remained the same, by
and large, as in i960. In the United Kingdom, Sweden and Finland, and
even more in Italy, their share went up. It should be borne in mind that
the relatively moderate rise in savings in 1961 followed a year in which
they had generally increased substantially, as may be seen from the table on
page 38.

In a number of countries — notably Austria, Sweden and the United
Kingdom — part of the rise in savings in 1961 went to improve the foreign
balance, in others — for example Denmark, Norway and the Netherlands —
the foreign balance deteriorated in 1961, the increase in domestic investment
thus exceeding that in total savings.

Complete information about the contribution to national savings by the
various sectors of the economy is not available for most countries. In general,
however, it seems to have been the personal sector that in 1961 expanded its
savings, while corporate savings registered a decline, in some countries in
absolute terms, in others at least in relation to the value of production.
This shift in the sectoral pattern of savings ran more or less parallel to the
shift in the distribution of income which occurred in a number of countries
where wage pressure was strong. The consequent reduction of profits generally
led not to a corresponding cut in dividend payments but to a decline in
retained profits and hence in the possibilities of self-financing. With private
investment expenditure continuing to rise, this goes a long way to explain
the greater recourse which enterprises had in 1961 to external sources of
finance, notably the capital market.
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II . M O N E Y , C R E D I T A N D C A P I T A L M A R K E T S .

Since the return to convertibility in 1958 monetary objectives and
techniques have undergone extensive changes. These have been made in
response to two distinct, though often interrelated, external considerations.
First, the emergence of disequilibria in the basic external accounts of various
countries has led to large-scale shifts in international currency reserves. This
has posed the question of how far and how fast these shifts should be
permitted to be reflected in changes in the domestic credit base, thereby
helping towards the restoration of external equilibrium. Secondly, under
convertibility there has been a new freedom for arbitrage and speculative
funds to move in response to international interest rate differentials and
exchange rate uncertainties, which has exercised an important influence of its
own in shaping policy. In this regard policy measures have taken diverse
forms, depending on the individual country's need to attract or repel capital
and on the type of capital in question.

Under these conditions external considerations have in some cases been
in conflict with domestic monetary objectives relating to employment, growth
and price stability. But these very conflicts, by throwing into relief the
constraints that convertibility places upon the use of monetary policy for
domestic purposes, have contributed to a reappraisal of the need for a wider
gamut of economic policy instruments. As a result, three favourable policy
developments have been seen over the past year or so. First, more emphasis
has been placed upon fiscal and wage-price policies as a means for dealing
simultaneously with structural problems of growth and external imbalance.
Secondly, as a corollary to this, monetary authorities have in some cases been
freer to direct policies more towards shorter-term external considerations. And
finally, where policy conflicts have persisted, new efforts have been made to
employ monetary instruments more selectively so as to deal, though within
narrow limits, with external and internal needs independently.

In the light of the foregoing remarks, several questions are of special
interest in assessing national monetary policies since the beginning of 1961.
To what extent were the policies adopted compatible with the requirements
of both domestic and international equilibrium? Where there were competing
objectives, how was policy fashioned so as to deal more selectively with
each? Finally, where a conflict of ends still remained, what was the nature
of the compromise reached by the monetary authorities ?

The changing objectives and techniques of monetary policy.

In the United States monetary policy in 1961 and early 1962 was
oriented predominantly towards the domestic scene. In order to strengthen the
forces making for economic recovery, conditions of credit ease were maintained
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with little perceptible change over the entire period. In order to minimise
the tendency for funds to move abroad, monetary and debt-management
policies were closely co-ordinated and shaped so as to buoy up short-term
interest rates while bringing downward pressure to bear on longer-term ones.
While these efforts may have limited the outflow of capital, both the short-
term and the long-term capital outflows were still large. Looking further ahead,
it was hoped that credit ease would contribute to strengthening the country's
basic external balance. For, in anticipation of approximate balance in the
Federal budget, relatively low interest rates and ready credit availability were
considered necessary to transform the additional margin of national saving
into productive private investment. This seemed to accord with the Admin-
istration's view that a basic improvement in the country's competitive position
would largely depend upon an acceleration in the rate of domestic investment.

By contrast, monetary policies in most western European countries were
more directly oriented to external considerations. The extent to which this
was so, however, varied with the circumstances and general economic aims of
the countries concerned.

In the principal continental countries the monetary authorities' attitude
towards credit expansion in 1961 bore a certain common imprint. Appro-
priately enough, it was in these countries, where external reserve positions
have been most substantially built up in recent years, that bank credit was
permitted to increase most rapidly. Thus in Germany, France, Italy, Belgium,
the Netherlands, Switzerland and Austria commercial-bank loans to the private

Changes in commercial-bank lending to the private and publ ic sectors .

Countries

Claims on private sector

Percentage change

1960 1 9 6 1

Outstanding
at end of

19611

Claims on government

Percentage change

1960 1961

Outstanding
at end of

19611

United States .

Canada . . .

Austria . .

Belgium . .

France . . .

Germany . .

Italy . . . .

Netherlands

Switzerland.

United Kingdom

Denmark . . . .

Finland5 . . . .

Norway6 . . . .

Sweden . . . .

Japan7

+ 5.9

+ 4.7

+ 20.7

+ »5.4

+ »5.3

+ 15.1

+ 22.6

+ 19.9

+ 20.2

+ 14.0

+ 16.4

+ 22.0

+ 10.9

+ 7.4

+ 21.9

5.2

5.4

+ 16.7

+ 18.4

+ 19.5

+ 18.1

+ 19.6

+ 17.1

+ 20.4

+ 1.7

+ 12.6

+ 15.7

+ 10.2

+ 3.7

+ 22.0

127.1
8.2

5 2 . 4 2

57.8
74.1
42.13

9.3
4.3

14.5

3.6
11.7*

368.4
13.1
15.8

11.0

+ 3.2
+ 8.6.

+ 5.2

+ 15.1

+ 14.8

+ Ö.7

+ 1.5

+ 21.1

- 17.5

- 4.4

- 1.6

- 16.0

+ 20.9

+ 10.6

+ 18.9

+ 29.2

- » 8 . 4

— 7 . 7

+ 4 . 0

+ 8.7

+ 7.1

+ 0.8

+ 0.7

+ 18.0

88.7
4.7

90.7
10.3
2.1
2.3
2.6
0.3

2.8

51.2
2.3
4.2

0.5

1 In milliards of national currency units; for Italy and Japan, in thousand milliards. 2 Commercial credits of all banks.
3 Includes only loans to business and private customers, " Advances only. s Includes Post Office Savings Bank.
6 Includes savings banks, 7 All banks,



— 55 —

sector rose by close on one-fifth in 1961. Such specific credit measures as
were taken were directed less at altering the rate of credit growth than at
keeping bank liquidity under orderly control by easing strains and absorbing
excesses. From the external angle, credit expansion on this scale was clearly
conducive to an improved equilibrium in the world economy. Domestically,
moreover, it seems in most cases to have contributed to a sustained rise in
output. While in some of the countries this entailed a certain risk of inflation,
the price increases that occurred were in fact mostly due to special factors.

A striking development of the year was the reorientation of German
monetary policy towards external payments objectives. Commencing in
November i960 and continuing up to about the middle of 1961, credit
restraint was progressively relaxed. In this context the revaluation in March
1961 was intended to help to protect domestic price stability. In France, under
the influence of the continuing large external surplus, monetary policy was
principally aimed at bringing bank liquidity under better control. The monetary
authorities in Italy, confronted with a declining trend of bank liquidity, reduced
the banks' reserve requirements in January 1962 in order to avert an automatic
braking of the credit expansion. In Belgium a strengthening of the budget and
external positions permitted a general lowering of interest rates from August
1961 onwards.

The Swiss authorities continued to encourage the export of surplus
liquid funds by maintaining low interest rates, and also had recourse to
several special measures in 1961 in order to sterilise part of the massive
influx of speculative and flight capital from abroad. The Netherlands, which
has for similar reasons kept short-term interest rates low for several years,
moved still closer to the Swiss pattern in 1961 by permitting a substantial
volume of foreign bond issues to be floated on the Dutch capital market.
Although in Switzerland, the Netherlands and Austria the growth of bank
credit remained relatively unimpeded in 1961, all these countries took action
early in 1962 to slow down the expansion.

A different set of circumstances prevailed in 1961 in the United Kingdom
and the Scandinavian countries, where monetary policies were aimed more
specifically at restricting the growth of credit. A weak or deteriorating external
position was an important underlying consideration in all these countries
except Sweden. And without exception, though in the United Kingdom only
up to the summer of 1961, excessive internal demand pressures constituted a
basis for restrictive credit policies.

The policy of credit restraint adopted by the United Kingdom con-
trasted with the conditions of credit ease maintained in the United States,
although both countries were faced with a fundamentally weak external position.
This divergence is largely to be explained by the heavy immediate external
pressure on sterling in 1961, together with the fact that home demand and
employment in the United Kingdom were at high levels at mid-year. In the
first six months of 1961 credit conditions became gradually more stringent;
then in July, when the flight from sterling led the government to introduce an



Changes in official discount

Country and
date of change

A u s t r i a
17th November 1955 . .
23rd April 1959 . . . .
17th March 1960. . . .

Belgium
28th August 1958 . . .
8th January 1959 . . .
24th December 1959 . .
4th August 1960. . . .
24th August 1961 . . .
28th December 1961 . .
18th January 1962 . . .
22nd March 1962 . . :

Denmark
15th August 1958 . . .
19th September 1959 .
26th January 1960 . . .
23rd May 1961

Fin land 1

1st October 1958 . . .
1st April 1959 . . . .
30th March 1962. . . .
28th April 1962 . . . .

France
16th October 1958 . . .
5th February 1959 . . .
23rd April 1959 . . . .
6th October 1960 . . .

Germany
27th June 1958 . . . .
10th January 1959 . . .
4th September 1959 . .

Official
discount

rate
in %

S
41/,
5

3%
3%
4
5
4%
4%
4%
4

4%
5
51/,
6%

7%
6%
a
7

4 %
4 %
4
3%

3
2 %
3

Country and
date of change

Germany (contd.)
23rd October 1959 . . .
3rd June 1960
11th November 1960 . .
20th January 1961 . . .
5th May 1961

G T66C 6
1st May 1956
1st April 1959
1st October 1959 . . .
1st April 1960
1st November 1960 . .

Iceland
2nd April 1952 . . . .
22nd February 1960 . .
29th December 1960 . .

I re land
28th November 1958 . .
29th January 1960 . . .
30th June 1960 . . . .
3rd November 1960 . .

Nether lands
15th November 1958 . .
21st January 1959 . . .
16th November 1959 . .
25th A p r i l 1962 . . . .

Spain
22nd July 1957 . . . .
3rd August 1959. . . .
1st April 1960
9th June 1961

rates since 1959.

Official
discount

rate
in %

4
5
4
3%
3

11
10
9
7
6

7
11

9

41/,
4%

5 V«2

3
2 %
31/,
4

5
S'Ä
5 %
S

Country and
date of change

Sweden
3rd May 1958
15th January 1960 . . .
6th April 1962

Switzer land
15th May 1957
26th February 1959 . .

Turkey
6th June 1956
29th November 1960 . .
1st July 1961

United Kingdom
20th November 1958
21st January 1960 .
23rd June 1960 . .
27th October 1960 .
8th December 1960
26th July 1961 . . .
5th October 1961. .
2nd November 1961
8th March 1962 . .
22nd March 1962 .
26th April 1962 . .

United States
7th November 1958 . .
6th March 1959 . . .
29th May 1959 . . . .
11th September 1959
10th June 1960 . . .
12th August 1960 . .

Official
discount

rate
In %

41/,
5
4'A

2%
2

6
9
VA

4
5
6
sy,
s
7
6%
6
5%
5
4'A

2 y,
3
31/,
4
31/,
3

1 Basic rediscount rate. 2 As from November 1960 the rediscount rate for Exchequer bills, fixed monthly.
The rate fixed on 5th May 1962 was 4!/ie per cent.

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

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

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

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

i n t e r e s t r a t e s f o r f o r e i g n f u n d s . T h u s , a s B a n k r a t e w a s l o w e r e d , first i n

t w o s t e p s i n t h e a u t u m n a n d t h e n t h r e e t i m e s i n M a r c h a n d A p r i l 1 9 6 2 , n o

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

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

I n t h r e e S c a n d i n a v i a n c o u n t r i e s — D e n m a r k , N o r w a y a n d F i n l a n d — a

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

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

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

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

b y a n i n f l o w o f s h o r t - t e r m f u n d s f r o m a b r o a d . I n S w e d e n , o n t h e o t h e r h a n d ,

t h e c e n t r a l g o v e r n m e n t ' s c a s h b u d g e t d e f i c i t , w h i c h h a d a l r e a d y b e e n s i z a b l y

r e d u c e d i n i 9 6 0 , c h a n g e d o v e r t o a s u r p l u s i n 1 9 6 1 a n d p e r m i t t e d s o m e

r e p a y m e n t o f s h o r t - t e r m g o v e r n m e n t d e b t h e l d b y t h e c e n t r a l b a n k .
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T h e money supply, quasi-monetary assets and interest rates.

The differences in national monetary policies were reflected in the
behaviour of liquid assets and interest rates over the past year. In relation
to the growth in gross national products, the increase in the stock of money
and quasi-monetary assets tended to be greatest in the central group of
continental countries, where credit expansion was rapid and credit policies
permissive. Measured in this way, the increase in liquidity in all these
countries was appreciable compared with the changes in i960, although in
Austria, Belgium and Germany a strengthening of the public finances tended
to limit the size of the increase.

In none of these countries, moreover, was the central bank's discount
rate raised in 1961, and in two of them — Germany and Belgium — it was
substantially lowered. Late in April 1962, however, the Nederlandsche Bank
increased its discount rate from 3 % to 4 per cent.

Money supply, quasi-money and gross national product.

Countries Years

Money supply

Currency Demand
deposits Total

Quasi-
money

Money
and

quasi-
money

Gross
national
product

(at market
prices)

annual averages, in milliards of national currency units

Money
supply

Money
and

quasi-
money

as percentages of
gross national

product

Austria

Belgium

Denmark

Finland

France

Germany

Italy

N e t h e r l a n d s . . . .

N o r w a y

Sweden

Switzerland . . . .

United Kingdom. .

Canada

United States . . .

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

18.0
19.9

121.9
127.6

2.7
2 .9

63.1
69.6

37.1
42.2

20.1
22.0

2,398
2,648

4.8
5.2

3 .5
3.6

6.1
6.5

6.7
7.3

2.1
2.2

1.8
1.9

29.0
29.1

14.5
15.3

93.1
98.4

7.3
8.0

78.8
83.7

50.1
59.4

24.7
27.0

4,270
5,004

6.1
6.6

3.7
3.9

5.0
5 .3

11.1
12.8

3.7
3.7

4 .0
4 .5

1 1 1.3
113.3

32.5
35.2

215.0
226.0

10.0
10.9

141.9
153.3

87.2
101.6

44.8
49.0

6,668
7,652

10.9
1 1.8

7.2
7.5

11.1
11.8

17.8
20.1

5.8
5.8

5.8
6.4

140.3
142.4

37.8
42.4

41.0
48.1

10.5
11.3

470.0
555.3

7.8
10.9

57.1
64.7

5,009
5,805

13.0
14.7

1 1.1
1 1.9

36.1
37.8

26.5
30.0

2.5
2.6

7.2
7.6

68.1
78.3

70.3
77.6

256.0
274.1

20.5
22.2

611.9
708.6

95.0
112.5

101.9
113.7

1 1,677
13,457

23.9
26.5

18.3
19.4

47.2
49.6

44.3
50.1

8.3
8.5

13.0
14.0

208.4
220.7

148.2
162.2

625.9
660.0

44.5
49.2

1,548
1,704

285.9
309.1

282.4
310.4

19,078
20,975

42.3
44.4

35.6
38.4

68.8
74.9

36.9
40.5

25.3
26.7

35.9
36.8

504.4
521.3

22.0
21.7

34.4
34.2

22.5
22.1

9.2
9.0

30.5
32.9

15.9
15.8

35.0
36.5

25.8
26.6

20.2
19.5

16.2
15.7

48.2
49.8

22.9
21.8

16.2
17.3

27.8
27.3

47.4
47.8

40.9
41.5

46.1
45.2

39.5
41.6

33.2
36.4

36.1
36.6

61.2
64.2

56.5
59.7

57.4
50.6

68.7
66.2

120.1
123.8

32.8
31.6

36.1
37.9

41.3
42.3
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Equally significantly, long-term interest rates in these countries remained
relatively unaffected by the strong demand for credit. In France and Italy
the yield on long-term government securities continued to hover around
S per cent., while in Belgium, parallel with the discount rate reductions, the
yield came down from 6 to below 5 % per cent. In Germany, on the other
hand, a further decline in yields in the first half of 1961 was abruptly reversed
early in the summer, by which time the probability of a rise in long-term
rates had begun to outweigh that of a further fall. The lifting of rates in the
United Kingdom, the new Berlin episode and domestic political uncertainties
further aggravated the reversal. These events were not without influence also in
Switzerland and the Netherlands.

In the United States, too, liquid assets increased considerably in 1961.
Three interconnected factors - large consumer financial saving, government
deficit financing via the banking system and relatively low government security
yields - contributed to a high rate of formation of deposits, particularly of
time accounts.

On the other hand, in the United Kingdom and all the Scandinavian
countries except Finland total money and quasi-monetary assets declined in
relation to gross national product in 1961. As regards Finland, this helps to
explain why subsequently, in March 1962, the central bank had sharply to
raise its basic discount rate from 6% to 8 per cent, (it was brought back to
7 per cent, one month later). In the United Kingdom the enhanced yields of
alternative financial assets were an important factor limiting the formation of
bank deposits in 1961. For instance, the yield on 2 % per cent. Consols edged
upwards to new highs during the first six months, moved to above 6y2 per
cent, in July and, after two Bank rate reductions, was back at this high level
towards the year's end. In May 1962, by which time Bank rate was down to
4 % per cent., the yield on Consols had dropped to about 6.1 per cent, but
was still well above the early 1961 level. In Denmark, partly as a consequence
of widespread strikes and new wage settlements, the Nationalbank increased its
discount rate by a full point to 6% per cent, in May 1961. In Sweden, as
a move towards easing its restrictive policy, the Riksbank in April 1962
reduced its discount rate from 5 to 4 ^ per cent.

Monetary policy and new capital issues activity.

Although for diverse reasons, private new issue activity in both the
United States and most countries of western Europe rose to new high levels
in 1961. In the United States the short-term financing of the government's
deficit, together with the monetary authorities' net open-market purchases of
long-term government securities, made it possible for private industry and
local authorities to borrow substantially more by way of new issues. In the
United Kingdom new private-sector issues also increased, but for the more
compelling reason that company profits were falling and bank credit was
tight. The flotation of new issues was also favoured by the continued growth
of institutional funds, together with the buoyant state of the equities market



— 6o —

in the early part of 1961. In Sweden, where pressure on profits and the credit
squeeze also induced companies to make larger new issues, the availability of
funds was eased by the improvement in the finances of the government, which
from a net borrower became a net supplier of long-term funds in 1961.

New issue activity by the private sector increased markedly in Germany,
France, Italy and Switzerland. In Germany, under the influence of narrowing
profit margins, the rise was very noteworthy, especially in view of the
slowing-down in the rate of new fixed investment and of the securities-market
setback that occurred in the summer. In the other three countries the large
overall volume of financial savings, the continuation of the investment boom
and the more or less inactive rôle of the central government in the market
all contributed to a large rise in private issues. In Switzerland this included
a further big increase in foreign issues, which accounted for about one-third
of the total.

C o u n t r i e s

B e l g i u m . . . . . .

I ta l y . . . .

N e t h e r l a n d s . . . .

S w e d e n . .

S w i t z e r l a n d . . . .

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

U n i t e d S t a t e s . . .

Y e a r s

I960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

Capital market: Net
Public

State

Local
author-

ities
and

public
bodies

Total

new issues.

Private'

Bonds Shares Total
Foreign Total

in milliards of national currency units

15.892

5.022

—

0.62
1.18

123
5

0.59s

0.27s

0.65
- 0.12

- 0.30
- 0.21

0.097

- 0.217

0.93"
- 3.32s

6.02
9.41

0.02
0.24

0.56
0.87

394

67"

0.68
0.18

0.08
0.05

0.13'
0.05'

0.05
0.04

7.33
8.57

21.91
14.43

0.02
0.24

1.18
2.05

162
72

1.27
0.45

0.73
- 0.07

- 0.17
- 0.16

0.14
- 0.17

8.26
5.25

7.64
13.023

4.53
5.32

3.16
5.93

631
1,037

0.14
0.05

1.01
1.51

0.92'
1.18'

0.09
0.14

9.10
9.34

7.55
3.58

2.37
3.25

1.90
2.19

529
532

0.17
0.13

0.35
0.67

0.91'
1.23'

0.34
0.44

2.07
3.72

15.19
16.60

6.90
8.57

5.06
8.12

1,160
1,569

0.31
0.18

1.36
2.18

1.83
2.41

0.43
0.58

1 1.17
13.06

- 1.53

_

0.05
0.01

3 0

- 0.04
0.43

0.56
0.86

0.01
0.01

0.66
0.60

35.57
31.03

6.92
8.81

6.29
10.18

1,322
1,671

1.54
1.06

2.09
2.11

2.22
3.11

0.58
0.42

20.09
18.91

1 Includes issues of semi-public credit institutions and nationalised industries. 2 Change in medium and long-term
direct debt. 3 Includes gross issues of private companies. ä Mainly railway bonds. s Excludes payments into
pre-subscription accounts. ' Includes privately-placed issues. 7 Change in marketable debt (excluding Treasury
bills) in public hands. » Change in public holdings of marketable debt having a maturity of one year or more.

I n B e l g i u m a n d t h e N e t h e r l a n d s , d e s p i t e a d e c l i n e i n n e w i s s u e s b y t h e

c e n t r a l g o v e r n m e n t , p r i v a t e i s s u e s c h a n g e d r e l a t i v e l y l i t t l e i n 1 9 6 1 . P r i v a t e

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

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

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

b u d g e t p o s i t i o n b u t a l s o m o r e b o r r o w i n g a t s h o r t t e r m , w a s a p p r o x i m a t e l y
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offset by an increase in issues by the semi-publ ic credit ins t i tu t ions and local

authori t ies . In the Ne the r l ands no t only the central gove rnmen t b u t also local

authori t ies curtailed their new-issue activity, t hus facilitating the reopening of

t h e capital marke t from M a y 1961 onwards to foreign issues.

Credi t d e v e l o p m e n t s in indiv idual countr ies .

The United States. C o m p a r e d wi th 1959, the last recovery year, credit

expansion in 1961 displayed interest ing new features. T h o u g h t h e overall net

increase in credit and equ i ty -marke t i n s t rumen t s ou ts tanding , w h i c h came to

over $51 milliard, was near ly one - th i rd m o r e t h a n in i960 , it was still

appreciably below the figure for 1959, w h e n a record g rowth of over $61 mill iard

took place. Clearly, t he l imited t endency for interest rates to rise in 1961, as

compared wi th the sharp increases that occurred in 1959, was d u e par t ly to

the m o r e modera te global d e m a n d for credit .

U n i t e d S t a t e s :
Net i n c r e a s e in c r e d i t and e q u i t y - m a r k e t i n s t r u m e n t s , 1 9 5 8 - 6 1 .

Instruments

Net increase

1958 1959 1960 1961

Change between
recession year and

recovery year

1958
to

1959

1960
to

1961
in milliards of dollars

Federal obligations1

State and local obligations . .
Corporate bonds and shares2.
Mortgages
Consumer credit
Bank loans
Security credit
Other loans

Total

9.0
5.7

11.0
15.3
0.3
1.3
1.7
2.0

46.3

1 1.3
4.9
8.9

19.2
6.4
7.5
0.1
2.9

61.2

2.2
3.6
9.1

15.4
3.9
3.2
0.4
5.9

39.5

6 . 6
5 . 3

10.7
18.3

1.4
2.1
2.2
4.9

51.3

2.3
0.8
2.1
3.9
6.1
6.2
1.6
0.9

+ 14.9

8.8
1.7
1.6
2.9
2.5
1.1
1.8
1.0

+ 11.8

Short and long-term. Including foreign bonds.

M o r e o v e r , p r a c t i c a l l y t h e w h o l e o f t h e $ 1 1 . 8 m i l l i a r d i n c r e a s e i n n e t

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

$ 8 . 8 m i l l i a r d b e i n g d u e t o t h e s h i f t b y t h e F e d e r a l G o v e r n m e n t f r o m n e t d e b t

r e p a y m e n t i n i 9 6 0 t o s u b s t a n t i a l n e t b o r r o w i n g i n 1 9 6 1 . I n c o n t r a s t , a t a b o u t

$ 3 9 m i l l i a r d , t h e t o t a l e x p a n s i o n o f c r e d i t t o t h e p r i v a t e s e c t o r w a s a p p r o x i -

m a t e l y t h e s a m e a s i n i 9 6 0 . C o m p a r e d w i t h t h e u p s w i n g f r o m 1 9 5 8 t o 1 9 5 9 ,

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

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

r i s e t h a n i n i 9 6 0 . P a r t o f t h e s l a c k i n t h e d e m a n d f o r b a n k c r e d i t w a s a

r e f l e c t i o n o f g r e a t e r b o r r o w i n g i n t h e c a p i t a l m a r k e t ; l o n g - t e r m b o r r o w i n g b y

c o r p o r a t i o n s a n d S t a t e a n d l o c a l a u t h o r i t i e s s h o w e d a b i g r i s e b e t w e e n i 9 6 0

a n d 1 9 6 1 , w h e r e a s i n t h e p r e c e d i n g u p s w i n g i t h a d d e c l i n e d .

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

t h e m o n e t a r y a u t h o r i t i e s u n d e r t o o k t o m a i n t a i n c o n d i t i o n s o f c r e d i t e a s e i n
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1961 and early 1962. In its essentials this meant supplying the banks with
sufficient reserves to enable them, through their purchases of government
securities, to finance approximately the equivalent of the Federal Government's
cash deficit. In augmenting bank reserves the Federal Reserve authorities relied
principally upon open-market security purchases. As this implicitly entailed
offsetting the drain on reserves caused by continuing gold losses, the purchases
had necessarily to be on a large scale. Altogether the Federal Reserve System's
portfolio showed a net increase, concentrated in the second half of the year,
of approximately $2 milliard. Confirming the policy of credit ease, the banks'
"free reserves" fluctuated rather narrowly around the level of $500 million
throughout 1961 and early 1962.

Within the environment of credit ease, however, the monetary authorities
sought on several fronts to lend support to the dollar's external position.
Early in the year the Federal Reserve began to broaden its open-market
transactions to include securities with maturities of up to ten years and more.
Thus, by acting at times to lengthen its security portfolio, it helped to shore
up money-market interest rates while concurrently easing the availability of
funds on the capital market. Debt-management operations were also directed
towards this end. In its new cash offerings the Treasury confined itself very
largely to securities within a one-year maturity range and on certain occasions
augmented its issue of Treasury bills when these were in strong demand. In
addition, the government trust funds and investment accounts used their new
accruals of funds to purchase long-term securities and also shifted partly from
short to longer-term holdings. Partly as a result of these concerted actions, the
yield on three-month Treasury bills did not fall below about 2 % per cent,
during the year, while long-term rates, despite a large volume of new capital
issues, rose only moderately. In still another move to support short-term
interest rates, the Federal Reserve raised, as from ist January 1962, the
maximum permissible interest rates that commercial banks may pay under
Regulation Q . The maximum payable on all savings deposits and on time
deposits at six months or more was put at 3 % per cent, and that on deposits
at one year or more at 4 per cent.

On the domestic side, the effect of monetary policy in contributing
towards a general build-up in liquidity was more clearly apparent than its
immediate influence on spending. For not only was the adverse liquidity
effect of the external deficit compensated but also the government's deficit was
financed via the banking system. Viewed from this angle, there was, as a
counterpart of last year's credit expansion of over $51 milliard, a considerable
increase in the public's holdings of financial assets, mostly of a fairly liquid
nature. These changes followed a year, however, in which monetary policy
had intentionally refrained from a quick, massive injection of liquidity as in
earlier recession years.

All the major economic sectors — banks, consumers and corporations —
improved their liquidity positions. The commercial banks, whose total assets
increased by $14.8 milliard, added $5.8 milliard to their government security
portfolio. Their holdings of short-term government paper rose even more, i.e.
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by $9.4 milliard, as they reduced their long-term holdings while purchasing a
record $3.6 milliard of other securities, mostly those of State and local
governments. Conversely, the commercial banks' loan/deposit ratio, at 55.5 per
cent, at the end of 1961, was appreciably below the high of almost 59 per
cent, obtaining in the middle of i960, just before output began to decline.
Consumers, with expenditure on housing and durable goods lagging behind
their rising incomes, increased their money and savings claims by $31 milliard
in 1961, as against a rise of about $24 milliard in i960. Corporations, despite
their rising profits and depreciation allowances, augmented their financial
resources by borrowing heavily on the capital market.

United States: Changes

Sectors

Non-corporate and f a r m . . .

Federal Government . . . .

State and local government .

Commercia l bank ing 8 . . . .

Other f inancial inst i tut ions .

To ta l 1 1

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

in f i n a n c i a l a s s e t s and l i a b i l i t i e s ,

Net acquisition of financial assets

Money1

0 .3
0.9

— 0.7
1.3

- 0.3
0.3

0.9
0 .3

0.2
0 .3

- 1.7
- 0.9

0.6
0.8

1.710

1.110

1.0
4.1

Savings
claims2

24.1
30.1

-

—

—

—

-

1.4
0.7

_

-

—

—

0.3
0.8

25.8
31.6

Credit
and

equity-
market
claims3

Other
assets

in milliards of

2 .4
1.6

— 2.1
- 0.4

0.1
0.5

2 .3
2 .8

1.0
2.1

10.0
16.2

24.7
27.6

1.1
0 .9

39.5
51.3

- 4.9«
- 2.2«

6.27

11.57

-

—

0.5
0.2

—

—

—

-

0.6
0.6

1.0
0.5

3.4
10.6

Total

dollars

21.9
30.4

3.3
12.4

- 0.2
0.8

3 .7
3 .4

2.6
3.1

8.4
15.6

25.9
28.9

4.1
3.1

69.7
97.7

by sectors.

Less :
net

increase
in

financial
liabil-
ities

16.2
16.2

1 0.9
16.8

3.2
4 . 3

- 0.1
9.6

6.0
8.1

6 .4
13.4

22.1
25.2

5.0
5 .0

69.7
98.6

Equals:
financial
surplus

or
deficit4

5.7
14.2

— 7.6
- 4.4

- 3.4
- 3.5

3.8
- 6.2

- 3.4
— 5.0

2.0
2.2

3.8
3.7

— 0.9
- 1.9

- 0.9

1 Currency and demand deposits. 2 Fixed-value claims in the form of time and savings deposits, shares in
savings and loan associations and credit unions, consumer-held U.S. savings bonds and equity in life insurance
and pension funds. 3 Includes Federal obligations, State and local obligations, corporate bonds and shares,
mortgages, consumer-credit claims, bank credits and other miscellaneous loans. " The financial surplus as
defined in this context is the excess of identified changes in financial assets over those in financial liabilities, but
It is also conceptually equal, except for statistical discrepancies, to the excess of a sector's saving over its own
investment in tangible assets. 5 Includes non-profit-making organisations. ' Proprietors' net investment in
unincorporated business. 7 Mainly gross trade-credit claims. 8 Includes the Federal Reserve System. The
entry for money represents net gold purchases. ' Net change in financial assets or liabilities vis-à-vis the
UnitedStates. 10 Foreign deposits in U.S. currency and netgold purchases. n Includes statistical discrepancies.

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

a p p l i e d d u r i n g t h e p r e c e d i n g u p s w i n g i n 1 9 5 9 a n d e a r l y i 9 6 0 , t h e m o n e t a r y

a u t h o r i t i e s s o u g h t i n 1 9 6 1 a n d e a r l y 1 9 6 2 t o a c h i e v e a m o r e g r a d u a l a p p r o a c h

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

e c o n o m y ' s l o s s o f f o r w a r d m o m e n t u m i n t h e e a r l y m o n t h s o f 1 9 6 2 , v i e w e d i n

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

d o u b t s a s t o w h e t h e r t h e o p t i m u m c o m b i n a t i o n o f p o l i c y h a s y e t b e e n f o u n d .
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This will remain to be seen during the coming months, particularly since
certain parts of the government's fiscal programme have not yet been put
into effect.

France. The external factors forming a counterpart to the increase in
domestic liquidity gained further force in 1961. They were composed of two
elements. First, in relation to foreign countries, the current-account surplus
was further strengthened, while long-term capital continued to flow into the
country on a substantial scale. Secondly, in relation to the rest of the French
franc area, an increase in the net outflow of funds on current account
appears to have been more than offset by a rise in the return flow of funds,
mostly unidentified capital movements, to metropolitan France. These develop-
ments, together with an acceleration in short-term bank lending at home,
contributed to an unusually large growth in the money supply. Total monetary
resources (including time deposits) rose in 1961 by 17 per cent., compared
with increases of 16 and 14 per cent, in i960 and 1959 respectively. But once
again, as in the two preceding years, the effect of monetary expansion on actual
spending was mitigated by a decline in the rate of money turnover.

Despite a lower rate of inventory accumulation, the enterprise sector's
net absorption of funds from other sectors (i.e. its "financial deficit") increased
in 1961, owing to both a rise in its net fixed investment and a decline in its
net saving. The growth in borrowing reflected itself partly in a larger volume
of new issues; net sales of bonds and shares by non-financial companies rose
by N F 1.5 milliard to N F 6.4 milliard, of which approximately N F 4.9 milliard
was taken up within the sector itself. In addition, even though net inventory
accumulation dropped off in 1961, short-term bank borrowing increased
substantially, perhaps partly in anticipation of need. This found a counterpart
in enterprise holdings of money and liquid deposits, the growth in which, at
N F 6.1 milliard, was still greater than in i960.

In the household sector net saving increased in 1961 by rather more
than net investment, the financial surplus rising to almost N F 10 milliard.
At the same time, however, the sector's financial assets showed a gain of
nearly N F 20 milliard. Of the difference between these two sums, only about
N F 4 milliard, mainly representing long-term housing finance, can be explained
by identified changes in domestic borrowing. The remainder, N F 6.2 milliard
against N F 3.8 milliard in i960, consisted mostly of an unidentified inflow
of funds from overseas, principally North Africa.

In order to satisfy a strong private demand for liquidity and to avoid
impeding economic growth, the monetary authorities followed a rather liberal
credit policy in 1961. At the same time, however, a number of steps were
taken to prevent liquidity expansion from reaching such a scale as would
threaten monetary equilibrium. This action, centring on the introduction and
application of a new compulsory ratio called the "coefficient de trésorerie",
was designed to induce the banks to increase their holdings of medium-term
rediscountable paper, i.e. paper representing credits which can be granted
only with the approval of the central bank.



France: Changes in f inanc ia l assets and l iab i l i t i es , by sectors . '

Items

Financial surplus
or deficit ( - )

Corresponding changes
in financial assets and

liabilities (increase —)
Money

Other deposits

Short-term securities . . . .

Bonds and shares

Short-term credit

Medium-term credit. . . . .

Long-term loans

Gold and foreign exchange .

Net transactions between
intermediaries

Statistical adjustment* . . .

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

House-
holds

Enter-
prises2

Public
author-

ities
other

than the
state

State
(Trea-
sury)

Banking
system3

Other
financial
institu-
tions"

Rest of
the

world5

in milliards of new francs

8.94
9.84

10.09
1 1.49

3.79
3.81

1.26
4.35

- 0.67
- 0.26

- 2.28
- 3.31

0.52

- 3.77
- 6.24

-12.39
-14.24

1.36
3.13

3.88
2.99

- 0.78
- 1.54

- 7.83
- 9.21

- 1.17
- 1.05

- 8.31
- 8.56

0.46

— 0.63
0.25

0.80

1.26
1.59

0.68
- 0.1 1

- 0.29
- 0.17

- 2.08
- 1.85

- 0.20
- 0.01

1.89
0.84

- 2.06
- 2.16

- 3.12
- 0.57

- 1.54
- 2.67

0.41
0.44

7.72
8.31

- 0.01

0.41
- 1.44

0.08
- 1.07

0.50
0.52

- 8.62
— 12.17

- 2.71
- 2.61

0.23
- 0.24

7.30
9.09

0.03
1.74

0.25

3.35
4.20

0.04
- 1.03

0.88
1.29

3.12'
3.35'

— 0.76
- 1.09

- 3.77
- 4.46

0.37
- 0.48

0.63
0.53

1.14
- 0.69

5.82
7.22

- 0.45
2.47

0.14
- 0.15

1.437

0.567

0.01

- 0.67
0.75

0.22
- 0.69

- 0.45
0.42

0.87
2.06

3.86
4.20

- 2.41
— 6.18

1 Provisional estimates. 2 Includes nationalised industries. 3 The Bank of France and commercial banks.
4 Public credit institutions and insurance companies. 5 French territories, overseas departments and the rest
of the world. ' Includes increase in technical reserves of life assurance companies. 7 Net 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 liabilities) vis-à-vis the rest of the world. 8 Including unrecorded movements of funds from North
Africa to the metropolitan area.

U p o n i t s i n t r o d u c t i o n a s f r o m 3 1 s t J a n u a r y 1 9 6 1 , t h e n e w c o e f f i c i e n t w a s

e s t a b l i s h e d a t 3 0 p e r c e n t , o f d e p o s i t l i a b i l i t i e s , w h i l e a t t h e s a m e t i m e t h e

r a t i o a l r e a d y i n f o r c e w i t h r e s p e c t t o T r e a s u r y b i l l s w a s r e d u c e d f r o m 2 5 t o

2 0 p e r c e n t . T h e b a n k s w e r e t o s a t i s f y t h e r e m a i n i n g 1 0 p e r c e n t , r e q u i r e m e n t

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

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

S e c o n d l y , w i t h e f f e c t f r o m 3 0 t h J u n e 1 9 6 1 , t h e r e q u i r e m e n t a s r e g a r d s

T r e a s u r y b i l l s w a s f u r t h e r r e d u c e d t o 1 7 % p e r c e n t . , w h i l e t h e o v e r a l l

c o e f f i c i e n t w a s k e p t u n c h a n g e d . T h i r d l y , a s f r o m 2 8 t h F e b r u a r y 1 9 6 2 , t h e

o v e r a l l c o e f f i c i e n t w a s i n c r e a s e d f r o m 3 0 t o 3 2 p e r c e n t . , b u t t h e r a t i o

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

e n d o f M a r c h , t h e T r e a s u r y b i l l r a t i o w a s r e d u c e d a g a i n f r o m 1 7 % t o 1 5 p e r

c e n t . , w h i l e a s f r o m 1 2 t h M a r c h t h e i n t e r e s t r a t e o n t w o - y e a r b i l l s s u b s c r i b e d

t o b y t h e b a n k s w a s c u t f r o m 3 3 / g t o 3 % p e r c e n t . C o m b i n e d , t h e e f f e c t o f

t h e m e a s u r e s t a k e n s i n c e t h e i n t r o d u c t i o n o f t h e " c o e f f i c i e n t d e t r é s o r e r i e "
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was to increase substantially — from io to 17 per cent, of deposit liabilities —
the requirement as regards holdings of assets which in large part tend to be
at medium term, subject to the original approval of, and rediscountable with,
the Bank of France. Viewed from another angle, the working-out of these
measures had the effect of reducing the banks' potential recourse to central-
bank assistance from N F 2.49 milliard at the end of March 1961 to N F 1.32
milliard by the end of the year.

In 1961 the banks' total resources increased by more than their total
lending. Of the total growth in the economy's money and quasi-monetary assets,
i.e. N F 17.6 milliard in 1961, N F 5.2 milliard represented an expansion
of the currency circulation, N F 1.9 milliard an increase in postal cheque
deposits and N F 10.5 milliard a rise in the banks' deposit liabilities. An
increase in the banks' own capital brought the growth in their total resources
up to N F i r .8 milliard. Their total lending, on the other hand, rose by
N F 9.9 milliard, the difference of N F 1.9 milliard reflecting a reduction in
rediscounting with the central bank, mostly of medium-term paper. But since
the banks diminished their holdings of government paper by N F 2.7 milliard
during the year, other types of lending, mostly to the private economy, showed
an increase of N F 12.6 milliard. Significantly, the volume of medium-term
paper carried by the banks rose by over N F 2.5 milliard, though the total of
such credits outstanding for the economy as a whole increased by only
N F 1.7 milliard.

Since the Treasury again in 1961 recorded a modest financial surplus
(i.e. excess of net saving over net investment), its borrowing needs were
related primarily to its rôle as a lender to other sectors. The growth in
lending, mostly at long term either through the Fund for Economic and
Social Development or for low-cost housing, levelled off in 1961. This was
due partly to the greater volume of capital-market funds available to industry
and partly to the fact that the specialised credit institutions, which experienced
a larger growth of deposits and other resources last year, were able to take
over a greater share of the lending programme. This, together with a substantial
growth in the volume of deposits kept by these institutions with the Treasury,
helped to increase the availability of funds to the latter. Also contributing
towards the same result were the Treasury's larger sales of bills outside the
banks, its smaller domestic debt repayments and its access in 1961 to an
appreciable inflow of unidentified funds. The Treasury, in order to lengthen
the average maturity of the public debt, was able in 1961 successfully to open
for public subscription a new series of three to five-year bills carrying an
effective yield of almost 4 % per cent. Altogether, these factors enabled the
Treasury not only to reduce its reliance on bill financing via the banks but
also to repay a large volume of external debt.

Capital issues in 1961 reached a new high of N F 8.8 milliard, compared
with N F 6.9 milliard in the preceding year. The significance of this total was
enhanced by the fact that the Treasury, for the third consecutive year, did
not place a loan on the market. Moreover, despite the large volume of issues,
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the effective yield on newly-issued industrial obligations remained throughout
the year at about 5.7 per cent.

In late April and early May 1962 the money market came under
increasing pressure, indicating that the measures taken with respect to the
"coefficient de trésorerie" were beginning to have a restrictive effect. The
interest rate on day-to-day funds was at times as high as 8 per cent., and
the banks also had recourse to borrowing from the central bank at penalty
rates.

The Netherlands. As the result of a swift return towards external
equilibrium, to which monetary policy significantly contributed, the foreign
balance was no longer an important liquidity-generating factor last year.

The public authorities' debt-management operations, which since 1958
have been an important element of domestic liquidity control, continued on a
diminished scale in 1961. The local authorities, while borrowing much less
on the capital market than in i960, acquired sufficient funds in excess of
needs to enable them to carry their consolidation of floating debt to completion.
The central government, whose financial surplus almost disappeared in 1961,
cut its net borrowing from the capital market to Fl. 490 million. This
amount, together with funds accruing from the sale of Treasury paper, found
a counterpart very largely in special external transactions, which came to over
Fl. 660 million for the year.

N e t h e r l a n d s : C h a n g e s in f i n a n c i a l a s s e t s and l i a b i l i t i e s , by s e c t o r s .

Items

Financia l su rp lus or def ic i t (—)
Transactions basis

Cash basis

Cor respond ing changes
in f inanc ia l assets and

l iab i l i t ies (increase-)
Primary liquid resources

Secondary liquid resources

Bank credit

Capital market (net)

Lending or borrowing (—) abroad .

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

Central
govern-

ment

Local
author-

ities

Institu-
tional

investors1

Private Rest
sector of the

world

in millions of florins

540
260

350
10

304

504

790
310

- 630
- 490

160
140

- 850
— 720

- 730
- 710

70
- 20

390
160

1 10
120

- 1,310
—. 970

10
- 10

2,910
3,440

2,960
3,530

40
30

- 80
80

20
- 60

2,980
3,480

— 1,450
— 2,380

- 1.2603

- 2,210'

610
860

480
- 130

— 750
- 1,130

- 1,690
- 1,720

90
- 90

1.1502

6002

1,3202

6202

1,710s

2705

- 650
300

260
50

1 Includes the Increase in financial resources at the disposal of the savings banks, life assurance companies,
pension funds and social insurance funds. 2 Net foreign investment (i.e. balance of payments on current account)
plus unilateral transfers. 3 Includes retained profits of the central bank and the commercial banks. 4 Includes
change in short-term Treasury indebtedness to local authorities. 5 Total domestic liquidity surplus or deficit
(equals increase or decrease In net foreign exchange assets).
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The amount by which the public authorities reduced their recourse to
the capital market (i.e. Fl. 480 million) was almost exactly matched by the
increase in funds taken up by foreigners following the reopening of the
Dutch market to foreign issues in May 1961. The net new funds raised by
means of such issues came to Fl. 432 million in 1961, as against net
redemptions of Fl. 39 million in the preceding year. Thus, while serving, as
did public-authority borrowing, to limit the domestic economy's access to
funds, the reopening of the market had an important direct effect of its own
in speeding external adjustment.

Domestically, the counterpart of the decline in the external current
surplus was reflected mostly in a large increase in the private sector's financial
deficit. This in turn was probably the composite result of a growth in the
financial surplus of households and a larger rise in the financial deficit of
companies. On the one hand, wage gains outstripped productivity increases
in 1961, thereby tending to shift income and saving from companies to persons,
while, on the other, investment in fixed capital increased. The financial surplus
of institutional investors, reflecting mostly individual savings claims, rose sharply
in 1961, the funds placed on the capital market increasing by Fl. 500 million
above those of the preceding year. Moreover, the placing of funds by the
banks on the capital market (which appears in the table under the private
sector) rose from Fl. 230 million in i960 to Fl. 460 million in 1961. Thus,
despite a reduction in the inflow of foreign capital between the two years,
the total volume of funds taken up by the private sector on the capital
market increased from Fl. 1,920 million in i960 to Fl. 2,180 million in 1961.

The growth in the private sector's financial deficit was accompanied by
greater recourse to bank credit, which increased by Fl. 1,130 million in 1961,
as against a rise of only Fl. 750 million in i960. In July the Nederlandsche
Bank acted to put into effect the plan, agreed upon with the banks in i960,
whereby a maximum rate of credit expansion would be laid down for the
banking system as a whole and for individual banks. Under this scheme, if
the maximum rate of expansion established for the system as a whole is
exceeded, banks whose credits are over the amount of the corresponding
individual ceilings are required to maintain non-interest-bearing deposits with
the central bank. In view of the expected increase in production, the per-
missible rate of credit expansion was put at 1 per cent, per month. In
practice, the ceilings applied during 1961 proved to be generous, owing to
the limitation on production that resulted from a reduction in the working week
in the spring. As from ist January 1962 the credit agreement was extended
for four months and the norm for the permissible expansion in credit was
reduced from 1 to % per cent, per month. In April 1962, with the recourse
of the private sector to bank credit continuously increasing, the Nederlandsche
Bank, in support of its policy of credit restriction, increased its discount rate,
for the first time since November 1959, from 3 % to 4 per cent.

As another element of policy, the authorities intervened as necessary on
the money market in order to keep short-term interest rates at a low level
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and thus to encourage the banks to extend their liquid holdings and credits
abroad. This would serve to check both the increase in official exchange
reserves and domestic credit expansion. In fact, during the whole of 1961 and
so far in 1962 money-market rates have remained well below the official
discount rate. As a consequence of the relatively high cost of forward coverage
during a great part of 1961, however, a substantial repatriation of short-term
bank funds held abroad could not be avoided.

Germany. The reversal of credit policy initiated late in i960 was
essentially completed by the middle of 1961. From a level of 5 per cent, in
November i960 the Bundesbank's discount rate had been reduced in three steps
to 3 per cent, by the following May. In order to stimulate the acquisition of
foreign money-market assets, the Bank's selling rate for domestic paper had
been brought down even more sharply, that on two to three-month Treasury
bills falling from 4 % per cent, in October i960 to 2x/4 per cent, by the
spring. Another key element of policy was the progressive reduction of reserve
requirements. In the first half of 1961 the requirement as regards sight
deposits, for instance, was lowered from 155 to 125 per cent, of the level
obtaining in October 1959, when the credit squeeze was initiated. Altogether,
these reductions provided the credit institutions with about D M 2 milliard of
additional liquidity. Rediscount quotas were also substantially raised.

These changes constituted a major realignment of monetary policy towards
external payments objectives. Although the public finances had become more
restrictive during the period, absorbing, together with the development aid loan
and the partial sale of the Volkswagen concern, some D M 6 milliard, this drain
on liquidity was offset to the extent of D M 4.4 milliard by the credit institutions'
sale to the Bundesbank of net accruals of foreign exchange. Concurrently, thanks
to the lowering of reserve requirements, these institutions were able both to
increase their domestic lending and to improve their foreign position without
having to reduce their holdings of domestic money-market assets. In the first
six months of 1961 they shifted on foreign account from a net short-term
liability position of D M 2.5 milliard to one of virtual balance. During the
same period the institutions' total loans to business and private customers rose
by D M 9.8 milliard, as against an expansion of D M 6.8 milliard in the same
period of i960. This increase reflects both a narrowing of business firms'
profit margins and a relative shift from foreign towards domestic sources of
credit; new short-term foreign borrowing by trade and industry, though
amounting to D M 2.4 milliard in this period, was on the point of falling
back sharply. The credit institutions' total deposit and other liabilities rose
by D M 10.2 milliard, compared with a rise of D M 6.6 milliard in the first
half of i960. In line with their improved liquidity position, the institutions'
central-bank borrowing declined from D M 1.8 milliard at the end of i960 to
D M 1.1 milliard by the middle of 1961.

In the capital market net new issues of bonds and shares jumped to
D M 5.9 milliard in the first half of the year, as against D M 3.1 milliard in
the comparable period of i960. A growth in mortgage and local-authority



Germany: Changes in

Items

Financial surplus
or def ic i t (—) . . .

Corresponding changes
in f inancia l assets and

l iab i l i t ies (increase—)
Currency and sight deposits.

Time and savings deposits .

Other funds placed with banks

Bank credits

Medium and long-term . .

Building and loan associations
Claims against

Borrowing from

Insurance companies
Claims against . . .

Borrowing from.

Money-market paper6 . . . .

Liabilities. .

Security transactions

Liabilities

Other financial transactions .

Gold and foreign exchange
holdings of the Bundesbank

Years

I960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

financial assets and

House-
holds1

Enter-
prises1

Public
author-

ities

l iabil it ies, by sectors.

Financial institutions

Banks
and

Bundes-
bank

Insur-
ance
com-

panies2

Building
and loan
associa-

tions

Rest
of the
world3

in milliards of Deutsche Mark

14.31
16.36

1.35
2.43

6.92
6.40

0.06
0.04

- 0.30
— 0.21

- 0.54
- 0.46

1.87
1.93

-

2.53
2.80

- 0.02
- 0.04

-

-

2.52
3.66

-

- 0.08
- 0.20

-20 .78
— 27.61

1.35
4.04

0.34
- 0.22

3.37
2.63

- 5.48
- 6.97

— 9.93
- 13.85

0.19
0.24

— 1.42
- 1.64

0.76
0.89

- 1.64
- 2.37

0.16
— 0.05

0.52
0.02

1.47
1.74

- 4.58
- 4.74

- 5.37
- 7.34

10.62
12.64

1.71
1.86

0.91
1.80

1.97
4.30

- 0.13
- 1.53

- 1.01
- 5.21

-

-

-

- 0.31
- 0.17

0.81
- 0.03

- 0.44
0.61

2.21
0.687

- 0.71
- 1.23

5.60
11.56

- 4.89
- 8.90

- 8.60
- 8.57

- 6.88s

- 8.075

5.75
9.41

12.02
20.73

-

-

0.06
0.04

— 2.27
0.06

0.37
4.48

- 3.54
- 6.00

-

8.01
- 3.35

0.01
0.01

0.03
0.04

0.29
0.12

-

-

-

-

- 3.295

- 3.695

1.97
2.58

-

1.03
1.03

- 0.04
- 0.10

0.07
0.21

0.55
0.40

-

-

-

- 2.065

- 2.185

1.42
1.64

-

-

0.03
- 0.02

0.07
0.06

-

-

4.154

1.39*

- 0.40
- 0.35

0.14
- 0.14

- 1.18
- 0.98

— 0.16
0.71

0.54
1.21

- 0.27
- 0.18

- 0.85
0.82

- 2.21
- 1.93

1.00
1.42

- 0.38
4.02

8.01
- 3.35

In their rôle as savers individuals are regarded as being part of the private-household sector, while as pur-
chasers of capital goods (i.e. new housing) they are classed as enterprises. 2 Includes pension funds. 3 Includes
foreign countries, West Berlin and eastern Germany. A positive figure indicates an increase in Germany's claims
vis-à-vis the rest of the world. * Net foreign investment (i.e. balance of payments on current account minus
unilateral transfers). 5 Includes own resources. 'Includes earmarked issues of Treasury certificates.
7 Includes a negative item representing proceeds realised from sale of the Volkswagen concern.
Ôource: Preliminary estimates of the Deutsche Bundesbank.
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issues, taken up mostly by the credit institutions, was largely responsible for
the change. However, the rising trend of security prices also attracted D M 1.3
milliard of foreign investment funds. Between October i960 and July 1961
the average effective yield on new issues of fixed-interest securities fell from
6.4 to 5.4 per cent.

From August onwards the credit institutions' liquidity position began to
come under considerable strain. Large withdrawals of foreign funds and credit
repayments to foreigners were one contributory factor. Others were the
continued (though smaller) "internally-effective" cash surplus of the Federal
Government, a further growth in bank lending and a heavy flow of currency
into circulation. In order to compensate the emergent strains, the Bundesbank
made further cuts in reserve requirements, bringing that in respect of sight
deposits down in the second half of 1961 from 125 to 100 per cent, of the
October 1959 level. It also released the banks from their commitment to
hold for another year the issue of D M 1 milliard's worth of special Treasury
bills that they had been obliged to take up one year earlier. With effect from
ist November, rediscount quotas were raised back to their October 1959 level.
In addition, the Bundesbank initiated in the autumn further reductions in its
selling rate for money-market paper, lowering the rate on two to three-month
Treasury bills to i7/8 per cent, in January.

The growth of the credit institutions' total deposit and other liabilities
quickened in the second half of the year, rising by D M 13.3 milliard, as
against D M 11.6 milliard in the same period of i960. At D M 9.7 milliard, the
increase in the institutions' loans to the private sector was also well above that
of the second half of i960 (DM 8.4 milliard). Moreover, as hopes of a
further decline in interest rates had faded, there was à relative shift away
from short-term credits towards medium and long-term ones. Industrial
production was beginning to recover, it is true, but the strength of credit
demand was chiefly bound up with the reduced availability of internal funds
and the concurrent decline in business firms' net short-term liabilities
to foreigners, which fell by about D M 1.5 milliard in the second half of
1961. Finally, if end-of-year window-dressing operations are disregarded, the
credit institutions also further improved their net foreign balance during the
period.

On the capital market the downward movement in interest rates was
abruptly reversed at about the middle of the year. It was at this time, moreover,
that foreigners shifted from net buying to net selling of fixed-interest securities.
The setback was intensified by the sharp increase in the United Kingdom's
Bank rate and by the political uncertainties besetting Germany late in the
summer. Subsequently conditions on the capital market became somewhat more
normal, but the average effective yield on new bond issues remained at about
6 per cent., or y2 per cent, above the mid-year low. In the second half of
1961 total net new issues of bonds and shares, at D M 4.2 milliard, were
about one-third higher than in the same period of i960 but considerably
below the figure for the first six months of 1961.
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Domestical ly, the reduct ion in G e r m a n y ' s cu r ren t -accoun t external

surp lus in 1961 was reflected in a m a r k e d rise in the en terpr i se sector 's

financial deficit, offset in par t by an increase in the surpluses of the house-

hold and publ ic -author i ty sectors. Par t ly a consequence of the revaluat ion in

M a r c h , this change, together wi th the special external t ransact ions of the

governmen t and the shift by indus t ry back to domest ic sources of credit,

has con t r ibu ted to a m o r e balanced external si tuation. H e n c e in the early

m o n t h s of 1962, w h e n the publ ic finances began once again to absorb bank

liquidity, t h e moneta ry authori t ies refrained from a fur ther general reduct ion in

reserve requ i rements , impell ing the credit inst i tut ions instead to reduce

thei r holdings of money-marke t paper . Concurren t ly , the Bundesbank raised

its selling rates on 60 to 90-day T r e a s u r y bills in two steps to 21 /8 pe r cent,

in Apr i l 1962.

Italy. T h a n k s to the count ry ' s s t rong external posi t ion, the mone ta ry

authori t ies have been able since 1958 consistently to follow a liberal credit

policy a imed at encouraging rapid economic growth . W i t h this object in view,

t h e essential task of policy has been to ensure tha t credit expansion, t hough

proceeding swiftly, was orderly and smooth . W h e r e a s in i960 this had p r o m p t e d

action designed to sterilise a certain vo lume of excess l iquidity, in 1961 and

early 1962 the mone ta ry authori t ies found it necessary to take positive

measures to ease the pressures tha t converged on the credit ins t i tu t ions .

T h e official gold and foreign exchange reserves, it is t rue , began to

increase buoyant ly from the spr ing of 1961 onwards . But while the banks thus

gained substant ial lira funds t h r o u g h their net sales of exchange to the

authori t ies , this effect was more t h a n offset by o ther factors t end ing to

decrease l iquidity. Broadly, an increase in the cur rency circulat ion dra ined

away Lit . 355 milliard, the placing of funds to obligatory reserves took another

Li t . 286 mill iard and a rise in T r e a s u r y deposits wi th t h e Bank of Italy

absorbed Li t . 105 mill iard. T h e latter increase s t emmed from t h e fact that

the T rea su ry ' s borrowings , largely savings funds m a d e available t h r o u g h the

usual channels , rose to Lit . 260 mill iard (Lit . 222 mill iard in i960) , while

its cash deficit d r o p p e d to Lit . 155 milliard (Lit . 225 mill iard in i960) . T h e

decline in the deficit was m o r e apparen t t han real, however, because the

T r e a s u r y ' s ne t p a y m e n t s arrears to o ther sectors showed a m o r e t h a n offsetting

increase last year.

T o some extent the credit inst i tut ions satisfied their l iquidi ty needs in

1961 by recourse to cent ra l -bank credit , increasing the i r d iscounts and

advances by approximate ly Lit . 100 mill iard. In addi t ion, the mone ta ry

authori t ies , in o rder to provide these inst i tut ions wi th t empora ry assistance,

ar ranged late in 1961, in operat ions effected t h r o u g h the Bank of Italy and

the Italian Exchange Office, to make available to t h e m Li t . 192 milliard.

Short ly thereafter, as a m o r e fundamenta l measure , t he obligatory reserve

requ i r emen t of the commercia l banks was reduced on 13 th Janua ry from 25

to 2 2 % per cent, and that of t h e savings banks was lowered accordingly, so

tha t l iquidi ty was increased to an a m o u n t of Li t . 190 mil l iard. T h i s , together



— 73 —

with a seasonal reflux of currency from circulation, enabled the credit institutions
to return a large part of the temporary assistance earlier received.

Total current and savings accounts with the credit institutions increased
in 1961 by Lit. 1,738 milliard, representing a rise of 17 per cent., compared
with one of 15 per cent, in i960. In relative terms the total loans of these
institutions showed an even greater gain, rising by Lit. 1,442 milliard, or
20 per cent. Investments in securities also continued to grow, but more
slowly. Thus, the loan/deposit ratio, which had risen from a low of about
65 per cent, in the middle of 1959 to 71.3 per cent, in December i960,
increased further to 73 per cent, by the end of 1961.

New lending by the special credit institutions to industry, building and
agriculture also showed a big advance, namely Lit. 770 milliard in 1961, as
against Lit. 579 milliard in i960. But the greater part of these loans was
financed by recourse to the capital market, where the net issues of the special
credit institutions totalled Lit. 540 milliard, compared with Lit. 430 milliard
in i960. On this market there was also an increase in indirect borrowing on
Treasury account — Lit. 158 milliard, against Lit. 50 milliard in i960. Of
this total Lit. 118 milliard was borrowed through the Credit Consortium for
Public Works and used to help finance the "Green Plan" for agriculture.
Both these developments with respect to new issues were facilitated by the
fact that the Treasury, after having borrowed Lit. 123 milliard in i960, took
virtually no net funds from the market through its own issues in 1961.
Reflecting a continuation of the high rate of financial savings in Italy, total
capital issues amounted in 1961 to Lit. 1,640 milliard, or slightly more than
in i960, During the year the yield on industrial bonds rose from about
5.1 to 5.5 per cent. That on government bonds continued to fall, however,
reflecting the strength of institutional demand and the lack of new issues. In
the first quarter of 1962 private industry raised Lit. 360 milliard of new
money through bond and share issues, as against Lit. 253 milliard in the
corresponding period of 1961.

Monetary survey.1

Countries Years

Changes in liabilities

Money Quasi-
money Other

Changes in assets

Net
foreign
assets2

Claims
on

govern-
ment

Claims
on

private
sector

Other

in milliards of national currency units3

Balance-
sheet
total

Italy

Belgium

S w i t z e r l a n d . . . .

A u s t r i a

1960
1961
1960
1961
1960
1961
1960
1961

0.89
1.25
4.10

17.00
1.80
2.91
1.77
2.85

0.69
0.93
6.10
9.70

3.20
3.53

5.40
5.23

0.38
0.62

0.90
0.94

1.95
1.48

0.21
0.68

4.30
6.00

1.16"
1.884

- 0.70
2.73

0.10
0.02

5.40
13.90

0.28
0.61

3.37
- 1.07

1.44
1.57

4.90
8.10

4.03
4.92

6.31
7.09

0.20
0.53

0.43
- 0.03

0.14
0.81

15.34
18.14

52.00
59.38

9 6 . 0 0
105.56

1 From the International Monetary Fund's "International Financial Statistics". Data for each country comprise
a consolidated balance sheet of the banking system, including the central bank, commercial banks, savings
banks (except in Belgium) and, in some cases, certain other monetary institutions. 2 Including net I.M.F. position.
3 For Italy in thousand milliards. 4 Holdings of National Bank and Confederation only.
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Belgium. The independence of the Congo and the competitive implica-
tions of the Common Market have intensified the need to stimulate private
investment and quicken economic growth. For monetary policy this has
implied the desirability of a generally lower structure of interest rates and
easier availability of capital, the main obstacles to which have been the
Treasury's absorption of long-term funds for deficit-financing purposes and, in
the twelve months up to August 1961, the precarious external balance. In
stimulating private investment, therefore, much reliance continued to be placed
on the granting by semi-public lending institutions of long-term credits at
preferentially low interest rates.

In 1961 the country made considerable progress towards its objectives.
Concurrently with a marked reduction in the budget deficit there was a
recovery of the basic external balance, particularly in the second half of
the year. Reflecting the budgetary improvement, the total direct public debt
rose by only B.fcs. 14.0 milliard in 1961, as against an increase of B.fcs. 22.2
milliard in i960. Owing to unsettled capital-market conditions early in the
year, the Treasury floated only two loans in 1961, so that the increase in the
consolidated debt was only B.fcs. 5.8 milliard, or about one-third as great as
in i960. Moreover, whereas the government's total foreign debt had risen by
B.fcs. 10.2 milliard in i960, the increase in 1961 was only B.fcs. 2.7 milliard.
Thus, although the Treasury's cash deficit was smaller in 1961, it was partially
financed by an increase in short-term debt expressed in Belgian francs,
whereas in i960 this debt had diminished.

The total currency circulation plus deposits with the monetary institutions
(excluding the savings banks) expanded sharply in 1961 — by B.fcs. 26.5
milliard, as against a rise of only B.fcs. 9.9 milliard in i960. This change
reflected in part a higher rate of lending to the private sector, the total
claims on which increased by B.fcs. 8.1 milliard, or over half as much again
as in i960. But even more it was associated with the growth in claims against
the public authorities, which, after rising by B.fcs. 5.4 milliard in i960,
increased by B.fcs. 13.9 milliard in 1961. This latter figure includes a substantial
volume of Treasury certificates denominated in foreign currencies, hitherto
held abroad, which were purchased last year by Belgian banks with the
proceeds of their own borrowing from foreign banks. Finally, a small portion
of the growth in money and quasi-monetary assets in 1961 had a counterpart
in a net expansion in the monetary institutions' foreign assets; the rise of
B.fcs. 2.4 milliard (excluding the change in the central bank's net I.M.F.
position) reflected an increase of B.fcs. 12.2 milliard in the National Bank's
holdings as offset by a rise of B.fcs. 9.8 milliard in the net foreign liabilities
of the other monetary institutions. As their liquidity position was strong
throughout the year, the banks acquired Treasury certificates in excess of
cover requirements (which pertain only to securities expressed in Belgian francs)
and improved their net position vis-à-vis the central bank. Not all the funds
invested in certificates were placed at the disposal of the Treasury : the Fonds
des Rentes sterilised part of the proceeds of its own sales (which it suspended
towards the end of the year) by building up deposits with the National Bank.
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Parallel with the improvement in the budget and external positions, the
National Bank lowered its discount rate between August 1961 and March
1962 in four steps from 5 to 4 per cent. As liquidity was high and the
capital market not very active, long-term interest rates also moved downwards,
the yield on five to twenty-year government bonds declining from 6 to below
5 y2 per cent. In a broader setting, a revision of techniques for regulating
bank liquidity, aimed at making policy more flexible and responsive to the
needs of economic growth, was put into effect as from ist January 1962. In
order to widen the margin of funds which the banks could lend to enterprises,
they were authorised to invest freely the counterpart of their new current
liabilities in so far as they exceeded the average level of liabilities outstanding
at the end of the month in the period from 31st January to 31st October
1961. With regard to liabilities up to this reference level, however, the old
cover ratios were to continue in force. In addition, the fixed 4 per cent, cash
ratio for the banks was abolished, and a variable "monetary reserve ratio"
was at the same time instituted. This ratio, introduced at zero, may be raised
to up to 20 per cent, of deposits at up to one month and 7 per cent, of
other deposits. Finally, in the interests of greater policy flexibility, changes in
the banks' creditor interest rates, henceforth to be subject to agreement between
the National Bank and the Belgian Banking Association, were no longer to be
rigidly linked to adjustments in the discount rate.

Switzerland. By rights the emergence of a large external deficit on
current account, together with an increase in the outflow of long-term capital,
should have brought the banks under considerable liquidity pressure in 1961.
The effect of these changes was more than offset, however, by a huge influx
of funds from abroad, mostly consisting of short-term capital. The monetary
authorities continued in 1961 with their basic policy of low interest rates, the
object being to encourage the export both of short and of long-term capital. In
addition, the i960 gentleman's agreement with the banks, restricting the terms
on which foreign deposits can be accepted, was renewed for another year as
from August 1961.

Two further elements of policy were applied during the year. First, in
connection with the heavy influx of funds following the March revaluations,
Sw.fcs. 1,035 million of bank funds was frozen in a special account with
the National Bank. Secondly, the Confederation's cash budget surplus, instead
of being used to retire debt, was effectively sterilised, partly by increasing the
government's deposits with the central bank and partly by placing funds
abroad.

Despite the liquidity absorption implied in these measures, as well as
in the deterioration in the basic external balance, the stock of money and
quasi-monetary assets increased by about 13 per cent, in 1961, compared with
a rise of 8 per cent, in i960. Some of the counterpart consisted of the
increase in the National Bank's gold and foreign exchange reserves, which
rose by almost Sw.fcs. 1.9 milliard during the year. Significantly, however, the
banking system's lending to the private sector advanced by approximately



14 per cent., thereby giving added stimulus to excessive demand pressures.
For the five large commercial banks alone the increase was over 20 per cent.

In the capital market net new issues jumped up from Sw.fcs. 2,220 to
3,110 million between i960 and 1961. Of this difference Sw.fcs. 300 million
was accounted for by foreign issues, which totalled Sw.fcs. 860 million in 1961.
Long-term interest rates, however, showed little change, the yield on govern-
ment bonds fluctuating around 3 per cent, over the year.

In the spring of 1962, with aggregate demand still running to excess
and exchange reserves falling, the monetary authorities introduced a measure
intended to restrict the growth of new lending. In an agreement with the
banks and banking associations it was laid down that banks above a certain
size should restrict the granting of new credits to a certain percentage of the
increase in new credits granted in either 1961 or i960. For the period April
to December 1962 the increase in commercial and current credits must not
exceed 65 per cent., and that of mortgage credits 85 per cent., of the increase
in the whole of the chosen base year. The agreement, which came into force
on ist April 1962, will expire at the end of the year unless conditions
warrant otherwise.

Austria. Though broad in scope, the restrictive credit measures taken in
March i960 had more the effect of absorbing excess bank liquidity than of
slowing down at once the record rate of credit expansion. By June 1961
the credit institutions' liquidity had reached a low point. This situation
proved short-lived, however, because their liquidity soon began to rise again
in conjunction with a renewed inflow of gold and foreign exchange, together
with a substantial redemption of bank-held Treasury bills. Thus, the total
volume of commercial credits granted by these institutions increased over the
year as a whole by Sch. 7.5 milliard, i.e. only just short of the big expansion
in i960. Coincident with this development the growth in industrial production
was diminishing, while strong price and wage pressures persisted. In January
1962, therefore, a new series of credit measures was introduced, designed
primarily to absorb liquidity but also to temper expectations and check the
flow of new credit. With effect from ist February minimum reserve require-
ments were raised by % per cent., bringing the ratio to 9 % per cent, for
sight and time deposits and 7 % per cent, for savings deposits. Secondly, in
a move towards the use of open-market operations, the National Bank
converted into 3 % per cent. Treasury certificates Sch. 560 million of its
total Sch. 1.69 milliard claim against the Federal Government and placed them
with the credit institutions for a period of one year. Finally, the limit for
new loans beyond the level of 31st January was established at 50 per cent,
of new deposits, as compared with the average of 75 per cent, prevailing
hitherto.

The United Kingdom. In the first six months of 1961 the external
weakness of sterling, together with the buoyancy of domestic spending and
borrowing, was the signal for a gradual further tightening of existing credit



restraint. A partial relaxation of hire-purchase restrictions in January had
been followed by an increase in borrowing to finance durable-goods purchases,
and private house-building was also rising. In the company sector a decline
in the rate of inventory accumulation tended to offset a further rise in fixed
investment but, as the result of a fall in profits after the first quarter, a rise
in tax payments and, towards the middle of the year, an adverse shift in
the external terms of payment, companies' needs for borrowed funds increased
substantially. In this situation the additional element of credit restraint brought
to bear was the less than full support given by the authorities to the
government securities market. Though intervening in support of the market,
the authorities did so only while permitting security prices to sink lower.
Thus the yield on long-term government securities, which at the end of
December i960 stood at 6.08 per cent., had moved by mid-1961 to 6.38 per
cent.

The expansion of bank lending in the first half of 1961 was effected
only at the expense of a further decline in the general liquidity position of
the banks. In this period the London clearing banks' advances and bills
discounted jumped by £340 million to reach £3,724 million. Owing partly to
the high yields of other financial assets, however, the banks' net deposits
rose by only £98 million to £6,360 million. Thus, in increasing their ad-
vances and bills, the banks found it necessary to reduce their holdings of
other assets. Their investments (mostly government stock) were cut back by
£204 million and their holdings of Treasury bills and other liquid assets by
£77 million. In broader perspective, in the three years up to the middle of
1961 the London clearing banks' advances had risen from 29.2 to 46.4 per
cent, of total deposits, while their holdings of long-term securities had
declined from 32.7 to 13.6 per cent. Hence, even before the emergency
measures of 25th July, the shift into advances was already beginning to
approach a limit.

In themselves, moreover, the July credit measures were potent ones. Bank
rate was raised from 5 to 7 per cent., and a new call for special deposits was
made, raising the requirement for the London clearing banks from 2 to 3 per
cent, of total gross deposits and that for the Scottish banks from 1 to 11/2 per
cent. In addition, the Bank of England made it clear that the effect of this
call should fall upon advances and at the same time requested the banks to
favour loans for exports and productive industry. Other financial institutions
were also asked to co-operate along these lines. Finally, hire-purchase terms
were tightened.

The impact of the new restrictions was immediate and pronounced.
According to the monthly returns of the London clearing banks, total advances
outstanding, which on 19th July had stood at £3,550 million, declined
steadily from August onwards, reaching a low of £3,209 million on 13th
December. The banks' net deposits also fell, though by a much smaller
amount; but, because of the need to augment their special deposits, the
banks did not add to their investments until the fourth quarter. The largest
percentage declines were in advances to local authorities and hire-purchase
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United K ingdom: Financial surplus of the private sector.1

Items

Cor respond ing changes in c la ims on
and l i ab i l i t i es to (increase —)

Publ ic sec tor : 2 Currency
National savings and tax reserve certificates
Marketable government debt3

Claims on local authorities (net)
Miscellaneous4

Total

Banking sec to r : Deposits
Advances5

Money-market assets5' 6

Private securities7

Total

Overseas: Short-term capital (net)
Long-term capital (net)

Total

Other t ransac t ions (net)8

Memorandum: Increases in
Shares and deposits in building societies
Building societies'net advances
Life assurance, superannuation funds, etc
Deposits with members of the Finance Houses Association
Hire-purchase debt
Special deposits with Trustee Savings Banks . . . . . . .
Net capital issues of quoted U.K. companies:

Financial companies (excluding banks)
Non-financial companies

1959 1960 1961

in millions of £ sterling

6 6 0

135
340

80
365

- 50

8 7 0

430
— 805
— 70

45

- 400

— 5
145

140

5 0

268
226
710

73
293

39

81
251

4 4 0

100
325
685
305

30

1,445

- 640
- 55

5

- 690

— 290
100

— 190

- 125

205
241
790

77
S«
55

90
319

7 2 0

85
150

- 220
500

- 65

4 5 0

170
- 130
- 155

80

- 35

315
- 50

2 6 5

4 0

198
217
830

41
- 8

66

102
421

1 For sources and methods see Bank of England Quarterly Bulletin, December 1960 and June 1961. For 1961 the
figures are estimated and in some cases the sources used may not be entirely consistent with those used for the
previous years. In the estimates of changes in financial claims and liabilities the private sector is defined as com-
prising persons and financial and non-financial companies, excepting banks. The estimates of the financial surplus
of the private sector, however, are derived from national income statistics and include the financial surplus of banks,
which cannot be separately identified in the national income figures. 2 Central government, local authorities and
public corporations. 3 Includes Treasury bills and iron and steel securities. * Partly residual. 5 Figures for 1961
adjusted by £40 million to offset a transfer, in the London clearing banks' statistics, of approximately the same
amount from "Advances" to "Money at call and short notice". ' Money at call and short notice (net) and trade bills.
7 Includes bank securities sold to the private sector. a Comprises the balance-of-payments balancing item and the
banking sector's net claims, not otherwise specified, on customers.

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

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

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

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

S h o r t l y a f t e r t h e J u l y i n c r e a s e i n B a n k r a t e t h e y i e l d o n b o t h T r e a s u r y

b i l l s a n d l o n g - t e r m g o v e r n m e n t s e c u r i t i e s r o s e t o a b o u t 6 . 7 p e r c e n t . T h i s

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

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

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

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

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

s t e p s i n O c t o b e r a n d e a r l y N o v e m b e r t o 6 p e r c e n t . T h e s e r e d u c t i o n s , i t
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was officially stated, were not intended as a signal for an easing of domestic
credit restraint. In the fourth quarter, with foreign funds an important demand
factor up to November, the authorities again became large net sellers of
securities.

In 1961 the increase in bank advances and commercial-bill lending of all
banks to the private sector as a whole amounted to only £245 million (against
£680 million in i960), representing mostly a rise in loans to the company
sector. Non-financial companies borrowed more by means of new issues
(£421 million compared with £319 million in i960) and probably drew also
upon their liquid assets. The principal reason, however, for the sharp swing
in the private sector's holdings of marketable debt (which in the table
includes non-official overseas holdings) lay in the turn-round in the movement
of foreign funds. Thus the sector's shift from net acquisitions of government
securities of £685 million in i960 to net sales of £220 million in 1961 is
reflected partly in the counterbalancing changes seen under net capital claims
against foreigners. In the personal sector an increase in the financial surplus
had as its main counterpart a reduction in various types of borrowing. The
sector's acquisition of identifiable assets continued on much the same scale
as in i960, a fall in the growth of National Savings being offset by an
increase in net personal bank deposits and a further rise in assurance and
pension claims.

The total of marketable debt in the hands of the public showed a net
rise of £85 million in i960 and a decline of £426 million in 1961. From
the point of view of the Exchequer this decline was counterbalanced by a
shift of similar size in the financing of the Treasury's net external trans-
actions. For, whereas the latter (including the financing of net sales of sterling
by the Exchange Equalisation Account) had in i960 increased the Exchequer's
cash requirement by almost £400 million, their effect in 1961, when the Account
was a large purchaser of sterling, was to reduce the cash requirement by
£316 million. Otherwise neither the Exchequer's overall budget deficit nor
its sources of finance altered very much between the two years.

By the early spring of 1962 the economic climate had changed. The
basic balance of payments had improved, there was a new influx of capital
from abroad and domestic demand was picking up slowly. Against this back-
ground Bank rate was brought down in two steps in March from 6 to 5 per
cent., and then again towards the end of April to 4 % per cent. However,
the yield on long-term securities, which at the end of 1961 stood at 6.45 per
cent., was still as high as 6.1 per cent, in May 1962.

Sweden. Monetary and fiscal policies, though as in i960 directed towards
restraint, changed their focus in 1961. In i960 the emphasis in fiscal policy
had been on reducing the cash budget deficit (which declined to S.Kr. 1.0
milliard from S.Kr. 1.9 milliard in 1959) and on financing this deficit outside
the banking system. In 1961, with the budgetary improvement continuing, a
cash surplus of over S.Kr. 0.3 milliard was realised and used mostly to repay
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shor t - t e rm deb t held b y the central bank. Bank l iquidi ty was also reduced

as the result of addit ional ne t in -payments (S.Kr. 84 mill ion against S.Kr. 859

mill ion in i960) by companies into tax-privi leged inves tmen t fund accounts

wi th t h e central bank. U n d e r the influence of these two factors, bank

liquidity, which had already been b r o u g h t d o w n considerably by the end of

i960, fell well below the Riksbank ' s r e c o m m e n d e d ratios d u r i n g the first t h ree

quar te r s of 1961. A substant ia l g rowth in official gold a n d foreign exchange

reserves, which itself s t emmed par t ly from the domest ic policy of financial

restraint , was an offsetting factor he lp ing to sustain bank l iquidity. In the

late spring, w h e n for seasonal reasons the banks were unde r part icular ly

heavy l iquidi ty pressure , t he Riksbank p u t a ceiling on the a m o u n t it wou ld

normal ly be p repared to lend to individual banks and established a penal ty

interest ra te of 9 per cent, for bor rowing in excess of the ceiling. In another

m o v e the Riksbank in N o v e m b e r warned the banks to p u r su e a restrictive

lending policy, b u t at t he same t ime lowered its r e c o m m e n d e d l iquidi ty ratios

(30 pe r cent, for the big banks) to br ing t h e m more in line wi th reality.

S w e d e n : T h e f l o w of f i n a n c i a l f u n d s .

^^^^ Borrowers

Lenders ^ ^ ^ ^ ^

Riksbank . . . . . .

Other credit institutions2

National Pension Insurance Fund . .

Total

Years

I960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

Public sector

Central
govern-
ment

Local
authorities

Private sector

Housing
Rest of

the
economy

Total

net amounts, in millions of kronor

1,175
- 250

-1.2501

3751

- 25

150
— 25

625
50

1,075
- 350

— 100
50

100
100

50
100

200
125

250
375

75

300
125

1,600
1,900

175
425

75
125

2,225
2,575

900
425

500
650

100
200

350
525

1,850
1,800

1,250
- 250

— 1501

600

2,575'
2,625

475
700

1,250
725

5,400
4,400

1 Adjusted for temporary switches of deposits between commercial-bank accounts and postal giro accounts
in early 1960. These shifts were the result of accelerated expenditure in anticipation of the introduction of the
turnover tax. 2 Includes savings banks, the Postal Savings Bank, the Postal Cheque Service, the provincial
agricultural credit associations and the insurance companies. 3 Excludes placement of funds by financial in-
stitutions.

I n t h e i r c o m b i n e d e f f e c t , m o n e t a r y a n d fiscal p o l i c i e s i n 1 9 6 1 h e l p e d

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

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

t o t a l g r o w t h o f c r e d i t a n d e q u i t y - m a r k e t c l a i m s d e c l i n e d f r o m S . K r . 5 . 4 m i l l i a r d

i n i 9 6 0 t o S . K r . 4 . 4 m i l l i a r d i n 1 9 6 1 , a d r o p o f S . K r . 1.3 m i l l i a r d i n p u b l i c -

s e c t o r b o r r o w i n g b e i n g p a r t l y o f f s e t b y a r i s e o f S . K r . 0 . 3 m i l l i a r d i n p r i v a t e -

s e c t o r b o r r o w i n g . A s a g a i n s t a n i n c r e a s e o f S . K r . 1.2 m i l l i a r d i n i 9 6 0 ,

c o m m e r c i a l - b a n k l e n d i n g t o t h e p r i v a t e s e c t o r r o s e i n 1 9 6 1 b y o n l y S . K r . 5 5 0

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

S . K r . 8 4 0 m i l l i o n . O n t h e o t h e r h a n d , p r i v a t e - s e c t o r b o r r o w i n g f r o m o t h e r
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credit institutions, the National Pension Insurance Fund and the capital market
jumped up from about S.Kr. 2.8 milliard in i960 to over S.Kr. 3.8 milliard
in 1961.

By the spring of 1962 the investment boom had lost some of its
impetus and demand pressures had eased. As an initial move towards easier
credit, the Riksbank reduced its discount rate in early April from 5 to
4 % per cent.

Denmark. Largely as the result of a sharp rise in personal incomes,
together with a shift in the government's budget from surplus to deficit,
domestic demand pressures contributed to the emergence of a sizable external
deficit on current and long-term capital account in 1961. Inevitably, a heavier
burden of policy restraint was thrust upon monetary weapons. The most
important move came in May 1961, following upon widespread strikes and
large wage and other income settlements, when the Nationalbank raised its
discount rate from 5 % to 6% per cent., increased the interest rate for its
advances on securities to 7V2 per cent, and requested the banks to curb
their lending except for exports. This request was repeated in the autumn,
when total lending was still running to excess.

In the circumstances the tendencies making for increased bank liquidity
were strong. Most important, whereas in i960 the government's large cash
surplus had resulted in a sterilisation of D.Kr. 402 million with the central
bank, the swing to a cash deficit in 1961, stemming mostly from an increase
in expenditure, led the government to draw down its current account with
the Nationalbank by D.Kr. 325 million. In addition, the banks obtained
another D.Kr. 178 million directly from the central bank by way of advances,
security transactions and a drawing on sight deposits. Finally, partly owing
to the attraction of higher interest rates for foreign depositors, the banks
increased their net foreign liabilities in 1961 by D.Kr. 170 million. While this
borrowing helped to limit the central bank's reserve losses, it weakened
appreciably the tightening effect of the May measures.

Thus, despite the liquidity drain associated with the adverse turn in
the basic external balance and an unusually large increase in the note
circulation, total deposits with the commercial and savings banks rose by
D.Kr. 1.6 milliard in 1961, as against only D.Kr. 1.1 milliard in i960.
At just over D.Kr. 2.0 milliard, the increase in bank lending (advances and
investments) to the private sector slightly exceeded the high i960 figure. As
the result of a sharp rise in long-term interest rates, however, the commercial
banks, which in i960 had reduced their private security holdings, increased
them from May 1961 onwards. Accordingly, bank advances rose somewhat
less rapidly last year than earlier. For its part, the government, in covering
its cash deficit through withdrawals from its central-bank account, left the
capital market free for other borrowers. The outstanding volume of circulating
government bonds quoted on the stock exchange actually declined by some
D.Kr. 200 million in 1961, while those of all other types increased by D.Kr. 2.4
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milliard, as against D.Kr. 1.7 milliard in i960. The yield of long-term govern-
ment bonds (1987), which at the end of i960 had stood at 6.12 per cent.,
was 7.17 per cent, one year later.

On 2ist March 1962, with a further loss of foreign exchange in prospect,
the Nationalbank reduced from 70 to 60 per cent, of the purchase price the
percentage rate at which it grants advances against bonds quoted on the
Copenhagen stock exchange; and with effect from 21st May this rate was cut
again to 50 per cent.

M o n e t a r y s u r v e y . *

Countries

Denmark

Norway

Years

1960
1961

1960
1961

1960
1961

Changes in liabilities

Money Ouasi-
money Other

Changes in assets

Net
foreign
assets

Claims
on

govern-
ment

Claims
on

private
sector

Other

Balance-
sheet
total

in milliards of national currency units

0.23
1.00

0.43
0.36

4.60
14.90

0.89
0.88

0.78
0.68

79.30
83.70

0.72
0.19

0.32
0.19

11.40
19.40

- 0.12
- 0.18

0.15
- 0.43

2.60
- 0.50

- 0.12
- 0.02

0.20
0.19

-10.80
- 0.10

1.97
2.06

1.18
1.26

96.70
105.60

0.11
0.21

0.23

6.80
13.00

26.19
28.26

24.29
25.51

820.40
938.40

* See footnotes 1 and 2 to table on page 73.

Norway. I n t h e first h a l f o f 1 9 6 1 d o m e s t i c d e m a n d t o o k o n i n f l a t i o n a r y

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

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

i 9 6 0 . A l t h o u g h t h e c e n t r a l g o v e r n m e n t r e a l i s e d a s m a l l e r c a s h s u r p l u s , w h i l e

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

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

a u t h o r i t i e s i m p r o v e d t h e i r fiscal p o s i t i o n i n 1 9 6 1 . E x c e s s i v e d e m a n d p r e s s u r e s

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

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

i n c r e a s e d b y e x t e n s i v e s h o r t - t e r m b o r r o w i n g a b r o a d . I n t h e first s i x m o n t h s

t h e i r n e t f o r e i g n p o s i t i o n d e t e r i o r a t e d b y a b o u t N . K r . 4 0 0 m i l l i o n . I n t h e s a m e

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

r o s e b y N . K r . 1 , 2 4 2 m i l l i o n , a l m o s t h a l f a s m u c h a g a i n a s t h e a l r e a d y l a r g e

i n c r e a s e o f N . K r . 8 4 5 m i l l i o n i n t h e first h a l f o f i 9 6 0 .

A s e a r l y a s F e b r u a r y 1 9 6 1 t h e m o n e t a r y a u t h o r i t i e s r e q u e s t e d t h e c r e d i t

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

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

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

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

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

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

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

a p r e s c r i b e d a m o u n t b y i s t N o v e m b e r 1 9 6 1 , w i t h a n i n c r e a s e i n h o l d i n g s o f

g o v e r n m e n t b o n d s t o b e m o r e t h a n o f f s e t b y r e d u c t i o n s i n a d v a n c e s a n d
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building loans. The savings banks were asked to keep their total loans out-
standing at a level not more than 7 per cent, higher than that one year earlier
and also to reduce building loans and increase government bond holdings by
stipulated amounts. The insurance companies were also requested to take more
government bonds than they had previously agreed to for 1961. By the latter
part of the year the targets with respect to reductions in bank lending had
been reached or surpassed and the ceilings were relaxed. Whereas in the
second half of 1960 the banks' lending to the private sector had risen by
N.Kr. 330 million, in the latter half of 1961 this total showed a net decline
of N.Kr. 30 million.

Finland. Throughout 1961 and early 1962 the credit institutions' lending
activity mounted steadily, contributing to rapid economic advance but also to
a larger external deficit on current account. In addition to this deficit, an
unusually large growth in the note circulation was also a factor tending to
reduce the liquidity of the banks. On the other hand, as in Denmark and
Norway, the central government's cash budget position deteriorated, its overall
surplus of F M 9.1 milliard in i960 shifting to a deficit of about F M 8.2
milliard in 1961. While the surplus in i960 had been used largely to repay
debt held by the central bank, the deficit in 1961 was covered by a combination
of foreign borrowing (FM 4.5 milliard), domestic borrowing (FM 1.1 milliard)
and a net deterioration in the Treasury's position vis-à-vis the central bank
(FM 2.6 milliard). And, as was also the case in Denmark and Norway, the
Finnish commercial banks bolstered their liquidity in 1961 by recourse to
short-term foreign credits, their net exchange position deteriorating by F M 8.6
milliard. The credit institutions as a whole also increased their rediscounting
with the central bank by F M 8.9 milliard during the year. On balance, these
various factors affecting bank liquidity made it possible for the credit institutions
to increase their total loans to the private sector by F M 105.6 milliard in
1961, as against F M 96.7 milliard in i960. The growth of deposits, though
lagging behind that of loans, was also greater than in the preceding year.

Although its aim was to slow down the credit expansion, the Bank of
Finland did not increase its basic rate for rediscounting in 1961, but relied
rather heavily on the efficacy of the penalty borrowing rate, whose progressive
scale can rise as high as 4 per cent, above the rediscount rate. This scale
was slightly steepened in February 1961, while in March the commercial
banks were encouraged, without raising the average level of their lending
rates, to differentiate them more in favour of exports and against consumption.
Shortly thereafter a cash reserve agreement was concluded, under which, for
the period May 1961 to April 1962, the credit institutions were to place on
interest-bearing deposit with the central bank the equivalent of the increase
in their lending (calculated cumulatively) in excess of 80 per cent, of the
corresponding rise one year earlier. In this way the credit institutions'
liquidity was reduced by F M 4.3 milliard by the end of 1961.

In the spring of 1962, when inflationary symptoms began to appear
side by side with a marked increase in the credit institutions' recourse to
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rediscounting, further action was taken. At the end of March the central bank
raised its basic rediscount rate from 6% to 8 per cent., but lowered it again
one month later to 7 per cent. In April a new cash reserve agreement, almost
identical to that operative in 1961-62, was concluded with respect to new
lending during the period May 1962 to April 1963.

Yugoslavia. The policy of restraining the expansion of consumption and
investment was continued in 1961. In the credit sphere the most important
measures were as follows: (1) the National Bank avoided a further expansion
of its credits to the banks during the first six months of the year; (2) the
Bank also, when debiting and crediting individual banks, retained certain
amounts on their giro accounts kept with it; (3) the banks were authorised
to grant loans for the financing of fixed investment only to the extent of
20 per cent, of savings deposits; (4) new measures were introduced to ensure
timely repayment of credits granted to enterprises for the purchase of foreign
exchange; and (5) a limit was set for Federal Government borrowings, while
the republics and local authorities were not allowed further recourse to bank
credit.

Towards the same end certain measures of an essentially fiscal nature
were applied. As a type of obligatory reserve requirement, 10 per cent, of the
total current receipts of social investment funds, of the funds of enterprises and
of budget revenue had to be placed on a restricted account. In addition,

Yugoslavia:
Saving, investment and changes in financial assets, by sectors.

Items

Financial surplus or deficit (—) . . .

Corresponding changes
in f inancial assets and

l iabi l i t ies (increase —)

Currency and sight deposits

Non-iiquid deposits

Bank credit .

Investment loan funds

Other sources of funds

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

House-
holds1

Socialist
enter-
prises

Invest-
ment
funds

Govern-
ment

Others Rest of
the world

in milliards of dinars

113
164

- 74
- 110

39
54

40
79

14
14

- 16
- 39

1

361
408

— 861
- 1,039

- 500
- 631

3
1 1

39
- 24

- 158
- 194

- 326
- 440

58
16

380
518

380
518

4
— 1 1

— 9
- 10

- 56
47

387
508

54
- 16

122
103

- 86
- 105

36
— 2

69
- 44

- 14
137

- 19
- 95

124
171

- 133
- 179

- 9
- 8

116
127

10
41

- 21
28

- 61
- 68

- 53
- 136

- 542

- 69*

1 Includes Individual enterprises. 2 Balance of payments on current account (cash basis).
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enterprises were obliged to allocate 40 per cent, of their current net income
to a restricted account not to be drawn upon until their own final accounts
had been approved. Finally, the dinar equivalent of foreign finance allocated
out of external credits granted in support of the Yugoslav exchange reform
was to be deposited on a special restricted account.

As a result of these measures, bank credit expanded in 1961 by Din. 253
milliard, compared with Din. 270 milliard in i960, while the amount of liquid
resources placed on restricted accounts rose to Din. 158 milliard from Din. 40
milliard in the preceding year. Consequently, the expansion of the money
supply was much more moderate in 1961, i.e. Din. 162 milliard as against
Din. 232 milliard in i960.

Japan. In 1961, for the third consecutive year, demand moved strongly
upwards, receiving its impetus in particular from a boom in capital invest-
ment. As in the advanced phase of previous economic upswings, a wide
deficit opened up in the basic external account. Although this deficit was
partly covered by a further substantial increase in short-term borrowing
abroad, a decline in the official exchange reserves commenced in the spring.
As subsequently the reserve loss accelerated, the Bank of Japan raised its

Japan: Changes in f inancia l

Items

Financial su rp lus or
def ic i t (—) . .

Cor respond ing changes
in f inanc ia l assets and
l iab i l i t i es ( increase-)

Time and savings deposits .

Insurance and trust claims .

Bank of Japan credits . . . .

Loans . . .

Official reserves . . . .

Other foreign claims (net). .

Miscellaneous transactions2.

Years

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

1960
1961

Personal

1,372
1,909

4 4 1
5 6 1

9 0 5
1,001

3 3 6
3 9 9

5 2 0
9 7 2

— 522
- 593

- 309
- 430

assets

Corpora-
tions

— 1,398
- 2 , 4 2 2 *

3 1 3
2 6 6

3 8 0
4 8 7

4 3
6 8

— 488
- 949

— 1,931
- 2,496

- 93
- 202

3 7 8
4 0 4

and liabilit ies, by sectors.1

Central
govern-

ment

in

2 4 9
4 8 2

— 9
— 4

- 151
— 160

- 116
- 131

8 6
371

3 4 1
4 3 2

7 1

— 67

19
2 3

8
17

Govern-
ment

enter-
prises

and local
author-

ities

Bank of
Japan

Tiilliards of yen

— 160
- 315

4 0
2,

3 9
5 3

2
3

— 122
- 180

— 103
- 169

- 6
- 10

- 9
- 15

— 204
- 369

— 76
- 281

162
7 8 4

1 10
- 55

- 33

Banks
and other
financial
institu-
tions

— 581
- 456

-1,173
- 1,380

- 265
- 338

164
2 4 2

- 162
- 784

2,215
2,826

- 38
- 3

153
150

Rest
of the
world

6 3
- 346

181
- 122

- 118
- 225

1 Provisional estimates of the Bank of Japan. ' Mainly trade credit; includes also statistical discrepancies.
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discount rate towards the end of July from 6.57 per cent, to 6.935 per cent.,
simultaneously lowering the discount rate on export bills, however, from 4.745
to 4.38 per cent. These moves were followed in late September by a further
increase in the discount rate to 7.3 per cent., together with a raising of the
penalty rates for rediscounting. In addition, for the first time since the system
was introduced in September 1959, reserve requirements were altered. For the
larger banks this meant a doubling of existing rates to 1 per cent, of time
deposits and 3 per cent, of other deposits. Although these measures were
ancillary to a broader government programme of restraint, the country's
exchange reserves continued to fall until the turn of the year, when they were
bolstered by a loan from a group of American banks.

The financial deficit of corporations, as well as that of government
enterprises and local authorities, rose sharply in 1961, while the surpluses of
the personal and central-government sectors, though markedly higher than in
i960, were less than compensating. Following a trend earlier in evidence, a
greater proportion of the corporate sector's borrowing requirement was
satisfied by recourse to the capital market in 1961, the increase in security
purchases by individuals being especially notable. Nevertheless, an unduly
large part of business financing still takes the form of bank loans, which
registered a very big increase in absolute terms in 1961. As usual, reflecting
the "over-loan" position of the Japanese banking system, a substantial pro-
portion of new lending had to be financed by recourse to the central bank.
In 1961 the deterrent effect of the two increases in the discount rate proved
to be insufficient, and the volume of rediscounting was particularly great.
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I I I . D O M E S T I C A N D I N T E R N A T I O N A L P R I C E S .

The rise in the consumption of raw materials over the past year has
not kept pace with the expansion in their production. As a result, commodity
quotations on world markets have shown in the aggregate a rather precarious
stability.

On the domestic side the picture was different. Prices and costs rose
nearly everywhere, sometimes sharply. Except in Finland, the Netherlands and
the United States, wholesale prices began or continued to move upwards, the
rise deriving its impetus chiefly from the domestic sector and being moderated
only to a limited extent by the decline in import prices.

Prices at consumer level rose more markedly. In contrast to the previous
year, smaller crops had an adverse effect on food prices, and the rise in
these, together with continuing higher prices for services, accelerated the
increase in the cost of living. Wages continued to go up, in many countries
at a faster rate than before. There was at the same time an improvement in
productivity, but in most cases it did not match the wage rise. The exceptions
to this general tendency were the United States and — among European
countries — Belgium.

Domes t i c prices and wages.

Consumer prices. Consumer prices continued to mount in the period under
review in all western European countries. Almost without exception the rises
were greater than in the preceding year, although the growth in aggregate
demand was slower and raw-material prices were stable. The pace of the
increases even accelerated during 1961, but they were more evenly distributed,
many European countries being affected to roughly the same extent. In the
United States and Canada, by contrast, consumer prices rose only moderately.

For western Europe as a whole the rise in retail prices in 1961 may
be estimated at over 3 per cent.; foodstuff prices advanced by approximately
the same amount. In the two preceding years the overall increase had been
about 2 per cent. In the United States retail prices went up by only Y2 per
cent, in 1961 and foodstuffs actually cheapened by nearly 1 per cent.; in the
two preceding years the increase in the cost of living ( 1 % per cent.) had
also been smaller than that in Europe.

In Europe two phases are distinguishable. T o begin with, consumer
prices remained more or less stable during the first half of 1961. Subsequently
they began to rise and in the latter half of the year they climbed to roughly
3 or 4 per cent, above their end-of-1960 level. This trend was most marked
in the United Kingdom, Switzerland and France,



In Sweden the cost-of-living index, which had risen by 3.9 per cent, in
i960, moved up by 2.5 per cent, in 1961. In i960, however, it had been
affected by the introduction of a general 4.2 per cent, purchase tax, which
explains the smaller increase in 1961. In January 1962 the tax was raised to
6.2 per cent. Retail prices also rose sharply in Switzerland. In Belgium, despite
an increase in indirect taxation, retail prices went up less than in other western
European countries, as the pressure of demand during the year was moderate,
productive capacity was not fully utilised and labour costs per unit of output
did not rise.

During the first quarter of 1962 changes in consumer prices were not
uniform. In some countries (e.g. Belgium, Switzerland and the United Kingdom)
the rate of increase seems to have slackened, whereas in others it was maintained
or even quickened.

The principal factors determining the trend during the period under
review were the movements in the prices of foodstuffs and services (including
rents). Food accounts for between one-third and one-half of all personal
expenditure, whereas rent may account for as much as 20 per cent, of the
average family budget. The demand for and prices of services in general tend
constantly to increase, while the growth of productivity in the service sector
usually lags behind that in other parts of the economy.

Consumer-pr ice changes dur ing 1960 and 1961.

Countries

Total
index
1960

Total index and components, 1961

Total Food Rent Light and
fuel Clothing

percentage change

Austria

Belgium . . . .

Denmark . . . .

Finland

France

Germany . . . .

Italy

Netherlands . .

Norway

Spain

Sweden . . . .

Switzerland. . .

United Kingdom

Canada . . . .

United States. .

0.8

0.2

0.4

2.9

3.6

1.0

1.4

0.5

0.6

3.9

1.8

1.8

1.3

1.6

5.3

1.0

4.3

1.4

4.0

3.1

2.8

2.5

4.5

2.6

2.5

3.5

4.4

0.4

0.6

5.6

1.2

6.7

0.7

6.1

3.8

1.8

5.8

6.1

2.6

3.4

4.2

1.9

0.3

0.9

7.7

5.0

5.2

13.7

3.4

9.2

5.8

2.6

5.0

5.8

5.0

0.3

1.1

3.0

0.1

2.2

2.0

1.1

1.5

1.6

0.7

2.5

0.7

1.2

4.0

1.1

0.1

3.1

0.8

5.8

1.1

2.3

2.4

0.2

1.1

3.0

1.4

0.8

1.5

1.7

0.3

F o o d p r i c e s u n d e r w e n t a m a r k e d i n c r e a s e i n E u r o p e a n c o u n t r i e s l a s t y e a r .

O n l y i n B e l g i u m , F i n l a n d , I t a l y a n d t h e U n i t e d K i n g d o m w a s t h e r i s e f a i r l y

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

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

r e c o r d e d i n D e n m a r k , N o r w a y a n d F r a n c e ( o v e r 6 p e r c e n t . ) . U n f a v o u r a b l e
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Wholesale and consumer prices and industrial wages.
Indexes:1959 = 100.
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crops in most countries of western Europe (except Italy) caused food prices
to rise in the second half of the year; in many of them, furthermore,
government measures to support agricultural incomes also pushed these
prices up.

Prices for services, including rents, generally rose more sharply than
food prices, and thus also more than the total consumer-price index. In the
Netherlands alone were rents stable after the increase decreed in i960;
another sharp increase — following a two-year interval — is due in the middle
of 1962 and will be accompanied by a special wage adjustment. Rents rose
least in Canada and the United States, where they were decontrolled many
years ago. In Germany the rise in rents (3 Y2 per cent.), although not as
great as that in food prices, exceeded the increase in the cost of living.
Rents rose most in France and Italy — on an average by about 14 and
9 per cent, respectively — where, however, they represent only a small
percentage of consumer expenditure.

In European countries generally the extent of rent increases depended
largely on whether measures had been enacted for relaxing rent controls,
particularly on old houses, during the period under review. Thus, in
Switzerland a rise of s per cent, in controlled rents, which was authorised
as from ist October 1961, is already partly reflected in the index. Similar
measures were applied in Italy (where controlled rents were raised as from
ist January 1962 by 20 per cent.) and in Denmark.

In western Europe, according to available statistical evidence, prices of
finished goods also rose in 1961-62, though less than other prices. In the
United States the "commodities less food" index component rose by no more
than 0.6 per cent, (equal to the increase in the total index), while food prices
declined by 0.9 per cent.

Contrary to expectations, neither the tariff reductions effected in 1961
within the framework of the Common Market and the E.F.T.A. nor the
revaluations by Germany and the Netherlands in March 1961 caused
corresponding reductions in retail prices. This led the Dutch authorities to
impose certain new controls on prices and on trade margins for imported
goods.

Wholesale prices. The level of wholesale prices in most western European
countries rose more in 1961 than in the preceding year. The increase averaged
2 per cent., as against 1 per cent, in i960 and 2 per cent in 1959. The
upward tendency persisted in general in the first few months of 1962. As
with consumer prices, the rise in wholesale prices occurred chiefly in the
second half of 1961 ; in the first half they had remained stable or even
declined. In the United States, where wholesale prices had risen by only
% per cent, in i960, they dropped by 0.3 per cent, in 1961 but rose again
by the same amount in the first quarter of 1962. The trend was thus generally
stable. In a few European countries (e.g. the Netherlands) the index actually
fell for the second year running. Price movements varied from sector to



Wholesale-pr ice changes dur ing 1960 and 1961.

Countries

Total
index
1960

Total index and components, 1961

Total Agricultural
products

Raw
materials

percentage change

Manufactured
goods

Austria

Belgium . . . .

Denmark . . . ,

Finland . . . .

France

Germany . . . .

Italy

Netherlands . .

Norway

Spain

Sweden . . . .

Switzerland. . .

United Kingdom

Canada . . . .

United States .

2.0

0.4

1.0

2.7

1.8

0.3

2.8

2.7

1.4

1.2

0.3

0.5

6.1

0.4

2.9

0.1

3.5

0.9

0.7

1.8

3.1

1.3

2.6

2.6

0.3

6.0

6.9

3.1

1.0

6.7

4.3

3.7

0.8

2.5

4.6

1.3

4.1

1.4

1.2

1.0

6.3

2.1

0.8

3.0

0.8

0.8

2.4

4.3

2.0

0 . 9

0 . 6

5.6

1.0

1.1

2.8

1.1

1.5

1.0

1.4

1.9

1.0

2.1

3.0

1.4

0.5

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

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

i n c r e a s e .

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

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

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

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

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

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

( e . g . B e l g i u m ) . I n E u r o p e t h i s m o v e m e n t i s b e i n g a s s i s t e d b y t h e d e c e l e r a t i o n

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

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

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

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

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

f o r s o m e c a p i t a l g o o d s .

P r i c e s o f s t e e l o n t h e C o n t i n e n t h a v e w e a k e n e d o v e r t h e p a s t y e a r -

p r i c e s o f E . C . S . C . e x p o r t s t o t h i r d c o u n t r i e s a r e n o w w e l l b e l o w t h e l i s t

p r i c e s w i t h i n t h e C o m m u n i t y . I n t h e U n i t e d K i n g d o m , n o t w i t h s t a n d i n g

u n u s e d c a p a c i t y , w h i c h i n c r e a s e d d u r i n g 1 9 6 1 f r o m 1 0 t o 2 5 p e r c e n t . , s t e e l

p r i c e s w e r e r a i s e d i n F e b r u a r y 1 9 6 2 b y 2 5 s . p e r t o n , o r 2 % p e r c e n t . ; t h i s

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

c o n t i n e n t a l o n e s i n a n t i c i p a t i o n o f B r i t a i n ' s e n t r y i n t o t h e C o m m o n M a r k e t .

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

3 % p e r c e n t . , o r $ 6 p e r t o n , e a r l y i n A p r i l 1 9 6 2 b u t r e s c i n d e d t h i s m e a s u r e

i n t h e f a c e o f s t r o n g r e s i s t a n c e f r o m t h e p u b l i c a n d t h e g o v e r n m e n t .
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In general, wholesale prices went u p less t han consumer prices (except

in Aus t r i a and Spain) and in some countr ies t h e d iscrepancy was qu i te

considerable . I n others , such as Finland, the N e t h e r l a n d s and t h e U n i t e d

States, a fairly small rise in consumer prices coincided wi th a cor responding

fall in wholesale prices. In Belgium and the Un i t ed States t h e cheapening —

and in the Ne the r l ands t h e stability — of prices of manufac tured goods

he lped to keep d o w n t h e overall level of wholesale prices.

Wholesa l e prices in Aus t r i a rose sharp ly ; t h e overall increase and the

increases in the sub-groups agricul tural and industr ia l r aw materials were

about 6 pe r cent, ( the index does not include finished goods) . Aus t r i an prices

were p u s h e d u p notably by dearer impor t s , as near ly half Aus t r i a ' s impor t s

come from G e r m a n y and t h e Ne the r l ands and it consequent ly suffered from

t h e revaluat ions last year. M o s t o ther countr ies , b y contrast , benefited from

stable or cheaper impor t prices.

Building costs. Bui ld ing activity is one of the pr incipal factors in the

presen t overheated economic situation. Building costs have a h igh wage content

and react sharply to tensions on the labour market , while being largely

unaffected b y foreign compet i t ion. In F rance and t h e U n i t e d States they wen t

u p to approximate ly the same extent as consumer prices. I n general, however ,

they rose m u c h m o r e — and in G e r m a n y even by th ree t imes as m u c h

(9.0 compared wi th 3.1 per cent . ) .

Wages. T h e level of wages has cont inued to rise over the pas t year.

In western E u r o p e the increases t ended to be larger t h a n in i960, except

in Belgium, the Ne the r l ands and t h e U n i t e d K ingdom. I n Canada and t h e

U n i t e d States the s lowing-down of t h e wage rise cont inued . H e a d i n g t h e

list of wage increases were two of the smaller countr ies — D e n m a r k and

Austr ia .

In D e n m a r k the rise of 11.5 per cent, in earnings in 1961 resulted

from t h e conclusion of new labour contracts after strikes tha t had been

among the mos t extensive the count ry had ever experienced, costing more

than 2 % mill ion working days. In Aus t r ia wage rates last year rose by

6.9 per cent, and earnings by 10.5 per cent . ; early in 1962, however, t h e

wage a n d pr ice si tuation seemed to be calming down.

In G e r m a n y the rises in wage rates and earnings were, at 7.9 and

9.9 per cent, respectively, again spectacular, a l though a cer ta in s lowing-down

was discernible. In F rance the increase in rates (7.6 pe r cent.) was only

slightly smaller. Earn ings in Italy, Switzerland, Norway , F in land and Sweden

rose b y a round 7 or 8 per cent. In Sweden workers in private indus t ry

obta ined considerable wage increases last year. T h i s year and next the salaries

of state employees will be raised correspondingly, namely b y 6.5 and 3.5 per

cent, respectively, while t h e increases for indust r ia l workers agreed u p o n in

negotiat ions held in M a r c h 1962 be tween t rade un ions and employers '

associations are only half as great (2.75 and 2.25 per cent .) .
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I n c r e a s e s in w a g e ra tes and e a r n i n g s in i n d u s t r y .

Countries

Austria

Belgium

Denmark

Finland

France

Germany

Italy

Netherlands

Norway

Sweden

Switzerland

United Kingdom

United States

Canada

Wages

Rates

Earnings

Earnings

Earnings

Earnings

Rates

Rates

Earnings

Rates

Earnings

Rates

Earnings

Earnings

Rates

Earnings

Rates

Earnings

Earnings

Earnings

1959 1960 1961

annual averages, in percentages

5.3

6.6

1.5

7.7

5.7

6.3

3.8

5.1

1.6
2.4

2.3

8.8

4.4

1.8

2.4

2.7

3.8

3.8

3.6

5.4

7.1

3.8

6.5

5.4

6.7

6.7

9.4

3.1
4.9

9.1

4.2

6.6

3.3

5.3

4.9

8.3

3.2

3.5

6.9

10.5

3.6

11.5

7.7

7.6

7.9

9.9

3.8

6.6

4.9

7.3

8.8

4.3

6.8

6.0

6.6

2.7

2.8

I n t h e U n i t e d S t a t e s a s e t t l e m e n t w a s r e a c h e d i n t h e s p r i n g o f 1 9 6 2

o n t h e c o n d i t i o n s o f a n e w t w o - y e a r l a b o u r c o n t r a c t c o v e r i n g t h e c o u n t r y ' s

4 5 0 , 0 0 0 s t e e l w o r k e r s . T h e t e r m s ( f r i n g e b e n e f i t s o n l y a n d n o p a y i n c r e a s e )

w e r e i n c o n f o r m i t y w i t h t h e g o v e r n m e n t ' s n o n - i n f l a t i o n a r y w a g e s p o l i c y . I n

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

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

T h e y h a v e n o t e x c e e d e d i n c r e a s e s i n p r o d u c t i v i t y a n d c o n s e q u e n t l y t h e

c o m p e t i t i v e p o s i t i o n o f U . S . i n d u s t r y h a s i m p r o v e d . F r o m 1 9 5 9 t o 1 9 6 1 t h e

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

1 9 6 2 e a r n i n g s r e m a i n e d s t a t i o n a r y o r a c t u a l l y f e l l . T h e i n c r e a s e i n w a g e s

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

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

6 . 2 p e r c e n t , i n 1 9 5 6 t o 3 . 4 p e r c e n t , i n 1 9 6 1 .

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

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

y e a r s u p t o 1 9 6 1 e a r n i n g s i n A u s t r i a , G e r m a n y a n d D e n m a r k r o s e b y b e t w e e n

2 6 a n d 2 8 p e r c e n t . , o r a b o u t 8 p e r c e n t , p e r a n n u m ; a n o t h e r g r o u p ,

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

a g g r e g a t e i n c r e a s e o f s o m e 2 0 p e r c e n t . , o r 6 - 7 p e r c e n t , p e r a n n u m ;

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

d a t a o n e a r n i n g s a r e a v a i l a b l e ) w o r k e d o u t a t 2 2 a n d 1 7 p e r c e n t , r e s p e c t i v e l y .

I n I t a l y a n d S w i t z e r l a n d e a r n i n g s r o s e b y 1 5 p e r c e n t . , o r 5 p e r c e n t , p e r

a n n u m . I n t h e U n i t e d S t a t e s a n d C a n a d a e a r n i n g s w e n t u p b y o n l y 1 0 p e r

c e n t . ; a n d i n B e l g i u m t h e y i n c r e a s e d b y 9 p e r c e n t . , o r a b o u t 3 p e r c e n t ,

p e r a n n u m .
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The relationship between wage increases and productivity gains has
deteriorated in most industrialised countries, the main exceptions being the
United States and Belgium. It is true that this has ironed out some differences
in the competitive position of the various economies. Nevertheless, the gap
between wage rises and improvements in overall and industrial productivity
remains a critical problem.

This problem has led to wider acceptance of the need for a wages policy.
Thus, in the United Kingdom the pay pause instituted in July 1961 has been
followed by efforts to establish a wages and incomes policy, the future
guiding-lines for which are to be studied by the National Economic Develop-
ment Council.

The tensions on the labour market in Germany caused the authorities
to sound a warning and to call for wage restraint. Their aim is apparently
to set up a body along the lines of the above-mentioned council in Britain,
which would be concerned with examining what rate of wage increase is
justifiable in the light of the general economic situation. In the United States,
too, the Administration has taken steps to secure wage and price restraint as
an essential basis for sound economic growth.

Production and prices of raw materials.

Production.

Overall raw-material output rose by about 2 % per cent, in 1961, marking
a further slowing-down in the rate of increase. Production of industrial raw
materials expanded by about 4 % per cent., whereas that of the main foodstuffs
contracted by about 1 % per cent.

Among agricultural products declines occurred particularly in the output
of rice, wheat and maize, where they were attributable to poor harvests, and
in that of sugar and cotton, where they were due more to a reduction in planting.
However, the output of cocoa, coffee and soya beans increased in 1961.

Decreases in the output of industrial raw materials in 1961 were more
exceptional. There was a levelling-off in aluminium production after fifteen
years of uninterrupted growth. Production of tin and tungsten declined
somewhat, although the combined output of non-ferrous metals showed a
slight increase (1 per cent.). Steel output rose by 5.5 per cent, to a new
record level.

The output of fuels expanded at about the same rate as that of industrial
raw materials. The "newer" fuels rose faster than the average, while the
increase in coal production was much smaller. There was a further sharp
expansion in the production of man-made fibres.
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Estimates of world production of basic commodities.

Commodities Units 1937 1960 1961
preliminary

Percentage change

1960
over
1959

1961
over
1960

1961
over
1937

Aluminium1 . . . .
Natural gas
Man-made fibres . .
Hydro-electricity . .
Cement
Crude oil
Rubber, natural . . .
Rubber, synthetic . .
Nickel2

Steel
Brown coal
Soya beans
Manganese ore . . .
Sugar
Zinc1

Copper3

Mercury
Maize
Coffee, green . . . .
Fats and oils " . . .
Hard fibres
Cocoa
Lead 1

Rice, rough
Hard coal
Cotton
Jute
Wool, greasy . . . .
Tungsten (60%W03)
Wheat
T i n 1

1 000 tons
milliard m3

1000 tons
milliard kWh
million tons
million tons
1000 tons
1000 tons
1000 tons
million tons
million tons
million tons
million tons
million tons
1000 tons
1 000 tons
tons

million tons
1000 tons
million tons
1 000 tons
1000 tons
1 000 tons
million tons
million tons
1000 tons
1000 tons
1000 tons
1000 tons
million tons
1000 tons

493
80

835
177
82

280
1,229

63
119
136
252
13
6

25
1,636
2,534
4,590
115

2,409
19

529
732

1,692
151

1,300
6,661
1,965
1,718

39
167
205

4,543
465

3,317
690
315

1,051
2,032
2,700
319
344
649
27
13
57

3,1 11
4,977
8,877
220

3,974
31

855
1,034
2,555
240

1,975
10,266
2,320
2,536

63
244
207

4,521
490

3,529
730
335

1,119
2,139
2,850
330
363
655
31
14
54

3,285
5,055
9,000
210

4,378
32

858
1,170
2,645
235

2,000
10,120
2,950
2,569

58
235
203

+ 11
+ 9
+ 7
+ 9
+ 8
+ 7

+ »3
+ 12

+ *
- 4
+ 4
+ 13
+ 5
+ 15
+ 9
+ 2
- 16

O
0

+ 15
+ 5
+ 6
+ 4

0
- 11

0
+ ia
- 2
+ 21

+ 6
+ 6
+ 6

+ 3
+ 6
+ 1
+ 16
+ 4
- 6
+ 6
+ 2
+ 1
- 5
+ 10
+ 3

0
+ 13
+ 4
- 2
+ 1
- 1
+ 27
+ 1
- a
- 4
- 2

+ Sf7
+ 573
+ 323
+ 312
+ 309
+ 300

+ 286

+ m
+ 167
+ 160
+ 144
+ 134
+ 111
+ 101

99
96
83
82
68
62
60
56
56
54

+ 52
+ 50
+ 50
+ 49
+ 41
- 1

+
+
+
+
+
+
+
+
+
+

1 Smelter production. 2 Metal content of mine production. 3 Refinery production. * Oil equivalent.
No te : Tons are metric tons. Pre-war data for agricultural products are 1937-38 or 1935-39 averages.

A c o m p a r i s o n w i t h t h e p r e - w a r p o s i t i o n r e v e a l s o n l y o n e c a s e , n a m e l y t i n ,

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

r a n g i n g f r o m 4 0 t o 8 0 0 p e r c e n t . T h e l i s t i s h e a d e d b y t h e n e w e r i n d u s t r i a l

m a t e r i a l s . B e t w e e n 1 9 3 7 a n d 1 9 6 1 p r o d u c t i o n o f a l u m i n i u m i n c r e a s e d n i n e f o l d

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

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

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

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

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

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

r o s e b y 1 2 5 p e r c e n t . M e a n w h i l e t h e v a l u e o f p r o d u c t i o n o f a g r i c u l t u r a l c o m m o d -

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

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

3 0 0 p e r c e n t . P r i c e s f o r r a w m a t e r i a l s a s a w h o l e t h u s n e a r l y d o u b l e d b e t w e e n

1 9 3 7 a n d 1 9 6 1 . T h e i m p l i c i t p r i c e s o f f o o d s t u f f s a d v a n c e d b y m u c h l e s s t h a n

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

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

t e x t i l e s a n d m e t a l s , w a s a b o v e t h e a v e r a g e .
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Prices in general.

Raw-material prices over the past year again remained practically stable,
with only a small margin between the highest and lowest index figures. The
gentle downward drift of prices has continued now for almost ten years,
interrupted only by the short-lived upswing during the Suez episode. Never
before in this century — in fact not since the decade 1862-71 — have
commodity prices remained relatively steady for so long. This stability has
not resulted from specific policy measures or intervention by supra-national
authorities but has been due to the adequacy of supplies. Huge U.S. stockpiling
in earlier years caused some distortions in the market but at the same time
stimulated production, so that supplies remained abundant. Planned reduction
of these stockpiles has now begun to influence the markets in some cases
(e.g. tin).

In the first four months of 1961 raw-material prices in general became
somewhat firmer; they did not, however, maintain their gains and most prices
turned softer from May onwards, with only slight fluctuations between then
and the end of April 1962. The latent pressure on the markets has continued
despite sustained demand.

World-market commodity pr ices .*

Commodity groups

Percentage changes during

19S9 1960 1961
1962

January
to April

Cereals .
Beverages
Meat
Fats
Oilseeds
H i d e s a n d s k i n s . . . .
Textiles
Coal
Iron and steel
Non-ferrous metals . .
Rubber

Foodstuffs

Industrial raw materials

Total . . .

* Schulze's Index.

1.9
11.8
7.5

12.7
1.1

13.7
6.7
8.1
0.8
7.6

37.3

— 3 . 0
+ 5 . 2

+ 2 . 5

— 0.2
— 4.5
+ 1 1.0
— 15.5
— 9.7
— 18.3
+ 0.7
+ 0.1
— 2.4
— 6.5
— 27.1

— 3.1
— 2.3

— 2 . 6

5.8
7.7
1.8
2.8
5.3

11.6
1.2
0.3
2.3
5.8
6.0

1.0
0.1

+ 0.5

+ 2.1
— 1.0
+ 0.6
— 1.3
— 1.5
— 4 . 7
— 0.1
— 0 .1
— 3 . 5
— 0.1
+ 0.3

+ 0.3
— 0.4

— 0.2

P r i c e s o f f o o d s t u f f s i n c r e a s e d b y j u s t 1 p e r c e n t . , w h i l e t h o s e o f

i n d u s t r i a l r a w m a t e r i a l s s h o w e d v i r t u a l l y n o c h a n g e . I n i 9 6 0 t h e p r i c e s o f

b o t h t h e s e g r o u p s h a d m o v e d d o w n w a r d s .

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

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

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

o f t h e y e a r . P r i c e s o f b e v e r a g e s ( c o f f e e , c o c o a , t e a , e t c . ) f e l l b y n e a r l y 8 p e r c e n t .

M e a t a n d a n i m a l f a t s b e c a m e c h e a p e r b y 2 a n d 3 p e r c e n t , r e s p e c t i v e l y ;

p r i c e s o f f a t s , h o w e v e r , m o v e d u p w a r d s a g a i n t o w a r d s t h e e n d o f t h e y e a r .
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World-market commodity prices.*
Fortnightly averages: 1959 = 100.
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' Schulze's Index.

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

a b o u t 1 1 % p e r c e n t . M e t a l s , b o t h f e r r o u s a n d n o n - f e r r o u s , s h o w e d a d i s t i n c t

g a i n , m a k i n g u p p a r t o f t h e l o s s s u f f e r e d i n i 9 6 0 . P r i c e s o f t e x t i l e f i b r e s

d e c l i n e d b y r p e r c e n t . , a n d r u b b e r w e n t d o w n b y 6 p e r c e n t .

Prices for foodstuffs.

Wheat. D e m a n d f o r w h e a t a n d f o r c e r e a l s i n g e n e r a l i n c r e a s e d a g a i n i n

1 9 6 1 a n d p r i c e s r o s e . T h e w o r l d h a r v e s t f e l l b y a b o u t 4 p e r c e n t , o v e r t h e

y e a r , f r o m 2 4 4 t o b e l o w 2 3 5 m i l l i o n t o n s ; o u t p u t i n t h e W e s t d i m i n i s h e d

f r o m 1 4 2 t o 1 3 0 m i l l i o n t o n s , o r b y 8 % p e r c e n t . T h e U . S . c r o p a l s o d e c l i n e d

b y 9 p e r c e n t , a n d t h a t i n C a n a d a w a s n e a r l y h a l v e d a s a r e s u l t o f d r o u g h t .

W e s t e r n E u r o p e ' s i m p o r t r e q u i r e m e n t s i n c r e a s e d , a s i t s h a r v e s t , a l t h o u g h o f

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

s e v e r e c r o p f a i l u r e s s i n c e 1 9 5 9 , h a d i m p o r t s o f w h e a t i n 1 9 6 1 o f a b o u t

5 . 5 m i l l i o n t o n s . T h e y w i l l r e m a i n h i g h i n 1 9 6 2 a n d p r o b a b l y a l s o i n 1 9 6 3

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

o f w h e a t h a v e g o n e u p f r o m 3 6 t o 4 1 m i l l i o n t o n s a n d a r e e x p e c t e d t o r i s e

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

r e d u c e d .

Oils and fats. H a r v e s t f a i l u r e s i n C h i n a h a v e a l s o r e d u c e d t h e a m o u n t

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

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

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

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



Changes in the prices of major commodities.

Commodities Markets

Percentage changes during

1959 1960 1961
1962

January
to April

1961
percentage

difference of
high over low

Materials of
industr ia l or igin

Crude oil
Crude oil
Coal
Copper
Tin
Lead
Zinc
Steel bars
Steel, section . . .
Steel scrap . . . .
Aluminium ingots .
Mercury
Rubber, synthetic .
Rayon yarn . . . .
Rayon staple. . . .

Materials of
agricultural origin

Wool
Cotton
Cotton
Jute
Sisal .
Hides . . . . . . .
Rubber
Wood-pulp . . . .

Foodstuffs

Wheat.
Maize
Sugar
Cocoa
Coffee
Copra
Soya beans . . . .
Cotton oil
Lard

Bradford, Pa.
Venezuela
United States
London
London
New York
St. Louis
Antwerp
Pittsburgh
Pittsburgh
United States
New York
New York
New York
New York

Melbourne
New York
Alexandria
London
London
Chicago
Singapore
Sweden

Winnipeg
New York
New York
New York
New York
London
Chicago
New York
New York

+ 8.6
- 8.2
- 1.6
+ 15.6
+ 4.3
- 3.7
+ 8.7
+ 15.6

0.0
- 1.0
+ 4.9
- 2.8

0.0
+ 7.9
+ 6.5

+ 21.8
- 7.7
+ 8.6
+ 7.6
+ 25.6
+ 20.0
+ 40.5
- 5.1

+ 1.2
- 4.5
- 15.9
- 24.5
- 14.8
- 3.4
- 0.2
- 14.9
- 24.5

+ 9.1
0.0

- 0.8
- 9.6
+ 0.8
- 9.1
- 4.0
- 4.8

0.0
- 35.0

0.0
- 2.4

0.0
0.0

- 15.2

- 1 9 . 7
- 2 . 3
- 8.1
+ 86.2
+ 6.1
- 15.0
- 26.6
+ 5.2

+ 0.6
- 4.7
+ 2.3
- 19.0
+ 1.7
- 27.4
+ 2.9
+ 10.0
+ 30.2

- 3.6
0.0

- 0.9
- 0.5
+ 19.3
- 9.9

0.0
- 9 . 9
- 4 . 2
+ 3 2 . 5
- 7 . 7

- 9.1
0.0
0.0

- 3.6

+ 19.8
+ 8.3
- 5.6
- 28.4
- 15.9
+ 17.6
- 9.5
- 3.7

+ 1 3 . 3
+ 4 . 5
- 18.5
+ 2.4
- 5.8
- 8.7
+ 10.6
+ 18.9
- 12.6

0.0
0.0

+ 0.1
+ 1.9

0.0
- 7.3
- 4.0
- 11.2

0.0
- 12.2

0.0
+ 1.1

0.0
0.0
0.0

+ 0.3
+ 2.2
- 1.6
- 13.2
+ 10.7
- 6.9
+ 0.9

+ 1.6
+ 2.1
+ 4.3
— 20.3

0.0
+ 5.2
+ 2.7
- 3.5
+ 7.6

3.7
0.0
0.9

15.0
27.2
10.0
4.3

22.3
4.4

33.3
8.3

11.2
0.0
0.0
3.7

22.2
10.5
15.1
71.5
28.8
32.7
23.4

6.0

13.3
13.7
40.7
42.5
12.6
14.1
54.7
29.4
58.0

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

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

Sugar. T h e w o r l d s u g a r c r o p , w h i c h r e a c h e d t h e r e c o r d l e v e l o f 5 7

m i l l i o n t o n s i n 1 9 6 0 - 6 1 , d e c l i n e d b y 6 p e r c e n t , i n 1 9 6 1 - 6 2 , b u t s t i l l e x c e e d e d

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

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

t h e U n i t e d S t a t e s , t h e b i g g e s t i m p o r t e r . P r i c e s first r o s e — f r o m 2 . 9 5 c e n t s

p e r l b . i n J a n u a r y 1 9 6 1 t o 3 . 4 2 c e n t s i n M a y — b u t s u b s e q u e n t l y s l u m p e d ,

r e a c h i n g t h e i r l o w e s t p o s t - w a r l e v e l , 2 . 0 5 c e n t s p e r I b . , a t t h e e n d o f J a n u a r y

1 9 6 2 . T h e L o n d o n p r i c e f e l l f r o m o v e r £ 3 0 t o l e s s t h a n £ 2 0 p e r l o n g t o n .

S i n c e t h e n p r i c e s h a v e r e c o v e r e d t o l a s t a u t u m n ' s l e v e l o f a b o u t £ 2 4 p e r l o n g

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

s u p p l i e s a r e e x h a u s t e d .
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Coffee. The 1960-61 coffee crop fell to 4 million tons, or by 16 per
cent. ; nevertheless, surpluses were not significantly reduced. Coffee stocks at
the end of last season had risen to 3.8 million tons. They may increase
further, as a crop of 4.4 million tons is expected for the season 1961-62
and the growth of consumption has long been lagging behind the continuous
expansion of production. Whereas prices were depressed though fairly stable
in the first half of 1961, they fell during the second half from about 38 to
34 U.S. cents per lb. (New York, Santos 4), at which level they remained
until the end of April this year.

Cocoa. Prices for cocoa, which were fairly stable in i960, fluctuated in
1961. The decline began in October i960 and continued until March 1961,
when prices were at their lowest level since 1947. From May to October 1961
they remained steady but then suddenly increased until the end of November,
after which they fell back to about the same level as in the previous year.
Here, too, abundant supply was the operative factor. The world crop for
1960-61 once more exceeded the million-ton level and set a new record of
1.17 million tons. Consumption is rising; it approached the million-ton mark
in 1961 and for 1962 may be 1.08 million tons.

Prices for industrial raw materials.

Textile fibres. Demand for textile fibres has recently been quite keen in
the United States — the most important consumer country. Overall consumption
of wool, cotton and man-made fibres, which fell during 1959 and i960, rose
again throughout 1961 and by autumn had regained the level at which it
stood in the spring of 1959. Europe, Japan and the eastern-bloc countries
were heavy buyers of wool. Quotations for the cheaper qualities were on the
average fairly stable, but those for the more expensive qualities fluctuated
more. As in the case of most other raw materials,, their prices rose until
May 1961 but subsequently (i.e. in the first half of the current wool season)
declined until the beginning of 1962, when they recovered most of their loss
owing to a revival of purchases by eastern European countries and China, as
well as by the E.E.C, countries and Japan. Supply and demand are at present
practically in balance.

Prices for cotton strengthened in 1961 from quarter to quarter, one of
the reasons being the new support and export programme of the United
States for the 1961-62 crop. Supply and demand in the western countries
had been more or less balanced in 1960-61; for the 1961-62 season the
quantities available contracted owing to a smaller crop in India and Egypt,
but the supply situation was unaffected. The West continues to be a net
exporter of cotton to the eastern countries.

The situation for industrial fibres appears to be somewhat different. The
bad jute harvest of 1960-61 caused prices to rocket. The price for L.J.A. Firsts
soared in i960 from £gS per ton at the beginning of the year to over £200
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at the end; early in 1961 the record price level of £211 per ton was reached.
The normal harvest which followed gradually brought the price down and, with
the current harvest expected to rise sharply, in mid-May 1962 it had fallen to
£105. Prices for sisal drifted consistently downwards in 1961. In November,
however, a recovery set in, based on expectations of a fall in production; flood
damage in East Africa has had a serious effect on the sisal harvests in Kenya
and Tanganyika, which account for about two-fifths of world output.

Rubber. Rubber prices, which had fallen steeply in i960, experienced
some fluctuations in 1961. Until October 1961 quotations generally exceeded
24d. per Ib., but from then until April 1962 they were frequently below
that level. Consumption of natural rubber seems at present to be on a
plateau, while supplies (including strategic-reserve releases) are still increasing.
But, above all, the effect of the growing consumption of synthetic rubber
is being felt. Not only is synthetic rubber competitive in price — and
becoming increasingly competitive in quality — but its output is far more
flexible.

Tin. Tin is another typical agreement commodity; its price curve,
however, differs from that of other materials. After having remained fairly
steady for some years, the price suddenly began to climb steeply in 1961, rising
by about 25 per cent, from £780 to nearly £1,000 per ton, its highest level since
1952; in the spring of 1962 a reverse set in.

Tin has for some time now been the only product whose output, owing
to the restrictive policy of the industry, has remained substantially below consump-
tion. This is the case in the West at least, where, despite the lifting of restrictions,
only about 136,000 long tons were produced last year, while 161,000 tons were
consumed. The deficiency was covered by imports from the East and releases
from stockpiles. Production is expected to rise in 1962 and consumption to
remain unchanged, but it is estimated that there will still be a deficiency of about
12,000 tons. The gap can only be filled by releases from the large U.S. stockpile,
which consisted at the end of 1961 of 349,000 tons. This figure has recently
been revealed to be 164,000 tons in excess of the target. The contemplated
release of some 50,000 tons of U.S. stockpile tin would normalise supplies and
prices.

Lead and Zinc. Conditions have been equally unsatisfactory for lead and zinc.
Their prices, which had fallen in i960, continued to recede in 1961. In the
case of lead considerable over-production has exerted pressure on the market,
while the high prices that have obtained for some years have induced
consumers to seek substitutes. Output of zinc, too, was considerably in excess
of consumption last year. Sales from the East, in particular from the U.S.S.R.,
had a marked effect on markets. The price of zinc fell continuously from April
until November, dropping from about £84 to £68 per ton; from then until May
1962 it remained more or less stationary. The price of lead moved in a similar
way; in November 1961 it reached its lowest point for fifteen years at about
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£60 per ton, and it remained at approximately that level until May 1962. The
only solution proposed by the International Lead and Zinc Study Group for
this problem of falling prices is a more restrictive production policy.

Copper. Restriction also seems to be the watchword for copper. At the
end of i960 leading copper producers, including Katanga and Northern
Rhodesia, had agreed to limit output and supply. Nevertheless, in i960 and
1961 production reached new peaks, far above the level of consumption,
although this too had been rising. It is true that in 1961 losses due to
strikes and political unrest in important production centres led to sporadic
price recovery, but these reactions were much more limited than they would
have been in similar circumstances only a few years earlier. Copper prices
followed the general trend of commodities in 1961, rising until May by some
15 per cent., i.e. from £218 to £248 per ton, then declining to £230. There
has been little change since.

Petroleum. Consumption of petroleum and petroleum products expanded
significantly in all regions in 1961; in western Europe alone it rose by
13 per cent. Nevertheless, higher output in the West and increased Soviet
exports sharpened competition and intensified the pressure on prices. Since
i960 posted prices have remained more or less unchanged. Generally speaking,
weighted world-market prices for oil and its derivatives fell by some 2 per cent,
in 1961 and the price decline thus continued.

Commodity agreements.

Remedies for the situation which prevails in respect of certain commodi-
ties have been sought in various kinds of international agreements to stabilise
prices. But for the most part these endeavours were again unavailing last year,
though a few limited arrangements were made.

Early in March 1962 a new wheat agreement, the fifth, was signed for
the period August 1962 to July 1965. In accordance with current market
conditions, this raised the quotations for wheat by 12.5 cents per bushel, so
that they now range from $1,625 to $2,025 (for the basic quality Northern I
Manitoba).

For tin, too, the prices under the current agreement have been adapted to
prevailing conditions by the Tin Council, which on 12th January 1962 raised
the range from £730-880 to £790-965 per ton. This revision will have no
immediate effect on buffer-stock operations, since the pool is empty.

The current sugar agreement came into force in January 1959 and is
valid until the end of 1963. Three conferences held at the end of 1961 and
in the spring of 1962 ended inconclusively, no compromise on the disputed
basic export quotas being achieved, and the regulation of the world's "free
market" for sugar was thus terminated.
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C o f f e e i s t h e p r o d u c t c o n s t a n t l y i n s u r p l u s s u p p l y . O n i s t O c t o b e r 1 9 6 1

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

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

p r o d u c e r c o u n t r i e s , w h i c h a c c o u n t f o r 9 0 p e r c e n t , o f w o r l d c r o p s a n d

9 5 p e r c e n t , o f w o r l d e x p o r t s . I n t h e f a c e o f c h r o n i c o v e r - p r o d u c t i o n , t h i s

a g r e e m e n t , t o o , w a s o n l y m o d e r a t e l y s u c c e s s f u l , a n d e a r l y i n 1 9 6 2 a f u r t h e r

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

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

n o n - m e m b e r c o u n t r i e s .
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I V . W O R L D T R A D E A N D P A Y M E N T S .

W o r l d t r a d e .

T h e e x p a n s i o n o f w o r l d t r a d e , w h i c h h a d b e e n v e r y r a p i d i n i 9 6 0 ,

s l o w e d d o w n t o a r a t e o f 4 p e r c e n t , l a s t y e a r , c o r r e s p o n d i n g e x a c t l y t o t h e

a v e r a g e r a t e o f g r o w t h fo r t h e l a s t d e c a d e . W i t h r e g a r d t o t h e t r e n d i n t h e

c o u r s e o f t h e y e a r , a s c o m p a r e d w i t h t h e c o r r e s p o n d i n g q u a r t e r s o f i 9 6 0 ,

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

off i n t h e f o u r t h q u a r t e r .

International trade

Areas

Developed areas

Western Europe
E.E.C .
E.F.T.A. . .
Other countries

Total for western Europe . . .

Japan
Australia, New Zealand and

South Africa

Total for developed areas . .

Developing areas

Other areas

Total for developing areas . .

World total

, by areas.

Trade turnover

1951

in

29.0
29.7

5.3

64.0

35.1
3.4

8.0

1 10,5

18.1
30.2

48.3

158.8

1959 1960 1961

milliards of U.S. dollars

49.6
37.1

7.0

93.7

46.1
7.1

8.3

155.2

19.5
33.8

53.3

208.5

59.3
41.8

8.0

109.1

48.6
8.5

9.3

175.5

20.2
36.9

57.1

232.6

64.5
43.1

8.8

116.4

49.3
10.1

9.3

185.1

20.9
36.5

57.4

242.5

Annual rates of

1952-61

in

8.3
3.7
5.0

6.1

3.4
11.4

1.5

5.2

1.4
1.9

7.7

4.3

1960

growth

1961

percentages

19.7
12.6
13.8

16.5

5.4
21.1

11.2

13.1

3.4
9.4

7.2

11.6

8.6
3.2

10.9

6.7

1.5
17.6

0.4

5.5

3.2
- 1.2

0.5

4.3

I n a l l a r e a s t h e r a t e o f g r o w t h w a s l o w e r t h a n i n i 9 6 0 . A m o n g d e v e l o p e d

c o u n t r i e s , J a p a n ' s t r a d e e x p a n d e d m o s t . I n w e s t e r n E u r o p e t h e E . E . C . , a s i n

p r e v i o u s y e a r s , s h o w e d a h i g h r a t e o f e x p a n s i o n . T h e t r a d e o f E . F . T . A .

c o u n t r i e s r o s e b y o n l y 3 p e r c e n t . , d e c l i n i n g i m p o r t s i n t o t h e U n i t e d K i n g d o m

e x e r t i n g a r e t a r d i n g i n f l u e n c e .

I n i 9 6 0 t h e 5 p e r c e n t , i n c r e a s e i n t h e v a l u e o f t r a d e o f t h e U n i t e d

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

o f f s e t b y a d e c l i n e i n i m p o r t s . I n 1 9 6 1 e x p o r t s r o s e s l i g h t l y , i m p o r t s r e m a i n i n g

p r a c t i c a l l y u n c h a n g e d .

I n t h e p r i m a r y - p r o d u c i n g a r e a s t h e r a t e s o f g r o w t h f e l l s h a r p l y i n 1 9 6 1 ,

a n d i n s o m e c o u n t r i e s t r a d e a c t u a l l y d e c l i n e d . H o w e v e r , i n t e r m s o f v o l u m e ,
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In millions of U.S. dollars
3000

Western European trade, by areas.
Adjusted monthly averages, in millions of U.S. dollars

(semi-logarithmic scale).
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e x p o r t s f r o m d e v e l o p i n g c o u n t r i e s i n c r e a s e d b y s o m e 4 p e r c e n t , a l t h o u g h

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

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

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

i m p r o v e s l i g h t l y .

T h e v a l u e o f w e s t e r n E u r o p e ' s i m p o r t s a n d e x p o r t s i n c r e a s e d b y 6 . 5 a n d

7 p e r c e n t , r e s p e c t i v e l y i n 1 9 6 1 . T h e s e r a t e s , w h i l e l o w e r t h a n t h e e x c e p t i o n a l

o n e s o f 1 8 a n d 1 4 . 5 p e r c e n t , i n i 9 6 0 , m a i n t a i n e d t h e t e n d e n c y f o r w e s t e r n

E u r o p e a n t r a d e t o g r o w f a s t e r t h a n p r o d u c t i o n . I n c o n t r a s t w i t h i 9 6 0 , w h e n

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

l i n e , t h e f o r m e r r o s e b y 1 2 p e r c e n t , i n 1 9 6 1 , w h i l e t h e l a t t e r r e m a i n e d

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

9 p e r c e n t , i n i 9 6 0 , h a r d l y i n c r e a s e d i n t h e f o l l o w i n g y e a r , s o t h a t p r a c t i c a l l y

t h e w h o l e o f w e s t e r n E u r o p e ' s t r a d e e x p a n s i o n t o o k p l a c e w i t h i n w e s t e r n

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

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

t r a d e w i t h e a s t e r n E u r o p e a n c o u n t r i e s a n d J a p a n i s n o t e w o r t h y , t h o u g h i n

v a l u e s u c h t r a d e r e p r e s e n t e d o n l y 8 a n d 2 p e r c e n t , r e s p e c t i v e l y o f t o t a l

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

t h e U n i t e d S t a t e s , w h i c h h a d r i s e n s t e e p l y i n i 9 6 0 w h e n t h e b o o m w a s i n

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

c o m p e n s a t i n g l o w e r i m p o r t s o f a i r c r a f t a n d r a w m a t e r i a l s ) . E x p o r t s t o t h e

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

m a c h i n e r y a n d v e h i c l e s , w e r e f o r t h e y e a r a s a w h o l e b e l o w t h e i r i 9 6 0

l e v e l , r e c o v e r e d i n t h e c o u r s e o f 1 9 6 1 . U . S . i m p o r t s o f m o t o r - c a r s f r o m

E u r o p e , w h i c h h a d f a l l e n b y o n e - t h i r d i n i 9 6 0 , d e c l i n e d b y a f u r t h e r 5 0 p e r



cent, in the first nine months of 1961. Although all exporting countries were
affected, U.K. manufacturers were particularly hard hit, their sales declining
by 70 per cent, for the year as a whole.

The trend of western Europe's trade during 1961 shows for imports a
rise in the first quarter, a falling-off in the middle of the year and a sub-
sequent recovery, which seems to have levelled out in the first quarter of
1962. Exports, on the other hand, increased throughout most of 1961, flattened
out towards the end of the year and turned upwards again in the first quarter
of 1962, when they stood 6 per cent, above the previous year's level. Intra-
European trade, which represents roughly half the value of western European
trade, rose during the first half of the year and levelled off in the second.
Exports to the United States and Canada rose fairly steadily throughout 1961;
imports recovered after a dip in mid-year but had by the fourth quarter
only regained the level of a year earlier. As for trade with other countries,
imports remained stable, while exports showed a slight decline.

European Economic Community .

As already mentioned in Part I, the E.E.C, moved to its second
four-year stage on ist January 1962. The main implications of this move
are summarised below.

Whereas prior to ist January 1962 all Council decisions required
unanimity, in the second stage some decisions need only a majority, or a
qualified majority.

With regard to trade, (1) tariffs between members of the Community
will be reduced by 10 per cent, on ist July 1962, when they will amount
to one-half of their initial level (further reductions will take place on or
before 31st December 1964 and 31st December 1965); (2) a second adjustment
of 30 per cent, towards the creation of a common external tariff will be made
by the end of the second stage at the latest; and (3) export duties and
taxes and quantitative restrictions on exports have to be abolished immediately.

The advance to the second stage on the road to economic integration
was made possible by the agreement on agricultural policy which the member
countries reached at the end of 1961. The Council of Ministers adopted in
January 1962 an agricultural code with general rules applicable to all products
and detailed regulations for a number of important commodities. A common
market in agricultural products is to be established gradually over a period
of not more than seven and a half years from mid-1962, when the first
measures come into force.

Marketing boards are to be set up at once for the following products:
cereals, pig meat, eggs, poultry, fruit and vegetables, and wine. Later on
similar boards will be created for beef, sugar, dairy produce, rice and
potatoes. For the first four groups of commodities a system of variable
levies, corresponding to the difference between domestic and import prices,
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will replace the present nat ional ly- imposed tariffs, quo tas and m i n i m u m

prices. D u r i n g the transi t ional per iod there will also b e levies on impor t s from

other m e m b e r s of the C o m m u n i t y . T h e s e levies will b e lower t han those on

impor t s f rom th i rd countr ies .

P roduce r s of cereals will also benefit from price guarantees geared to

so-called basic target prices. D u r i n g the t ransi t ional per iod these will b e

de te rmined b y and for each coun t ry ; by the end of t h e per iod a single target

price will apply t h r o u g h o u t t h e whole of t h e C o m m u n i t y . Actua l prices will

fluctuate a round the target price, depend ing on supply and d e m a n d condi t ions

and taking in to account regional differences. Since impor t s are no t (except

u n d e r t h e safeguard clause) subject t o quant i ta t ive restrict ions, t h e target

pr ice is in fact a m a x i m u m . O n the o ther hand , prices cannot fall be low the

level of t h e in tervent ion pr ice (i.e. t he target price reduced b y at most

i o pe r cent .) at which t h e marke t ing boa rd buys any surp lus p roduc t ion .

F o r fruit and vegetables and wine there will be n o levies. Liberal isat ion

of t r ade in these commodi t i e s will b e subject t o qual i ty s t andards a n d the re

will b e tariffs on n o n - m e m b e r countr ies ' p roduce .

A n Agr icul tura l F u n d is to be set u p in t h e course of 1962. F o r the

first t h ree years the F u n d ' s resources will for the mos t par t be directly

con t r ibu ted b y m e m b e r countr ies . I ts ma in purpose is to finance intervent ions

b y t h e different marke t ing boards , he lp in selling surpluses outs ide t h e

C o m m o n M a r k e t area at wor ld -marke t prices and finance s t ructura l improve-

m e n t s in p roduc t ion and marke t ing .

T h e m o v e to t h e second stage will also enable s teps to be taken wi th

a view to combat ing cartels, to allowing free migra t ion of labour and free

access t o non-salar ied e m p l o y m e n t wi th in t h e C o m m u n i t y and to adjust ing

w o m e n ' s to m e n ' s wages.

B a l a n c e s o f p a y m e n t s .

The United States. T h e U . S . ba lance-of-payments deficit in 1961 a m o u n t e d

to $2.5 mill iard — an i m p r o v e m e n t of $1.4 mill iard on the previous year.

O n cu r ren t account t h e surp lus rose b y $1 milliard, thanks to h igher

expor t s and invisible receipts and to lower impor t s . T h e net outflow from

unila teral t ransfers and long- t e rm capital hard ly changed, an increase in

governmen t loans and grants being balanced by larger loan repayments from

foreign governments . O n sho r t - t e rm capital account and in respect of un recorded

transact ions ne t ou t -paymen t s were $0.2 mill iard below the i r i960 level.

T h e deficit on cu r r en t and long- te rm capital account was $0.6 mill iard

for t h e year, this figure be ing the ne t p r o d u c t of two contras t ing per iods .

D u r i n g t h e first half of t h e year there was a surp lus of $0.9 mill iard, as

impor t s were low and $0.7 mill iard of advance loan r epayment s was received

from foreign governments (chiefly G e r m a n y ) . In t h e absence of t h e latter and

wi th the h igher impor t s called forth b y t h e upswing, a deficit of $1.5 mill iard

was recorded for the last six m o n t h s .
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United States:

Items

Trade and services
Commercial exports
Aid-financed exports
Commercial imports

Balance of trade
Balance of services1

Current balance

Main government transactions
Military expenditure, less receipts
Government loans and economic grants . .
Repayments on government loans

Total

Private long-term capital (net outflow —)
U.S. capital
Foreign capital

Total

Balance on current and long-term capital
account

Short-term capital (net outflow —)
Unrecorded payments, errors and omissions .

Overall balance, seasonally adjusted . .

Overall balance, unadjusted for seasonal
variations

Balance of

Corresponding to
Changes In liquid liabilities (increase —)
Changes in gold and convertible currency holdings

(sales - )

Total

1st half

payments.
19 60

2nd half

seasonally adjusted,

8.7
0.8

- 7.6

+ 1.9
+ 0.5

• + 2.4

- 1.3
- 1.6
+ 0.3

- 2.6

- 1.1
+ 0.3

- 0.8

- 1.0

— 0.3
- 0.1

- 1.4

- 1.5

- 1.4

- 0.1

- 1.5

8.9
1.0

- 7.1

+ 2.8
+ 0.6

+ 3.5

- 1.4
- 1.8
+ 0.3

- 2.8

- 1.5
- 0.0

- 1.5

- 0.9

- 1.1
- 0.5

- 2.5

- 2.4

— 0.8

- 1.6

- 2.4

1st half

in milliards

8.8
1.0

- 6.8

+ 3.0
+ 0.8

+ 3.8

- 1.3
- 1.8
+ 1.0*

- 2.1

- 1.2
+ 0.3

- 0.9

+ 0.9

- 0.5
- 0.5

- 0.2

- 0.3

- 0.3

- 0.0

- 0.3

19 61

2nd half

of dollars

8.8
1.3

- 7.7

+ 2.4
+ 0.7

+ 3.1

- 1.3
- 2.3
+ 0.33

- 3.2

— 1.4
+ 0.1

- 1.3

- 1.5

— 0.7
- 0.1

- 2.3

- 2.2

- 1.5

- 0.7

- 2.2

1 Including pensions, remittances and non-military government services. 2 Including prepayments from Germany
($587 million), the Netherlands ($40 million) and the Philippines ($20 million). 3 Including a prepayment from
Italy of $40 million.

E x p o r t s w e n t u p b y $ 5 0 0 m i l l i o n d u r i n g 1 9 6 1 . T h i s w a s e n t i r e l y a c c o u n t e d

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

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

i m p o r t a n t f o r a g r i c u l t u r a l e x p o r t s , a s m u c h a s 3 0 p e r c e n t , o f f o o d e x p o r t s

b e i n g p a i d f o r i n t h i s w a y . I n a l l , a i d - f i n a n c e d e x p o r t s c a m e t o 9 p e r c e n t ,

o f t h e t o t a l i n i 9 6 0 a n d t o 1 1 . 5 p e r c e n t , l a s t y e a r . I m p o r t s r o s e , f o l l o w i n g t h e

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

o f $ 1 3 . 6 m i l l i a r d t o o n e o f $ 1 5 . 5 m i l l i a r d b e t w e e n t h e first a n d s e c o n d

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

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

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

u p w a r d s w i n g s o f t h e c y c l e c a n b e s e e n i n t h e t a b l e . T h e c o n n e c t i o n b e t w e e n
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imports and business activity is obvious and requires no special comment.
For exports, the level of overseas demand is the decisive factor; in i960
this had been particularly high, so that both components of the trade balance
improved simultaneously. Last year the upswing in the United States coincided
with lower expansion rates in Europe, and as a result imports rose while
exports were stable. Comparing the latest cycle with its predecessor, one finds
that in 1957-58 the decline in imports was 8 per cent, and that in industrial
production 12 per cent., while the increases in the upswing were 28 and
22 per cent, respectively. In 1960-61 imports fell by 12 per cent, and
production by 7 per cent.; in the subsequent recovery imports rose by
16 per cent, and production by 12 per cent.

United States: Industrial production and foreign trade.
Quarterly adjusted indexes: fourth quarter 1956 and 1959 = 100.
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A s p a r t o f t h e a f t e r m a t h o f S u e z , e x p o r t s d e c l i n e d m o r e t h a n i m p o r t s i n

1 9 5 7 - 5 8 a n d c o n t i n u e d t o fall w h e n i m p o r t s r e v i v e d . C o n s e q u e n t l y , t h e t r a d e

s u r p l u s o f $ 1 . 8 m i l l i a r d for t h e first q u a r t e r o f 1 9 5 7 h a d b e e n n e a r l y w i p e d

o u t b y t h e s e c o n d q u a r t e r o f 1 9 5 9 . F o l l o w i n g t h e i r r i s e i n i 9 6 0 , t h e s t a b i l i t y

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

first a n d l a s t q u a r t e r s o f 1961 w a s o n l y $ 4 0 0 m i l l i o n .

I n a l o n g e r p e r s p e c t i v e , U . S . i m p o r t s h a v e d e v e l o p e d i n l i n e w i t h

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

r e p r e s e n t e d 5.5 p e r c e n t , i n b o t h 1952 a n d 1 9 6 1 . I n r e l a t i o n t o t h e g r o s s

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

O v e r t h e l a s t d e c a d e i m p o r t s h a v e i n c r e a s e d b y 3 5 p e r c e n t , a n d e x p o r t s b y

5 2 p e r c e n t .

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

f r o m a s u r p l u s o f $ 1 . 1 m i l l i a r d t o o n e o f $ 1 . 5 m i l l i a r d . T h i s r e s u l t e d f r o m a n
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increase in private investment income from $2.9 to 3.3 milliard, perhaps
partly due to expectations that a law might be passed subjecting unremitted
earnings abroad to taxation in the United States.

Net military expenditure abroad was running at the same level as in
i960. New loans and grants by the U.S. Government rose (parallel with
aid-financed exports) by $0.5 and 0.2 milliard respectively, and together
amounted to just over $4 milliard, of which loans accounted for slightly
more than half. This increase reflects in part the beginning of disbursements
under the Alliance for Progress programme announced in March 1961, under
which U.S. aid to Latin America has been considerably stepped up. The
increase in new loans and grants in 1961 was exactly offset by prepayments
of debt to the United States by foreign governments. The most important
of these was one of $587 million by western Germany; Italy, the Netherlands
and the Philippines also prepaid debt to a total of $100 million.

The outflow of private long-term capital from the United States
continued at the rate of about $2.5 milliard a year which has been main-
tained since 1956. There was hardly any change in its composition between
i960 and 1961, direct investment having dropped from $1.7 to 1.6 milliard,
while purchases of foreign securities by U.S. residents went up from $0.2 to
0.3 milliard. There was, however, a change in the geographical distribution
of direct investment. Investment in western Europe fell by $300 million —
roughly the size of the i960 Ford investment — and in Canada by nearly
$200 million. In the rest of the world it rose by $400 million, from $250 to
650 million; of this increase $100 million represented investment in Latin
America.

Foreign investment in the United States — other than in liquid dollar
assets — was $0.4 milliard higher in 1961. The most important change here,
however, was in foreign commercial credits (mainly from Europe) to U.S.
firms, which, after having declined by $100 million in 1960, rose by about
$150 million last year.

Altogether the current and long-term capital account produced a deficit
of $0.6 milliard — $1.3 milliard less than in i960. The remaining improvement
in the overall balance of payments came from a small decline in the net
outflow of short-term capital, which at $1.2 milliard was not far short of its
i960 level and far greater than in any other previous year. The main element
in the outflow was U.S. financing — chiefly by banks — of the country's
own foreign trade and of other international trade. In 1961 the biggest items
under this heading were rises of $640 million in the short-term claims of
U.S. banks on Japan and $300 million in the claims of non-financial U.S.
concerns in Canada.

Half of the U.S. balance-of-payments deficit in 1961 occurred in the
last quarter, when the figures were affected by certain special transactions.
The United States paid its subscriptions, of $110 and 62 million respectively,
to the Inter-American Development Association and the International
Development Association. In addition, there were private bank loans of
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$150 million to Japan and over $100 million to the Philippines and a very short-
term outflow of some $100 million, which was reversed at the beginning of 1962.

In the first quarter of 1962 the overall deficit was reduced to $450 mil-
lion, against $1.5 milliard in the previous quarter. (In the first quarter of
1961 the deficit had amounted to $340 million.) The improvement seems to
be attributable to a decline in the outflow of short-term funds. The balance
of trade deteriorated somewhat.

European O.E.C.D. countries. The combined surplus on current and
long-term capital account of European O.E.C.D. countries declined from
nearly $1.1 milliard in i960 to $800 million in 1961, the change being due
equally to a reduction in the current surplus and a larger net outflow of
long-term capital. The current balance deteriorated by $145 million, as a
decline in net receipts from invisibles more than offset a reduction in the
trade deficit.

The major shifts that occurred in 1961 were a deterioration of $1.3
milliard in the German balance on current and long-term capital account,
which switched from a surplus to a deficit, and a reduction of $1.2 milliard
in the U.K. deficit. Other important movements were recorded for Belgium,
France and Italy, which increased their surpluses, and for Portugal and
Switzerland, which increased their deficits. In the Netherlands a substantial
surplus was practically eliminated.

The balance of trade worsened in eleven countries by a total of $1.4
milliard, Switzerland, the Netherlands and Spain accounting for over 60 per
cent, of the deterioration. In the first two countries a very high level of
economic activity pushed up imports, while in Spain poor crops and the
replenishment of stocks worked in the same direction. Nearly half of the
improvement of $1.6 milliard for the remaining six countries was accounted
for by a reduction in the U.K. deficit, while the German and French export
surpluses rose by $400 and 300 million respectively. Both higher exports and
lower imports combined to cut the U.K. deficit, while a greater rise in
exports than in imports boosted the export surplus in France and Germany.
In Sweden and Austria a similar movement reduced the import surplus.

The decline in total net receipts from invisibles reflects, inter alia, the
increase in German interest and dividend payments outside Europe and higher
government expenditure in overseas countries by the United Kingdom.

The net outflow of long-term capital increased by $135 million in 1961.
This was the result of widely divergent movements, of which the most
important were a rise of nearly $1 milliard in the net German outflow and
a shift of $600 million in the U.K. account, a net outflow.of $565 million
in i960 having been converted into a small net inflow, owing chiefly to
increased portfolio and direct investment by foreigners.

Other noteworthy changes in the capital account were a turn-about of
$285 million from a net outflow to a net inflow in Belgium, a change of
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European O . E . C D . coun t r i es : Balances of payments.

Countries Years

Balance
of

trade
(f.o.b.)

Net
invisible
items'

Balance
on

current
account

Net
inflow (+)

of
long-term

capital

in millions of U.S. dollars

Balance
on

current
and

long-term
capital

account

Belgium-Luxemburg.

France

Germany

Italy

Netherlands . . . .

Total for E.E.C. .

Austria

Denmark

Norway

Portugal

Sweden

Switzerland

United Kingdom . .

Total for E.F.T.A.

Greece

Iceland

Ireland

Spain

Turkey

Grand total. . .

1960
1961
1960
1961
1960
1961
1960
1961
1960
1961

- 40
- 115
+ 90
+ 400
+ 1,245s

+ 1.6402

- 1.0152

- 1,0852

- 105
- 375

1960
1961

175
465

1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961
1960
1961

265 2

260 2

210
225
585 s

695 2

175
320
335
180
360 2

660 2

1,095
375

1960
1961

3,025
2,715

1960
1961
1960
1961
1960
1961
1960
1961
1960
1961

- 265
- 350
- 15
- 0
- 2052

- 2302

+ 55
- 260
- 1502

- 1652

1960
1961

- 3,430
- 3,255

150
205
545
530
200
910

1,290
1,450
455
540

+ 2,240
+ 1,815

+ 180
+ 235
+ 150
+ 140
+ 460
+ 480
+ 70
- 15
+ 220
+ 230
+ 455
+ 475
+ 290
+ 180

+ 1,825
+ 1,725

205
285

5
5

205
230
305s

4255

10
10

+ 4,795
+ 4,475

+ 110
+ 90
+ 635
+ 930
+ 1,045
+ 730
+ 275
+ 365
+ 350
+ 165

+ 2,415
+ 2,280

- 85
- 25
- 60
- 85
- 125
- 215
- 105
- 335
- 115
+ 50
+ 95
- 185
- 805
- 195

- 1,200
- 990

- 60
- 65
- 10
+ 5
- 0
- 0
+ 360
+ 165
- 140
- 175

1,365
1,220

- 70
+ 215
- 50
- 80
- 70
- 1,060
+ 1653

+ 2153

+ 60
- 155

+ 35
- 865

+ 253

+ 1203

+ 55

903

2003

5
15"
15
0

320
460
565
20

- 695
- 135

45
95
203

53

5
40
160
235
140
190

300
435

+ 40
+ 305
+ 585
+ 850
+ 975
- 330
+ 440
+ 580
+ 410
+ 10

+ 2,450
+ 1,415

- 60
+ 95
- 5
- 85
- 35
- 15
- 100
- 350
- 100
+ 50
- 225
- 645
- 1,370
- 175

- 1,895
- 1,125

15
30
10
10
5

40
520
400

0
15

+ 1,065
+ 785

1 Including donations. 2 Imports c.i.f.
included In capital account.

3 Total capital. 4 First half at annual rate. 5 Public transfers

$ 2 1 5 m i l l i o n i n t h e o p p o s i t e d i r e c t i o n i n t h e N e t h e r l a n d s , a r i s e i n t h e n e t

o u t f l o w f r o m S w i t z e r l a n d a n d a r i s e i n t h e n e t i n f l o w i n t o A u s t r i a , N o r w a y

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

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

A p r i l 1 9 6 1 o f t h e c a p i t a l m a r k e t t o f o r e i g n i s s u e s , w h i c h a m o u n t e d t o $ 1 5 0

m i l l i o n i n t h a t y e a r . S w i t z e r l a n d c o n t i n u e d t o f a v o u r t h e e x p o r t o f l o n g - t e r m

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

c r e d i t s , t o w h i c h m u s t b e a d d e d c r e d i t s g r a n t e d b y t h e C o n f e d e r a t i o n t o t h e
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U n i t e d K i n g d o m a n d t o t h e I n t e r n a t i o n a l B a n k f o r R e c o n s t r u c t i o n a n d D e v e l o p -

m e n t . I n a l l , t h e n e t c a p i t a l o u t f l o w w a s $ 1 4 0 m i l l i o n l a r g e r t h a n i n i 9 6 0 .

I n b o t h A u s t r i a a n d N o r w a y t h e c a p i t a l i n f l o w e x c e e d e d t h e i 9 6 0 l e v e l

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

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

a l s o p l a y e d a p a r t . I n S p a i n a n i n c r e a s e i n t h e i n f l o w o f p r i v a t e c a p i t a l

( r e p a t r i a t i o n s a n d l o a n s ) m o r e t h a n o f f s e t a d r o p i n r e c e i p t s o f o f f i c i a l c a p i t a l

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

c u t s m a d e i n U . S . a i d .

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

t h e m t o m a k e p r e p a y m e n t s o f d e b t d u r i n g 1 9 6 1 a m o u n t i n g i n a l l t o $ 1 . 2

m i l l i a r d , o f w h i c h $ 5 0 0 m i l l i o n w e n t t o E u r o p e a n c o u n t r i e s a n d $ 7 0 0 m i l l i o n

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

G e r m a n p a y m e n t s o f $ 5 8 7 m i l l i o n t o t h e U n i t e d S t a t e s a n d $ 1 8 9 m i l l i o n t o

t h e U n i t e d K i n g d o m a n d t h e F r e n c h p a y m e n t s o f $ 1 4 1 m i l l i o n t o G e r m a n y

a n d $ 7 6 m i l l i o n t o t h e U n i t e d K i n g d o m . T h e s e t o g e t h e r a c c o u n t e d f o r o v e r

8 0 p e r c e n t , o f t h e t o t a l .

The United Kingdom. T h e b a l a n c e o n c u r r e n t a n d o n l o n g - t e r m c a p i t a l

a c c o u n t s h o w e d a d e c i s i v e i m p r o v e m e n t i n 1 9 6 1 . O n c u r r e n t a c c o u n t t h e

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

a c c o u n t s p e c i a l r e c e i p t s t u r n e d t h e i 9 6 0 n e t o u t f l o w i n t o a s m a l l n e t i n f l o w .

T h e t r a d e d e f i c i t a m o u n t e d t o £ 1 1 2 m i l l i o n i n t h e first h a l f o f 1 9 6 1 b u t

n a r r o w e d t o £ 2 3 m i l l i o n i n t h e s e c o n d h a l f , t h e c u r r e n t d e f i c i t b e i n g c o n s e -

q u e n t l y r e d u c e d f r o m £ 6 0 t o 1 0 m i l l i o n .

T h e t o t a l d e c l i n e i n i m p o r t s , a t c . i . f . v a l u e s , w a s £ 1 4 0 m i l l i o n . D e s p i t e

a r a t h e r h i g h e r l e v e l o f p r o d u c t i o n t h a n i n i 9 6 0 , i m p o r t s o f b a s i c m a t e r i a l s

a n d s e m i - m a n u f a c t u r e d g o o d s w e r e £ 1 3 8 m i l l i o n d o w n — a l o w e r l e v e l o f

s t o c k - b u i l d i n g h a v i n g r e d u c e d t h e i r v o l u m e b y 7 p e r c e n t . I m p o r t s o f f o o d ,

d r i n k a n d t o b a c c o a l s o f e l l , b y £ 5 4 m i l l i o n ; t h i s w a s e n t i r e l y d u e t o a

3 y2 p e r c e n t , d r o p i n t h e i r p r i c e s , t h e v o l u m e r e m a i n i n g u n c h a n g e d . O n

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

8 p e r c e n t . , o r £ 4 5 m i l l i o n ; p u r c h a s e s o f m a c h i n e r y a n d i n s t r u m e n t s w e r e

£ 6 5 m i l l i o n u p , w h i l e t h o s e o f a i r c r a f t a n d o f m o t o r - c a r s w e r e d o w n b y £ 2 5

a n d 1 5 m i l l i o n r e s p e c t i v e l y . F u e l i m p o r t s r o s e b y 5 p e r c e n t , i n v o l u m e b u t

c o s t n o m o r e t h a n t h e y h a d i n i 9 6 0 .

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

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

b y £ 8 5 m i l l i o n a n d t h o s e f r o m C a n a d a b y £ 2 5 m i l l i o n , a b o u t h a l f o f t h e

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

E x p o r t s w e r e £ 1 3 0 m i l l i o n h i g h e r t h a n i n i 9 6 0 . S a l e s o f m a c h i n e r y a n d

i n s t r u m e n t s , w h i c h a t p r e s e n t a c c o u n t f o r 3 0 p e r c e n t , o f t o t a l e x p o r t s , r o s e

b y £ 1 3 5 m i l l i o n , o r 1 4 p e r c e n t . , c o m p a r e d w i t h r i s e s o f 8 p e r c e n t , i n 1 9 5 9

a n d 1 1 p e r c e n t , i n i 9 6 0 . S h i p e x p o r t s w e n t u p b y £ 3 5 m i l l i o n a n d e x p o r t s
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of commercial vehicles by £20 million; on the other hand, sales of passenger
cars fell by £75 million, or one-third.

Geographically, the largest rise was in exports to Europe, which bought
nearly £200 million's worth more than in i960. Exports to the E.E.C, countries
were £95 million higher than in i960 and they grew continuously throughout
the year. E.F.T.A. countries took £52 million's worth more than in i960.
Relatively speaking, the largest increase was that of 36 per cent., worth
£30 million, in U.K. sales to the Soviet Union and eastern Europe. Sales to
North America, on the other hand, were £45 million down, motor-car exports
alone falling from £100 to 40 million. Sales to this area had been declining
in i960 and this continued into the first quarter of 1961; a turn-round had,
however, occurred by the middle of the year, and by the last quarter exports
were running 10 per cent, above the level of a year before. Exports to the
sterling area fell by £27 million.

United K ingdom: Trade wi th western Europe and the Commonweal th .

Areas

Western Europe
Commonwealth
Other areas

World total

Imports

1954 1961

in millions of
£ sterling

870
1,515

975

3,360

1,380
1,560
1,460

4,400

Percent-
age

change
1954-61

+ 58
+ 3
+ 50

+ 31

Percent-
age

share
1961

3/
36
33

100

Exports

1954 1961

in millions of
£ sterling

800
1,125

725

2,650

1,265
1,310
1,105

3,680

Percent-
age

change
1954-61

+ 58
+ 16
+ 53

+ 39

Percent-
age

share
1961

34
36
30

100

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

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

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

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

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

U n i t e d K i n g d o m ' s e x t e r n a l t r a d e , r o u g h l y h a l f o f w h i c h w a s f o r m e r l y o r i e n t a t e d

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

v i s - à - v i s w e s t e r n E u r o p e h a s b e e n a c c o m p a n i e d b y t h e m a i n t e n a n c e o f a p p r o x i -

m a t e b a l a n c e b e t w e e n i m p o r t s a n d e x p o r t s . B y t h e first q u a r t e r o f 1 9 6 2 t o t a l B r i t i s h

e x p o r t s t o E u r o p e w e r e a l i t t l e h i g h e r t h a n s a l e s t o s t e r l i n g - a r e a c o u n t r i e s .

I n 1 9 6 1 t h e i n v i s i b l e s u r p l u s s h o w e d a f u r t h e r d e c l i n e , t o o n l y £65 m i l l i o n .

G o v e r n m e n t e x p e n d i t u r e o v e r s e a s r o s e b y £51 m i l l i o n , o f w h i c h h i g h e r e c o n o m i c

g r a n t s t o d e v e l o p i n g c o u n t r i e s a c c o u n t e d f o r £ 1 6 m i l l i o n a n d i n c r e a s e d m i l i t a r y

e x p e n d i t u r e f o r £ 1 8 m i l l i o n . T h e l a t t e r r e s u l t e d m a i n l y f r o m t h e t e r m i n a t i o n

o f G e r m a n s u p p o r t p a y m e n t s . I n s t e a d , t h e G o v e r n m e n t o f t h e F e d e r a l

R e p u b l i c a g r e e d i n M a r c h 1 9 6 2 t o s p e n d £ 5 4 m i l l i o n ( D M 6 0 0 m i l l i o n ) p e r

a n n u m i n t h e U n i t e d K i n g d o m f o r t h e n e x t t w o y e a r s . T h i s e x p e n d i t u r e w i l l

b e m o s t l y o n a r m a m e n t s .

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

a n o u t f l o w o f a b o u t t h e n o r m a l s i z e — £ 2 0 0 m i l l i o n — - d u r i n g i 9 6 0 . T h e

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



— 114 —

United Kingdom: Balance of payments.

Items

Merchandise trade (f.o.b.)

Exports and re-exports

Balance of trade

Invisible items (net)

Other services

Total invisible items

Balance on current account

Long-term capital account (net outflow—)*
Official

Total long-term capital movements .

Balance on current and long-term capital account .

Corresponding to
Balance of monetary movements

Total

1959 1960 1961

In millions of £ sterling

3,611
3,507

- 104

- 233
+ 272
+ 180

+ 219

+ 115

- 353
— 146

— 499

- 384

- 405
+ 21

— 384

4,098
3,707

- 391

- 284
+ 245
+ 142

+ 103

— 288

- 103
- 99

- 202

- 490

— 184
- 306

— 490

3,998
3,863

- 135

- 337
+ 257
+ 145

+ 65

- 70

— 41
+ 49

+ 8

- 62

+ 19
- 81

- 62

* Including special transactions (see table on page 115).

r e c e i p t s o f £ 1 3 1 m i l l i o n f r o m i n v e s t m e n t b y t h e F o r d M o t o r C o m p a n y o f

A m e r i c a i n i t s U . K . s u b s i d i a r y a n d o f £ 9 0 m i l l i o n i n r e s p e c t o f d e b t p r e -

p a y m e n t s b y F r a n c e a n d G e r m a n y a n d a l o a n f r o m S w i t z e r l a n d .

O n p r i v a t e a c c o u n t U . K . l o n g - t e r m i n v e s t m e n t a b r o a d r o s e a l i t t l e , b y

£ 2 1 m i l l i o n ; d i r e c t i n v e s t m e n t f e l l b y £ 3 6 m i l l i o n , w h i l e o t h e r t y p e s r o s e b y

£ 5 7 m i l l i o n . T h e d e c l i n e i n d i r e c t i n v e s t m e n t o c c u r r e d e n t i r e l y i n t h e l a t t e r

h a l f o f 1 9 6 1 , n o d o u b t p a r t l y a s a r e s u l t o f t h e r e s t r i c t i o n s i m p o s e d i n

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

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

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

U n i t e d K i n g d o m d u r i n g 1 9 6 1 . T h e y e a r b e f o r e , d i r e c t i n v e s t m e n t h a d a c c o u n t e d

f o r £ 1 3 5 o u t o f a t o t a l o f 2 3 7 m i l l i o n ; i n 1 9 6 1 ( e x c l u d i n g t h e F o r d i n v e s t m e n t )

i t r e p r e s e n t e d £ 9 4 o u t o f 2 7 5 m i l l i o n . F r o m i n f o r m a t i o n w h i c h h a s r e c e n t l y

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

f o r e i g n h o l d i n g s o f U . K . s e c u r i t i e s i n t h e s e c o n d h a l f o f b o t h i 9 6 0 a n d 1 9 6 1 .

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

l a t t e r y e a r f r o m £ 2 6 t o 1 5 5 m i l l i o n .

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

t h e s p e c i a l i t e m s s h o w n i n t h e t a b l e , r o s e f r o m £ 1 0 0 t o 1 2 0 m i l l i o n , m a i n l y

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



United Kingdom: Long-term capital account and special transactions.

Items

Of f ic ia l capi ta l (net outflow —)
Inter-governmental loans
Other

Total official capital

Private capi ta l (net outflow —)

U.K. investment abroad

Total private capital

Total capital

Specia l t ransac t ions
I.D.A. subscription
Transactions with Germany, France and Switzerland . . . .
Ford transaction

Total special transactions

Total capital movements less special transactions

1960 1961

in millions of £ sterling

- 91
— 12

- 103

+ 237
- 336

- 99

- 202

- 11
+ 8

- 3

- 199

- 14
- 27

- 41

+"406
- 357

+ 49

+ 8

- 9
+ 90
+ 131

+ 212

- 204

France. O n t h e b a s i s o f c u s t o m s s t a t i s t i c s , t h e b a l a n c e o f t r a d e w i t h

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

s u r p l u s o f $ 1 4 0 m i l l i o n i n 1 9 6 1 . F o l l o w i n g t h e d e v a l u a t i o n , e x p o r t s t o f o r e i g n

c o u n t r i e s h a d r i s e n b y a s m u c h a s 4 0 p e r c e n t , i n 1 9 5 9 ; s i n c e t h e n t h e i r r a t e

o f g r o w t h h a s s l a c k e n e d a n d l a s t y e a r t h e y w e n t u p b y 1 1 p e r c e n t . , o r

$ 5 3 0 m i l l i o n , t o a t o t a l o f $ 5 . 3 m i l l i a r d . O v e r 4 0 p e r c e n t , o f l a s t y e a r ' s r i s e

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

f u r t h e r 2 5 p e r c e n t , w a s a c c o u n t e d f o r b y c e r e a l s a n d d a i r y p r o d u c t s . M o t o r -

c a r e x p o r t s , w h i c h a m o u n t e d t o $ 4 0 0 m i l l i o n , w e r e $ 9 0 m i l l i o n d o w n f r o m

t h e i r i 9 6 0 l e v e l . T h e s h a r e o f m a n u f a c t u r e d g o o d s i n F r e n c h e x p o r t s o u t s i d e

t h e f r a n c a r e a w a s 7 3 p e r c e n t . ; t h i s w a s a l i t t l e b e l o w t h e i 9 6 0 l e v e l , t h o u g h

w e l l a b o v e t h a t o f , s a y , 1 9 5 7 , w h e n t h e f i g u r e w a s 6 6 p e r c e n t . I m p o r t s f r o m

o u t s i d e t h e f r a n c a r e a w e r e s o m e $ 3 5 0 m i l l i o n , o r 7 p e r c e n t . , h i g h e r t h a n i n

i 9 6 0 . H a l f o f t h e r i s e w a s i n c o n s u m e r g o o d s a n d a t h i r d i n i n v e s t m e n t

g o o d s . O i l i m p o r t s d e c l i n e d b y $ 4 5 m i l l i o n .

S o m e t h i n g l i k e 7 0 p e r c e n t , o f l a s t y e a r ' s r i s e i n e x p o r t s t o f o r e i g n

c o u n t r i e s w e n t t o F r a n c e ' s p a r t n e r s i n t h e C o m m o n M a r k e t a n d n e a r l y a l l

t h e r e s t t o o t h e r w e s t e r n E u r o p e a n c o u n t r i e s . S a l e s t o I t a l y a n d t h e N e t h e r l a n d s

w e r e u p b y o v e r 2 0 p e r c e n t , a n d t h o s e t o B e l g i u m , G e r m a n y a n d S w i t z e r l a n d

b y o v e r 1 5 p e r c e n t . O n t h e i m p o r t s i d e , p u r c h a s e s f r o m t h e C o m m o n

M a r k e t i n c r e a s e d b y $ 2 5 0 m i l l i o n a n d t h o s e f r o m o t h e r w e s t e r n E u r o p e a n

c o u n t r i e s b y $ 1 5 0 m i l l i o n . I m p o r t s f r o m o t h e r n o n - f r a n c - a r e a s o u r c e s w e r e

r a t h e r l o w e r . F r a n c e ' s t r a d e b a l a n c e w i t h E u r o p e i m p r o v e d b y $ 1 0 0 m i l l i o n

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



Still on the basis of customs statistics, exports to the rest of the franc
area, which represent about a third of France's total exports, declined by
$170 million in 1961 because of lower sales to Algeria. Imports, on the other
hand, went up by $65 million — oil deliveries alone being $100 million
higher. The share of Saharan oil in total oil imports was 48 per cent.,
compared with 5 per cent, two years before, and the value of deliveries was
$240 million.

The export surplus vis-à-vis countries outside the franc area, on a cash
and f.o.b. basis, as recorded in the balance of payments, rose from $90
to 400 million in 1961; net receipts from invisibles fell off slightly, yielding
$530 million in the year. On travel account the rise in French expenditure
abroad more than offset the increase in tourist receipts. For the first time
since the end of the war the deficit in respect of transport was eliminated,
mainly owing to higher earnings from land and air transport. Workers'
remittances have risen in both directions, the net deficit increasing, however,
by $25 million. Receipts in respect of restitution payments from Germany —

France: Balance of payments.

Items

Merchandise trade (f.o.b.)

Imports

Invisible items (net)

Others2 . . . . .

Total net invisible items

Balance on current account

Long-term capital account (net outflow —)
Official
Private

Balance on long-term capital account

Balance on currentand long-term capital account

Short-term capital account (net outflow —)
Overall balance

Corresponding to
Balance of rest of French franc area (deficit+)
Changes in net position of banks (increase +)
Changes in official assets (increase +)

Gold and convertible currencies
I.M.F
Others

Total

1959 1960 19611

in millions of U.S. dollars

3,810
3,375

+ 435

+ 185
+ 120

+ 305

+ 740

- 275
+ 5704

+ 295

+ 1,035

- 1,035

- 60
- 55

+ 670
+ 215
+ 210
+ 55

+ 1,035

4,500
4,410

+ 90

+ 235
+ 310

+ 545

+ 635

- 355
+ 305

- 50

+ 585

— 60
+ 525

+ 20
+ 15

+ 345
+ 185
- 15
- 25

+ 525

5,170
4,770

+ 400

+ 210
+ 320

+ 530

+ 930

- 4403

+ 360

- 80

+ 850

- 85
+ 765

70
- 105

+ 870
+ 225
- 75
- 80

+ 765
1 Preliminary. 2 Including donations. 3 Including the prepayment of the E.P.U. debt of $320 million. 'Private
capital movements cannot be separated into long and short-term; they are therefore shown under long-term.



both private and official — produced a net surplus of $65 million in donations
despite the French contribution of $45 million to the European Development
Fund for overseas countries and territories.

On long-term capital account, the net outflow in the public sector rose
more than the net inflow in the private sector, so that the total deficit
increased from $50 to 80 million in 1961. The inflow of foreign private
capital, at $420 million, was a third higher than in i960; most of the rise
came from direct investments, though portfolio investment was also substantial.
The latter declined towards the end of the year but has since picked up
again. The outflow of private capital increased by $55 million between i960
and 1961.

The large inflow of private long-term capital, coupled with the favourable
results on current account, enabled the French Government to reduce further
its foreign debt by means of advance repayments. In 1961 the consolidated
E.P.U. debt of $320 million was paid off; together with contractual repayments,
this brought the total external debt down from $2,140 million at the end of
i960 to $1,765 million a year later. In early 1962 further repayments were
made, so that at the end of April the foreign debt, which is now entirely at
long term, stood at $1,650 million — compared with about $3,300 million at
the end of 1958 before special repayments were initiated.

Italy. In the first half of 1961 imports rose faster than exports and the
balance of trade (based on customs data) deteriorated by $120 million as
compared with the corresponding period of i960. In the second half the
movement was reversed and the balance improved by $160 million, leaving a
small net improvement for the year as a whole.

All categories of exports increased in 1961, rises of 20 per cent, being
recorded for engineering products and textiles. Over the last three years
exports of engineering products have nearly doubled and they now represent a
third of the total, while the share of foodstuffs has fallen from 20 to 15 per
cent. During the same period Italian export prices of manufactured goods
have declined by 6 per cent.

Italy

Items

Exports
Imports

Foreign

1955

t rade in

1958

engineering products.

1961

in millions of U.S. dollars

405
360

765
400

1,415
975

1955 1958 1961

as percentages of total

22
13

30
12.5

34
19

W i t h r e g a r d t o i m p o r t s , e n g i n e e r i n g p r o d u c t s a g a i n r o s e s h a r p l y i n 1 9 6 1 ,

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

g r o u p s . R a w - m a t e r i a l i m p o r t s , w h i c h h a d b e e n v e r y l a r g e i n i 9 6 0 , r e m a i n e d f a i r l y

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

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

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



The trade deficit, as recorded in the balance of payments, rose by
$70 million in 1961, but this was more than offset by an increase of $160
million in receipts from invisible items, chiefly tourist receipts, emigrants'
remittances and, to a lesser degree, freights. The current surplus consequently
increased to $365 million.

Italy: Capital account.

Items

Private t ransac t i ons (net inflow +)

Investments by foreigners in Italy

Italians abroad*

Total

Loans granted abroad

received from abroad

Total

Total private

Official t r ansac t i ons (net Inflow+)

Non-classif ied movements

Total capital

1960 1961

in millions of U.S. dollars

+ 460
— 285

+ 175

— 0
— 10

- 10

+ 165

+ 30

- 30

+ 165

+ 540
- 415

+ 125

- 30
+ 75

+ 45

+ 170

+ 50

- 5

+ 215

* Including the equivalent of repatriated Italian bank-notes which have been credited to non-residents' accounts
($185 million In 1960 and $330 million in 1961).

T h e n e t i n f l o w o f t o t a l p r i v a t e c a p i t a l i n 1 9 6 1 w a s p r a c t i c a l l y t h e s a m e

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

b e i n g o f f s e t b y h i g h e r I t a l i a n c a p i t a l e x p o r t s . A t t h e e n d o f 1 9 6 1 t h e t o t a l

c l a i m s o f t h e r e s t o f t h e w o r l d v i s - à - v i s I t a l y a m o u n t e d t o $ 4 . 1 m i l l i a r d ,

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

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

D M 5 . 9 m i l l i a r d t o a d e f i c i t o f D M 3 4 0 m i l l i o n i n 1 9 6 1 , m o s t o f t h e s w i t c h

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

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

w a s a r e c o r d t r a d e s u r p l u s i n 1 9 6 1 o f D M 6 . 6 m i l l i a r d . H o w e v e r , i n t h e

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

D M 5 5 0 m i l l i o n l e s s t h a n i n t h e c o r r e s p o n d i n g p e r i o d o f i 9 6 0 . I n t h e first

q u a r t e r o f 1 9 6 2 t h e t r a d e b a l a n c e d e t e r i o r a t e d b y D M 1 . 3 m i l l i a r d c o m p a r e d

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

w h i c h i n f l a t e d t h e i m p o r t figure f o r t h i s q u a r t e r b y o v e r D M 4 0 0 m i l l i o n , t h e

e x p o r t s u r p l u s w o r k s o u t a t D M 1 m i l l i a r d , o r a b o u t h a l f i t s s i z e a y e a r e a r l i e r .

L a r g e r i m p o r t s o f f o o d s t u f f s i n 1 9 6 1 w e r e m a i n l y d u e t o h e a v y d e l i v e r i e s

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

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

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

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

s u m p t i o n .
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Germany: Balance on current account.

Quarters

2nd quarter
3rd quarter
4th quarter

Whole year

1961 1st quarter
2nd quarter
3rd quarter
4th quarter

Whole year

1962 1st quarter*

Exports
f.o.b.

Imports
c.i.f.

Balance
of

trade
Services Dona-

tions

Receipts
in respect

of
foreign
troops

Total
in-

visibles

Balance
on

current
account

in milliards of Deutsche Mark

11.4
11.5
11.5
13.5

47.9

12.3
12.8
12.6
13.3

51.0

12.6

10.0
10.6
10.4
11.7

42.7

10.3
11.1
10.9
12.1

44.4

12.0

+ 1.4
+ 0.9
+ 1.1
+ 1.8

+ 5.2

+ 1.9
+ 1.7
+ 1.7
+ 1.3

+ 6.6

+ 0.6

- 0.2
- 0.3
— 0.7
— 0.5

— 1.7

- 0.4
— 1.0
— 1.4
— 1.1

— 3.9

- 0.6
- 0.8
— 0.7
- 0.8

- 2.9

- 0.6
- 0.8
- 1.0
— 1.0

- 3.5

— 1.0

+ 1.0
+ 0.9
+ 1.0
+ 1.0

+ 3.9

+ 1.0
+ 1.0
+ 0.9
+ 0.9

+ 3.8

+ 0.2
- 0.2
- 0.4
- 0.3

— 0.7

- 0.0
- 0.8
— 1.6
- 1.2

- 3.6

- 0.8

+ 1.6
+ 0.6
+ 0.8
+ 1.5

+ 4.5

+ 1.9
+ 0.9
+ 0.1
+ 0.1

+ 3.0

— 0.2

* Preliminary.

T o t a l e x p o r t s , w h i c h h a d r i s e n b y i 6 p e r c e n t , i n i 9 6 0 , i n c r e a s e d b y

6 p e r c e n t , i n 1 9 6 1 , t h e c o r r e s p o n d i n g r i s e s f o r f u l l y - f i n i s h e d m a n u f a c t u r e s ,

w h i c h r e p r e s e n t o v e r 6 0 p e r c e n t , o f a l l e x p o r t s , b e i n g 1 6 a n d 9 p e r c e n t .

A f t e r d e c l i n i n g i n t h e first h a l f o f 1 9 6 1 ( o n a s e a s o n a l l y a d j u s t e d b a s i s ) e x p o r t s

r e m a i n e d s t a b l e i n t h e s e c o n d h a l f a n d r o s e a g a i n i n t h e e a r l y m o n t h s o f 1 9 6 2 .

N e w f o r e i g n o r d e r s , w h i c h h a d r i s e n a l m o s t c o n t i n u o u s l y u n t i l m i d - 1 9 6 0 ,

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

first e i g h t m o n t h s o f 1 9 6 1 , a f t e r w h i c h t h e y p i c k e d u p a g a i n , b u t i n e a r l y

1 9 6 2 t h e y w e r e r u n n i n g a t a l e v e l s o m e 5 p e r c e n t , b e l o w t h a t o f t h e

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

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

i n t h e d e f i c i t o n i n v i s i b l e i t e m s , w h i c h w e n t u p f r o m D M 0 . 7 t o 3 . 6 m i l l i a r d ,

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

t r a n s f e r s b y f o r e i g n w o r k e r s a n d d o n a t i o n s .

I n 1 9 6 1 n e t t o u r i s t e x p e n d i t u r e t o t a l l e d D M 1 .5 m i l l i a r d , a g a i n s t

D M 8 0 0 m i l l i o n i n t h e p r e v i o u s y e a r . N e t p a y m e n t s i n r e s p e c t o f i n t e r e s t a n d

Germany:

Items

Manufactured products

Fully-finished . .

Total*

Composition 01 foreign

Imports

1960 1961

in millions of
Deutsche Mark

11,250
9,270
8,060

5,770
7,970

42,720

11,670
9,090
7,540

6,030
9,520

44,360

Change

in per-
centages

+ 4
- 2
- 6

+ 4
+ 19

+ 4

trade.

Exports

1960 1961

in millions of
Deutsche Mark

1,090
2,180
5,010

9,670
29,830

47,950

1,075
2,175
5,280

9,730
32,520

50,980

Change

In per-
centages

- 2
- 0
+ 5

+ r
+ 9

+ 6

* Including returned goods and replacement deliveries not mentioned separately.
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dividends went up from D M 800 million to D M 1.3 milliard, a large part being
accounted for by the profits of German subsidiaries of U.S. companies.
Net remittances by foreign workers (who totalled 545,000 in the autumn of
1961, compared with 325,000 a year earlier) and pension payments rose from
D M 750 million in i960 to D M 1.2 milliard. In all, the net deficit on
services account proper amounted to D M 3.9 milliard, slightly outweighing
net receipts in respect of foreign troops. German indemnification payments
and grants rose from D M 2.9 to 3.5 milliard.

The current surplus thus amounted to D M 3 milliard in 1961; however,
it contracted sharply in the course of the year — from D M 1.9 milliard
in the first quarter to D M 80 million in the fourth — and was replaced
by a deficit of D M 160 million in the first quarter of 1962. The
main reasons were, in the second quarter of 1961, large interest and
dividend payments and, in the third quarter, a marked increase in travel
expenditure.

The net outflow of long-term capital increased from D M 0.3 to 4.3 mil-
liard in 1961, almost entirely on account of special public transactions. The
net outflow of official capital came to D M 5.2 milliard, of which D M 3.1
milliard represented advance debt repayments ($587 million to the United
States, £67.5 million to the United Kingdom and $5.3 million to France)
and D M 900 million credits to the I.B.R.D., while most of the remainder
took the form of credits to developing countries.

Germany: Balance of payments.

Items

Balance en current account

Long-term capital account (net outflow —)
Official2

Private

Total long-term capital outflow . .

Balance on current and long-term capital account

Short-term capital account (net outflow —)
Official
Private3

Total short-term capital outflow . .

Errors and omissions

Overall balance

Corresponding to
Official monetary reserves (increase +)
Change in foreign position of banks (increase in assets + ).
I.M.F. lending of Deutsche Mark (+)
Reduction of E.P.U. claims (—)

Total

1959 1960 19611

in millions of Deutsche Mark

+ 4,085

- 2,740
- 1,145

- 3,885

+ 200

- 1,130
+ 85

- 1,045

- 45

- 890

- 760
+ 1,280
+ 30
- 1,440

— 890

+ 4,525

- 1,270
+ 980

— 290

+ 4,235

- 755
+ 660

- 95

+ 1,780

+ 5,920

+ 9,170
- 2,255
+ 170
- 1,165

+ 5,920

+ 2,985

- 5,155
+ 890

- 4,265

- 1,280

+ 90
+ 605

+ 695

+ 245

- 340

- 9704

+ 265
+ 1,320
- 955

- 340

1 Preliminary. 2 Excluding I.M.F. transactions. 3 Excluding net foreign position of banks,
the revaluation loss of DM 1,420 million.

Excluding
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Between i960 and 1961 there was a small decline in the net inflow
of private long-term funds, resulting from a simultaneous reduction in
foreign net investment in Germany and German net investment abroad.
Foreign net investment in Germany over the year as a whole fell by some
D M 500 million, entirely owing to smaller net acquisitions of German bonds.
While equity investment by foreigners represented one-third of the total in
i960, it accounted for 80 per cent, in 1961. The decline in foreign private
investment in Germany was concentrated in the second part of 1961. German
net private investment abroad declined by D M 400 million between i960
and 1961, when it amounted to D M 1 milliard, and in this case, too, it
was security purchases which fell.

On short-term capital account the small outflow that had occurred
in i960 gave way to a net inflow of D M 695 million; essentially this was
the result of lower prepayments by the German Government in 1961 to
foreign countries for armaments. It was more than offset by the decline of
D M 1,535 million that occurred between the two years in unidentified
receipts due to a sharp turn-round in Germany's terms of payments in August
and September 1961.

The Netherlands. In 1961 the surplus on current account amounted to
Fl. 620 million, less than half the previous year's figure. This decline was due
chiefly to the fact that imports increased more than exports, so that the
import surplus rose from Fl. 640 to 1,300 million.

After a steep rise in the last quarter of i960 and the first quarter of
1961 both exports and imports fell off but they picked up again in the last
quarter. The rise in the case of imports was very sharp but flattened out in
the early months of 1962, while exports continued to increase. The main
cause for the growing import surplus seems to lie in the limitations on the
supply side, although a slackening of demand abroad and the revaluation of
the florin may also have played a part.

Net receipts from invisibles remained practically unchanged at over
Fl. 1.9 milliard. The reduction of the surplus on current account by roughly
Fl. 700 million was accompanied by a turn-about of Fl. 800 million in
long-term capital movements, which shifted from a net inflow of Fl. 220 million
to a net outflow of Fl. 570 million in 1961.

This change was accounted for by (i) a decline of Fl. 400 million in
sales of Dutch securities to foreigners, mainly owing to a fall in sales to
Switzerland and to net repurchases of securities previously held by Germany,
(ii) the resumption, in April 1961, of foreign issues on the Dutch market,
which amounted to Fl. 540 million in that year, and (iii) prepayment of the
government's foreign debt to the amount of Fl. 183 million (Fl. 144 million
to the United States and Fl. 39 million to Switzerland), and was compen-
sated to the extent of some Fl. 300 million by a decline in Dutch purchases
of foreign securities and larger credits received from abroad.
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Belgium. The trade deficit went up from B.fcs. 1.9 to 5.7 milliard in
1961. The balance of trade had deteriorated between the two halves of i960
from a surplus of B.fcs. 1.1 milliard to a deficit of B.fcs. 3 milliard; in the
first half of 1961 the deficit rose to B.fcs. 4.7 milliard, imports expanding
fast while exports were held back by the effects of the strikes at the end
of i960 in connection with the government's post-Congo austerity programme.
With exports recovering in the second half of 1961, the trade deficit was
brought back to B.fcs. 1 milliard.

The invisible surplus rose by B.fcs. 2.8 milliard, compensating most
of the increase in the trade deficit, so that the current account showed a
deterioration of only B.fcs. 1 milliard.

Belgium: Capital account.

Items

Official transactions
Government
Public corporations . .

Total

Private transactions
Portfolio investment . .
Other»

Total

Grand total . . .

Long-term capital

1960 1961 Change

Short-term capital

1960 1961 Change

Total
change

net inflow (+), In milliards of Belgian francs

— 2.1
+ 1.3

- 0.8

- 4.0
+ 1.3

- 2.7

- 3.5

+ 6.3
+ 2.2

+ 8.5

- 3.2
+ 5.5

+ 2.3

+ 10.8

+ 8.4
+ 0.9

+ 9.3

+ 0.8
+ 4.2

+ 5.0

+ 14.3

+ 5.3
+ 0.4

+ 5.7

+ 0.2

+ 5.9

- 12.1
0

- 12.1

- 1.3

- 13.4

- 17.4
- 0.4

- 17.8

- 1.5

- 19.3

— 9.0
+ 0.5

— 8.5

+ 3.5

- 5.0

* Mainly direct investments and short-term capital transactions other than commercial credits. The item
contains an appreciable margin of error.

C a p i t a l m o v e m e n t s i n 1 9 6 1 w e r e d o m i n a t e d b y t h e o p e r a t i o n s o f t h e

T r e a s u r y ( s e e p a g e 7 4 ) . T h e g o v e r n m e n t ' s e x t e r n a l d e b t p o s i t i o n i m p r o v e d ,

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

t e r m d e b t a m o u n t i n g t o B . f c s . 1 2 . 9 m i l l i a r d a n d a n i n c r e a s e i n l o n g - t e r m

d e b t o f B . f c s . 7 . 3 m i l l i a r d . T h e n e w b o r r o w i n g a t l o n g t e r m a l l o c c u r r e d

i n t h e l a t t e r h a l f o f t h e y e a r , B . f c s . 2 . 1 m i l l i a r d b e i n g r a i s e d i n t h e

N e t h e r l a n d s , B . f c s . 2 . 5 m i l l i a r d i n G e r m a n y a n d B . f c s . 2 . 7 5 m i l l i a r d i n t h e

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

f o r e i g n b o r r o w i n g , b y B . f c s . 1 m i l l i a r d .

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

B e l g i u m s e e m t o h a v e i n c r e a s e d s u b s t a n t i a l l y i n 1 9 6 1 a n d t h e r e w a s a l s o a

r e f l u x o f f u n d s w h i c h h a d l e f t t h e c o u n t r y f o l l o w i n g t h e C o n g o c r i s i s .
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V. G O L D , R E S E R V E S A N D F O R E I G N E X C H A N G E .

At the end of March 1962 the monetary reserves of continental European
countries amounted to $23 milliard, having risen since the end of i960 by
$1.8 milliard. During this same period the official gold and convertible currency
holdings of the United Kingdom went up by $200 million to $3.4 milliard,
while the sterling holdings of the rest of the world dropped by $300 million
to $12.1 milliard. In the United States the gold stock, after falling by $1.2
milliard in the preceding fifteen months, stood at $16.6 milliard at the end of
the first quarter of 1962 — slightly less than the combined gold reserves
of western European countries. U.S. short-term liabilities to foreigners at
that date totalled $23.2 milliard; since the end of i960 they have gone up
by a further $1.9 milliard, mostly because of a rise in privately-held dollar
balances.

The market price of gold has fluctuated during the past year between
$35.05 and $35.20. Official action, on both the supply and demand sides,
has at times been necessary to keep the market orderly, but the improvement
in the situation can be seen from the fact that official gold stocks went up by
nearly $600 million in 1961, compared with about $350 million in i960, while
new supplies were only $100 million greater, at $1.5 milliard.

On the exchange markets conditions are quite different from what they
were a year ago. The dollar has strengthened, and the pound even more so,
while the Deutsche Mark and the Swiss franc are decidedly less firm than
they then were. In the forward exchange markets, where the U.S. authorities
have been active at times during the past year, the abnormal discounts at
which the dollar stood a year ago vis-à-vis continental currencies have
disappeared.

So far as changes in exchange rates are concerned, the most striking
development has been the depreciation of the Canadian dollar and its fixing,
early in May 1962, at a parity equal to 92 y2 U.S. cents.

Gold production and markets.

Total output of gold, excluding the U.S.S.R., is estimated to have
amounted to 34.7 million ounces in 1961, the value of which at $35 per fine
ounce is $1,215 million. The increase of 1.3 million ounces in total production
was the same as it had been in i960. South African output showed a further
advance of 1.6 million ounces, as against one of 1.3 million ounces the year
before. The estimated combined production of the other countries included in
the table declined slightly, both Canadian and U.S. output being a little below
their i960 levels.
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World gold production.

Countries 1929 1940 1946 1950 1959 1960 1961

weight, in thousands of fine ounces

Union of South Africa.

Canada

United States . . . .

Australia

Ghana

Southern Rhodesia . .

Colombia

Philippines

Japan

Mexico

10,412

1,928

2,045

427

208

5 6 1

137

1 6 3

3 3 5

6 5 5

Total l isted

Other count r ies 1 . . . .

Estimated wor ld to ta l 1 .

16,871

1,629

18,500

14,046

5,333

4,799

1,644

886

826

632

1,121

867

883

31,037

5,963

37,000

11,927

2,849

1,625

824

586

545

437

1

40

421

19,255

2,445

21,700

11,664

4,441

2,375

870

689

511

379

334

156

408

21,827

2,873

24,700

20,065

4,483

1,389

1,085

913

567

398

403

328

314

29,945

2,155

32,100

21,383

4,629

1,386

1,087

879

563

434

411

337

299

31,408

1,992

33,400

22,946

4,442

1,246

1,070

811

570

380

423

377

269

32,534

2,166

34,700

Value of
estimated world total
at $35 per fine ounce . .

in millions of U.S. dollars

6502 1,295 760 865 1,125 1,170 1,215

1 Excluding the U.S.S.R. 2 At the official price of $20.67 per fine ounce then in effect, $382 million.

T h e i n c r e a s e o f a l m o s t 7 % p e r c e n t , i n S o u t h A f r i c a n g o l d p r o d u c t i o n

w a s a c h i e v e d w i t h a 2 % p e r c e n t , r i s e t o 7 3 m i l l i o n t o n s i n t h e q u a n t i t y o f

o r e m i l l e d . T h e y i e l d o f g o l d p e r t o n m i l l e d w e n t u p b y 4 % p e r c e n t . ; w i t h

a v e r a g e c o s t s 3 % p e r c e n t , h i g h e r , a v e r a g e w o r k i n g p r o f i t s , a t $ 4 . 1 1 p e r t o n

o f o r e m i l l e d , w e r e a b o u t 6 p e r c e n t , a b o v e t h e i r i 9 6 0 l e v e l . T h i s w a s o n l y

h a l f t h e i n c r e a s e i n t h e r a t e o f p r o f i t r e c o r d e d i n i 9 6 0 ; t h e e x c e p t i o n a l r e s u l t

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

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

f u r t h e r i n c r e a s e d u r i n g 1 9 6 1 , f r o m 3 8 8 , 0 0 0 t o 3 9 9 , 0 0 0 .

Estimated sources and uses of go ld .

Items

Gold production1

Sales by the U.S.S.R. . . .

Total

Increase in official gold stocks2

Other uses3

1957 1958 1959 1960 1961

in millions of U.S. dollars

1,015
260

1,275

705
570

1,050
220

1,270

680
590

1,125
250

1,375

695
680

1,170
200

1,370

340
1,030

1,215
260

1,475

590
885

1 Excluding the U.S.S.R.
3 Residual figure.

2 Excluding the U.S.S.R., other eastern European countries and mainland China.

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

i n 1 9 6 1 t h a n t h e y h a d b e e n t h e y e a r b e f o r e , s o t h a t t o t a l f r e s h s u p p l i e s o f

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

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

d u r i n g 1 9 6 1 m a y b e p u t a t $ 5 9 0 m i l l i o n , w h i c h i s e x a c t l y 4 0 p e r c e n t , o f
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total fresh supplies. This was a much better result than in i960, when
private demand was quite exceptional in the last quarter of the year. Compared
with the years 1957-59, however, when gold reserves went up by some
$700 million per annum or, on an average, by 53 per cent, of fresh supplies,
private demand was still strong last year. Moreover, in 1961 there were once-
for-all offerings of gold from private stocks by U.S. citizens complying with
the Presidential order of January 1961 that prohibited them from holding
gold abroad after ist June 1961. Even allowing, then, for some increase in
the industrial and artistic demand for gold, it would seem that private
demand for hoarding purposes may not have been much below its i960 level.

The additions to official gold holdings were very uneven during 1961.
In both the first and third quarters the overall rise was not far from one-
fourth of the total rise for the year. In the second quarter it was much
larger and is estimated at $255 million; in the final quarter, on the other
hand, it seems to have been as little as $60 million. As during this latter
period the gold reserves of South Africa and Canada, the two biggest western
producers, went up by $93 million and $19 million respectively, those of all
other western countries combined must have fallen by about $50 million.

Following its return to normal levels in late February 1961, the London
market gold "fixing" price has since then fluctuated between a low point of
$35-05/4 o n 29th May 1961 and a peak of $35.20 on 14th September 1961.
However, though quotations during the period under review were at no time
far out of line with the official U.S. selling price, in other respects conditions
in the gold market were very different from those ruling in the past. This
can be seen most clearly from the relatively modest additions made to official
gold reserves last year. Moreover, the trend of prices for gold coins points to
the strength of private demand. In October i960, when the price of bar gold
briefly touched $40 per fine ounce, the Vreneli was little more than a dollar
higher. At present it stands at nearly $45 per fine ounce, almost ten dollars
above the price for bars.

These facts are indicative of official measures to stabilise prices. Such
action began in the autumn of i960 when the gold price in Europe got out
of line with the U.S. price. At that time a number of leading central banks
agreed not to buy gold in the market when the price was much above the
official U.S. selling price plus shipping costs. Furthermore, the United States
made gold available from October i960 onwards for the purpose of bringing
market quotations down. The objective of stable gold prices, which was
underlined early in 1961 by the U.S. Administration's reiterated pledge to
maintain the present gold value of the dollar, has during the past year been
the subject of further co-operative arrangements between those principally
concerned.

Between mid-February and mid-June 1961 the London gold price was
rather steady in the range $35.o5-$35.io. In addition to current western
output, overall supplies were augmented during that period by substantial
Russian sales, by offerings from private U.S. holders required to dispose of
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Gold prices, in U.S. dollars perfine ounce.
U.S. dolili
35.80

35.70

35.40

35.30

35.20

35.10

35.00

U.S. dollars
r50

"Vreneli" coin price in Switzerland
(Wednesday figures)^ |

L35- , 1

London " f i x i n g " price
(weekly averages)

1961 1962

35.30

35.20

35.10

35.00

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

a n d , t o a l e s s e r e x t e n t , o u t o f P o r t u g a l ' s r e s e r v e s a s a r e s u l t o f e v e n t s i n

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

b a n k s t o a d d $ 7 7 3 m i l l i o n t o t h e i r g o l d r e s e r v e s b e t w e e n t h e e n d o f F e b r u a r y

a n d t h e e n d o f J u n e 1 9 6 1 w i t h o u t a r i s e i n m a r k e t q u o t a t i o n s a n d p a r a l l e l

w i t h a n i n c r e a s e o f n e a r l y $ 2 0 0 m i l l i o n i n t h e U . S . g o l d s t o c k .

I n t h e l a t t e r p a r t o f J u n e 1 9 6 1 p r i c e s b e g a n t o g o u p , f r o m a b o u t

$ 3 5 . 0 6 , a n d b y t h e e n d o f J u l y t h e y s t o o d a t $ 3 5 . 1 4 . T h e r i s e c o n t i n u e d ,

t h o u g h m o r e s l o w l y , i n A u g u s t a n d r e a c h e d a p e a k a t $ 3 5 . 2 0 o n 1 4 t h S e p t e m b e r .

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

O c t o b e r a n d i t w a s n o t u n t i l 2 3 r d N o v e m b e r , w h e n t h e p r i c e f e l l 2 % U . S .

c e n t s i n o n e d a y t o $ 3 5 . 1 5 % , t h a t a n y r e a l d e c l i n e s e t i n . F r o m t h e n u n t i l

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

r e v e r s e d f o r ä f e w w e e k s a t t h e t u r n o f t h e y e a r . T h e n i n F e b r u a r y 1 9 6 2

c a m e a n o t h e r b r e a k a n d q u o t a t i o n s f e l l t o a b o u t $ 3 5 . 0 8 , a t o r a r o u n d w h i c h

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

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

s e c o n d q u a r t e r o f 1 9 6 1 c o u l d n o t b e e x p e c t e d t o c o n t i n u e . B r i t i s h g o l d l o s s e s

h a d t o b e s t o p p e d a n d U . S . S . R . s a l e s c e a s e d w h e n t h a t c o u n t r y ' s f o r e i g n

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

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

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

h a l f o f 1 9 6 1 C a n a d a a d d e d $ 4 0 a n d S o u t h A f r i c a $ 1 4 5 m i l l i o n ' s w o r t h o f

g o l d t o t h e i r r e s e r v e s ; i n C a n a d a t h e c o r r e s p o n d i n g figure f o r t h e p r e v i o u s

s i x m o n t h s w a s $ 2 1 m i l l i o n , w h i l e i n S o u t h A f r i c a t h e r e h a d a c t u a l l y b e e n
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sales f rom the reserves amoun t ing to $25 mill ion be tween January and J u n e

1961. O n the supply side, therefore, condi t ions changed very considerably in

mid -1961 . A t the same t ime the U .S . external deficit reappeared and political

uncer ta in ty arose over Berlin. Bo th official and pr ivate d e m a n d for gold

therefore increased s imul taneously wi th a sizable d r o p in suppl ies .

In these c i rcumstances wha t was surpr is ing was not tha t the L o n d o n gold

pr ice wen t u p ; it was b o u n d to do so. T h e remarkable t h i n g was the

resilience shown b y the market , he lped b y some official in tervent ion. I t was

at this point , in face of the fresh rise in quota t ions , t ha t fur ther co-operat ive

stabilisation measures were agreed on be tween the U n i t e d States and the

leading Eu ropean countr ies . T h e centra l banks concerned refrained from

buying and they agreed to co-opera te wi th t h e U n i t e d States in pu t t i ng gold

onto the marke t if this should be necessary to keep prices in l ine.

T h e s e a r rangements effectively p reven ted quota t ions f rom going beyond

the $35.20 level reached in m i d - S e p t e m b e r and again in m i d - O c t o b e r . M o r e -

over, as the Berlin crisis wen t off t h e boil pr ivate d e m a n d for gold eased off

and prices declined. T h e r e followed a t empora ry ha rden ing of quota t ions in

January 1962, b u t by the t ime tha t Russ ian sales were r e sumed in F e b r u a r y

the pressure of pr ivate d e m a n d on the marke t was certainly less t han for some

t ime pas t and t h e result was t ha t pr ices fell to t h e $35.08 level. I n these

circumstances , t h e countr ies wh ich h a d b e e n co-opera t ing in stabilising t h e

price of gold ar ranged to avoid unco-o rd ina ted purchases in the marke t .

G o l d a n d e x c h a n g e ho ld ings .

In ternat ional l iquidi ty deve lopments du r ing 1961 m a y be said to have

been domina ted b y th ree pr incipal features. T h e first was t h e cont inuance ,

a l though at a lower level t h a n in i960 , of t h e overall U .S . deficit and

E urope a n surplus . Secondly, speculat ion against the dollar d ied d o w n and

there followed a heavy outflow of funds from L o n d o n , which in its t u r n was

b r o u g h t to an end in A u g u s t 1961. T h e th i rd feature, wh ich arose par t ly

out of t h e sterl ing exchange crisis and par t ly from t h e needs of developing

countr ies (especially in t h e outer sterl ing area) was t h e m u c h greater use

m a d e of the In ternat ional M o n e t a r y F u n d ' s resources t h a n ever before.

A s already ment ioned , it is es t imated tha t total official gold stocks

(excluding those of the eas tern countr ies) increased by $593 mil l ion in 1961.

Since the U .S . gold stock decl ined by a fur ther $857 mil l ion du r ing the year,

o ther official holdings wen t u p b y $1,450 million, compared wi th a rise of

$2,044 mil l ion the year before. In te rna t ional ins t i tu t ions ' gold hold ings fell by

$362 mil l ion last year, so tha t countr ies o ther t h a n t h e U n i t e d States added

$1,812 mil l ion to their gold reserves, compared wi th $2,012 mill ion in i960 .

A s ne t U .S . gold sales to these countr ies were d o w n from $1,969 to 970 mi l -

lion, their ne t gold purchases from other sources wen t u p f rom only

$43 mil l ion in i 960 to $842 mil l ion last year. O f this latter a m o u n t they
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obtained $212 million from the International Monetary Fund and the
remainder from current output and U.S.S.R. sales.

Apart from the U.S. and I .M.F. net sales already mentioned, the most
important gold losses last year were those of $500 million in the United
Kingdom and $109 million in Portugal. The rest of Europe's gold reserves
in fact went up more last year than they had in i960 — by $2,138 as
against 2,024 million, despite a fall in their purchases in the United States
from $1,168 to 448 million. Over 75 per cent, of the increase in continental

W o r l d g o l d and s h o r t - t e r m d o l l a r h o l d i n g s . 1

Areas and countries

End of 1960

Gold Dollars Total

End of 1961

Gold Dollars Total

Change
in

1960

in millions of U.S. dollars

Change
in

1961

Western Europe

Austria

Belgium

Denmark

Finland

France

Germany

Greece

Italy

Netherlands

Norway

Portugal

Spain

Sweden

Switzerland

Turkey

United Kingdom . . . .

Others2

Total western Europe .

Canada

Latin America

Asia

of which Japan

O t h e r c o u n t r i e s 3 . . .

of which Union of South
Africa

All countries except ths
United States3 . .

International institutions

Total3

United States

Grand total3

293

1,170

31

41

1,641

2,971

76

2,203

1,451

30

552

178

170

2,185

134

2,800

136

16,062

885

1,208

1,239

279

886

»78

20,280

2,439

22,719

17,804

40,523

243

142

54

46

519

3,476

63

877

328

82

84

149

227

678

18

1,667

393

9,046

2,439

2,422

3,115

1,887

352

29

17,374

3,955

21,329

536

1,312

85

87

2,160

6,447

139

3,080

1,779

112

636

327

397

2,863

152

4,467

529

25,108

3,324

3,630

4,354

2,166

1,238

207

37,654

6,394

44,048

303

1,248

31

47

2,121

3,664

87

2,225

1,581

30

443

316

180

2,560

139

2,300

316

17,591

946

1,201

1,327

304

1,027

296

22,092

2,077

24,169

16,947

41,1 16

255

326

52

91

989

2,841

67

1,234

216

105

99

153

406

874

26

2,226

354

10,314

2,758

2,405

2,892

1,590

387

32

18,756

3,804

22,560

558

1,574

83

138

3,110

6,505

154

3,459

1,797

135

542

469

586

3,434

165

4,526

670

27,905

3,704

3,606

4,219

1,894

1,414

330

40,848

5,881

46,729

- 87

+ 40

- 83

- 22

+ 215

+ 1,823

73

39

162

- 13

- 50

+ 173

40

12

977

62

+ 2,902

+ 166

- 279

+ 399

+ 602

- 33

- 80

+ 3,155

+ 829

+ 3,984

- 1,703

22

262

2

51

950

58

15

379

18

23

94

142

189

571

13

59

141

+ 2,797

+ 380

- 24

- 135

- 272

+ 176

+ 123

+ 3,194

- 513

+ 2,681

- 857

1 Short-term dollar holdings consist of deposits, U.S. Government obligations with original maturities of up
to one year and some other short-term paper. They cover both official and private holdings as reported by
selected banks in the United States. 2 Includes Yugoslavia, Bank for International Settlements, European
Fund, gold to be distributed by the Tripartite Commission for the Restitution of Monetary Gold and unpublished
gold reserves of certain western European countries. 3 Excluding gold reserves of the U.S.S.R., other
eastern European countries and mainland China.
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gold reserves last year was in Germany, France and Switzerland; smaller but
still sizable additions to gold reserves were made by Belgium, the Netherlands
and Spain.

In the rest of the world, official gold stocks went up by $283 million,
after having declined during 1960 by $316 million. This reversal had two
causes. Firstly, Venezuela's gold reserves, which had gone down by $254 mil-
lion in i960, have since shown no further change. Secondly, Canada and
South Africa added a combined amount of $181 million last year to their
gold reserves, whereas during i960 they had run them down by $135 million.

Foreign short-term dollar holdings, as measured in the preceding table,
went up by $1.2 milliard in 1961 to a total of $22.5 milliard. The rise was
$0.8 milliard less than in i960 and its distribution between the main categories
of holder was very different. In i960 international institutions, thanks to
substantial repayments of earlier I .M.F. loans to France and the United
Kingdom, had added $797 million to their short-term dollars; in 1961 the
I.M.F. became a net lender of dollars again and the short-term balances of
international institutions were drawn down by $151 million. Foreign countries'
short-term dollar holdings, therefore, rose by more last year than they had
in i960 — by $1.4 against 1.1 milliard. The privately-held part of them, which
had gone down by $29 million in i960, went up last year by $737 million.
These two latter figures can conveniently be compared with the increase of
about $1 milliard, in both i960 and 1961, in the short-term claims of U.S.
banks on foreigners.

Taking gold and short-term dollar assets together, while those of inter-
national institutions were drawn down last year by the increased activity of
the Fund, holdings of countries other than the United States rose by as much
as in i960. Very broadly speaking, this was possible because the fall in the
U.S. external deficit was offset by the turn-round in Fund operations and by
the rather greater amounts of new gold and Russian gold that found their
way into official western stocks. Europe's gold and dollar balances went up by
$2.8 milliard, practically as much as in i960; the rises were much more
widespread than in the previous year, when they had been concentrated on
Germany and the United Kingdom.

In the rest of the world, Canada's balances rose by $200 million more
than in i960; as a result of the policy of lowering the external value of the
Canadian dollar, the official monetary reserves, which had declined by
$40 million during i960, went up by $227 million last year. Japan's external
position was sharply reversed during 1961; moreover, the fall of $272 million
in Japanese gold and short-term dollar holdings was accompanied by sub-
stantial further short-term borrowing from U.S. banks. Such credits had
increased by nearly $500 million in i960; during 1961 they rose again, by
$640 million, to a total of $1.4 milliard. This figure represents over 30 per
cent, of all short-term claims on foreigners reported by U.S. banks.

Elsewhere, Latin American gold and dollar balances, which had fallen by
$279 million in i960, showed little change for 1961 as a whole. Over half of



this improvement was due to the International Monetary Fund's having lent
these countries $175 million more than in i960. Much the same remarks apply
to the remaining countries in the table; after running their gold and dollars
down by $236 million during i960, they rebuilt them last year to the
extent of $313 million. The turn-round of $550 million in their position
needs to be set against a rise of almost $400 million in the level of their
Fund drawings. In this group the country which improved its position the
most was South Africa, which in the latter half of 1961 more than made good
the losses totalling $95 million suffered during the previous eighteen months.

T h e U . S . reserve position.

Overall changes in the gold and dollar balances of countries other than
the United States (including international institutions) reflect mainly, of course,
the movements that occur in the U.S. reserve position, though they are also
affected by these countries' gold transactions outside the United States.
Changes in the U.S. reserve position are conventionally measured by the sum
of U.S. gold transactions with foreigners and of movements in foreign short-
term dollar holdings. During the past year, however, the U.S. reserves have
also come to include moderate holdings of a number of convertible curren-
cies. Relative to the size of the gold stock these assets are insignificant, the
highest figure at which they are recorded as having stood being $230 million
at the end of March 1962. Their importance, however, is greater than their
size. They have been acquired, and used, principally to prevent or correct
disorderly conditions in the exchange markets. As such conditions can lead to
substantial U.S. gold losses, even relatively modest interventions in the markets
may, if well-timed, produce results out of proportion to the amounts actually
used.

These balances in convertible currencies have, whenever possible, been
acquired outright; otherwise they have been obtained through the issue of
U.S. Government securities expressed in foreign currencies or by means of
swaps. So far as outright acquisitions are concerned, a part of the German
debt prepayment to the United States in April 1961 was made in Deutsche
Mark and credited to the account of the Exchange Stabilization Fund. More
recently, with the dollar stronger against continental currencies, opportunities
have been taken to purchase foreign exchange in the market. In October
1961 the U.S. Treasury borrowed $46 million's worth of Swiss francs from
the Swiss National Bank for three months; half of this was repaid in January
1962 and the remainder, after an extension, at the end of March 1962. In
January and February 1962 a total of $75 million's worth of lire was borrowed
from the Bank of Italy. These operations were for account of the U.S.
Treasury. In February 1962 it was announced that the Federal Reserve System
was to build up currency balances of its own; by the end of March 1962 the
System's foreign exchange holdings amounted to $84 million, $50 million's
worth of French francs having been acquired through a swap operation with
the Bank of France.



The next table shows the quarterly changes in the U.S. reserve position
— gold, convertible currencies and short-term dollar liabilities — since
September i960, together with the considerable movements that have occurred
in U.S. banking claims on foreigners.

United States: Changes in the net reserve pos i t i on .

Items

Gold sales (—) to foreigners and
international institutions

Increase (+) in official holdings of
convertible currencies

Increase (—) in short-term
liabilities to foreigners

of which to

International institutions

Other official holders

Foreign banks

Other private holders

Change in net reserve position . .

Increase (+) in short-term claims on
foreigners reported by banks in the
United States

1960
4th quarter 1st quarter

19
2nd quarter

61
3rd quarter 4th quarter

in millions of U.S. dollars

- 912

- 116

- 386

- 233

+ 495
+ 8

— 1,028

+ 454

- 366

+ 25

+ 234

+ 73
+ 15
+ 20
+ 121

- 107

+ 353

+ 179

+ 161

- 409

- 93

+ 242

- 459

- 99

- 69

+ 156

- 138

- 124

- 433

+ 536

- 863

- 88

- 18

— 695

+ 37

- 494

+ 54

- 625

- 370

— 41

— 78

- »36

- 1,065

+ 540

D u r i n g t h e first h a l f o f 1 9 6 1 t h e r e w a s l i t t l e c h a n g e i n t h e n e t r e s e r v e

p o s i t i o n . S u b s t a n t i a l g o l d l o s s e s c o n t i n u e d i n t o t h e first q u a r t e r o f t h e y e a r —

d e s p i t e a s p e c i a l p u r c h a s e o f $ 1 0 0 m i l l i o n f r o m I t a l y — b u t t h e s e w e r e m o s t l y

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

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

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

o n t h e o t h e r h a n d , B r i t i s h s a l e s p r o d u c e d a r i s e i n t h e U . S . g o l d s t o c k a n d ,

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

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

I t i s n o t e w o r t h y , h o w e v e r , t h a t g o l d l o s s e s n e v e r a p p r o a c h e d t h e l a t e - 1 9 6 0 r a t e .

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

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

b y a p u r c h a s e o f $ 1 5 0 m i l l i o n ' s w o r t h o f g o l d f r o m t h e I . M . F . w h i c h f o r m e d

p a r t o f a n o p e r a t i o n , c a r r i e d o u t i n c o n j u n c t i o n w i t h t h e U . K . d r a w i n g , t o

r e p l e n i s h t h e F u n d ' s h o l d i n g s o f a n u m b e r o f l e a d i n g c u r r e n c i e s . T h e s h i f t o f

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

$ 4 5 0 m i l l i o n U . S . d o l l a r t r a n c h e o f t h e B r i t i s h d r a w i n g .

T h e final q u a r t e r o f 1 9 6 1 s a w t h e U . S . d e f i c i t b a c k a g a i n a t t h e s a m e

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

o f B r i t i s h p u r c h a s e s t o t a l l i n g $ 3 2 6 m i l l i o n ; m o s t o f t h i s w e n t t o w a r d s r e p l a c i n g

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

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

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

p r i v a t e d e m a n d . T h e m o v e m e n t o f d o l l a r s f r o m t h e I . M . F . t o o t h e r o f f i c i a l
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holders that occurred in the third quarter was largely reversed as the United
Kingdom repaid two-thirds of the dollars it had borrowed.

During the early months of 1962 the U.S. external deficit has been
running at a lower rate, though with gold losses rather substantial. By the
end of April 1962 the gold stock was $16,519 million, $428 million below
the end-of-1961 level. During the first three months of the year, while
official holdings of convertible currencies went up by $114 million to $230
million, short-term liabilities to foreigners rose by $653 million. International
institutions accounted for $601 million of this latter increase, partly through
repayments of I .M.F. drawings and partly because of a shift in their holdings
from medium to short-term assets. Liabilities to foreign countries were
$52 million up, official balances declining by rather less than and privately-
owned ones rising by rather more than $500 million. This shift reflects large
exports of money by the German banks.

At the end of April 1962 the U.S. gold stock covered the note and
deposit liabilities of the Federal Reserve Banks to the extent of about 35 per
cent. The legally required gold cover for these liabilities being 25 per cent.,
the "free" gold reserve amounted to just under $5 milliard. In May 1961 a
bill was put before the U.S. Congress which would have amended the
Federal Reserve Act so as to abolish the gold cover, but nothing came of it.
On the other hand, if recent proposals for a gradual demonetisation of silver
are acted upon by Congress, the substitution of Federal Reserve notes for
silver certificates, of which there are some $2.3 milliard at present in circula-
tion, would add nearly $0.6 milliard to the gold cover requirements.

The President's proposals regarding silver arose out of the fact that
world production of silver is at present considerably less than world con-
sumption. The gap has been filled by drawing on the "free" silver stocks of
the U.S. Government, which were being made available at a fixed price and
had dwindled between April 1959 and November 1961 from 222 to 22 million
ounces. Accordingly, on 28th November 1961 the President directed that
no more sales should be made out of the "free" stock of silver; at the
same time, in view of the present supply/demand situation for silver, he
proposed (a) that the legislation dating back to 1934 under which the U.S.
Treasury guarantees to buy all domestically-produced silver at a fixed price
be repealed, and (b) that the silver certificates, i.e. dollar notes, issued by the
U.S. Treasury against the silver purchased under (a) be gradually replaced
by Federal Reserve notes, thus releasing the 1.7 milliard ounces of silver in
question from its present function as cover for all $1 and $2 notes, plus
about 10 per cent, of the $5 and $10 notes in circulation.

European monetary reserves.

General remarks.

The combined net monetary reserves of the European countries shown
in the following table amounted at the end of 1961 to $26.7 milliard, an



133 —

E u r o p e a n c o u n t r i e s : R e s e r v e p o s i t i o n s .

Countries End of
year

Net
reserves

Net
I.M.F.

position

Net reserves
plus or minus

net I.M.F.
position

Gross
I.M.F.

position

in millions of U.S. dollars

Net reserves
plus gross

I.M.F.
position

Austria.

Belgium-Luxemburg.

Denmark .

Finland .

France

Germany

Greece .

Italy

Netherlands

Norway.

Portugal

Spain

Sweden

Switzerland .

Turkey

United Kingdom .

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

1959
1960
1961

676
688
823

1,205
1,404
1,637

275
230
236

266
274
303

1,720
2,070
2,939

4,872
7,056
6,811

210
224
251

2,953
3,080
3,419

1,331
1,646
1,676

239
272
269

808
794
692

217
590
869

419
471
641

2,058
2,320
2,754

- 14
35
95

2,736
3,231
3,318

19
19
19

85
85
157

33
33
33

14
14
14

16
202
427

268
309
637

15
15
15

68
68

243

103
121
243

25
25
25

15

40
28
23

38
38
63

14
11
21

65
488
559

695
707
842

1,290
1,489
1,794

308
263
269

280
288
317

1,736
2,272
3,366

5,140
7,365
7,448

225
239
266

3,021
3,148
3,662

1,434
1,767
1,919

264
297
294

808
794
707

177
562
892

457
509
704

2,058
2,320
2,754

- 28
24
74

2,801
3,719
2,759

94
94
94

432
434
507

163
163
163

71
71
71

803
989

1,214

1,056
1,096
1,425

75
75
75

338
338
513

516
533
655

125
125
125

60
123
173

188
188
213

72
75
65

2,015
2,438
1,392

770
782
917

1,637
1,836
2,144

438
393
399

337
345
374

2,523
3,059
4,153

5,928
8,152
8,236

285
299
326

3,291
3,418
3,932

1,847
2,179
2,331

364
397
394

808
794
692

277
713

1,042

607
659
854

2,058
2,320
2,754

58
1 10
160

4,751
5,669
4,710

Note : 1. Net reserves consist of central-bank and/or other official holdings of gold and foreign exchange,
excluding I.M.F. positions and claims or debts arising out of the liquidation of the E.P.U. The figures are also
net of any other foreign exchange liabilities shown in the central-bank returns or other official sources, except
for the U.K. sterling liabilities. For France, Italy, Switzerland and the United Kingdom the net reserves consist
of gold and convertible currencies only. 2. Net I.M.F. position is gold subscription minus the member's
net drawings or plus the Fund's net sales of its currency. 3. Gross I.M.F. position is twice the member's
quota minus the Fund's actual holdings of its currency.
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increase of $2.3 mill iard on t h e end-of-1960 total . T h o u g h substantial , this

was little more t han half the $4.4 mill iard rise in the i r reserves tha t occurred

du r ing i960 . Yet the combined cur ren t and long- t e rm capital accounts of these

countr ies ' balances of paymen t s appear scarcely to have deter iora ted be tween

i960 and 1961, despi te special deb t paymen t s to the U n i t e d States of $0.7

mil l iard in t h e lat ter year.

T h e divergence be tween changes in official gold and exchange holdings

and basic ba lance-of-payments deve lopments can b e a t t r ibu ted mainly to the

facts tha t these hold ings are only pa r t of t h e total external reserves of these

countr ies and tha t changes in t h e m m a y therefore b e partially or even somet imes

whol ly compensa ted b y oppos i te m o v e m e n t s in t h e o t h e r c o m p o n e n t s of reserves,

us ing tha t w o r d in a b road sense. T h e s e o ther componen t s are, firstly, t he

drawing r ights tha t countr ies have at t h e I . M . F . and , secondly, t h e ne t sho r t - t e rm

foreign posit ions of t h e pr ivate sectors of these economies and in par t icular of

the i r commerc ia l bank ing systems.

T h e drawing r ights of E u r o p e a n countr ies a t t h e I . M . F . are given in

the second and four th co lumns of t h e table on page 133, the former showing

tha t pa r t of t h e m which is uncondi t ional ly at t he m e m b e r ' s disposal and the

latter showing the count ry ' s m a x i m u m possible drawing r ights u n d e r the

F u n d ' s no rmal procedures .

So far as changes in t h e foreign posit ions of commercia l bank ing systems

are concerned, the following table gives figures for selected cont inenta l E u ro p ean

countr ies . T h e vo lume of these foreign assets and liabilities has grown

considerably in recent years. Gross assets of the banking systems shown in

the table rose from $1.7 to 3.7 mill iard dur ing 1959-61 and gross liabilities

from $2.1 to 4.2 milliard. O v e r the same per iod the foreign assets of t h e over-

seas banks in L o n d o n and the Bri t ish acceptance houses increased from

$0.5 to 1.9 mill iard and their foreign liabilities from $2.1 to 4 milliard.

F u r t h e r m o r e , t h e ne t foreign posit ions of the different bank ing systems have

unde rgone considerable changes from t ime to t ime du r ing this per iod.

T o some extent t h e g rowth in t h e foreign assets and liabilities of

Eu ropean commercia l banks reflects the rise in internat ional t rade and the

increased need for working balances in different currencies . Mainly , however,

it has been a consequence of the E u ro p ean ba lance-of-payments surpluses and

of the greater degree of freedom allowed to banks and others in the use of

foreign exchange. W i t h the different marke ts for money and credit more

closely connected t h a n before, funds have been freer to move f rom one centre

to ano the r in response to differences in l iquidi ty or interest ra tes and, on

occasion, in the expectat ion of possible changes in exchange pari t ies. T h e latter

considerat ions also explain m a n y of t h e changes tha t have occurred in t h e net

foreign posit ions of these countr ies ' commercia l banks .

A further impor t an t aspect of t h e ma t t e r is tha t the mone ta ry authori t ies

have acted directly on t h e foreign posit ions of t h e commercia l banks for

purposes of mone ta ry policy. In two countr ies at least, namely G e r m a n y and

the Ne the r l ands , the authori t ies have taken steps designed to encourage the
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Foreign posi t ions

Countries
and dates

Austria
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Belgium
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Denmark
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Germany
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Assets

of t h e

Liabil-
ities

in millions of U.S.

3 1
5 9
3 1

3 7
4 0
4 5
31

9 0
156
198

198
2 5 0
2 4 2
2 5 2

106
9 4
7 9

9 2
100
109

8 6

4 5 7
8 2 6
5 6 4

1,108
1,496
1,440

9 8 2

3 4
3 7
3 7

4 2
4 5
4 7
6 8

198
2 2 6
3 5 4

4 1 0
6 0 0
6 2 6
6 0 0

4 3
5 1
8 4

9 9
116
114
115

8 2 6
8 9 1

1,165

1,265
1,501
1,458
1,547

commercial banks in

Net
position

dollars

— 3
2 2

- 6

— 5
- 5
- 2
- 37

- 108
- 70
- 156

- 212
- 350
- 384
— 348

6 3
4 3

- 5

- 7
- 16
- 5
- 29

- 369
- 65
- 601

- 157
- 6
- 18
- 566

Countries
and dates

Italy
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Netherlands
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Norway
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

Sweden
1958 December
1959 December
1960 December

1961 March . .
June . . .
September
December

selected count r ies .

Assets Liabil-
ities

in millions of U.S.

3 3 7
4 8 8
8 5 9

9 6 9
1,014
1,048
1,116

3 2 1
6 5 0
8 0 1

9 3 5
9 3 1
8 9 3
8 6 8

125
123
146

131
1 14
130
144

191
2 6 1
192

158
153
179
2 0 8

6 4 1
8 8 0
9 1 7

9 9 6
1,069
1,094
1,187

196
2 3 0
3 2 4

4 1 6
4 5 0
4 3 2
4 2 5

7 1
8 9

120

110
143
167
175

8 6
91

104

9 6
110

9 9
117

Net
position

dollars

- 304
— 392
— 58

- 27
- 55
- 46
— 70

125
4 2 0
4 7 7

5 1 9
4 8 1
4 6 1
4 4 3

5 4
3 4
2 6

2 1
- 29
- 37
— 31

105
170

8 8

6 2
4 3
8 0
9 1

Note: Mainly owing to differences in coverage, these figures in many cases do not coincide with those used In
countries' balance-of-payments statistics. It is the latter, where available, that are used in the discussion of
monetary movements for individual countries.

e x p o r t o r l i m i t t h e r e p a t r i a t i o n o f m o n e y b y t h e i r b a n k i n g s y s t e m s . I n I t a l y ,

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

f o r e i g n e x c h a n g e v i s - à - v i s t h e r e s t o f t h e w o r l d , w h i l e i n S w i t z e r l a n d a n

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

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

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

m o n e t a r y r e s e r v e s t h a t t h e y a r e p r e p a r e d t o finance.

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

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

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

e x c h a n g e r e s o u r c e s a t t h e b a n k s ' d i s p o s a l , h a s b e e n t h e g r o w t h o f t h e E u r o -

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

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

c o m p e t i t i o n i n t h e U n i t e d S t a t e s . O n t h e o n e h a n d , t h e y a r e f r e e t o p a y

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

U n i t e d S t a t e s a r e l i m i t e d b y R e g u l a t i o n Q o f t h e F e d e r a l R e s e r v e B o a r d .
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O n the o ther hand, and because of the marginal na tu re of this business , they

have been able to q u o t e lower lending ra tes t h a n banks in t h e U n i t e d States.

In this way a sizable a m o u n t of l iquid dollar resources has come to be

managed b y European banks instead of in N e w York.

Lack of cor respondence be tween mone ta ry reserve movemen t s and those

of the basic balance of payment s in 1961 was part icularly marked in Switzerland

and the U n i t e d Kingdom. F o r t h e cont inental countr ies as a g roup , however,

t h e p ic ture is not the same. Admi t t ed ly , the fact tha t the rise of $2.3 milliard

in their official mone ta ry reserves du r ing 1961 was $1.6 mill iard less t h a n what

they had gained the year before can statistically be accounted for b y t h e sum

of the i r special capital t ransfers to the U n i t e d States and the U n i t e d K ingdom

in 1961 ($0.9 milliard) and of the increase in their lending t h r o u g h t h e I . M . F .

over its i960 level ($0.7 mill iard). Never theless , the i r basic posi t ion did

deter iorate by about $0.5 milliard, th is be ing compensa ted by changes in short-

t e r m capital and pr ivate mone ta ry movemen t s .

In t h e first qua r t e r of 1962 t h e ne t reserves of wes te rn European

countr ies decl ined by almost $300 mill ion. T h e U n i t e d K i n g d o m ' s reserves,

despi te substant ial r epayment s to the I . M . F . , rose b y $134 mil l ion; those of

cont inental countr ies , s imultaneously wi th a decline of $170 mil l ion in their

ne t I . M . F . positions, wen t d o w n b y $420 million. T h i s was m o r e than

accounted for by a fall of jus t over $500 mill ion in G e r m a n y ' s reserves, due

to m o n e y exports by the banking system. O t h e r substant ial changes dur ing

this quar te r included losses of $150 and 140 million in Switzerland and Italy

respectively and fur ther gains of $282 mill ion in F rance and $61 mil l ion in

Spain.

The United Kingdom.

M o n e t a r y movemen t s have been a very p rominen t feature of t h e U n i t e d

K i n g d o m ' s balance of payment s du r ing the past two years. It is not surpris ing,

therefore, t ha t the changes in the official Brit ish holdings of gold and convert ible

currencies have for m u c h of this per iod had little to d o wi th t h e state of the

count ry ' s basic external posit ion. T h e following table shows the size and

complexi ty of the shifts tha t have occurred in the external mone ta ry posit ion

of the U n i t e d Kingdom. D u r i n g i960 the re was an inflow of funds in to the

coun t ry of be tween $2 and 3 milliard (other i tems plus F o r d t ransact ion plus

pa r t of t h e balancing i t em) ; this was offset wi th in t h e mone ta ry par t of the

balance of payment s to t h e extent of $1 milliard by Bri t ish r epayment s to the

I . M . F . and b y a r u n n i n g - d o w n of t h e sterl ing area 's sterling balances. In

addit ion, t h e cur ren t and long- te rm capital account was in deficit to t h e extent

of $1.4 mill iard. T h e mone ta ry reserves therefore showed a rise of $0.5 milliard.

T h e combina t ion of basic weakness and a substant ial increase in reserves

was only possible because of the pressure unde r which the dollar came in the

latter half of i960, together wi th the fact that G e r m a n y and Switzerland took

measures to t ry and s top funds tha t had left t he Un i t ed States from enter ing

thei r economies. W h e n pressure on t h e dollar d ied away early in 1961,
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United Kingdom: Monetary movements.

Items

Monetary reserves (increase —)
International Monetary Fund (net borrowing + )
Sterling-area sterling balances (decrease — ) .
Ford transaction *
Basle arrangements
Other monetary items (inflow+)

Total

Memorandum item / Balancing item

1960 1961
19

1st half

51

2nd half

in millions of U.S. dollars

- 496
- 422
- 633
+ 367

+ 1,699

+ 515

+ 857

- 87
+ 1,046
+ 428
- 367

- 1,073

- 53

+ 227

+ 459
- 43
+ 333
- 367
+ 904
- 1,146

+ 140

+ 76

- ' 546
+ .* 1,089

- 904
+ 73

- 193

+ 151

* This refers to the purchase of shares in the British Ford Motor Company by Ford of Detroit. The sterling for this
purchase was acquired late in 1960, while the shares were bought early in 1961.

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

o b v i o u s l y o p e n t o a t t a c k , a n d a s s o o n a s t h e D e u t s c h e M a r k a n d t h e florin

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

s h o w s t h a t t h e r e w a s a n o u t f l o w o f $ I . I m i l l i a r d i n t h e first h a l f o f 1 9 6 1 ,

o f f s e t t o t h e e x t e n t o f a l m o s t 8 0 p e r c e n t , b y s h o r t - t e r m b o r r o w i n g u n d e r t h e

B a s l e a r r a n g e m e n t s .

W h e n t h e s u p p o r t g i v e n t o t h e p o u n d u n d e r t h e B a s l e a r r a n g e m e n t s

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

I . M . F . a n d t o t a k e c e r t a i n o t h e r m e a s u r e s . I n t h i s w a y t h e s i t u a t i o n w a s

r e v e r s e d s o s u c c e s s f u l l y t h a t b y t h e e n d o f t h e y e a r $ 4 2 0 m i l l i o n h a d b e e n

r e p a i d t o t h e F u n d a n d t h e m o n e t a r y r e s e r v e s w e r e $ 8 6 5 m i l l i o n a b o v e t h e

e n d - o f - J u l y l e v e l .

T h e c u r r e n t a n d l o n g - t e r m c a p i t a l a c c o u n t b e i n g i n a p p r o x i m a t e e q u i -

l i b r i u m , t h e r i s e i n t h e r e s e r v e s i n t h e s e c o n d h a l f o f 1 9 6 1 w a s d u e p a r t l y

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

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

t o a f u r t h e r rise i n s t e r l i n g - a r e a s t e r l i n g b a l a n c e s .

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

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

a r e a c o u n t r i e s , s h o w o n l y a v e r y s m a l l i n f l o w f o r t h e s e c o n d h a l f o f 1 9 6 1 .

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

J u l y 1 9 6 1 ; m o r e i m p o r t a n t , i t i s b e c a u s e a l o t o f t h e m o n e y t h a t l e f t L o n d o n

e a r l y i n 1 9 6 1 h a s n o t r e t u r n e d . P r i v a t e l y - o w n e d s t e r l i n g h o l d i n g s o u t s i d e t h e

s t e r l i n g a r e a w e r e d r a w n d o w n i n t h e first n i n e m o n t h s o f 1 9 6 1 b y $ 1 . 3 m i l l i a r d ;

s i x m o n t h s l a t e r , a t t h e e n d o f M a r c h 1 9 6 2 , t h e y h a d s c a r c e l y b e e n r e b u i l t

a t a l l .

D u r i n g t h e first q u a r t e r o f 1 9 6 2 t h e r e w a s a s t r o n g i n f l o w d e s p i t e t h e

l o w e r i n g o f B a n k r a t e t o b e l o w i t s p r e - J u l y 1 9 6 1 l e v e l . T h e m o n e t a r y r e s e r v e s

i n c r e a s e d b y a f u r t h e r $ 1 3 4 m i l l i o n p a r a l l e l w i t h r e p a y m e n t s t o t h e I . M . F .

t o t a l l i n g $ 3 8 5 m i l l i o n , o f w h i c h $ 2 1 0 m i l l i o n w a s b y t h e U n i t e d K i n g d o m a n d

t h e r e m a i n d e r b y A u s t r a l i a .
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The Continent.

Germany. The net official monetary reserves of Germany declined by
$245 million in 1961. Compared with the rise of $2,184 million that occurred
during i960 there was therefore a deterioration of $2.4 milliard. The lower
current surplus and the special capital exports accounted for $1.3 milliard of
this. Most of the remainder was the result of different monetary movements
from those of i960 — the most important items being lending through the
I.M.F. and changes in the foreign position of the commercial banks. Net
drawings of Deutsche Mark from the Fund rose between the two years from
$40 to 329 million. In addition, whereas the net foreign liabilities of the
German banking system had gone up during i960 from $65 to 601 million
(with corresponding benefit to the Bundesbank's reserves), during 1961 taken
as a whole they were slightly reduced, by $35 million.

Germany: Short-term foreign assets and liabilities of the commercial banks.
End-of-month figures, in millions of U.S. dollars.

2000 1 1 1 12000
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1200
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i i 1
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/
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I960 1961 1962
400

S o f a r a s t h e f o r e i g n p o s i t i o n o f t h e G e r m a n b a n k i n g s y s t e m i s c o n c e r n e d ,

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

i n c r e a s e i n b o t h a s s e t s a n d l i a b i l i t i e s . D u r i n g t h e first e i g h t m o n t h s o f 1 9 6 1

t h e f o r e i g n a s s e t s o f t h e G e r m a n b a n k s w e n t u p b y $ 1 , 1 5 0 m i l l i o n . O f t h i s

i n c r e a s e $ 2 0 0 m i l l i o n r e s u l t e d f r o m t h e i n v e s t m e n t o f f u n d s b e l o n g i n g t o t h e

R e c o n s t r u c t i o n L o a n C o r p o r a t i o n i n U . S . T r e a s u r y b i l l s f r o m t h e B u n d e s b a n k ' s

p o r t f o l i o ; t h e r e m a i n i n g $ 9 5 0 m i l l i o n w a s n e a r l y a l l d u e t o m o n e y e x p o r t s b y

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

t h e e a s i e r m o n e t a r y p o l i c y a d o p t e d i n G e r m a n y t o w a r d s t h e e n d o f i 9 6 0 , t h e

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

i n A p r i l 1 9 6 1 o f t h e b a n k s ' f o r e i g n l i a b i l i t i e s f r o m t h e m i n i m u m r e s e r v e

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

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

$ 4 0 0 m i l l i o n i n t h e f o r e i g n l i a b i l i t i e s o f t h e G e r m a n b a n k s i n t h e first s e v e n
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months of 1961 and in fact a rise of $500 million between the revaluation of
the Deutsche Mark and the end of July 1961. To some extent this may
have been the result of the change in minimum reserve requirements just
mentioned. Mainly, however, it resulted from expectations of further possible
changes in exchange rates, which led foreigners to increase their D M assets
and German residents to run up their liabilities in other currencies.

During the third quarter these tendencies were reversed. By September
the deterioration of the balance of payments caused an overall exchange deficit
which led the banks to repatriate money from abroad to the extent of
$250 million in one month. At the same time expectations of another D M
revaluation were evaporating, so that in August, September and October the
banks' foreign liabilities — at first principally non-residents' deposits and
subsequently credits taken abroad — declined by $162 million. December saw
a reduction of their foreign assets by no less than $550 million in connection
with the end-of-year window-dressing; at the same time their foreign litbilities
went up by $130 million, so that their net foreign position deteriorated by
nearly $700 million.

In the first quarter of 1962 the banks' position was again sharply
reversed. Thanks principally to an increase in time deposits abroad, their
foreign assets went up by $660 million; at the same time their foreign
liabilities declined by $180 million. There were repayments of Deutsche Mark
to the I .M.F. during this quarter amounting to $75 million, and the official
monetary reserves went down by $511 million.

The Netherlands. Between i960 and 1961 the current and long-term
capital account of the Netherlands deteriorated by about $400 million to a
position of approximate equilibrium. A similar, though smaller, change occurred
in the movements of the Nederlandsche Bank's reserves — from a rise of
$315 million to one of only $30 million. However, if the movements in the
central bank's monetary reserves as shown in the balance of payments (including
changes in other official holdings of exchange) are compared, then the turn-
round was bigger than that on current and long-term capital account — from
a rise of $400 million to a fall of $50 million.

As the inflow of short-term capital, at $30 million, was the same in
both years, monetary movements other than those of the official reserves
showed a bigger outflow last year than in i960. This was the net outcome
of three factors. Firstly, an increase from $17 to 122 million in florin drawings
on the I .M.F. ; secondly, a turn-round in the foreign position of the banking
system from an increase of $69 million to a decrease of $37 million in net
assets; and thirdly, a change from net receipts of $48 million to net payments
of $10 million on account of consolidated balances arising out of payments
agreements. This was mainly the result of a repayment by the Netherlands
in January 1961 of $52 million of E.P.U. debt.

Although the overall foreign position of the banks did not change very
much in 1961, there were diverse movements in its components. On the one
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hand, the net foreign exchange position of the Dutch banks declined by
$166 million. This was partly because, from January to September 1961, covered
short-term investment, either in New York or London, yielded a negative rate
of interest (see page 148) and partly because of a rise in the foreign exchange
liabilities of the banks between March and June 1961. On the other hand,
and as a result of the continuing low level of Dutch interest rates, total net
florin lending of the banks to foreigners rose during 1961 by $129 million.

Portugal and Spain. Two other countries where the movements in net
official reserves were less favourable than in i960 were Portugal and Spain.
Portugal's current-account deficit for 1961 was over $300 million; as a result
of a substantial inflow of capital, however, the monetary reserves declined by
only $102 million. Spain's central monetary reserves showed a rise of $279
million last year, about $100 million less than in i960. Most of this difference
can be» explained by the fact that debt totalling $74 million was repaid to the
I.M.F. and the European Fund last year, compared with only $12 million in
i960. On current and capital account combined there was very little change
between the two years.

France. Turning to the countries whose official monetary reserves rose
faster in 1961, France was pre-eminent among them with an increase of
$870 million. This corresponded almost exactly to the substantial surplus which,
despite repayments of public debt in excess of $400 million, was earned on
current and long-term capital account. In the rest of the balance of payments
there was an outflow of $85 million on short-term capital account, which was
rather more than offset by receipts of $80 million from unidentified trans-
actions and by the net effect of monetary movements other than changes in
the official reserves.

These other monetary movements comprised four main items. Firstly,
drawings of French francs from the I.M.F. rose by $40 million to $225 million.
Secondly, the balance of other external assets and liabilities in the public
sector showed a deterioration of $75 million, probably due mainly to a rise
in foreign official franc balances in conjunction with drawings on the Fund.
In other words, effective lending of francs through the Fund was less than
the gross amount drawn. Thirdly, the rest of the franc area showed a foreign
exchange surplus of $70 million, and fourthly, there was a deterioration in
the foreign position of the French commercial banks by about $100 million.

This change in the position of the banks was partly due to the increased
needs of the rest of the world for working balances in francs. In addition,
however, the foreign exchange position of the French banks deteriorated
because, during the first half of the year, French residents were converting
their foreign exchange receipts into francs more rapidly than is usual, in
order to avoid exchange risks. The banks made good the running-down of
their assets in this way by borrowing from abroad. Although this movement
was reversed in the third quarter, when conditions in the exchange market
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Official gold and foreign exchange holdings of selected European countries.
Quarterly percentage increases (+ ) or decreases (—).

+30

+20

-10

BELGIUM

Amount: 31 Dec.'59: 1,205'
($ million) | 3 1 M a r c h , 6 2 . 1 | 6 5 2

ITALY

FRANCE

Amount: 31 Dec.'59: 1,720'
($ million) | 3 1 M a r c h . 6 2 . 3 2 2 1

NETHERLANDS

Amount: 31 Dec.'59: 1,331'
($ million) I 3 1 M a r ch '62: 1,688

GERMANY

31 Dec. '59: 4,872'

31 March '62: 6,300

SPAIN

Amount:
($ million)

31 Dec. '59: 217'

31 March '62: 930

SWITZERLAND

Amount:
($ million)

31 Dec. '59: 2,058'

31 March '62: 2,604

UNITED
KINGDOM

Amount:
($ million)
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31 March '62; 3,452
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b e c a m e m o r e n o r m a l , o v e r t h e y e a r a s a w h o l e t h e n e t f o r e i g n e x c h a n g e

a s s e t s o f r e s i d e n t s d e c l i n e d b y a b o u t $ 6 0 m i l l i o n .

T h e i n c r e a s e i n F r a n c e ' s m o n e t a r y r e s e r v e s w a s $ 5 2 5 m i l l i o n g r e a t e r

t h a n i n i 9 6 0 . $ 2 6 5 m i l l i o n o f t h i s c a m e f r o m t h e i m p r o v e m e n t o n c u r r e n t a n d

l o n g - t e r m c a p i t a l a c c o u n t , a n o t h e r $ 1 2 0 m i l l i o n f r o m t h e c h a n g e b e t w e e n t h e

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

r e s t f r o m a t u r n - r o u n d o f a l m o s t $ 1 0 0 m i l l i o n i n t h e f o r e i g n e x c h a n g e b a l a n c e

o f t h e r e s t o f t h e F r e n c h f r a n c a r e a .

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

s e c o n d h a l f o f t h e p r e v i o u s y e a r , w a s r e s u m e d i n 1 9 6 2 . D u r i n g t h e first f o u r

m o n t h s o f 1 9 6 2 t h e r e w a s a f u r t h e r r i s e o f $ 3 7 9 m i l l i o n t o a t o t a l o f $ 3 , 3 1 8

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

p r e p a y m e n t s o f $ 5 9 a n d 5 7 m i l l i o n t o t h e U . S . G o v e r n m e n t a n d t h e I . B . R . D .

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

d i s p o s a l o f t h e F e d e r a l R e s e r v e B a n k o f N e w Y o r k a n d t h e t r a n s f e r o f t h e

p r o c e e d s o f a $ 4 0 m i l l i o n l o a n r a i s e d i n N e w Y o r k b y t h e S o u t h e r n E u r o p e a n

P i p e l i n e C o m p a n y .

Italy. T h e o f f i c i a l m o n e t a r y r e s e r v e s o f I t a l y w e n t u p d u r i n g 1 9 6 1 b y n e a r l y

t h r e e t i m e s a s m u c h a s i n t h e p r e v i o u s y e a r , t h e g a i n b e i n g $ 3 4 0 a g a i n s t
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125 m i l l i o n . I n i 9 6 0 t h e r e s e r v e i n c r e a s e h a d b e e n s o m e $ 3 0 0 m i l l i o n l ess t h a n

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

a c c o u n t e d fo r b y a t r a n s f e r o f f o r e i g n e x c h a n g e f r o m t h e official r e s e r v e s t o t h e

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

n o n - r e s i d e n t s i n t o e q u i l i b r i u m . L a s t y e a r n e a r l y 6 0 p e r c e n t , o f t h e $ 5 7 5 m i l l i o n

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

$ 2 3 5 m i l l i o n b e t w e e n t h e r e s e r v e g a i n a n d t h e o v e r a l l s u r p l u s , $ 1 7 5 m i l l i o n is

a c c o u n t e d fo r b y d r a w i n g s o f l i r e o n t h e I . M . F . — e q u i v a l e n t t o a n i n c r e a s e

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

$ 1 0 0 m i l l i o n i n o t h e r n e t official f o r e i g n a s s e t s w h i c h a r e n o t i n c l u d e d i n t h e

m o n e t a r y r e s e r v e s p r o p e r . F i n a l l y , t h e r e w a s a s m a l l d e t e r i o r a t i o n o f $ 4 0 m i l l i o n

i n t h e f o r e i g n p o s i t i o n s o f t h e b a n k s .

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

m o r e o r l e s s i n e q u i l i b r i u m , d u r i n g 1961 p r e s s u r e o n b a n k l i q u i d i t y c h a n g e d

t h e n a t u r e o f p a r t o f t h e i r f o r e i g n e x c h a n g e a s s e t s . T h e b a l a n c i n g of

t h e b a n k s ' f o r e i g n e x c h a n g e p o s i t i o n v i s - à - v i s t h e o u t s i d e w o r l d i n i 9 6 0 h a d

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

t o t a l o f w h i c h a t t h e e n d o f i 9 6 0 w a s o v e r $ 4 0 0 m i l l i o n . W h e n t h e b a n k s

b e c a m e s h o r t of l i r e i n 1961 t h e a u t h o r i t i e s , i n o r d e r t o p r o v i d e t h e m w i t h

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

t h e s w a p s i n t o f o r e i g n c u r r e n c y d e p o s i t s t o t h e e x t e n t o f $ 3 0 0 m i l l i o n . I t

w o u l d s e e m t h a t d u r i n g t h e first q u a r t e r o f 1962 s o m e $ 2 0 0 m i l l i o n o f t h e s e

d e p o s i t s h a v e b e e n r e c o n v e r t e d i n t o s w a p s .

Switzerland. T o g e t h e r w i t h t h e U n i t e d K i n g d o m , S w i t z e r l a n d is t h e c h i e f

e x a m p l e d u r i n g 1961 o f a c o u n t r y w h e r e t h e m o v e m e n t s i n m o n e t a r y r e s e r v e s w e r e

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

a c c o u n t d e t e r i o r a t e d b y o v e r $ 4 0 0 m i l l i o n t o p r o d u c e a de f i c i t o f $ 6 4 5 m i l l i o n ,

y e t t h e N a t i o n a l B a n k ' s r e s e r v e s r o s e b y $ 4 3 4 m i l l i o n , c o m p a r e d w i t h a n

i n c r e a s e o f $ 2 6 2 m i l l i o n i n i 9 6 0 . T h e d e t e r i o r a t i o n o n c u r r e n t a n d i d e n t i f i e d

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

a r e a v a i l a b l e ) w a s q u i t e o v e r w h e l m e d b y t h e i n f l o w of m o n e y t h a t o c c u r r e d .

I n i 9 6 0 t h i s i n f l o w w a s a l r e a d y r a t h e r h i g h , a t a b o u t $ 5 0 0 m i l l i o n ; f o r 1961

i t w a s o f t h e o r d e r o f $ 1 . 1 m i l l i a r d .

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

d u r i n g 1 9 6 1 . T h e first o c c u r r e d d u r i n g t h e s e c o n d w e e k o f M a r c h , w h e n , o n

t h e o u t b r e a k o f t h e s t e r l i n g e x c h a n g e c r i s i s , t h e N a t i o n a l B a n k ' s r e s e r v e s w e n t

u p b y $ 2 5 0 m i l l i o n . T h i s w a s offset b y s h o r t - t e r m c r e d i t s t o t a l l i n g o v e r

$ 3 0 0 m i l l i o n g r a n t e d t o t h e U n i t e d K i n g d o m w i t h i n t h e s c o p e o f t h e B a s l e

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

official r e s e r v e s t o r i s e b y n e a r l y $ 2 0 0 m i l l i o n i n t h e s u c c e e d i n g t h r e e m o n t h s .

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

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

i n t h e y e a r t o t h e U n i t e d K i n g d o m w e r e r e p a i d d u r i n g t h e s e m o n t h s . T h e

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

w i n d o w - d r e s s i n g o p e r a t i o n s o f t h e b a n k s , a n d a m o u n t e d t o $ 7 5 m i l l i o n .
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Belgium. T h e surp lus from all external t ransact ions , except ing sho r t - t e rm

operat ions of t h e gove rnmen t and t h e banks , rose f rom $10 to 254 mil l ion

be tween i960 and 1961. However , t he 1961 increase in mone ta ry reserves, at

$233 million, was only $34 mill ion greater t h a n tha t recorded in t h e previous

year. T h i s is explained largely b y the i m p r o v e m e n t of $356 mill ion tha t

occurred be tween the two years in the T r e a s u r y ' s sho r t - t e rm external posi t ion

(from net bor rowing of $114 mill ion to ne t r epaymen t of $242 mill ion),

partially offset by an increase in the banks ' ne t foreign liabilities $134 mil l ion

greater t han in i960 .

Changes in other mone ta ry m o v e m e n t s m o r e or less offset one another .

N e t Belgian franc drawings On t h e I . M . F . , of which the re had been n o n e in

i960, totalled $72 mill ion last year. But , on t h e o ther hand , p a y m e n t s m a d e

to Belgium in respect of former E .P .U . debts , at $62 million, were $21 mil l ion

higher t han the year before; and the re was a t u r n - r o u n d from a ne t outflow

of $34 mill ion to a ne t inflow of $22 mil l ion in respect of t h e residual

mone ta ry i tem. T h i s last comprises t w o e l emen t s : Congolese companies '

deposits wi th Belgian banks, which fell b y $24 mill ion in i960 , a n d the

foreign posit ion of the L u x e m b u r g mone ta ry ins t i tu t ions , wh ich de te r iora ted by

$22 mil l ion in 1961 after a $10 mil l ion b u i l d - u p t h e prev ious year.

Sweden. T h e official mone ta ry reserves of Sweden wen t u p du r ing 1961

b y $170 mill ion to a total of $641 mill ion at t h e end of the year. T h e rise,

which was more t han th ree t imes tha t recorded in i960 , took place in t h e first

par t of the year and resul ted par t ly from an i m p r o v e m e n t in t h e cu r ren t

external account . In addit ion, there occurred a considerable inflow of shor t -

t e r m capital together wi th a fur ther reduc t ion of $40 mill ion in t h e ne t foreign

assets of the banking system, b o t h caused b y a domest ic credit squeeze. In

the lat ter half of 1961 the banks rebui l t their foreign posit ions b y some

$50 mil l ion; this fact, toge ther wi th drawings of Swedish k ronor on t h e

I . M . F . totall ing $35 million, explains why , despi te a cont inua t ion of t h e

favourable cur ren t external position, t h e Riksbank ' s reserves showed little fur ther

increase.

Austria. T h e mone ta ry reserves rose b y $135 mill ion in 1961, after having

shown very little change the previous year. M o s t of th is came f rom a rise

of $100 mil l ion in ne t capital receipts . T h e gross inflow of capital a m o u n t e d

to t h e record figure of nearly $250 million, of wh ich a lmost two- th i rds was

foreign borrowing. T h e publ ic sector took u p near ly $40 mill ion of foreign

credits and the pr ivate sector ju s t over $120 mill ion. T h e r e was also an

increase du r ing 1961 of $31 mill ion in t h e foreign liabilities of the commerc ia l

banks .

Denmark and Norway. I n bo th these countr ies t h e mone ta ry reserves

were at abou t the same level at t h e end of 1961 as they had been a year

earlier. In b o t h countr ies , however, t he ne t foreign posi t ion of the banks has

deter iorated as a result of increased bor rowing abroad. In D e n m a r k th is
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deterioration amounted to $25 million and in Norway to as much as $56 million.
In the latter country the banks' foreign liabilities increased by a further
$30 million during the first quarter of 1962, simultaneously with a drop of
$40 million in the official reserves.

International Monetary Fund.

The year 1961 was the most active in the existence of the I .M.F.
During the course of it the Fund lent a net amount of $1.7 milliard to
member countries, of which $1.4 milliard went to sterling-area countries and
most of the rest to Latin America. For the first time since the Fund was
created, the bulk of its net lending, in fact 83 per cent., was in currencies
other than the U.S. dollar. Net drawings of dollars in 1961 were $295 million,
a little less than the $328 million's worth of Deutsche Mark drawn; the
other currencies principally used were $225 million of French francs, $175
million of lire and $122 million of Dutch florins.

I.M.F.: Drawings and repayments, 1947-61.

Period

1947-49

1950-55

1956-57

1958-60

1961

Drawings Repayments Net drawings

in millions of U.S. dollars

777

439

1,669

798

2,479

20

962

177

1,658

770

757

- 523

1,492

- 860

1,709

O w i n g t o t h e r e l a t i v e s i z e o f e x i s t i n g I . M . F . q u o t a s , t h e c a l l s m a d e o n

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

t o v e r y l o w l e v e l s . T o s o m e e x t e n t t h e F u n d m a d e t h i s g o o d b y o b t a i n i n g

o n e - t h i r d o f t h e $ 1 . 5 m i l l i a r d l e n t t o t h e U n i t e d K i n g d o m a g a i n s t g o l d f r o m

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

c u r r e n c i e s c o n c e r n e d . I n a d d i t i o n , h o w e v e r , t h e q u e s t i o n w a s r a i s e d a s t o

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

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

o f f s e t t i n g l a r g e - s c a l e flows o f f u n d s b e t w e e n l e a d i n g financial c e n t r e s . A t t h e

a n n u a l m e e t i n g o f t h e F u n d ' s g o v e r n o r s i n V i e n n a i n S e p t e m b e r 1 9 6 1 i t w a s

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

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

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

U n d e r t h i s a g r e e m e n t , c o n c l u d e d i n a c c o r d a n c e w i t h A r t i c l e V I I o f t h e

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

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

u p t o a t o t a l o f $ 6 m i l l i a r d , i n t h e a m o u n t s s h o w n . T h e s e f u n d s a r e a v a i l a b l e

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

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

m o n e t a r y s y s t e m " . B y t h i s i s c h i e f l y m e a n t t h r e a t s t o l e a d i n g c u r r e n c i e s
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I.M.F.: Supplementary r e sources . arising out of speculative movements
of funds. If a participant requests
assistance under these arrangements,
the Fund will only be able to
extend it if the countries being asked
to lend, after consulting amongst
themselves, have unanimously or by
a large majority decided in favour
of doing so. Lenders under these
arrangements who themselves en-
counter balance-of-payments diffi-
culties at times when credits granted
by them are outstanding will be
entitled to ask the Fund for advance
repayment. The Fund will give the
overwhelming benefit of the doubt

to any country making such a request. Advance repayments will be in other
convertible currencies or in gold. Normally, however, such loans will be
repayable in the creditor's currency. Fund members other than those listed
in the above table are free to participate in these arrangements, provided
that the Fund and the existing participants agree. The minimum commitment
is $100 million. These arrangements come into force for a period of four
years as soon as seven countries with commitments equal to the equivalent
of $5.5 milliard formally notify the Fund of their adherence.

Country

Belgium

Canada

France

Germany . . . .

Italy

Japan.

Netherlands. . .

Sweden

United Kingdom .

United States . .

Total . . .

Amount

in millions
of U.S. dollars

150

200

550

1,000

550

250

200

100

1,000

2,000

6,000

as a percentage
of the participant's

quota

44

36

70

127

204

50

48

67

51

48

F o r e i g n e x c h a n g e .

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

d i a t e e f f e c t s o f t h e G e r m a n a n d D u t c h r e v a l u a t i o n s . T h e s e m e a s u r e s c a m e h a r d

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

i n i 9 6 0 , a t a t i m e w h e n t h e r e w a s a n u n d e r c u r r e n t o f u n c e r t a i n t y p r e s e n t i n

t h e m a r k e t s . N o t s u r p r i s i n g l y , t h e r e f o r e , t h e first r e a c t i o n w a s t o s e e t h e m a s

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

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

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

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

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

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

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

p o s i t i o n a n d a h i g h l e v e l o f n o n - r e s i d e n t b a l a n c e s b u i l t u p d u r i n g t h e i 9 6 0

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

Spot markets. A t t h e b e g i n n i n g o f M a r c h 1 9 6 1 s t e r l i n g w a s j u s t b e l o w

p a r o n t h e U . S . d o l l a r . T h a n k s t o t h e m a s s i v e u s e m a d e o f t h e o f f i c i a l

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

r e v a l u a t i o n s . D u r i n g t h e s e c o n d q u a r t e r o f t h e y e a r , h o w e v e r , d e s p i t e t h e v e r y
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substant ia l sho r t - t e rm assistance received from t h e Cont inent , spot sterling

weakened fairly cont inuously against the dollar and b y late July it was ra ther

m o r e t han % per cent, below par . Following t h e increase in Bank rate and the

o ther measures t hen taken, sterling wen t above par on the dollar early in

A u g u s t and b y late O c t o b e r it s tood at $ 2 . 8 1 % notwi ths tanding heavy

purchases of dollars by the authori t ies . R igh t at t h e end of November , w h e n

the re were r u m o u r s of a lira revaluation, and again in December , w h e n funds

were be ing repatr ia ted to the Con t inen t for t h e end of the year, t he p o u n d

was for shor t per iods ra ther less s t rong, t h o u g h remain ing above par . Except

for these occasions, however, sterl ing has been consistently very firm on the

dollar. Indeed, after th ree successive y2 pe r cent, reduct ions of Bank rate

be tween early M a r c h and late Apr i l 1962, quota t ions were still above $2.81

at t h e beg inn ing of M a y .

European quotations for the U.S. dollar.
Friday figures, showing the European currencies above (+) or below (—) par on the U.S. dollar.

'•*—Pound sterling-

1962

+ 1.60

+ 1.40

+ 1.20

+ 1.00

+ 0.80

+0.60

+0.40

+ 0.20

Parity

-0.20

-0.40

-0.60

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

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

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

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

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

r e l a t i v e w e a k n e s s b e t w e e n A u g u s t a n d O c t o b e r 1 9 6 1 .

I t w a s i n m i d - J u n e 1 9 6 1 t h a t t h e D e u t s c h e M a r k m o v e d a w a y f r o m

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

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

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

G e r m a n y ' s c u r r e n t e x t e r n a l s u r p l u s . I n m i d - A u g u s t t h e D e u t s c h e M a r k w a s

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

O c t o b e r . T o w a r d s t h e e n d o f t h e y e a r t h e D e u t s c h e M a r k s t r e n g t h e n e d
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temporarily as large sales of dollars were made by the banks for window-
dressing purposes. This movement was reversed early in 1962, and since then
quotations have fluctuated around or slightly above the dollar parity.

The Dutch florin, which weakened momentarily on the news of the
revaluation, soon returned to its upper limit on the dollar and stayed there
until the sterling recovery began. After falling almost to its dollar parity in
September 1961, it strengthened again as the banks repatriated money for
fourth-quarter tax payments. Following another period of relative weakness
between December 1961 and February 1962, the florin has recently been very
firm once more. Again the reason was repatriation of funds by the banks, this
time in connection with large issues on the Dutch capital market.

After weakening early in the year the Swiss franc fluctuated very little
against the dollar during the rest of 1961, considering the very large movements
of funds that occurred. During 1962, however, the franc has weakened
appreciably, though it is still well above its dollar parity. This is the result
of the deterioration that has been going on since early 1961 in the country's
foreign trade position, coupled with the absence in recent months of any
large inflow of funds from abroad.

During the first part of the period under review the Belgian franc was,
except for a brief rise in the wake of the revaluations, weakening steadily
against the dollar. The fall, which had started with the strikes towards the
end of i960, brought quotations down from the upper limit to 0.3 per cent,
below par at the beginning of May 1961. There was then a rapid recovery,
and by mid-year the franc was almost 0.5 per cent, above par on the dollar.
It has since remained at or near that point. On the free market the movement
of quotations, though much wider, has been similar. Between December i960
and April 1961 the discount of the financial franc vis-à-vis the dollar increased
from 1 to 2V2 per cent.; by the end of June 1961 it had shrunk to y2 per
cent., and since September it has practically ceased to exist.

Forward markets. This sequence of events in the spot markets for foreign
exchange was accompanied by unusual developments in the forward rates and,
consequently, in the net interest differentials between different financial centres.
Given freedom of movement for funds seeking short-term investment, it is
normal for any difference between short-term interest rates in two places to
be more or less offset by the cost of obtaining forward cover for an invest-
ment in the centre with the higher rates. That is to say, it is unusual for a
covered short-term investment abroad to produce a yield much in excess of,
say, % per cent, above what could be obtained from a similar investment on
the domestic money market.

Judged by this criterion, it is clear that conditions in the forward
exchange markets were very unusual during part of the period under review;
equally clearly, there has been a return to something like a normal state of
affairs since the third quarter of 1961. This development is illustrated by the
following graph showing the short-term interest rate differentials between
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New York and four European centres, together with the course of forward
dollar quotations in these centres. It should be emphasised that the existence
of different possibilities for investing money at short term in any given market
means that comparisons between any pair of markets based on a single type
of investment in each place can do no more than illustrate the sort of
situation that exists.

Interest arbitrage between New York and selected European countries.
Weekly figures of three-month interest rate differentials and forward exchange rates,

in percentages per annum.*
_ Differential yield

_ _ _ Forward premium \ Net differential yield

1960 1962 1960 1961 1962

* The interest rates used for calculating the differential yields are those on three-month Treasury bills, except for
Switzerland, where the rate paid for three-month bank deposits has been taken. The forward dollar rate in Germany
is the market rate; it does not apply to exports of money by the German banks, for which special swap facilities
are made available by the Bundesbank.

V i s - à - v i s t h e o t h e r c u r r e n c i e s s h o w n i n t h e g r a p h , t h e f o r w a r d

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

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

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

a n d N e w Y o r k b e c a m e v e r y s m a l l ; a t t h e s a m e t i m e , a b n o r m a l d i s c o u n t s

d e v e l o p e d o r w i d e n e d v i s - à - v i s c o n t i n e n t a l c u r r e n c i e s . A n e w s o u r c e o f

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

i 9 6 0 d o l l a r c r i s i s , p r o d u c e d s u b s t a n t i a l f o r w a r d s a l e s o f d o l l a r s b o t h o u t o f

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

d a n g e r a r o s e o f a f u r t h e r o u t f l o w o f f u n d s f r o m N e w Y o r k s u c h a s h a d

o c c u r r e d i n l a t e i 9 6 0 .
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It was in these circumstances that the U.S. Treasury began to operate
in the exchange markets to reduce the discount on the forward dollar, using
the Federal Reserve Bank of New York as its agent. These operations have
been mainly in Deutsche Mark and Swiss francs. It is known that forward
sales of Deutsche Mark to an amount of D M i milliard were outstanding at
the end of June 1961 and that by mid-December 1961 all these contracts
had been liquidated. So far as operations in Swiss francs are concerned,
forward sales were made amounting to the equivalent of $150 million; these
were partly covered by borrowing $46 million's worth of Swiss francs from
the Swiss National Bank in October 1961, which was fully repaid by the
end of March 1962.

During the third week of June 1961, before the Berlin crisis developed,
the dollar strengthened appreciably against the Deutsche Mark on the spot
market while at the same time weakening on the forward market. This
combination of events, coming three months after the outbreak of the March
crisis, suggests that official U.S. intervention in the forward market for
Deutsche Mark had persuaded some operators whose forward dollar sales were
maturing to cover themselves in the spot market and that the U.S. authorities
decided to reinforce this change of sentiment by tempering their support for
the forward dollar.

The success of these forward operations was, of course, helped by a
growing realisation that all the countries concerned were determined to prevent
sudden disturbances from upsetting the international exchange rate structure,
and the turn-round became decisive with the adoption of the U.K. stabilisation
programme and the onset of the Berlin crisis. The latter event, by causing
money to move once again into Switzerland, led to official U.S. intervention
in the forward market for Swiss francs. In this case, too, the situation was
successfully controlled, thanks partly to the deterioration that occurred in the
Swiss balance of payments.

The Canadian dollar. During the past eighteen months the Canadian dollar
has depreciated by about 10 per cent. Parallel with this the fluctuating exchange
rate was gradually abandoned, a fixed rate being introduced in May 1962.

The change in exchange policy began at the end of i960. During the
first five months of 1961 the official monetary reserves went up by U.S. $120
million, while the exchange rate was very steady at around 1 per cent,
above par on the U.S. dollar. Quotations began to weaken at the beginning
of June and by the 16th of that month the two currencies were at par
with each other.

On 20th June 1961 came the announcement by the Finance Minister
that the authorities were prepared to intervene in order to bring the Canadian
dollar to a "significant discount" on its U.S. neighbour. Immediately a discount
of 3 per cent, appeared. After this, movements of the exchange rate were
small and those of the monetary reserves correspondingly large. In the three
months following the adoption of an overtly managed exchange rate the
reserves declined by $61 million; most of this was the result of Canada's
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c o n t r i b u t i o n t o t h e B r i t i s h d r a w i n g o n t h e I . M . F . I n O c t o b e r a n i n f l o w o f

f u n d s c a u s e d n o l e s s t h a n I 1 8 7 m i l l i o n t o b e a d d e d t o r e s e r v e s w i t h v i r t u a l l y

n o c h a n g e i n t h e r a t e . F r o m t h e e n d o f t h a t m o n t h o n w a r d s , h o w e v e r , t h e r e

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

b y l a t e A p r i l 1 9 6 2 t h e d i s c o u n t o n t h e U . S . c u r r e n c y w a s 4 % p e r c e n t .

M o r e o v e r , i n t h e s i x m o n t h s e n d i n g i n A p r i l 1 9 6 2 t h e r e s e r v e s d r o p p e d b y

$ 5 1 7 m i l l i o n t o $ i , S 9 4 m i l l i o n , t h e i r l o w e s t l e v e l s i n c e A u g u s t 1 9 5 1 .

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

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

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

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

l a r l y a f t e r t h e A p r i l 1 9 6 2 C a n a d i a n b u d g e t . T h e r e s u l t w a s t h a t w h a t s t a r t e d

o u t e a r l y i n 1 9 6 1 a s , i n e f f e c t , a n o p e r a t i o n t o s u p p o r t o t h e r c u r r e n c i e s h a d

t u r n e d a y e a r l a t e r i n t o a s u p p o r t o p e r a t i o n f o r t h e C a n a d i a n d o l l a r . O n

2 n d M a y 1 9 6 2 t h e C a n a d i a n d o l l a r w a s g i v e n , w i t h t h e a p p r o v a l o f t h e

I . M . F . , a p a r v a l u e e q u a l t o 9 2 % U . S . c e n t s . F l u c t u a t i o n s o n e i t h e r s i d e o f

t h e p a r i t y w i l l b e w i t h i n t h e n o r m a l 1 p e r c e n t , m a r g i n s a l l o w e d b y t h e

F u n d . T h i s d e c i s i o n c l o s e d a c h a p t e r i n C a n a d i a n e x c h a n g e r a t e h i s t o r y t h a t

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

m i d - M a y 1 9 6 2 t h e C a n a d i a n d o l l a r w a s a b o u t % U . S . c e n t b e l o w t h e p a r i t y .

O t h e r exchange developments. I n w e s t e r n E u r o p e t h e r e h a v e b e e n a

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



Most of these changes have been made by countries with substantial external
surpluses with a view to further liberalisation of non-commercial transactions.

France has increased the foreign travel allowance for residents twice
during the period under review. In June 1961 it was raised from N F 1,500
to N F 2,500 and again in February 1962 to N F 3,500. The amount of
French bank-notes that residents may take with them out of the country has
also been put up, in two stages, from N F 250 to N F 750. On 2nd April
1962 French residents were given permission to make portfolio investments
abroad via the official exchange market. This meant the abolition of the
devises-titres and the return to one exchange rate for all transactions. Non-
residents may now buy or sell foreign securities on the French stock exchange,
while French residents may negotiate French securities in other countries.

In Italy full convertibility of the lira for non-residents was reached at
the beginning of 1962 with the virtual merging of current and capital non-
resident accounts. The two types of account still exist in name, but now
that money can be freely transferred from one to the other — previously,
capital-account balances could not be paid into current accounts — there is
no longer any real difference between them. Convertibility is still some way
off for Italian residents. A small further step was, however, taken in this
direction at the end of 1961, when permission was granted for the purchase
of bonds of international institutions to which Italy belongs. Medium-term
credit institutions and financial corporations have been allowed since February
1961 to invest in foreign securities, while Italian business concerns may do
so in order to acquire participations in foreign companies belonging to the
same industrial sector as themselves.

Spain has taken two important measures in favour of non-residents
during the past year. Firstly, the peseta was made convertible on current
account for non-residents in July 1961. This was followed, in March 1962,
by a decree allowing foreigners who invest in Spanish shares to remit freely
at official rates both their earnings and the proceeds of sale of their invest-
ments, including any capital gains realised.

In contrast to the steps taken in France, Italy and Spain, the U.K.
authorities tightened exchange controls somewhat in July 1961. British
companies with branches and subsidiaries overseas were requested to repatriate
a higher percentage of their earnings than before, while a stricter control was
introduced over the accounts of U.K. companies operating outside the sterling
area in order to improve their rate of remittance. More important, the
Treasury stiffened its attitude to requests from British firms for foreign
exchange to make direct investments outside the sterling area, only giving
permission in cases where a clear and prompt balance-of-payments advantage
could be demonstrated.

In May 1962, while retaining the above rule so far as access to the
official exchange market is concerned, the Treasury announced that in future
the proceeds of sales by U.K. residents of non-sterling securities could be
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purchased by firms requiring exchange for investments outside the sterling
area which do not pass the official test. At the same time the opportunity
was taken to amalgamate the two pools of foreign currency, arising respec-
tively from the sale of American and other non-sterling-area securities by
U.K. residents, which previously had been available only for portfolio
investment outside the sterling area. At present the premium payable to
obtain this type of foreign exchange is about 3 per cent.

Mention may also be made of three other European countries where
exchange measures were put into effect or announced:

(1) On 4th August 1961 the Icelandic króna was again devalued,
the par value declared to the I.M.F. being changed from I.Kr. 38 to
I.Kr. 43 per U.S. dollar. The new gold content of the currency is
0.0206668 grammes. Announcing this measure, the Board of Management
of the Central Bank of Iceland said that it had been made necessary
by the large wage increases granted in June 1961.

(2) On ist December 1961 it was announced that there is to be
a currency reform in Finland at the beginning of 1963. At that date a
new markka, equal to 100 current markkas, will be introduced. Prices
will all be changed correspondingly.

(3) On ist January 1962 the Bulgarian lev was revalued on the
basis of one new unit for ten old ones. The new gold content of the
currency is 0.759548 grammes and the dollar exchange rate is Leva 1.17
= U.S.$i.

Outside Europe there have been a number of changes in exchange rates
during the past year. In Latin America the most important of these have
been the depreciations of the Argentine and Brazilian currencies.

In Argentina the single fluctuating rate of exchange introduced in January
1959 was stable from the latter part of that year onwards at about Pesos 83 to
the dollar. Whereas this had been accompanied by a rise in monetary reserves
during i960, the last nine months of 1961 saw the gross reserves fall from $700
to 450 million, while the cost-of-living index went up over 20 per cent.
Following the departure of Dr. Frondizi from the Presidency in April 1962
the authorities ceased to support the currency and the exchange rate fell to
about Pesos 100 to the dollar.

Brazil's exchange system was simplified in March 1961, the exchange
auctions being abolished and the free market used for most transactions. A
further step towards unification of rates was taken in July 1961, when the
preferential rate that had applied to wheat and oil imports was done away
with. Following the resignation of President Quadros in August 1961 the
cruzeiro fell from 250 to 310 to the dollar, and in October 1961 separate
exchange markets were created for trade operations and financial remittances,
50 per cent, six-month non-interest-bearing deposits at the Bank of Brazil
being required for the latter. The effect of this was increased activity on the
black market, where the cruzeiro fell to 460 to the dollar in December 1961.
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The exchange markets were then reunified and the system of deposits against
financial remittances was eliminated by May 1962. On 21st May 1962 the
free rate was changed to Cruz. 359 = U.S. $1 ; black-market quotations at that
time were about 10 per cent, higher.

In Chile the previously existing single fluctuating exchange rate was
replaced on 15th January 1962 by a dual exchange system. There is a fixed
official rate of Esc. 1.053 P e r U.S. dollar, applicable to exports, permitted
imports, government transactions and certain capital items. Other transactions
take place at a fluctuating rate which in April 1962 stood at Esc. 1.49 per
dollar.

On 19th July 1961 the par value of the Ecuadorian currency was changed
from Sucres 15 to Sucres 18 = U.S.$i. The new gold content of the sucre
is 0.0493706 grammes. A month earlier Ecuador had received a $10 million
stand-by credit from the I.M.F., valid for one year. The devaluation came
at the end of a period of uncertainty about exchange rate policy that had
caused some loss of monetary reserves. It was accompanied by a simplification
of the exchange rate system, there being a free market for certain financial
and invisible transactions whilst all other business takes place at a rate very
close to the new parity.

In Costa Rica the currency was devalued on 2nd September 1961, the
par value being changed from Colones 5.615 to Colones 6.625 = U.S.$i. The
new gold content of the currency is 0.134139 grammes. Costa Rica received
a stand-by credit of $15 million from the Fund in conjunction with the
devaluation. The new parity applies to all imports and to most exports; taxes
are for the time being levied on coffee, banana and sugar export proceeds.

Elsewhere, there was a devaluation of the Israel pound on 9th February
1962. The par value declared to the I .M.F. was changed from I J £ I . 8 to
1^3 = U.S.$i and the new gold content of the currency fixed at 0.296224
grammes. At the same time the multiple rates hitherto in force were
abolished.

On 7th May 1962 Egypt virtually abandoned its multiple exchange rate
system and fixed a rate of E£i = U.S.$2.30 for nearly all payments trans-
actions with foreign countries. This is not a new parity but corresponds to
a discount for the Egyptian pound of 20 per cent, on the existing parity of
E £ i = U.S.$2.87. Suez Canal dues will continue to be paid on the basis
of the official parity.

On 31st August 1961 it was announced that New Zealand had become
a member of the International Monetary Fund, the International Bank for
Reconstruction and Development and the International Finance Corporation.
New Zealand's quota at the Fund is $125 million. The declared par value of
the currency, fixed on 30th October 1961, is N Z £ i = U.S.$2.78 and the
gold content is 0.359596 grammes.
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Between mid-1960 and mid-1961 the system of convertible currencies that
had been successfully established in December 1958 was put to a very severe
test. The gold and exchange markets were strongly influenced by expectations
of changes in currency relationships and there was a danger that these
expectations might take charge of events.

One of the reasons for the large-scale movements of money which were
part cause and part effect of these disturbances was differences in
interest rates. Certainly they played an important part in the dollar crisis of
i960. Since then, except for the interruption caused by the sharp increase in
Bank rate in London last summer, there has been a noticeable coming-together
of money rates in different centres. To some extent this reflects a lessening
of differences in economic conditions as between one country and another;
more important, external considerations have come to play a larger part in the
determination of interest rate policies.

Large-scale movements of funds also take place at certain times, particu-
larly over the ends of years, in connection with window-dressing operations
by continental European commercial banks, a part of whose liquidity is normally
held in New York or London, It is doubtful whether, from the point of
view of the efficiency of the national banking systems concerned, any important
purpose is served by these temporary repatriations of funds. At the same
time, from the international point of view they could certainly be a nuisance.

A third cause of sudden international capital movements is lack of
confidence in currencies. Such doubts, in cases where no political element is
involved, are usually about a country's basic position and can often be set
definitely at rest only over a longish period. Time has to be bought, therefore,
in which fundamental adjustments can take place. The problem here is to
have patently adequate means of meeting emergencies, without allowing basic
weaknesses to be ignored.

During the past year a great deal has been done by co-operation between
different countries both to meet actual monetary disturbances and to guard
against possible future ones. The various steps taken have already been
mentioned elsewhere in this Report. More important than their details is the
fact that they have occurred and exist. It has been made absolutely clear
that any short-term disturbances will be met with prompt action and
consequently there has been a growing realisation of the power that the
monetary authorities, acting together, can exercise.



V I . T H E E U R O P E A N M O N E T A R Y A G R E E M E N T .

The European Monetary Agreement came into force on 27th December
1958 under the auspices of the Organisation for European Economic Co-
operation. The reconstitution of the Organisation on 30th September 1961 had
no practical repercussions on the Agreement which continued as before within
the new framework of the Organisation for Economic Co-operation and
Development.

In the autumn of 1961 the Board of Management carried out the review
prescribed by Article 32 of the Agreement; in the circumstances then obtain-
ing it appeared inopportune to consider substantial alterations. Provision was
therefore made for a further reconsideration of the Agreement in 1962 while
in the meantime a number of technical changes only were introduced together
with one appreciable modification relating to the granting of credits.

These amendments are described in the first part of this chapter; the
second and third parts deal with the operations and management of the
European Fund and Multilateral System of Settlements up to March 1962.

1. Changes in the Agreement.

The maximum period for which credits may be granted from the
European Fund has been extended from two to three years; in special cases
the borrower may be accorded a further period of up to two years solely for
the purpose of repaying the credit.

The minimum level of the Fund's liquid assets, which previously was
fixed by Council decision at $100 million,* may now be varied by the Board
of Management with reference to prevailing circumstances.

A minor amendment to the provisions governing the distribution of the
net income of the Fund has the effect of slightly increasing the share due to
the Residual Capital on termination of the Agreement. This change was made
to take account of the fact that member countries receive interim payments
of interest on their contributions twice yearly, whereas the income attributable
to the Residual Capital is paid over only on termination.

The sole change affecting the Multilateral System of Settlements was the
deletion of Article 15. This provision (which had not been utilised) ruled that
"ad hoc" arrangements between Contracting Parties for the support of their
currencies had to be notified if balances arising under such arrangements were
to be brought into the settlements. Such balances may now be brought in

* For convenience the dollar sign ($) is used throughout the text of this chapter, whether the amount
referred to is in U.S. dollars, gold or E.M.A. units of account. >
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without specific notification provided that they fulfil the conditions for the
multilateral settlements.

In addition to these amendments, some minor modifications were made
to clarify certain technical procedures and a few purely formal changes were
necessitated by the reconstitution of the Organisation. All the amendments
came into force on ist January 1962, but that relating to the distribution of
the Fund's net income and those consequential to the coming into force of
the Convention on O.E.C.D. are deemed to have taken effect from 14th April
i960 and 30th September 1961 respectively.

2. Operations under the Agreement.

European Fund.

A. GRANTING AND UTILISATION OF CREDITS. A summary of the credits

granted from the European Fund, showing interest rates and service charges,
is contained in the following table. All amounts actually drawn are paid out
and are repayable in gold.

E . M . A . : C r e d i t s g r a n t e d f r o m t h e E u r o p e a n F u n d .

Credits repaid or cancelled
Greece

Turkey

Spain

Iceland

Credits available

Turkey

Iceland

Turkey

Credit granted and not available at
end of March 1962

Turkey

Amount
granted

in millions of
units of account

15.0

21.5

75.0

25.0

7.0

5.0

15.0

20.0

15.0

5.0

20.0

25.0

Period available

16th February 1959
to 16th December 1959

16th February 1959
to 15th February 1961

1st August 1959
to 16th February 1961

15th February 1960
to 9th August 1961

20th February 1960
to 19th February 1962

1st August 1960
to 1st April 1962

1st January 1961
to 31st December 1962

15th February 1961
to 14th February 1963

1st July 1961
to 30th June 1963

1st April 1962
to 31st March 1964

1st April 1962
to 31st March 1965

Interest
on amounts

drawn

Service charge
on amounts

undrawn

in percentages per annum

3.50

3.50

3.75

4.00

3.75

3.75

3.75

3.75

0.25

0.25

0.25

0.25

0.25

0.25

0.25

0.25
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At the end of March 1961 credits totalling $72 million, of which $29
million had been drawn and was outstanding, were available to three countries.

The first tranche of the credit of $100 million granted to Spain in
August 1959 had been cancelled at the request of Spain in February 1961.
The second tranche, amounting to $25 million and due on 14th February 1962,
was cancelled by Spain on 9th August 1961; no drawing had been made on it.

Iceland was granted a credit of $12 million in February i960. Of the
first tranche of $7 million, made available on 20th February i960, $5 million
was drawn in March and $2 million in June of the same year. This tranche
was repaid by Iceland in three instalments: $2 million on 27th December 1961,
$2.5 million on 24th January 1962 and the balance on 19th February 1962.
No drawing was made on the second tranche of $5 million which was released
for two years on ist August i960; it was cancelled with effect from ist April
1962 and on the same date a further credit of $5 million was made available
to Iceland, again for a period of two years. This was one of two new credits
granted from the European Fund in the past year.

In December i960 Turkey was granted a second credit of $50 million
in three tranches, each with a currency of two years. The first tranche
($15 million available from ist January 1961) together with $7 million of the
second tranche ($20 million available from 15th February 1961) was drawn on
15th February 1961, on which date Turkey also repaid to the European Fund
$21.5 million, the amount outstanding under the first credit. The balance of
the second tranche ($13 million) was drawn on 27th June 1961. The third
tranche of $15 million, which was released from ist July 1961 after the Organisa-
tion had considered the progress of the Turkish stabilisation programme, was
drawn in full on 17th July 1961.

Turkey was granted a third credit of $45 million from the European
Fund in March 1962. This credit was made available in two tranches, each for
a period of three years: $20 million from ist April 1962 and, provided that the
Organisation considers that satisfactory progress is being made towards achiev-
ing the aims of the stabilisation programme, $25 million from ist August 1962.

On the various credits granted from the European Fund, between June
1959 (when the first drawing was made) and March 1962, there were fourteen
drawings totalling $104.5 million; of this amount, $54.5 million had been
repaid. The net amount drawn and outstanding after the operations for March
1962 was, therefore, $50.0 million; a further $25 million was available for
drawing.

The table on the utilisation of credits granted shows the position after
the operations for each month in which changes occurred.

B. CALLING-UP OF THE CAPITAL. In the past the Agent was required auto-
matically to call up the capital of the European Fund as soon as the liquid
assets fell below $100 million. From January 1962 the call-up is subject to
variation at the discretion of the Board of Management.
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E . M . A . : U t i l i s a t i o n of c r e d i t s g r a n t e d .

After
operations

for
month

Greece

Avail-
able
and

undrawn

Turkey

Avail-
able
and

undrawn

Draw-
ings
out-

standing

Spain

Avail-
able
and

undrawn

Draw-
ings
out-

standing

Iceland

Avail-
able
and

undrawn

Draw-
ings
out-

standing

Totals

Avail-
able
and

undrawn

Draw-
ings
out-

standing

Total
credit

granted

in millions of units of account

1 9 5 9

February .
June . . .
July. . . .
August . .
October. .
November.
December.

1 9 6 0

February .
March . . .
June . . .
July. . . .
December.

1961

January . .
February .
June . . .
July. . . .
August . •
December.

1962

January . .
February .
March. . .

15.0
15.0
15.0
15.0
15.0
15.0

21.5
20.5
19.5
13.5

2.5
1.5
0.5

0.5
—
—
—

15.0

15.0
13.0
15.0
—
—

—

—

20.0

1.0
2 .0
8.0

19.0
20.0
21.0

21.0
21.5
21.5
21.5
21.5

21.5
22.0
35.0
50.0
50.0
50.0

50.0
50.0
50.0

—

51.0
51.0
51.0
51.0
51.0

76.0
76.0
76.0
76.0
76.0

100.0
25.0
25.0
25.0
—

—

_

—

—

—

24.0
24.0
24.0
24.0
24.0

24.0
24.0
24.0
24.0
24.0

_

—
—
—
—

—

_

—

—

—
_
—
_
—

—

2.0
2.0

—

5.0
5 . 0

5.0
5.0
5.0
5 .0
5.0
7.0

9.5
5.0
5.0

—
—
—
—
—

—

5.0
5.0
7.0
7.0
7 . 0

7.0
7.0
7.0
7 . 0
7.0
5.0

2.5
—

—

36.5
35.5
85.5
79.5
68.5
67.5
51.5

78.5
78.0
76.0
81.0
96.0

120.0
43.0
45.0
30.0

5.0
7.0

9.5
5.0

25.0

1.0
26.0
32.0
43.0
44.0
45.0

50.0
50.5
52.5
52.5
52.5

28.5
29.0
42.0
57.0
57.0
55.0

52.5
50.0
50.0

3 6 . 5
3 6 . 5

111.5
111.5
111.5
111.5
96.5

128.5
128.5
128.5
133.5
148.5

148.5
72.0
87.0
87.0
62.0
62.0

62.0
55.0
75.0

T h e c a l l - u p m e c h a n i s m w a s first b r o u g h t i n t o o p e r a t i o n o n 3 r d A u g u s t

1 9 5 9 a n d h a s b e e n u s e d t h r e e t i m e s s i n c e t h e n , m o s t r e c e n t l y o n 7 t h M a r c h

i 9 6 0 . I n a l l $ 3 8 m i l l i o n h a s b e e n c a l l e d u p f r o m m e m b e r c o u n t r i e s w i t h n o n -

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

1 9 6 2 a m o u n t e d t o $ 4 2 1 . 5 m i l l i o n , c o n s i s t i n g o f $ 1 2 3 . 5 m i l l i o n o b l i g a t e d b y t h e

U . S . G o v e r n m e n t a n d i n h e r i t e d f r o m t h e E u r o p e a n P a y m e n t s U n i o n , p l u s a

f u r t h e r $ 2 9 7 . 9 m i l l i o n r e p r e s e n t i n g m e m b e r c o u n t r i e s ' c o n t r i b u t i o n s .

Multilateral System of Settlements.

I n t h r e e a n d a q u a r t e r y e a r s p a y m e n t s t o o r b y t h e E u r o p e a n F u n d i n

r e s p e c t o f t h e m u l t i l a t e r a l s e t t l e m e n t s h a v e t o t a l l e d $ 3 3 . 6 m i l l i o n . T h e r e l a t i v e

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

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

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

a g r e e m e n t s .

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

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

r e p a i d b e f o r e t h e e n d o f t h e m o n t h . O n l y o n e c o u n t r y h a s m a d e e x t e n s i v e
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E,M.A.: Payments made under the Multilateral System of Settlements,
January 1959 to March 1962.

Accounting
period

1959 first
financial year

1960 second
financial year

1961

January . . .
February . .
M a r c h . . . .

Apr i l . . . .
May
June . . . .

J u l y . . . . .
A u g u s t . . .
September .

Oc tobe r . . .
November . .
December . .

1962

January . . .
February . .
M a r c h . . . .

Total payments
by the
Fund(+) . .
or to the
Fund(-) . .

Net amount of
settlements .

Austria

Payments made by the Fund to (+) or to the

Denmark Greece Iceland Italy Nether-
lands

Fund by (—)

Norway Sweden Turkey

Total

ments
byandto
theFund

in thousands of U.S. dollars

+ 10,527
-

+ 8,676
-

+ 1,588
+ 1,656
+ 1,101

+ 956
+ 240
+ 340

-
—
—

—
—

—
—
—

+ 25,083

—

+ 25,083

+ 10
- 67

+ 207
- 83

—
—

-

—

-

—

+ 23
—

_
—
-

—
—
—

+ 240

- 150

+ 90

-10,707

—

- 9,283

- 1,220
— 998
- 1,078

- 782
— 280
+ 71

+ 63
+ 50
+ 77

- 4
- 265
- 297

- 119
- 219
- 133

+ 262

-25,384

-25,122

-

_
- 1

_

-

-

_

- 23
—

_

-

_

—

—

—

- 24

- 24

+ 243
-

_

-

_
—
-

_

-

—
—
—

_
—
-

_
—
—

+ 243

—

+ 243

+1,400
— 1,378

_

-

—
—

-

—

-

—

—

—

_

—

-

_

—

—

+ 1,400

-1 ,378

+ 22

+ 44
- 876

+ 343
- 1,045

+ 120
+ 46
- 36

- 7
+ 41
- 56

+ 16
+ 51
- 89

- 33
- 5
- 26

- 56
- 25
+ 26

+ 688

-2 ,254

— 1,566

_

- 243

—

—

—
—

-

—

-

—

—

—

_

—

-

—

—

—

—

- 243

— 243

+ 2,350
— 1,304

+ 2,202
-1 ,016

- 489
- 704
+ 13
- 167
— 0
- 355

— 79
— 101
+ 12

+ 36
+ 270
+ 323

+ 175
+ 244
+ 107

+ 5,732

-4 ,216

+ 1,517

14,574

1 1,428

1,708
1,702
1,113

9 5 6
2 8 0
4 1 1

7 9
125

8 9

3 6
2 7 0
3 2 3

175
2 4 4
133

33,647

—

Note: All but three of the above payments were made in settlement of claims and debts arising from balances
held under bilateral agreements and notified under Article 11 (a) (lii).

The three exceptions were in respect of balances notified under Article 11 (a) (ii) in accordance with
Article 13: a balance of Swedish kronor notified by Italy in November 1959; a balance of Icelandic kronur notified
by Norway in February 1960 and a balance of Icelandic kronur notified by Denmark in August 1961.

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

r a t e o f i n t e r e s t c h a r g e d o n d r a w i n g s i s 3 p e r c e n t , ( u n t i l F e b r u a r y i 9 6 0 i t

w a s 2 % p e r c e n t , a n d b e f o r e J u l y 1 9 5 9 2 p e r c e n t . ) .

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

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

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

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

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

t h o s e b e t w e e n G r e e c e a n d A u s t r i a ( i n M a y 1 9 6 1 ) , T u r k e y a n d A u s t r i a ( a t

t h e e n d o f J u n e 1 9 6 1 ) a n d T u r k e y a n d N o r w a y ( a t t h e e n d o f O c t o b e r 1 9 6 1 ) .

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

b r o u g h t i n t o t h e s e t t l e m e n t s . S u c h b a l a n c e s m a y b e n o t i f i e d b y t h e i r o w n e r
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either at the end of the month or — as was the case in these three instances -
when a change occurs in the buying or selling rates for the currency in which
the account is denominated. The balances in question, reported as a result of
modifications in the Swedish exchange margins in November 1959 and the
Icelandic devaluations of February i960 and August 1961, were settled at the
old selling rates of the two currencies for the U.S. dollar; in each case the
amounts were small.

3. Management of the European Fund and the Multilateral System of
Settlements.

The Board of Management of the E.M.A. supervises the execution of
the Agreement and also advises the Council of the O.E.C.D. on all related
matters. In addition the Board follows closely the general economic and finan-
cial situation of member countries on the basis of reports made by the
Secretariat, by the various committees of the Organisation and, on occasion,
by special missions. In discharging these functions the Board meets about once
a month. Dr. von Mangoldt, who had previously presided from June 1952
over the Managing Board of the European Payments Union, was appointed
Chairman of the Board of Management of the E.M.A. when it was first
established; Dr. von Mangoldt relinquished this office in January 1962 in
order to take up other duties and was succeeded by M. Hay of the Swiss
National Bank.

The Agent makes monthly reports on the operations and the investments
of the European Fund and on the working of the System of Settlements, and
also provides the Board with 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.

The operations of the Fund as described in the previous pages are
reflected in the following summary of the Statement of Account.

Credits and claims outstanding, which at the opening of business
amounted to $35 million representing loans to Norway and Turkey transferred
from the E.P.U., stood at $87.5 million at the end of i960 as a result of
drawings on credits granted. The total declined following a repayment by
Spain in January 1961 but subsequently rose to a high point of $92 million
in July 1961, after Turkey drew the full amount of its second credit. More
recently repayments by Iceland and the first amortisation payment by Norway
and Turkey in respect of the loans mentioned above reduced the total to
$82.8 million.

Drawings were met in the first place out of the liquid resources trans-
ferred from the E.P.U. until these were brought down to approximately $100
million in July 1959. From then onwards this level was maintained through
the calling-up of member countries' contributions, as reflected by the decline
in uncalled capital. The high level of liquidity during the first half of 1961



E.M.A.: Summary of the Statement of Accoun t of the European Fund.

After
operations for

month

O p e n i n g

1 9 5 9 D e c e m b e r . . . .

1 9 6 0 D e c e m b e r . . . .

1 9 6 1 J a n u a r y
F e b r u a r y
M a r c h

A p r i l
M a y
J u n e

J u l y . . . . . . . .
A u g u s t
S e p t e m b e r . . . .

O c t o b e r . . . . .
N o v e m b e r . . . .
D e c e m b e r . . . .

1 9 6 2 J a n u a r y
F e b r u a r y
M a r c h

Assets

Liquid
resources

U.S.
Treasury
account

Uncalled
capital

of
member

countries

Credits
and

claims
out-

standing

Total
of

statement

Liabilities

Capital
Fund

Income
and

expendi-
ture

account

in millions of units of account

113.0

104.4

106.4

130.5
129.7
129.8

129.9
130.0
117.6

102.3
102.4
102.5

102.6
102.7
109.2

111.3
113.9
1 14.0

123.5

123.5

123.5

123.5
123.5
123.5

123.5
123.5
123.5

123.5
123.5
123.5

123.5
123.5
123.5

123.5
123.5
123.5

328.4

302.9

297.9

297.9
297.9
297.9

297.9
297.9
297.9

297.9
297.9
297.9

297.9
297.9
297.9

297.9
297.9
297.9

35.0

80.0

87.5

63.5
64.0
64.0

64.0
64.0
77.0

92.0
92.0
92.0

92.0
92.0
87.8

85.3
82.8
82.8

600.0

610.9

615.3

615.5
615.1
615.2

615.3
615.4
616.0

615.8
615.9
616.0

616.1
616.2
618.4

618.0
618.1
618.3

600.0

607.5

607.5

607.5
607.5
607.5

607.5
607.5
607.5

607.5
607.5
607.5

607.5
607.5
607.5

607.5
607.5
607.5

3.4

7.8

8.0
7.6
7.7

7.8
7.9
8.5

8.3
8.4
8.5

8.6
8.7

10.9

10.5
10.6
10.8

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

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

i n J u n e a n d J u l y 1 9 6 1 w e r e d u e t o d r a w i n g s o n T u r k e y ' s s e c o n d c r e d i t .

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

b u t i o n o b l i g a t e d b y S p a i n o n i t s a c c e s s i o n t o t h e A g r e e m e n t i n J u l y 1 9 5 9 a n d

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

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

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

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

c o v e r i n g t h e p e r i o d f r o m J a n u a r y 1 9 5 9 t o D e c e m b e r 1 9 6 1 .

T h e E u r o p e a n M o n e t a r y A g r e e m e n t h a s n o w b e e n i n e x i s t e n c e f o r m o r e

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

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

t h e r e v a l u a t i o n s o f t h e D e u t s c h e M a r k a n d D u t c h florin a n d t h e B a s l e

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

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

w o r k o f t h e A g r e e m e n t . T h e r e c o n s t i t u t i o n o f t h e O r g a n i s a t i o n , w h i c h t o o k

e f f e c t f r o m 3 0 t h S e p t e m b e r 1 9 6 1 , b r o u g h t n o m a t e r i a l c h a n g e i n t h e A g r e e m e n t ,

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

y e a r 1 9 6 2 .
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PART

A C T I V I T I E S O F T H E B A N K .

i. Operations of the Banking Department.

The balance sheet of the Bank as at 31st March 1962, 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 total of the first section of the balance sheet as at 31st March 1962
amounted to 4,731,975,095 francs,* against 3.973.433.539 francs on 31st March
1961.

The table below shows the development of the end-of-year balance-sheet
total during the past five years.

The following items are not included in the balance sheet: gold under
earmark, bills and other securities held in custody for the account of central
banks and other depositors; the assets (gold under earmark, bank balances,

bills and other securities) held by the
B.I .S. : Annual balance-sheet totals Bank as Agent for the Organisation for

(first section). T-, . „ . j TN i
E c o n o m i c C o - o p e r a t i o n a n d D e v e l o p -

m e n t i n c o n n e c t i o n w i t h t h e E u r o p e a n

M o n e t a r y A g r e e m e n t , a s D e p o s i t a r y

u n d e r t h e A c t o f P l e d g e c o n c l u d e d

w i t h t h e H i g h A u t h o r i t y o f t h e E u r o -

p e a n C o a l a n d S t e e l C o m m u n i t y a n d

a s T r u s t e e o r F i s c a l A g e n t f o r i n t e r -

n a t i o n a l g o v e r n m e n t l o a n s . A s w a s

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

a s a t 3 1 s t M a r c h 1 9 6 1 , t h e a m o u n t s i n q u e s t i o n a r e s h o w n a t t h e f o o t o f t h e

a s s e t s c o l u m n u n d e r t h e h e a d i n g " M e m o r a n d u m a c c o u n t s ( b ) " . T h e figures

a r e g i v e n i n t h e t a b l e o n t h e n e x t p a g e .

A f t e r h a v i n g r i s e n — a l m o s t w i t h o u t a b r e a k — f r o m 3 , 9 7 3 m i l l i o n

f r a n c s a t t h e b e g i n n i n g o f t h e financial y e a r t o 4 , 9 8 0 m i l l i o n o n 3 0 t h S e p t e m b e r

1 9 6 1 , i . e . b y m o r e t h a n 1 m i l l i a r d f r a n c s , t h e t o t a l o f t h e first p a r t o f

t h e m o n t h l y s t a t e m e n t o f a c c o u n t g r a d u a l l y d e c l i n e d t o 4 , 6 2 1 m i l l i o n o n

* E x c e p t w h e r e o t h e r w i s e i n d i c a t e d , a l l a m o u n t s i n t h i s P a r t a r e e x p r e s s e d i n gold f r a n c s . T h e m e t h o d

o f c o n v e r s i o n i n t o g o l d f r a n c s ( u n i t s o f 0 . 2 9 0 3 2 2 5 8 . . . g r a m m e s fine g o l d — A r t i c l e 5 o f t h e S t a t u t e s )

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

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

U . S . T r e a s u r y ' s s e l l i n g p r i c e f o r g o l d a t t h e e n d o f t h e financial y e a r .

Financial
years

1957-58
1958-59
1959-60
1960-61
1961-62

Total at end of year Difference

in millions of francs

2,232
3,528
3,430
3,973
4,732

+ 1,296
— 98
+ 543
+ 759
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B . I . S . : Memorandum accounts (b) .

Items

Earmarked gold
Bank balances
Bills and other securities

Total of items not included in the
balance sheet

31st March 1961 31st March 1962

in millions of francs

1,268
39

1,031

2,338

1,306
53

1,067

2,426

3 1 s t D e c e m b e r 1 9 6 1 . I t t h e n r o s e a g a i n s l i g h t l y a n d a t t h e e n d o f t h e

f i n a n c i a l y e a r i t s t o o d a t 4 , 7 3 2 m i l l i o n .

C O M P O S I T I O N O F R E S O U R C E S ( l i a b i l i t i e s ) .

A . O w n f u n d s .

T h e B a n k ' s S h a r e C a p i t a l r e m a i n e d u n c h a n g e d a t 5 0 0 m i l l i o n f r a n c s , o f

w h i c h 1 2 5 m i l l i o n w a s p a i d u p .

T h e r e s e r v e s i n t h e f o r m o f t h e L e g a l R e s e r v e F u n d a n d t h e G e n e r a l

R e s e r v e F u n d r o s e f r o m 2 3 . 4 m i l l i o n f r a n c s o n 3 1 s t M a r c h 1 9 6 1 t o 2 4 . 1 m i l l i o n

o n 3 1 s t M a r c h 1 9 6 2 . A s a r e s u l t o f t h e o p e r a t i o n s o f t h e y e a r ( s e e b e l o w ,

S e c t i o n 5 , " F i n a n c i a l r e s u l t s " ) t h e b a l a n c e o f t h e P r o f i t a n d L o s s A c c o u n t ,

w h i c h c o m p r i s e s t h e p r o f i t f o r t h e f i n a n c i a l y e a r e n d e d 3 1 s t M a r c h 1 9 6 2 a n d

t h e b a l a n c e b r o u g h t f o r w a r d f r o m t h e p r e c e d i n g y e a r , a m o u n t e d t o 2 0 . 2 m i l l i o n

f r a n c s o n 3 1 s t M a r c h 1 9 6 2 , a g a i n s t 2 2 . 8 m i l l i o n a y e a r e a r l i e r . T h e a m o u n t

o f t h e i t e m " P r o v i s i o n f o r c o n t i n g e n c i e s " r o s e f r o m 1 8 1 . 5 m i l l i o n f r a n c s o n

3 1 s t M a r c h 1 9 6 1 t o 1 8 9 m i l l i o n o n 3 1 s t M a r c h 1 9 6 2 . F o r t h e i t e m " M i s c e l -

l a n e o u s " t h e figure w a s 1 7 . 2 m i l l i o n f r a n c s a t t h e b e g i n n i n g o f t h e y e a r a n d

2 0 . 3 m i l l i o n a t t h e e n d .

T h u s , a t t h e e n d o f M a r c h 1 9 6 2 t h e B a n k ' s o w n f u n d s a m o u n t e d t o

3 7 9 m i l l i o n f r a n c s , i . e . a b o u t 9 p e r c e n t , o f t h e t o t a l o f d e p o s i t s ( 4 , 3 5 3 m i l l i o n

f r a n c s ) a n d a b o u t 8 p e r c e n t , o f t h e t o t a l o f t h e b a l a n c e s h e e t o n t h e s a m e

d a t e ( 4 , 7 3 2 m i l l i o n f r a n c s ) .

T h e f o l l o w i n g t a b l e s h o w s t h e c o m p o s i t i o n o f t h e B a n k ' s r e s o u r c e s a t

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

B.I .S. : Composition of resources.

Financial years
ended

31 st March 1958

31st March 1959

31st March 1960

31st March 1961

31st March 1962

Own funds Deposits Total

in millions of francs

323

340

361

370

379

1,909

3,188

3,069

3,603

4,353

2,232

3,528

3,430

3,973

4,732

Ratio of own funds to
deposits | total resources

in percentages

11

11

12

10

9

14

10

11

9

8
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B.I.S. Liabilities.
End of quarter, in millions of francs.*

5000

4000

3000

2000

1000

" ± ^ ± ^ ± ^ ^ ^ ^ ^ J======d======-3=E=====3:E=EP^yisjgn tor çonlingençiw and MlscelaneousJ====

5000

4000

3000

2000

1000

1952/53 1953/54 1954/55 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 1961/62

* Not including liabilities connected with the execution of the Hague Agreements.

B . D e p o s i t s .

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

b y t h e B a n k ( f r o m c e n t r a l b a n k s a n d o t h e r d e p o s i t o r s ) .

T h e d e p o s i t s o f c e n t r a l b a n k s s h o w e d a n i n c r e a s e o f s o m e 2 0 p e r c e n t . ,

w h i l e t h o s e o f " O t h e r d e p o s i t o r s " r o s e b y a b o u t 3 0 p e r c e n t .

Origin

Central banks
Other depositors . . . .

Total

B.I.S .: Deposits,

31st March 1961

3,320
283

3,603

by or ig in .

31st March 1962

in millions of francs

3,986
367

4,353

Difference

+ 666
+ 84

+ 750

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

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

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

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

T h i s d e c l i n e r e f l e c t s , i n p a r t , a r e d u c t i o n i n t h e B a n k ' s o p e r a t i o n s o n t h e



B. I. S.: Deposits, by term.

Term

At siaht
At not exceeding 3 months . . . .
Between 3 and 6 months
Between 6 and 9 months
Between 9 and 12 months . . . .

Total . . . .

Deposits in gold

31st
March

1961

31st
March
1962

Differ-
ence

Deposits in currencies

31st
March
1961

31st
March
1962

Differ-
ence

in millions of francs

1,399
4 2 6

16

1,841

1,815
157

3 8
5 0

2 , 0 6 0

+ 416
- 269
- 16
+ 38
+ 50

+ 219

43
1,458

153
72

36

1,762

43
1,647

529

74

2,293

+ 189
+ 376
- 72

+ 38

+ 531

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

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

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

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

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

t h r e e a n d s i x m o n t h s , w h i c h , t a k e n t o g e t h e r , w e n t u p b y r o u g h l y 3 5 p e r c e n t ,

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

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

t h e financial y e a r d e p o s i t s i n c u r r e n c i e s r e p r e s e n t e d 5 3 p e r c e n t , o f t h e t o t a l .

E M P L O Y M E N T O F R E S O U R C E S ( a s s e t s ) .

T h e d i s t r i b u t i o n o f t h e B a n k ' s a s s e t s a c c o r d i n g t o t h e i r n a t u r e i s s h o w n

i n t h e f o l l o w i n g t a b l e .

B

Nature

Cash
Gold
Currencies

Investments
Gold . . .
Currencies

Total
Gold . . . .
Currencies

I.S.: Total cash

31st March 1961

and investments.

31st March 1962 Difference

in millions of francs

1,887
95 1,982

101
1,817 1,918

1,988
1,912 3,900

2,469
56 2,525

114
2,024 2,138

2,583
2,080 4,663

+ 582
- 39 + 543

+ 13
+ 207 + 220

+ 595
+ 168 + 763

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

b u l l i o n h o l d i n g s r o s e d u r i n g t h e financial y e a r b y 5 8 2 m i l l i o n f r a n c s , o r a l m o s t

o n e - t h i r d o f t h e i r t o t a l o n 3 1 s t M a r c h 1 9 6 1 . O f t h i s a m o u n t , 2 1 9 m i l l i o n

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

r e m a i n i n g 3 6 3 m i l l i o n i s c h i e f l y t h e r e s u l t o f c h a n g e s i n t h e n e t b a l a n c e o f

f o r w a r d o p e r a t i o n s , w h i c h t h i s y e a r s h o w e d a n e g a t i v e figure o f 2 3 3 m i l l i o n
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B. I. S . : Gold pos i t i on .

End of month

1961
March . . .
June . . . .
July . . . .
August . . .
November. .

1962
March . . .

Difference:
31 st March
1961 to
31st March
1962 . . . .

Spot position

Gold
in bars

and coins

Invest-
ments
in gold

Deposits
in a weight

of gold

Net
gold

assets

Forward
operations

(net
balance)

Final
net
gold

position

in millions of francs

1,887 (min.)
1,893
2,054
2,377
2,553 (max.)

2,469

+ 582

101
113
85 (min.)
86

100

114 (max.)

+ 13

1,841 (min.)
2,059
2,199 (max.)
2,183
2,092

2,060

+ 219

147
- 53
- 60 (min.)

280
561 (max.)

523

+ 376

+ 143
+ 330
+ 339 (max.)
+ 15
- 275 (min.)

- 233

- 376

290
277 (min.)
279
295 (max.)
286

290

f r a n c s ( g o l d t o b e d e l i v e r e d ) , c o m p a r e d w i t h a p o s i t i v e o n e o n 3 1 s t M a r c h

1 9 6 1 o f 1 4 3 m i l l i o n f r a n c s ( g o l d r e c e i v a b l e ) .

T h e d i s t r i b u t i o n o f t h e B a n k ' s a s s e t s a c c o r d i n g t o t h e i r t e r m c a l l s f o r

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

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

c a s h a b l e o n d e m a n d .

T h e t o t a l o f t h e i t e m " G o l d i n b a r s a n d c o i n s " ( w h i c h c o n s i s t e d e n t i r e l y

o f g o l d i n b a r s ) a m o u n t e d t o 1 , 8 8 7 m i l l i o n f r a n c s i n t h e b a l a n c e s h e e t

o f 3 1 s t M a r c h 1 9 6 1 a n d 2 , 4 6 9 m i l l i o n i n t h a t o f 3 1 s t M a r c h 1 9 6 2 . I t r e a c h e d

i t s h i g h e s t p o i n t — 2 , 5 5 3 m i l l i o n — o n 3 0 t h N o v e m b e r 1 9 6 1 .

T h e f i g u r e f o r t h e i t e m " C a s h o n h a n d a n d o n s i g h t a c c o u n t w i t h

b a n k s " w a s 9 5 m i l l i o n f r a n c s o n 3 1 s t M a r c h 1 9 6 1 . I t r e m a i n e d a t a r e l a t i v e l y

h i g h l e v e l d u r i n g t h e first t h r e e q u a r t e r s o f t h e financial y e a r , r e a c h i n g a

p e a k o f a s m u c h a s 1 2 0 m i l l i o n o n 3 0 t h A p r i l 1 9 6 1 a n d e x c e e d i n g 1 0 0 m i l l i o n

a t t h e e n d o f J u n e a n d t h e e n d o f O c t o b e r . T h e h i g h l e v e l o f t h i s i t e m

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

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

s h o r t t i m e . A t t h e e n d o f M a r c h 1 9 6 2 , h o w e v e r , c a s h b a l a n c e s w e r e d o w n

t o 5 6 m i l l i o n f r a n c s , a f t e r r e a c h i n g t h e i r l o w e s t p o i n t f o r t h e financial y e a r

( 5 4 m i l l i o n ) a m o n t h e a r l i e r .

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

1 9 6 1 - 6 2 w a s t h u s s u b s t a n t i a l l y h i g h e r t h a n t h a t f o r t h e p r e c e d i n g financial

y e a r , a m o u n t i n g t o r o u g h l y 8 4 m i l l i o n f r a n c s , c o m p a r e d w i t h a p p r o x i m a t e l y

5 9 m i l l i o n i n t h e financial y e a r 1 9 6 0 - 6 1 .

O n 3 1 s t M a r c h 1 9 6 2 t o t a l g o l d a n d c u r r e n c y h o l d i n g s r e p r e s e n t e d

5 3 . 4 p e r c e n t , o f t h e t o t a l o f t h e first p a r t o f t h e B a n k ' s b a l a n c e s h e e t ,

c o m p a r e d w i t h 4 9 . 9 p e r c e n t , a y e a r e a r l i e r .
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B.I.S. Assets.
End of quarter, in millions of francs.*

5000

4000

3000

2000

1000

Ota bills,securities-•^s^fZ
and Miscellaneous

untable bills and acceptances
and Bills cashable on demand

5000

4000

3000

2000

1000

1952/53 1953/54 1954/55 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 1961/62

* First part of statement of account.

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

o f " C o m m e r c i a l b i l l s a n d b a n k e r s ' a c c e p t a n c e s " a n d " T r e a s u r y b i l l s " , i s s h o w n

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

t h e i t e m s i n q u e s t i o n .

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

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

e n d o f t h e first q u a r t e r . I t w a s s u b s e q u e n t l y r e d u c e d v e r y c o n s i d e r a b l y ,

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

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

a b l e t o t h e B a n k . A t t h e e n d o f t h e financial y e a r t h e p o r t f o l i o c o n t a i n e d n o

c o m m e r c i a l b i l l s o r b a n k e r s ' a c c e p t a n c e s .

B . I . S . : Rediscountable por t fo l i o .

End of month

1961 March
June
September
December

1962 March

Commercial
bills and bankers'

acceptances
Treasury bills Total

in millions of francs

19
20
20 (max.)
16

- (min.)

226
776 (max.)
210
176

119 (min.)

245 I
796 (max.)
230
192

119 (min.)
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The relative importance of the item "Bills cashable on demand", which
totalled 12 million francs on 31st March 1961, increased somewhat from
September onwards; at the end of October it stood at 62 million francs,
its highest level for the financial year, after which it gradually declined to a
figure of 43 million on 31st March 1962.

At the beginning of the financial year the total of the Bank's sight funds
and rediscountable investments, comprising the assets items so far analysed,
was thus 2,238 million francs. It reached its highest level on 31st October,
at 2,909 million, and on 31st March 1962 it stood at 2,687 million.

This figure represents 56.8 per cent, of the first part of the balance
sheet, against 56.4 per cent, a year earlier. Although the percentage of sight
deposits on the liabilities side rose during this period from 36.3 to 39.3, the
degree of the Bank's liquidity is still high.

B. T i m e d e p o s i t s a n d i n v e s t m e n t s .

There were few fluctuations of any size during the year in the total of
the item "Time deposits and advances". On 31st March 1961 it stood at
1,138 million francs; it reached its lowest point (1,102 million) a month later
and amounted at the end of the year to 1,294 million, which was also the
highest figure for the year. Investments in gold accounted for only a negligible
proportion of the total, remaining unchanged at 3 million francs throughout
the financial year.

Fairly wide fluctuations occurred, on the other hand, in the total of the
item "Other bills and securities", which on 31st March 1961 stood at 523 million
francs — a figure that was consistently exceeded in subsequent months.
After rising to 811 million francs on 30th September 1961, the total then
declined again and on 31st March 1962 it stood at 682 million. Investments
in gold accounted for 98 million of the total at the beginning of the financial
year and for 111 million on 31st March 1962.

The following table shows the distribution of the above-mentioned
investments from the point of view of time and compares their composition
at the beginning and end of the financial year.

B . I . S . : Time deposi ts and advances and other bi l ls
and secur i t ies .

Periods

Not exceeding 3 months
Between 3 and 6 months
Between 6 and 9 months
Between 9 and 12 months . . . . .
Over 1 year

Total

31st March 1961 31st March 1962 Difference

In millions of francs

1,353
118
120

13
57

1,661

1,552
163
115

19
127

1,976

+ 199
+ 45
— 5
+ 6
+ 70

+ 315
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It can thus be seen that the increase in the total was due mainly to a
rise in investments at very short term. On 31st March 1962, in fact, invest-
ments at not exceeding three months accounted for 78 per cent, of the total.
A number of investments were, however, made at over one year.

At the date of the balance sheet the Bank was committed under an
option to a third party to purchase other bills and securities in gold for a
value of approximately 89 million francs.

The structure of the Bank's deposits and investments showed greater
stability and continuity over the past financial year than in previous years. This,
together with the fact that the Bank, in line with the policy pursued in regard
to gold by the central banks, refrained from purchasing gold when the
market price was above certain levels, led to a contraction in the total
volume of its operations. The decline in the year's profits compared with
those for last year was for the most part attributable to this slowing-down in
the Bank's gold transactions.

As in 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 francs.

2. The Bank as Trustee and Fiscal Agent for international government
loans.

In conformity with the agreements in force 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 validation 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 1961-62 ended for the Dawes Loan on 15th April
1962 and for the Young Loan on ist June 1962. The interest in respect of
the financial year 1961-62 amounted to the equivalent of about 14.8 million
francs for the Dawes Loan and to the equivalent of about 39.9 million francs
for the Young Loan; it was duly paid to the Bank, which distributed it
among the Paying Agents. Redemption was effected in respect of the financial



year 1961-62 partly by means of purchases of bonds on the market and
partly by means of drawings.

Wi th regard to the exchange guarantee attached to the Young Loan
under the terms of the London Agreement, the Bundesschuldenverwaltung
(Federal Debt Administration) and the Trustee have not been able to agree
on the application and interpretation of the Agreement in view of the
revaluation of the Deutsche Mark of March 1961. The Trustee has
consequently submitted the matter to the governments concerned, namely,
the Belgian, British, Dutch, French, Swedish, Swiss and United States
Governments. It has not yet been decided whether or not recourse will be
had to the arbitral procedure established by the London Agreement for
settling disputes regarding the interpretation or application of the Agreement.

The bondholders were notified of the position by two press communiqués
issued by the Trustee shortly before the maturity dates of ist June and
ist December 1961. The Trustee has also informed the Bundesschulden-
verwaltung that, until the matter has been settled, it reserves the rights of
the bondholders, irrespective of whether the coupons and bonds maturing on
or after ist June 1961 are presented for payment or not.

The position as regards the Dawes and Young Loans is as shown in
the following tables.

German External Loan 1924
(Dawes Loan).

Issue

Amer i can . . .

Belgian . . .

Br i t ish . . . .

Dutch

French . . . .

Swedish . . .

Swiss . . . .

Swiss . . . .

Amer ican . . .

Belgian . . . .

Br i t ish . . . .

Dutch

French . . . .

Swiss

Swiss

Currency

$

£

£

£

£

S.Kr.

£

Sw.ics.

$

£

£

£

£

£

Sw.fcs.

Nominal value

Bonds issued

44,012,000

583,100

8,265,700

1,206,400

1,923,600

14,209,000

1,124,200

8,248,000

8,189,000

157,700

2,230,700

265,500

497,300

1 14,800

414,000

Bonds p
or drawn for

in res
the finan

1958-59 to
1960-61

Conversi

4,268,000

44,000

618,400

64,300

140,500

91 1,000

82,100

524,000

Fundinç

755,000

15,500

213,000

17,900

48,600

10,600

35,000

urchased
redemption

ject of
cial years

1961-62

on bonds

1,646,000

14,800

217,200

45,500

50,100

358,000

28,100

191,000

bonds

230,000

4,400

61,600

10,400

13,500

2,900

12,000

Balance
after

redemption

38,098,000

524,300

7,430,100

1,096,600

1,733,000

12,940,000

1,014,000

7,533,000

7,204,000

137,800

1,956,100

237,200

435,200

101,300

367,000



German Government International Loan 1930
(Young Loan) .

Issue

Amer ican . . .

Belgian . . . .

Br i t ish . . . .

D u t c h .

French . . . .

German . . .

Swedish . . .

Swiss . . . .

Amer ican . . .

Belgian . . . .

Br i t ish . . . .

D u t c h . . .

French . . . .

German . . .

Swedish . . .

Swiss . . . .

Currency

$
B. fcs .

£

FI.

NF

DM

S.Kr.

Sw . f cs .

$

B. fcs .

£

FI.

NF

DM

S.Kr .

Sw . f cs .

Nominal value*

Bonds issued

55,301,000
202,572,000

17,691,100
45,034,000

444,004,000
14,451,000
92,754,000
58,324,000

8,970,000
45,608,000

4,220,900
6,763,000

97,820,000
410,000

6,014,000
1,405,000

Bonds pi
or drawn for

in resf
the finam

1958-59 to
1960-61

irchased
redemption
ect of
:ial years

1961-62

Conversion bonds

1,763,000
6,565,000

568,000
1,246,000

14,192,000
457,000

2,989,000
1,899,000

Funding

298,000
1,533,000

142,800
183,000

3,211,000
13,000

205,000
48,000

645,000
2,390,000

202,600
719,000

5,1 17,000
166,000

1,082,000
670,000

bonds

112,000
564,000

51,900
138,000

1,154,000
5,000

74,000
16,000

Balance
after

redemption

52,893,000
193,617,000
16,920,500
43 069 000
^V\J | \j \J %s | %^ \s \f

424,695,000
13,828,000
88,683,000
55,755,000

8,560,000
43,511,000

4,026,200
6,442,000

93,455,000
392,000

5,735,000
1,341,000

* Nominal value on 1st May 1962 established in accordance with the provisions of the London Agreement on
German External Debts of 27th February 1953 but without taking account of the revaluation of the Deutsche Mark
in March 1961.

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

o f t h e A u s t r i a n G o v e r n m e n t I n t e r n a t i o n a l L o a n 1 9 3 0 . T h e a s s e n t i n g o f t h e

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

r e s p e c t o f t h e financial y e a r 1 9 6 1 , w h i c h i n t h e c a s e o f t h i s l o a n c o r r e s p o n d s

t o t h e c a l e n d a r y e a r , w a s t h e e q u i v a l e n t o f a b o u t 1 . 6 m i l l i o n f r a n c s ; t h i s w a s

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

R e d e m p t i o n i n r e s p e c t o f t h e financial y e a r 1 9 6 1 w a s c a r r i e d o u t b y p u r c h a s e s

o f b o n d s o n t h e m a r k e t .

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

t h e f o l l o w i n g t a b l e .

Issue

American . . .

Anglo-Dutch .

Swiss . . . .

Austrian

Currency

$

£

Sw.fcs.

Government International Loan 1930.
Nominal value

Bonds
assented

1,667,000
856,600

7,102,000

Bonds pi
or drawn for

in resp
the financ

1959 and 1960

143,000
60,900

423,000

rchased
redemption
ect of
ial years

1961

74,000
32,000

217,000

Balance
after

redemption

1,450,000
763,700

6,462,000
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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 payments made up to now amount to the
equivalent of about 4.2 million francs. The last coupon will be payable on
ist July 1962.

3. The Bank as Depositary under the terms of an Act of Pledge con-
cluded with the High Authority of the European Coal and Steel
Community .

In conformity with an Act of Pledge which was concluded between the
High Authority of the European Coal and Steel Community and the Bank
on 28th November 1954, the Bank has continued to perform the functions of
Depositary in respect of the loans of the High Authority which are secured
in accordance with the provisions of the Act of Pledge.

The High Authority only raised one loan of this type during the financial
year ended 31st March 1962. This was a public issue of bonds of the High
Authority for an amount of 50 million Dutch florins, bearing interest at
4 % per cent, and wholly repayable in twenty years. This issue was made in
August 1961 and it was the first secured loan of the High Authority in the
Netherlands.

As a result of this operation, the total amount of the loans contracted
by the High Authority in accordance with the provisions of the Act of
Pledge reached the equivalent of about 817 million francs. Repayments by
the High Authority up to ist April 1962 amounted to the equivalent of
about 92 million francs, which reduces the total amount outstanding to the
equivalent of about 725 million francs. Particulars of these loans are given in
the table on the next page.

The High Authority uses the proceeds of these loans to grant credits in
the member countries of the European Coal and Steel Community. If the
proceeds of a loan cannot be utilised temporarily for this purpose the funds
are invested at short term.

During the financial year 1961-62 the Bank for International Settlements
received and paid out the equivalent of about 36 million francs in respect
of interest and the equivalent of about 37 million francs in respect of re-
demption.

The High Authority has also raised other loans which are not secured
in accordance with the Act of Pledge, but the Bank is not concerned in
these in any way.
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Loans of the High Author i t y of the European Coal and Steel Community
secured in accordance with the Ac t of Pledge.

Series
of Se-
cured
Notes
of the
High

Author-
ity

1st

2nd

3rd

4th

5th

6th

7ths

10th

11th \
12th /

13th \
14th /

15th

16th

Dates
of

issue

1954

1955

1955

1955

1956

1956
1957

1957

1958

1960

1961

1961

Countries
of issue

United States

Belgium

Germany

Luxemburg

Saar

Switzerland

United States

Luxemburg

United States

United States

Luxemburg

Netherlands

Lenders

U.S. Government

Caisse Générale
d'Epargne et de
Retraite, Brussels

Rheinische Giro-
zentrale und
Provinzialbank,
Düsseldorf

Landesbank für
Westfalen (Giro-
zentrale), Münster

Caisse d'Epargne de
l'Etat, Luxemburg

Landesbank und
Girozentrale
Saar, Saarbrücken

Public issue

Public issue

Etablissement
d'Assurance contre
la Vieillesse et
l'Invalidité,
Luxemburg

Public issue
Public issue

Public issue
Public issue

Etablissement
d'Assurance contre
la Vieillesse et
l'Invalidité,
Luxemburg

Public issue

Original
amounts of loans

$ 100,000,000

B.fcs. 200,000,000

DM 25,000,000

DM 25,000,000

B.fcs. 20,000,000
Lux.fcs. 5,000,000

DM 2,977,450*

Sw.fcs. 50,000,000

$ 25,000,000

Lux.fcs. 100,000,000

$ 35,000,000
$ 15,000,000

$ 25,000,000
$ 3,300,000
$ 3,300,000
$ 3,400,000

Lux.fcs.100,000,000

FI. 50,000,000

Amounts
unredeemed

on
1st April 1962

87,500,000

178,800,000

21,530,650

21,530,650

17,880,000

2,572,517

50,000,000

25,000,000

100,000,000

35,000,000
10,000,000

25,000,000
3,300,000
3,300,000
3,400,000

100,000,000

50,000,000

Rates
of

interest
%

3%

3'A

3%

3%

3 / 2

4 X

4 %

5 / 2

5%

5
4/2

5%
4%
47.
5

4 / 2

Year
of

final
matu-

rity

1979

1982

1981

1981

1982

1977

1974

1975

1982

1978
1963

1980
1963
1964
1965

1986

1981

1 This loan, which was contracted in French francs, has been converted into Deutsche Mark. The original
amount was 350,000,000 old French francs. 2 The Secured Notes of the 8th and 9th Series have been entirely
repaid.

4 . T h e B a n k a s A g e n t f o r t h e O r g a n i s a t i o n f o r E c o n o m i c C o - o p e r a t i o n

a n d D e v e l o p m e n t ( E u r o p e a n M o n e t a r y A g r e e m e n t ) .

T h e i n t r o d u c t i o n a n d w o r k i n g o f t h e E u r o p e a n M o n e t a r y A g r e e m e n t

h a v e b e e n d e s c r i b e d i n p r e v i o u s A n n u a l R e p o r t s o f t h e B a n k a n d t h e

d e s c r i p t i o n i s b r o u g h t u p t o d a t e i n C h a p t e r V I o f P a r t I I o f t h e p r e s e n t

R e p o r t .

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

o p e r a t i o n s o f t h e E . M . A . , firstly u n d e r t h e O r g a n i s a t i o n f o r E u r o p e a n

E c o n o m i c C o - o p e r a t i o n a n d t h e n , f o l l o w i n g t h e t a t t e r ' s r e c o n s t i t u t i o n o n



— 174 —

30th September 1961, under the Organisation for Economic Co-operation
and Development. The expenses of the Bank in this capacity amounted to
S ^ ^ ß ö francs in the twelve months to March 1962; this amount was duly
reimbursed by the Organisation (as shown in the Profit and Loss Account
for the financial year ended 31st March 1962).

5. Financial results.

The accounts for the thirty-second financial year ended 31st March 1962
showed a surplus of 20,185,172 francs. The comparable figure for the preceding
financial year was 27,324,105 francs. The reduction in the volume of gold
transactions handled accounted for the greater part of the decline in the
year's earnings.

From the year's surplus the Board of Directors has decided to transfer
7,500,000 francs to the provision for contingencies; the net profit for the year
thus amounts to 12,685,172 francs. After providing 5 per cent, for the Legal
Reserve Fund as required by the Statutes, i.e. 634,259 francs, and with the
addition of the balance of 7,554,308 francs brought forward from the previous
year, there is a sum of 19,605,221 francs available.

The Board of Directors recommends that the present General Meeting
should distribute, as last year, a dividend of 37.50 francs per share, involving
a distribution of 7,500,000 francs. The Board also proposes that, as an
exceptional measure, a lump sum should be applied to the reduction of the
amount of the undeclared cumulative dividend. This sum, which has been
fixed at 4,500,000 francs, will represent an extraordinary distribution of
22.50 francs per share. The total distribution will thus amount this year to
60 francs, payable on ist July 1962 in the amount of 85.75 Swiss francs per
share. The balance carried forward will be 7,605,221 francs.

The amount of the undeclared cumulative dividend will, as a result of
this distribution, be reduced from 291.97 to 269.47 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 (c) of the
Statutes.

The accounts of the Bank and its thirty-second 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. Statutes of the Bank.

An Extraordinary General Meeting held at the registered office of the
Bank on 9th October 1961 adopted the proposal of the Board of Directors
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to amend the Statutes of the Bank by adding to Article 57 a second paragraph
worded as follows:

"The assets of the Bank may be subject to measures of compulsory
execution for enforcing monetary claims. Ön the other hand, all deposits
entrusted to the Bank, all claims against the Bank and the shares issued
by the Bank shall, without the prior agreement of the Bank, be immune
from seizure or other measures of compulsory execution and seques-
tration, particularly of attachment within the meaning of Swiss law."

The first sentence of the new provision recalls that recourse to the
ordinary methods of execution is open to creditors of the Bank. The second
refers to seizure or other measures of compulsory execution and sequestration
ordered by Swiss courts, its main object being to protect deposits and shares
held by central banks. To this end the Chairman, acting in the name of the
Board of Directors, stated at the Extraordinary General Meeting on 9th
October 1961 that the Bank would not in any circumstances agree to a
measure of compulsory execution or sequestration taken against a central bank.

The Swiss Government was duly informed of the decision taken by the
Extraordinary General Meeting and took the opportunity to publish in the
"Federal Gazette" ("Feuille fédérale") No. 15 of 12th April 1962 all the
amendments made to the Statutes of the Bank since its foundation in 1930,
namely those made by the Extraordinary General Meetings of 3rd May 1937,
12th June 1950 and 9th October 1961.

7. Changes in' the Board of Directors and in the Management.

The mandate of Dr. M.W. Holtrop as Chairman of the Board and
President of the Bank being due to expire on 30th June 1961, he was
re-elected to these offices under Article 39 of the Statutes at the meeting of
the Board held on 12th June 1961 for a period of three years ending on
30th June 1964.

Lord Cobbold, who, as Governor of the Bank of England, had been
an ex officio Director of the Bank for International Settlements since 1949,
and previous to that an Alternate of the Governor since 1934, resigned as
Governor of the Bank of England at the end of June 1961, at the same
time ceasing to be an ex officio Director of the Bank. The members of the
Board, at its meeting held on 12th June 1961, paid him a warm tribute for
the eminent services he had rendered to the Bank over so many years.

The Earl of Cromer, who succeeded Lord Cobbold as Governor of the
Bank of England on ist July 1961, became an ex officio Director of the
Bank for International Settlements on the same date. He was welcomed by
the Chairman at the first Board meeting which he attended on 10th July
1961.

The mandate of Sir Otto Niemeyer, Vice-Chairman of the Board since 1946,
being due to expire on 8th December 1961, he was re-elected Vice-Chairman
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by the Board at its meeting held on 13th November 1961 for a period of
three years ending on 8th December 1964.

The mandates of Herr Blessing, President of the Deutsche Bundesbank,
and Dr. Brinckmann as members of the Board were due to expire on
31st March and 31st May 1962 respectively. The Chairman of the Board
announced at the meeting held on 12th March 1962 that the ex officio
members of the Board had, under Article 28(2), paragraph 3, of the Statutes,
re-elected Herr Blessing and Dr. Brinckmann for further periods of three
years ending on 31st March and 31st May 1965 respectively.

The mandate of Dr. W . Schwegler, who had been elected to the Board
under Article 28(2) of the Statutes, being due to expire on 31st March 1962,
he was re-elected at the meeting of the Board held on 12th March 1962 for
a further period of three years ending on 31st March 1965.

Professor Alberto Ferrari, Secretary General of the Bank since October 1951,
resigned from his post as from ist January 1962 to take up important positions
in Rome as General Manager of two credit institutions. At the Board meeting
held on 13th November 1961 the Chairman expressed the Board of Directors'
gratitude for the outstanding work he had done at the Bank in his ten
years' service.

Dr. Antonio d'Aroma has succeeded Professor Ferrari as Secretary General
and was appointed to this office by the Board at its meeting on 13th
November 1961. His appointment took effect from 2nd January 1962 and he
was welcomed by the Chairman at his first attendance at a Board meeting
on 8th January 1962.

Baron van Zeeland, who had joined the Bank at the time of its
foundation in 1930 and had been First Manager and Head of the Banking
Department since 1947, retired at the end of March 1962. At the meeting
of the Board held on 12th March 1962 the Chairman, on behalf of the
Board, expressed his grateful thanks for the exceptional services which
Baron van Zeeland had for so long rendered to the Bank, particularly in the
development of its banking operations.

Dr. H. H. Mandel, who had been a Manager in the Banking Department
since 1956, was appointed by the Board at its meeting held on 12th February
1962 as the successor of Baron van Zeeland as Head of the Banking Depart-
ment. His appointment dated from ist April 1962. The Chairman welcomed
Dr. Mandel on his first appearance in his new capacity at the Board meeting
held on 9th April 1962.

At its meeting held on 12th February 1962 the Board also appointed
Mr. D. H. Macdonald, formerly an Assistant Manager in the Banking Depart-
ment, and M. Georges Janson as Managers of the Bank. These appointments
took effect as from ist April 1962.
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C O N C L U S I O N

One of the most significant features of the past year has been the
progress towards greater economic co-operation among the western countries.

In the sphere of trade policy, mention should be made of the agreement
reached last January between member countries of the European Economic
Community on the principles for a common agricultural policy; of the
intention of most of the members of the European Free Trade Association
to apply for full or associate membership of the Common Market and of
the opening of talks on this subject between the United Kingdom and the
Six; of the reciprocal cuts in customs duties recently agreed upon between
the Six, the United Kingdom and the United States within the framework
of G.A.T.T. ; of the desire expressed by the United States to negotiate with
Europe considerable additional tariff reductions and of the proposals submitted
to Congress by the U.S. Administration in order to make the necessary
bargaining power available. Whatever may be the outcome of the negotiations
at present in progress and those in prospect, all these initiatives testify to
a common determination among the industrialised countries of the West to
bring customs duties down as far as possible and to reduce discrimination to
a minimum. An aim so unanimously supported should, in one form or another,
lead to important results.

In the monetary sphere, the strengthening of solidarity has been evident
from actions by both central banks and governments. The co-operation among
central banks, in which the Federal Reserve System has been playing an
increasingly effective rôle, has resulted in various short-term bilateral arrange-
ments inspired by a common purpose, in a collective approach to the gold
market and in greater attention to external considerations in the framing of
domestic policy. Inter-governmental co-operation found expression last December
in an agreement of considerable importance. In arranging to extend to each
other supplementary credits through the International Monetary Fund in case
of need, for specific purposes and under special conditions, the major industri-
alised countries recognised their responsibilities in the monetary sphere and
showed their will to face up to them by joint action.

These monetary measures can, however, only deal with short-term
problems; they provide the breathing-space needed for the implementation of
policies aimed at tackling the more fundamental imbalances in international
payments. In the formulation of such policies, also, there were greater efforts
to co-operate, facilitated by discussions within the framework of the O.E.C.D.

Encouraging though all this is, results are ultimately determined by the
effectiveness of national policies. And, despite praiseworthy efforts made by
both deficit and surplus countries, there are aspects of the present situation
that are hardly satisfactory.
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The U.S. balance-of-payments deficit is still large, even though the
economy is operating below the full-employment level. This deficit is financed
partly by sales of gold and partly by increases in the dollar holdings of
countries which are not converting them into gold; such losses of gold by
the United States and accumulation of short-term dollar holdings by other
countries cannot continue indefinitely. It must be kept in mind, too, that
some of the actions by which the deficit has been limited are not entirely
sound, for example the tying of foreign aid — even though similar practices
are used by most European countries with less justification.

In most continental countries the combination of external surpluses and
internal inflation is producing strains that are dangerous for the future. The
raising of wages and prices may well become a habit, engender spiral move-
ments that are difficult to bring under control and undermine long-term
confidence in currencies. In the United Kingdom the balance of payments has
improved, but the fundamental problem of reconciling external equilibrium
with economic growth cannot be regarded as solved.

Further efforts are therefore required. As always, all the countries con-
cerned must play their part. The countries of continental Europe must, of
course, continue in their efforts. Some of them should intensify them, in
particular step up their exports of public funds and create more favourable
conditions for private capital exports. But the fact cannot be escaped that
the decisive contribution can now come only from the deficit countries.

In the United Kingdom a programme has been adopted which gives
promise of improving the competitiveness of British exports over the longer
term. The difficulties still remaining concern the execution of the programme,
and their importance should not be underestimated. As for the United States,
it may be asked whether the measures initiated up to now, useful as they
are, ought not to be supplemented in certain respects. Two aspects of the
U.S. balance-of-payments problem deserve special attention in this connection.

The deficit on private capital account is at least as large as the overall
deficit, and net exports of private capital to Europe are continuing at an
annual rate of approximately $i milliard. Therefore, the question of what can
be done about this has to be considered. The authorities have rightly rejected
exchange control of any kind. But this does not mean that no action can be
taken. The U.S. Administration has recommended changes in certain fiscal
provisions which may give an incentive for not repatriating profits from foreign
investment. However, there are other ways of reducing the export or stimulating
the import of capital. These include measures to influence the level and
structure of interest rates.

Another matter of particular importance is the level of U.S. production
costs. The authorities are well aware of the decisive rôle that this plays in
the balance of payments. It is encouraging to note that they have presented
the problem of costs in clear and forthright terms and are receiving increasing
support from public opinion, wage-earners and employers. It may be asked,
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however, whether the admission of an annual rate of wage increase equal to
the average rate of productivity growth is not over-optimistic. Has not
experience shown, in all countries, that officially suggested limits are in fact
often exceeded? The result could well be a rise in the overall price level for
goods and services. Moreover, it should be emphasised that, for certain
products important in international trade, U.S. prices remain significantly higher
than European prices. For such products, stability is not an adequate objective.
It would be desirable that labour and management allow for some part of the
increase in productivity to be reflected in price reduction.

In previous Reports stress was laid on the fundamental problem raised
for all western countries by the fact that wage increases often tend to outstrip
productivity gains, and that certain industrial prices tend to rise easily but to
resist decline. The result is a gradual deterioration in the purchasing power of
currencies, from which most industrialised countries are suffering to a greater
or lesser degree; the disequilibrium in international payments is in part a
reflection of the variations in the strength of this trend from one area to
another at any given time. There is sometimes the temptation not to worry
overmuch about this decline in the value of money provided that it is
proceeding everywhere at roughly the same pace. But this is not the path
along which the basis for external equilibrium should be sought. The best
way to ensure that the inevitable fluctuations in balances of payments remain
within reasonable bounds is for each country to keep the internal purchasing
power of its currency as stable as possible. This is also the best means of
ensuring that an adequate proportion of the national income is saved and
invested in conditions conducive to economic growth.

Respectfully submitted,

GUILLAUME GUINDEY

General Manager.



BALANCE SHEET AND PROFIT AND LOSS ACCOUNT
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BALANCE SHEET
ASSETS IN GOLD FRANCS (UNITS OF 0.290 322 5 8 . . .

Gold in bars and coins 2,468,829,574 52.2

Cash on hand and on sight account with banks 56,022,784 7.2

Rediscountable Treasury bills 118,913,237 2.5

Bills cashable on demand ... 43,152,519 0.9

Time deposits and advances
Not exceeding 3 months 1,143,974,413 24.2

» » » » (gold) 3,405,463 0.1
Between 3 and 6 months 101,456,562 2.2
Between 6 and 9 months 8,504,744 0.2
Between 9 and 12 months 3,074,307 0.1
Over 1 year 33,073,296 0.7

Other bills and securities
Gold

Not exceeding 3 months
Between 6 and 9 months
Between 9 and 12 months
Over 1 year

Currencies
Not exceeding 3 months
Between 3 and 6 months
Between 6 and 9 months
Between 9 and 12 months
Over 1 year

682,122,180

Miscellaneous assets 1,154,792 0.0

Buildings and equipment 1 0.0

Own funds employed in execution of the Hague Agreements of 1930
for investment in Germany (see below) 68,291,223 1.4

4 ,731 ,975 ,095 100

1,293,488,785

10,166,561
71,738,645
12,941,041
15,879,792

394,609,368
61,495,288
34,471,830
3,167,405

77,652,250

0.2
1.5
0.3
0.3

8.3
1.3
0.7
O.t
1.6

Execution of Hague

Funds invested in Germany (see Note 2)
Claims on Reichsbank and Golddiskontbank; bills of Golddiskontbank and

Railway Administration and bonds of Postal Administration (matured) 221,019,558

German Treasury bills and bonds (matured) 76,181,040

297,200,598

MEMORANDUM ACCOUNTS

a. Forward gold operations :
Net balance: gold payable (currencies to be received) 232,876,702

b. Funds, bills and other securities administered or held by the Bank for account oF third parties :
Earmarked gold 1,305,850,480
Bank balances 52,637,132
Bills and other securities 1,067,259,112

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE.
In conformity with Article 52 of the Bank's Statutes, we have examined the books and accounts of the

and explanations we have required. Subject to the value of the funds invested in Germany, we report that in
drawn up so as to exhibit a true and correct view of the state of the Bank's affairs according to the best of
above-described gold franc equivalents of the currencies concerned.

ZURICH, 2nd May 1962.



AS AT 31st MARCH 1962
GRAMMES FINE GOLD - ART. 5 OF THE STATUTES) LIABILITIES

_
C a p i t a l
Authorised and Issued 200,000 shares, each of 2,500 gold francs 500,000,000

of which 25% paid up 125,000,000 2.7

Reserves
Legal Reserve Fund 10,778,086
General Reserve Fund 13,342,650

24 ,120 ,736 0.5
Deposits (gold)
Central banks

Between 9 and 12 months 49,943,642 ?•'
Between 6 and 9 months 27,598,895 0.6
Not exceeding 3 months 157,487,618 3.3
Sight 1,762,745,980 37.3

Other depositors
Between 6 and 9 months 10,349,478 0.2
Sight 52,158,298 1.1

2,060,283,911
Deposits (currencies)
Central banks

Over 1 year 74,110,715 7.6
Between 3 and 6 months 513,018,736 10.8
Not exceeding 3 months 1,380,449,625 29.2
Sight 20,801,386 0.4

Other depositors
Between 3 and 6 months 15,643,642 0.3
Not exceeding 3 months 266,233,471 5.6
Sight 22,785,536 0.5

2,293,043,111

Miscellaneous 20,287,857 0.4

Profit and Loss Account
Balance brought forward from the financial year ended

31st March 1961 7,554,308
Profit for the financial year ended 31st March 1962 . . . 12,685,172

2 0 , 2 3 9 , 4 8 0 0.4
Provision for contingencies 189,000,000 4.0

4,731,975,095 700

Agreements of 1930

Long-term deposits
Annuity Trust Account deposits of Creditor Governments (see Note 3) . . . 152,606,250
German Government deposit 76,303,125

2 2 8 , 9 0 9 , 3 7 5
O w n f u n d s e m p l o y e d in execution of the Agreements (see above) . . . 6 8 , 2 9 1 , 2 2 3

297,200,598

NOTE 1 — For Balance Sheet purposes the currency amounts of the assets and liabilities have been converted
into gold francs on the basis of quoted or official rates of exchange or in accordance with special agree-
ments applicable to the respective currencies.

NOTE 2 — Under an Arrangement dated 9th January 1 953 between the Government of the Federal Republic of Ger-
many and the Bank, which forms a part of the Agreement on German External Debts of 27th February 1 953,
It has been agreed that the Bank will not demand prior to 1st April 1966 the reimbursement of
the principal of Its investments In Germany described above, Including arrears of interest thereon at
31st December 1952.

NOTE 3 — The Bank has received confirmation from Governments whose deposits amount to the equivalent of
1 49,920,380 gold francs that they cannot demand from the Bank, in respect of their claims on the Annuity
Trust Account, the transfer of amounts greater than those of which the Bank can itself obtain reimbursement
and transfer by Germany in currencies approved by the Bank.

Bank lor the financial year ended 31st March 1962, and we report that we have obtained all the information
our opinion the above Balance Sheet and Memorandum accounts, together with the Notes thereon, are properly
our information and the explanations given to us and as shown by the books of the Bank, as expressed in the

PRICE WATERHOUSE & CO.



PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1962

Net income from the use of the Bank's own funds and the deposits entrusted to it

Commission earned as Trustee, etc

Costs of administration:

Board of Directors — fees and travelling expenses . . . 237,729
Executives and staff — salaries, pension contributions

and travelling expenses 4,613,129
Rent, insurance, heating, electricity 39,193
Renewals and repairs of buildings and equipment . . . 90,560
Office supplies, books, publications, printing 383,425
Telephone, telegraph and postage 158,427
Experts' fees (auditors, interpreters, economists, etc.) 92,544
Cantonal taxation 35,038
Miscellaneous 226,481

5,876,526
Less: Amounts recoverable for expenses as Agent of

the Organisation for Economic Co-operation and
Development (European Monetary Agreement) . . . 515,736

The Board of Directors has decided that it is necessary to transfer
to the provision for contingencies

NET PROFIT for the financial year ended 31st March 1962
Add: Balance brought forward from the preceding year

Total profits available

Gold francs

24,824,428

721,534

2 5 , 5 4 5 , 9 6 2

5,360,790

20,185,172

7,500,000

12,685,172

7,554,308

20,239,480

which the Board of Directors recommends to the Annual General Meeting
called for 4th June 1962 should be dealt with as follows:

Transfer to the Legal Reserve Fund — 5% of 12,685,172 634,259

Dividend of 37.50 gold francs, plus an amount of 22.50 gold francs, which
increases the distribution to 60.— gold francs per share and reduces
the amount of the undeclared cumulative dividend from 291.97 gold
francs to 269.47 gold francs per share 12,000,000

Balance to be carried forward 7,605,221

20,239,480
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