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THIRTY-FOURTH ANNUAL REPORT
submitted to the

ANNUAL GENERAL MEETING

of the

BANK FOR INTERNATIONAL SETTLEMENTS

held in

Basle on 8th June 1964.

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the thirty-fourth financial year, which began
on ist April 1963 and ended on 31st March 1964. Details of the results of

—the-year-'s—business -operations—are- given ffl-Paft-IHr^egether-withan--analysis
of the balance sheet as at 31st March 1964.

The accounts for the thirty-fourth financial year closed with a surplus
of 27,417,055 gold francs, against 21,210,271 gold francs for the previous year.
After the writing-off of the cost of a building purchased during the year
and the deduction of 2,000,000 gold francs transferred to the provision for
exceptional costs of administration and of 7,500,000 gold francs transferred
to the provision for contingencies, the net profit amounted to 17,517,055 gold
francs, compared with 13,710,271 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 8,500,000 gold francs, will
represent an extraordinary distribution of 42.50 gold francs per share. The
total distribution will thus amount this year to 80 gold francs, payable in
Swiss francs in the amount of 114.30 Swiss francs per share.

Part I of this Report deals with economic developments and policies
in Europe and the United States in 1963 and the early months of 1964. In



Part II a survey is given of developments in the fields of credit, prices,
external payments and reserves and in the foreign exchange and Euro-currency
markets; an outline is also given of the working of the European Monetary
Agreement. Part III deals with the operations of the Bank and the functions
it performs 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 with other international institutions.



P A R T I

C U R R E N T E C O N O M I C T R E N D S A N D P O L I C I E S
1963-64

Developments over the past twelve months have helped to resolve
favourably some of the uncertainties about the economic situation which were
still prominent a year ago.

The expansion of economic activity in the United States has been a
vigorous one, without signs of the distortions or tensions of an unsound
boom. As the stimulus to demand from the reduction in taxes is just begin-
ning, the outlook for continued growth is favourable. But in addition there
has been a major improvement in the balance of payments. While the
near-balance of the external accounts in the first quarter of 1964 partly
reflects temporary factors, it holds the promise that a sound external position
can be restored in a reasonable time.

In the United Kingdom also, demand and output have moved ahead strongly,
under the incentive of the measures taken a year ago. Although some steps have
been initiated recently to keep the expansion in line with available resources, the
prospects are for the growth of production to continue. While the balance-of-
payments position is less favourable than it was a year ago, the situation should be
manageable if the rise of incomes is kept within the limits set by incomes policy.

Another favourable aspect of the situation has been the improvement in
the position of the less industrialised countries, brought about by increased
demand for raw materials and some rise in their prices. Although the problems
of economic development present innumerable difficulties, and the needs of
these countries for outside capital and technical assistance remain as great as ever,
the rise in export earnings should materially assist in making sound progress.

Following the signs that were evident a year ago, the trouble spot in
the economic picture shifted to continental western Europe during the past
twelve months. This has not been because demand and economic expansion
have faltered but rather because excessive demand has produced inevitable
inflationary consequences. The situation has been aggravated in some countries
by very large negotiated wage increases, but more broadly it reflects a general
pressure of demand on available resources. The result has been rising prices
in most countries and a serious balance-of-payments deficit in one. Under the
circumstances, economic and financial policy has definitely been turned to
restraint. While some favourable results have been achieved, the situation has
not yet been brought fully under control. It is, however, a hopeful sign that
the Council of Ministers of the European Economic Community agreed in
April 1964 on a co-ordinated anti-inflationary policy;
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Developments in western Europe.

Output and demand. While the rate of economic expansion was fairly
similar among most countries in western Europe in the past year, the cyclical
situation was quite different on the Continent from that in the United
Kingdom. For the United Kingdom it was the first year of a new expan-
sionary movement. As the rise in total demand quickened it could be met in
the main by higher output. Clearly, the margin for expansion was less by the
spring of 1964 than a year before, but the situation still remains free of
significant distortions.

I n d u s t r i a l p r o d u c t i o n . 1

1st
quarter

1962

2nd
quarter

3rd
quarter

4th
quarter

1st
quarter

1963

2nd
quarter

3rd
quarter

4th
quarter

Countries

1964
1st

quarter

adjusted quarterly changes, in percentages

Austria

Belgium

F r a n c e

G e r m a n y . . . .

Italy

Netherlands. . .

Norway

Sweden

United Kingdom.

+ 1.6

+ 0.1

+ 2.1

+ 0.4

+ 2.0

0.0

— 1.2

+ 0.7

+ 0.9

— 1.6

+ 2.0

+ 1.2

+ 3.0

0.0

— 2.3

+ 2.4

+ 2.1

+ 0.9

+ 2.1

+ 1.8

+ 1.4

+ 1.1

+ 0.1

+ 1.6

0.0

+ 1.0

+ 0.9

0.0

— 0.3

+ 1.0

+ 0.4

+ 4.5

+ 5.3

+ 2.4

— 1.3

— 1.7

+ 1.6

- 0 . 8

— 3.6

— 0.7

+ 1.2

— 2.2

+ 0.6

— 1.4

— 0.9

+ 1.5

+ 7.3

+ 7.6

+ 3.2

+ 4.7

+ 1.5

+ 1.7

+ 4.5

+ 4.4

+ 1.5

— 0.5

— 0.6

+ 0.7

— 1.5

0.0

+ 2.3

— 0.7

+ 1.7

+ 3.0

+ 2.4

+ 4.5

+ 1.7

+ 4.7

+ 7.3

+ 2.2

+ 2.0

+ 3.3

+ 3.4*

+ 1.1

+ 1.6

+ 4.8

— 0.6

+ 1.0

— 0.5

+ 2 .3

+ 2.4

1 Excluding construction. ! January-February.

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

e x p a n s i o n w h i c h h a d g o t u n d e r w a y e a r l y i n 1 9 5 9 . B y t h i s t i m e a y e a r a g o

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

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

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

c o r r e c t i v e a c t i o n .

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

i n t h e p a s t y e a r w e r e s i m i l a r t o t h o s e i n 1 9 6 2 . A g g r e g a t e g r o s s n a t i o n a l

p r o d u c t r o s e l e s s t h a n i n 1 9 6 2 — 3 . 9 p e r c e n t , a s a g a i n s t 4 . 9 p e r c e n t . —

r e f l e c t i n g t h e f u l l e r u s e o f r e s o u r c e s a n d t h e s e v e r e w i n t e r o f 1 9 6 2 - 6 3 . A m o n g

t h e i n d i v i d u a l c o u n t r i e s g r o w t h w a s l a r g e r t h a n i n 1 9 6 2 o n l y i n A u s t r i a ,

t h e N e t h e r l a n d s , F i n l a n d a n d N o r w a y ; i n S w e d e n a n d B e l g i u m i t w a s a b o u t

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

7 . 5 p e r c e n t , i n i 9 6 0 , t h e r a t e o f e x p a n s i o n o n t h e C o n t i n e n t s t e a d i l y f e l l .

T h i s m o v e m e n t w a s r e v e r s e d t o s o m e e x t e n t i n l a t e 1 9 6 3 a n d e a r l y 1 9 6 4 ,

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

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

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

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

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

g o o d s o u t p u t r o s e p a r t i c u l a r l y s h a r p l y , a s i n d i c a t e d b y a 1 5 p e r c e n t , i n c r e a s e

i n t h e m o t o r - c a r i n d u s t r y , w h i l e e v e n t h e t e x t i l e i n d u s t r y e x p a n d e d b y 5 p e r
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c e n t . F o r t h e first t i m e f o r s e v e r a l y e a r s e x p o r t s t o c o u n t r i e s o u t s i d e c o n t i n e n t a l

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

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

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

b u t o u t p u t e x p a n d e d l i t t l e b e c a u s e o f s u p p l y l i m i t a t i o n s . P l a n t a n d e q u i p m e n t

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

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

t h e s t e e l a n d m a c h i n e r y i n d u s t r i e s .

T h u s t h e p i c t u r e o n t h e C o n t i n e n t h a s b e e n o n e o f e x p a n s i o n b e i n g

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

Inflationary pressures. T h e E u r o p e a n e c o n o m y h a s b e e n s u b j e c t t o s e v e r e

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

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

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

w a s i n t e n s i f i e d i n 1 9 6 3 - 6 4 , b u t a t t h e s a m e t i m e i t w a s m o r e c o n c e n t r a t e d i n

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

I n a f e w c o u n t r i e s t h e s i t u a t i o n i n 1 9 6 3 w a s r e l a t i v e l y s a t i s f a c t o r y . T h i s

w a s t h e c a s e i n t h e U n i t e d K i n g d o m , G e r m a n y , D e n m a r k , S w e d e n a n d

N o r w a y ; f o r G e r m a n y a n d D e n m a r k t h e r e w a s a c l e a r l e s s e n i n g i n t h e

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

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

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

p i c k e d u p m a r k e d l y t o w a r d s t h e e n d o f 1 9 6 3 , a n d i n G e r m a n y a n d t h e

U n i t e d K i n g d o m — r a t h e r i n c o n t r a s t t o d e v e l o p m e n t s e l s e w h e r e — t h e r e w a s

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

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

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

d e t e r i o r a t e .

A s t o t h e f o c a l p o i n t s o f E u r o p e a n i n f l a t i o n i n 1 9 6 3 , I t a l y w a s t h e m o s t

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

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

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

s i z a b l e d e t e r i o r a t i o n i n t h e e x t e r n a l b a l a n c e o n c u r r e n t a c c o u n t . I n f l a t i o n a r y

p r e s s u r e p e r s i s t e d i n S w i t z e r l a n d , w h e r e t h e p r i c e r i s e t e n d e d t o q u i c k e n a n d

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

s e e m e d t o b e h e l d i n c h e c k d u r i n g m o s t o f 1 9 6 3 , b u t t o w a r d s t h e y e a r - e n d

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

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

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

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

t h e o v e r a l l m e n a c e o f i n f l a t i o n c e r t a i n l y s e e m e d g r e a t e r l a s t y e a r t h a n i n 1 9 6 2 .

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

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

m o m e n t u m . B e s i d e s t h i s , t h e p r i c e r i s e o f a y e a r e a r l i e r w a s m o r e c o n c e n -
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C h a n g e s in t h e g r o s s n a t i o n a l p r o d u c t and i t s c o m p o n e n t s ,
at c o n s t a n t p r i c e s .

Countries

Austr ia

Belgium

D e n m a r k 1 . . . .

F in land' . . . .

France

Germany . . . y

Italy

Nether lands. . .

Norway1 . . . .

Sweden 1 . . . .

Switzerland . . .

Total for above
countries . . .

United Kingdom .

United States . .

Years

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

Sources of demand

Consumption

Private Public

Gross fixed domestic
investment

Total

of wh

plantand
equip-
ment

ch in

dwell-
ings

Exports
of goods

and
services

Resources

Imports
of goods

and
services

Gross
national
product

in percentages

4.9
5.2
5.1

3.1
4.0
4.0

6.9
6.6
0.1

7.3
3.8
2.9

5.9
7.0
6.3

6.9
5.8
2.7

7.7
7.7
9.2

4.7
4.2
6.0

5.7
3.8
4.4

5.0
3.7
4.2

9.6
6.5
5.4

6.6
6.0
5.0

2.1
1.7
3.8

1.8
4.6
3.6

1.1
2.2
5.2

1.1
6.1
5.5

7.1
7.1
5.6

8.1
6.9
7.1

3.4
4.3
1.9

8.2
11.9

6.3

4.3
4.9
5.2

3.8
6.3
3.0

4.2
5.4
6.0

3.6
8.0
5.3

4.0
12.2

9.6

5.4
7.8
5.2

4.0
2.7
3.1

5.0
8.3
3.9

6.3
— 2.0

1.5

3.1
1.5
3.1

1 1.4
7.8

— 2.5

9.9
- 0 . 4

1.0

10.5
7.5
5.9

9.4
5.5
1.8

12.4
9.1
5.5

6.1
4.2
4.4

11.5
6.5
7.1

6.9
4.5
5.3

24.0
12.4

2.6

10.2
6.3
3.6

8.7
— 1.1

1.3

- 0 . 4 4

6.6*
4.6"

6.3
— 2.8

1.0

2.2
3.7
5.6

10.2
8.1

— 2.4

8.0
— 4.3
— 2.4

11.8
8.3
5.2

10.7
6.4
2.0

13.5
7.2
4.5

7.6
6.2
4.1

12.1
7.0
7.9

6.3
3.6
5.2

29.2
17.6

3.0

1 1.2
6.7
3.4

9.3
— 1.9

1.2

— 0.8
5.8
4.5

6.6
1.9
3.6

4.9
— 3.2
— 3.0

18.3
5.8

— 2.9

17.0
13.2
12.1

6.7
4.9
8.1

4.6
2.2
1.4

9.0
15.4

8.4

— 1.1
— 5.5

6.0

7.8
3.1
2.0

8.9
7.4
5.8

12.0
— 1.5

1.2

6.8
4.9
4.6

6.0
2.6
1.9

0.5
9.0
4.9

7.5
7.4
8.8

7.6
9.2
9.0

4.1
5.5

1 1.1

6.0
7.0
0.6

5.4
2.5
7.4

3.3
4.2
9.8

17.2
10.7

6.8

4.4
6.6
7.0

7.2
5.4

11.3

4.52

6.42

6.92

7.2
5.7
4.3

6.2
5.9
8.2

1.7
2.6
4.6

2.4
5.9
6.7

4.2
9.3
4.0

6.6
8.2
9.5

4.5
13.1
0.0

8.2
5.9

— 2.6

7.2
9.2

12.0

7.7
11.4

8.3

15.4
14.9
19.7

7.1
6.6
9.0

9.6
7.0
9.7

0.63

6.23

7.13

20.6
9.7
5.6

8.5
10.0

9.5

— 1.0
1.8
3.7

0.4
8.2
4.0

4.8
1.5
4.4

3.2
3.9
4.0

5.4
4.9
1.8

7.6
3.1
3.8

4.5
6.6
4.3

5.4
4.2
3.2

8.6
6.7
4.8

3.1
2.7
4.3

5.7
2.9
4.9

5.6
3.6
3.7

9.1
6.1
4.2

5.6
4.9
3.9

3.0
0.8
3.6

1.8
6.1
3.8

1 In the case of Denmark, Finland, Norway and Sweden the official figures for domestic investment include
maintenance and repairs', these are excluded from the above figures. z Exports of goods and net income on
services. 3 Imports of goods only. * Private investment and new civil public construction.



trated on foodstuffs, which in large measure reflected unusually adverse
weather conditions; with increased agricultural imports and more favourable
weather over the past year, however, this excuse has not been applicable. In
addition, there has been a progressive upturn in world-market prices for a
number of commodities over the past eighteen months which has begun to
affect Europe's import bill for raw materials and tropical foodstuffs.

What, then, has been the fundamental cause of the continued inflationary
pressures? In a period of full employment and rapidly growing incomes there
is often a mixture of excessive demand and large negotiated wage increases
which makes judgment difficult. In the present instance one might be tempted
to put the major emphasis on the force of the wage-push in view of the fact
that the strength of the business investment boom definitely weakened after
1961. There are, however, several signs that point to excess demand, sustained
by excessive credit expansion and the balance-of-payments surplus, as the
basic explanation. For one thing, the building sector has almost everywhere
remained under intense demand pressure and a centre of the inflationary
impulse through the competitive bidding-up of wages and prices. More
generally, there has been extreme tightness on the labour market — with
declining unemployment even in countries where its level was already minimal.
Under such conditions excessive wage increases are to be expected, although
the strong bargaining power of organised labour adds its own contribution to
the size of the pay rise.

If one looks at individual countries, it would seem fair to say that
continued pressure of demand was the basic inflationary factor in France,
Switzerland, the Netherlands and Sweden. In Italy, however, the emphasis
would appear to fall on wage-push, not only because investment demand
weakened markedly in 1962 but also because the abruptly higher rate of wage
increase at the start of 1963 cannot plausibly be ascribed to any sudden
change in the Italian labour market. Of course, the large pay increases were
themselves bound to have a major effect on demand. In addition, however, it
may be said that in both Italy and the Netherlands the existence of a wage
level appreciably below that of their partners in the Common Market may
help to explain the large size of the wage rises in a period when labour has
generally been in short supply and more than ever free to move.

A contributory factor in the development of inflationary pressures in the
continental countries has been the substantial balance-of-payments surplus
since 1958, with its counterpart until recently in the deficit of the United
States. However, as there has often been inflation not caused by an external
surplus and an external surplus not resulting in inflation, a causal relation
between the two is not an inevitable one.

A direct relation may arise from a current-account surplus due to higher
exports than imports, as this means an addition to aggregate demand (this
may happen also as a result of direct foreign investment). If it occurs when
the economy is fully employed, it contributes directly to inflationary pressures.
This can be the case even if imports rise correspondingly, when the increase



in imports is being induced by the strain on productive resources emanating
from export demand.

For continental Europe as a whole, the sharp rise in exports to outside
areas occurred in 1959-60 and was an important factor in the renewal of
expansion. At that time, however, productive resources were available to
absorb the rising demand without inflationary pressures. As Europe's exports
to outside areas ceased to expand after i960, the emergence of inflation in
1962-63 cannot be attributed to the direct influence of the overall current-
account surplus. In fact, the substantial deterioration of the current account
over the past two years, due to growing imports, has been a factor absorbing
excess demand and limiting the rise in prices. It is rather within Europe that
inflation has been transmitted from one country to another in this period
through the effect of excessive demand in some countries on the resources
of others.

The other mechanism by which the balance-of-payments surplus may
exert an expansionary influence on the domestic economy is mainly of an
indirect nature, resulting from its effect in expanding internal monetary
liquidity and reducing interest rates. This has been a continuous influence in
the European economy since 1959, with the help of an inflow of capital,
particularly of portfolio capital and transfers of liquid funds. But whether
such an increase in liquidity leads in fact to demand pressure and inflationary
tensions depends on the extent of potential demand seeking to be financed
and on the extent to which the authorities can curb expansion of bank credit
and offset the inflow of funds to the capital market. Demand conditions in
Europe were ripe for this influence to play a rôle and in some cases the
authorities, while wishing to exert counter-pressure, did not have adequate
policy instruments to do this. In the main, however, the credit expansion
in Europe has exceeded what can be attributed to the inevitable consequence
of the external surplus. It must be said in addition that in some countries
capital imports were part of official policy, while in some others there was
more scope for offsetting the inflow by allowing bigger capital exports.

It is therefore principally through its influence on money and capital-
market conditions, rather than by directly adding very much to aggregate
demand, that Europe's continued external surplus has contributed to infla-
tionary pressures. The surplus has been an obstacle to monetary restraint and
has encouraged expansionary policies; given the growing tightness of the
labour market, a resultant increase in inflationary tensions was just about
inevitable. Of course, up to a point the expansionary policy contributed to
reducing the disequilibrium in international payments; the danger comes in
overshooting the mark.

Denmark. As in the 1953-57 boom, Denmark was the first country in
the present period of expansion to experience severe inflationary pressures and
to be forced to take strong restraining measures. And again the problem arose
essentially because of excessive increases in incomes after a position of full
use of resources had been reached and the rise in output was slowing down
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owing to supply limitations. By early i960 unemployment was already minimal
and signs of tension were evident even earlier, though prices remained
relatively stable. Then, in 1961, the situation was aggravated. After extensive
strikes, a new two-year wage agreement was negotiated providing for an
immediate 8 per cent, rise in industrial wages, which was augmented by
subsequent wage drift and automatic cost-of-living increases. Civil servants'
salaries were increased by 13-14 per cent, (after having remained unchanged
for three years) and there was a re-alignment of agricultural incomes to keep
pace with other earnings. In the two years 1961 and 1962 wages rose by
about 25 per cent. There followed a sharp renewal of rising prices and a
deterioration in the balance of payments.

Efforts to contain the pressures by monetary policy, with the discount
rate being raised from 4.5 per cent, in 1959 to 6.5 per cent, in the spring
of 1961, had been unavailing in the face of a rising budget deficit. By the
middle of 1962 a situation of inflationary crisis had developed. The problem
was dealt with by a series of restrictive fiscal and incomes measures enacted
in August 1962 and March 1963.

The important features of the policy programme of the summer of 1962
were a general purchase tax of 9 per cent, (excluding food, fuel and services),
a reduction in public and private building starts, the imposition of a ceiling
on government expenditure and the exclusion of direct and indirect taxes
from escalator-clause adjustments of wages.

Although these measures exerted a stabilising influence, the inflationary
process had by this time gained such momentum that the necessity for
additional measures soon became apparent. Hence in March 1963 legislation
was enacted to limit average wage increases over the coming year to 1.25
per cent, and to 2.5 per cent, in the succeeding year, to prohibit an increase
in dividends, to restrict subsidies to agriculture essentially to their 1962-63
level, to introduce a price/profits stop and to impose a compulsory savings
scheme as an offset to a reduction in direct taxes previously provided for.

These measures were effective in restoring better balance. Price increases
levelled off in the second quarter of 1963 and, notwithstanding the lifting of
the freeze in October, prices have since remained almost stable. Imports in 1963
remained at their 1962 level, while rising exports helped to eliminate the
deficit on current account. These gains have necessitated a marked slow-down
in gross investment, but the notable thing is that full employment has been
maintained and total output was almost 2 per cent, higher in 1963 than
in 1962.

The easing of the inflationary pressures permitted a lowering of the
discount rate to 6 per cent, in August and to 5.5 per cent, in November
1963. More recently there have been signs of a larger increase in demand.
In January 1964 the Nationalbank warned the banks against over-expansion
of credit, while in February the government raised taxes on cigarettes, beer
and petrol and decided to postpone all new public-sector building starts until
ist September of this year.
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Italy. E a r l y i n 1 9 6 2 t h e g r o w t h o f t h e I t a l i a n e c o n o m y h a d b e g u n t o

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

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

fiscal a n d m o n e t a r y p o l i c i e s a p p r o p r i a t e . I n d u s t r i a l o u t p u t d i d , i n d e e d , c o n -

t i n u e t o r i s e a t a n a n n u a l r a t e o f a r o u n d 9 p e r c e n t , t h r o u g h o u t 1 9 6 3 . B u t

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

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

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

o f t h e e c o n o m y w a s t h e w a g e e r u p t i o n t h a t c a m e t o w a r d s t h e e n d o f 1 9 6 2 .

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

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

t h e t i m e w a s r i p e f o r a n e x t r a o r d i n a r y , o n c e - f o r - a l l i n c r e a s e i n w o r k e r s '

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

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

l a b o u r f o r c e i n 1 9 6 3 . B e t h a t a s i t m a y , w a g e s i n i n d u s t r y , a g r i c u l t u r e

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

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

m o n t h s .

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

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

C o n s u m e r p r i c e s h a v e b e e n r i s i n g b y s o m e 8 p e r c e n t , p e r a n n u m a n d

w h o l e s a l e p r i c e s b y 5 . 5 p e r c e n t . I n 1 9 6 3 t h e c u r r e n t b a l a n c e o f p a y m e n t s

s h o w e d a d e f i c i t o f $ 9 0 0 m i l l i o n , c o m p a r e d w i t h a $ 2 5 0 m i l l i o n s u r p l u s i n

1 9 6 2 .

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

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

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

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

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

W i t h a g r i c u l t u r a l o u t p u t s t a t i c s i n c e 1 9 6 1 , t r a d e i n f o o d s t u f f s a c c o u n t e d f o r

$ 5 0 0 m i l l i o n o f l a s t y e a r ' s d e t e r i o r a t i o n i n t h e b a l a n c e o f p a y m e n t s . T r a d e i n

m o t o r v e h i c l e s a c c o u n t e d f o r a n o t h e r $ 3 0 0 m i l l i o n . I n a d d i t i o n , t h e l a r g e

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

d e m a n d f o r u r b a n h o u s i n g .

U p t o S e p t e m b e r 1 9 6 3 t h e a u t h o r i t i e s a l l o w e d 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 t o b e financed b y a n i n c r e a s e i n t h e c o m m e r c i a l b a n k s ' n e t b o r r o w i n g

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

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

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

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

o f 1 9 6 3 s h i f t e d g r a d u a l l y t o r e s t r a i n t . I n S e p t e m b e r t h e b a n k s w e r e a s k e d t o

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

r e s i d e n t s . T h e r e a f t e r , m o s t o f t h e d e f i c i t ' s d e f l a t i o n a r y i m p a c t w a s a l l o w e d t o

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

t o m a i n t a i n o r d e r l y c o n d i t i o n s i n t h e c a p i t a l m a r k e t a n d t o finance t h e
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T r e a s u r y ' s 1 9 6 3 c a s h d e f i c i t , w h i c h i t s e l f r e s u l t e d l a r g e l y f r o m t h e c i v i l -

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

t h e b a n k s ' l i q u i d i t y w a s b r o u g h t u n d e r i n c r e a s i n g p r e s s u r e .

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

a n n o u n c e d i n S e p t e m b e r 1 9 6 3 a n d e a r l y 1 9 6 4 d e s i g n e d t o b r i n g a b e t t e r

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

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

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

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

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

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

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

c e n t , o n m o t o r - c a r s a n d b o a t s , a s w e l l a s a 1 4 p e r c e n t , i n c r e a s e i n t h e

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

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

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

o f n e w l o n g - t e r m s a v i n g s a v a i l a b l e , t h e 1 5 p e r c e n t , w i t h h o l d i n g t a x o n

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

a 5 p e r c e n t , w i t h h o l d i n g t a x a n d a flat 3 0 p e r c e n t , t a x o n d i v i d e n d s

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

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

Imports and industrial wages.
Quarterly indexes: end of 1961=100.
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prices. In particular, house rents were blocked for two years, while special
supplementary imports of meat and butter were authorised.

By the spring of 1964 the various measures of restraint were beginning
to make themselves felt. The slow-down in credit expansion was maintained
and the price rise also tapered off somewhat, while certain sectors of industry
experienced a perceptible lessening of demand pressure and some easing of
the labour situation. On the other hand, wages were still rising — partly
because of indexation — and there was little sign. of recovery in the capital
market.

What must be seen over the near future is whether inflation has been
decisively checked and the balance of payments put on the road to recovery.
The favourable aspect of the situation is that exports have maintained a
steady upward trend, so that improvement can be expected if the precipitous
rise of imports is stopped and the economy is given a breathing-space during
which the trade gap can be narrowed. In order to assure this result two
things are necessary. First, the government's measures of restraint must
succeed in putting a significant damper on the expansion of demand. And
secondly, all concerned must co-operate to bring the rate of increase of
wages back from the realm of fantasy to something which is in reasonable
relation to productivity gains.

France. After some setback to production caused by bad weather and by
the strikes in the public sector in the first quarter of 1963, the French
economy advanced strongly throughout the following twelve months. The
farming sector could not match its unusually good results for 1962, so that
the increase in gross national product in 1963 was just under 4% per cent.
With private consumption demand buoyant and public investment and housing
also showing a good increase, industrial output has been running about
6 per cent, higher than a year earlier.

This was accompanied, however, by a large price rise. During most of
1963 the retail-price index rose at an annual rate of 6 per cent, or more and
the wholesale-price index by 4 per cent. Part of the inflationary pressure was
absorbed by a deterioration in the current account of the balance of payments,
and the trade surplus on a f.o.b. basis had disappeared by the beginning
of 1964.

The main source of tension was the generally rapid expansion of
demand, especially consumption, and the continued pressure of this on the
labour market. The rise in consumption came partly from repatriation of
population from Algeria; it was also due to wage increases obtained over the
past year or two, so that something of a self-sustaining inflationary spiral
appeared to have emerged. Despite another large increase in the working
population during 1963, the manpower situation was not perceptibly eased
and wages continued to rise at a fast pace. Total income from employment
in 1963 went up by 13 per cent. — three times as much as output, and
more also than the national product measured at current prices.
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In the first half of 1963 the authorities strengthened the policy of
moderating the expansion of the money supply and liquid assets both by
ensuring restraint on the part of the credit institutions and by drawing the
public's savings more into the capital market. This was really a new turn to
the policy of the authorities, which now became to keep the increase of
internal liquidity more or less in line with the rise of real output. In the
course of the summer, however, it became apparent that stronger action
would be needed to redress the situation, as the rate of price increase was
accelerating rather sharply.

Accordingly a stabilisation programme was introduced during the autumn,
the principal aim of which was to check the price rise and skim off the
inflationary surfeit of demand without materially affecting the growth of
output. The measures adopted fall into three main groups: first, intensified
credit restraint, with restrictions on hire-purchase as well as on bank credit,
and also an increase in the discount rate from 3V2 to 4 per cent.; secondly,
measures in the sphere of public finance, a reduction in the planned budget
deficit for 1964 and larger financing by long-term borrowing; and thirdly,
direct action on the price front, including selective tariff cuts, a postponement
of controlled rent increases and a general prohibition on price increases in
manufacturing without authorisation by the Ministry of Finance.

By the end of 1963 and during the first quarter of 1964 this programme
appeared to be having a certain measure of success. The rise of the retail-
price index slowed down to around 2 per cent, per annum, while output
continued to expand steadily. The money supply also grew less fast than
before, partly because of the reduction in the external surplus and partly
because of a slower rise in bank advances. It was too early to judge, how-
ever, to what extent there had been a fundamental improvement in the
situation. In the first place, the measures of price control might to some
extent simply be repressing inflation for a time, so that an acceleration of
price increases later in the year could not be ruled out. Secondly, the early
months of 1964 saw some renewal of labour unrest in the public sector. The
authorities, however, have taken a firm stand to keep the rise in wages
moderate and also to resist demands for higher prices from the agricultural sector.

In any event the labour market has remained under great strain and the
test of the stabilisation effort may lie in whether the proposed reduction in
the budget deficit is realised.

Netherlands. At the beginning of 1963 the prevailing impression in the
Netherlands was that the economy was slowing down more than was desir-
able. As a consequence, and particularly in view of the easier labour-market
situation and the levelling-off of credit expansion, monetary restrictions were
suspended.

However, private consumption picked up again and expanded over the
year as a whole at a rate close to that recorded in the boom year i960.
Fixed investment also grew more than in the previous year and demand for
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building continued to exceed production capacity. Exports increased as before
and the only slackening was in government consumption. On the supply side,
output showed a much larger gain than in the preceding two years. Imports,
too, rose more than in 1962 and 1961, and, as they grew faster than exports
in 1963, the current surplus on a transactions basis was trimmed to a size
considered appropriate for the Netherlands economy.

The rise in demand converged on the labour market, which came
under increasing pressure, the more so as external demand for manpower was
attracting workers abroad. This tension led finally to a breakdown of the
general wage agreement, on the initiative of a few employers. In October an
agreement was reached on a 10 per cent, rise in official wage rates in 1964.
The actual increase in wages, however, is expected to be about 15 per cent.,
and for government employees a rise of 20 per cent, has been granted. Pro-
ductivity, on the other hand, is expected to improve by 4.5 per cent, in 1964.

However desirable some adaptation of the Dutch wage and price levels
to those in neighbouring countries may have been, a wage rise of that
magnitude was bound to entail a serious risk of over-adjustment. This danger
appeared all the more probable for two reasons: first, the pronounced growth
of consumer demand seemed likely to coincide with a big rise in private
investment and, secondly, the economy was liquid enough to finance quite a
substantial additional demand.

In view of these circumstances the authorities imposed a variety of
restrictive measures from the autumn onwards with the aim of reducing
demand and the inflationary impact of the wage increase.

In October credit ceilings were reintroduced by the Nederlandsche Bank
and in January 1964 the discount rate was raised from 3x/2 to 4 per cent,
and hire-purchase regulations were tightened. As a measure of price control,
a limit was set on the extent to which higher wage costs could be passed on
in prices. Taxes on cigarettes and petrol were substantially raised to dampen
consumer demand. Steps were also taken with the object of reducing invest-
ment demand: public investment plans were scaled down and private investment
was discouraged by the suspension of advance amortisation and of investment
allowances for new building. Finally, in order to drain liquidity from the
economy, a government loan was issued for an amount in excess of actual needs.

The effect of the measures introduced will be to limit the rise in
economic activity. Nevertheless, in 1964 a fairly substantial excess demand
must be expected, combined with a rise in prices and a deterioration in the
balance of payments. The situation is expected to ease, however, in the latter
part of the year.

Switzerland. The Swiss economy has continued to show signs of strain.
Owing to a smaller increase in employment, the 4.2 per cent, growth in the
real gross national product was considerably below the 6.1 per cent, rate of
1962. Private consumption and public expenditure were the strongest expan-
sionary factors. Business investment increased at a lower rate, but with the
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large rise in public investment and the continuing strength of residential
construction, the gap between supply and demand in the building sector was
if anything wider. The trade balance has continued to deteriorate.

Since available evidence pointed towards a further aggravation of the pre-
vailing disequilibria, the Federal Government in January 1964 proposed legisla-
tion designed to increase its powers of control over inflationary developments.

In the field of credit policy the new legislation, passed by Parliament in
March, makes mandatory provisions previously embodied in voluntary agree-
ments between the National Bank and the commercial banks ; thus it gives the
government power to prohibit the payment of interest on new foreign deposits
and to make them subject to a period of notice, to prevent the investment of
foreign funds in Swiss securities, real estate or mortgages, to limit the in-
crease in bank credit and to ensure the control of new issues. Furthermore,
these regulations are now extended to other financial intermediaries and the
banks may be required to deposit the countervalue of their new foreign
liabilities (in so far as they are not invested abroad in foreign currencies) with
the National Bank. This latter measure came into effect on 31st March 1964.

The new legislation also provides for regulations designed to restrict
building activity. With certain exceptions, building is subject to prior authori-
sation and a ceiling on the granting of new building permits is to be fixed.
Certain types of non-essential building are to be prohibited completely for one
year. Furthermore, the restrictive regulations laid down in March 1963 con-
cerning the admission of foreign labour are to be retained for another six to
nine months and are then to be replaced by a more comprehensive system.

Another important development which represented some change of policy
was the upward movement of interest rates. Hitherto the National Bank had
tried to maintain interest rates at a relatively low level; this was not only for
balance-of-payments reasons but also because of the high degree of mortgage
indebtedness and hence the effect that a rise in the interest rate level might
have on rents, agricultural prices and wages. While this policy helped to hold
down cost inflation, it stimulated economic expansion and aggravated the
pressure in the building sector. However, when demand for credit intensified
towards the middle of 1963 while at the same time the banks were no longer
able to compete for medium-term funds, the National Bank agreed to a rise
in the rate offered on the banks' medium-term bonds, which has been fol-
lowed by a more general rise in rates. Swiss interest rates are still not very
high, but their upward movement has continued and the National Bank has
indicated that it does not intend to interfere with this development; their
ultimate level will depend on the success of the stabilisation programme itself.

Belgium. After two years of balanced expansion, signs of strain became
evident after mid-1963. Unemployment has fallen to a record low level,
while the expansion of aggregate demand has continued to accelerate.

Demand for consumer durables remained strong over the past year and
expansion of business investment quickened. But these factors were over-
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shadowed by the rise in government expenditure, particularly for investment.
Residential construction declined and, despite a rapid increase in exports,
there was some deterioration of the current external balance.

A large rise in the Treasury's overall deficit increased the government's
financial requirements at a time when the credit needs of the business sector
were also expanding and when the new withholding tax had reduced public
interest in new domestic issues. The Treasury financed a large part of its
needs abroad with a resulting rise in commercial-bank liquidity. This per-
mitted a large expansion of credit to enterprises and led to a rapid increase
in the money supply, the impact of which was, for the time being, partly
offset by the increase in the public's liquidity preference. Excluding govern-
ment capital transactions, the balance of payments shifted from surplus to
deficit and did not contribute to domestic liquidity formation.

In view of these developments, the National Bank moved away from its
easy credit policy and raised the discount rate in two steps by October 1963
from 3.50 to 4.25 per cent. However, wage and price increases somewhat
accelerated in the second half of 1963 and made the danger of inflation more
imminent. Consequently, the following measures have been taken: first, the
government is intending to spread its investment programme over a longer
period of time; secondly, in February 1964 consumer credit conditions were
tightened; thirdly, the National Bank has reached an agreement with the
credit institutions to limit the expansion of credit.

The success of these measures will depend to a large extent on the
Treasury itself. The overall budget deficit is expected to remain high in
1964 and the way it is financed will exert an influence on the future course
of events. In recent months the financing has been by long-term borrowing.
While this is an improvement, the high level of the private sector's liquidity
itself constitutes a danger for monetary stability; even if it were employed
to finance the government's deficit this would represent more an increase in
the velocity of money than new savings.

Sweden. The past year has been one of satisfactory performance for the
Swedish economy. With prospects in January 1963 not altogether favourable,
the discount rate was lowered from 4 to 3.5 per cent, and public investment
accelerated. By June 1963 a rapid expansion of bank credit and the in-
flationary pressures emanating from the building sector caused the Riksbank
to restore the cut in the discount rate, and a further rise to 4.5 per cent,
was announced in January 1964. At the same time bank liquidity was reduced
through public-debt operations and the imposition of a penal rate on excessive
recourse to the Riksbank served the same purpose.

The change in the budget position from a surplus of S.kr. 600 million
in 1962 to a deficit of S.kr. 200 million in 1963 put the task of containing
the economic expansion within non-inflationary limits on monetary policy.
Credit extension to the building sector continued high, however, while credits
to industry had to be accommodated to the policy change.
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Gross nat ional p r o d u c t at cons tan t prices rose b y 3.7 pe r cent , in

1963, b u t owing to the unusual ly severe win te r a n d poor harves t th is

figure unders ta tes the expansionary forces. Par t ly because of the recovery of

exports , t he sectors which had earlier been subject to recessionary tendencies ,

that is, pu lp , paper , i ron and steel, showed the greatest improvemen t . A

further reduct ion in u n e m p l o y m e n t reflected t h e increasing labour shortage,

which was part icularly p ronounced in the bu i ld ing sector. W h e r e a s c o n s u m e r

prices rose less t han in 1962, wholesale prices rose somewhat m o r e owing

to the recovery of raw-mater ia l pr ices.

T h e strongest expansionary factors were pr ivate and publ ic consumpt ion ,

the rapid g rowth of expor ts and inves tmen t b y local author i t ies . Indus t r ia l

inves tment con t inued to decline, a l though less t han expected.

In view of the decline in profit margins , employers ' resis tance to

new wage increases has been part icular ly s t rong. W i t h t h e he lp of a govern-

men t -appo in t ed arbi t ra t ion commit tee , a n e w agreement wi th t h e t r ade

unions was finally reached in Apr i l 1964 provid ing for wage increases of

1.4 and 3.4 per cent, in 1964 and 1965 respectively. However , increased

fringe benefits and wage drift are expected to inflate the actual increase in

hour ly wage costs to a lmost wha t it had been in preced ing years.

Austria. T h e Aus t r i an economy has over the pas t year progressively

recovered from the weakness apparen t in 1962. In t h e first qua r t e r of 1963

real gross nat ional p r o d u c t was only 1 per cent , above a year earlier b u t b y

the four th quar te r it was 7 per cent, h igher . Pr ivate consumpt ion , publ ic

expendi tu re and exports were the s t rongest expans ionary factors. Business

inves tment and exports of steel and other basic materials have been lagging,

b u t since the four th qua r t e r of 1963 there have been signs of i m p r o v e m e n t

also in these d e m a n d factors. T h e r e was in 1963 on the whole n o intensification

of t h e pressures on t h e labour marke t ; t h e 4.4 pe r cent, rise in real gross

nat ional p roduc t was achieved wi th little increase in employmen t , b u t the

transfer of labour from t h e s tagnat ing to the expand ing sectors has con t r ibu ted

very m u c h to the g rowth of ou tpu t .

T h e cont inuing ba lance-of-payments surp lus has led to a fur ther increase

in the banks ' l iquidi ty and a consequen t d o w n w a r d pressure on interes t

rates — a deve lopment which the mone ta ry author i t ies d id no t t ry to counterac t .

O n the contrary, in o rder to s t imulate inves tment the d i scount ra te was

lowered f rom 5 to 4.5 per cent, in June 1963. Cred i t expanded m o r e rapidly,

largely to the benefit of bui ld ing activity.

T h e rise in prices has cont inued to b e a p rob lem. After t h e standsti l l

agreement on wages and prices expired in January 1963, a new wave of

wage increases in the second half of 1963 and its repercuss ions on prices

led to t h e appo in tmen t of a g roup of exper ts to draft a stabilisation p r o g r a m m e .

T h i s p r o g r a m m e , wh ich has already been approved by the representat ives of

business and labour, r e c o m m e n d s a m o n g o ther th ings t h e active use of

t empora ry tariff reduct ions and freer admiss ion of foreign labour as tools of

anti-inflationary policy. T h e first s teps in this direct ion were taken in Apr i l 1964.
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Germany. The economic climate in Germany underwent an abrupt
change after the middle of 1963. Up to that time inflationary pressure had
eased. The industrial investment boom had tapered off during 1962, and this
was followed in 1963 by a smaller increase in private consumption as wages
rose somewhat less fast than before and personal saving picked up. While
construction demand was still very strong, the labour market appeared to be
in better balance, prices were not going up much and altogether, with output
increasing by around 3 per cent, per annum, a period of stable, less hectic
expansion seemed in prospect.

Since then, however, the picture has been radically altered and 1964
seems bound to be a year of increased growth and probably renewed strain
on resources. The main cause of the change was an accelerated increase in
exports and, even more, export orders, due to the pressure of demand in
other European countries. At the same time the rise in imports levelled off
and the deficit on invisible items declined, so that the current account, which
was in deficit up to the third quarter of 1963, moved into surplus at an
annual rate of about $2 milliard. In addition, the inflow of long-term capital
to the bond market — due partly to interest rate inducements but more to
fiscal and other factors — continued to boost the balance-of-payments surplus.
All this led to an upward revision of investment plans and to a renewed
rise in the commercial banks' liquidity.

The German authorities are thus once more faced with inflationary
dangers at home due to an external surplus. In these circumstances it has
seemed increasingly risky to continue with the policy, followed since 1961, of
allowing market forces to work themselves out more or less fully in the
banking system and the economy as a whole. Since the external position is
also making general monetary restraint inappropriate, a number of selective
measures have been taken to discourage the inflow of capital and give the
banks an incentive to invest more of their liquid funds abroad.

Early in 1964 the banks were asked to give precedence to residents in
subscriptions to public-sector bond issues. In March the government announced
proposals to put a 25 per cent, withholding tax on interest from German
bonds held by non-residents and to abolish the 2% per cent, tax on new
security issues, thus encouraging foreign borrowers to raise capital in Germany.
At the same time the Bundesbank reintroduced special swap arrangements
below market rates in order to stimulate the acquisition of US Treasury
bills by the banks. Also, the banks' minimum reserve ratios on deposits of
non-residents were raised to the statutory maximum to give a further incentive
to money exports, as the reserve requirements do not apply to deposits that
are offset by short-term foreign assets. Finally, the ban on interest payments
to foreigners was once more extended from sight to time deposits.

It is easy to see that these measures do not go to the root of the
problem. But, since the roots lie mostly in other countries, a suitable remedy
for the German authorities does not suggest itself. After the rather sudden
substantial rise in exports, however, it may be hoped that a rise in imports
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will help to moderate the strain on the economy over the coming year; some
tariff cuts have been proposed to assist this process. In addition, measures have
been taken by other countries to check their excessive upsurge of demand.

United Kingdom. Following the pause of 1961-62, production in the
United Kingdom has been going up rapidly since the spring of 1963, in
response to various policy measures and to an increase in exports. In the fourth
quarter of 1963 output was around 8 per cent, above the level of a year
earlier; expansion continued in the first quarter of 1964, at a slightly slower
rate, but unemployment continued to decline and the margin of unused
capacity had clearly become small.

Expansionary fiscal and monetary policies had been initiated in the
autumn of 1962 and were pursued in the April 1963 budget, which provided
for an estimated increase of £620 million in the overall deficit. (The actual
figure turned out to be £200 million less than this.) Public investment,
notably in electricity and housing, was steeply increased, while tax reductions
helped to stimulate consumer spending, particularly on motor-cars. Meanwhile,
the rate of increase in exports of 10 per cent, (or 8 per cent, in volume
terms) since the start of 1963 seems satisfactory but not exceptional in the
light of the buoyant demand conditions in nearly all major markets. In fact,
Britain's share of world exports of manufactures continued to decline slightly.

As the upswing proceeded, the decline in fixed capital formation in
manufacturing, which had been in progress since mid- i96i , levelled off and
there was some rise before the end of the year. The prospect is for a sizable
increase during 1964. More prominent, however, was the turn-round of nearly
£200 million in stock-building between the third and fourth quarters of last
year, which helped to boost imports to record levels. Wi th the current
external account deteriorating, and exports of long-term capital also moving
to rather higher levels, the basic balance of payments shifted into deficit.
From March 1963 onwards, the authorities aimed to discourage the outflow
of liquid funds by keeping short-term interest rates well up relative to the
4 per cent. Bank rate.

Last year's rapid expansion and declining wage costs reflected an initial
under-utilisation of resources. Hence in the early months of 1964 the authori-
ties were faced with a twofold task: to bring the growth of the economy down
to a rate that would be sustainable in the longer run, and to forestall any
tendency for wage costs again to get out of hand and impair the international
competitiveness of industry. The tactic adopted was a shift to mild restraint.
Bank rate was raised from 4 to 5 per cent, at the end of February, but the
banks' liquidity — the minimum ratio now at 28 per cent. — was not
severely squeezed. In April the budget provided for an increase of approximately
10 per cent, in the taxes on tobacco and alcoholic drinks, expected to yield
an extra £100 million of revenue. Some additional incentives were also given
to personal saving. However, below the line net payments were expected to
go up by some £300 million over the outturn of the previous fiscal year —
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t h o u g h t h i s o v e r s t a t e s t h e r i s e , a s a p p r o x i m a t e l y £ 1 6 5 m i l l i o n r e p r e s e n t s a

s h i f t o f l o c a l - a u t h o r i t y b o r r o w i n g f r o m t h e m a r k e t t o t h e E x c h e q u e r .

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

w i t h i n c o m e s p o l i c y . H o w e v e r , t h e i n c r e a s e h a s b e e n e x c e e d i n g t h e 3 % p e r

c e n t , " g u i d i n g l i g h t " e s t a b l i s h e d i n c o n n e c t i o n w i t h t h e 4 p e r c e n t , a n n u a l

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

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

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

s t i l l t o c o m e .

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

o u t l o o k f o r e x p o r t s , n o t w i t h s t a n d i n g t h e E E C ' s a n t i - i n f l a t i o n p r o g r a m m e , r e m a i n s

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

I m p r o v e d s i t u a t i o n i n t h e U n i t e d S t a t e s .

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

t h a w i n o f f i c i a l p o l i c y — b o t h m o n e t a r y a n d fiscal. A f t e r t h e e x t e r n a l d e f i c i t

w o r s e n e d i n t h e first h a l f o f 1 9 6 3 o w i n g t o a m u c h e n l a r g e d o u t f l o w o f p r i v a t e

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

d i s c o u n t r a t e w a s r a i s e d f r o m 3 . 0 t o 3 . 5 p e r c e n t , t o s l o w u p t h e o u t f l o w o f

l i q u i d f u n d s ; R e g u l a t i o n Q . w a s r e l a x e d t o e n a b l e t h e 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 w i t h f o r e i g n r a t e s f o r t i m e d e p o s i t s ; a n d a n i n t e r e s t e q u a l i s a t i o n

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

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

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

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

n e a r - b a l a n c e i n t h e first q u a r t e r o f 1 9 6 4 .

O n t h e fiscal s i d e , t h e i n c o m e - t a x r e d u c t i o n w a s e n a c t e d i n F e b r u a r y 1 9 6 4 ,

p r o v i d i n g f o r a d e c r e a s e i n c o l l e c t i o n s f r o m i n d i v i d u a l s o f $ 8 m i l l i a r d i n t h i s

c a l e n d a r y e a r a n d o n e i n c o r p o r a t e - t a x l i a b i l i t i e s o f $ 1 . 5 m i l l i a r d . A n t i c i p a t i o n

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

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

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

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

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

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

b e a c h i e v e d i n a s h o r t t i m e .

F o l l o w i n g t h e s l o w - d o w n o f e x p a n s i o n i n t h e s e c o n d h a l f o f 1 9 6 2 , t h e

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

e x c e e d e d w h a t w a s e x p e c t e d a t t h e b e g i n n i n g o f 1 9 6 3 . W h i l e t h e i n c r e a s e

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

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

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

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

c o n s u m p t i o n w e r e l e s s i m p o r t a n t t h a n t h e y e a r b e f o r e .
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Thus the economy has confounded the pessimists by continuing the
expansion phase of the business cycle longer than in previous post-war
cycles, and no signs of a reversal are in sight. In general, the reason for this
is that the expansion has not developed the characteristic distortions of a
boom which so often has either destroyed itself or has had to be tamed by
official restrictive measures. Rising monetary demand has not been dissipated
through an over-eager raising of prices, and wage increases have in the main
been limited to a rate which has not generated a wage/price spiral. There has
not been an outburst of business investment like that in 1956-57 or a rush
of inventory accumulation as in 1959, either of which would have produced
an inevitable reaction. Mortgage credit has remained readily available and
there has been a decline, rather than an increase, in its cost. Finally, the
impetus from the Federal budget has been fairly evenly maintained, in
contrast to the drastic contraction of the stimulus from 1954 to 1956 and
from 1958 to i960. In other words, business, labour and the authorities
have all contributed to keep the cyclical expansion a balanced one.

With the demand stimulus of the tax cut still to come in the months
ahead, and with the pace of business investment quickening, the outlook for
economic activity is one of substantial growth. In the assessment of the
prospects there has been some controversy about the problems that may
emerge and their policy implications. One of these is whether inflationary
tendencies will show themselves at an early stage. Regarding this possibility
it would seem that there is ample margin in the economy to absorb the
prospective increase in demand without excessive pressure on productive
resources; indeed, with the labour force rising rapidly, it may be that
unemployment will decline only moderately. A renewed rise of prices in
such circumstances would be likely to reflect pressures from wage demands
or price action in specific industries. This, however, would not make it any
less essential for the authorities to take strong steps to maintain monetary
stability.

A related controversy concerns the question whether the high rate of
unemployment is structural rather than a reflection of inadequate demand.
While only time will answer this definitely, there is surely no immediate
prospect of general tightness in the labour market. And, whether the crucial
point in the labour market turns out to be nearer to 4 per cent, or to 5 per
cent, in unemployment statistics, any structural problem can be resolved
more easily when demand for labour is active than when it is inactive.

Finally, there is the question whether the balance-of-payments problem
will require further tightening of monetary policy. The opponents of monetary
restraint tend to present the alternatives as either maintenance of the present
monetary ease or drastic restraint which would largely counteract the stimulus
from the tax cut. A more balanced view, however, is that continued outflow
of funds and the upward tendency of market rates in Europe may have to
be allowed to be reflected in interest rates in the United States. It is difficult to
believe that the expansion is so fragile that there is no room for manoeuvring
of this sort.
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D e v e l o p m e n t s i n e a s t e r n E u r o p e .

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

c o u n t r i e s ( i n c l u d i n g t h e U S S R ) i n t h e t w o y e a r s 1 9 6 2 - 6 3 w a s i n l a r g e p a r t

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

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

I n a d d i t i o n , h o w e v e r , t h e r e w e r e o t h e r f a c t o r s w h i c h t h e a u t h o r i t i e s

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

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

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

s t a t e f o r t h e i r d e l i v e r i e s , i n o t h e r s t h e p l a n s f o r 1 9 6 4 p r o v i d e f o r i n c r e a s e d

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

A s r e g a r d s a g r i c u l t u r a l o u t p u t i n 1 9 6 3 , i t w a s m u c h h i g h e r t h a n i n

1 9 5 9 ( w h i c h w a s a g o o d c r o p y e a r ) i n A l b a n i a a n d P o l a n d ( b y 2 0 a n d 1 0

p e r c e n t , r e s p e c t i v e l y ) ; i n B u l g a r i a , C z e c h o s l o v a k i a a n d R u m a n i a i t w a s

a r o u n d 5 p e r c e n t , h i g h e r , w h i l e f o r H u n g a r y a n d t h e U S S R t h e s t a t i s t i c s

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

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

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

c o n s u m e r s ' i n c o m e s .

Centrally-planned economies:
National income, industrial production and productivity.

Countries

Bulgaria

Eastern Germany . . . .

Hungary

Poland

Rumania

USSR

Yugoslavia

Annual increase

National income

1962 1963

Gross industrial output

1962 1963

Output per worker
in industry

1962 1963

in percentages

6.2

1.0

4.2

4.7

2.0

4.5

6.0

4.0

6.0

— 4.0

2.5

5.0

6.0

7.0

4.0

12.0

11.0

6.2

6.2

8.4

8.4

14.8

9.7

7.4

10.0

— 0.6

4.9

7.0

5.3

12.5

8.5

14.9

7.8

3.1

6.6

4.4

3.2

6.5

6.2

6.0

4.6

— 1.0

6.5

3.2

2.7

7.2

5.0

10.0

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

i n e a s t e r n E u r o p e a n c o u n t r i e s f e l l s h o r t o f p l a n n e d t a r g e t s i n 1 9 6 3 . I n

C z e c h o s l o v a k i a n a t i o n a l i n c o m e a c t u a l l y d e c l i n e d b y 4 p e r c e n t . , a f t e r r i s i n g

b y o n l y 1 p e r c e n t , t h e y e a r b e f o r e .

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

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

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

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

p l a c e t o w a r d s t h e m a n u f a c t u r e o f f i n a l p r o d u c t s i n g r e a t d e m a n d a n d o f
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higher qual i ty ; efforts are also be ing directed towards the el iminat ion

of serious bot t lenecks tha t have developed over the years wi th in indus t ry

itself.

In 1963 the largest rises in industr ia l o u t p u t were recorded in R u m a n i a

and Bulgaria (12.5 and 10 per cent, respectively); results were also satisfactory

in the U S S R (8.5 per cent.) and H u n g a r y (7 per cent .) , a l though lower

than in mos t preceding years. In these four countr ies the industr ia l l abour

force has been expanding substantial ly year by year, b u t l abour product iv i ty

has been rising equally fast or even faster.

Eas te rn G e r m a n y cont inues to suffer from labour shortages and indus t ry

can expand its ou tpu t only by d in t of s teady and substant ia l improvemen t s

in product ivi ty .

T h e various plans for 1964 provide for an expans ion of o u t p u t m o r e

or less in line wi th tha t achieved last year, except for Czechoslovakia, where

it is h o p e d to at tain an increase of 3.5 pe r cent, in indus t r ia l o u t p u t after

the negative results of 1963. A l t h o u g h t h e quali tat ive ad jus tment of p r o d u c t i o n

to d e m a n d b y means of a redirect ion of inves tment will b e cont inued, it is

generally believed that this can take place only gradually. T h i s ad jus tment

will be assisted b y the s teady efforts to increase foreign t r ade b o t h wi th in

the area and wi th countr ies outs ide.

T h e es tabl ishment in M o s c o w o n i s t January 1964 of t h e " B a n k for

In ternat ional Economic Co-ope ra t i on" is in tended to he lp in th is direct ion.

T h i s bank, in which the U S S R and t h e o ther eas tern E u r o p e a n countr ies

are part icipat ing, has b e e n assigned t h e task of opera t ing a mult i la tera l

clearing system, in free roubles , a m o n g t h e m e m b e r countr ies a n d of grant ing

credit in connect ion wi th the clearing itself and also in the event of t empora ry

paymen t s difficulties.

In Yugoslavia the economic recovery w h i c h set in in t h e second half

of 1962 con t inued last year, suppor t ed as it was by a 20 pe r cent, rise in

fixed inves tment and s t rong consumer d e m a n d . G o v e r n m e n t consumpt ion ,

however , d id no t rise. Indus t r ia l p roduc t ion w e n t u p b y 15 pe r cent . (7 pe r

cent, in 1962) and agricul tural o u t p u t b y 6 per cent . , so tha t t h e gross nat ional

p r o d u c t rose, in t e rms of vo lume, b y 12 pe r cent. , c o m p a r e d w i t h 4 pe r cent ,

in 1961 and 1962.

A l t h o u g h exports con t inued to expand, impor t s rose even m o r e and

t h e t r ade balance deter iora ted b y some $70 mill ion. T h i s was par t ly offset

b y an improvemen t in invisible receipts , and t h e overall deficit on cu r r en t

a c c o u n t -was smaller t h a n t h e v o l u m e of capital i m p o r t s ; t h e reserves con-

sequen t ly rose by some $20 mil l ion in t h e course of the year to a total of

$130 mill ion.

M o n e t a r y policy was geared to suppor t expansion wi thou t giving rise

to inflation. Special a t tent ion has been paid to avoiding gove rnmen t bor rowing

from t h e central bank and also to some flexible b a n k lending to profitable

enterpr i ses at shor t t e r m while res t ra ining bank lending at long t e rm.
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T h e internat ional p a y m e n t s s i tuation.

The shifting disequilibrium in payments. W i t h the large and opposing

changes in t h e balance-of-payments posi t ions tha t have occurred over the

pas t year, t he re is no easy answer to t h e ques t ion of w h e t h e r or no t the

internat ional paymen t s si tuat ion as a whole has become m o r e favourable.

W h i l e a be t te r balance has been achieved a m o n g t h e b road regions of N o r t h

Amer ica , wes tern E u r o p e and th i rd areas, serious imbalances wi th in E u r o p e

have re -emerged .

T h e sharp reduc t ion in t h e U S external deficit after the midd le of 1963

is a solid gain for internat ional financial s tabil i ty; given t h e key rôle of the

dollar as a t rad ing and reserve currency, this deve lopment has undoub ted ly

impar t ed a firmer tone to the sys tem as a whole . W h i l e it seems too early to

say t ha t t h e improvemen t represents a real b reak - th rough towards equi l ib r ium

for the dollar after t h e five-year s t re tch of heavy deficits, it is a b ig s tep on

t h e way.

G i v e n t h e practical possibilities of t h e situation, t h e measures taken to

reduce t h e outflow of capital have m a d e a good cont r ibu t ion to regaining

equi l ibr ium, b u t less impressive have been t h e efforts of t h e gove rnmen t in

cut t ing expend i tu re abroad o n its o w n account . T h i s was recognised in t h e

balance-of-payments p r o g r a m m e of July 1963, in which a fur ther reduc t ion of

$1 mill iard b y the end of 1964 was scheduled in gove rnmen t foreign expen-

d i tu re . Ful l implementa t ion of this target seems likely to b e needed. W i t h

t h e domes t ic economy cont inuing to expand u n d e r t h e s t imulus of t h e tax

reduct ion, a significant gain in the t rade balance is no t expec ted ; in fact,

wi th t h e prospec t of some falling-off of the recent ly h igh level of agricul tural

expor ts and t h e restraints be ing p u t on the b o o m in E u r o p e , impor t s are

likely to increase m o r e t h a n expor ts over t h e coming year. In addi t ion, the re

is b o u n d to be an increase in long- t e rm capital exports once the interest

equalisat ion tax is enacted, t hough this m a y be par t ly offset b y reduced bank

lending abroad. In sum, while future policy will have to see to it t ha t the

improved balance on pr ivate capital account is retained, reduc t ion in govern-

m e n t outlays abroad will b e a necessary e lement to b r ing the dollar to a

sound posi t ion.

T h e i m p r o v e m e n t in the ba lance-of-payments posi t ion has considerably

increased confidence in the dollar. T h i s was helped b y t h e measures taken in

Ju ly 1963, which showed tha t t h e authori t ies fully i n t ended to main ta in

control over t h e si tuation. I t cannot be assumed, however , t ha t the external

p r o b l e m in the longer t e r m will take care of itself. T h e interest equalisat ion

tax m u s t b e seen as an expedient to cover an under ly ing d isequi l ibr ium

between the Un i t ed States and t h e outs ide world. T h i s expresses itself in the

t endency for excessive financial resources to flow abroad wi thou t a cor respond-

ing outflow of real resources in t h e form of exports . I t ma t t e r s little whe the r

one considers tha t t h e economy is not compet i t ive enough wi th respect to

goods or too competi t ive wi th respect to m o n e y ; on one side or the o ther the

adjus tment process m u s t cont inue in t h e years ahead.
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On balance, there has been improvement also in the position of the
less industrialised countries of the western world. Strong expansion in the
industrial areas has brought increased demand for raw materials, with a bene-
ficial effect on prices and volumes. In a broad way, the strengthened position
is indicated by the rise in the reserves of these countries by some $1.5 milliard
in 1963, as against $0.5 milliard in 1962.

Developments in foreign trade of these countries have been generally
favourable during the last two years thanks to a larger increase in export
proceeds than in outlays for imports. The improvement was particularly
marked in 1963, when the combined trade deficit of these countries declined
by $1 milliard thanks also to the higher prices received for some of their
basic products, e.g. sugar, cocoa and wool. Australia was able to turn a
trade deficit of over $200 million in 1962 into a small surplus in 1963 and
the shift from deficit to surplus in the case of Argentina amounted to about
$500 million, but in this case the decline in imports played a bigger part
than the increase in exports. Much the same can be said of India's trade,
its deficit having declined from over $900 million to less than $700 million.
A substantial improvement seems to have occurred in the already positive
trade balance of the oil-producing countries.

On the other hand, among the non-European industrial countries Japan
shows a large deterioration of over $500 million in its trade balance.

For western Europe changes in the balance-of-payments position over
the past year resulted from conflicting developments in which disequilibria
among the countries overshadowed the aggregate change. In the main these
concerned the European Economic Community countries, as the changes for
the other countries were largely offsetting.

In 1963 the current-account position of the Community countries moved
into deficit because of a further large deterioration on trade account. The
current balance worsened by about $700 million, following an adverse move-
ment of $1,650 million the year before. But, whereas in 1962 the decline in
the current surplus was spread among the countries and was an equilibrating
factor in the world payments situation, there were in 1963 large adverse
movements, mainly for Italy but also for France, at the same time as a large
favourable movement for Germany. The disequilibrium was accentuated in
the course of the year, so that by the fourth quarter the German current
surplus was at an annual rate of about $2 milliard, while the other countries
of the Community were in deficit by about $1.5 milliard, largely accounted for
by Italy.

The balance-of-payments position of continental Europe was made more
anomalous by the fact that while there was a deficit on current account there
was a large overall surplus due to an inflow of funds from abroad. The rise
of $2.2 milliard in official reserves in 1963 exaggerates this movement, as
the net foreign position of the banks deteriorated by about $1.3 milliard.
However, the fact remains that, instead of being a net exporter of capital,
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Continental Europe: Balance on current account and reserve movements.
In milliards of US dollars.

3.0

1.5
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V//A Balance on current account
Ë8&9 Change in monetary reserves
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3.0

1.5

1954 1955 1956 1957 1958 1959 1960 1961 1962 1963
- 1 . 5

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

n e t i m p o r t e r o f c a p i t a l — w h i c h i n t h e m a i n h a s b e e n flowing i n t o r e s e r v e s .

I n t h i s r e s p e c t 1 9 6 3 w a s w o r s e t h a n t h e p r e v i o u s y e a r , a s t h e r i s e i n r e s e r v e s

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

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

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

v i s - à - v i s t h e o u t s i d e w o r l d .

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

1 9 6 1 a n d 1 9 6 3 , t h e f o l l o w i n g t a b l e s h o w s t h r e e i n t e r e s t i n g d e v e l o p m e n t s . T h e

e x p o r t o f c a p i t a l f r o m t h e U n i t e d S t a t e s i n c r e a s e d b y o v e r $ 1 m i l l i a r d w i t h -

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

t o g e t h e r ; w e s t e r n E u r o p e ' s o f f i c i a l r e s e r v e p o s i t i o n i m p r o v e d i n 1 9 6 3 b y n o t

m u c h l e s s t h a n i n 1 9 6 1 , d e s p i t e t h e d e t e r i o r a t i o n o f o v e r $ 2 m i l l i a r d

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

E u r o p e ' s i m p o r t s , i m p r o v e d i t s c u r r e n t b a l a n c e v i s - à - v i s E u r o p e ( e x c l u d i n g

m o n e t a r y g o l d s a l e s ) b y m o r e t h a n $ 1 . 5 m i l l i a r d , s o t h a t i t s u n c h a n g e d c a p i t a l

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

i n i t s r e s e r v e p o s i t i o n .

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

i n t o f i v e d e v e l o p e d c o u n t r i e s — A u s t r a l i a , C a n a d a , J a p a n , N e w Z e a l a n d a n d

S o u t h A f r i c a — a n d t h e l e s s - d e v e l o p e d w o r l d . T h e i m p r o v e m e n t o f $ 2 m i l l i a r d

i n t h e r e s t o f t h e w o r l d ' s c u r r e n t a c c o u n t b e t w e e n 1 9 6 1 a n d 1 9 6 3 w a s s h a r e d

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

r e c e i p t s o f t h e r e s t o f t h e w o r l d w e n t t o t h e five r i c h e r c o u n t r i e s — $ 2 . 4 o u t

o f 2 . 7 m i l l i a r d i n 1 9 6 1 a n d $ 2 m i l l i a r d o u t o f a b o u t t h e s a m e t o t a l i n 1 9 6 3 ;

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

o f c a p i t a l i n 1 9 6 3 .
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World balance of payments.

1961

Current account with United States
western Europe
rest of the world

Total
Monetary gold sales

Total current account
Capital account, errors and omissions

Overall balance, corresponding to change in official gold and
foreign exchange holdings and net IMF position

I962

Current account with United States
western Europe
rest of the world

Total
Monetary gold sales

Total current account
Capital account, errors and omissions

Overall balance, corresponding to change in official gold and
foreign exchange holdings and net IMF position

I963

Current account with United States
western Europe
rest of the world

Total
Monetary gold sales

Total current account
Capital account, errors and omissions

Overall balance, corresponding to change in official gold and
foreign exchange holdings and net IMF position

United
States

Balance of
Western
Europe

Rest of
the world

in milliards of dollars

+ 0.6
+ 1.8

+ 2.4

+ 2.4
— 3.7

— 1.3

+ 0.9
+ 1.3

+ 2.2

+ 2.2
— 4.1

— 1.9

+ 1.1
+ 1.7

+ 2.8

+ 2.8
— 4.9

— 2.1

— 0.6

+ 1.9

+ 1.3

+ 1.3
+ 0.9

+ 2.2

— 0.9

+ 0.9

-

+ 1.9

+ 1.9

— 1.1

+ 0.3

- 0 . 8

— 0.8
+ 2.6

+ 1.8

- 1.8
— 1.9

- 3 . 7
+ 0.6

— 3.1
+ 2.7

— 0.4

— 1.3
— 0.9

- 2 . 2
+ 0.3

— 1.9
+ 2.3

+ 0.4

— 1.7
— 0.3

— 2.0
+ 0.8

— 1.2
+ 2.9

+ 1.7

Note: The overall balances for the different areas correspond to the changes in countries' official gold and
exchange holdings and in their net IMF positions. They are affected by differences in statistical presentation
and by movements of official dollar reserves into or out of the Euro-dollar market. If the overall balance figures
are added across, a positive net result is obtained. In the absence of inconsistencies in the statistics of exchange
holdings, this figure would equal the rise in monetary gold stocks for the year in question.

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

c h a n g e b e t w e e n 1 9 6 1 a n d 1 9 6 3 . H o w e v e r , t h e s h a r e o f E u r o p e i n n e t c a p i t a l

r e c e i p t s , b y n o m e a n s i n s i g n i f i c a n t i n 1 9 6 1 , h a d b y 1 9 6 3 e q u a l l e d t h a t o f t h e

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

E u r o p e w a s a s u b s t a n t i a l n e t i m p o r t e r o f c a p i t a l f r o m n o n - U S s o u r c e s ,

p a r t i c u l a r l y t h e l e s s - d e v e l o p e d c o u n t r i e s .
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Two things point to this. The first is that the net capital imports of
the less-developed group of countries — $0.3 milliard in 1961 and $0.9 mil-
liard in 1963 — were surely much less than the gross amount of foreign
capital they received during those two years. There must therefore have been
a considerable gross outflow of funds from these countries. The second
factor is that, on the basis of US balance-of-payments figures, not more
than about half of Europe's net capital receipts in 1961 and 1963 can be
attributed directly to US sources. Hence, it would appear that the inflow of
capital into the less-developed countries, mostly from the United States, has
been to a significant extent offset by an outflow from them, mostly to Europe.

Management of exchange markets and reserves. Continued active co-
operation among the monetary authorities of the principal financial centres
has been required over the past year to meet shifting pressures in the
exchange markets and to supplement official reserves. The need for it arose,
first of all, out of the basic deficit and surplus positions, which had to be
financed in a way to minimise exchange instability, but also out of temporary
pressures due to political and financial uncertainties. The examples of sterling,
the dollar and the lira show the nature of the problems and the instruments
used in dealing with them.

In the case of sterling, selling pressure in the exchange market early in
1963 was caused by a withdrawal of liquid funds from London. It reflected
an uneasiness about the longer-term prospects of the balance of payments
rather than an immediate external deficit and was the sort of movement that
tends to be cumulative until the public sees clearly that the authorities have
the resources and the intention to meet the situation. The adverse sentiment
induced by the failure of the negotiations for British entry into the Common
Market led to an outflow in January 1963 and there was a more substantial
movement in March with the anticipation of an expansionary budget. Official
intervention in the market was required on both occasions to meet the
heavy demand for foreign exchange. The Bank of England offset its sales to
the market by taking deposits totalling $250 million from four continental
central banks, thus avoiding a decline in official reserves. Wi th the underlying
external position sound, these doubts soon evaporated and the reflux of funds
allowed the central-bank deposits to be repaid by June.

In the case of the dollar, the basic deficit in the balance of payments
has been the crux of the difficulty. But this was not essentially because of
the deficit of any one year, for the meeting of which the United States has
had a huge gold stock as well as large possibilities of financing with credit.
It was rather because of the persistence of the deficit, which weakened the
liquidity position of and confidence in the dollar. However, the problem of
managing the situation was complicated by the extensive use of the dollar
as the medium of international settlement. This meant that temporary shifts
of funds and other imbalances among foreign countries could increase the
drain on US gold reserves in circumstances where there was a preference
for adding gold rather than dollars to official reserves.
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Operations over the past year were concentrated on the Deutsche Mark,
the Swiss franc and the guilder. The strength of these currencies vis-à-vis the
dollar reflected largely transfers of dollars from reserves of other countries
rather than imbalance in direct transactions with the United States. For the
Deutsche Mark and the Swiss franc the periods of excess offering of dollars
did not tend to be subsequently offset by a reverse flow of funds, while the
pressures on the guilder were more short-lived. T o meet the situation the US
authorities used the instruments that had been developed during the previous
two years: (i) intervention in the forward exchange markets for Swiss francs
and guilders to provide cover at reasonable cost for foreigners to hold funds
in dollars; (2) drawing on the swap facilities, in all three cases, to absorb
an immediate over-supply of dollars; it may be noted that the network
of swap facilities between the Federal Reserve and foreign central banks,
including the BIS, was increased to over $2 milliard; (3) the swapping of
holdings of certain European currencies through the intermediary of the BIS
to meet temporary needs for other currencies, namely Swiss francs and
guilders; (4) the issuing of Treasury securities denominated in foreign currencies
to the Bundesbank and the Swiss Confederation to absorb excess accumulation
of dollars by Germany and Switzerland and in one case to help liquidate a
swap drawing.

In addition, the United States made two drawings of $125 million each,
chiefly in Deutsche Mark and French francs, on the International Monetary
Fund in February and May 1964. The proceeds were sold to other countries
for use in making repayments to the Fund. As dollars could not be used for
such repayments because the United States was no longer a net lender through
the Fund, the alternative for the Treasury would have been a loss of gold
reserves, either directly to countries requiring gold for repurchase of their
currencies from the Fund or indirectly as a result of these countries buying
European currencies against dollars for the same purpose.

Thus, the objective of US exchange operations has been to prevent
temporary pressures, and even enduring accumulations of dollars, from making
too large a call on gold reserves. Concern about the level of reserves, how-
ever, has had the more fundamental motive of warding off any significant
flight from the dollar, which, while it could be met by emergency policy
measures, would endanger internal economic expansion.

In the case of the lira, the primary difficulty has been the rapid
emergence of a large current balance-of-payments deficit. Added to this has
been a heavy outflow of Italian capital funds seeking safety from possible
exchange instability and, in part, fiscal advantages. The problem for the
authorities has been to finance the deficit during the time needed to formulate
and reap the benefits of a remedial policy programme and to do so in a way
that minimised the weakening of confidence. That the difficulty started with
Italian reserves at a level of over $3.5 milliard, plus a holding of $200 million
of US Treasury securities denominated in lire, is a reminder that ample inter-
national liquidity does not in itself assure the proper functioning of the
international monetary system.
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In the first phase, which s tar ted in the second half of 1962, the emerg-

ing deficit was financed b y lifting t h e prohib i t ion on the banks to r u n an

unba lanced foreign posit ion. T h i s measure was conceived at t h e t ime pr imari ly

as a convenient way of supplying t h e economy wi th necessary domes t ic

l iquidity. In t h e course of a year (by Sep tember 1963) the banks had d r a w n

in abou t $1 mill iard from abroad in various currencies — largely from t h e

Euro-do l la r marke t .

W h e n the Bank of Italy l imited the banks ' access to foreign funds, the

cont inuing deficit began to b e reflected in a decline of official reserves.

D u r i n g this phase, f rom Oc tobe r 1963 to F e b r u a r y 1964, two facilities for

l imit ing the direct loss of reserves were util ised. T h e Bank of I taly d r e w o n

its reciprocal swap facility wi th t h e Federa l Reserve System and sold lire

direct to the U S Treasury , the reby provid ing itself wi th fur ther resources

for marke t intervent ion. T h e accumula t ion of lire by the U S T r e a s u r y was

in ant ic ipat ion of t h e r epaymen t of its d e b t to Italy in l i ra -denomina ted

securities, wh ich was effected by Apr i l 1964.

In M a r c h a new phase had begun wi th a r rangement s for substant ial

l iquid resources and o ther credits f rom abroad. T h e aim was to s top t h e

capital flight as well as to l imit t h e dra in on reserves. By this t ime a firm

star t had been m a d e on a policy of restraint , so tha t improvemen t of the

si tuat ion seemed in prospect . Access to substant ia l l iquidi ty was obtained

from E u r o p e a n central banks and t h e U S T r e a s u r y ; I taly 's gold t r anche in the

I M F of $225 million was d r a w n ; and in te rmedia te - t e rm credits of $450 mil l ion

were a r ranged wi th the U S E x p o r t - I m p o r t Bank and the C o m m o d i t y Cred i t

Corpora t ion . In addit ion, negotiat ions were unde r t aken wi th the I B R D

for a longe r - t e rm credit . T h u s , t h e variety and vo lume of internat ional

financial resources, including pr ivate l iquid funds, tha t were secured to

he lp br idge t h e gap also showed the flexibility of the internat ional financial

system.

T h e details of these th ree cases give an insight into the operat ional

mean ing of t h e need for in ternat ional l iquidity. In practice, t he need arises w h e n

there is selling pressure in t h e exchange marke t on one or m o r e currencies,

and l iquidi ty — whe the r from official reserves or f rom bor rowed resources —

is the means tha t can b e mobil ised to contain t h e pressure . O f course, t he

m o r e quickly and firmly steps are taken to restore equi l ibr ium, t h e less need

will t he re be to in tervene in the exchange marke t . In any case the wor ld

total of in ternat ional l iquidity, however measu red statistically, is only remote ly

related to the practical p rob lems tha t bo th the deficit and the surplus

countr ies m u s t mee t in manag ing the exchange markets . However large

total reserves migh t be, their d is t r ibut ion is never likely to be ideal ; and

even ample reserves of a count ry in deficit m a y often have to be supp lemen ted

by outs ide resources to p reven t deter iorat ion of confidence and flight f rom

t h e currency. T h e a r rangements be ing m a d e from m o n t h to m o n t h to mee t

these practical p rob lems are giving a pragmat ic demons t ra t ion of the rôle of

co-opera t ion among mone ta ry authori t ies in the m a n a g e m e n t of the inter-

nat ional financial system.
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P A R T II

M O N E T A R Y A N D E C O N O M I C S U R V E Y .

I. C R E D I T D E V E L O P M E N T S A N D P O L I C I E S .

In the monetary sphere the past year has seen considerable progress
towards the solution of certain problems, but also the emergence of some
new ones.

In the United States the adoption of expansionary fiscal measures has,
besides giving promise of sustained domestic growth, provided more freedom
to adapt monetary policy to external ends. On the other hand, in western
Europe and Japan, where little more than a year ago the tempo of activity
had flagged, excessively rising demand has led to widespread recourse to
measures of credit restraint. This has meant a renewed widening of interest
rate differentials vis-à-vis the United States.

Among the continental European countries the problem of monetary
policy has been further complicated by different degrees of demand pressure
and the emergence of external payments imbalances. Within the Common
Market, in particular, the requisites of integration have made it especially
difficult for a surplus country, such as Germany, to use monetary restraint as
a means of combating "imported" inflation. By the same token, it has become
more important for a deficit country, such as Italy, to take all the necessary
steps, including credit restrictions, to stop inflation at its origins.

Inflation has also accentuated the problem of developing and integrating
Europe's capital markets. The progressive squeeze on profit margins in recent
years, mitigated only by price inflation itself, has reduced industry's self-
financing capacity, while the prospect of relatively low profit margins and
further rising prices has made investors more reluctant to place funds at
longer term.

In principle, the broad policy implications of these developments are
fairly clear, and the authorities concerned have generally been moving in the
appropriate directions. In countries with inflationary pressures it is important
that fiscal restraint, leading to an increase in government saving, be given
adequate emphasis. From the domestic point of view this has the advantage
of facilitating a readier availability of both bank credit and capital-market
funds for investment purposes, thus lessening the danger of provoking a
slowing-down of growth. From the external point of view fiscal restraint
helps to limit the rise in interest rates, thereby reducing the incentive for
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fur ther inflows of capital into Eu rope . T o the extent tha t recourse to credit

restr ict ions is necessary, the measures used should be designed so far as

possible to avoid excessive capital inflows.

W i t h regard to t h e U n i t e d States, t he implicat ion for policy is ra ther

tha t the re m a y need to be a greater will ingness to accept a somewha t h igher

s t ruc tu re of interest ra tes . T h e tax reduc t ion of F e b r u a r y 1964 has laid a

firm basis for this, while greater caut ion in the credit field m a y also prove

war ran ted on domest ic g rounds .

C o m p a r a t i v e credit a n d capi ta l -market d e v e l o p m e n t s .

New patterns of saving and investment. Unde r ly ing the s t rong d e m a n d for

credi t in cont inenta l E u r o p e in recent years have been significant deve lopments

affecting b o t h the sources and uses of investible funds. A s regards t h e d e m a n d

for funds, fixed capital inves tment con t inued to r ise relative to gross nat ional

p r o d u c t u p to 1962. A l t h o u g h industr ia l inves tment in p lant and e q u i p m e n t

weakened percept ib ly in 1962 and early 1963, it remained high, and more

recent ly it has shown signs of renewed advance. Almos t everywhere the d e m a n d

for hous ing has cont inued at inflationary levels. Inven tory inves tment , on t h e

o ther hand , was mode ra t e in 1963 and m u c h below the 1960-61 average —• a

fact tha t makes the external ad jus tment of these countr ies all t h e m o r e notable .

W i t h respect to t h e supply of funds, t h e central feature of recent

years has been t h e decline in nat ional saving ratios. In mos t cases this has

been d u e pr imar i ly to a relative d r o p in gross business saving. T h e g rowth

of in ternat ional compet i t ion has kept industr ia l prices u n d e r considerable

pressure , while the rise in wage and salary incomes has t ended to r u n ahead

of product iv i ty gains. In 1963 rising commodi ty prices also con t r ibu ted to

the squeeze on profit marg ins .

Since t h e largest par t of household income goes regularly into con-

sumpt ion , its relative increase at t he expense of profits d id no t resul t in a

compensa t ing rise in personal saving. N o r was there any offset after 1961

from t h e side of publ ic-sector saving, wh ich instead t ended to decline relative

to gross nat ional p roduc t .

F o r individual countr ies the behaviour of saving and inves tment com-

ponen t s in relation to the gross nat ional p roduc t is shown in t h e table on the

nex t page .

U p to a po in t the t rends j u s t descr ibed were no t unwelcome. F o r

the cont inenta l countr ies wi th external surpluses the ad jus tment of saving

to a level m o r e in keeping wi th domest ic inves tment con t r ibu ted to an

improved paymen t s balance wi th the rest of the world. N o d o u b t it has

also m a d e potential ly for a bet ter relat ion be tween profits and wages, provided

tha t a stabilisation of t h e si tuation can be achieved. However , t h e ad jus tment

forces t ended last year to get ou t of hand , leading in some countr ies to

excessive domest ic d e m a n d and external deficits, actual or th rea tened .
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Gross nat ional saving and investment.

Countries Years

Gross national saving

House-
holds

Enter-
prises

Public
author-

ities

Total
saving

and
invest-
ment

Gross national investment

Gross domestic
fixed capital

formation

Housing
Plant and

equip-
ment

Change
in

stocks

as percentages of gross national product at market prices

Net
external
balance

Belgium.

Denmark . . .

Finland

France

Germany . . .

Italy

Netherlands. .

Norway

Sweden.

Switzerland . .

United Kingdom .

United States .

Japan.

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
1963

1960
1961
1962
19633

9.5
8.2
8.4

10.2
10.5
10.4

15.6
16.8
14.3

7.9
10.6
9.6
10.5

8.9
8.1
9.2
8.5

4.9
5.0
5.0
5.5

9.7
9.9
9.4
9.8

8.8
8.5
8.3
7.9

16.5
15.3
15.0
15.0

22.4
22.8
22.2
19.6

9.5
8.2
8.0
8.2

14.4
13.6
12.8
12.7

16.8
16.6
15.5
15.8

4.3
4.5
5.1
5.0

4.6
5.4
4.0

5.2
6.3
5.4
5.8

4.3
5.3
5.2
5.0

17.1
18.0
17.8

12.7
11.7
9.0

7.6
7.5
7.4

11.2
9.4
8.8
9.5

10.1
9.8
10.4
10.4

13.2
14.1
12.4

— 0.2
0.8
1.0

6.0
3.5
5.1

11.4
9.4
9.5
7.0

5.1
5.4
4.4
4.6

6.6
6.5
6.3
5.8

3.6
4.3
4.4
4.1

5.9
6.8
6.1
5.4

9.9
10.1
10.2
9.6

6.5
8.0
8.9

17.4

13.9
14.0
14.9

2.3
2.5
3.6
2.3

3.72

2.12

2.22

2.72

8.2
9.8
9.6

19.5
19.5
19.8
19.2

21.6
20.3
19.4
19.8

29.0
29.9
28.5
27.3

22.8
22.0
21.9
21.0

28.0
26.8
26.3
26.3

26.0
27.1
26.6
23.7

29.8
28.6
26.9
26.3

26.7
26.7
25.7
25.4

23.5
24.2
23.0
22.4

26.1
26.9
26.3
25.7

17.51

18.01

17.21

17.01

17.41

16.91

17.51

17.5'

36.9'
41.4'
38.3'
34.2'

5.8
6.0
5.7
5.6

3.2
3.6
3.6
3 .4

5.7
6.3
6.9
7.6

4 .7
4 .8
4.7
5.0

5.8
5.9
6.0
6.1

5.8
5.9
6.5
6 .8

4 .2
4 .1
3.9
4 . 0

3.9
4.1
4.2
4.1

5.2
5 .3
5.5
5.7

6.9
7.4
7.0
7.0

3.0
3.0
3.1
3.1

4.32

4.22

4.32

4.42

2.3
2.5
2.7
3.4

12.8
12.8
13.1
13.3

16.2
17.0
17.0
16.2

23.3
23.1
22.4
21.0

14.0
14.8
14.9
14.8

18.0
18.8
19.4
19.0

17.5
18.3
18.1
17.5

19.4
20.1
20.4
20.4

23.9
25.1
24.6
25.8

17.0
17.2
17.1
17.3

15.9
18.9
20.7
20.8

13.2
13.9
13.4
13.0

12.12

11.8"
11.82

11.82

29.2
32.2
32.0
28.9

0.7
0.7
0.5
0.6

3.4
1.5
2.3
0.2

0.9
1.8
0.9

2.4
0.9
1.6
1.1

2.9
1.8
1.2
1.2

1.6
1.4
1.3
0.9

3.3
2.9
1.2
0.9

1.3
1.3
0.2

-0.9

2.2
1.6
0.6

-0.2

2.6
3.2
2.1
1.5

2.3
1.1
0.3
0.5

0.7
0.3
1.0
0.8

5.0
8.8
3.7
3.5

0.2
0.0
0.5

-0.3

- 1.2
- 1.8
-3.5
0.0

-0.9
- 1.3
- 1.7
- 1.3

1.7
1.5
0.7
0.1

1.3
0.3

-0.3
0.0

1.1
1.5
0.7

- 1.5

2.9
1.5
1.4
1.0

-2.4
-3.8
- 3.3
-3.6

-0.9
0.1

-0.2
-0.4

0.7
-2.6
-3.4
-3.6

- 1.0
-0.0
0.4
0.4

0.3
0.6
0.4
0.5

0.4
-2.1
-0.1
- 1.6

1 Including a residual error. 2 Including, as an element of both saving and investment, new civil public con-
struction. 3 January-September.
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Although the proportionate decline in total saving had been going on
for some time, most continental countries early in 1963 were still pursuing
relatively easy credit policies. This was partly because of their still strong
external positions, but partly also because of their desire to sustain private
investment, the profitable opportunities for which had declined in some
sectors. In addition, there was a separate, but related, need to accommodate
the shift by business firms from internal to external sources of finance.
During 1963, however, the cumulative rise of wages and consumption contributed
to domestic inflation and its transmission internationally via import demand.
Fiscal policy, already tilted in the wrong direction in some countries in response
to the earlier weakening of private investment, could not be readily reversed.
In these circumstances credit policy had to be shifted quickly in many countries
from relative ease to substantial restraint.

In the United States and the United Kingdom events have moved
along different lines. At the turn of 1962-63 overall saving propensities were
clearly in excess of domestic investment demand. But instead of being
associated with an external surplus, as had earlier been the case on the Con-
tinent, the saving potential was running to waste in the form of idle domestic
resources. Since that time growth has accelerated in both countries, partly
as a result of expansionary fiscal policies, and has led to a buoyant recovery
in business saving.

Bank credit and liquid-asset formation. A striking feature of the cyclical
phase 1958-63 was the large expansion of bank credit. Total bank credit
rose in absolute terms during this period two or three times as much as in
the expansion of 1952—57, and the increases were usually also much bigger
in percentage terms. In some countries, such as France, Italy and Finland,
the large 1958-63 increase was proportionately about the same as earlier. It
was also impressive in Germany, even against the exceptional rise in 1952—57.

The growth of bank credit in 1958-63, and with it the banks' deposit
liabilities, was linked with the imbalance in international payments. In the
United States the monetary authorities, with a view to promoting a fuller
utilisation of resources, more than offset the effects of the steady gold
outflow on the credit base. In the western European countries rising net
foreign assets of the banking system formed an important counterpart to the
growth of domestic liquid assets of the public. Thus not only was the total
expansion of bank credit in 1958-63 generally larger than in 1952-57 but the
proportion of the increase that was based on the acquisition of net foreign
assets was often much bigger than in the earlier period. As shown in the table,
this proportion ranged from around 10 per cent. (Finland, Germany, Italy,
Norway and Sweden) to 30 per cent, or more (Austria, France and the
Netherlands).

The influence of foreign exchange gains is seen in sharper focus if
one looks only at the rise in official reserve holdings compared with the
increase in the domestic money supply. In all the continental countries except
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The expansion of bank a s s e t s .

Countries Periods

Overall increase

in milliards
of national
currency

units

in per-
centages

Proportion of increase due to change in
net

foreign
assets

credit to
government

sector

credit to
private
sector

in percentages

Austria

Belgium . . . .

Denmark . . . .

Finland

France

Germany . . . .

Italy

Netherlands . .

Norway

Spain

Sweden . . . .

Switzerland . . .

United Kingdom

United States. .

Canada

Japan

1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1 9 5 2 - 1 9 5 7
1 9 5 8 - 1 9 6 3

1952-1957
1958-1963

1 9 5 4 - 1 9 5 7
1 9 5 8 - 1 9 6 3

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1952-1957
1958-1963

1953-1957
1958-1963

62.2

4 5 . 9
1 2 5 . 0

3 . 8
1 3 . 7

2.3
4.4

38.4
88.4

78.2
124.5

4 , 6 6 8
1 2 , 1 5 0

1.9
11.3

3.6
7.1

129.6
380.3

12.3
22.7

11.3
29.1

0.9
2.4

38.9
81.4

2 . 9
4 . 7

3 , 8 1 4
1 7 , 9 5 6

109.4

24.2

53.0

27.5
77.2

83.7
88.7

103.1
116.9

189.8
104.3

110.0

128.4

15.5

79.3

26.4
41.4

7 9 . 8
130.2

42.8
55.4

41.0
74.7

10.1
23.9

21.7

37.3

34.5
41.8

93.2
227.1

29.2

22.6

17.1

6.3
17.5

- 1.7

10.8

- 7.0
27.7

2 5 . 3
11.7

4.0

7 . 5

121.5

44.0

12.9

12.7

- 5.1

20.0

9.1

7.0

9 .7
18.3

- 11.7
16.5

1.0
- 11.1

18.5

1.8

1.8

22.0

38.6

50.5

3.6
- 5 . 3

2.7

- 2.6

37.4

12.8

5 . 8
9.8

26.3

13.8

-146.6

6.1

5.0
3.9

44.7

10.5

30.2

8.0

15.8
9.1

122.7

- 34.9

6.2
37.1

- 5 . 9
13.7

10.6

3.4

48.8

38.8
32.4

90.1

8 7 . 8

99.0

91.8

69.6

59.5

6 8 . 9
7 8 . 5

69.7

7 8 . 7

125.1
49.9

82.1

83.4

60.4
69.5

60.7

85.0

74.5
7 2 . 6

-11.0

118.4

92.8

74.0

105.9

67.8

91.2

94.8

Source : IMF, International Financial Statistics, "Monetary Survey".

G e r m a n y t h e i n c r e a s e i n t h e c e n t r a l b a n k ' s f o r e i g n e x c h a n g e a s s e t s w a s m u c h

g r e a t e r i n 1 9 5 8 - 6 3 t h a n i n 1 9 5 2 - 5 7 , a n d t h e s a m e w a s t r u e o f t h e p e r c e n t a g e

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

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

w a s n e g l i g i b l e ; t h i s r e f l e c t s t h e i n f l a t i o n o f t h e y e a r s 1 9 5 6 - 5 7 .

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

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

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

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

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

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

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

t o b e t t e r e f f e c t t h a n o t h e r s .



Changes in of f ic ia l ho ld ings
of fore ign assets and in money supply.

Countries

Change in official
foreign assets

1952-57 1958-63

Increase in currency and sight deposits

1952-57 1958-63

in milliards of national currency units

1952-57 1958-63

in percentages

6.10

0.37

0.06

0.34

21.50

0.19

1.64

0.24

— 0.14

1.93

43.70

2.10

0.56

21.23

10.10

1.77

3.59

1.25

1.54

5.36

29.40

1.06

0.18

34.42

15.90

2.31

2.03

1.25

1.64

3.08

80 .90

6.09

0.62

78.26

27.10

6.46

5.26

2.42

5.62

11.46

17

15

13

93

83

79

29

22

20

26

41

77

70

110

77

»23

58

35

56

76

Belgium

Denmark

Finland

France

Germany

Italy*

Netherlands

Norway

Sweden

Switzerland

* In thousands of milliards

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

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

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

r e s t r a i n t i n 1 9 5 9 - 6 0 a r e a v i v i d r e m i n d e r o f t h i s . S t i l l , i t w o u l d b e g o i n g

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

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

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

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

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

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

1 9 5 8 - 6 3 w a s n o t t o a n y g r e a t e x t e n t a s c r i b a b l e t o t h e g r o w t h o f c r e d i t t o

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

t h e y e a r s 1 9 5 2 - 5 7 . I n m a n y c o u n t r i e s — D e n m a r k , F i n l a n d , F r a n c e , I t a l y ,

N o r w a y , S w e d e n , S w i t z e r l a n d a n d t h e U n i t e d K i n g d o m — p u b l i c - s e c t o r n e t

r e c o u r s e t o b a n k c r e d i t i n 1 9 5 8 - 6 3 w a s s u b s t a n t i a l l y b e l o w t h a t i n 1 9 5 2 - 5 7

a n d i n s o m e c a s e s w a s e v e n n e g a t i v e ( s e e p a g e 3 5 ) . T h o u g h t h i s w a s n o t t r u e

o f G e r m a n y a n d t h e N e t h e r l a n d s , t h e 1 9 5 8 - 6 3 i n c r e a s e i n t h e s e t w o c o u n t r i e s

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

w a s b a n k c r e d i t t o t h e p u b l i c s e c t o r l a r g e —• i n f a c t , g r e a t e r t h a n i n 1 9 5 2 - 5 7 .

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

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

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

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

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

o f l i q u i d a s s e t s i n 1 9 5 8 - 6 3 . A l t h o u g h i t s b a s i s w a s p r o v i d e d b y t h e f o r e i g n

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

w a y u n t i l l a t e 1 9 5 9 w i t h t h e r e s u m p t i o n o f h e a v y i n v e s t m e n t o u t l a y s . S u b -

s e q u e n t l y , t h e b u s i n e s s s e c t o r ' s d e m a n d f o r c r e d i t c o n t i n u e d t o g r o w a s
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investible funds from internal sources declined relative to overall requirements.
Heavy credit demands were also widely associated with the boom in housing
and land values, the steep upward trend in durable consumer goods expenditure
and the financing of a growing volume of trade turnover at gradually higher
prices.

These credit trends are reflected in the graph on the next page, which
compares the actual percentage rates of increase of the banking system's
deposit liabilities with their implicit increase in so far as associated with the
expansion of private-sector credit alone. Thus the gap between the two lines
indicates the extent to which the expansion of money and quasi-money is
linked with the growth of the banks' foreign assets and of their claims on
the public sector.

Largely owing to the inflow of foreign exchange, the rate of liquid-asset
formation was already quite high in a number of countries in the years
1958-59. From late 1959 onwards, however, liquid-asset formation came to
depend increasingly upon the marked growth in credit to the private sector.
In some countries the uptrend in private credit, combined with the recurrence
of exchange inflows, brought the rate of growth of liquid assets to new peak
levels (France, Italy, Belgium, Switzerland and Spain).

The experience of individual countries over these years reflects wide
differences of policy and circumstance, which cannot be gone into in detail.
However, it is of interest to note that in Germany, where through its budget
the central government absorbed funds domestically and used them mostly
to make net payments abroad, the growth rate of liquid assets has in recent
years been closely related to that of credit to the private sector. In France,
with the help of a new compulsory assets ratio (the "coefficient de trésorerie")
introduced in January 1961, the growth of liquid assets ascribable to private-
sector bank credit was kept to about 10 per cent, a year. In Italy, on the
other hand, this percentage generally ran higher and rose to upwards of
17 per cent.

Looking at more recent trends, liquid-asset formation has now slowed
down in France, Italy, Switzerland, Sweden, Spain and Finland. Switzerland
in April 1962 and France in March 1963 imposed ceilings on the permissible
rate of bank credit expansion, and these ceilings were subsequently lowered.
In Spain reserve requirements were introduced in the spring of 1963. In
Italy, where there was some delay before the introduction of credit restraint,
the authorities began in the late summer of 1963 to allow the external deficit
to have some effect on the credit base. In Sweden both external reserve
losses and public debt management operations have curtailed the growth of
liquidity. In Finland the squeeze has been primarily associated with govern-
ment deficit financing outside the banking system.

In Belgium from early 1961 and in the Netherlands from the spring of
1963 liquid-asset formation accelerated in conjunction with a speeding-up of
credit to the private sector. In the autumn the Netherlands authorities
reintroduced a ceiling on the permissible rate of credit expansion to the



Rate of growth of monetary and quasi-monetary liabilities.1

, Overall growth — having as counterpart changes in
net foreign assets and in credit to private and public sectors

, Growth implicit in credit
to private sector alone 2

%20
FRANCE

1958 1959 1960 1961 1962 1963 1958 1959^60 1961 1962 1963 1958 1959 1960 1961 1962 1963

Source: IMF, International Financial Statistics, "Monetary Survey".
1 By quarters, as percentage change over corresponding quarter of preceding year. ! Lending to the private
sector is assumed to have a counterpart only in monetary and quasi-monetary liabilities. In the case of
Germany, however, where long-term liabilities are especially important, these have been included as a quasi-
monetary liability.
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private economy, and in Belgium a gentleman's agreement was worked out
along similar lines early in 1964.

In three other countries — Germany, Austria and Denmark — liquid-
asset formation also speeded up during 1963. Whereas in Germany and
Denmark this was ascribable mainly to the renewed influx of foreign exchange,
in Austria both exchange gains and an acceleration of private credit were
involved.

In the United States deliberate policy actions have kept domestic liquidity
creation rather independent of the external deficit. Monetary restraint was
applied for domestic reasons in 1959, but since the adoption of credit ease
in early i960 liquid-asset formation has been very substantial. The contractive
effects of the gold losses have been offset by a combination of open-market
security purchases and reductions in reserve requirements. During 1963,
however, bank liquidity tended to tighten under the influence of a slightly less
easy credit policy.

In the United Kingdom, given the offsetting operations of the Exchange
Equalisation Account, the link between the external position and domestic
liquidity creation is less automatic than in most continental countries. In
practice, however, the alternating periods of monetary tightness and ease
during 1958-63 were closely related to deterioration and improvement in the
external accounts. During much of this period, moreover, a continuing
official objective was to fund public debt, which also served to restrain the
growth of liquid assets. Thus deposit formation at the banks was less
than the growth of private credit, leading the banks to run down their
security holdings. In the course of 1962-63, as the external position improved,
credit policy was eased and both bank advances and deposit formation
accelerated. Following the Bank rate increase in February 1964, there was
some slowing-down in the growth of advances, but, with larger government
expenditure not wholly offset by greater sales of public debt, deposits went
on rising.

Although liquid-asset formation has begun to slow down in some
countries in response to credit restraint measures, the very scale on which
these assets have been created in recent years represents a potential source of
inflation. Thus, in most countries last year liquid assets continued to grow,
or at least hold steady, relative to the gross national product, despite the
rise in prices. Since the figures in the following table are annual averages,
and since most restrictive measures were taken after the middle of the year,
these ratios do not reflect more recent trends. They do tend to show, how-
ever, that credit remained relatively easy in many countries during much of
1963, leading also to a declining or stable trend of interest rates (France,
Germany, .the Netherlands, Sweden, Switzerland, Canada and the United
Kingdom) up to about the middle of the year (see graph on page 50).
Indeed, during the entire expansionary phase, except for isolated periods of
monetary restraint such as that in Germany in 1959-60 and that in Belgium
and Sweden in 1960-61, interest rates in most continental countries remained
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near, or even below, the 1958 recession level. After t he midd l e of 1963,

however , t he upsurge of demand , combined in m a n y cont inental countr ies

wi th recourse to mone ta ry res t ra int measures , led to a rising t r end of long-

t e r m interest rates. In the Un i t ed Kingdom, where mone ta ry restr ict ions were

Money supply, quasi-money and gross national product.1

Countries Years

Money supply

Currency Demand
deposits Total

Quasi-
money :

Money
and

quasi-
money

Gross
national
product

(at market
prices)

in milliards of national currency units

Money
supply

Quasi-
money

as percentages
of GNP

Austria ,

Be lg ium.

Denmark . . . .

Finland

France

G e r m a n y . . . .

Italy

Netherlands. . .

Norway .

Sweden.

Switzerland . . .

United Kingdom .

Canada ,

United States . .

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

19.8
21.6
23 .3

128.7
136.2
149.3

2 . 8
3 .1
3 . 3

0.7
0.7
0.8

42.2
47.6
53.7

21.9
23.7
25.2

2,466
2,813
3,310

5 . 2
5 . 6
6 . 2

3 . 6
3 . 9
4 . 1

6 . 5
6 . 8
7 . 3

7.3
8.1
8.7

2.1
2.1
2.2

1.9
2.0
2.0

29.1
30.1
31.5

15.2
16.9
18.3

100.2
109.4
121.4

8.1

9.0
10.0

0.8
0 .9
1.0

59.4
71.1
84.5

27.0
30.5
32.7

5,286
6,331
7,500

6.6
6.9
7.6

3.9
4 .2
4 .4

5.3
6.0
6.5

12.8
14.6
15.9

6 .9
7.0
7.3

4 .5
4 .7
5.2

114.0
1 15.9
1 19.0

35.0
38.5
41.6

228.9
245.6
270.7

10.9
12.1
13.3

1.5
1.6
1.8

101.6
118.7
138.2

48.9
54.2
57.9

7,753
9,144

10,810

11.8
12.5
13.8

7.5
8.1
8.5

11.8
12.8
13.8

20.1
22.7
24.6

9.0
9.1
9.5

6.4
6.7
7.2

143.1
146.0
150.5

42.2
48.9
55.9

48.2
56.5
60.8

11.4
12.4
13.6

5.6
6.2
6.5

10.9
13.0
14.5

64.8
72.6
83.2

6,021
7,082
8,140

14.6
16.3
18.2

11.9
12.6
13.4

37.4
40.4
44.3

30.0
33.6
37.7

,

7 .6
8.0
8.4

78.5
91.0

105.3

77.3
87.4
97.5

277.1
302.1
331.5

22.3
24.5
26.9

7.1
7.8
8.3

112.5
131.7
152.7

113.7
126.8
141.1

13,774
16,226
18,950

26.4
28.8
32.0

19.4
20.7
21.9

49.2
53.2
58.1

50.1
56.3
62.3

.

14.0
14.7
15.6

221.6
237.0
255.8

1 7 7 . 9
1 8 6 . 9
1 9 9 . 3

6 0 1 . 2
6 3 7 . 2
6 8 3 . 5

4 5 . 3
5 0 . 9
5 4 . 3

15.9
17.0
18.4

3 1 9 . 7
3 5 6 . 3
3 9 1 . 8

3 2 6 . 2
3 5 4 . 8
3 7 6 . 8

2 1 , 0 8 3
2 3 , 7 5 4
2 6 , 9 3 0

44.9
47.7
51.6

3 4 . 9
3 7 . 5
4 0 . 0

6 8 . 6
7 4 . 2
7 9 . 5

41.5
46.3
50.5

27.1
28.3
29.8

37.4
40.3
43.0

5 1 8 . 2
5 5 4 . 9
5 8 5 . 1

» 9 . 7
20.6
20.9

38.1
38.5
39.6

24.2
23.7
24.5

9.6
9.5
9.8

31.8

33.3

35.3

15.0
15.3
15.4

36.8
3 8 . 5
40.1

26.3
26.2
26.6

21.5
21.5
21.2

17.2
17.3
17.4

48.6
48.8
48.7

3 3 . 4
3 2 . 3
31.9

17.1
16.7
16.9

27.6
26.3
2 5 . 7

2 3 . 7
2 6 . 7
2 8 . 0

e.o
8.9
8.9

25.1
24.3
25.1

34.9
36.4
35.7

3.4
3.7
3.7

19.9
20.5
22.1

28.6
29.8
30.2

32.6
34.1
35.2

34.1
33.5
33.6

54.5
54.4
55.7

72.2
72.6
74.6

20.2
19.8
19.4
15.1
16.4
18.0

1 The figures for the money supply and quasi-money are annual averages. 2 Includes only the quasi-monetary
liabilities of the deposit banks as defined in the IMF's "Monetary Survey" data. In the United Kingdom time
deposits, which are at seven days' notice, are included under demand deposits.
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not a factor, t he yield on industr ia l bonds , after reaching a low in the a u t u m n ,

increased markedly in subsequen t m o n t h s , while in t h e U n i t e d States there

was a m o r e gradual u p w a r d t r e n d over t h e year as a whole .

Capital-market problems and policies. I n the l ight of the t r ends descr ibed

in t h e preceding pages, t h e growing preoccupa t ion o n t h e C o n t i n e n t w i th t h e

need to p romote the flow of funds in to longer - t e rm channels is readily u n d e r -

s tandable . T h e reduced scale of self-financing, t h e pub l i c ' s preference for

liquid financial assets and, in some cases, t he publ ic sector 's greater recourse

to t h e credit markets have all impinged u p o n t h e supp ly of indust r ia l g rowth

capital . Because inflation has he lped to sustain profit marg ins , t h e p r o b l e m has

not yet been seen in its full d imens ions . Moreover , inflation itself t ends to

u n d e r m i n e a vital prerequis i te for a hea l thy capital m a r k e t : a consistent ,

convincing record of p r ice stabili ty. I n th i s respect 1963 was a setback.

I n view of the major differences in nat ional financial s t ruc tures , in ter -

count ry comparisons of capi ta l -market activity are hazardous . In t h e tab le on

the next page, for instance, mor tgage financing is no t inc luded for t h e

Un i t ed States and some Eu ropean countr ies , whereas in a n u m b e r of o ther

countr ies b o n d issues to raise mor tgage funds often play an impor t an t rôle.

I n addit ion, in some countr ies , such as France , Italy and Belgium, semi-

publ ic credit inst i tut ions, which bo r row u n d e r favourable condi t ions and

re- lend t h e proceeds mos t ly t o pr iva te indus t ry , a re a significant factor i n

t h e capital market . F o r countr ies individually, however , it may be seen tha t

b y 1962 net new issues, expressed as a percentage of the gross nat ional

produc t , were qu i te substant ial , and in some countr ies well above t h e average

for the years 1956-58.

O v e r t h e pas t year t h e forces bear ing o n var ious capital markets ,

t hough diverse, were generally constr ict ive in their implicat ions. In some cases

mone ta ry res t ra int was itself an overr iding considerat ion. T h u s in F r a n c e t h e

Treasu ry , after having refrained for four years from capi ta l -market bor rowing ,

issued two loans in 1963 for a total of Fr.fr . 3 mill iard, pr imar i ly in order

to reduce l iquidity. Similarly, in Sweden t h e gove rnmen t issued several loans

in late 1963 a n d early 1964, par t ly in o rde r to r educe b a n k l iquidi ty . I n t h e

N e t h e r l a n d s the T r e a s u r y also w i thd rew l iquidi ty from t h e marke t in 1963

wi th an a u t u m n loan in excess of its needs .

In some countr ies t h e publ ic sector 's greater financial needs curtai led

the availability of capi ta l -market funds. T h i s was t r ue in G e r m a n y and

Sweden and also of local author i t ies in Switzerland. I n Switzerland, too,

the re was a reduc t ion in the Confedera t ion ' s b u d g e t surp lus last year and

a smaller r e t u r n flow of funds to t h e marke t via deb t r edempt ion . I n Belg ium

t h e T r e a s u r y was faced w i t h a doub le b u r d e n : a large deficit a n d t h e

necessity of financing it main ly t h r o u g h shor t - t e rm foreign credi ts channel led

via the banks . T h r o u g h o u t the year t h e capital marke t was u n d e r t h e shadow

of t h e fiscal reform of late 1962, wh ich imposed wi thho ld ing taxes o n income

from new issues, b u t t h e s i tuat ion i m p r o v e d in t h e early m o n t h s of 1964.



Countries

Bêlaium. .

Denmark . . . .

Germany . . . .

Italy

Netherlands. . .

Switzerland . . .

United Kingdom.

United States . .

Canada . .

Annual
averages

or
years

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

1956-58
1959-61

1962
1963

Capita market: Net
Public

State

Local
author-

ities
and

public
bodies

i s s u e s

Private1

Shares Bonds

Foreign
issues Total

in milliards of national currency units

6.52

11.02

17.92

2.9*

0.08
— 0.18
— 0.18
— 0.19

2.02
— 0.94
— 0.86

2.09

- 0 . 1 8 3

0.423

0.663

1.803

87
134

— 108
- 200

0.014

0.464

- 0 . 0 9 4

0.604

0.58s

0.455

- 0 . 5 1 5

0.875

— 0.41
— 0.21
— 0.26
— 0.08

0.06'
- 0 . 2 2 '

0.57'
— 0.13'

- 1 . 0 "
0.48

1.58

2.5»

0.219

0.95'
0.77'
0.98'

7.3
7.4

11.5
7.2

-

— 0.01
— 0.01

0.03
0.15

0.80
0.91
1.81
1.78

83
170
128

0.42
0.52
0.20
0.40

0.04
0.02
0.23
0.43

0.18'
0.10'
0.18'
0.26'

0.04
0.04
0.14
0.09

4.2
4.2
4.7
6.2

0.84
0.91
0.88
1.15

6.7
6.2
7.7
5.3

0.10
0.15
0.13
0.13

2.02
2.95
3.99
4.18

1.54
1.82
1.51
1.02

190
379
608
252

0.37
0.13
0.46
0.07

0.28
0.52
0.80
0.55

0.25'
1.05'
1.81'
1.53'

0.14
0.35
0.26
0.20

3.6
4.0
2.4
1.0

0.51
0.29
0.34

— 0.10

10.5
10.3
10.1
10.3

0.84
1.78
2.92
3.80

2.60
3.77
4.22
4.92

3.71
5.12
7.06
8.48

292
587
942

1,152

0.25
0.11
0.30

— 0.02

0.68
1.07
3.03
1.75

0.85'
0.99'
1.11»
2.19'

0.19
0.12
0.17
0.23

5.9
4.7
5.0
5.6

0.81
0.27
0.42
0.58

-

-

0.06

0.04
0.13
0.10
0.11

5
30
15

— 0.04
0.13
0.14

— 0.12

-

0.14
0.63
0.44
0.53

0.01
0.01

0.02

0.7
0.7
1.0
1.1

-

31.0
34.9
47.2
25.7

1.03
1.75
2.87
3.74

6.63
5.77
7.38

11.40

5.90
8.41

1 1.14
13.19

563
1,189
1,642
1,347

1.00
1.34
1.01
0.93

1.58
2.06
3.55
3.60

1.01
2.57
3.28
4.43

0.37
0.29
1.14
0.41

13.4
14.1
14.6
16.4

2.36
2.42
2.41
2.61

Private
issues

Total
new

issues

as percentages
of GNP

3.4
2.9
2.8
2.3

2.9
4.6
6.0
7.2

2.1
2.3
2.3
2.3

2.4
2.5
2.6
2.7

3.1
5.0
6.5
5.2

1.7
0.6
1.6
0.1

1.8
2.5
5.2
2.9

3.5
5.4
6.3
7.4

1.2
1.8
1.5
1.4

2.1
7.7
1.3
1.1

4.1
7.5
1.9
1.1

6.1
6.1
7.4
3.8

3.1
4.1
5.6
6.9

3.1
2.0
2.1
2.9

2.7
3.1
3.4
3.7

3.7
6.2
6.9
5.0

2.8
3.2
2.1
1.8

3.0
3.2
4.8
4.2

3.2
6.8
7.1
8.9

1.7
1.1
4.0
1.4

3.0
2.8
2.6
2.8

7.4
6.7
6.0
6.1

1 Includes issues of semi-public credit institutions and nationalised industries. 2 Change in medium and long-
term direct debt. 3 Change in market holdings of bonded loans and premium Treasury bonds. * Excludes pay-
ments into pre-subscription accounts. 5 Change in funded debt. * Includes privately-placed issues. ' Change
in marketable debt (excluding Treasury bills) in public hands. 8 Change in public holdings of marketable debt
having a maturity of one year or more. * Held outside government accounts.
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In Italy new issues declined substantially in 1963, partly as a reaction
to the previous year's decisions to nationalise the electricity sector and to
impose a coupon tax on dividends. In January 1963, as in 1962, the Treasury
redeemed long-term debt, while up to about the middle of 1963 credit
ease permitted the banks to make large security purchases. Since that time,
however, bank support to the market has been reduced. In Germany the
ease with which the market absorbed a substantial rise in new issues in the
years 1962-63 partly reflected the large influx of foreign capital. In Switzerland
the increase in new issue activity last year was accounted for largely by
banks' bond flotations — a new development which became necessary as a
means of attracting loanable funds.

In the United States 1963 saw an increase in net new issues, mostly
by State and local governments, finance companies and, in the first six months,
foreign borrowers. From the demand side the main support, apart from
insurance and pension fund buying, came from the commercial banks, which
through higher creditor rates attracted an exceptional increase in time and
savings deposits. In the United Kingdom the authorities made net purchases
of longer-term government securities from the market last year, after having
been large net sellers in 1962.

As regards foreign issues in domestic markets, developments in 1963
were of a mixed character. In the United States the New York market dried
up following the proposal of the interest equalisation tax in July 1963, but
when this proposal is enacted some revival of foreign issues is expected. In
Switzerland the excessive domestic demand for capital led the authorities to
adopt a stricter attitude towards foreign issues on the Swiss market. The
same was true in the Netherlands — the third main country that had
previously allowed significant scope for foreign issues. In these circumstances
various experiments were made in Europe last year with issues expressed in
foreign currencies and units of account. The best reception has so far been
accorded to dollar loans; approximately $200 million's worth was floated in
London between the autumn of 1963 and April 1964.

Viewed from the domestic angle, it is clearly in their own interests for
European countries to strengthen their capital markets. However, capital-market
activity is not an end in itself. More fundamental to rapid, stable growth
is the overall level and composition of saving and investment, and on this
score European countries had an enviable record during most of the post-war
period. Many of the basic techniques employed to increase total saving have
as a by-product tended to restrict individuals' placements of funds on the
capital market. For instance, large current-account budget surpluses have
limited private saving potential and hence security purchases, though they
have also meant higher aggregate saving. Various techniques used to increase
the availability of funds for self-financing — accelerated depreciation schedules,
investment allowances and relatively low profits taxes — also tended to
promote saving. Finally, personal saving incentive schemes in some cases
increased the total of such saving while reducing the share placed directly
on the capital market.
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In view of these considerations, the pressing problem for many countries
is to find ways to bring about a better equilibrium between saving and
investment. The most important means to this end is a return to larger
current-account budget surpluses, which may be combined also with a
spacing-out of public investment programmes. This approach, already being
followed in a number of countries, frees the capital market for private borrowers
and — what may also be helpful on international grounds — puts downward
pressure on interest rates. A second requisite for the strengthening of capital
markets is the maintenance of adequate differentials between short and long-
term interest rates — though on equilibrium grounds this might imply a higher
effective level of long-term rates than has recently prevailed in some countries.

Beyond this there are, of course, a number of technical possibilities
for improving the breadth and efficiency of capital markets in different
countries. The granting of more freedom with respect to institutional invest-
ment portfolios, the provision of more competitive underwriting facilities, the
removal of heavy special taxes on new issues, the introduction of new
capital-market instruments suited to the needs of borrower and lender alike,
all provide opportunities for further progress.

The extent to which the strengthening of national capital markets
leads to their closer integration with each other is still another matter.
While there is already a high degree of freedom in Europe with respect to
most forms of international capital movements, individual countries (except
Germany) continue to regulate foreign new issues on their domestic capital
markets. This is done partly for domestic reasons — to ensure the priority
of domestic over foreign borrowers — and partly for external reasons — to
ensure that foreign lending is compensatory with respect to other items in
the balance of payments. However, assuming that present European stabilisation
efforts are successful, it is reasonable to hope that national capital-market
objectives will become increasingly leavened with those of an international
character. In the past European countries have shown considerable resource-
fulness in generating high levels of saving, and they may expect to derive
mutual benefits from any concerted effort to broaden the pool of international
capital.

Credit policies in individual countries.

United States. The buoyant domestic expansion of the past year has
made it easier to adapt monetary policy to the requirements of the balance
of payments. Already in December 1962 the Federal Reserve authorities had
decided slightly to reduce credit ease, and their subsequent actions were
reflected in a decline in member banks' free reserves (i.e. excess reserves
minus borrowing) from about $400 to 300 million during the early months
of 1963. Coincident with the sharp second-quarter deterioration in the balance
of payments, the authorities promoted a further tightening of bank reserves,
which was soon followed by the raising of the discount rate from 3 to
2V2 per cent, on 17th July. At the same time, the interest ceilings under
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Regulation Q were further relaxed so as to permit the payment of up to
4 per cent, on time deposits at three to twelve months, instead of 2%—3/4 per
cent, as before. Finally, in early November the Federal Reserve Board raised
the cash margin requirement for security purchases from 50 to 70 per cent.
Reflecting the moderate firming-up of policy, the banks' free reserves dropped
to about $100 million in August 1963 and have since fluctuated around
that level.

To deal more directly with the persisting conflict of domestic and
external objectives, the authorities introduced in July 1963 their proposal for
an interest equalisation tax. This measure is to be regarded primarily as a
monetary expedient, since its purpose is to limit the outflow of capital by
means other than a rise in long-term rates of interest, which has been
viewed as being undesirable on domestic grounds. The levy is to apply
retroactively from August 1963 until the end of 1965 on US purchases
from foreigners of new or outstanding foreign securities. It would range
from 2% to 15 per cent, on debt obligations maturing in from 3 to 28% years
and would increase by approximately 1 per cent, the annual cost to foreigners
of new issues in the United States. The tax would not apply to securities of
underdeveloped countries, to US direct investments abroad or to short-term
lending at up to three years.

Largely in consequence of 1963 policy developments, the picture as
regards interest rates has altered considerably. The yield on three-month
Treasury bills, which had stood at 2% per cent, in October 1962, generally
remained above ^ P e r cent, in late 1963 and early 1964. The yield on
long-term government securities, which was about 3.9 per cent, at the
beginning of 1963, edged upwards throughout the year, but held steady
at about 4.15 per cent, early in 1964. As regards bank loans, the prime
lending rate remained unchanged at 4% per cent., the level to which it had
been reduced in i960. In short, while the placement of short-term funds
was made more attractive for foreign and domestic financial investors alike,
and foreign new issue costs were made subject to an impending rise, the
cost of bank loans and long-term funds for domestic borrowers changed
relatively little.

Nor was the availability of domestic credit impaired by last year's
policy measures. Net funds raised by non-financial sectors in the credit and
equity markets totalled $62 milliard, compared with $58 milliard in 1962 and
a previous peak of $53 milliard in 1959. Of this total, only a small part
was accounted for by the financing of the Federal Government's cash deficit,
which declined to $4.6 milliard in 1963 from $5.7 milliard in 1962. Most
of the financing of the deficit fell indirectly to the Federal Reserve System,
which increased its government security holdings by $3.2 milliard in 1963
in order to compensate the gold outflow and provide the additional margin
of bank reserves needed to support last year's credit growth.

Commercial banks increased their total loans and investments in 1963
by $18.6 milliard, or 8 per cent., approximately the same rate as in



1962 and 1961. A large growth of time and savings deposits facilitated this
increase, which, in conjunction with the higher rates paid on these deposits,
encouraged the banks to shift towards higher-yielding assets. The bulk of
new lending went into mortgage loans, tax-exempt State and local government
securities, loans to public utilities and consumer credit. Because of rising
profits, combined with the benefits arising from the new investment credit
facility and revised depreciation rules introduced in 1962, business demand for
bank credit remained modest. The stress laid on more profitable, longer-term
lending led the banks to reduce their holdings of Treasury bills and other
government securities by $3.1 milliard. At the end of 1963 their holdings of
short-term Federal Government securities were down to 7.5 per cent, of total
deposits, compared with 11.2 per cent, two years earlier.

Although individuals and companies showed a greater preference for
time and savings deposits in 1963, capital-market activity increased, thanks to
the longer-term lending operations of financial institutions. Mortgage loans
expanded by $28.1 milliard, against $24.8 milliard in 1962 and $18.6 milliard
in 1961. State and local obligations rose by $6.7 milliard, compared with
$5.1 milliard in the preceding year. However, in view of the greater availability
of internal funds, corporations borrowed less from the capital market. Foreign

C h a n g e s in o f f i c i a l d i s c o u n t

Country and
date of change

A u s t r i a
17th March 1960 . . . .
27th June 1963

B e l g i u m

4th A u g u s t 1960 . . . .
24th Augus t 1961. . . .
28th December 1961 . .
18th January 1962 . .
22nd March 1962 . . . .
9th Augus t 1962 . . . .
6th December 1962 . . .

18th July 1963
31st October 1963....

C a n a d a
24th June 19621 . . . .

8th September 1962 . .
12th October 1962 . . .
13th November 1962 . .
6th May 1963

12th August 1963 . . . .

Denmark
26th January 1960 . . .
23rd May 1961
19th August 1963 . . . .
13th November 1963. . .

F i n l a n d 2

1st Apr i l 1959
30th March 1962 . . . .
28th Apr i l 1962

Official
discount

rate

in %

S

4%

5
4 %
4'/,

4
3%

3'A
4

6

5'A
5
4
3%

4

5'A
6'A
6

5'A

6 %
8
7

Country and
date of change

F r a n c e
6th October 1960 . . . .
14th November 1963. . .

G e r m a n y
11th November 1960 . .
20th January 1961 . . .
5th May 1961

G r e e c e
1st November 1960 . . .
17th January 1963. . . .

Japan
24fh August 1960. . . .
26th January 1961 . . .
22nd July 1961
29th September 1961 . .

27th October 1962 . . .
27th November 1962 . .
2 0 t h M a r c h 1963 . . . .
2 0 t h A p r i I 1 9 6 3
18th M a r c h 1964 . . . .

Nether lands
16th November 1959 . .
25th April 1962
8th J a n u a r y 1963 . . . .
6 t h J a n u a r y 1964 . . . .

rates s ince 1961.

Official
discount

rate

in %

3'A
4

4

3>A
3

6

5'A

6.94
6.57
6.94
7.30

6.93
6.57

6.27
5.84
6.57

3'A
4

3'A
4

Country and
date of change

S p a i n
11th Ap r i l 1960 . . . .
9th June 1961

S w e d e n
15th January 1960 . . .
6th Ap r i l 1962
8th June 1962
18th January 1963. . . .
14th June 1963
31st January 1964....

T u r k e y

29th November 1960 . .
1st July 1961

U n i t e d K i n g d o m
8th December 1960 . . .
26th July 1961

5th October 1961 . . . .
2nd November 1961 . .
8th March 1962
22nd March 1962 . . . .
26th Apr i l 1962
3rd January 1963 . . . .
27th February 1964 . . .

United States
12th August 1960. . . .
17th July 1963

Official
discount

rate

in %

5%
5

5
4 / ,
4
3'A
4

4'A

9

VA

5
7
6 / 2

6

s'A
5

4'A
4
5

3

3'A

1 Prior to this date Bank rate was fixed each Thursday at Vi per cent, above the latest average tender rate for
Treasury bills. 2 Basic rediscount rate.
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issues, although dropping to nil after the interest equalisation tax was pro-
posed, amounted for the year as a whole to $1.1 milliard, or slightly more
than in 1962. There was some resumption of foreign issues early in 1964,
mainly by borrowers exempt from the proposed tax.

Since the February tax reduction the monetary authorities have made no
perceptible shift in the direction of tighter credit, though the decline in
bank liquidity over the past year puts them in a stronger position to do so
if it should be thought necessary.

United Kingdom. The expansionary budget of April 1963 was the
culmination of a series of fiscal measures initiated the preceding autumn
with the aim of putting the economy firmly on the path to growth. Wi th the
same end in view, all remaining monetary restrictions had been removed
during the later months of 1962 and Bank rate had been brought down to
4 per cent, in January 1963. As regards its implications for monetary policy,
it is worth noting that, though the April budget involved both a substantial
decline in the central government's saving and a rise in public investment, it
was designed to compensate several trends of an opposite nature. Personal
saving had been high, the self-financing capacity of the public corporations
had grown and, finally, companies' fixed capital investment appeared still to
be on a downward slope. Against this background, the immediate object of
monetary policy was to promote domestic credit ease while keeping
short-term market rates at a level — high relative to Bank rate — such as
would discourage inward or outward movements of funds. The pursuit of
this aim required some novel applications of policy during the year.

Developments early in 1963 had already foreshadowed liquidity strains
for the banks, whose advances/deposits ratio rose to a new post-war high of
close to 50 per cent. Advances increased sharply, partly because of severe
weather and an adverse shift in external "leads and lags", while deposits
declined under the influence of the Exchequer's seasonal cash surplus. During
this phase the banks' position was eased somewhat by the authorities' net
purchases of gilt-edged securities. As another alternative, however, the Bank of
England informed the banks in the early spring that there would be no objection
to their observing a 29 per cent, liquidity ratio for the time being instead of
the customary one of 30 per cent. Around the same time the gilt-edged
market had begun to strengthen and it continued to do so after the budget,
particularly when it was announced that no conversion offer would be made
with respect to maturing stocks and that only £400 million of a new 5 per
cent. Exchequer stock (1976-78) would be issued. The yield on long-dated
Treasury stock, which stood at 5.64 per cent, at the middle of March, fell
steadily thereafter to reach 5.13 per cent, by the end of June. In these
circumstances bank deposits rose only slowly, but the growth of advances had
also become more moderate, partly perhaps because of the high rate of
repayments.

As regards external considerations, there was from the beginning of the
year, when Bank rate was lowered, a certain conflict with the policy of
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domestic credit ease. In order to help sustain short-term market rates a
monetary technique long in disuse was at that time revived. The Bank of
England announced that it might occasionally in future make advances to
the discount market at rates in excess of Bank rate. Although this technique
was used only once — in March — its effect was sufficient to keep the
Treasury bill rate within % per cent, below Bank rate for the rest of 1963.
U p to that time the yield on Treasury bills had normally fluctuated at
/4-% per cent, below Bank rate.

During the summer months the economy advanced steadily, but the
strength of the upswing did not yet carry conviction. The yield on long-
dated Treasury stock edged further downwards and in September it fluctuated
around 5.05 per cent. The monetary authorities, believing the situation to be
temporary and therefore not wishing to see an excessive decline in long-term
rates, sold a moderate amount of stock during the third quarter, which was
mostly taken up by domestic banks and overseas banks and official institutions.
They also began during this period to encourage local authorities and others to
enter the new issues market. In the meantime bank advances continued to rise,
while the growth of deposits, though now relatively faster, was insufficient
to bring bank liquidity to a comfortable level. The planned Exchequer
deficit, which had been expected not only to stimulate the economy but also
to feed bank liquidity, did not materialise on the expected scale. In September,
therefore, the banks were once again informed that they might work to a
lower liquidity ratio, i.e. 28 per cent., between that time and April 1964. At
this level, which continues to apply for the time being, the ratio is now
closer to what, under present-day conditions, is generally considered to be
in accordance with sound banking practice.

In the autumn, as the upswing quickly gathered momentum, the gilt-
edged market weakened. The rising tendency of longer-term interest rates
was accentuated by a growing volume of new issues by local authorities and
industry, as well as by the announcement of a substantial public investment
programme for the next few years. The yield on longer-dated Treasury stock
rose sharply during November, then fluctuated around 5.5 per cent, in December
and January. In this situation Exchequer financing was shifted more to the
banking system, thus contributing to a faster rise in deposits. As, moreover,
the increase in bank advances was small, the banks' liquid-asset ratio remained
comfortably above the 28 per cent, minimum. During this period official
policy did not oppose the rise in longer-term rates, though on occasion
some support was given to the market.

Early in 1964 it became apparent that domestic demand was growing at
a rate that was not sustainable. As a precautionary measure, intended to
slow down the pace of advance but not to cause a net inflow of foreign
funds, Bank rate was raised on 27th February from 4 to 5 per cent. The
yield on Treasury bills, however, at first rose by only about % per cent., thus
returning to a more normal level in relation to Bank rate. Subsequently, the
budget of April 1964, bringing with it an increase in certain indirect taxes,
injected a further element of caution.
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The overall Exchequer deficit for 1964-65, after allowing for changes in
taxation, is estimated at £791 million, of which £165 million represents net
funds to be raised on behalf of the local authorities as an alternative to
their borrowing in the market. The difference between these two figures,
i.e. £626 million, compares with an estimated deficit of £687 million in the
1963-64 budget, the outturn of which, however, proved to be some £200 mil-
lion lower. Thus the prospect is for an appreciably larger Exchequer financing
requirement in the coming fiscal year. Since the February increase in Bank
rate, the yield on long-dated Treasury stock has been fluctuating at around
5.9 per cent., and the gilt-edged market is unlikely to be strong during a
period of rising activity. This suggests the possibility of a rather large volume
of Treasury bill financing via the banks, which may therefore look ahead to
comfortable liquidity margins. On the other hand, if the need arises, pressure
can be exerted on bank liquidity by a call for special deposits.

France. Efforts to restrain the growth of liquidity began early in 1962,
when in conjunction with a continuing large external surplus the banks'
lending to the private sector accelerated. Within this context, however, the
measures taken were designed to favour the availability of longer-term funds
to industry and to reduce the Treasury's recourse to bank credit. Wi th the
same twofold objective in view, further steps were taken later in the
year, and these were considerably reinforced in 1963 and early 1964.

During 1962, the compulsory assets ratio ("coefficient de trésorerie")
was increased from 30 to 32 per cent, of deposit liabilities, while the portion
that must be held in Treasury bills (now designated as "certificats de
trésorerie") was reduced from 17% to 15 per cent. Thus the scope for
compulsory holdings of other types of paper — mostly rediscountable equip-
ment credits subject to the prior approval of the Bank of France — increased
from 12% to 17 per cent, of deposit liabilities. Moreover, beginning in 1962
the interest rates on time deposits, Treasury bills and medium-term Treasury
bonds were progressively reduced.

Although in consequence of these measures the rate of increase of bank
deposits slowed down after the middle of 1962, the creation of new liquidity
was still substantial. As a more decisive step, therefore, the monetary author-
ities imposed a direct ceiling of 12 per cent, on the growth of bank credit
for a period of one year as from the end of February 1963. In addition,
the "coefficient de trésorerie" was raised from 32 to 36 per cent, between
March and May. In April, with a view to reducing the banks' incentives
to hold Treasury paper, Treasury bills sold to the banks in excess of their
minimum compulsory requirements were made subject to tender. Finally,
in May the Treasury, for the first time for about five years, launched a
fifteen-year 4% per cent, loan, free of personal income tax and carrying
reimbursement premiums, for Fr.fr. 1 milliard.

Following the intensification of inflationary pressures in the late summer,
the autumn stabilisation programme brought with it a number of new credit
measures. The Treasury issued a second loan, this time for Fr.fr. 2 milliard,
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with a maturity of twenty years, yielding 4^ -4% per cent. In addition, the
12 per cent, ceiling on bank credit for the year up to the end of February
1964 was reduced to 10 per cent, and hire-purchase terms were tightened,
especially for motor-cars.

In November these measures were completed by an increase in the Bank
of France's discount rate, unchanged since i960, which was raised from
3x/2 to 4 per cent. Previously the authorities had refrained from this action
because it was inappropriate on external grounds. Now, with the external
surplus declining and domestic inflation an overriding problem, the situation
was different. Moreover, measures had already been taken which reduced the
scope for international movements of short-term funds. In April the banks
were prohibited from paying interest on non-resident franc accounts, and in
August stricter terms were imposed on foreign borrowing by franc-area
residents. The domestic effects of the discount rate adjustment were also
circumscribed. It was decided to keep Treasury bill rates and those for
export bills unchanged and to limit the increase in the minimum rates for
bank credits to 34 per cent. Thus the impact of the higher discount rate
was primarily on the cost of recourse to the central bank — the more so
because the penalty rate for borrowing was also increased.

In 1963 the banking system's monetary and quasi-monetary liabilities
increased by Fr.fr. 19.7 milliard, i.e. 13.6 per cent., against 18.2 per cent,
in 1962. The rate of growth of short-term credits to the private sector and
the nationalised industries declined even more, from about 20 per cent, in
1962 to 12 per cent, last year. Since the external surplus continued to feed
bank liquidity, there was no perceptible increase in recourse to the Bank of
France in 1963 as a whole. During this period, however, the banks' margin
of excess liquidity remained narrow, and there were times, especially in the
spring and towards the end of the year, when the money market was
especially tight.

In the early months of 1964, with the external accounts more in balance,
money and quasi-money expanded much more slowly still. However, since
existing liquid-asset holdings remain high, the object of policy has continued
to be that of restricting their further growth. In January the ceiling on the
permissible expansion of bank credit was prolonged, on the same basis as
before, to the end of September 1964. In addition, the minimum requirement
for "certificats de trésorerie" held by the banks within the 36 per cent,
"coefficient" was further reduced from 15 to 13 per cent. Finally, the
interest rate on short-term Treasury bills reimbursable upon demand was
slightly reduced, and the banks' mobilisation of Treasury paper with less
than three months to run was made subject to market rates instead of the
central bank's discount rate as before. Subsequently, in March the Treasury
launched another long-term loan, on the same terms as the one in September
1963, for Fr.fr. 1.5 milliard. Moreover, with effect from ist June 1964, the
authorities lowered the banks' requirement as regards "certificats de trésorerie"
to 10 per cent., while keeping the overall compulsory assets coefficient
unchanged. There is the prospect, too, that liquid-asset formation will be
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further affected by the planned reduction in the 1964 budget deficit and the
flotation of a new public loan later this year.

Italy. In 1962 and early 1963 bank credit to the economy advanced at
an accelerated pace. During this period the progressive shift in income
distribution from profits to wages was making domestic investment increasingly
dependent on the availability of credit. With a view to avoiding a halt to
growth, the monetary authorities sought to accommodate the demand for
credit, particularly as external reserves were large and the balance of payments
still not in an unsound position. Thus, when the external deficit first emerged
towards the end of 1962, the banks were permitted to meet the resulting
drain on their liquidity largely by borrowing at short term from abroad,
while also increasing their direct recourse to the Bank of Italy. In early 1963,
moreover, the Treasury did not renew a maturing nine-year bond issue,
thereby lending assistance to both bank liquidity and the capital market.

In the summer and autumn, however, it became evident that the external
situation was turning worse rather than better, and prospects were further
dimmed by the gradual emergence of a substantial deficit in the central
government's cash budget, which was financed largely by drawings on the
central bank. In these circumstances credit restraint measures had to be
brought strongly to bear, though clearly the situation called equally for
budgetary action. In the early summer the authorities asked the banks to
moderate their short-term borrowing abroad, and in September they formally
requested the banks not to increase further, and if possible to reduce, their
net foreign liability positions. In consequence, bank credit to the private
sector rose in the second half of the year by 11 per cent., which was sub-
stantially below the 16 per cent, growth in the corresponding period of 1962.
Bank deposits rose by 9 per cent, in the June-December period, compared
with an increase of 12 per cent, in the same period of 1962. The banks'
loan/deposit ratio, which stood at 74.4 per cent, at the end of December
1962, had risen a year later to 79.8 per cent. Early in January 1964 the banks
were formally instructed not to let their net foreign indebtedness go above
the level of the previous November or December, whichever was the lower.

Net capital-market issues dropped back from Lit. 1,640 milliard in 1962
to Lit. 1,350 milliard in 1963, although the availability of longer-term funds
was somewhat increased by a net redemption of debt by the Treasury.
Public credit institutions and enterprises floated a substantially larger volume
of new issues in 1963, but the bond and share issues of private industry
declined to Lit. 430 milliard from over Lit. 900 milliard in 1962. Thus,
although in 1962 and early 1963 interest rates on short-term financial assets
had been reduced as a means of encouraging the placement of funds at
longer term, the advantages for investors were outweighed by the adverse
influence of the nationalisation of the electricity sector, the coupon tax on
dividends and general economic developments. In framing credit policy,
therefore, the authorities took account of the public's increased liquidity
preference and made it possible for the banks to give some support to the



capital market. However, the banks' securities portfolio (excluding Treasury
bills), after having increased by Lit. 430 milliard in 1962, rose in 1963 by
only Lit. 280 milliard.

In the first quarter of 1964 credit restraint made itself felt much
more strongly, as reflected in a reduction in the credit institutions' loans by
about Lit. 185 milliard, compared with a rise of Lit. 325 milliard in the
corresponding period of 1963.

But whether the situation can be stabilised without impairing growth will
depend very largely on steps to curb consumption and restore a strong
Treasury position. The budget measures of late 1963 and early 1964 represent
steps in the right direction.

Netherlands. In recent years the monetary authorities have been compara-
tively successful, even in the face of large foreign exchange inflows, in
controlling the rate of domestic liquidity creation. Largely by means of
debt-management techniques and the imposition of ceilings on the rate of
private credit expansion, private-sector holdings of liquid assets (excluding
savings deposits) have been kept in the neighbourhood of 40 per cent, of
national income. In 1962, with the external accounts in approximate
equilibrium and the demand for credit weakening, these efforts were relaxed,
and by January 1963 credit restrictions had been removed altogether. By the
late summer, however, the situation was, rapidly being reversed again. At
that time, when bank credit had already been accelerating for some months,
wage inflation was becoming a distinct threat and there was also a resumption
of foreign exchange inflows.

Responding quickly in October, the authorities turned primarily to
measures of fiscal restraint (higher indirect taxation and a skwing-down of
public investment), but moved also along accustomed lines in the credit field.
The Nederlandsche Bank reintroduced a ceiling on the permissible growth
of bank credit to the private sector, this time limiting the monthly expansion
to 1 per cent, of the average level of credit outstanding in the first half of
1963. Under this arrangement, when the ceiling for all banks is exceeded
the individual banks responsible are required to deposit specified sums in
non-interest-bearing accounts with the central bank. As towards the end of
the year the banks had already gone beyond these limits, they were required
early in 1964 to place funds with the Nederlandsche Bank. This develop-
ment was a factor leading the authorities to reinforce credit policy with an
increase in the discount rate in January from 3% to 4 per cent.

Debt-management operations were also used with a view to reducing
liquidity. In October the government issued a thirty-year 4 ^ per cent, loan
for Fl. 400 million. With the bond market already weakening, the loan yielded
little more than Fl. 300 million, but this was still in excess of current
Treasury needs. When shortly thereafter tax receipts accelerated unexpectedly,
a further sterilisation of funds became possible. For 1963 as a whole the
central government's borrowing at long term came to over Fl. 900 million,
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as against its cash deficit of less than Fl. 300 million, with the difference
going largely to improve its position vis-à-vis the central bank.

The local authorities, whose net financing requirement rose by over
Fl. 400 million to reach almost Fl. 1.5 milliard in 1963, went to the capital
market for nearly Fl. 1.2 milliard. According to new legislation effective as
from November 1963, the government is now empowered to regulate the
total borrowing of the local authorities. It was decided that for the year
from the beginning of November the municipalities' borrowing would be
limited to 91 per cent, of the amount they had taken up during the twelve
months up to the middle of 1963.

Although the funds raised on the capital market rose from Fl. 4.9 mil-
liard in 1962 to Fl. 5.4 milliard in 1963, the heavier borrowing by the central
government and the local authorities necessarily curtailed the scope for private
and foreign borrowing, which together declined over the same period from
about Fl. 4.0 to 3.3 milliard. This was no doubt one factor underlying the
private sector's greater recourse to bank credit last year.

In 1963 the central bank's net acquisitions of foreign exchange increased
bank liquidity by over Fl. 615 million, but this effect was largely offset by the
government's debt-management operations. T o help the banks with their
liquidity needs, associated with the growth of both the note circulation and
credit to the private sector, the Nederlandsche Bank reduced the banks' cash
reserve requirement in stages from1 5 per cent, to nil in the course of 1963.
The banks also found it necessary to draw upon their free cash reserves.
Looking ahead, the authorities are expecting a substantial deterioration on
external account in 1964 and hence an intensification of liquidity pressures
on the banks.

Belgium. An acceleration of both private and public credit demand,
coinciding with a particularly unreceptive capital market, led in 1963 to a
big increase in bank credit and the money supply. Conditions on the capital
market reflected in large measure the adverse response of investors to the
fiscal reform of late 1962. Among other things this reform introduced an
income withholding tax of 15 per cent, ón earnings from fixed-interest
securities and certain other financial assets (including time deposits, sight
deposits and, with some exceptions, savings deposits).

In 1963 the central government's budget deficit increased substantially,
mostly because of an acceleration in public investment, and the Treasury's
net financing requirement rose to B.fr. 24.5 milliard from B.fr. 12.9 milliard
in the previous year. But, whereas in 1962 the Treasury had raised B.fr. 20.1
milliard on the domestic credit market and reduced its indebtedness in foreign
currencies by B.fr. 7.2 milliard, in 1963 it was able to place only B.fr. 10.8
milliard on the Belgian market while increasing its external indebtedness by
B.fr. 13.7 milliard. Its foreign borrowing was largely accomplished indirectly
via the commercial banks, which borrowed abroad and used the proceeds
mostly to take up Treasury paper denominated in foreign currencies.



— 55 —

In the private sector the strength of credit demand reflected the
continuing rapid economic expansion, the buoyant demand for durable consumer
goods and the narrowing of profit margins in certain branches. Commercial-
bank lending to this sector rose in 1963 by B.fr. 18.4 milliard, or 26 per cent.,
as against 17 per cent, in 1962. The banks' deposit and longer-term liabilities
increased by a similar amount in absolute terms, i.e. B.fr. 17.7 milliard,
representing a rise of 13 per cent., against 9 per cent, in 1962. The relatively
large growth in credit to the private sector was facilitated by the abolition in
January 1963 of the former "cover ratio" as regards government security
holdings.

The first move towards credit restraint came in July 1963, when the
National Bank raised its discount rate from 3V2 to 4 per cent. This was
followed in October by a further increase to 4% per cent. By the turn of
the year, however, inflationary strains had become rather more pronounced,
leading the monetary authorities early in 1964 to conclude a credit agreement
with all lending institutions and also to tighten hire-purchase terms. As a
result the commercial banks, for example, will be expected to limit the
growth of their lending to the private sector in 1964 to 10-12 per cent.
During the first few months of 1964 there was some recovery in the demand
for fixed-yield securities, and long-term interest rates appear to have stabilised
at a higher level.

Germany. From late 1961 onwards the overall growth of lending by
commercial banks and other credit institutions slowed down slightly. This
was a reflection, however, not of credit restraint but of the more moderate
rate of economic expansion. In 1962 and early 1963, it is true, the "passive"
attitude adopted by the monetary authorities led, in combination with market
developments, to a decline in bank liquidity. But, since the banks' liquid
assets were quite large at the outset, this policy had the effect of making
the credit situation tauter but not tight. In the later months of 1963 conditions
of relative credit ease continued to prevail when, under the influence of the
substantial influx of foreign exchange and a deterioration in the public
authorities' budget positions, bank liquidity began to increase again.

The credit institutions' total loans rose in 1963 by D M 25.6 milliard,
or 13.2 per cent., compared with 14.1 and 16.3 per cent, in 1962 and
1961 respectively. Within the total there was again a relatively big increase
in long-term loans, reflecting to a large extent the growth of mortgage
lending. On the liabilities side, the credit institutions benefited from a
notable rise in savings deposits and greatly enlarged their own bond issues.

Net capital issues rose substantially once again in 1963, reaching
D M 13.2 milliard, compared with D M 11.1 milliard in 1962. The increase
was partly attributable to the afore-mentioned growth in credit institutions'
issues, a good proportion of which found a counterpart in lending to local
authorities, but it was also due to larger borrowing by the Federal Govern-
ment. In this connection it is worth noting that the cash budget of the
combined public authorities changed from a surplus of D M 2.3 milliard in
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1961 to a deficit of D M 1.6 milliard in 1962 and one of D M 5.0 milliard
in 1963. The increased recourse by public authorities to longer-term funds
was a factor tending to keep interest rates relatively high in 1963 despite
the large purchases of German securities by foreigners. It may also have
contributed to the decline that occurred in new issues of industrial bonds
and shares, though another underlying factor was the marked recovery in
business profits in the second half of the year.

In late 1963 and early 1964, with the emergence of a large external
surplus and an accompanying threat of domestic inflationary strains, the
monetary authorities were once again faced with a conflict between domestic
and external objectives. Any attempt to restrict credit by general monetary
means would entail the strong risk that additional funds would flow in from
abroad, thus nullifying the effects of restraint and accentuating the external
surplus. Hence in early 1964 the authorities introduced or proposed various
selective measures, already described on page 18, designed to discourage the
entry and encourage the re-export of foreign money and capital and to
stimulate foreign borrowing on the German capital market. These measures
have helped to reduce simultaneously both the external surplus and domestic
liquidity. It is noteworthy, on the other hand, that the monetary authorities
have not increased the banks' reserve requirements against domestic deposit
liabilities nor reduced their rediscount margins with the central bank. Since
late 1963, to be sure, the banks have increased their holdings of open-market
paper, but this represents primarily the investment of excess liquid funds.
Furthermore, the Bundesbank's discount rate, fixed at 3 per cent, in May
1961, has been kept unchanged.

Switzerland. Until last year it was possible for interest rates to be kept
both low and relatively stable. This was largely because foreign exchange
inflows more than offset the liquidity-reducing effects of the external current-
account deficit. But it was also ascribable partly to the authorities' efforts to limit
directly both the rate of growth of bank credit and the volume of foreign
issues on the Swiss capital market. In 1963, however, a situation was reached
in which a general rise in interest rates could no longer be avoided. The
reasons lay mainly in a decline in private and public saving relative to a
continuing high rate of domestic investment.

The expansion of bank credit, after having slowed down about the
middle of 1962, gathered speed again in 1963. Already early in the year,
however, the banks began to encounter liquidity pressures, partly because of
a net outflow of foreign exchange, but largely because new funds were not
being attracted into the banks' medium-term bonds ("bons de caisse") at
prevailing interest rates. At the end of July the National Bank gave its
consent to an increase of % per cent, in the rates paid on medium-term
bank bonds running for five years or more. Subsequently, in January and
May 1964, the interest rates paid on medium-term bonds were raised again,
which brought the rate to 4% per cent., as against 3y2 per cent, one
year earlier. As an alternative source of funds, however, the banks have been
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impelled to resort increasingly to placing their own bonds in the capital market,
where they accounted for most of the rise in new bond issues last year.

The yield on long-term bonds of the Confederation rose from 3.1 per
cent, at the end of April 1963 to about 3.9 per cent, a year later. An
effort has been made, however, to limit the rise in interest rates on first
mortgages, which now as a rule bear a rate of 4 per cent., compared
with 3% per cent, last year.

The intensification of inflationary pressures in the second half of 1963,
accompanied by a resumption of foreign exchange inflows, led to the adoption
in March 1964 of the broad set of legislative measures already described on
page 15. In the credit field these measures follow along much the same
lines as previously. Increased emphasis is being placed, however, on techniques
aimed at discouraging the entry and encouraging the re-export of short-term
funds. In addition, the banks' permissible rate of credit expansion has been
reduced from 82 to 79 per cent, of the relevant i960 or 1961 base for the
year 1964 as a whole. The corresponding rate for mortgage credit is fixed at
108 per cent, in order to facilitate the consolidation of outstanding building
loans (which are included in the lower ceiling). To the extent that these
limits are exceeded, the banks concerned will be required to put an equivalent
amount on special deposit with the Swiss National Bank. Finally, new
domestic capital-market issues are to be more closely regulated. Since then,
with effect from ist June 1964, hire-purchase regulations have been made
more stringent in respect of both minimum down-payments and maximum
repayment periods.

These measures, together with the restrictions imposed on building and
the intake of foreign labour, are designed to bring about a better equilibrium
between domestic saving and investment, while at the same time easing
upward pressures on interest rates. The scope for inflows of foreign capital
is now considerably reduced; however, since the measures do not prevent the
repatriation of Swiss capital held abroad, the influx of such capital in response
to tight domestic credit and high interest rates could weaken the intended
effect of the new restraint measures. At the same time the central government's
cash budget deteriorated last year, declining from a surplus of Sw.fr. 430 million
in 1962 to one of Sw.fr. 125 million. Viewed as a whole, therefore, the present
situation would seem to call for as much budget restraint as possible as a
means of keeping down interest rates and thus inhibiting the repatriation of
funds from abroad. This would be in accordance with both domestic and
international policy considerations.

Austria. For the third consecutive year financial developments in 1963
were influenced by a large inflow of foreign exchange, to no small extent
reflecting public-sector borrowing abroad. The banking system's monetary
and quasi-monetary liabilities increased by over 11 per cent.; this rise, which
was somewhat smaller than in 1962, found over two-fifths of its counterpart
in the growth of net foreign assets. In view of the weaker trend of business
investment early in 1963, the foreign exchange inflow was permitted to



act on bank liquidity and credit, and the National Bank lowered its discount
rate in June from 5 to 4V2 per cent. At the same time the banks were given
freedom to borrow and invest short and medium-term funds abroad. They
were thus led to build up their net foreign assets, which in the twelve
months up to the end of March 1964 rose by about Sch. 1.9 milliard. They
also further reduced their indebtedness to the central bank. Both these
factors have helped temporarily to bring down the banks' high level of
domestic liquidity.

On the capital market the volume of new issues in 1963 was considerably
above that of recent years, reflecting increased borrowing both by mortgage
institutions and by the Federal Government, whose larger budget deficit was
financed mainly in this way. However, as a result of strong domestic and
foreign buying, long-term yields have fallen appreciably; in March 1964 a
Federal Government issue, offering an effective return of 6.5 per cent., was
successfully placed. With long-term yields having risen in other countries, it
is possible that the public authorities and enterprises will now have less
incentive than earlier to place long-term loans abroad.

In January 1964 the authorities abolished the regulation, introduced in
August 1962, limiting the banks' credit expansion to 40 per cent, of the
growth of their deposit liabilities. At the same time the credit ceilings based
on total deposit liabilities were made more stringent, and it was stipulated
that foreign deposits received after the end of 1963 could not be counted
among the liabilities determining these ceilings. In practice, however, the credit
regulations in force in 1963 had virtually no restrictive effect, and the modifi-
cations of last January were primarily of a structural character, not intended
to represent a change in credit policy. In the same vein, but with a view
primarily to creating a functioning money market, the government in April
converted Sch. 1.0 milliard of the credit institutions' non-negotiable Treasury
bills into long-term bonds and in May made Sch. 560 million of their
remaining holdings fully negotiable.

Sweden. When aggregate demand weakened at the turn of 1962-63, the
authorities introduced a broad range of compensatory measures, including an
easing of credit policy, a relaxation of licensing controls on house-building and
an acceleration of public consumption and investment. During the spring, how-
ever, it became evident that the domestic demand stimulus was proving all
too effective, and this was further confirmed in the summer when exports
began to rise strongly. The authorities' initial response was in the credit
sphere, where bank lending was expanding very rapidly. Already in April the
Riksbank requested the banks to curb their lending activity, and this was
followed up by increases in certain short-term interest rates. In June the
discount rate itself was raised from 3x/2 to 4 per cent. During this period,
moreover, seasonal factors and an outflow of foreign exchange limited the
growth of bank deposits. Hence the banks were compelled to reduce their
holdings of government securities, and this led to an appreciable rise in
long-term interest rates.
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In the autumn steps were taken to space out public investment
expenditure, but the need for overall monetary restraint remained insistent.
Although the growth of commercial-bank credit slowed down after the middle
of the year, its rate of increase was still substantial, and the credit activity
of other financial institutions was very buoyant. The Riksbank therefore made
further requests for a moderation of lending, and the emphasis of public-debt
management continued to be on the placing of securities outside the commer-
cial banks.

For 1963 as a whole the net flow of funds to the credit and share
markets came to S.kr. 8.6 milliard, i.e. almost one-quarter more than in 1962
and about double that in 1961. Of this total, commercial banks accounted for
only S.kr. 2.4 milliard, as against S.kr. 3.3 milliard in 1962. However, by
reducing their holdings of government securities by over S.kr. 800 million,
the commercial banks were able to increase their loans to the economy by
S.kr. 3.2 milliard. A larger proportion of the increase in lending to the
private sector last year went to housing.

The central government's cash budget changed from a surplus of
S.kr. 600 million in 1962 to a deficit of S.kr. 200 million in 1963 and is
expected to deteriorate further this year, thereby putting a considerable
additional burden on monetary policy. In the last quarter of 1963, coincident
with the emergence of the budget deficit, inflationary strains became more
intense, and at the end of January the Riksbank raised the discount rate
from 4 to 4Y2 per cent. This move was accompanied by the issue of a
sixteen-year government loan for S.kr. 100 million, the yield of which, at
5% per cent., was the highest offered for a loan of this type since 1921. In
addition, the National Debt Office issued a three-year 6 per cent, tap loan,
which brought in some S.kr. 450 million. Finally, a penal rate of 9 per cent,
was introduced for that part of a bank's borrowing from the Riksbank in
excess of half its own capital.

Denmark. The heavy stress laid on fiscal and incomes measures in
1962-63, combined with long-term public and private borrowing abroad, proved
effective in restoring a sound external position without halting domestic growth.
External borrowing helped both to strengthen the reserves, especially in early
1963, and to avoid too sharp a curb on investment. The central government's
budget, after having already moved back into surplus in 1962, improved
further in 1963, contributing together with incomes restraint to the emergence
of an external current-account surplus in the second half of the year.

Bank credit to the private sector, rising more slowly from the middle of
1962 onwards, increased in 1963 by about 10 per cent. In conjunction with
the foreign exchange inflow, however, the public's holdings of monetary and
quasi-monetary assets rose by over 12 per cent., as against less than 9 per
cent, in 1962. This increase, as well as the accompanying rise in bank
liquidity, would have been bigger but for the central government's cash surplus,
which was sterilised with the Nationalbank to the extent of D.kr. 575 million,
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compared with D.kr. 170 million in 1962. Even so, the commercial banks'
liquidity improved last year by D.kr. 825 million, of which D.kr. 170 million
was employed to reduce their net foreign indebtedness, while the remainder
went to strengthen their net position vis-à-vis the central bank.

In August 1963 the Nationalbank reduced the discount rate from 6% to
6 per cent, and then lowered it further in November to 5% per cent., the level at
which it had stood in the spring of 1961 prior to the outburst of inflation. The
commercial banks followed suit with respect to the rates charged on their
advances, but they lowered their deposit rates by only y 2 -% per cent. The
yield on long-term government bonds, which had stood at something above
6y2 per cent, about the middle of 1963, fluctuated around 6 per cent, early
in 1964. With the market for fixed-yield securities strengthening in 1963,
there was a notable rise in new issues, particularly of mortgage bonds, which,
at D.kr. 3.5 milliard, were about one-third larger in 1963 than in the
previous year.

Recently there have been indications of an acceleration in economic
activity and bank lending. Continuing its emphasis on budget restraint, the
government raised certain indirect taxes in February 1964 and in March
postponed new public building starts for six months. Furthermore, in view of
the comparatively high level of bank liquidity, the Nationalbank in January
requested lending institutions to avoid a major expansion in their credit
operations.

Norway. The credit control agreement for 1963, concluded at the end of
1962, was restrictive in character, requiring the commercial and savings banks
not to increase their domestic lending by more than 6-7 per cent. To ensure
that this policy would not be undermined by short-term borrowing abroad, as
had been the case in 1962, the commercial banks were requested not to allow
their foreign currency lending to increase by more than N.kr. 175 million
above its level at the end of 1962. The banks observed these limitations,
increasing their domestic loans by approximately the prescribed maximum and
their loans in foreign currencies hardly at all. Credit restraint appears to have
contributed to a damping-down of investment demand — particularly for
inventories, which actually declined in 1963.

In the spring of 1963 a strong upswing in external demand imparted
renewed momentum to domestic expansion and contributed also to an improve-
ment in the current external balance (excluding net imports of ships) for
the year as a whole. Developments in the public sector were also expansionary,
largely because the public authorities' investment outlays continued to grow
while their saving remained stable. Together, the central government,
mainly owing to the deterioration in its budget, and Norges Bank,
mostly through its net purchases of foreign exchange, supplied the banks
with N.kr. 326 million of liquidity in 1963, as against N.kr. 188 million in
1962. Although most of this gain was offset by a rise in the currency
circulation, the banks were able to increase their liquid-asset holdings in 1963.
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A t t h e t u r n of 1963-64 t h e weakened b u d g e t posit ion, combined w i th

the prospec t of a fur ther rise in m o n e y incomes , led to con t inued

emphasis on mone ta ry restraint . I n the credi t control agreement of 1964 it

was laid d o w n tha t the commercia l and savings banks should no t expand

their lending by more t h a n 5-6 per cent, and the i r lending in foreign cur rency

by m o r e t han N.k r . 100 mill ion. Par t icular res t ra int is to b e exercised wi th

respect to consumer credi ts and loans for ex tending p lan t capacity.

Finland. T h e slackening in the g rowth of d e m a n d early in 1963, mainly

in inves tment expendi ture , con t r ibu ted along wi th a recovery in expor t s to

an improved external posi t ion and an inflow of foreign exchange. O n the

other hand , t h e central gove rnmen t ' s budge t posi t ion u n d e r w e n t a substant ia l

fur ther deteriorat ion, leading t h e authori t ies to increase cer ta in indirect taxes

and prices of government services. Moreover , in D e c e m b e r t h e gove rnmen t

decided to increase the tax on company profits f rom 38 to 45 per cent. ,

and in January 1964 a revised tu rnover - tax system, one effect of wh ich is

to increase total revenue, was in t roduced . I n 1963 t h e gove rnmen t ' s bo r rowing

requi rement , which m u s t be satisfied outs ide the banking system, rose to

N F M 650 mill ion from N F M 415 mill ion in 1962, t h u s t end ing to l imit

the formation of deposits at t he banks . O f this total , N F M 100 mill ion was

raised by means of special b o n d loans uti l isable for income- tax p a y m e n t s

in the years 1964-65.

T h e credit ins t i tu t ions ' lending to the pr ivate sector rose in 1963 by

only 6 per cent., against m o r e t h a n 10 per cent, in 1962, and t h e banks

were able to repay some of the i r indeb tedness to the centra l bank . I n order

to keep the reins of mone ta ry policy fairly t ight, however, t he authori t ies took

advantage of this deve lopment b y reduc ing rediscount ceilings in Apr i l 1963

from N F M 700 to 545 mill ion. A new interest ra te agreement in J u n e provided

for greater differentiation in favour of longer - t e rm deposi ts , b u t it d id not raise

the average level of r a tes ; in addi t ion, 100 per cent, index- t ied accounts ,

suspended in 1958, were re in t roduced . In F e b r u a r y 1964, consequen t u p o n a

large negotiated increase in wages, mone ta ry policy was t igh tened t h r o u g h the

promulga t ion of detai led lending ins t ruc t ions t o t h e credi t ins t i tu t ions , w h i c h

were asked to l imit their lending for t h e financing of consumpt ion , large

inves tment under tak ings and s tock-bui ld ing. I n addi t ion, personal income and

proper ty taxes were raised wi th effect f rom Apr i l .

Spain. I n late 1962 and early 1963 excessive d e m a n d pressures , con-

cent ra ted largely on foodstuffs and housing, led t h e author i t ies to take

measures to slow d o w n the g rowth of d e m a n d and ease u p w a r d pressures o n

prices. Impor t s of basic foodstuffs were increased, cus toms dut ies were

slightly reduced and bui ld ing licences for higher-cost dwell ings were restr ic ted.

I n the credit field a new compulsory m i n i m u m l iquidi ty ratio, variable

wi th in a range of 10 to 20 per cent. , was establ ished a t 12 pe r cent, as f rom

is t Apr i l 1963 and was p u t u p to 13 per cent, at t he end of M a y . U n d e r

the influence of these and other measures the economy momenta r i ly slackened

the pace of its advance in the spr ing and s u m m e r , and the rising t r e n d of
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prices was halted. The exchange reserves, which had for some months
remained relatively stable, began to rise again about the middle of the year.
Although still rapid, the growth of imports tapered off somewhat in 1963,
while receipts from tourism, emigrants' remittances and capital imports con-
tinued to mount. Moreover, in recent months exports have benefited from the
exceptionally good winter yields of citrus fruit and olives.

In 1963 the credit institutions' monetary and quasi-monetary liabilities
increased by Pesetas 95.5 milliard, i.e. by 17 per cent., compared with a rise
of over 20 per cent, in 1962. The reduced rate of increase partly reflected a
smaller net inflow of foreign exchange, but it was also associated with a
slowing-down in the growth of credit to the private sector, which went up by
Pesetas 76.9 milliard (22 per cent., compared with 27 per cent, in 1962). At
the same time, whereas in 1962 about 7 per cent, of the increase in the
credit institutions' credits to the private sector consisted of acquisitions of
industrial securities, the proportion rose in 1963 to 14 per cent. This reflects
primarily the greater freedom enjoyed by the savings banks since August 1962
to invest in securities other than those of the public sector. Thus, the banks'
purchases facilitated the large rise in 1963 in private-sector capital-market
issues, which came to Pesetas 39.7 milliard, compared with Pesetas 24.2 mil-
liard in 1962. The savings banks also took a big proportion of new public-
sector issues, which rose in 1963 to Pesetas 13.9 milliard from Pesetas
6.7 milliard in 1962. Most of the public issues represented securities of the
National Institute for Industry (INI), but there was also a Treasury issue in
December for Pesetas 5.0 milliard which went to finance government transfers
of funds to the public credit institutions.

At the beginning of 1964 Spain embarked on a four-year development
programme, the main emphasis of which is to be placed on a high rate of
public investment, accompanied by "indicative planning" designed to achieve
similar results in the private sector. The accelerated rate of investment in the
public sector is expected to be financed mostly by a growth in the sector's
own saving, which is to be accomplished by holding the rate of increase of
public consumption expenditure to about half that of budget revenue. With
exchange reserves rising and prices stable, the programme was launched under
favourable conditions. As the scheme is an ambitious one, however, its
successful realisation will depend upon continuous attention being given also
to the maintenance of domestic and external equilibrium.

Canada. Once the foreign exchange crisis of the early summer had been
surmounted, the authorities began in the autumn of 1962 to move quickly
back towards monetary ease, and by May 1963 Bank rate had been brought
down to 3y2 per cent. In July, however, the US announcement of the
proposed interest equalisation tax, which followed closely upon the increase
in the Federal Reserve System's discount rate, threatened to lead to a
substantial general rise in interest rates. When subsequent negotiations made
it clear that Canadian new issues in the United States would enjoy conditional
exemption privileges in respect of the tax, the financial markets settled down
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somewhat, though in August the Bank of Canada found it necessary to adjust
to the new situation by raising Bank rate to 4 per cent. It was pointed out,
however, that this change was not intended to signal a tightening of monetary
policy. Then, with the news in September that large sales of wheat and flour
were to be made to the Soviet Union, the markets strengthened and interest
rates declined. At the end of 1963 credit conditions, as reflected in short and
long-term market interest rates, were much the same as at the beginning
of the year. Vis-à-vis the United States, moreover, interest rate differentials
had significantly narrowed.

The total assets of the chartered banks increased in 1963 by gV2 per
cent., compared with a rise of only 2% per cent, in 1962 when stringent
credit measures had been in force. Bank loans, although they accelerated late
in 1963, rose for the year as a whole by less than in 1962, i.e. Can.$5i5
against 840 million. Thus, whereas in 1962 the banks had been impelled to
draw down their liquid assets by almost Can. $500 million, they were able in
1963 to rebuild such holdings by over Can.$800 million, of which Can.$65o
million took the form of government securities. At this figure the increase in
the chartered banks' government security holdings was approximately the
same as the government's cash borrowing requirement of Can. $630 million.

Japan. Between the autumn of 1962 and the spring of 1963 existing
monetary restrictions were gradually lifted as the growth of industrial pro-
duction slackened and official reserves steadily rose. The Bank of Japan's
discount rate was lowered in four steps from 7.30 to 5.84 per cent. From
the spring onwards output advanced anew, stimulated largely by consumption
and inventory demand. Exports also rose buoyantly, though not as much as
imports. Around the turn of the year, with some suddenness, exports
weakened and imports accelerated, causing a decline in monetary reserves to
set in. Consumer prices, which had continued their upward trend even during
the phase of eased demand pressure, have gone on rising at an annual rate
of about 7 per cent.

In line with continental European experience, the strength of demand
for bank credit last year was associated partly with rising expenditure on
housing and durable consumer goods, but even more with mounting pro-
duction costs and the squeeze on company profit margins. This demand,
together with the prevalence of easy credit conditions throughout most of
the year and a marked preference by individuals and business firms for
liquid assets, led to a big expansion of bank loans and deposits. The corporate
sector, in particular, appears to have borrowed, both domestically and abroad,
considerably in excess of its net financial requirements, using the proceeds
to build up liquid assets and extend larger trade credits to the rest of the
economy. The commercial banks' lending to the private sector rose in 1963
by Yen 3,250 milliard, i.e. more than 25 per cent., as against an increase
of about 16 per cent, in 1962. With the accompanying big growth of Yen
2,830 milliard (30 per cent.) in deposit liabilities, the banks' recourse to the
Bank of Japan (Yen 130 milliard) was kept to small proportions.
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Late in 1963 the monetary authorities began to move gradually back
to a policy of restriction. One of the first steps was a tightening of the
city banks' credit ceilings with the Bank of Japan. Then, in December,
minimum reserve requirements in respect of demand deposits were raised,
while those for savings deposits were left unchanged. More important, in
January 1964 the Bank of Japan requested the commercial banks to limit their
credit expansion in the first quarter to 90 per cent., and in the second quarter
to 88 per cent., of the increase in the corresponding period of 1963. Finally,
in March the Bank of Japan raised its discount rate from 5.84 to 6.57 per
cent., and at the same time the advance deposit required on imports of
producer goods was raised from 1 to 5 per cent, and that on imports of
consumer goods from S to 35 per cent.

The policy problems facing the Japanese authorities are now more
complex than those which on previous occasions called for restraint. For
one thing, the principal source of excess demand in the past was investment
expenditure, which as a rule responded quickly to the application of monetary
measures. However, investment demand, particularly for plant and equipment,
was relatively weak last year, while tight labour-market conditions — a new
development in Japan — led to sharply rising wages and consumption. For
another thing, several developments of an external character have increased
the need for a flexible and broadly-based set of policy instruments. In April
1964 the yen was formally made convertible, and Japan has also become a
member of the OECD. At the same time, the narrowness of overseas capital
markets has made it increasingly difficult to raise long-term capital abroad,
and the balance-of-payments invisible account has tended gradually to deterio-
rate. Thus, while the restrictive measures already taken appear now to be
having some effect, a more active use of monetary and budget policy, in
combination, may be expedient in future.



- 65 -

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 .

Domest ic prices and wages.

The general picture of price changes in the western industrial countries
over the past twelve months has remained much the same as in preceding
years. While prices have been relatively stable in North America, and also
in the United Kingdom, they have continued to rise sharply in a number
of continental countries. Extraordinary increases in food prices due to bad
weather have played a smaller rôle since the spring of 1963 than in the
previous twelve months; high demand and extreme tightness in the labour
market were clearly the principal cause of the persistent inflation. A new
factor contributing to rising prices was the firmer trend in world commodity
markets.

Consumer prices. Consumer prices continued to rise in all industrial
countries in 1963. The increase in western Europe as a whole worked out
at about 4 per cent., roughly the same as in the preceding year.

Italy and France experienced the largest increases last year, with index
gains of 7 and 6 per cent, respectively. They were followed by Finland
and Spain, with rises of 5 per cent. In Austria, Belgium, Switzerland and
the Netherlands consumer prices went up by about 4 per cent., in Germany
and Sweden by 3% per cent, and in Denmark by a little under 3 per cent.

The situation was more satisfactory in Norway, the United Kingdom,
the United States and Canada, where increases of less than 2 per cent, were
recorded.

With few exceptions, the contribution of food prices to the general price
rise over the past year was smaller than in 1962-63, when they were affected
by exceptionally bad weather. Only in Belgium and the Netherlands was
most of the rise in 1963 due to food prices. In Sweden, Austria, Italy and
Finland food prices accounted for about one-half of the overall increase, in
France, Germany and the United Kingdom for roughly two-fifths, and in
Switzerland, Denmark, Canada and the United States for approximately one-
third. In Norway prices were kept steady in 1963 by means of subsidies on
foodstuffs, but with their removal at the beginning of this year the price
level has begun to move upwards again.

Services again played a major rôle in pushing up consumer prices,
accounting for 20-25 per cent, of the rise in the index in France, the
Netherlands, Italy and Canada and over 40 per cent, of the comparatively
small increase in the United States. Another source of price pressure in 1963
was the further relaxation of rent control and the higher cost of new housing.
In Italy controlled rents were raised again by 20 per cent, on ist January 1963.
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Consumer pr ices.

Countries

Total
index,
1962

Total index and components, 1963

Total Food Rent Light and
fuel Clothing

percentage changes, December to December

Austria

Belgium . . . .

Denmark . . . .

Finland

France

Germany . . . .

Italy

Netherlands . .

Norway

Spain

Sweden . . . .

Switzerland . . .

United Kingdom

Canada . . . .

United States .

2.3

1.2

6.8

6.3

4.6

2.9

6.5

4.0

4.6

10.6

4.9

3.2

2.6

1.8

1.2

4.2

4.2

2.8

5.1

6.0

3.5

6.9

3.8

1.7

5.0

3.5

3.9

1.9

1.7

1.7

4.7

5.7

2.5

6.0

5.7

3.6

6.8

5.8

0.0

2.9

6.1

3.3

2.2

1.9
1.8

5 .1

4.4

3.9

13.7

7.3

9.6

0.8

1.8

3.9

1.2

7.2

4.8

0 . 3

1.0

3.5

4.7

3.9

2.9

3.4

5.1

4.8

4.6

2.0

3.5

3.4

-2.8

0.4

2.5

0.9

2.6

3.6

2.1

6.1

2.9

2.8

10.7

0.7

3.1

0.7

2.6

1.5

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

d e c o n t r o l , a n d o n 3 1 s t O c t o b e r , a s p a r t o f t h e g o v e r n m e n t ' s a n t i - i n f l a t i o n

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

S w i t z e r l a n d p e r m i s s i o n w a s g r a n t e d f o r c o n t r o l l e d r e n t s t o b e r a i s e d b y 7 p e r

c e n t , a s f r o m i s t O c t o b e r 1 9 6 3 . I n G e r m a n y t h e d e c i s i v e s t e p w a s t a k e n

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

b e e n f r e e d o n r o u g h l y 4 5 p e r c e n t , o f t h e d w e l l i n g s p r e v i o u s l y s u b j e c t t o

c o n t r o l . R e n t s m a y n o t b e i n c r e a s e d b y m o r e t h a n 2 0 - 2 5 p e r c e n t , i n t h e

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

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

e x i s t i n g d w e l l i n g s . A s a r e s u l t , r e n t s i n G e r m a n y w e n t u p b y a n a v e r a g e

o f 3 p e r c e n t , i n t h e first f o u r m o n t h s o f 1 9 6 4 , a f t e r r i s i n g b y 7 % p e r c e n t ,

i n 1 9 6 3 . I n F r a n c e a n d t h e N e t h e r l a n d s , i t m a y b e a d d e d , i n c r e a s e s i n

c o n t r o l l e d r e n t s a r e s c h e d u l e d f o r J u l y 1 9 6 4 .

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

m o r e t h a n 1 0 p e r c e n t , i n G e r m a n y , t h e 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

a n d t h e U n i t e d K i n g d o m a n d b y s o m e 7 p e r c e n t , i n B e l g i u m . I n I t a l y a n d

F r a n c e , a s w e l l a s i n A u s t r i a , D e n m a r k , F i n l a n d a n d N o r w a y , t h e i n c r e a s e w a s

s h a r p e r , w h i l e 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 , i t w a s s m a l l e r .

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

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

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

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

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

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

m o v e c l o s e r t o t h e i r m a r k e t l e v e l , i n c r e a s e s h a v e b e e n s u b s t a n t i a l .
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Consumer prices.
Indexes: December 1960 = 100.

United States

Canada

Belgium

United Kingdom

Netherlands

Germany

Switzerland

Sweden

Austria

Norway

France

Denmark

Italy

Finland

i 1 i I I I r-

1964
Up to March

1 t I I I I I I ! I [ f I
115 120

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

1 9 5 6 - 6 3 s h o w s t h a t p r i c e s o f s e r v i c e s r o s e a p p r e c i a b l y m o r e t h a n t h e t o t a l

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

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

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

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

a b o u t t w i c e a s m u c h i n t h e N e t h e r l a n d s , t h e U n i t e d K i n g d o m , D e n m a r k ,

G e r m a n y a n d S w i t z e r l a n d , n e a r l y t h r e e t i m e s a s m u c h i n F r a n c e a n d five

t i m e s i n I t a l y .

Wholesale prices and building costs. W h o l e s a l e p r i c e s i n w e s t e r n E u r o p e

r o s e b r o a d l y i n l i n e w i t h c o n s u m e r p r i c e s i n 1 9 6 3 , w h e r e a s i n e a r l i e r y e a r s t h e y

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

t o o v e r 4 p e r c e n t . , c o m p a r e d w i t h l e s s t h a n 3 p e r c e n t , i n 1 9 6 2 . T h e

b i g g e s t a d v a n c e s o c c u r r e d i n t h e N e t h e r l a n d s a n d F i n l a n d ( 6 % p e r c e n t . ) ,

I t a l y ( 5 % p e r c e n t . ) a n d S w e d e n ( 4 % p e r c e n t . ) . A n i n c r e a s e o f 4 p e r c e n t ,

w a s r e c o r d e d i n A u s t r i a , B e l g i u m a n d F r a n c e . I n S p a i n t h e o v e r a l l i n d e x

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

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

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

s i x y e a r s .

I n m o s t c a s e s w h o l e s a l 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 r o s e l e s s l a s t y e a r

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

a c c o u n t f o r t w o - t h i r d s o f w e s t e r n i n d u s t r i a l p r o d u c t i o n — t h e U n i t e d S t a t e s ,
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Wholesale pr ices.

Countries

Total
Index,
1962

Total index and components, 1963

Total
Agricultural

products
Raw

materials
Manufactured

goods

percentage changes, December to December

Austria

Belgium . . . .

Denmark . . . .

Finland . . . .

France

Germany . . . .

Italy

Netherlands . .

Norway

Spain

Sweden . . . .

Switzerland. . .

United Kingdom

Canada . . . .

United States .

0.5

1.7

2.9

1.5

2.1

4 . 6

0 . 7

0 . 9

5 . 7

2 . 6

4 . 3

2.4

0.0

4.0

4.1

1.9

6.4

3.9

5 . 5

6 . 5

3 . 5

0 . 9

4 . 5

3 .1

1.4

-0.1

4.6

7.5

0.9

9.0

4.5

5.4

3.7

15.0

4.8

— 1.4

10.1

5.8

6.1

— 7 . 0

— 4 . 1

3.5

4.4

5.3

10.7

5.8

2.9

1.9

3.4

1.6

2.6

2.0

4.7

0.8

- 4 . 3

5 . 9

2.3

1.9

21

2.8

0.7

3.5

0.9

2.0

5.5

1.8

1.6

— 0 , 2

G e r m a n y a n d t h e U n i t e d K i n g d o m — t h e y r o s e m o d e r a t e l y o r e v e n d e c l i n e d .

P r i c e s o f a g r i c u l t u r a l p r o d u c t s , o n t h e o t h e r h a n d , i n c r e a s e d b y a b o u t 5 % p e r

c e n t , ( m o s t l y c o n c e n t r a t e d i n t h e first h a l f - y e a r ) , a g a i n s t a l i t t l e o v e r 4 p e r

c e n t , i n t h e p r e v i o u s y e a r . A n d t h e r e w a s a m a r k e d t u r n - r o u n d i n t h e p r i c e

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

Wholesale prices.
Indexes: December 1960 = 100.

United States

Germany

Canada

United Kingdom

Belgium

France

Netherlands
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m o n t h or two prices of foodstuffs a n d cer tain raw mater ia ls have again b e e n

showing a weaker t endency ; in Canada and t h e U n i t e d States, w h e r e deve lop-

m e n t s often foreshadow the general t rend , they have been decl ining.

Wholesa le prices have generally r isen less t han consumer pr ices over t h e

pas t th ree years . M o s t of the difference reflects services ( inc luding rents ) .

T h e largest increase in wholesale prices du r ing this per iod has been in Italy —

12 per cent. Elsewhere in E u r o p e t h e rises have generally been wi th in t h e

range of 6-10 per cent. In t h e case of the Ne the r l ands the whole of th is

increase occurred in 1963.

In the const ruct ion sector, d e m a n d pressure has remained very high,

skilled labour has been in part icular ly shor t supp ly and product iv i ty gains,

part icular ly in house-bui ld ing , are still l imited. T h e rise in bu i ld ing costs

accelerated in mos t countr ies last year, t h o u g h not in G e r m a n y , the U n i t e d

K i n g d o m or the Scandinavian countr ies .

Building costs.

Countries

Austria

Finland .

France

Germany

Italy*

Netherlands»

Norway

Sweden

Switzerland

United Kingdom

United States

1961 1962 1963 1961-63

percentage increases, December to December

6.3

8.0

3.2

3.5

9.0

3.0

2.4

6.7

4.3

7.4

5.3

1.6

1.1

7.4

4.7

6.1

7.9

8.1

1.4

3.9

4.1

7.1

2.5

2.4

7.5

2.3

7.4

9.6

4.6

9.0

6.5

2.3

3.9

8.9

2.4

3.2

15.5

18.6

16.0

20.4

23.0

21.3

10.7

13.4

12.8

25.2

10.5

7.4

* Annual average changes, compiled from GNP deflator for dwellings.

O v e r t h e p e r i o d 1 9 6 1 - 6 3 b u i l d i n g c o s t s w e n t u p l e a s t — b y yY^ p e r

c e n t . — i n t h e U n i t e d S t a t e s , w h e r e r a t i o n a l i s a t i o n o f t h i s s e c t o r i s m o s t

a d v a n c e d . I n w e s t e r n E u r o p e t h e i n c r e a s e h a s r a n g e d f r o m a b o u t 1 0 t o 2 5

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

c o n s u m e r o r w h o l e s a l e p r i c e s .

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

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

c o n t i n u e d t o r i s e b y 3 o r 4 p e r c e n t , p e r a n n u m — s l i g h t l y l e s s t h a n

p r o d u c t i v i t y . M u c h t h e s a m e c a n b e s a i d , s o f a r a s 1 9 6 3 i s c o n c e r n e d ,

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

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

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

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

o v e r t h e p a s t y e a r h a s a g a i n b e e n o f t h e o r d e r o f 7 o r 8 p e r c e n t , i n m o s t
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countries. By comparison with the previous year this represented an increase
in Austria, Finland and Switzerland, but some easing in Germany and —
towards the end of the period — France and Sweden. The situation was
also healthier in Norway, where the rate of wage increase has been cut to
around 5 per cent.

The most serious problem of wage inflation over the past year was in
Italy, with a rise of between 15 and 20 per cent, for the second year running.
This trend, which originally emerged from contractual wage negotiations,
has persisted very largely because of the automatic links with the cost-of-
living index. In the Netherlands the wage increase remained within relatively
narrow bounds until late in 1963; as a result of the new pay agreements,
however, earnings are expected to go up by about 15 per cent, in 1964.

Wages in industry.

Countries Wages

Nominal

1961 1962 1963 1961-63

Real

1963 1 9 6 1 - 6 3

percentage increases, December to December

Austria

Belgium

Finland

France

Germany

Italy

Netherlands

Norway

Sweden

Switzerland

United Kingdom . . . .

Canada

United States

Rates

Earnings

Earnings

Earnings

Rates

Rates
Earnings

Rates
Earnings

Rates

Earnings

Earnings

Earnings

Rates
Earnings

Rates

Earnings

Earnings

Earnings

7.6
7.9

4.0

6.7

8.0

8.4
9 . 4

7 . 6
1 0 . 6

6 . 2

12.4

1 0 . 5

7 . 0

4.6

5.1

2.9

6.1

3.3

3.9

3.5
7.6

8.7

5 .5

9.5

8.5
9 .8

6.0
19.1

11.6
8.9

6.3

7.4

5.5
8.5

4 .0
4 .2

3.2

2.1

9 .9
10.9

8 .2

7.4

7.9

5.8
7.1

15.8
18.2

4.6
7.0

5.2

7.1

6.3
8 .8

4 .2
4 .5

4.1

3.3

22.4
28.7

22.2

20.8

27.5

24.4
28.7

32.1
55.6

24.0
31.1

23.6

23.1

17.3
24.1

11.5
15.5

11.0

9.6

5 .4
6 .4

3.S

2 . 2

1.8

2 .3
3.5

8.3
10.5

0.8
3.1

3.5

3.5

2 .3
4 .7

2 .3
2 .6

2.4

1.6

9 . 0

14.6

14.8

7.2

1 0 . 5

13.3
17.2

12.8
32.9

15.0

21.6

11.2

10.7

5.7
11.8

2.2

5.8

6.9

5.8

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

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

t h a t o n l y i n t h e B e n e l u x a n d t h e N o r t h A m e r i c a n c o u n t r i e s h a s t h e i n c r e a s e

i n r e a l w a g e s s i n c e 1 9 6 1 a m o u n t e d t o m o r e t h a n h a l f o f t h e i n c r e a s e i n

n o m i n a l w a g e s .

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

1 9 6 2 - 6 3 , h a s g e n e r a l l y b e e n m o r e s a t i s f a c t o r y i n r e c e n t m o n t h s . I n s o m e

c a s e s , f o r i n s t a n c e G e r m a n y , t h i s m a y p a r t l y r e f l e c t t h e f a c t t h a t n o m a j o r

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

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

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

i n c o m e s i n l i n e w i t h t h e t r e n d o f p r o d u c t i v i t y . I n t h e U n i t e d S t a t e s t h e
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a u t h o r i t i e s w e r e s u c c e s s f u l i n t h e s p r i n g o f 1 9 6 4 i n s e t t l i n g t h e f o u r - y e a r

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

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

F o r a w h o l e d e c a d e , u n t i l 1 9 6 2 , r a w - m a t e r i a l p r i c e s h a d b e e n w e a k e n i n g .

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

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

w e s t e r n E u r o p e a n d J a p a n . B u t , i n a d d i t i o n t o t h e u n d e r l y i n g c y c l i c a l f o r c e s

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

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

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

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

p o s i t i o n i s s i m i l a r w i t h r e g a r d t o t e x t i l e s , t h e U S S R h a v i n g b e g u n t o m a k e

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

t o t h e d e c i m a t i o n o f i t s o w n flocks d u r i n g t h e s e v e r e w i n t e r o f 1 9 6 2 - 6 3 ,

a n d t o b u y s u b s t a n t i a l a m o u n t s o f l o n g - s t a p l e c o t t o n . F i n a l l y , i t m a y b e n o t e d

t h a t t h e U S S R h a s r e d u c e d , o r i n s o m e c a s e s c e a s e d , i t s e x p o r t s o f n o n -

f e r r o u s m e t a l s .

A t first, f r o m O c t o b e r 1 9 6 2 t o M a r c h 1 9 6 3 , t h e r i s e i n t h e a v e r a g e

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

s u g a r , c o c o a , s i s a l a n d s t e e l s c r a p . I n t h e s p r i n g o f 1 9 6 3 , h o w e v e r , t h e

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

m a t e r i a l s w i t h " a d m i n i s t e r e d " p r i c e s .
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T h e expansion of raw-mater ia l p roduc t ion capacity was init iated i m m e -

diately after t h e war and du r ing and after t h e Korea boom. O u t p u t , however,

could be raised only slowly and over a long per iod and could no t b e rapidly

cut back w h e n prices began to recede. Desp i te t h e g rowth of consumpt ion ,

therefore, supply exceeded demand . T h i s si tuation led to the ten-year erosion

of raw-mater ia l prices, which eventual ly discouraged fur ther inves tment designed

to expand ou tpu t , unt i l in 1962 some kind of balance was at last achieved.

T h e change in the price t r end coincided wi th the C u b a episode and t h e Sino-

Ind ian d ispute . T h e subsequen t acceleration of d e m a n d for r aw materials took

produce r s by surprise . I n view of t h e previous steady decrease in prices,

restr ict ions had been placed on o u t p u t and they could not be readily lifted in

order to adapt supply to the increase in d e m a n d . T h e s e supp ly difficulties

gave rise to concern abou t possible shortages, wh ich p u s h e d u p d e m a n d still

fur ther and led to a renewed advance of prices.

T h o u g h the 1963 harvests were not at all bad in the wor ld as a whole,

c rop failures in some regions resul ted in keen d e m a n d for agricul tural p r o -

ducts , and especially for foodstuffs. Consequen t ly a larger p ropor t ion of all

c rops was expor ted. W h e a t exports , for example , reached a record level

in 1963.
#

In the six years from the end of 1956 to the a u t u m n of 1962 sterling

prices of raw materials on British markets fell b y abou t 20 per cent. T h e

price indexes of Reu te r and the Financial T i m e s have since t h e n advanced b y

nearly 20 per cent., so that the lost g round has been recovered. Accord ing

to M o o d y ' s Index, quota t ions on U S marke ts also decl ined b y an average of

some 20 per cent, du r ing the six-year per iod. T h e subsequen t gain unti l t he

beginning of M a y 1964, however, worked out at only jus t 5 pe r cent .

T h e t r end in wor ld -marke t prices is pe rhaps bes t indicated b y Schulze 's

Index , which covers a larger n u m b e r of commodi t ies and marke ts t han other

indexes . I t shows an overall rise of 5 per cent, f rom the low in a u t u m n 1962

unt i l M a y 1963. Foodstuffs, which c l imbed b y 10 per cent. , m a d e a greater

cont r ibu t ion to this improvemen t t h a n industr ia l raw materials , which went

u p b y only 2x/2 per cent. In the following th ree m o n t h s the index decl ined

somewhat , wi thout , however , r e tu rn ing to the low s tar t ing-poin t of the a u t u m n

of 1962. After this break an even s t ronger u p w a r d m o v e m e n t set in, and by

the beginning of 1964 the general index was 8 per cent, above the level in

t h e a u t u m n of 1962, industr ia l raw materials having gone u p by 4 per cent,

and foodstuffs by 15 per cent.

A m o n g foodstuffs, prices of cereals did not rise m u c h , a l though they

were in t h e l imelight in the second half of 1963 w h e n the U S S R entered

the marke t to purchase considerable quant i t ies of wheat . Prices for beverages

and sugar rose by 50 per cent, be tween Sep tember 1962 and January 1964;

they have since fallen, however, by some 10 per cent . D u r i n g the last

twelve m o n t h s prices of meat and mea t p roduc t s have gone u p by a good

20 per cent. , while fats and oils have remained qu i te stable.
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World-market commodity prices.
Monthly indexes: December 1960 = 100.
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T h e r i s e i n i n d u s t r i a l r a w - m a t e r i a l p r i c e s w a s f a i r l y m o d e r a t e ; i t w a s

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

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

a u t u m n o f 1 9 6 2 . T h e i n d e x figures f o r t h e r u b b e r g r o u p a n d , e s p e c i a l l y ,

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

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

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

s y n t h e t i c m a t e r i a l s .

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

b e e n d u e t o t h e m o v e m e n t s o f a f e w g r o u p s o f p r o d u c t s a n d a r e b y n o
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Prices of major commodities.

Commodities Markets

Changes during

1961 1962 1963

in percentages

1964
to April

Materials of
industrial origin

Crude oil
Crude oil
Coal
Copper
Tin
Lead
Zinc
Aluminium ingots .
Mercury
Stee l bars
Steel, section . . . .
Steel scrap
Rubber, synthetic . .
Rayon yarn
Rayon staple . . . .

Materials of
agricultural origin

Wool
Cotton
Cotton
Jute
Sisal
Hides
Rubber, natural . . .
Wood-pulp

Foodstuffs
Wheat
Maize
Sugar
Cocoa
Coffee
Copra
Soya beans
Cotton-seed oil . . .
Lard

Bradford, Pa.
Venezuela
USA
London
London
London
London
USA
New York
ECSC
USA
Pittsburgh
New York
USA
USA

Melbourne
New York
Alexandria
London
London
Chicago
Singapore
Sweden

Winnipeg
New York
New York
New York
New York
London
Chicago
New York
New York

— 3.5
0.0

— 0.9
— 0.5
+ 19.3
— 6.9
— 13.8
— 7.7
— 9.1
— 9.9
— 4.2
+ 32.5

0.0
0.0

— 3.6

+ 19.8
+ 8.3
— 5.6
— 28.4
— 15.9
+ 17.6
— 9.5
— 3.7

+ 13.3
+ 4.5
— 18.5
+ 2.4
— 5.8
— 6.1
+ 10.6
+ 18.9
— 12.6

0.0
0.0

— 2.0
+ 1.8
— 9.5
— 8.3
— 6.1
— 6.3
— 1.8
— 12.1

0.0
— 26.6

0.0
0.0
0.0

+ 5.8
— 0.2
+ 7.5
— 7.9
+ 43.0
— 6.3
+ 3.8
— 3.7

+ 3.7
+ 2.4
+ 74.1
— 16.6
— 1.3
+ 15.6
+ 1.0
— 17.1
— 12.9

0 . 0
0 . 0
3 . 4
0 . 7

1 7 . 6
34.1
41.3

2.2
16.8
6.0
3.5
0.3
0.0
0.0
3.7

3 6 . 3
0 . 9
7 . 0
8.7

19.4
32.2
18.9

1.5

+ 4.6
+ 5.3
+ 129.1
+ 21.7
+ 11.1
+ 5.3
+ 1 1.7
— 7.6
+ 15.3

— 3.2
0.0

— 0.4*
+ 32.5
+ 3.3
+ 10.7
+ 14.4
+ 2.2
+ 21.3
+ 11.6

0.0
+ 19.9

0.0*
0.0*

— 5 . 4
+ 0 . 7
+ 1 4 . 2
— 2 . 3

0 . 0

— 1 6 . 6 *
+ 5 . 5

+ 1.5
+ 2.1
— 22.1
— 16.6
+ 31.2
— 1.9
— 7 .1
— 1.4
+ 4.2

* Up to March.

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

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

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

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

F r o m S e p t e m b e r 1 9 6 2 t o D e c e m b e r 1 9 6 3 p r i c e s

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

a n d s k i n s ;

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

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

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

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

o f 1 9 6 3 ) , a n d f o r c e r t a i n n o n - f e r r o u s m e t a l s — t i n , m e r c u r y a n d

s i l v e r ;



(iv) recorded a sharp rise in the case of sugar, cocoa, sisal, wool, zinc
and lead.

Agricultural products were thus mainly responsible for the upward
movement of raw-material prices from the autumn of 1962 until the end of
1963. In 1964 the situation changed. In the first four months of 1964

(i) prices fell, in certain cases substantially, for sugar, cocoa, copra,
soya beans, wool and hides and skins;

(ii) prices of other foodstuffs, namely rice, wheat, maize and cotton-seed
oil, remained stable, as did those of cotton, sisal and silver;

(iii) an appreciable increase occurred in the case of natural rubber, lead,
tin, copper, zinc, mercury, steel and steel scrap, and the price of
coffee also began to rise sharply.

This renewed partial price boom for raw materials so far in 1964 is
mainly based on metals and, in particular, non-ferrous metals, for which the
industrial upswing has created a corresponding demand.

Tin. The restrictive policy pursued by the tin industry since before the
war has been reflected over the past three years in a shortfall of supplies. At
present output is lagging behind consumption by some 18,000 tons per annum.
Last year half of this shortfall was covered by releases from the US surplus
reserve (which then amounted to some 165,000 tons) and one-sixth by sales
by the buffer pool; for the remainder producers, dealers and consumers had
to run down their stocks.

In the middle of May 1963 the price of tin, at £908 per long ton,
had come close to the level at which, under the International Tin Agreement,
the buffer pool may sell. In fact its stock was only just 3,000 tons, so that
it had to retire from the market. On 5th December the International Tin
Council raised the ceiling price at which the buffer pool must sell from
£965 to £1,000 per ton.

The upswing, however, continued: at the end of the year the £1,000 mark
was passed and in February 1964 the price reached £1,250 a ton, the highest
recorded since 1951. On 20th March the US Administration agreed to a
new liquidation programme enabling 20,000 tons to be sold over the coming
twelve months at prices consistent with the prevailing market level. After this
demand quietened down and the price fell to £1,052 per ton at the end
of March and £1,038 by the beginning of May 1964.

Zinc. The price of zinc has gone up far more than that of tin. At the
beginning of 1963 the London settlement price for zinc was £65 7 / 8 per long
ton; by the end of the year it had climbed to £977s and on n t h May
1964, at £128, it reached its highest level since the resumption of trading in
zinc on the London Metal Exchange on 2nd January 1953. As with other
metals, immediately available supplies are very short. Leading producers,
fearing that aluminium or synthetic materials might be substituted for their



product, have tried to keep prices down by means of periodic sales, but
they have not succeeded in the face of rising demand due to the continuing
boom in the motor-car industry in the United States and Europe and also
to the high level of building activity.

Copper. From March 1962 onwards the leading producers and exporters
succeeded in keeping the price of copper stable. They fixed a selling price
of £234Vs a long ton for regular customers and maintained it by constant
intervention. At the end of 1963, however, prices came under pressure and
in the middle of January 1964 producers withdrew from the market. On
24th February the settlement price for copper wire bars on the London Metal
Exchange was £277 a ton; thereafter it continued to rise, reaching £319 a
ton on 13th April 1964, the highest quotation since 1956. The producers'
efforts to keep prices stable were thus thwarted, as copper consumers wished
to build up their stocks, while disputes and strike threats in North and
South America and political unrest in East Africa strengthened the climate for
a price rise. All restrictions on output and sales were lifted quickly, but it
was too late. Production of copper is, however, large enough to preclude
any genuine shortage and to meet further increases in demand.

Rubber. The position of natural rubber has been rather weak for a long
time, notwithstanding the boom in the motor-car industry. As a result of
competition from the synthetic product, prices of natural rubber tended down-
wards throughout 1963. They declined from 24%d. to i9 3 / 8d. per lb. (reach-
ing on 9th September, at i8%d. per Ib., their lowest level since 1954). In
March 1964 quotations picked up somewhat under the impact of Soviet
purchases, and at the beginning of May 1964 the price stood at 20% d. In
1963 the share of natural rubber in total rubber consumption in the West
was for the first time less than one-half (in the United States, the chief
consumer country, it is already less than one-quarter).

Wool. Although synthetic fibres have made further progress and cotton
consumption has been sustained, demand for wool rose markedly in 1963 and
has continued to do so in 1964. Exports from New Zealand and Australia
in 1963-64 increased by nearly 10 per cent, compared with a year earlier.
Production has risen steadily since the end of the war, but recently it has
lagged behind the growth of consumption. Although the gap was covered
last year from stocks in producing countries and from former strategic reserves,
prices were affected. In the middle of November 1963 quotations for Australian
merino were about 30 per cent, higher than a year before and in fact the
highest for six years, while crossbreds from New Zealand were at their highest
for twelve years.

Sugar. The decline in world sugar crops caused sugar quotations to soar
in 1962-63. In that year the crop amounted to only 50 million tons, compared
with 55 million tons in 1960-61. In 1963-64, however, world production is
expected to reach 53 million tons. Meanwhile, prices, though lower than they
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were last year, can still be regarded as being favourable for producers. In
May 1963, at 12.60 cents per Ib., the highest quotation since 1920 was
registered. The price subsequently declined sharply until August 1963, but
even then, at 5.62 cents, it was well above the former trough of little more
than 2 cents a lb. It then recovered once more and after some ups and
downs stood late in May 1964 at 6.32 cents.

Wheat. Prices of wheat and other cereals have strengthened somewhat
over the last twelve months, although crops proved to be better than had
been expected. The supply difficulties that have arisen during the current
crop year have been due not to any overall shortage but more to geographical
differences. On the one hand, the four traditional exporting countries (Argentina,
Australia, Canada and the United States) increased their crop from 58.5 mil-
lion tons in 1962-63 to 67.1 million in 1963-64; of this Canada accounted
for nearly 20 million — the largest crop in its history. On the other hand,
there were shortfalls in other regions, which forced former net exporters to
arrange temporarily for substantial imports. The USSR had suddenly to
contract for imports of over 10 million tons from western countries, including
6.6 million tons from Canada, 1.6 million tons from Australia and about
1 million tons from the United States.

Cocoa. The price of cocoa had reached its highest level for three years
early in May 1963 at 29.17 cents a lb. At that time nearly all of Ghana's
and Brazil's crops had been sold and the marketing boards in Ghana and
Nigeria had withdrawn from the market. The UN Cocoa Conference, which
took place in Geneva from 26th September to 24th October 1963 and which
it was hoped would result in an agreement to ensure fair prices and to elimi-
nate excessive swings in quotations for this commodity, failed. At the begin-
ning of 1964, however, the price began to decline and by 10th April it had
fallen to 22 cents. By this time it was known that west African crops in
1963-64 would be much larger than was expected at the end of last year,
while the increase in consumption has lately been much slower than in the past.

World output of basic commodities. The growth of nearly 5 per cent, in
industrial output in western Europe and North America last year led to an
increase in demand for industrial raw materials, world production of which
in general expanded, though at a slower rate than in the preceding year.

Considerable increases in output were recorded for fuels (including
mineral oil) and man-made fibres. World steel production, too, increased by
about 7 per cent. Output of non-ferrous metals went up by less than the
average for industrial raw materials, with the effects already described on
prices. Output of tin (which is below its pre-war level) remained stationary
last year, whereas that of aluminium expanded by a further 9 per cent, and
is now eleven times as high as in 1937.

In terms of volume, production of raw materials of industrial origin was
over 6 per cent, greater in 1963 than in the preceding year. That of raw



Estimates of world production of basic commodities.

Commodities Units
(metric)

1000 tons
milliard m3

1000 tons
1000 tons
1 000 tons
million tons
milliard kWh
million tons
million tons
million tons
1000 tons
million tons
million tons
1000 tons
1 000 tons
million tons
million tons
tons
million tons
million tons
1000 tons
1000 tons
1000 tons
1000 tons
million tons
1000 tons
1000 tons
1000 tons
million tons
1000 tons
1000 tons

1937'

4 9 3
7 8

9 8 6
6 3

8 3 4
2 8 0
177

8 3
2 5 2

136
119

12
6

1,636
2,534

2 5
115

4,590
19

1,291
1,692

3 9
6,661
2,420

152
7 3 2

1,965
1,718

167
6 4 0
2 0 5

1962

5,002
5 5 7

2,139
3,200
3,948
1,214

7 6 8
3 5 8
6 8 6
3 6 1
3 5 2

31
14

3,423
5,281

5 0
2 1 7

8,837
3 3

2,100
2,751

6 5
10,607
4,020

2 4 7
1,134
2,900
2,578

2 6 3
9 2 0
199

1963
preliminary

5,466
5 9 0

2,096
3,420
4,350
1,305

8 0 0
3 7 3
7 1 5
3 8 5
3 2 5

31
14

3,530
5,325

5 3
2 3 5

9,200
3 3

2,200
2,860

6 5

10,895
3,955

2 4 5

1,165
3,100
2,626

2 4 9
9 0 0
199

Percentage change

1962
over
1961

+ 9
+ 9

+ 12
+ a
+ 6
+ 7
+ 3
+ 2
— 2
— 2
+ 3
+ 4
+ 2
— 2
+ 1
— 2
+ 3
+ 8
— 7

— 4
+ 6
— 7

+ r
— 3
— 78
— 7
+ 77
+ /
— 1

1963
over
1962

+ 9
+ 7

+ 3

+ 10
+ 7
+ 4
+ 4
+ 4
+ 7
— a
+ 3
+ 2
+ 3
+ 1
+ 5
+ a
+ 4
+ 1
+ 5
+ 4

0
+ 3
— 2
— 1
+ 3
+ 7
+ 2
— 5
— 2

0

1963
over
1937

+ 1,009
+ 658

+ 426

+ 422
+ 366
+ 352
+ 351
+ 184
+ 183
+ 773
+ 753
+ 7 40
+ 776
+ 110
+ 109
+ 104
+ 100
+ 78
+ 70
+ 69
+ 66
+ 64
+ 63
+ 61
+ 59
+ 55
+ 53
+ 49
+ 41
— 3

Aluminium2. . .
Natural gas . . .
Rubber, natural .
Rubber, synthetic
Man-made fibres
Crude oil . . . .
Hydro-electricity
Cement
Brown coal . . .
Steel
Nickel3

Soya beans . .
Manganese ore .
Zinc2

Copper" . . . .
Sugar
Maize
Mercury . . . .
Fats and oils5 .
Hard coal. . . .
Lead*
Tungsten . . . .
Cotton
Coffee, green. .
Rice, rough . .
Cocoa
Jute
Wool
Wheat
Hard fibres . . .
Tin2

11934-38 averages for agricultural products. 2 Smelter production. 3 Metal content of mine production. 'Refinery
production. 5Oil equivalent.

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 ( t e x t i l e fibres a n d n a t u r a l r u b b e r ) , o n t h e o t h e r

h a n d , w e n t u p b y 2 p e r c e n t . O u t p u t o f a l l r a w m a t e r i a l s — o f b o t h

a g r i c u l t u r a l a n d i n d u s t r i a l o r i g i n — r o s e b y 4 p e r c e n t . , c o m p a r e d w i t h

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

l e v e l a s i n t h e p r e c e d i n g y e a r : t h e m a i z e c r o p w a s l a r g e r t h a n i n 1 9 6 2 , w h i l e

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

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

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

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

r i s e n t w o a n d a h a l f t i m e s .
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I I I . W O R L D T R A D E A N D P A Y M E N T S .

Since 1961 the expansion of world trade has been gathering momentum
and in 1963 it amounted to 8.4 per cent, in value, against 5.7 per cent, the
year before. As in 1962, western Europe's imports increased faster than its
exports; the counterpart of this movement is to be found, generally speaking,
in a bigger US export surplus and decreasing deficits in the developing areas.

International trade,

Areas

Developed areas
Western Europe

EEC
EFTA

Total for western Europe . . .

United States and Canada . . . .
Other developed areas*

Total for developed areas . . .

Develop ing areas
Latin America
Other areas

Total for developing areas . . .

World total

Exports
(f.o.b.)

1961

32.3
19.5
3.5

55.3

27.1
8.7

91.1

9.6
17.8

27.4

1 18.5

1962 1963

in milliards

34.2
20.5

3.7

58.4

27.9
9.5

95.8

10.2
18.6

28.8

124.6

37.5
22.2

4.0

63.7

30.0
10.6

104.3

10.8
20.4

31.2

135.5

by areas.

Imports
(c.i.f.)

1961 1962

of US dollars

32.1
23.6

5.2

60.9

22.3
10.6

93.8

10.0
20.5

30.5

124.3

35.8
24.6

5.9

66.3

24.1
10.5

100.9

10.1
21.0

31.1

132.0

1963

40.4
26.4

6.7

73.5

25.2
12.3

111.0

9.9
218

31.7

142.7

Changes in
volume of trade

1961-63

Exports Imports

in percentages

+ 16
+ 12
+ 5

+ 14

+ 12
+ 75

+ 13

+ 10
+ 14

+ 13

+ 13

+ 26
+ 11
+ 28

+ 20

+ 73
+ 77

+ 78

+ 4
+ 2

+ 3

+ 14

* Australia, Japan, New Zealand and South Africa.

O v e r t h e p e r i o d 1 9 5 3 - 6 1 t h e v a l u e o f d e v e l o p i n g c o u n t r i e s ' e x p o r t s r o s e

b y 3 . 1 p e r c e n t . , w h i l e t h e i r i m p o r t s i n c r e a s e d b y 4 . 5 p e r c e n t , p e r a n n u m .

A c h a n g e f o r t h e b e t t e r o c c u r r e d i n 1 9 6 2 , w h e n e x p o r t e a r n i n g s b e g a n t o

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

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

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

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

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

o f s a l e s t o E u r o p e . I n 1 9 6 3 , o n t h e o t h e r h a n d , t h e a d d i t i o n a l d e m a n d f o r

p r i m a r y p r o d u c t s c a m e m a i n l y f r o m w e s t e r n E u r o p e a n d J a p a n . T h e 8 p e r

c e n t , r i s e i n d e v e l o p i n g c o u n t r i e s ' e x p o r t s ( a g a i n s t o n e o f 5 . 3 p e r c e n t , i n

1 9 6 2 ) r e f l e c t e d a n i n c r e a s e i n b o t h v o l u m e a n d p r i c e s . A s m e a s u r e d b y

q u a r t e r l y figures, t h e f a l l i n g t r e n d o f e x p o r t p r i c e s w a s r e v e r s e d a t t h e
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Developing countries: Volume and unit value of foreign trade.
Adjusted quarterly indexes: 1958 = 100.
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/

—
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1 1 1
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Volume

Unit value

1959 1960 1961 1962 1963 1959 1960 1961 1962 1963

140

130

120

110

100

90

b e g i n n i n g o f 1 9 6 3 , a n d i n t h e l a s t q u a r t e r u n i t v a l u e s w e r e 4 . 5 p e r c e n t ,

h i g h e r 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 1 9 6 2 .

D e v e l o p i n g c o u n t r i e s ' i m p o r t s w e r e k e p t u n d e r c o n t r o l b y a w i d e r a n g e

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

e x c h a n g e r e s e r v e s i n 1 9 6 0 - 6 1 . T h e y i n c r e a s e d i n v o l u m e b y s o m e 1 p e r c e n t ,

i n b o t h 1 9 6 2 a n d 1 9 6 3 . T h a n k s t o t h e r i s e i n t h e i r e x p o r t s a n d t h e v i r t u a l

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

$ 8 0 0 m i l l i o n i n 1 9 6 2 a n d $ 1 , 8 0 0 m i l l i o n l a s t y e a r .

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

S o u t h A f r i c a i m p o r t s r e m a i n e d s t a b l e i n 1 9 6 2 , w h i l e e x p o r t s s h o w e d a r i s e

w h i c h w a s a l m o s t e n t i r e l y a c c o u n t e d f o r b y J a p a n . I n 1 9 6 3 i m p o r t s i n c r e a s e d

b y 1 7 p e r c e n t , a n d e x p o r t s b y 1 2 p e r c e n t . , s o t h a t t h e b a l a n c e o f t r a d e o f

t h e g r o u p a s a w h o l e d e t e r i o r a t e d b y s o m e $ 6 5 0 m i l l i o n . T h i s c h a n g e c o n -

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

b a l a n c e b y $ 2 0 0 m i l l i o n , t h e b a l a n c e s o f J a p a n , S o u t h A f r i c a a n d N e w

Z e a l a n d d e t e r i o r a t e d b y r o u g h l y $ 5 5 0 , 2 5 0 a n d 5 0 m i l l i o n r e s p e c t i v e l y .

A s r e g a r d s w e s t e r n E u r o p e , O E C D c o u n t r i e s ' e x p o r t s t o o t h e r O E C D

c o u n t r i e s r o s e , a s i n p r e v i o u s y e a r s , m o r e t h a n t h e i r 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 , n a m e l y b y 1 2 p e r c e n t . , c o m p a r e d w i t h o n l y 4 p e r c e n t . T h e i r

i m p o r t s f r o m t h e r e s t o f t h e w o r l d w e n t u p b y 9 p e r c e n t .

T h e e x p a n s i o n o f i n t r a - E u r o p e a n O E C D t r a d e r e f l e c t s c h i e f l y a 1 7 p e r

c e n t , g r o w t h o f t r a d e a m o n g E E C c o u n t r i e s . I n I t a l y a n d F r a n c e , w h e r e
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inflationary pressures were prevalent, there was an increase in purchases from
EEC partners of 31 and 24 per cent, respectively, the counterpart of which
is to be found in steep rises in the exports of Germany, Belgium and the
Netherlands.

In all areas the 1963 expansion of trade began in the second quarter.
In western Europe it continued at a fairly steady rate until the end of the
year and accelerated in the early months of 1964. In the United States trade
expanded at a lower rate after the middle of 1963 and this continued into
the first quarter of 1964. In other developed countries, as well as in the
developing countries, the expansion gathered speed throughout 1963, except
in the third quarter.

Balances of payments.

European OECD countries. In 1963 the combined current account of the
European O E C D countries deteriorated by $800 million in relation to the
previous year. This deterioration was essentially due to a worsening of the
trade position of the EEC countries, that of the E F T A countries having
improved somewhat.

The balance on current account of the EEC countries shifted from a
surplus of $680 million in 1962 to a deficit of $30 million last year. There
were three big changes: a rise of over $1 milliard in the Italian import
surplus, a fall of $365 million in the French export surplus and an increase
of $740 million in the German export surplus, the latter resulting chiefly from
an upsurge of exports in the last quarter of 1963 while imports remained
stable.

The combined current deficit of the E F T A countries was reduced from
$435 million in 1962 to $260 million last year. The overall improvement
resulted from substantial rises in Danish and U K exports. Portugal trimmed
its current deficit with an increase in net receipts from services — mainly
tourist receipts and workers' remittances. The current position of the four
other E F T A countries weakened: import surpluses expanded in Austria,
Norway and Switzerland, while in Sweden there was a fall in the net return
on invisible transactions. For the E F T A group as a whole net invisible
receipts remained practically unchanged in 1963.

With the exception of Greece, the current balance of the five remaining
O E C D countries worsened in 1963. In Iceland and Ireland imports grew
faster than exports. In Spain increased economic activity and further liberali-
sation pushed imports up by $400 million, while exports did not expand. In
Turkey exports actually declined and imports rose substantially. In Greece and
Spain net tourist receipts and emigrants' remittances continued to go up in
1963. In the case of Spain, however, the increase was not sufficient to offset
the rise in imports and the current surplus of $55 million achieved in 1962
gave way to a deficit of $130 million.
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European OECD count r ies : Balances of payments.

Countries Years

Trade
balance
(f.o.b.)

Services1 Current
balance

Net capital movements
(inflow-!-)*

Long-term Short-term

Overall
balance3

in millions of US dollars

Belgium-Luxemburg. . .

France

Germany

Italy

Netherlands

Total for EEC . . . .

Austr ia

Denmark

Norway

Portugal

Sweden

Switzerland

United Kingdom . . . .

Total for EFTA . . .

Greece

Iceland

Ireland

Spain

Turkey

Grand total

1962
1963

1962
1963

1962
1963

1962
1963

1962
1963

130
110

485
120

+ 1,600
+ 2,340

— 1.4256

— 2,495'

— 415
— 360

1962
1963

+ 115
— 505

1962
1963

1962
1963

1962
1963

1962
1963

1962
1963

1962
1963

1962
1963

260
340

290
65

6906

750*

215
240

2006

185*

790'
8206

190
120

1962
1963

— 2,655
— 2,520

1962
1963

1962
1963

1962
1963

1962
1963

1962
1963

4506

450'

0
10

2806

3106

535
935

220'
270'

1S62
1963

-4,025
-5,000

+ 2104

+ 104

+ 345
+ 320

— 2,155
— 2,090

+ 1,675
+ 1,605

+ 490
+ 630

+ 565
+ 475

365
365

100
115

515
555

145
180

170
145

450
440

475
460

+ 2,220
+ 2,260

370
400

5
5

+ 245
+ 255

590
805

70
55

+ 4,065
+ 4,255

+ 80
— 100

830
440

— 555
+ 250

+ 250
— 890

+ 75
+ 270

+ 680
— 30

85
25

190
50

175
195

70
60

30
40

340
380

285
340

— 435
— 260

80
50

5
5

35
55

55
130

150
215

+ 40
— 745

— 140
+ 325

— 320

+ 70

+ 40

+ 535

— 200
— 355

— 80
— 115

+ 175"

+ 3505

+ 295

— 65

— 20
+ 835

— 10
+ 15

— 260
+ 1,595

80
155

40
20

250
410

150
120

85
15

170
245

170
95

+ 80
— 25

455
580

+ 515
— 90

+ 1,495
+ 705

95
100

+ 125
+ 210

+ 5
— 35

5
10

50
100

— 20
+ 20

125
165

+ 1,620
+ 2,870

— 60
+ 225

+ 685

+ 860

— 220
+ 720

+ 30
— 410

— 15
+ 170

+ 420
+ 1,565

235
145

25
220

5
50

100
35

90
45

115
200

550
160

+ 1,060
+ 445

20
15

10
5

15
45

160
100

25
50

+ 1,660
+ 2,125

1 Including unilateral transfers. 2 Calculated as the difference between the current account on the one hand
and the overall balance on the other. Long-term capital movements are shown separately where possible. Global
figures or figures for short-term capital movements include errors and omissions and non-reserve monetary
items. 3 Equal to changes in official reserves and the net IMF position (see Chapter IV of Part II). 4 Includ-
ing processing, merchanting trade and monetary gold. 5 Including the balance of French overseas territories
vis-à-vis the non-franc area. 6 Imports c.i.f.
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The net capital inflow (including non-reserve monetary items and errors
and omissions) into European OECD countries amounted to $2.9 milliard in
1963. As the ascertained long-term movements (net inflows for France,
Germany, Denmark, Sweden, Greece and Spain and net outflows for Italy,
the Netherlands and the United Kingdom) showed a net surplus, and con-
sidering that Austria, Norway and Turkey are net borrowers on long-term
account, one may assume that European OECD countries as a whole were
substantial net recipients of both long and short-term capital in 1963.

France. For the first time since the stabilisation measures of 1957-58
the French current-account surplus, although still substantial, was greatly
reduced in 1963. Though exports went up by 15 per cent., they were out-
paced by imports, which rose by 23 per cent., partly owing to exceptionally
large imports of fuel. The export surplus consequently fell to $120 million,
i.e. one-quarter of the previous year's figure.

As registered by customs statistics, the deterioration in the trade account
with countries outside the franc area (which alone is relevant for the balance
of payments) began in mid-19 62.

France: Foreign trade.

Periods

1962 1st quarter .
2nd quarter
3rd quarter .
4th quarter .

1963 1st quarter .
2nd quarter
3rd quarter .
4th quarter .

1964 1st quarter .

Trade with countries outside
the franc area

Exports
(f.o.b.)

Imports
(c.i.f.)

Balance

Trade with the franc area

Exports
(f.o.b.)

Imports
(c.i.f.) Balance

Total
balance
of trade

in millions of US dollars

1,465
1,490
1,350
1,585

1,495
1,705
1,535
1,810

1,830

1,420
1,435
1,375
1,615

1,655
1,860
1,645
2,040

2,170

+ 45
+ 55
— 25
— 30

— 160
— 155
— 110
— 230

— 340

430
335
300
415

395
405
345
400

420

375
440
340
370

395
420
330
390

420

+ 55
— 105
— 40
+ 45

+ 0
— 15
+ 15
+ 10

+ 0

+ 100
— 50
— 65
+ 15

— 160
— 170
— 95
— 220

— 340

I n 1 9 6 3 a s a w h o l e 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 r o s e b y

$ 1 , 3 5 0 m i l l i o n . P r o c e s s e d c o n s u m e r g o o d s , s e m i - m a n u f a c t u r e d p r o d u c t s a n d

f u e l e a c h a c c o u n t e d f o r a b o u t $ 2 5 0 m i l l i o n o f t h e i n c r e a s e , w h i l e i n v e s t m e n t

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

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

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

d u t i e s o n i n d u s t r i a l p r o d u c t s w e r e r e p e a t e d l y l o w e r e d d u r i n g 1 9 6 3 .

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

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

t o 1 4 m i l l i o n i n 1 9 6 2 , w h i l e i m p o r t s f r o m o u t s i d e t h e a r e a h a v e b e e n f a i r l y

s t a b l e a t a r o u n d 4 3 m i l l i o n t o n s a y e a r d u r i n g t h e s a m e p e r i o d . I n 1 9 6 3 ,

m o s t l y a s a r e s u l t o f t h e h a r s h w i n t e r a n d o f t h e F r e n c h m i n e r s ' s t r i k e i n
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March, purchases from outside the franc area rose to 54 million tons. Fuel
imports from the franc area increased by 13 per cent, in value. As, however,
purchases of foodstuffs declined and French exports to the area rose, France's
balance vis-à-vis the rest of the franc area moved back into surplus after
having shown — exceptionally — a deficit in 1962.

Net receipts from services fell slightly in 1963. A drop of $85 million
in earnings from tourist trade, larger remittances by foreign workers and the
disappearance of the small surplus on transportation account were partly
offset by rising receipts from unilateral transfers and foreign governments.
With an export surplus of $120 million and net receipts from invisibles
amounting to $320 million, the surplus on current account totalled $440 million
in 1963, against $830 million in the previous year.

In the public sector advance debt repayments included the repurchase of
instalments worth $119 million of the 1947 IBRD loan to the Crédit National
and advance repayments to the US Export-Import Bank to the amount of

France: Balance

Items

France
Merchandise trade (f.o.b.)

Exports

Trade balance

Services (net)
Travel
Foreign labour
Others . .

Total

Current balance

Long-term capital
Official: Prepayments2

Other
Private

Total

Balance on current and long-term capital account

Short-term capital

Rest of French franc area
Errors and omissions

Total balance (= changes in monetary items)

o f w h i c h changes i n reserves and I M F p o s i t i o n . . . .

of payments

1961 1962 1963

in millions of US dollars

5,190
4,775

+ 413

+ 215
— 125
+ 445

+ 535

+ 950

— 320
— 120
+ 370

— 70

+ 880

- 85

+ 90
+ 30

+ 915
+ 1,095

5,850
5,365

+ 485

+ 200
— 150
+ 295

+ 345

+ 830

- 585
— 135
+ 400

— 320

+ 510

— 115

+ 150
+ 55

+ 600
+ 685

6,695
6,575

+ 120

+ 115
— 190
+ 395

+ 320

+ 440

— 280
— 150
+ 500

+ 70

+ 510

- 75

+ 140
+ 80

+ 655
+ B60

1 On a cash basis. 2 In 1962 $469 million to the United States, $55 million to Canada and $60 million to the IBRD;
in 1963 $119 million to the IBRD and $161 million to the United States.
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$I6I million. The net capital outflow on official account was reduced from
$720 to 430 million.

Owing mainly to sales of foreign securities by French residents, the net
inflow of private long-term capital in 1963 was $100 million more than in
1962. While net foreign investment by French residents amounted to $60 mil-
lion in 1962, net disinvestment to a total of $50 million took place last year.
In all, the balance on long-term capital account changed from a deficit of
$320 million to a surplus of $70 million. Private short-term capital movements,
which in 1962 had resulted in a deficit of $115 million, were in equilibrium in the
first half of 1963 and in the second half showed a net deficit of $75 million.

Excluding debt prepayments, the overall balance showed in 1963 a
surplus of $935 million, or $250 million less than in the previous year.

Italy. The balance of payments on a transactions basis and seasonally
adjusted showed its largest surplus in the last quarter of 1961, after which
surpluses became gradually smaller, until at the turn of 1962-63 a deficit was
recorded. In 1963 the deficits increased from quarter to quarter. The overall
balance of payments on a cash basis, which was practically in equilibrium the
year before, registered a deficit of $1,245 million in 1963, this being almost
entirely due to a rise of over $1 milliard in the import surplus, although a
slight fall in net invisible receipts and a larger net capital outflow contributed
to the total deterioration.

Imports, which had risen very steeply in the second half of 1962,
continued to do so until nearly the end of 1963. For 1963 as a whole they
stood 24 per cent, above the previous year's level, the quarterly increases
amounting to 18, 30, 29 and 20 per cent, respectively. In the first quarter of
1964 the rate of increase fell further to 18 per cent. The import surplus of
$680 million was thus somewhat smaller than in the preceding quarter but
still $170 million larger than in the first quarter of 1963.

On the basis of customs statistics, imports totalled $7,540 million in
1963, $1,470 million more than in 1962; over one-third of the increase was
accounted for by larger imports of food, in particular meat, and almost a tenth
by cars and parts for assembly in Italy. In absolute figures meat and cattle
imports amounted to $400 million in 1963, or two and a half times their 1962
level, and cars and parts to $320 million, or 75 per cent, more than in the
previous year. The rising demand for food imports reflects three main factors:
(1) a deficiency in domestic agricultural production, (2) higher consumption
standards and (3) specific policy measures taken to check rising food prices.
Thus, in February 1963 additional import quotas were established for meat
and butter and import duties on fresh fruit, vegetables and olive oil were
suspended. The steep growth of car imports was facilitated by the lowering of
tariffs within the European Economic Community and even more by the
substantial enlargement of quotas for imports from other areas.

For the first time since 1956, net invisible receipts fell somewhat in
1963; they were insufficient to cover the trade gap, and the current account
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Italy: Balance of payments.*

Items

Merchandise trade
Imports (c.i.f.)
Exports (f.o.b.)

Trade balance . . .

Services (net)
Travel
Emigrants' remittances .
Transport
Others

Total

Current balance . .

Capital movements
Repatriated bank-notes .
Investment by

non-residents . . . .
Investment by residents .
Others

Total

Total balance (= changes
in monetary items) . .

of which changes In
reserves and IMF
position

1962 1963 1st
quarter

19
2nd

quarter

63
3rd

quarter
4th

quarter

1964
1st

quarter

in millions of US dollars

5,885
4,460

— 1,425

+ 725
+ 510
+ 300
+ 140

+ 1,675

+ 250

- 765

+ 845
— 175
— 105

— 200

+ 50

+ 30

7,255
4,760

-2 ,495

+ 750
+ 520
+ 305
+ 30

+ 1,605

— 890

— 1,470

+ 1,290
— 75
— 100

— 355

— 1,245

— 410

1,640
1,130

— 510

+ 95
+ 100
+ 65
+ 40

+ 300

— 210

— 525

+ 475
- 20
+ 15

— 55

- 265

— 165

1,820
1,175

— 645

+ 190
+ 130
+ 80
— 30

+ 370

— 275

— 490

+ 320
- 30
+ 65

— 135

— 410

— 10

1,830
1,205

— 625

+ 325
+ 155
+ 80
— 15

+ 545

— 80

— 170

+ 115
— 15
+ 40

— 30

— 110

+ 130

1,965
1,250

— 715

+ 140
+ 135
+ 80
+ 35

+ 390

— 325

— 285

+ 380
— 10
— 220

— 135

- 460

- 365

1,930
1,250

— 680

+ 90
+ 100
+ 80
— 15

+ 255

— 425

— 260

>+ 250

— 10

— 435

— 460

• On a cash basis.

r e g i s t e r e d a d e f i c i t o f $ 8 9 0 m i l l i o n , a g a i n s t a s u r p l u s o f $ 2 5 0 m i l l i o n t h e y e a r

b e f o r e .

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

b a s i s o f b a n k - n o t e s r e p a t r i a t e d a n d c r e d i t e d t o n o n - r e s i d e n t s ' c a p i t a l l i r a

a c c o u n t s , w a s p a r t i c u l a r l y l a r g e i n t h e first h a l f o f 1 9 6 3 , w h e n i t a m o u n t e d

t o o v e r $ 1 m i l l i a r d . I n t h e s e c o n d h a l f i t f e l l t o l e s s t h a n $ 5 0 0 m i l l i o n .

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

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

o f c a p i t a l a m o u n t e d t o $ 3 5 5 m i l l i o n i n 1 9 6 3 — a g a i n s t $ 2 0 0 m i l l i o n t h e y e a r

b e f o r e — a n d i t b r o u g h t t h e o v e r a l l d e f i c i t t o $ 1 , 2 4 5 m i l l i o n . I n t h e first

q u a r t e r o f 1 9 6 4 t h e o v e r a l l d e f i c i t a m o u n t e d t o $ 4 3 5 m i l l i o n a n d t h e d e f i c i t

o n c u r r e n t a c c o u n t t o $ 4 2 5 m i l l i o n . T h e l a t t e r w a s t w i c e a s l a r g e a s i n t h e

c o r r e s p o n d i n g q u a r t e r o f 1 9 6 3 , 8 0 p e r c e n t , o f t h e d e t e r i o r a t i o n b e i n g

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

Germany. A c o n s i d e r a b l e e x p o r t s u r p l u s i n t h e f o u r t h q u a r t e r o f 1 9 6 3

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

t h a t 1 9 6 3 , i n c o n t r a s t t o 1 9 6 2 , y i e l d e d a s u r p l u s o n c u r r e n t a c c o u n t . I n
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addition, there was a very large inflow of long-term capital and the overall
balance of payments moved from deficit to surplus, with a swing of over
$700 million.

In 1963 as a whole exports rose by 10 per cent., with substantial
increases in the second and fourth quarters. Of the total export rise of
$1,335 million in 1963, 70 per cent, was accounted for by EEC countries,
mainly Italy and France, and over a third represented larger sales of motor-
cars. At $1,980 million, these amounted to nearly one-seventh of all exports
last year. Imports rose sharply in the second quarter of 1963 and then
remained almost stationary until the end of the year. In 1963 as a whole they
increased by 6 per cent. Their relatively slow growth was attributable to a
fall in purchases of armaments and food.

The net deficit on invisible account declined by $65 million to $360 mil-
lion, mainly because net tourist expenditure, which had increased by leaps and
bounds since 1957 and represented the largest single deficit item in recent
years, fell by $50 million in 1963.

Items

Merchandise trade
Exports (f.o.b.)
Imports (c.i.f.)

Trade balance . . .

Services (net)

Unilateral transfers . .

Current balance . . . .

Long-term capital
Private
Official

Total

Short-term capital
Private2

Official3

Total

Balance on capital
account

Errors and omissions. . •

Total balance (= changes
in monetary items) . .

of which changes in
reserves and IMF position

Germany: Balance of

1962 1963 1st
quarter

payments.1

19
2nd

quarter

63
3rd

quarter
4th

quarter

1964
1st

quarter

in millions of US dollars

13,245
12,375

+ 870

— 425

- 1,000

— 555

+ 285
- 245

+ 40

+ 105
+ 30

+ 135

+ 175

+ 160

- 220

— 220

14,580
13,070

+ 1,510

— 360

— 900

+ 250

+ 795
— 260

+ 535

+ 10
— 80

— 70

+ 465

— 210

+ 505

+ 720

3,230
3,040

+ 190

— 0

— 255

— 65

+ 185
— 25

+ 160

+ 180
+ 30

+ 210

+ 370

+ 60

+ 365

+ 445

3,630
3,335

+ 295

— 120

— 245

— 70

+ 245
— 70

+ 175

— 5
+ 65

+ 60

+ 235

+ 60

+ 225

+ 250

3,660
3,345

+ 315

— 225

— 230

— 140

+ 205
- 50

+ 155

+ 15
+ 145

+ 160

+ 315

+ 45

+ 220

— 230

4,060
3,350

+ 710

— 15

— 170

+ 525

+ 160
— 115

+ 45

- 180
— 320

— 500

— 455

— 375

— 305

+ 255

3,890
3,295

+ 595

— 65

— 205

+ 325

+ 90
— 50

+ 40

+ 170
— 90

+ 80

+ 120

+ 205

+ 650

+ 100

1 On a transactions basis,
transactions with the IMF.

2 Excludes changes in the net foreign position of the commercial banks. 3 Excludes



Government receipts on account of foreign troops stationed in Germany
amounted to $1,070 million, the same as in 1962. For some years, in order to
alleviate the balance-of-payments burden of these contributions on other
N A T O countries, Germany has been placing armaments orders in these
countries and has made advance payments for them. In 1963, for the first
time, payments for armaments (which come under current items) together
with advance payments (which figure in the capital account) exceeded the
government's receipts in respect of foreign troops.

In 1960-62 Germany recorded a net inflow of private long-term capital
of between $200 and 300 million a year. In 1963 the total soared to
$800 million, of which three-quarters represented security transactions. Net
purchases of German securities by foreigners rose from $380 million in 1962
to $715 million last year, while the share of bonds in the total increased
from under 50 to 70 per cent. It is estimated that non-residents hold some
$1.5 milliard of German bonds. The growing foreign demand for them seems
to have reflected not only the interest rate differential but also political and
fiscal considerations.

On short-term capital account (excluding transactions with the I M F and
those of the banking system) a net outflow of $70 million was recorded in
1963. From the second quarter of 1962 onwards the net balance on official
short-term capital account began to show a surplus. This is explained mainly
by the fact that payments for armaments were smaller than actual imports.
(In terms of capital movements this corresponds to the amortisation of
credits previously granted by Germany.) Thus, in the first three quarters
of 1963 there was a net inflow on official short-term capital account
amounting to $240 million. In the last quarter the situation was reversed.
Defence payments were made on a large scale, particularly in December,
and far exceeded imports of armaments.

In the first quarter of 1964, owing to a considerable rise in exports, the
surplus on trade account amounted to nearly $600 million, more than three
times as much as in the corresponding quarter of 1963. The balance on
current account consequently shifted from a deficit of $65 million to a surplus
of $325 million.

This large surplus may be reduced in future if the tariff reductions
announced on 13th May as part of the stabilisation programme help to raise
imports. In relation to EEC countries all duties below 4 per cent, are expected
to be brought down to zero on ist July 1964, and it is planned to put the
10 per cent, reductions on industrial products which were due to take place
on ist January 1965 and 1966 into effect at the same time. In relation to
non-EEC countries, Germany intends to lower duties on some 300 items to
the level of the future common external tariff of the EEC.

Netherlands. An increase in receipts from invisible items and a contraction
in the trade deficit combined to raise the surplus on current account (on a
cash basis) from $75 million in 1962 to $270 million last year. If, however,
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t h e b a l a n c e o n a t r a n s a c t i o n s b a s i s i s c o n s i d e r e d , t h e r e i s f o u n d t o h a v e

b e e n a d e t e r i o r a t i o n o f s o m e $ 4 0 m i l l i o n . T h e s p r e a d o f $ 2 3 0 m i l l i o n b e t w e e n

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

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

i m p o r t c r e d i t s .

Netherlands: Balance of payments.1

Items

Merchandise trade (f.o.b.)

Exports

Trade balance

Services (net)

Others2

Total

Current balance

Capital movements
Official3

Private

Short-term4

Total

Total balance (= changes
in monetary items) . . . .

of which changes in reserves

1962

4,795
4,380

— 415

+ 100
+ 390

+ 490

+ 75

— 70

— 10
— 30

— 110

— 35

— 15

1963

5,210
4,850

— 360

+ 175
+ 455

+ 630

+ 270

— 100

— 15
— 15

— 130

+ 140

+ 770

1st
quarter

in millions t

1,170
1,1 10

— 60

+ 60
+ 70

+ 130

+ 70

— 5

— 10
— 45

— 60

+ 10

+ 10

19

2nd
quarter

63

3rd
quarter

>f US dollars

1,270
1,185

— 85

— 45
+ 110

+ 65

— 20

— 10

+ 65
— 25

+ 30

+ 10

+ 70

1,305
1,210

— 95

+ 65
+ 150

+ 215

+ 120

— 75

— 5
+ 40

— 40

+ 80

+ 20

4th
quarter

1,465
1,345

— 120

+ 95
+ 125

+ 220

+ 100

— 10

— 65
+ 15

— 60

+ 40

+ 70

1 On a cash basis. 2 Including unilateral transfers. 3 Of which prepayments amounting to $30 million in 1962
and $70 million in 1963. " Including banks.

I n 1 9 6 3 o n a c a s h b a s i s i m p o r t s e x p a n d e d b y 9 a n d e x p o r t s b y 1 1 p e r

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

t h e i m p o r t s u r p l u s f o r t h e y e a r a s a w h o l e w a s r e d u c e d b y $ 5 5 m i l l i o n .

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

t h e f o u r t h q u a r t e r i t r e a c h e d $ 1 2 0 m i l l i o n . N e t i n v i s i b l e r e c e i p t s w e n t u p b y

$ 1 4 0 m i l l i o n i n 1 9 6 3 a s a r e s u l t o f r i s e s o f $ 7 5 m i l l i o n i n i n v e s t m e n t i n c o m e

a n d $ 6 5 m i l l i o n i n r e v e n u e f r o m o t h e r s e r v i c e s . N e a r l y a l l o f t h e i n c r e a s e

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

T h e n e t o u t f l o w o f l o n g - t e r m c a p i t a l e x p a n d e d f r o m $ 8 0 m i l l i o n i n 1 9 6 2

t o $ 1 1 5 m i l l i o n l a s t y e a r o n a c c o u n t o f a r i s e i n a d v a n c e p u b l i c - d e b t r e p a y -

m e n t s f r o m $ 3 0 t o 7 0 m i l l i o n , t h e l a t t e r r e p r e s e n t i n g a s i n g l e p a y m e n t t o t h e

U n i t e d S t a t e s i n J u l y .

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

p r a c t i c a l l y i n e q u i l i b r i u m i n 1 9 6 2 a n d 1 9 6 3 . I n b o t h y e a r s t h e n e t o u t f l o w o f

D u t c h c a p i t a l a n d t h e n e t i n f l o w o f f o r e i g n c a p i t a l e a c h t o t a l l e d s o m e $ 3 0 0 m i l -

l i o n . I n 1 9 6 3 , h o w e v e r , d i r e c t i n v e s t m e n t o n b o t h s i d e s w e n t u p w h i l e p o r t -
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folio investment declined. This fall reflected the absence of any major foreign
issues on the Dutch market or of Dutch issues abroad. There was some
growth in stock exchange transactions with Switzerland, which became the
chief buyer of Dutch securities in 1963, while US purchases declined sharply
following the announcement of the interest equalisation tax. Although the
banks' net capital exports (excluding their foreign exchange operations) rose
from $15 to 40 million, the net total outflow of short-term capital decreased
from $30 to 15 million.

Belgium. The current account of the balance of payments, which in
recent years had always shown a surplus, moved into deficit in 1963. The
deterioration of $180 million was due entirely to a dwindling of the surplus
on invisible items, which fell from $210 million in 1962 to practically nil last
year. Judging from the results for the first nine months, this was ascribable for
the most part to an increase in government expenditure and a fall in invest-
ment income. But net receipts from merchanting and processing also declined
and government transfers were larger than in 1962, mainly because of a
payment in the first quarter to the EEC Development Fund.

The $100 million deficit on current account was practically offset by a
net inflow of capital. The Treasury was obliged to borrow heavily abroad last
year and to some extent this was reflected in the net inflow of official capital,
which amounted to $50 million — against a net outflow of $65 million in
1962. Private capital, together with errors and omissions, accounted for another
$50 million. The rise of $225 million in official reserves, as indicated in the
table on page 82, was entirely attributable to an increase in the commercial
banks' foreign liabilities.

United Kingdom. Three main points emerge from the UK balance-of-
payments statistics for 1963. On current account the surplus was a little
larger than in 1962 and (after adjustment for seasonal factors) was mainly
concentrated in the first half of the year; the export of long-term capital, after
a two-year break, returned to the level of the late 1950s; and there was a
reversal of the balance on unrecorded transactions. The first two points partly
offset each other, so that the identified current and long-term capital account
was only in moderate deficit for the year as a whole. The adverse movement
of $435 million in the monetary items, therefore, was largely the result of a
shift from plus to minus in the "balancing item".

Though the trade deficit was rather smaller in 1963 than 1962, there
was a steady worsening throughout the year. This was mainly because
imports grew faster than exports after the first quarter, with larger purchases
of industrial materials at rising prices. On a seasonally adjusted basis the
change in the balance of trade between the first and second halves of the
year was not as great as the unadjusted figures in the next table would
indicate, the deterioration being from a surplus of over $40 million in the
first half (the best result since 1958) to a deficit of $165 million in the second
half of the year.



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

Items

Merchandise trade (f.o.b.)

Services (net)

Current balance

Long-term capital
Official
UK private
Foreign private

Total

Balance on identified current and long-

Errors and omissions

Total balance (= changes in monetary

B a l a n c e

1961

11,235
10,870

— 365

+ 335

- 30

— 125
— 915
+ 1,165

+ 125

+ 95
— 40

+ 55

of payments.

1962 1963

in millions of US

11,365
11,175

— 190

+ 475

+ 285

— 295
— 725
+ 770

— 250

+ 35
+ 240

+ 275

12,090
1 1,970

— 120

+ 460

+ 340

— 295
— 925
+ 805

— 415

— 75
- 360

— 435

19

1st half

dollars

5,885
5,985

+ 100

+ 310

+ 410

— 55
- 480
+ 405

— 130

+ 280
— 140

+ 140

53

2nd half

6,205
5,985

— 220

+ 150

— 70

— 240
— 445
+ 400

— 285

— 355
— 220

— 575

• On a transactions basis.

C u s t o m s figures s h o w t h a t e x p o r t s r o s e b y 8 p e r c e n t , i n 1 9 6 3 t o

$ 1 1 , 4 2 5 m i l l i o n ; t h e i n c r e a s e i n v o l u m e w a s 5 p e r c e n t , a n d t h e r e s t w a s t h e

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

f a c t t h a t t h e f o u r t h - q u a r t e r figures o n a n a d j u s t e d b a s i s w e r e 1 p e r c e n t ,

a b o v e t h e t h i r d q u a r t e r b u t 1 0 p e r c e n t , b e t t e r t h a n t h e f o u r t h q u a r t e r o f

1 9 6 2 . M u c h t h e s a m e a p p l i e s t o e x p o r t s o f m a n u f a c t u r e d g o o d s , w h i c h a c c o u n t

f o r 8 5 p e r c e n t , o f t o t a l e x p o r t s . L o o k e d a t a c c o r d i n g t o t h e i r p r i n c i p a l

d e s t i n a t i o n s , s a l e s t o E u r o p e a n d t h e s t e r l i n g a r e a r o s e i n t h e first t h r e e

q u a r t e r s o f t h e y e a r a n d f e l l o f f s l i g h t l y i n t h e final q u a r t e r ; s a l e s t o N o r t h

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

t h a n e a r l i e r .

I m p o r t s , a t $ 1 3 , 5 0 0 m i l l i o n c i . f . , w e r e 7 p e r c e n t , u p o n 1 9 6 2 . T h e r i s e

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

t r a d e a c c o u n t s , t o g o u p b y $ 2 8 5 m i l l i o n i n v a l u e . A s , h o w e v e r , i m p o r t s o f

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

p r i c e s i n 1 9 6 2 a n d l o w e r i n 1 9 6 3 , t h i s i n c r e a s e g r e a t l y o v e r s t a t e s t h e e x t r a

b a l a n c e - o f - p a y m e n t s c o s t s o f s u g a r i n 1 9 6 3 . O t h e r f o o d i m p o r t s t a k e n t o g e t h e r

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

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

q u a r t e r a n d r o s e b y 7 p e r c e n t , i n b o t h t h e t h i r d a n d f o u r t h q u a r t e r s . T h e

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

y e a r a s a w h o l e t h e i n c r e a s e i n t h i s c a t e g o r y w a s $ 3 9 5 m i l l i o n . I m p o r t s o f

finished m a n u f a c t u r e s w e n t u p b y $ 1 2 0 m i l l i o n a n d f u e l i m p o r t s b y $ 8 5 m i l l i o n .

T h e b a l a n c e o n i n v i s i b l e a c c o u n t w a s p r a c t i c a l l y t h e s a m e i n 1 9 6 3 a s i n

1 9 6 2 . G o v e r n m e n t s p e n d i n g a b r o a d a n d n e t t r a v e l e x p e n d i t u r e w e r e b o t h a
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little higher, and so was net investment income. The changes in the latter
item were biggest on the payments side. Foreign earnings from direct and
portfolio investment went up by $100 million, while "other" investment
income debits fell from $615 to 485 million. This largely reflected lower
rates of interest on sterling balances.

On long-term capital account the main feature of 1963 was the increase
in private outflows from the United Kingdom. Direct outward investment
rose by about $60 million — as did also direct foreign investment in the
United Kingdom — and other types of investment more than doubled to
$270 million.

Taken together, the current and long-term capital accounts showed a
deficit of $75 million for 1963 as a whole and $355 million for the second
half of the year. The balancing item was conspicuously negative, to the tune
of $360 million for the year as a whole, after having been substantially
positive in 1962. While there may have been some unidentified outflow of
funds, the movement of sterling balances held outside the sterling area —
a decline of about $100 million — does not suggest that this factor
could account for a very large part of the turn-round of the balanc-
ing item. Rising exports will have led to an increase in export credits,
and the terms may have been lengthened. Moreover, since exports are
entered in the balance of payments at the date of shipment, recorded exports,
in a period of export expansion, will tend to run ahead of export receipts.
This, too, will have as its counterpart a negative entry in the balancing
item.

The customs figures for the first four months of 1964 show, on a
seasonally adjusted basis, a slight increase in exports over the previous four
months. Imports c.i.f. were up by 7% per cent, and the trade deficit increased
by over $300 million. However, manufacturers' export order-books are fuller
now than a year ago and stock-building may already have reached its peak.
Thus, for the rest of the year exports may expand as fast as imports. Never-
theless, with long-term capital outflows, in particular the oil industry's invest-
ments, also expected to rise further, the prospects are for a substantial deficit
on current and long-term capital account. The behaviour of the balancing
item will, therefore, be of more than usual importance in 1964.

Scandinavian countries. The three Scandinavian countries taken together
had a current-account deficit of nearly $200 million in 1963, against one of
$400 million the previous year.

From i960 to 1962 D e n m a r k ' s deficit on current account had risen
from $50 to 190 million, as exports expanded only about half as fast as
imports. From the fourth quarter of 1962 onwards, however, the trend was
reversed, and exports rose vigorously while imports, under the influence of
anti-inflationary measures (see pages 8-9), tended to level out. In 1963 exports
went up by 14 per cent, as a result of an 11 per cent, rise in sales of farm
products and one of 19 per cent, in exports of industrial goods, the balance
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on current account showing a surplus of $50 million. The net inflow of
foreign capital went up from $100 to 190 million, chiefly as a result of larger
net borrowing by the public sector.

N o r w a y increased its reserves by $50 million in 1963, entirely owing to
the fact that its foreign indebtedness rose more than its current-account
deficit. The deficit in the trade balance went up by $60 million, mostly,
however, as a result of a net rise in imports of ships bearing little relation
to fluctuations in domestic demand. An increase of $45 million in freights,
following a rise in rates, swelled net receipts from invisible items. However,
this was not sufficient to cover the larger import surplus and the mounting
interest burden on the foreign debt, so that the current deficit rose from
$175 to 195 million. The net capital inflow, at $245 million last year, was
one and a half times as large as in 1962, owing mainly to a rise of some
$80 million in net borrowing to finance shipbuilding and ship imports, the
shipping industry being engaged in a programme of replacement of the present
fleet by larger units, though its average age is only seven and a half years.
Borrowing by the government and local authorities was $45 million higher
than in 1962. It included the issue of loans in Sweden, Switzerland and the
United States.

The recorded items in the S w e d i s h balance of payments showed little
change in 1963. As exports rose by 9.5 and imports by 8.5 per cent., there
was a small decline in the trade deficit to $185 million — one of the lowest
figures in recent years. Net income from shipping remained stable at $280 mil-
lion, but net expenditure on other invisibles rose somewhat, mainly as a
result of higher net tourist expenditure abroad. The current deficit conse-
quently increased from $30 to 40 million. Capital transactions are of only
minor importance in the Swedish balance of payments. The errors and
omissions item, however, is generally positive and shows wide fluctuations.
Together, capital movements and unrecorded transactions yielded only $20 mil-
lion last year, compared with $110 million in 1962, this shrinkage probably
being connected with changes in trade credit.

Switzerland. In 1963, for the third year in succession, Switzerland ran
a larger deficit on current account while at the same time, owing to a
substantial influx of capital, it added to its reserves. The accumulated current
deficit over these three years amounted to $930 million and the increase in
reserves to $750 million.

The current deficit went up from $340 million in 1962 to an estimated
$380 million last year. With an increase of 8 per cent., imports rose more
slowly than in 1962, whereas exports expanded by a further 9 per cent.
The import surplus amounted to $820 million. Net receipts from invisible
items, at $440 million, were slightly below their 1962 level, whereas they
had risen in most previous years. Remittances from the growing body of
foreign workers, which came to close on $300 million in 1962, are likely to
have been bigger still last year.
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The net inflow of capital, calculated as the difference between the rise
in reserves and the current deficit, amounted to $580 million in 1963,
compared with $455 million in the previous year.

In the first quarter of 1964 there was a reversal in short-term capital
movements in connection with the end-year operations of the banks. The trade
balance in the first quarter of 1964, compared with that in the corresponding
period of 1963, deteriorated by $75 million, since imports were 17 per cent,
higher while exports rose by 9 per cent.

United States. US balance-of-payments developments in 1963 were domi-
nated by the capital account. In the first half of the year the seasonally
adjusted overall deficit, excluding special transactions, was $2.3 milliard —
and the identified outflow of private US capital amounted to no less than
$2.7 milliard. After the measures taken in July (see page 20), the overall
deficit before special transactions declined to $1 milliard in the second half of
the year, the outflow of US capital falling correspondingly to $1.4 milliard.
In the first quarter of 1964 the deficit was only $135 million.

In 1963 exports increased by $1,400 million, of which $1 milliard was in
respect of commercial exports and $400 million in respect of government-
financed exports. As imports rose by $800 million, the commercial balance
of trade improved by $200 million. This improvement occurred entirely in
the fourth quarter of the year (on a seasonally adjusted basis), when the
export surplus amounted to $790 million, against $290 million in the corre-
sponding period of 1962 and $405 million in the first quarter of 1963. It
should be noted that exports to the rest of the industrialised world were
rising very fast last year while US imports went up just about in line with
domestic activity.

Agricultural exports increased by $560 million, poor weather conditions
in large parts of Europe and Asia having helped to raise demand for cereals
in these areas. Altogether, it may be estimated that 20-25 per cent, of the
rise in US agricultural exports was due to temporary conditions, while a
further 25 per cent, of the increase was in government-financed exports.
Sales of non-agricultural materials and of finished manufactures rose in response
to the acceleration of business activity in Europe, Japan and Canada. Total
US exports to Europe went up by $500 million, those to Japan by $300 mil-
lion and those to Canada by $200 million.

Imports rose in the second and third quarters of 1963 and levelled out
thereafter. The increase of $800 million for the year as a whole derived
chiefly from larger purchases of manufactured goods — motor-cars and
capital equipment together accounted for 40 per cent, of the rise.

Net investment income, which had risen by about $500 million in 1961
and 1962, increased by only $40 million last year. Income from private
investments, which represents 90 per cent, of the total, went up from
$3,850 million in 1962 to $4,065 million in 1963, while payments increased
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United States: Balance of payments1.

Items

Commerc ia l t ransac t ions
Exports (f.o.b.)
Imports (f.o.b.)

Trade balance

Investment income (net)2

Services and remittances3 . . . .

Balance of trade and services.

Government t ransac t ions
Exports
Military expenditure less receipts .
Grants and loans

Total

Private capi ta l movements
Errors and omissions

Balance on regular
transactions

Seasonal adjustment item

Specia l government
t ransac t ions 4

Total balance on regular and
special t r a n s a c t i o n s 5 . . . .

1962 1963
1st

quarter

19

2nd
quarter

63

3rd
quarter

4th
quarter

1964

1st
quarter

seasonally adjusted, in millions of dollars

18,135
16,145

+ 1,990

+ 3,325
— 1,205

+ 4,110

+ 2,345
— 2,370
— 3,515

— 3,540

— 3,120
— 1,025

— 3,575

+ 1,385

— 2,190

19,170
16,960

+ 2,210

+ 3,370
— 1,390

+ 4,190

+ 2,735
— 2,250
— 3,790

— 3,305

— 3,690
— 495

— 3,300

+ 1,340

— 1,960

4,420
4,015

+ 405

+ 905
- 360

+ 950

+ 590
— 570
— 870

— 850

— 955
— 135

— 990
+ 180

+ 455

— 355

4,665
4,180

+ 485

+ 805
— 360

+ 930

+ 830
— 520
— 1,200

— 890

— 1,465
+ 120

— 1,305
+ 95

+ 170

— 1,040

4,920
4,390

+ 530

+ 810
- 330

+ 1,010

+ 640
— 615
— 785

— 760

— 340
— 385

— 475
— 365

+ 425

— 415

5,165
4,375

+ 790

+ 850
— 340

+ 1,300

+ 675
— 545
— 935

— 805

— 930
— 95

— 530
+ 90

+ 290

— 150

5,345
4,340

+ 1,005

n.a.
n.a.

n.a.

+ 730
n.a.
n.a.

n.a.

n.a.
n.a.

— 135
+ 245

+ 95

+ 205

1 On a transactions basis. * Including income from government loans. 3 Including government pensions.
4 Including sales of non-marketable medium-term convertible and non-convertible securities. 5 Corresponding
to increase (— ) in liquid liabilities and decrease (—) in gold and foreign currencies.

f r o m $ 6 5 5 t o 7 9 5 m i l l i o n , r e f l e c t i n g t h e r i s e i n i n t e r e s t r a t e s o n t i m e d e p o s i t s

a n d g o v e r n m e n t s e c u r i t i e s w h i c h t o o k p l a c e i n J u l y 1 9 6 3 . P a r t i a l d a t a s e e m t o

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

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

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

h a v e d i m i n i s h e d .

T h e 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 c o m m e r c i a l t r a d e a n d i n v e s t m e n t

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

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

i n 1 9 6 2 .

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

$ 2 3 5 m i l l i o n i n 1 9 6 3 . G o v e r n m e n t - f i n a n c e d e x p o r t s r o s e s u b s t a n t i a l l y m o r e t h a n

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

m i l i t a r y e x p e n d i t u r e .

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

l a t t e r h a l f o f 1 9 6 2 . B e t w e e n t h e t h i r d a n d f o u r t h q u a r t e r s o f t h a t y e a r t h e

o u t f l o w w e n t u p f r o m $ 0 . 5 t o 1.1 m i l l i a r d a n d t h e r e w a s a f u r t h e r s h a r p



United States: Private capital movements.

Items

US capital
Long-term

Direct investment
New issues of foreign securities
Redemptions
Transactions in outstanding

Other

Total

Short-term

Total US capital outflow. . .

Foreign capital
Long-term
Short-term

Total foreign capital inflow . .

Total private capital outflow .

1962 1963
1st

quarter

19

2nd
quarter

63

3rd
quarter

4th
quarter

seasonally adjusted, in millions of dollars

— 1,555
— 1,075
+ 170

— 55
— 250

— 2,765

— 510

— 3,275

+ 270
— 1 15

+ 155

— 3,120

— 1,800
— 1,295
+ 150

+ 45
— 540

— 3,440

— 640

— 4,080

+ 385
+ 5

+ 390

— 3,690

— 500
— 505
+ 30

— 50
— 10

— 1,035

+ 60

— 975

— 10
— 20

— 30

— 1,005

- 500
— 520
+ SO

— 60
— 125

— 1,155

— 530

— 1,685

+ 205
+ 65

+ 270

— 1,415

— 155
— 185
+ 25

+ 55
— 120

— 380

+ 130

— 250

+ 1 10
+ 25

+ 135

— 115

— 645
— 85
+ 45

+ 100
— 285

- 870

— 300

— 1,170

+ 80
— 65

+ 15

— 1,155

r i s e t o $ 1 . 7 m i l l i a r d i n t h e s e c o n d q u a r t e r o f 1 9 6 3 . F o r t h e first h a l f o f t h e

y e a r t h e t o t a l o u t f l o w w a s a t a n a n n u a l r a t e o f $ 5 . 3 m i l l i a r d .

W h i l e U S d i r e c t i n v e s t m e n t a b r o a d a n d s h o r t - t e r m l e n d i n g h a d b o t h

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

s p e c i a l a t t e n t i o n . A b o u t $ 1 m i l l i a r d o u t o f a t o t a l U S p r i v a t e c a p i t a l o u t f l o w

o f $ 2 . 7 m i l l i a r d d u r i n g t h e first h a l f o f 1 9 6 3 w a s d u e t o n e w i s s u e s o f

f o r e i g n s e c u r i t i e s i n N e w Y o r k — C a n a d a a c c o u n t i n g f o r 6 0 , w e s t e r n E u r o p e

f o r 2 0 a n d J a p a n f o r 1 0 p e r c e n t .

D u r i n g t h e p e r i o d O c t o b e r 1 9 6 2 t o J u n e 1 9 6 3 n e t n e w C a n a d i a n i s s u e s

i n t h e U n i t e d S t a t e s h a d a v e r a g e d $ 3 5 0 m i l l i o n p e r q u a r t e r . T h e t w o b i g g e s t

i s s u e s w e r e f o r $ 2 5 0 m i l l i o n b y t h e C a n a d i a n G o v e r n m e n t , t o r e i n f o r c e

C a n a d a ' s o f f i c i a l e x c h a n g e r e s e r v e s , a n d f o r $ 3 0 0 m i l l i o n b y t h e Q u e b e c

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

fifteen m o n t h s b e g i n n i n g i n t h e first q u a r t e r o f 1 9 6 3 .

T h e t e m p o r a r y i n t e r e s t e q u a l i s a t i o n t a x p r o p o s e d t o C o n g r e s s o n 1 8 t h J u l y

1 9 6 3 , a n d n o t y e t e n a c t e d , i s t o b e c a l c u l a t e d s o a s t o i n c r e a s e p o r t f o l i o

b o r r o w i n g c o s t s i n t h e U n i t e d S t a t e s b y a b o u t 1 p e r c e n t . I t i s a n t i c i p a t e d

t h a t t h e t a x w i l l b e l e v i e d o n l y u n t i l t h e e n d o f 1 9 6 5 a n d w i l l n o t a p p l y t o

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

S t a t e s b e l o n g s . I t i s a l s o e n v i s a g e d t h a t n e w C a n a d i a n i s s u e s w i l l b e e x e m p t

f r o m t h e t a x .

F o l l o w i n g t h e P r e s i d e n t ' s p r o p o s a l s , n e t n e w i s s u e s o f f o r e i g n s e c u r i t i e s

f e l l t o $ 2 0 0 m i l l i o n i n t h e s e c o n d h a l f o f 1 9 6 3 . T r a n s a c t i o n s i n o u t s t a n d i n g
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securities (to which the tax would equally apply) shifted from net US
purchases of $ n o million in the first half to net sales of $155 million in
the second half of the year. The latter change probably also reflected the
growing attraction of the US stock market. In all, therefore, US portfolio
investment abroad during July-December 1963 came to only $45 million.

Direct investment, which had amounted to $500 million in both the
first and the second quarters of 1963, contracted sharply in the third but
rose again steeply in the fourth quarter. The overall increase in 1963 tallied
with the plant and equipment expenditure plans reported early in the year
by the US parent companies. It therefore seems unlikely that a shift from
portfolio to direct investment has been taking place.

Bank credits to non-residents amounted to $1,280 million in 1963,
roughly $900 million more than in the previous year. About $580 million
represented medium-term loans. The rise began in the second quarter (before
the interest equalisation tax was proposed) but accelerated during the latter
half of the year. It is estimated that total bank lending to foreigners rose
from $500 to 780 million between the first and second halves of 1963. It may
be, therefore, that some foreign borrowing was shifted in this period from the
capital market to the banks. Furthermore, the adverse change of some
$500 million in the balance of unidentified transactions between the second
and third quarters of the year may also be connected with the virtual
cessation of foreign issues in New York.

Rather more than half of the increase in bank foreign lending was offset
by reduced lending on the part of non-financial concerns. In all, the net
outflow of both long and short-term US private capital amounted to over
$4 milliard in 1963 and was $800 million larger than in the previous year.

The net inflow of foreign capital into the United States for investment
other than in liquid assets was close on $400 million in 1963, against
$150 million a year earlier, and was mainly a consequence of the rising
trend on the US stock market.

The total US balance-of-payments deficit on regular transactions in 1963
was only $275 million smaller than in 1962. As special government trans-
actions, including sales of non-marketable convertible securities, were nearly
as large as in 1962, the deficit remaining to be financed by drawing on
reserve assets and adding to ordinary liquid liabilities was roughly $200 million
less than in 1962.

In the first quarter of 1964 regular transactions, on a seasonally adjusted
basis, yielded a small deficit of $135 million. Partly because of cereal ship-
ments to the USSR, merchandise exports rose by about $180 million. Security
transactions again yielded a small surplus and bank credit to foreigners, at
$700 million, was also the same as in the preceding quarter. There were
improvements on other items amounting in all to about $200 million. Partly
these resulted from temporary capital inflows that were reversed in April.
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Canada. Owing to the rapid growth of exports in 1963, the current
deficit contracted from $780 million in 1962 to $480 million last year. Since
at the same time the net capital inflow fell by $310 million, an overall
surplus of some $140 million was achieved in both years.

Exports, as adjusted for balance-of-payments purposes, expanded by
$650 million, or i i per cent., of which some $200 million represented sales
of wheat to the USSR and certain eastern European countries. Larger exports
of manufactured products, as well as gains in those of primary products,
accounted for the remaining $450 million.

Imports went up by $345 million. They rose less than in former periods
of economic expansion, as there has been a marked shift towards replacing
imports by Canadian products, favoured by the Canadian devaluation and by
policy measures, such as the import surcharges, which were still in force in the
early months of 1963.

The net long-term capital inflow, which had dried up in the first half
of 1962, resumed in mid-year after the implementation of the stabilisation
programme. It amounted to $645 million in the second half of 1962 and to
$530 million in the first half of 1963. The announcement of tax measures in

Canada: Balance of payments.

Items

Merchandise trade (f.o.b.)

Imports

Trade balance

Services

Travel
Others

Total

Current balance

Long-term capital account
New issues of Canadian securities

Direct investment
Other

Total

Balance on current and long-term
capital account

Short-term capital account

Total balance (= changes in monetary
items)

1962

5,885
5,740

+ 145

— 525
— 45
— 355

— 925

— 780

+ 665
— 410
+ 395
- 30

+ 620

— 160

+ 305

+ 145

1963

in

6,535
6,085

+ 450

— 570
+ 15
— 375

— 930

— 480

+ 890
— 405
+ 120
- 65

+ 540

+ 60

+ 75

+ 135

1st
quarter

1S

2nd
quarter

63

3rd
quarter

millions of US dollars

1,370
1,305

+ 65

— 145
- 60
- 80

— 285

— 220

+ 380
- 80
+ 45
± 0

+ 345

+ 125

— 65

+ 60

1,640
1,575

+ 65

— 125
— 25
— 90

— 240

— 175

+ 360
— 155
+ 15
— 35

+ 185

+ 10

+ 90

+ 100

1,665
1,530

+ 135

- 125
+ 105
— 100

- 120

+ 15

+ 100
- 65
+ 30
— 35

+ 30

+ 45

— 100

- 55

4th
quarter

1,860
1,675

+ 185

— 175
— 5
— 105

— 285

— 100

+ 50
— 105
+ 30
+ 5

— 20

— 120

+ 150

+ 30
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the United States in July 1963 practically stopped the inflow of funds, in
particular those in respect of security transactions.

On short-term account the net inflow of $305 million in 1962 was
reduced to $75 million last year, reflecting, among other factors, a narrowing
of the differential in favour of Canada in Treasury bill yields.

Japan. Over the last three years the balance of payments has shown
violent swings, having turned from a very large deficit on current account in
1961 to a small surplus in 1962 and back again to a substantial deficit last year.

Japan: Balance of payments.

Items

Merchandise trade (f.o.b.)
Imports
Exports

Trade balance

Services
Transportalion
Fees, royalties, capital income
Others

Total
Foreign military expenditure

Current balance

Long-term capital account

Balance on current and long-term capital account .

Short-term capital account
Errors and omissions

Total balance (= changes in monetary items) . . .

1962 1963

in millions of US dollars

4,545
4,785

+ 240

— 215
— 230
— 125

— 570
+ 365

+ 35

+ 260

+ 295

+ 170
— 1 10

+ 355

5,565
5,360

— 205

— 240
— 290
— 180

— 710
+ 345

— 570

+ 470

— 100

+ 185
— 45

+ 40

F r o m t h e b e g i n n i n g o f 1 9 6 3 , a s t h e e c o n o m y e n t e r e d a n e w p h a s e o f

f a s t e r e x p a n s i o n , i m p o r t s i n c r e a s e d b y o v e r $ 1 m i l l i a r d , o r 2 2 p e r c e n t . ,

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

e x p o r t s , w h i c h h a d a m o u n t e d t o 2 0 p e r c e n t , i n 1 9 6 2 , s l o w e d d o w n t o 1 2 p e r

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

c o n s e q u e n t l y s w i t c h e d f r o m a s u r p l u s o f $ 2 4 0 m i l l i o n t o a d e f i c i t o f a p p r o x i -

m a t e l y t h e s a m e s i z e .

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

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

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

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

N e t l o n g - t e r m b o r r o w i n g 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 3 , w h e n i t

a m o u n t e d t o $ 4 7 0 m i l l i o n . I t c o n t i n u e d t o i n c r e a s e i n t h e e a r l y m o n t h s o f

1 9 6 4 , w i t h t h e i s s u e s o f a D M 1 0 0 m i l l i o n l o a n o n t h e G e r m a n m a r k e t a n d

a S w . f r . 5 0 m i l l i o n l o a n o n t h e S w i s s m a r k e t .
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Commercial policy.

Tariff barriers inside the European Economic Community were cut by
a further io per cent, on ist July 1963, bringing tariffs for industrial goods
down to 40 per cent, of their initial level. At the same time the second
step towards the establishment of the common external tariff was taken.
According to the programme of action formulated by the Commission in
October 1962, customs duties between the Six should be abolished completely
by the end of 1966, at which time the common external tariff should also
come into force. As part of its common agricultural policy, the Council of
Ministers adopted in December 1963 joint marketing rules for dairy produce,
beef and rice.

As regards the Community's relations with the outside world, a five-year
convention of association was signed in July 1963 with eighteen African
states, which provides for financial assistance amounting to $730 million. The
convention came into effect on ist June 1964. In September 1963 the Com-
munity signed a treaty of association with Turkey, akin to the agreement
previously concluded with Greece.

Tariff reductions among E F T A countries continued to keep in line
with those within the EEC. In May 1963 the E F T A Council of Ministers
decided that all duties should be eliminated by the end of 1966, and on
31st December 1963 a 10 per/cent, reduction brought tariffs down to 40 per
cent, of their initial level.

Within the framework of the General Agreement on Tariffs and Trade
(GATT) , which is at present adhered to by sixty-two contracting parties and
to which six countries have acceded provisionally, negotiations started in
Geneva on 4th May 1964. These aim at a 50 per cent, linear tariff reduction
on industrial products, at reducing non-tariff barriers to trade and at facilitat-
ing trade in agricultural products.

The United Nations Conference on Trade and Development, which
opened in Geneva on 23rd March 1964 and in which some 120- countries are
participating, is chiefly concerned with finding ways and means of helping
the developing countries to speed up their economic growth.
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IV. 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 .

Since the end of 1962 there have been substantial further additions to
official gold reserves and to official and private holdings of foreign exchange.
Mainly because of larger supplies, official gold reserves rose by $0.8 milliard
during 1963 to a total of $42.3 milliard — and the rise has continued into
1964. Countries' holdings of short-term dollars and sterling went up by
$1.4 and 0.7 to 21.3 and 11.3 milliard respectively at the end of the year.
There was also an increase during 1963 of $0.7 milliard in special, quasi-
liquid U S government obligations held by foreign countries.

Balance-of-payments developments in 1963 and early 1964 have brought
about considerable changes in the pattern of official reserve movements. In
the United States all components of the reserve position have benefited from
the shrinking of the payments deficit. The decline in the US gold stock has
slowed down and the loss for the seven months to March 1964 was only
$83 million; during the same seven months US official holdings of convertible
currencies went up by $348 million, while short-term liabilities to foreigners
reported by US banks have shown little further rise since the third quarter
of 1963.

The developing countries have improved their reserve position considerably
since the end of 1962. In particular, short-term dollar balances of Latin
America and Asia (excluding Japan) rose by just on $1 milliard in 1963.

Europe's monetary reserves increased by a further $2 milliard in 1963
and then declined by $0.6 milliard in the first three months of 1964. Both
movements were associated with opposite changes of the same general order
of magnitude in the foreign positions of European commercial banks. The
same sort of thing had occurred in 1962, but in that year Europe had also
improved its net I M F position by $850 million.

Under the influence of larger supplies of metal and of the gold pool's
operations, gold prices have fluctuated no more than 3 or 4 US cents on
either side of $35.08 per fine ounce. There have been no major disturbances
in the foreign exchange markets during the period under review. The Deutsche
Mark has strengthened considerably while the lira and, to a lesser extent, the
pound sterling have eased.

There was little net borrowing from the I M F during 1963, but in the
first five months of 1964 Italy drew $225 million and the United States twice
$125 million. The purpose of the latter operations was to provide other Fund
members with a means of repaying earlier drawings that would avoid strain,
direct or indirect, on the US gold stock. In April 1964 Japan accepted the
obligations of Article VIII of the Fund's Articles of Agreement and the yen
was made convertible in current transactions with other countries.
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Gold production and markets.

In this field there have been two notable features since the end of 1962:
a better balance between the supply of and the demand for gold, taking the
period as a whole, and very stable prices on the gold bullion market despite
wide fluctuations in gold supplies.

The clearest indication of this better balance is that during 1963
monetary authorities were able to add an estimated $845 million to their
published gold reserves — the highest figure for any year since the war and
some $500 million more than they bought in 1962. This change in the
situation had two causes. The main one was the 25 per cent, increase, mostly
from the USSR, in fresh gold supplies, to a total of $1.9 milliard; in addition,
there was some falling-away of private demand from the very high levels of
1962. Roughly 55 per cent, of new production and Russian sales was required
to meet private demand in 1963; the year before, when supplies totalled
$1.5 milliard, it had been over 75 per cent. On the other hand, the 1963
situation was, from this point of view, less satisfactory than that of, say, 1959,
when private demand absorbed a little more than 45 per cent, of total fresh
supplies estimated at $1.4 milliard.

The amount of gold coming onto the market fluctuated very considerably
from about $300 million in the second quarter of 1963 to more than double
that amount in the final quarter of the year. This was largely a matter of
the size and pattern of Russian sales. Despite it, the range of fluctuation of
the London market "fixing" price since the end of 1962 has been no more
than 3 or 4 US cents on either side of $35.08 — the greatest degree of

World gold production.

Countries

South Africa

United States

Southern Rhodesia

Philippines . . . . . . . . .

Mexico

Total listed . . .

Other countries1

Estimated world total1 .

Value of
estimated world total
at $35 per fine ounce . . . .

1929

10,412

1,928

2,059

427

208

561

335

163

137

655

16,885

1,715

18,600

6502

1940

14,046

5,333

4,870

1,644

886

826

867

1,121

632

683

31,108

5,892

37,000

1,295

1946

weight

11,927

2,849

1,575

824

586

545

40

1

437

421

19,205

2,495

21,700

in

7 6 0

1953 1960

n thousands of fine

11,941

4,056

1,958

1,075

731

501

258

481

437

483

21,921

2,179

24,100

21,383

4,629

1,667

1,087

893

563

336

411

434

300

31,703

1,897

33,600

1961

ounces

22,948

4,474

1,548

1,076

834

570

379

424

401

269

32,917

1,783

34,700

millions of US dollars

8 4 5 1,175 1,215

1962

25,492

4,158

1,535

1,073

888

555

421

423

397

234

35,176

1,724

36,900

1,290

1963

27,432

3,972

1,440

1,020

921

566

433

377

326

237

36,724

1,876

38,600

1,350

1 Excluding the USSR, eastern Europe, mainland China and North Korea. 2 At the official price of $20.67 per
fine ounce then in effect, $382 million.



stability experienced since the market reopened in March 1954 and one that
resulted from the operations of the gold pool. This stability in the spot
market, together with the forward gold operations of the Bank for International
Settlements, has undoubtedly provided favourable conditions for marketing the
very considerable quantities of metal that have come on offer since August 1963.

World gold production (excluding that of the USSR, eastern Europe,
mainland China and North Korea) continued to rise during 1963 and is
estimated to have amounted for the year as a whole to 38.6 million ounces,
worth $1,350 million at the official dollar parity. The increase over 1962 was
1.7 million ounces; this was rather less than the rise in South African output,
as other countries' production again declined a little.

1963 was another good year for South Africa's gold-mines, whose
output rose by a further 7x/2 per cent, to 27.4 million ounces — worth nearly
$1 milliard. There was a further drop of 11,000, to 381,000, in the average
native labour force employed by the industry and the quantity of ore milled
was 3^2 per cent, greater than in 1962, so that the yield of gold per ton
milled went up by 4% per cent., from $11% to $12. With average costs only
3 per cent, higher, the industry's profits before tax were nearly 6 per cent,
more than in 1962.

Output from the mines on the old Witwatersrand declined again in
1963, to 24 per cent, of the total compared with 83 per cent, in 1952. The
South African budget for 1964-65 contained proposals designed to lengthen
the lives of marginal mines. Such mines will be granted government loans
to cover working losses of up to 10 per cent, of revenue and to meet
approved capital expenditure. In addition, the government is continuing to
assist certain mines which were threatened with premature closure because
of the heavy cost of pumping out water flowing into them from adjoining
mines which have already closed down. As well as helping marginal mines
in these ways, the government granted the industry other tax reliefs in 1963
designed to encourage exploration for new mines and the development of
deep-level mining.

While the rise in the total amount of gold newly mined was of the
same order of magnitude as in other recent years, the volume of Russian
sales was far higher. Offerings were concentrated in the last four months of
the year, when the USSR required to finance large imports of wheat, and it
may be estimated that for 1963 as a whole they were worth some $550 million.
After an interval of three months, heavy Russian selling was resumed in
mid-March 1964 and by the end of April sales had already comfortably
exceeded the annual average of the years 1959-62.

Concurrently with this sharp rise in gold supplies, there was some
decline in private demand for the metal to a level of about $1 milliard. It is
a safe assumption that industrial use of gold has continued to expand. The
decline in what may be called the hoarding demand between 1962 and 1963
therefore looks to have been rather greater than the estimated drop of
$100 million in total non-monetary demand.



Estimated sources and uses of go ld .

Items

Gold production'
Sales by the USSR

Total

Increase in official gold stocks1

Other uses2

1959 1960 1961 1962 1963

in millions of US dollars

1,125
300

1,425

750
675

1,175
200

1,375

310
1,065

1,215
300

1,515

600
915

1,290
200

1,490

335
1,155

1,350
550

1,900

845
1,055

1 Excluding the USSR, eastern Europe, mainland China and North Korea. 2 Residual figures.

O n e i m p o r t a n t a b s o r b e r o f n o n - m o n e t a r y g o l d i s I n d i a . I n a n a t t e m p t

t o r e d u c e t h e c o u n t r y ' s o f f t a k e o f t h e m e t a l , G o l d C o n t r o l R u l e s w e r e

i n t r o d u c e d b y t h e I n d i a n a u t h o r i t i e s i n J a n u a r y 1 9 6 3 . T h e p o s s e s s i o n of

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

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

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

c o u l d h a v e a g o l d c o n t e n t h i g h e r t h a n 1 4 c a r a t s . A t f i r s t t h e s e m e a s u r e s h a d

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

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

t h e p r e - c o n t r o l l e v e l .

T u r n i n g t o t h e c o u r s e o f p r i c e 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 g r a p h

s h o w s t h e i r v e r y l i m i t e d r a n g e b y c o m p a r i s o n w i t h o t h e r r e c e n t y e a r s . 1 9 6 3

o p e n e d w i t h q u o t a t i o n s a r o u n d $ 3 5 . o 6 y 2 a n d b y 1 0 t h J a n u a r y — u n d e r t h e

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

h a d f a l l e n t o $ 3 5 . 0 5 , t h e l o w e s t " f i x i n g " p r i c e f o r t h e y e a r . S o o n a f t e r w a r d s

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

u n t i l t h e " f i x i n g " p r i c e o n n t h A p r i l — j u s t b e f o r e t h e E a s t e r w e e k - e n d —

r e a c h e d n e a r l y $ 3 5 . 1 2 , t h e h i g h e s t figure r e c o r d e d d u r i n g t h e y e a r . R u s s i a n

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

$ 2 3 m i l l i o n o f g o l d d u r i n g D e c e m b e r 1 9 6 2 a n d J a n u a r y 1 9 6 3 o u t o f i t s

r e s e r v e s ( i . e . i n a d d i t i o n t o c u r r e n t p r o d u c t i o n ) a d d e d $ 1 0 5 m i l l i o n ' s w o r t h t o

t h e m i n F e b r u a r y - M a y 1 9 6 3 ; a n d t h e first i m p a c t o f t h e I n d i a n m e a s u r e s

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

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

B y t h e e n d o f A p r i l p r i c e s h a d f a l l e n b e l o w $ 3 5 . 0 8 , a r o u n d w h i c h l e v e l t h e y

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

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

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

$ 3 5 . 1 0 a n d p r i v a t e d e m a n d r e m a i n e d a c t i v e t h r o u g h o u t t h e n e x t f e w m o n t h s .

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

o v e r $ 3 5 . 1 1 a t t h e e n d o f A u g u s t 1 9 6 3 q u o t a t i o n s w e r e d o w n b e l o w $ 3 5 . 0 7

a m o n t h l a t e r .

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

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



London market gold price.
Weekly averages, in US dollars per fine ounce.

35.50

35.40

35.30

35,20

35.10 -,

35.00

MA*

1960 1961 1962 1963 1964

35.50

35.40

35.30

35.20

35.10

35.00

r e m a i n e d — d e s p i t e s o m e i n c r e a s e i n p r i v a t e d e m a n d f r o m I t a l y a n d G r e e c e

— m o s t l y a r o u n d t h e $ 3 5 . 0 8 l e v e l u n t i l r e n e w e d s a l e s b y t h e U S S R b r o u g h t

t h e m d o w n b e l o w $ 3 5 . 0 6 a g a i n i n l a t e M a r c h 1 9 6 4 .

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

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

o f 1 9 6 3 ( t o g e t h e r w i t h t h e c h a n g e s t h a t o c c u r r e d i n 1 9 6 2 a n d 1 9 6 3 ) , b y

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

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

t h e o f f i c i a l f r a n c b a l a n c e s o f t h e F r e n c h f r a n c a r e a . M e a s u r e d i n t h i s a d -

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

d u r i n g 1 9 6 3 i n c o u n t r i e s ' g r o s s h o l d i n g s o f i n t e r n a t i o n a l l i q u i d a s s e t s .

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

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

c o n t r a s t , s h o w e d s l i g h t l y l o w e r h o l d i n g s a t t h e e n d o f 1 9 6 3 t h a n a y e a r

e a r l i e r .

Gold. T h e e s t i m a t e d r i s e o f $ 8 4 5 m i l l i o n i n p u b l i s h e d o f f i c i a l g o l d h o l d i n g s

d u r i n g 1 9 6 3 b r o u g h t t h e m b y t h e e n d o f t h e y e a r t o a t o t a l o f $ 4 2 . 3 m i l l i a r d .

T a k i n g t h e w h o l e y e a r 1 9 6 3 , t h e g o l d figures i n d i c a t e a f a m i l i a r p a t t e r n — t h é

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

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

w a s a b l e t o c o v e r a l m o s t a l l o f i t s n e t g o l d s a l e s t o f o r e i g n c o u n t r i e s o u t o f
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Internat ional l iqu id i ty , 1962-63.

Holders

United States

United Kingdom . . . .

Continental western
Europe

Total

All countries . . .

International institutions

Grand total . . . .

Grand total,
official holders .

Years and
end of years

1962, change
1963, change
End-1963, total

1962,change
1963, change
End-1963, total

1962, change
1963,change
End-1963, total

1962, change
1963, change
End-1963, total

1962, change
1963, change
End-1963, total

1962, change
1963, change
End-1963, total

1962,change
1963, change
End-1963, total

1962,change
1963, change
End-1963, total

1962, change
1963, change
End-1963, total

Gold
Short-
term
US

dollars

£
sterling

Other
cur-

rencies
Total

Net
IMF

posi-
tion

Grand
total

Memo-
randum
itemi

in milliards of US dollars

- 0.9
- 0.5

15.6

+ 0.3
— 0.1

2.5

+ 0.9
+ 1.0

17.2

+ 0.3
+ 0.5

35.3

— 0.1
+ 0.3

4.7

+ 0.2
+ 0.7

40.0

+ 0.1
+ 0.1

2.3

+ 0.3
+ 0.8

42.3

+ 0.3
+ 0.8

42.3

- 0.6
— 0.1

1.5

+ 0.5
+ 0.7

9.3

— 0.2
+ 0.6

10.8

+ 1.3
+ 0.8

70.5

+ 1.1
+ 1.4

27.3

+ 1.4
— 0.5

4.6

+ 2.5
+ 0.9

25.9

+ 2.43

- 0.03

77.73

— 0.1
- 0.0

7.8

— 0.1
- 0.0

7.8

+ 0.0
+ 0.7

9.5

— 0.1
+ 0.7

7 7.3

- 1.0
+ 0.1

7.8

- 1.1
+ 0.8

73.0

— 1.3
+ 0.4

6.3

— 0.0
+ 0.1

0.2

— 0.0
+ 0.1

0.2

+ 0.0
± 0.02

0.5*

+ 0.0
+ 0.1

0.7

+ 0.0
+ 0.1

0.7

+ 0.0
+ 0.1

0.7

- 0.9
- 0.3

15.8

— 0.3
— 0.2

4.0

+ 1.2
+ 1.7

28.2

— 0.0
+ 1.2

4S.0

+ 1.2
+ 1.8

25.3

+ 1.2
+ 3.0

73.3

+ 0.5
— 0.3

8.7

+ 1.7
+ 2.7

82.0

+ 1.5
+ 1.3

68.4

— 0.6
— 0.0

0.2

+ 1.1
— 0.0

0.5

— 0.2
+ 0.1

7.7

+ 0.2
+ 0.0

2.4

— 0.2
+ 0.0
— 0.3

+ 0.1
+ 0.1

2.1

+ 0.1
+ 0.1

2.7

+ 0.1
+ 0.1

2.7

— 1.5
— 0.4

16.0

+ 0.8
— 0.2

4.5

+ 1.0
+ 1.8

30.0

+ 0.2
+ 1.2

50.5

+ 1.0
+ 1.8

24.9

+ 1.3
+ 3.0

75.4

+ 0.5
— 0.3

8.7

+ 1.8
+ 2.7

S4.7

+ 1.5
+ 1.4

70.5

+ 0.6
0.6

+ 0.1
0.1

+ 0.7
0.7

+ 0.7
0.7

+ 0.7
0.7

1 US Government non-marketable, medium-term convertible securities. 2 Estimated.
3 These figures are reported by banks in the United States. As some officially-owned foreign dollar balances are
held with commercial banks outside the United States they will be reported as belonging to those banks. The total
of official foreign dollar balances at the end of 1963 is, therefore, certainly understated and the changes in 1962 and
1963 are also affected.
Note : The figures for short-term dollars are taken from the Federal Reserve Bulletin. Those for sterling balances
are net in 1962 and gross in 1963. North American sterling balances have been allocated to "Other countries",
since it was not possible to separate the United States from the rest of North America. "Other currencies" consist
of US official holdings of convertible currencies (including sterling) and of official franc balances of the French
franc area, the latter as reported by the International Monetary Fund. Figures may not add to totals because of
rounding.

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

d u r i n g t h e f i r s t q u a r t e r o f 1 9 6 4 . B e t w e e n t h e e n d o f S e p t e m b e r 1 9 6 3 a n d

t h e e n d o f M a r c h 1 9 6 4 t h e U S g o l d s t o c k d e c l i n e d b y o n l y $ 8 4 m i l l i o n a n d

i n A p r i l i t r o s e b y $ 1 7 8 m i l l i o n .

T h e U S g o l d l o s s f o r 1 9 6 3 , a t $ 4 6 1 m i l l i o n , w a s e a s i l y t h e s m a l l e s t s i n c e

1 9 5 8 . I t w a s t h e o u t c o m e o f t h r e e m a i n m o v e m e n t s : n e t s a l e s o f $ 7 2 9 m i l l i o n

t o c o n t i n e n t a l w e s t e r n E u r o p e ; p u r c h a s e s o f $ 3 2 9 m i l l i o n f r o m t h e U n i t e d

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

p o o l ' s s u r p l u s ; a n d n e t s a l e s t o d o m e s t i c u s e r s o f $ 6 9 m i l l i o n . T h e l a t t e r

f i g u r e h a s b e e n i n c r e a s i n g s t e a d i l y o f r e c e n t y e a r s ; i n 1 9 5 8 , f o r i n s t a n c e , t h e

U S T r e a s u r y h a d b e e n a b l e o n b a l a n c e t o b u y $ 1 9 m i l l i o n o f g o l d f r o m

r e s i d e n t s o u r c e s .



European countries' published gold reserves rose during 1963 by
$1,151 million. Continental countries' holdings (excluding the BIS and the
European Fund) went up by $1,249 million, while the U K reserve dropped
by $98 million. The spot gold position of the BIS fell by $229 million to
a net minus figure of $279 million.

As already mentioned, the Continent bought $729 million of gold from
the US Treasury —• France accounting for $518, Spain for $130 and Austria
for $82 million. The remaining $520 million came from the Continent's
share of the gold pool's surplus, from U K sales and from gold swaps
between the BIS and the Swiss National Bank, which brought the latter's
gold reserves to a figure $153 million above their end-1962 level. Elsewhere
in Europe, Germany's gold reserve rose by $165 million and that of Italy by
$100 million during 1963.

The negative spot gold position of the BIS at the end of 1963 was, of
course, covered by forward gold assets. A good part of these consisted of
gold due under the swaps with the Swiss National Bank. In addition, there
were some outstanding Russian contracts. During the first quarter of 1964
there was a turn-round of $302 million in the BIS spot gold position, to a
positive figure of $23 million, while Switzerland's gold reserve declined by
$278 million. Altogether, continental countries' gold reserves showed a decline
of some $200 million during these three months.

The other countries in the table added $275 million to their gold
reserves in 1963. Most of this can be accounted for by South Africa and
Canada, the two main western gold producers, who added $131 and 109 mil-
lion respectively to their holdings. Altogether, countries' published official gold
reserves, plus those of the BIS and the European Fund, showed a rise of
$727 million — after only $218 million in 1962. The IMF's gold stock went
up by $117 million, almost the same as the year before.

Exchange. Countries' holdings, both of short-term dollars and of sterling,
rose substantially during 1963. There were considerable increases in official
and private holdings of both currencies, the most notable feature perhaps
being the improvement in the exchange position of the developing countries.

Foreign countries' short-term dollar assets, as reported by the US
banking system, went up by $1.4 milliard. The statistics show this increase
as about equally distributed between official, commercial-bank and other
holdings. Proportionately the biggest rise was in private non-bank balances,
which increased by $0.5 milliard, or 20 per cent., to a total of $3.0 milliard
at the end of the year. Latin American non-bank holders alone added
$340 million to their balances.

Foreign countries' sterling balances rose by $0.7 milliard to a total of
$11.3 milliard at the end of the year. Here, too, private holders accounted
for more of the rise than official ones, with $0.4 against 0.3 milliard.
$240 million of the increase in private holdings was outside the sterling area.
In particular, Middle and Far Eastern, as well as eastern European, balances
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were h igher ; at t he same t ime, U K sterling claims on these countr ies wen t u p

b y slightly more .

T h e combined shor t - t e rm dollar and sterl ing balances of the g roup of

" o t h e r coun t r i e s" rose by $1.5 mill iard in 1963, after an increase of

$1.3 mil l iard the previous year. If, however, four developed countr ies in this

g r o u p which are substant ial holders of exchange are taken separately, a big

i m p r o v e m e n t is visible be tween the two years in the exchange posit ion of

developing countr ies . T h u s , Canada , J apan and Aust ra l ia accounted for all b u t

$0.1 mill iard of the 1962 increase in shor t - t e rm dollars, whilst in 1963 their

balances showed a slight fall. Developing countr ies therefore added $0.9 mi l -

liard to their sho r t - t e rm dollars in 1963, compared wi th only $0.1 milliard

t h e year before. La t in Amer i can dollar balances wen t u p b y $0.7 milliard

and those of Asia (excluding Japan) b y $0.3 mill iard. So far as sterling

balances are concerned, those of developing countr ies , after showing little

change in 1962, rose b y abou t $0.3 mill iard last year. Al together , then ,

exchange balances of developing countr ies were u p by $1.2 mill iard in 1963,

after only $0.1 mill iard in 1962.

In ternat ional ins t i tu t ions ' holdings of sterl ing showed little change in

1963; the i r shor t - t e rm dollar balances, despi te a small rise in I M F balances,

fell b y $0.5 mill iard. T h i s was par t ly offset b y addi t ions of $0.3 mill iard to

their holdings of marke tab le U S G o v e r n m e n t b o n d s and notes wi th original

matur i t ies of over one year. Canada ' s holdings of such paper also increased b y

a similar amoun t . T a k i n g the change in total U S l iquid liabilities to foreigners

at $1.6 mill iard, as recorded in the official ba lance-of -payments statistics,

near ly $1 mill iard was accounted for b y shor t - t e rm liabilities and $0.7 mill iard

by higher foreign holdings of marke tab le bonds and notes .

T h e U S internat ional l iquidi ty pos i t ion.

W i t h a deficit of $3.3 mill iard on " r egu la r " t ransact ions to be financed,

the U S mone ta ry authori t ies took steps du r ing 1963, as they had in the two

preceding years, to min imise the calls m a d e on the count ry ' s gold reserve.

In the even t the 1963 gold loss was 14 per cent, of the deficit, as compared

wi th 25 per cent, of the larger deficit in 1962.

D u r i n g the pas t four years five ma in factors have cont r ibu ted to

lessening t h e impact of the ba lance-of-payments deficit on the U S gold

stock: official compensa tory t ransact ions (non-scheduled receipts on gove rnmen t

loans and advances on mil i tary exports) to r educe t h e effective deficit;

reduc t ion of t h e U S gold t r anche posi t ion at t he I M F , largely t h r o u g h

repaymen t of former U S lending t h r o u g h the F u n d and in F e b r u a r y and M a y

1964 t h r o u g h modes t U S drawings on t h e F u n d ; official U S in tervent ion in

the forward exchange marke t ; use of the Federa l Reserve System's swap

ne twork ; and the issue by t h e U S T r e a s u r y of special non-marke tab le

securities, most ly denomina ted in foreign currencies .
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Leaving aside forward exchange operations, which are discussed on
pages 123-4, the contribution in 1963 of the other four factors amounted to
$1.5 milliard, or almost one-half of the "regular" balance-of-payments deficit.
The year before, the corresponding figure had been $2.3 milliard, nearly
two-thirds of a rather bigger deficit. Larger issues of non-marketable securities
in 1963 were more than offset by the fact that there was hardly any further
reduction in the US gold tranche position at the Fund, as well as by smaller
debt prepayments from abroad.

F i n a n c i n g of t h e US b a l a n c e - o f - p a y m e n t s d e f i c i t , 1962-63 .

Items

Deficit on regular transactions
Financed by
1. Advance receipts

Non-scheduled receipts on
government loans

Advances on military exports
2. Changes in US liabilities to

foreigners (decrease — )
(a) Official

Non-marketable securities

Other

Sub-total

(b) Private
Commercial banks
Other

Sub-total

3. Changes in US monetary reserve assets
(increase —)

of which
Gold

Convertible currencies
IMF position

1962
Total

1963

1st half 2nd half

in millions of US dollars

3,573

1,136

666
470

904

299
265
140

704

— 147
347

200

1,533

890
77

626

3,301

684

325
359

2,239

641
775
820

1,636

434
169

603

378

461
— 113

30

2,023

74

59
75

1,793

532

725

7,257

459
77

536

156

227
— 27
— 44

1,278

610

266
344

446

»09
7 75
95

379

— 25
92

67

222

234
— 86

74

T h u s , a f t e r t a k i n g i n t o a c c o u n t a r i s e o f $ 1 1 3 m i l l i o n i n o f f i c i a l U S

h o l d i n g s o f c o n v e r t i b l e c u r r e n c i e s , t h e r e r e m a i n e d a n a m o u n t o f $ 1 . 9 m i l l i a r d

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

l i q u i d l i a b i l i t i e s . T h i s w a s c o n s i d e r a b l y m o r e t h a n t h e c o r r e s p o n d i n g 1 9 6 2

figure o f $ 1 . 2 m i l l i a r d . I n t h e e v e n t t h e r e d u c t i o n i n t h e g o l d s t o c k w a s t h e

s m a l l e s t s i n c e 1 9 5 8 , w h i l e f o r e i g n c o u n t r i e s ' o u t r i g h t h o l d i n g s o f s h o r t - t e r m

d o l l a r s w e n t u p b y $ 1 . 4 m i l l i a r d . T h e m o d e r a t e d e c l i n e i n t h e g o l d s t o c k

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

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

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

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

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

o f t h e d o l l a r p r o c e e d s o f s o m e g o l d s a l e s . ( S h o r t - t e r m c l a i m s o n f o r e i g n e r s

r e p o r t e d b y U S b a n k s , t r e a t e d a s a c a p i t a l o u t f l o w a n d t h e r e f o r e a s p a r t o f
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the deficit on regular transactions, went up by about $750 million, more than
twice as much as in 1962. Japan accounted for $400 million, mostly towards
the end of the year.)

During 1963 the swap network was increased from $900 to $2,050 million.
In addition, several of the arrangements were placed on a six-month or
one-year basis, instead of, as previously, only three months. US use of
swaps in 1963 was concentrated on three currencies — the Deutsche Mark,
the florin and the Swiss franc. The circumstances in which these operations
took place differed considerably from case to case. Firstly, mention may
be made of the increasing strength of the German balance of payments
during the first half of 1963 which led the Federal Reserve System to disburse
nearly $150 million from its D M swap facility during May and June in
order to moderate market pressures and to mop up excess dollars. In August
it was deemed prudent to fund $50 million of this by the issue of a D M
bond to the Bundesbank and the rest of the swap commitment was paid off
by October 1963, mostly with the proceeds of German defence payments to
the United States.

US Federal Reserve System swap arrangements.

Facilities with
End 1962 March 1964

in millions of US dollars

Austria

Belgium

BIS

Canada

France

Germany . . . .

Italy

Japan

Netherlands

Sweden

Switzerland . . .

United Kingdom .

Total . . ,

50

50

100

250

50

50

150

50

100

50

900

50

50

150

250

100

250

250

150

100

50

150

500

2,050

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

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

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

r u m o u r s t h a t b e g a n c i r c u l a t i n g a b o u t t h e D u t c h florin i n S e p t e m b e r 1 9 6 3 . I n

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

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

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

B a n k a n d t h e r e s t t o b u y d o l l a r s i n t h e m a r k e t . T h i s s i t u a t i o n h a d , b y t h e

e n d o f F e b r u a r y 1 9 6 4 , r e v e r s e d i t s e l f s u f f i c i e n t l y f o r t h e d r a w i n g s t o h a v e

b e e n r e d u c e d t o $ 2 5 m i l l i o n . A n o t h e r c a s e o f t h i s s o r t w a s t h e m o v e m e n t o f

f u n d s t o S w i t z e r l a n d i n S e p t e m b e r a n d O c t o b e r 1 9 6 3 , p a r t l y a r i s i n g o u t o f

m a r k e t g o s s i p a t t h e t i m e o f t h e I M F ' s a n n u a l m e e t i n g a n d p a r t l y o u t o f a
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f l i g h t o f c a p i t a l f r o m I t a l y . D u r i n g t h e s e t w o m o n t h s t h e F e d e r a l d i s b u r s e d

$ 1 6 0 m i l l i o n o u t o f i t s S w i s s f r a n c s w a p f a c i l i t i e s t o a b s o r b S w i s s r e c e i p t s

o f d o l l a r s .

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

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

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

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

t h e N e t h e r l a n d s i n A p r i l - M a y 1 9 6 3 , l e a d i n g t h e F e d e r a l t o u s e $ 4 4 m i l l i o n o f

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

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

t h e a i d o f florins o b t a i n e d b y s w a p p i n g D M w i t h t h e B I S ) t h e s w a p h a d

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

e n d - y e a r o p e r a t i o n s o f t h e G e r m a n a n d S w i s s b a n k i n g s y s t e m s . I n G e r m a n y

t h e F e d e r a l h a d b y m i d - D e c e m b e r 1 9 6 3 u s e d $ 1 3 6 m i l l i o n o f i t s D M s w a p

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

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

t o l i q u i d a t e t h i s s w a p i n f u l l b y e a r l y J a n u a r y 1 9 6 4 . I n t h e S w i s s c a s e , s w a p

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

e q u i v a l e n t o f $ 7 0 m i l l i o n . A l t o g e t h e r t h e U S d e b t o r p o s i t i o n u n d e r i t s

S w i s s f r a n c s w a p l i n e s w a s $ 2 2 0 m i l l i o n a t t h e e n d o f 1 9 6 3 a n d t h r e e m o n t h s

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

T h r e e o t h e r c o u n t r i e s m a d e u s e o f t h e s w a p n e t w o r k i n 1 9 6 3 a n d e a r l y

1 9 6 4 . T h e e x c e s s o f f o r e i g n c u r r e n c i e s u s e d b y t h e U n i t e d S t a t e s u n d e r t h e

s w a p l i n e s o v e r f o r e i g n c o u n t r i e s ' u s e o f s w a p d o l l a r s f e l l f r o m $ 2 1 6 m i l l i o n

a t t h e b e g i n n i n g o f 1 9 6 3 t o a l o w p o i n t o f o n l y $ 2 0 m i l l i o n i n l a t e S e p t e m b e r .

A f t e r r i s i n g t o $ 3 2 4 m i l l i o n a t t h e e n d o f t h e y e a r , t h e U S n e t d e b t o r

p o s i t i o n d e c l i n e d a g a i n t o $ 1 4 5 m i l l i o n a t e n d - F e b r u a r y 1 9 6 4 .

N e t s a l e s o f U S G o v e r n m e n t n o n - m a r k e t a b l e s e c u r i t i e s t o f o r e i g n

c o u n t r i e s a m o u n t e d t o $ 6 4 1 m i l l i o n i n 1 9 6 3 , m o r e t h a n d o u b l e t h e p r e v i o u s

y e a r ' s figure. O f t h i s a m o u n t , $ 1 8 1 m i l l i o n w e r e s p e c i a l d o l l a r s e c u r i t i e s . I n

J a n u a r y 1 9 6 3 $ 1 2 5 m i l l i o n o f t h e p r o c e e d s o f a G o v e r n m e n t o f C a n a d a b o n d

i s s u e i n N e w Y o r k w a s p l a c e d i n a fifteen-month n o n - m a r k e t a b l e U S T r e a s u r y

b o n d a n d d u r i n g t h e s a m e m o n t h I t a l y s u b s c r i b e d t o a $ 5 8 m i l l i o n five-year

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

p a y m e n t s d u e t o t h e U S G o v e r n m e n t f r o m I t a l y i n 1 9 6 8 . I n v i e w o f t h e

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

$ 1 3 m i l l i o n o f i t h a d b e e n r e d e e m e d i n a d v a n c e b y t h e e n d o f 1 9 6 3 . S w e d e n

s u b s c r i b e d t o a $ 2 5 m i l l i o n t w e n t y - s e v e n - m o n t h n o n - m a r k e t a b l e d o l l a r b o n d

i n J u l y 1 9 6 3 ; a n d l a s t l y t h e E x p o r t - I m p o r t B a n k s o l d $ 1 8 m i l l i o n o f c e r t i f i c a t e s

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

I s s u e s o f U S G o v e r n m e n t n o n - m a r k e t a b l e b o n d s d e n o m i n a t e d i n f o r e i g n

c u r r e n c i e s a m o u n t e d i n 1 9 6 3 t o $ 4 6 0 m i l l i o n . T h e S w i s s C o n f e d e r a t i o n ' s

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

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

f r a n c s a n d t o p r o v i d e t h e S w i s s G o v e r n m e n t w i t h a n i n t e r m e d i a t e - t e r m
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investment — the bonds issued ranged from twelve to eighteen months — for
surplus funds which it did not wish to put into the Swiss financial circuit.

German holdings of D M bonds went up by $275 million during 1963.
$200 million of these, issued for periods of between fifteen months and two
years in January and February 1963, were a kind of funding of dollars
previously accumulated in the Deutsche Bundesbank's reserves. In July 1963
a further $25 million D M bond with a life of two years was issued to
procure funds for mopping up dollars flowing into Germany, after the
Federal Reserve System's D M swap facilities had been fully used for this
purpose. In the following month another two-year D M bond, this time for
the equivalent of $50 million, was issued to provide funds for reducing the
Federal Reserve's outstanding D M swap commitment. This was the first
example of a swap borrowing being funded by the issue of a foreign currency
bond.

Also during 1963 there were small issues of such bonds to Belgium
and Austria. In May 1963 twenty-four-month Belgian franc bonds for the
equivalent of $30 million were issued to prevent the dollar balances of the
National Bank of Belgium being increased by the proceeds of Belgian
Government borrowings in New York and London which took place at that
time. On two occasions, in April and December 1963, the US Treasury
issued eighteen-month Austrian schilling bonds for the equivalent of $25 mil-
lion each and used the proceeds to absorb some of the growth in Austria's
official dollar balances.

In March and April 1964 there occurred the first redemption of foreign
currency securities, as well as a substantial issue of new ones. When the
Italian balance of payments turned into deficit in 1963 Italy was holding
amongst its second-line reserves lira bonds issued by the US Treasury in 1962
to the equivalent of $200 million. Between October 1963 and March 1964 the
United States authorities bought $200 million of lire from the Bank of Italy
and placed the money on deposit there. When the earliest-dated of the lira
bonds matured, in March 1964, it was paid off out of these balances; and
the remaining $150 million was redeemed in advance by the same method
on ist April 1964.

On the same day Germany subscribed to a further two-year D M bond
for the equivalent of $200 million, bringing the Bundesbank's holdings of
US Government foreign currency securities up to $475 million out of a total
of $760 million outstanding in April 1964.

For the first quarter of 1964 the US balance of payments on regular
transactions showed a surplus of $110 million. Receipts from special trans-
actions amounted to $95 million, leaving a surplus of $205 million to be
reflected in monetary movements. The gold reserve declined by $45 million
and the net I M F position by $130 million; on the other hand, official
holdings of convertible currencies rose by $230 million. Reserve assets,
therefore, went up by $50 million, and liquid liabilities to foreigners declined by
$155 million.



European monetary reserves.

Western European countries' official holdings of gold and exchange, as
shown in the next table, went up by $2 milliard in 1963. Continental
reserves rose by a little more than that figure and there was a moderate
decline in those of the United Kingdom. These substantial further additions
to monetary reserves were associated with a large increase in foreign liabilities
of these countries' banking systems taken as a group. Excluding Switzerland,
where no figures for the commercial banks' foreign situation are available,
what happened was as follows: official gold and exchange reserves rose
by $1.8 milliard and commercial-bank net foreign liabilities by $1.5 milliard.
This was to a large extent a repetition of 1962 when (again leaving out
Switzerland) official European reserves had gone up by $0.6 milliard and the
banks' net foreign liabilities by $1 milliard. In 1962, however, Europe had
improved its net IMF position by $850 million, through UK repayments
of its 1961 drawing; last year net European lending through the Fund
amounted to less than $100 million.

During the first quarter of 1964 western European countries' reserves
declined by $0.6 milliard. There was no change in their net I M F positions
taken together, while the foreign position of their commercial-banking systems
almost certainly improved by more than the fall in official reserves. For ten
continental countries (excluding Switzerland) the improvement was $0.6 milliard
and the fall of over $0.3 milliard in Switzerland's reserves during the first
quarter of 1964 was associated with a large re-export of funds by the Swiss
banks.

Eight European countries showed substantial increases in their monetary
reserves during 1963. In one, Belgium, the rise reflected and was entirely
offset by a deterioration in the foreign position of the banking system. In
four others, France, Germany, the Netherlands and (probably, though it
cannot be proved statistically) Switzerland, there was a partial offset of this
sort. In Austria and Denmark, however, the external position of the banks
improved somewhat, so that official reserves went up by less than the overall
balance-of-payments surplus.

France. For the third successive year, France was the biggest gainer
of reserves in Europe. The overall surplus from regular transactions was
$935 million, $280 million of which was used to prepay external public debt.
Monetary movements, therefore, were positive to the extent of $655 million.
Official holdings of gold and convertible currencies went up by $845 million,
to a total of $4,457 million at the end of the year. On the other hand,
the banking system's foreign position, following the pattern of other recent
years, showed a further rise of $200 million in net liabilities. Non-residents'
franc balances increased by $50 million. This occurred almost entirely during
the first quarter, and in April 1963 French banks were forbidden to pay
interest on deposits owned by persons and institutions resident outside the
franc area. Residents' net foreign exchange holdings were drawn down by a
further $150 million.
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E u r o p e a n c o u n t r i e s : Rese rve p o s i t i o n s .

Countries End of
year

Net reserves

Gold Foreign
exchange Total

Net
IMF

position

Net reserves
plusor minus

net IMF
position

in millions of US dollars

Austria.

Belgium-Luxemburg. . .

Denmark

Finland

France

Germany

Greece

Italy

Netherlands

Norway

Portugal

Spain

Sweden

Switzerland

Turkey

United Kingdom . . . .

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

1961
1962
1963

303
454
536

1,248
1,365
1,371

31
31
31

47
61
61

2,121
2,587
3,175

3,664
3,679
3,844

87
77
77

2,225
2,243
2,343

1,574
1,574
1,594

29
29
29

443
471
497

316
446
573

180
181
182

2,560
2,667
2,820

140
140
115

2,268
2,582
2,484

520
597
650

389
237
445

205
179
397

258
206
239

818
1,023
1,282

2,793
2,679
3,199

164
193
201

1,194
1,248
714

102
128
277

240
237
289

248
321
330

547
561
520

461
567
518

194
201
250

— 44
— 61
— 83

1,050
224
173

823
1,051
1,186

1,637
1,602
1,816

236
210
428

305
267
300

2,939
3,610
4,457

6,457
6,358
7,043

251
270
278

3,419
3,491
3,057

1,676
1,702
1,871

269
266
318

691
792
827

863
1,007
1,093

641
748
700

2,754
2,868
3,070

96
79
32

3,318
2,806
2,657

19
26
37

157
133
141

33
33
33

14
14
14

427
439
450

637
517
552

15
15
15

243
203
226

243
203
203

25
25
25

15
15
15

23
38
54

63
48
53

21
27
31

559
502
489

842
1,077
1,223

1,794
1,735
1,957

269
243
461

319
281
314

3,366
4,049
4,907

7,094
6,875
7,595

266
285
293

3,662
3,694
3,283

1,919
1,905
2,074

294
291
343

706
807
842

886
1,045
1,147

704
796
753

2,754
2,868
3,070

75
52
1

2,759
3,308
3,146

Note : I .Net reserves consist of central-bank and/or other official holdings of gold and foreign exchange,
excluding IMF positions and claims or debts arising out of the liquidation of the EPU. The figures are also net
of any other foreign exchange liabilities shown in the central-bank returns or other official sources, except for
the UK sterling liabilities. For France, Italy, Spain, Switzerland and the United Kingdom the net reserves consist
of gold and convertible currencies only. For Germany they exclude non-freely-usable balances which (ignoring
claims arising out of the liquidation of the EPU) amounted at the end of 1961, 1962 and 1963 to $353, 351 and
345 million respectively. 2. Net IMF position is gold subscription, plus repurchases of currency subscription,
minus the member's net drawings or plus the Fund's net sales of its currency, plus or minus the Fund's
administrative and operational expenditure or receipts in its currency.
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With the foreign trade position deteriorating during the course of the
year, the overall balance of payments had moved nearer to equilibrium by
the end of 1963. During the first four months of 1964, in fact, official gold
and exchange reserves went up by only $76 million. At the same time
France's net IMF position improved by $50 million.

Germany. Two years after the revaluation of the Deutsche Mark
Germany's monetary reserves began to increase again and by the end of
1963 they stood at $7,043 million — some $40 million above the high point
reached at the end of March 1961.

The overall 1963 payments surplus resulted in total monetary movements
of $505 million. The central bank's holdings of gold and freely-usable
currencies rose by $685 million and Germany's net IMF position improved
by $35 million. Partially offsetting these movements were a further reduction
of $35 million in Germany's claims arising out of the liquidation of the
EPU and an increase of $175 million in the net external liabilities of the
banking system. The foreign assets of German banks at the end of 1963
(a year in which the Bundesbank offered no special facilities for money
exports) were rather higher than they had been a year earlier; non-residents'
DM balances, however, went up by as much as $215 million.

During the early part of 1964 Germany's official monetary reserves
continued to rise, despite the reversal of end-year operations by the banking
system, and on 10th March the Bundesbank resumed offering the banks
special dollar swap facilities, limiting them to money employed in US Treasury
bills. Between then and the end of March the Bundesbank sold $95 million
in this way and its reserves — also under the influence of DM drawings
on the IMF — fell by $90 million during the month. For the first quarter
of 1964 as a whole the Bundesbank's reserves showed a small rise of $6 million
and Germany's net IMF position improved by $92 million. In addition, the
banking system's net external liabilities declined by $555 million. The two
most important factors contributing to this decline were money exports by
the banks which, including some increase in credits to non-residents, amounted
to $277 million and the withdrawal of $167 million of non-resident deposits
from German banks.

Switzerland. The Swiss National Bank's external reserves stood at
$3,070 million on the last day of 1963, a rise of $202 million on the year.
End-year operations of the Swiss banks increased them by $316 million
in December 1963 and this was reversed the following month. If, however,
November 1963 is compared with November 1962 or January 1964 with
January 1963, there is still a rise — of $146 and 118 million respectively.

No figures are available for the Swiss commercial banks' foreign position,
but it would seem not unlikely that a part of the 1963 capital inflow into
Switzerland affected them. The banks are known to have repatriated funds
from abroad to replenish their liquidity, quite apart from their mid-year
and end-year operations, and some of the influx of money from Italy during



the latter months of the year may well have gone to increase non-resident
franc balances.

Following a drop of over $200 million in January 1963, when end-1962
operations were reversed, the National Bank's external reserves were rather
stable until the end of July. Indeed, they were only prevented from falling
during this period by the fact that the U S monetary authorities paid off
in cash some $140 million of short-term Swiss franc indebtedness.

The proposed interest equalisation tax in the United States and the
decreasing liquidity of the Swiss money market produced an influx during
the third quarter, on top of which was superimposed a flight of capital
from Italy in October. Between the end of July and the end of October 1963
the National Bank's reserves increased by $140 million. The rise would have
been much larger but for forward sales of Swiss francs in the market by
the US Treasury, amounting to about $120 million by the end of October.

At the end of the first quarter of 1964 the National Bank's reserves
stood at $2,740 million, rather more than $100 million above the March 1963
figure. At that time the Federal Reserve Bank of New York and the US
Treasury still had sizable short-term Swiss franc commitments outstanding.

Netherlands. The fourth country where transactions of the banking
system affected the size, though not the direction, of changes in the monetary
reserves was the Netherlands. After two years of virtual stability, the
Nederlandsche Bank's holdings of gold and foreign currencies began to go up
again during the second quarter of 1963 and by the end of the year they
were $1,871 million — $169 million higher than in December 1962. The
rise was due to an improvement of nearly $200 million on current external
account which, after allowing for some outflow of capital, produced a surplus
on regular transactions of $210 million. $70 million of debt owed to the US
Government was repaid in advance, so that monetary movements totalled
$140 million. Partly offsetting the rise in official reserves was a decline of
some $30 million in the substantial net foreign assets of the banking system.

Towards the end of the year the balance of payments began to deteriorate
considerably, though the reserves went on rising until the end of November.
After the turn of the year, however, they began to reflect the change in the
trade balance and by the end of March 1964 had declined to $1,791 million
— a loss of $80 million for the quarter.

Belgium. If all four of the countries so far discussed owed a part of
the rise in their official reserves to the effect of commercial-bank transactions,
of Belgium in 1963 it can be said that the increase of $214 million in the
National Bank's gold and exchange holdings was almost exactly matched by a
deterioration in the foreign position of the credit institutions. The overall
balance of payments was in almost perfect equilibrium for the year as a
whole — though during its course there was a pronounced change from
surplus to deficit. This turn-round, as well as the opposite movements in



official holdings and those of the credit institutions, can be seen from the
fact that during the first half of the year the National Bank's monetary
reserves rose by $152 million and the net external liabilities of the credit
institutions by $74 million, while the corresponding figures for the period
July-December 1963 were $72 and 154 million. The main cause of both
movements was government borrowing abroad through the banking system.
The whole of the 1963 increase of $174 million in the National Bank's
convertible currency balances was matched by larger forward commitments to
sell exchange to the government and the banking system.

Denmark. Denmark's monetary reserves doubled during 1963, from
$210 million to a record level of $428 million. The banking system, whose
position had deteriorated by $80 million during the 1961-62 crisis, showed an
improvement of $25 million, so that the overall balance-of-payments surplus
was $240 million, 80 per cent, of which was attributable to capital imports.

Austria. Austria added a further $135 million to its monetary reserves
in 1963, bringing them to $1,186 million at the end of the year. The increase
was taken as to $80 million in gold — virtually all the rest is accounted
for by $50 million of non-marketable US Government securities denominated
in schillings and subscribed to in April and December 1963. As in Denmark,
the surplus was by and large on capital account and the banking system's
foreign position also improved — by $43 million.

Spain. The uninterrupted rise in Spain's monetary reserves since 1959
continued during 1963 and into the first months of 1964. For the first time
since the stabilisation of the peseta, however, net invisible receipts did not
cover the external trade deficit and there was a current-account deficit of
$130 million. As at the same time net capital receipts rose from $105 to
230 million, mostly at long term, $86 million was added to the official
reserves during 1963 and, in addition, Spain's net I M F position went up by
$16 million.

Italy. Italy's balance of payments shifted from a surplus of $50 million
to a deficit of $1,245 million in 1963. Yet the country's official gold and
convertible currency holdings fell by no more than $435 million. Indeed,
after nine months of the year, which saw an overall deficit of $790 million,
the reserves were only $60 million lower than in December 1962. Details
of monetary movements in Italy are shown in the following table.

Broadly speaking, what happened was that the deficit was almost
entirely financed by commercial-bank borrowing during the first nine months,
and by changes in official monetary assets and liabilities for the rest of the
year. On ist November 1962 the banks had been dispensed from the obliga-
tion, imposed in i960, to maintain a balanced position in foreign currencies
vis-à-vis non-residents, and their net foreign liabilities increased from $150
million at the end of October 1962 to a peak of $1,370 million the following



Italy: Monetary movements.

Items

Official gold and exchange reserves. .
Other monetary movements (increase

in assets + )
of which

Italian Exchange Office
Bank of Italy
Commercial banks

Total ( = balance-of-payments
surplus/deficit) . . . . . . .

1962 1963
19

January-
September

S3
October-
December

1964
January-

March

in millions of US dollars

+ 7 0

— 20

+ 445
— 35
— 430

+ 50

— 435

— 810

+ 10
— no
— 650

— 1,245

- 60

— 730

+ 30
— 20
— 740

— 790

— 375

— 80

— 20
— 150
+ 90

— 455

— 235

- 200

- 40
— 360
+ 200

— 435

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

c u r r e n c i e s . D u r i n g t h e l a s t q u a r t e r o f t h e y e a r t h e b a n k s ' n e t l i a b i l i t i e s

d e c l i n e d b y $ 9 0 m i l l i o n a n d t h e m o v e m e n t 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 1 9 6 4 . T h e f a l l i n r e s e r v e s a f t e r S e p t e m b e r 1 9 6 3 w a s n e v e r t h e l e s s n o t a s

g r e a t a s 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 , s i n c e t h e B a n k o f I t a l y ' s f o r e i g n

i n d e b t e d n e s s i n c r e a s e d b y $ 1 5 0 m i l l i o n . O n e - t h i r d o f t h i s r e p r e s e n t e d t h e u s e

b y I t a l y o f $ 5 0 m i l l i o n o f i t s s w a p f a c i l i t y w i t h 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 ; t h e r e m a i n i n g $ 1 0 0 m i l l i o n w e r e l i r e p u r c h a s e d a g a i n s t d o l l a r s

b y t h e U S a u t h o r i t i e s a n d p l a c e d o n a c c o u n t a t t h e B a n k o f I t a l y f o r l a t e r

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

i n 1 9 6 2 .

D u r i n g t h e first q u a r t e r o f 1 9 6 4 t h e first-line r e s e r v e s f e l l b y a f u r t h e r

$ 2 3 5 m i l l i o n t o $ 2 , 8 2 4 m i l l i o n . - A t t h e s a m e t i m e t h e B a n k o f I t a l y ' s f o r e i g n

l i a b i l i t i e s w e n t u p b y $ 3 6 0 m i l l i o n , t h e c a u s e s o f t h i s b e i n g t h e $ 2 2 5 m i l l i o n

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

$ 8 3 m i l l i o n a n d a s e c o n d $ 5 0 m i l l i o n d r a w i n g b y I t a l y o n i t s s w a p f a c i l i t y

w i t h 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 . O n t h e o t h e r h a n d , t h e f u r t h e r

r e d u c t i o n o f t h e b a n k i n g s y s t e m ' s n e t i n d e b t e d n e s s w a s n e a r l y $ 2 0 0 m i l l i o n .

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

a n d c o n v e r t i b l e c u r r e n c y r e s e r v e s f e l l b y o n l y $ 1 0 m i l l i o n .

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

t h e U n i t e d K i n g d o m d e c l i n e d b y $ 1 4 9 m i l l i o n i n 1 9 6 3 . T h e l o s s w a s n e a r l y

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

t o t h e d e c l i n e i n r e s e r v e a s s e t s m u s t b e a d d e d a r i s e o f $ 4 2 5 m i l l i o n i n n e t

e x t e r n a l s t e r l i n g l i a b i l i t i e s .

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

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

b y $ 3 2 0 m i l l i o n , r e s e r v e s f e l l b y n e a r l y $ 1 0 0 m i l l i o n . O n t w o o c c a s i o n s

d u r i n g t h e first q u a r t e r s t e r l i n g c a m e u n d e r h e a v y p r e s s u r e i n t h e e x c h a n g e

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

b y t h e e n d o f M a r c h 1 9 6 3 s t e r l i n g b a l a n c e s h e l d o u t s i d e t h e s t e r l i n g a r e a

h a d d e c l i n e d b y $ 4 0 0 m i l l i o n . A n i m m e d i a t e d r o p i n t h e r e s e r v e s w a s
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prevented by the authorities taking $250 million of deposits from continental
central banks, but when these were repaid in June a part of the earlier
outflow showed up in the reserves.

The second half of the year saw a recovery of $360 million in the level
of sterling balances held outside the sterling area, as well as a further
increase of $140 million in sterling-area balances. This was almost enough
to cover the deficit on identified and unidentified transactions, so that the
fall for the six-month period was only $55 million, entirely concentrated in
the last month of the year when the North American debt payments led
to a decline of $115 million. During the first quarter of 1964 the reserves
showed, on balance, no change while sterling balances increased by a further
$145 million.

Sweden. The rise in Sweden's monetary reserves, which had begun in
i960, came to a stop during 1963. By the end of the year the central bank's
holdings of gold and exchange stood at $700 million, $48 million below the
level of a year earlier. In part this was offset by a rise of $20 million in
the net assets of the banking system. In 1962, however, the central bank
and banks combined had added about $100 million to their net foreign
assets.

International Monetary Fund.

Following the large reduction of $0.9 milliard in member countries'
use of its resources during 1962, the Fund resumed net lending in 1963,
though on a very modest scale. Drawings were $333 million and repayments
$267 million, so that the net amount drawn rose by $66 million.

Reversing the trend of recent years, nearly 60 per cent, of gross I M F
drawings in 1963 were in US dollars and another one-third in other Group
of Ten currencies. From the beginning of Fund operations in 1947 until
the re-establishment of European convertibility at the end of 1958, total
gross drawings on the Fund were $3.2 milliard, 90 per cent, in US dollars.
In 1959-60 the dollar element fell to about 60 per cent., in 1961 to one-
third and in 1962 below 20 per cent. As, concurrently with this, the dollar
was the main currency used by members repurchasing their currency, net
drawings of dollars fell from $1.9 milliard at the end of 1958 to virtually
zero by the end of 1962. Other Group of Ten countries, on the other
hand, moved from a net debtor position of $1 milliard immediately before
convertibility to a net creditor position of $650 million at the end of 1962.

With I M F holdings of US dollars back to 75 per cent, of the US
quota by the end of 1962, there was no further room for net repayments of
dollars to the Fund. Such repayments had contributed substantially to
financing the US payments deficit since 1958, not least during 1962 when the
Fund's holdings of dollars were increased by over $600 million. The danger
arose that Fund members wishing to repurchase their currencies would put
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International Monetary Fund.
Currencies drawn as a percentage of total drawings, 1947-63.

US dollars £ sterling Other Group of Ten currencies I Other currencies

%100
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20

100%
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Holdings of leading currencies as a percentage of the quota(s).
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50

75
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125
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Other Group of Ten currencies
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150

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

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

T h e U S a u t h o r i t i e s t h e r e f o r e a r r a n g e d a $ 5 0 0 m i l l i o n s t a n d - b y a t t h e F u n d i n

J u l y 1 9 6 3 , a n d t w o d r a w i n g s o f $ 1 2 5 m i l l i o n e a c h , m a i n l y i n F r e n c h f r a n c s

a n d D e u t s c h e M a r k , w e r e m a d e i n F e b r u a r y a n d M a y 1 9 6 4 . T h e a m o u n t s

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

c u r r e n c i e s f r o m t h e F u n d .

A n o t h e r s u b s t a n t i a l d r a w i n g t h a t o c c u r r e d d u r i n g t h e first q u a r t e r

w a s o n e o f $ 2 2 5 m i l l i o n b y I t a l y i n M a r c h 1 9 6 4 . T h i s c o r r e s p o n d e d t o

I t a l y ' s $ 6 8 m i l l i o n g o l d s u b s c r i p t i o n p l u s t h e n e t a m o u n t s o f l i r e p r e v i o u s l y

b o r r o w e d t h r o u g h t h e F u n d b y o t h e r m e m b e r s . A l t o g e t h e r t h e r e w e r e

d r a w i n g s o f $ 3 8 7 m i l l i o n a n d r e p a y m e n t s o f $ 1 6 2 m i l l i o n d u r i n g t h e f i r s t

q u a r t e r o f 1 9 6 4 . T h e m a i n n e t d r a w i n g s , b y c u r r e n c i e s , w e r e $ 9 2 m i l l i o n

o f D e u t s c h e M a r k a n d $150 m i l l i o n o f F r e n c h f r a n c s .

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

a d v a n t a g e o f t h e n e w f a c i l i t i e s e s t a b l i s h e d b y t h e F u n d i n F e b r u a r y 1 9 6 3
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f o r c o m p e n s a t o r y f i n a n c i n g o f e x p o r t fluctuations a n d u n d e r w h i c h t h e F u n d

m a y h o l d a m e m b e r ' s c u r r e n c y i n a m o u n t s o f u p t o 2 2 5 p e r c e n t , o f t h e

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

b y B r a z i l i n J u n e 1 9 6 3 , a n d t h i s w a s f o l l o w e d b y a d r a w i n g o f $ 1 6 m i l l i o n

i n O c t o b e r 1 9 6 3 b y t h e U n i t e d A r a b R e p u b l i c . T h e l a t t e r w a s t h e first

i n s t a n c e o f t h e F u n d ' s h o l d i n g s o f a m e m b e r ' s c u r r e n c y e x c e e d i n g 2 0 0 p e r

c e n t , o f t h e m e m b e r ' s q u o t a .

D u r i n g 1 9 6 3 t w e n t y n e w m e m b e r s , w i t h q u o t a s t o t a l l i n g $ 3 2 5 m i l l i o n ,

j o i n e d t h e F u n d , b r i n g i n g t h e t o t a l m e m b e r s h i p u p t o 1 0 2 a n d t h e t o t a l

o f a l l q u o t a s t o $ 1 5 . 6 m i l l i a r d . C u b a w i t h d r e w f r o m t h e F u n d i n A p r i l 1 9 6 4 .

I n t h e c o u r s e o f t h e 1 9 6 3 a n n u a l m e e t i n g o f t h e F u n d , t h e finance

m i n i s t e r s a n d c e n t r a l - b a n k g o v e r n o r s o f B e l g i u m , C a n a d a , F r a n c e , G e r m a n y ,

I t a l y , J a p a n , t h e N e t h e r l a n d s , S w e d e n , t h e U n i t e d K i n g d o m a n d t h e U n i t e d

S t a t e s — t h a t i s , t h e r e p r e s e n t a t i v e s o f t h e c o u n t r i e s t h a t a r e p a r t i e s t o t h e

G e n e r a l A r r a n g e m e n t s t o B o r r o w i n t h e I M F — m e t w i t h t h e M a n a g i n g

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

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

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

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

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

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

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

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

I M F a n d o t h e r i n t e r n a t i o n a l m o n e t a r y i n s t i t u t i o n s . T h e r e s u l t s o f t h i s s t u d y ,

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

e x p e c t e d t o b e d i s c u s s e d a t t h e F u n d ' s n e x t a n n u a l m e e t i n g i n S e p t e m b e r 1 9 6 4 .

F o r e i g n e x c h a n g e .

T h e r e w e r e n o m a j o r d i s t u r b a n c e s i n t h e e x c h a n g e m a r k e t s d u r i n g t h e

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

t h e D e u t s c h e M a r k a n d t h e w e a k e n i n g o f t h e l i r a a n d , t o a l e s s e r e x t e n t , t h e

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

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

a t t h e b e g i n n i n g o f M a y 1 9 6 4 .

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

a u t u m n o f 1 9 6 3 t o s u p p o r t t h e d o l l a r a g a i n s t t h e D u t c h florin a n d t h e S w i s s

• f r a n c . I n b o t h c a s e s t h e d o l l a r ' s w e a k n e s s r e f l e c t e d i t s p o s i t i o n a s a n i n t e r -

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

p a y m e n t s . I n t h e e a r l y p a r t o f 1 9 6 4 t h e I t a l i a n l i r a w e a k e n e d c o n s i d e r a b l y

o n t h e f o r w a r d e x c h a n g e m a r k e t a n d t h e D e u t s c h e M a r k b e c a m e v e r y firm.

Spot markets. 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 f a i r l y c o n s i s t e n t l y t h r o u g h -

o u t 1 9 6 3 a s t h e G e r m a n b a l a n c e o f p a y m e n t s r e t u r n e d t o s u r p l u s . F r o m

s o m e w h a t b e l o w p a r o n t h e d o l l a r i n J a n u a r y 1 9 6 3 — w h e n t h e b a n k s w e r e
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r e - e x p o r t i n g f u n d s t h e y h a d r e p a t r i a t e d t e m p o r a r i l y a t t h e e n d o f 1 9 6 2 —

t h e s p o t r a t e c l i m b e d t o a p r e m i u m o f 0 . 7 p e r c e n t . , n e a r i t s u p p e r l i m i t ,

i n D e c e m b e r 1 9 6 3 . A f t e r e a s i n g s l i g h t l y i n e a r l y J a n u a r y 1 9 6 4 , t h e D M h a s

s i n c e b e e n v e r y firm a g a i n .

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

s i n c e t h e s u m m e r o f 1 9 6 3 . U n t i l t h e n , t h e s e r i o u s b a l a n c e - o f - p a y m e n t s

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

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

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

firm. W h e n t h e b a n k s s t o p p e d b o r r o w i n g i n t h i s w a y , t h e r e s e r v e s a n d t h e

e x c h a n g e r a t e w e r e a t o n c e a f f e c t e d . I n S e p t e m b e r 1 9 6 3 t h e p r e m i u m o f

t h e l i r a o n t h e s p o t d o l l a r w a s r e d u c e d f r o m 0 . 6 5 t o 0 . 4 p e r c e n t . , a t w h i c h

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

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

o v e r $ 6 0 0 m i l l i o n . I n M a r c h 1 9 6 4 t h e a u t h o r i t i e s l o w e r e d t h e e f f e c t i v e

s u p p o r t p o i n t a g a i n , t o a p p r o x i m a t e l y t h e p a r i t y .

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

r e v i e w r e m a i n e d v e r y c l o s e t o p a r o n t h e d o l l a r . A t t h e b e g i n n i n g o f 1 9 6 3

t h e s p o t r a t e w a s $ 2 . 8 0 % a n d t h e r e w a s e v e n s o m e i n t e r v e n t i o n b y 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 t o s u p p o r t t h e d o l l a r . T h e n c a m e t h e

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

f r o m c o n t i n e n t a l c e n t r a l b a n k s . T h e p o u n d w e a k e n e d t o j u s t b e l o w $ 2 . 8 0 b y

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

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

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

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

r a t e s i n N e w Y o r k ; t h e r e w a s a l s o t h e b e g i n n i n g o f w h a t m a y b e c a l l e d t h e

p r e - e l e c t i o n p e r i o d i n t h e U n i t e d K i n g d o m . T h e p o u n d w e n t b e l o w p a r o n

t h e d o l l a r i n A u g u s t 1 9 6 3 a n d r e m a i n e d t h e r e u n t i l t h e e n d o f A p r i l 1 9 6 4 .

European spot quotations for the US dollar.
Friday figures, showing the European currencies above (+) or below (—) par on the US dollar.
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Given the domestic situation in the United Kingdom, the behaviour of
the spot dollar rate in recent months has been by no means unfavourable,
probably in large measure because of balance-of-payments developments in
the outer sterling area. And security sterling has been quoted very little
below the official rate during the whole period. The investment dollar rate —
the price which U K residents pay for exchange with which to buy foreign
securities and to make direct investments outside the sterling area — rose
between August 1963 and January 1964 from a premium over the official
rate of rather more than 7 per cent, to one of nearly 14 per cent. It would
appear that there was some increase in direct investment through this channel
and, in addition, portfolio investment demand was strong for two rea-
sons: the firmness of the US stock market and the approach of the British
general election. In mid-May 1964 the investment dollar premium was about
11 per cent.

The Swiss franc/dollar exchange rate followed in 1963 a pattern not
dissimilar to that of the previous year. During the first months of the year
the spot premium of the franc was 1 per cent, or only a little more, so
that the dollar was well away from the lower point at which the Swiss
National Bank intervenes. But the inflow of funds in the latter half of the
year brought the rate by the beginning of August to the National Bank's
buying price of Sw.fr. 4.3150 and the dollar was weak for the rest of the
year. In the early months of 1964, as the underlying balance-of-payments
position began to exercise more influence on the situation, and with the
Swiss authorities taking various measures to try and prevent fresh capital
inflows, the dollar strengthened again.

So far as the spot quotations for other European currencies are con-
cerned, the French franc has remained very firm during the whole of the period
under review, mostly at its upper limit against the dollar. In July and again
in October the Federal Reserve Bank of New York sold small quantities of
francs to test the market, but without effect on the rates. Movements in
the florin/dollar rate have continued mainly to reflect variations in Dutch
bank liquidity; the florin was, however, exceptionally firm in late September
and early October 1963, on rumours of a second revaluation. The Belgian franc
has fluctuated narrowly, remaining somewhat above par on the dollar.

Forward markets. Such disturbances as occurred in the exchange markets
during the period under review naturally affected forward quotations for
currencies more than spot, particularly as movements in the latter were, in
some cases, kept to a minimum. So far as the dollar is concerned, there
were two episodes that led to official intervention in the forward markets.
The first arose out of the short-lived florin revaluation rumours that pushed
down the spot dollar rate in the Netherlands in September 1963; to encourage
a continuation at that time of the Dutch banks' money exports, as well as to
avoid repatriation of funds to the Netherlands, the US Treasury sold some
$40 million of florins one month forward. The rumours evaporated in October
and the Treasury was able to meet more than half of its commitments by
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s p o t p u r c h a s e s o f florins i n t h e m a r k e t , t h e r e m a i n d e r c o m i n g f r o m a D M /

florin s w a p w i t h t h e B I S .

T h e o t h e r e p i s o d e t h a t a f f ec t ed t h e f o r w a r d d o l l a r w a s t h e i n f l ow o f

f u n d s t o S w i t z e r l a n d b e t w e e n J u l y a n d O c t o b e r 1 9 6 3 . I n J u l y a n d A u g u s t

t h e U S T r e a s u r y s o l d $ 3 3 m i l l i o n o f S w i s s f r a n c s f o r w a r d , i n S e p t e m b e r a

f u r t h e r $ 7 2 m i l l i o n a n d i n t h e f i r s t h a l f o f O c t o b e r $ 4 4 m i l l i o n m o r e .

$ 3 0 m i l l i o n o f t h e e a r l i e s t - m a t u r i n g c o n t r a c t s w e r e p a i d off i n l a t e O c t o b e r

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

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

i n M a r c h 1 9 6 4 . A f t e r r i s i n g a b o v e % p e r c e n t , i n A u g u s t a n d S e p t e m b e r

1 9 6 3 , t h e f o r w a r d p r e m i u m o f t h e S w i s s f r a n c o n t h e d o l l a r w a s s u b s e q u e n t l y

l o w e r fo r t h e r e s t o f t h e y e a r . T h e r e - e x p o r t o f m o n e y b y t h e b a n k s i n

e a r l y 1 9 6 4 c a u s e d t h e p r e m i u m t o r i s e a g a i n , b u t i n A p r i l 1 9 6 4 , u n u s u a l l y ,

i t r a n off a l t o g e t h e r .

A d e c l i n e i n U K T r e a s u r y b i l l r a t e s , t o g e t h e r w i t h p r e s s u r e o n t h e

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

d o l l a r o u t f r o m % t o n e a r l y i y 2 p e r c e n t , b y m i d - M a r c h 1 9 6 3 . A n e t i n t e r e s t

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

b y t h e a u t h o r i t i e s f o r c i n g t h e m a r k e t t o b o r r o w a t y2 p e r c e n t , a b o v e B a n k

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

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

S e p t e m b e r 1 9 6 3 . A s m a l l d i s c o u n t r e a p p e a r e d i n O c t o b e r a n d t h i s b e g a n t o

w i d e n e a r l y i n 1964 , a s t h e p o u n d c a m e u n d e r p r e s s u r e a g a i n , u n t i l i t s t o o d

a t n e a r l y % p e r c e n t , p e r a n n u m j u s t b e f o r e t h e r i s e i n B a n k r a t e f r o m 4 t o

S p e r c e n t , o n 2 7 t h F e b r u a r y 1 9 6 4 . A f t e r t h i s c h a n g e t h e f o r w a r d d i s c o u n t

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

U n d e r t h e i n f l u e n c e o f G e r m a n y ' s s u b s t a n t i a 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 ,

t h e t h r e e - m o n t h s f o r w a r d p r e m i u m o f t h e D e u t s c h e M a r k o n t h e d o l l a r

w i d e n e d e a r l y i n 1 9 6 4 f r o m % t o a b o u t 1 p e r c e n t . T h i s l e d t h e B u n d e s b a n k

t o r e i n s t i t u t e o n 1 0 t h M a r c h 1 9 6 4 t h e s y s t e m o f s p e c i a l s w a p fac i l i t i es fo r

t h e b a n k s ' m o n e y e x p o r t s . B y t h e e n d o f A p r i l 1 9 6 4 t h e m a r k e t p r e m i u m of

t h e D e u t s c h e M a r k h a d f a l l en t o l e s s t h a n % p e r c e n t .

P r e s s u r e o n t h e l i r a i n M a r c h 1964 , j u s t b e f o r e t h e a r r a n g e m e n t b y

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

o n t h e d o l l a r e q u i v a l e n t t o a n i n t e r e s t r a t e o f 714 p e r c e n t , p e r a n n u m . B y

t h e e n d o f A p r i l t h e d i s c o u n t w a s j u s t b e l o w 2 p e r c e n t .

Other exchange developments. S i n c e t h e s p r i n g o f 1963 t h e r e h a v e b e e n

n o c h a n g e s o f m a j o r i m p o r t a n c e i n E u r o p e a n e x c h a n g e c o n t r o l r e g u l a t i o n s .

T h r e e c o u n t r i e s — F r a n c e , G e r m a n y a n d S w i t z e r l a n d — h a v e i n t r o d u c e d ,

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

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

t h e m w e r e e x c h a n g e c o n t r o l m e a s u r e s i n t h e u s u a l s e n s e o f t h a t p h r a s e . I t
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may, however, be mentioned here that France, as well as banning the
payment of interest on non-resident franc deposits in April 1963, restricted
further in August 1963 the freedom of French residents to take credits from
non-residents.

In Italy during the period under review the authorities took two steps
which, though adopted for reasons of credit policy, impinged directly on the
foreign exchange field. The first was the prohibition, in September 1963, of
further borrowing abroad by the Italian commercial banks, and in fact the
banks reduced their net foreign liabilities by about $300 million during the
following six months. The second step, taken in April 1964, was to limit the
time allowed for payment of durable-goods imports to a period of thirty
days on either side of the date of their arrival in Italy. Previously payments
could take place at any time within one year of the arrival of the goods in
question.

In Austria, on the other hand, capital movements were further liberalised
during 1963. In June the banks were given the widest facilities for attracting
short or medium-term foreign funds and for investing abroad their own
funds. In November 1963 Austrian residents were given greater freedom to
take up investment and trade credits abroad.

Elsewhere in the world, on ist April 1964 Japan formally introduced con-
vertibility of the yen in current external transactions. At the same time Japan
undertook to meet the obligations set out in Article VIII of the Articles of
Agreement of the International Monetary Fund. In conjunction with this,
the Fund established on n t h March 1964 a twelve-month stand-by arrange-
ment in favour of Japan for an amount of $305 million.

International monetary developments in 1963 and the first months of
1964 have been characterised on the one hand by substantial additions to
countries' external liquid assets (without a corresponding reduction in those
of international monetary organisations) and on the other hand by generally
stable conditions in the markets for gold and exchange. The size of the
increase in liquidity was mainly the result of three factors: larger gold
supplies, better balances of payments in a number of less-developed countries
and further subscriptions by certain monetary authorities to non-marketable
obligations of the US Government. Stability in the gold and exchange markets,
too, was a matter partly of the situation as it developed and partly of
deliberate official action, national or international. In the gold market the
operations of the gold pool have reinforced the effect of larger supplies of
metal; while in the markets for the principal currencies the situation of
better balance showed up in the generally firmer rates for the dollar, though
there were occasions — for some European currencies as well as for the
dollar •—• when official intervention helped importantly to maintain orderly
conditions.
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A l l i n a l l , i t c a n b e s a i d t h a t 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 — t h e

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

t h e I M F ' s G e n e r a l B o r r o w i n g A r r a n g e m e n t s ( T h e G r o u p o f T e n ) a s w e l l a s

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

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

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

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

r e s p o n s i b i l i t i e s .
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V . T H E E U R O - C U R R E N C Y M A R K E T .

S i n c e t h e m i d - 1 9 5 0 s , a n d e s p e c i a l l y s i n c e E u r o p e ' s r e t u r n t o e x t e r n a l c o n -

v e r t i b i l i t y a t t h e e n d o f 1 9 5 8 , t h e f o r e i g n c u r r e n c y b u s i n e s s o f b a n k s i n E u r o p e

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

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

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

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

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

s h o r t - t e r m f u n d s i n t e r n a t i o n a l l y f r o m l e n d e r s t o b o r r o w e r s . W h i l e t h i s m a s s

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

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

p r o m i n e n t p a r t i n i t .

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

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

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

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

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

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

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

P r o b l e m o f d e f i n i n g E u r o - c u r r e n c i e s .

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

a E u r o - c u r r e n c y i s . A E u r o - d o l l a r , f o r e x a m p l e , c a n b e d e f i n e d a s a d o l l a r

t h a t h a s b e e n a c q u i r e d b y a b a n k o u t s i d e t h e U n i t e d S t a t e s a n d u s e d

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

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

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

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

t h e b a n k s , n o r a l l t h e i r d o l l a r a s s e t s , c a n b e r e g a r d e d a s E u r o - d o l l a r s . O n

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

r e s p o n d e n t s fo r r e a s o n s q u i t e u n c o n n e c t e d w i t h t h e i r E u r o - d o l l a r a c t i v i t i e s .

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

m a r k e t fo r r e a s o n s i n d e p e n d e n t o f E u r o - d o l l a r b u s i n e s s . H o w e v e r , i t i s n o t

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

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

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

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

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

c u r r e n c y ; l i k e w i s e , t h e b a n k s ' d o l l a r f u n d s m a y b e i n v e s t e d n o t o n l y i n

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



Gross short - term l iab i l i t ies and assets in certain fore ign currencies of commercial banks.1

As at end-September 1963.

Countries

US dollars

Liabil-
ities Assets

Swiss

Liabil-
ities

francs

Assets

Sterling

Liabil-
ities

in

Assets

millions

Deutsche Mark

Liabil-
ities Assets

Df US dollars

Dutch

Liabil-
ities

florins

Assets

Total

Liabil-
ities Assets

Belgium-Luxemburg ,

France2

Germany

Italy
vis-à-vis non-residents . . .
vis-à-vis non-bank residents

Netherlands
vis-à-vis non-residents . . .
vis-à-vis non-bank residents

Sweden

Switzerland . . .

United Kingdom3

Japan3

vis-à-vis non-residents . . .
vis-à-vis non-bank residents

Total

360

650

270

1,540
210

270
20

80

1,060

3,200

1,770
560

9,990

480

670

570

950
710

440
10

150

1,280

3,000

1,260
1,270

10,790

130

190

40

400
10

30
0

20

200

20
O

1,040

130

180

70

180
750

30

20

200

O
10

1,570

30

250

40

200
30

40
10

10

300
20

930

60

260

80

80
10

100
10

50

210
290

1,150

70

120

90
10

20
20

200

40
0

570

100

140

90
50

150
0

20

200

20
10

780

50

60

10

50

10

50

10
O

240

40

70

10

50
260

10

50

490

640

1,270

360

2,280
260

360
50

120

(1,060)

3,650

2,140
580

12,770

810

1,320

730

1,350
1,780

720
20

250

(1,280)

3,450

1,490
1,580

14,780

00

1 Vis-à-vis non-residents only, except for Italy, Netherlands and Japan. * Vis-à-vis banks only. 3 Estimated.
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Such possible discrepancies between dollar liabilities and assets would disappear
if all foreign currencies were taken together —• except when conversion from
and to local currencies is involved.

Thirdly, it follows from the two preceding points that Euro-dollars
cannot be defined exclusively either as dollar deposits in banks outside the
United States or as dollar assets; both sides of the balance sheet must be
considered.

It will be evident, therefore, that a precise statistical picture of the
Euro-currency market is not feasible. The best that can be done is to
present data on the banks' foreign currency liabilities and assets and then to
arrive at some reasonable approximation of the most likely volume of funds
in the Euro-currency market.

Present size of the market.

The preceding table of banks' short-term liabilities and assets in foreign
currency at the end of September 1963 includes most of the countries whose
commercial banks play a significant rôle in the Euro-currency market. The
figures are gross in the sense that they include interbank deposits between
countries; however, they do not include interbank deposits within each
country or, for a majority of countries, liabilities and claims vis-à-vis non-
bank residents. If estimates for these omissions were added, as well as for
the other countries with banks in the market, particularly Canada, the gross
total of foreign currency liabilities would exceed $15 milliard (with assets
rather larger).

This total, however, is not particularly significant, because of the
duplication due to the large volume of interbank deposits. Interbank dealings
are chiefly confined to the main western European countries and Canada
("the market area"), with London the largest individual centre. On the
assumption that all inter-commercial-bank deposits in the market area can be
excluded as duplication, the following figures have been obtained as a rough
estimate of the net volume of the banks' foreign currency liabilities and
assets.

These totals are underestimates, mainly because no allowance has been
made for unavailable figures in respect of residents, and because the assumption
that all inter-commercial-bank transactions in the market area represent dupli-
cation is an overstatement.

The table gives US dollar figures exclusive and inclusive of the banks'
position vis-à-vis the United States, and similarly for the other currencies
vis-à-vis their countries of issue. This means that the figures in the first column
are too small as a measure of the Euro-currency phenomenon, since some
transactions vis-à-vis the home countries of the respective currencies should
be included. On the other hand, the second column is evidently too large,
as it includes a sizable volume of transactions vis-à-vis these countries which
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Estimateci net volume of short- term fore ign currency l iab i l i t ies
and assets of commercial banks.

As at end-September 1963.

Items

US dollars
Liabilities
Assets

Net

Other main currencies combined
(£, Sw.fr., DM, FI.)
Liabilities
Assets

Net

Total above currencies
Liabilities
Assets

Net

Excluding items vis-à-vis
countries of issue*

Including items vis-à-vis
countries of issue*

in millions of US dollars

4,450
3,350

— 1,100

950
1,950

+ 1,000

5,400
5,300

— 100

6,700
7,600

+ 1,100

1,800
3,200

+ 1,400

8,500
11,000

+ 2,500

* Items arising out of Japanese net dollar borrowings from the United States and net sterling borrowings from
the United Kingdom are excluded.

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

a b o u t $ 7 m i l l i a r d — o f w h i c h s o m e $ 5 m i l l i a r d a c t u a l l y i n U S d o l l a r s —

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

a t t h e e n d o f S e p t e m b e r 1 9 6 3 .

D e v e l o p m e n t o f t h e m a r k e t s i n c e t h e l a t e 1 9 5 0 s .

C o m p a r a b l e s t a t i s t i c a l i n f o r m a t i o n o n t h e E u r o - c u r r e n c y m a r k e t p r i o r

t o 1 9 6 3 i s n o t a v a i l a b l e . T h e r e i s , h o w e v e r , a u s e f u l i n d i c a t o r o f i t s g e n e r a l

g r o w t h s i n c e 1 9 5 7 , n a m e l y , t h e l i a b i l i t i e s a n d c l a i m s o n n o n - r e s i d e n t s o f t h e

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

d o t h e b u l k o f L o n d o n ' s E u r o - c u r r e n c y b u s i n e s s a n d t h u s f o r m t h e c o r e o f

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

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

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

T h e s t a t i s t i c a l s e r i e s u p to S e p t e m b e r 1 9 6 2 i s n o t e n t i r e l y c o m p r e h e n s i v e .

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

1 9 5 7 a n d t h e l a s t q u a r t e r o f 1 9 6 3 n o n - r e s i d e n t s ' d e p o s i t s ( i n c l u d i n g t h o s e i n

s t e r l i n g ) i n c r e a s e d b y o v e r $ 4 , 0 0 0 m i l l i o n . A s t h e b a n k s ' l i a b i l i t i e s i n f o r e i g n

c u r r e n c y w e r e s m a l l i n 1 9 5 7 , t h i s figure c o r r e s p o n d s f a i r l y c l o s e l y w i t h t h e

e s t i m a t e d $ 3 , 6 5 0 m i l l i o n t o w h i c h t h e y h a d r i s e n b y S e p t e m b e r 1 9 6 3 .

S i n c e U K b a n k s ' g r o s s f o r e i g n c u r r e n c y l i a b i l i t i e s t o n o n - r e s i d e n t s a r e

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

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

t h e m a r k e t a s a w h o l e . T h e y s u g g e s t , h o w e v e r , t h a t i 9 6 0 m a y h a v e b e e n

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

d u r i n g 1 9 6 1 - 6 2 , t h e r e w a s a c e r t a i n r e - a c c e l e r a t i o n u n t i l t h e a u t u m n o f 1 9 6 3 .
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O n t h i s l a s t p o i n t s o m e i n d e p e n d e n t c o n f i r m a t i o n is a v a i l a b l e : b e t w e e n M a r c h

a n d S e p t e m b e r 1963 t h e n e t s i ze o f t h e E u r o - m a r k e t i s e s t i m a t e d t o h a v e

g o n e u p b y $ 5 0 0 m i l l i o n , a b o u t h a l f o f t h i s i n c r e a s e b e i n g a c c o u n t e d fo r b y

f u n d s f r o m o u t s i d e t h e O E C D a r e a . S i n c e t h e n , t h e i n d i c a t i o n s a r e t h a t t h e

m a r k e t h a s n o t g r o w n a n y f u r t h e r .

S o u r c e s a n d u s e s o f E u r o - c u r r e n c i e s .

O f m a j o r i n t e r e s t i s t h e q u e s t i o n w h e r e t h e b a n k s a s a w h o l e o b t a i n

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

G i v e n t h e p r e p o n d e r a n t r ô l e o f t h e d o l l a r i n t h e E u r o - m a r k e t , t h e d i s c u s s i o n

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

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

c o m m e r c i a l - b a n k i n g s e c t o r ' s b a l a n c e s h e e t , c a n b e c lass i f i ed i n t h e f o l l o w i n g w a y .

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

U n i t e d S t a t e s :

1. Of f i c i a l i n s t i t u t i o n s : c e n t r a l b a n k s , g o v e r n m e n t s , i n t e r n a t i o n a l

o r g a n i s a t i o n s .

2 . C o m m e r c i a l b a n k s .

3 . N o n - b a n k s : b u s i n e s s a n d i n d i v i d u a l s .
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U s e s of d o l l a r b a l a n c e s b y c o m m e r c i a l b a n k s o u t s i d e t h e
U n i t e d S t a t e s :

1. Lending to non-banks in dollars.
2. Lending to non-banks after conversion into another foreign currency

or into local currency.
3. Placing funds with US banks and in the US money market.

Sources of Euro-dollars. The flow of funds from official sources to
the Euro-dollar market has taken place both directly and indirectly. Under
the first head, some central banks in western Europe and elsewhere are
believed to have placed dollars from their reserves — in a few cases perhaps
as much as $200 or 300 million — with banks outside the United States,
presumably to obtain higher earnings on these funds. The central banks of the
main financial centres have not made use of this investment outlet. There are
indications that much of the money was placed in the Euro-market during
1960-61, when US money-market rates were low and the gap between them
and Euro-dollar rates rather wide. Besides central banks, funds have been de-
posited in the Euro-market by international organisations, particularly the Bank
for International Settlements. In addition, a sizable volume of eastern European
countries' working balances in convertible currency is held with banks in
western Europe.

So far as indirect official sources are concerned, certain central banks have
facilitated the holding of dollars by their commercial banks — by way of
swaps or deposits — for reasons connected with monetary policy. The
commercial banks in turn have employed some of these dollars in the Euro-
market. Thus, the Deutsche Bundesbank during the greater part of 1961 and
1962 helped the German banks to hold dollars by offering them special
swap terms, the amount involved reaching a high of about $1 milliard at the
beginning of 1962; as the balance-of-payments position changed, these special
terms were gradually withdrawn and by the end of the first quarter of 1963
the Bundesbank's swap commitment had fallen to zero. In March 1964, when
the external surplus had again become large, the Bundesbank reintroduced its
special swap arrangements; this time they were not available for periods of
less than three months and banks making use of them were required to
invest the dollars in US Treasury bills.

Again, the Italian Exchange Office has during the past four years held
varying amounts of dollars —- up to nearly $1 milliard in 1962 — with the
Italian banks, partly by way of swaps and partly as deposits. After the end
of 1962, however, when the banks were permitted to be net borrowers abroad
of foreign currency, they used part of the borrowings to reduce their foreign
currency liabilities to the Exchange Office; these had accordingly declined to
a much lower level by early 1964.

Elsewhere, the Japanese authorities have been holding substantial dollar
balances with Japanese commercial banks in order to facilitate the expansion
of bank lending. Finally, on a somewhat smaller scale, the Swiss National
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Bank has periodically a r ranged forward cover to enable t h e Swiss commercia l

banks to hold dollars as par t of its policy of offsetting u n w a n t e d inflows of

l iquid funds into Switzerland — for instance, after t h e sharp fall on W a l l

Street and t h e speculat ion against the Canad ian dollar in t h e s u m m e r of

1962, and again following the ou tbreak of t h e C u b a crisis in t h e a u t u m n .

It is evident tha t w h e n the G e r m a n , Italian or o ther author i t ies make

dollars available to their commercia l banks in this way, it m a y well b e

profitable for t h e banks to invest some of the funds in U S m o n e y - m a r k e t

assets similar to those tha t the author i t ies would themselves have held had

they reta ined the dollars in their o w n hands . I n o ther words , t he author i t ies '

swap commi tmen t s wi th their own banks do no t necessarily m e a n tha t an

equivalent a m o u n t of dollars is be ing placed in the Euro -marke t . W h a t can

be said, however, is tha t this supply of official funds to t h e banks , and

hence indirect ly also to t h e Euro -marke t , has declined, and tha t official

sources al together have therefore become somewhat less p rominen t , relatively

and absolutely, t han they were two or th ree years ago. T h e y m a y n o w

a m o u n t to be tween $1.5 and 2 mill iard.

A s for commercia l banks , banks outs ide t h e U n i t e d States — for

instance in G e r m a n y and the Ne the r l ands •—• have con t r ibu ted to the ne t

Euro-dol la r supply wi th dollars acquired in the marke t against local cu r rency

from, for example , resident expor ters . Banks in the U n i t e d States may supply

the Euro-dol la r marke t b y placing deposi ts wi th banks overseas, largely their

own foreign branches , or b y gran t ing credi t to overseas cor respondents . T h e

latter would no t ordinari ly involve the E u r o - c u r r e n c y market . Bu t it is

impossible to d raw a precise boundary , since E u r o p e a n banks m a y d raw on

credit lines in N e w York to b r idge t empora ry l iquidi ty shortages in the i r

Euro-dol la r posit ion.

T h e quant i ta t ive significance of commercia l banks as an original source

of supply is t h u s part icularly ha rd to es t imate . So far as Euro-do l la r s are

concerned, however, the banks ' con t r ibu t ion appears to have been smaller

t han those of non -banks and official ins t i tu t ions .

N o n - b a n k s have n o w probab ly become t h e m o s t impor t an t source of

Euro-dol la r funds. Business and individuals have been choosing for reasons

of bo th profitability and convenience to hold growing a m o u n t s of dollars

outs ide ra ther t han inside the U n i t e d States. In addi t ion, the existence of

the Euro-dol la r marke t has cons t i tu ted an incent ive for n o n - A m e r i c a n firms

engaged in foreign t rade to retain larger dollar working balances al together,

t h u s saving the cost of conversion to and from local cur rency.

T h e dollar being a widely used in ternat ional t r ad ing currency, it is to

be expected tha t n o n - U S firms involved in in ternat ional t r ade should hold

par t of their l iquidi ty in dollar form. I t is probable , however , a l though

detailed evidence is l imited, tha t the rôle of A m e r i c a n firms in supply ing funds

to the Euro-dol la r marke t is larger and tha t it has increased appreciably over

the past two or th ree years. Corpora t ions res ident in t h e U n i t e d States have
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placed some dollars directly in Europe, and a certain amount has been
reaching European banks via Canada. More significant, however, has been the
activity of overseas affiliates of US firms, partly in Europe but more especially
in Latin America and the Middle East. The movement of US liquid funds
to banks abroad has, of course, been reflected in the deficit shown by US
balance-of-payments statistics for recent years.

In summary, all the sources listed have helped to supply the Euro-dollar
market, but over the past two years there has been some shift of accent
from central-bank to non-bank sources. Geographically, official institutions
supplying funds to the Euro-dollar market have been located mostly in
Europe (including eastern Europe), whereas non-bank funds have to a larger
extent come from other regions.

Sources of other Euro-currencies. Much less can be said about currencies
other than the dollar. So far as sterling is concerned, the main sources of
funds to banks in Paris (the centre of Euro-sterling operations) and elsewhere
appear to lie outside the O E C D area. This would be in line with the fact
that the importance of sterling as a trading and reserve currency is also
greatest in other regions. For Swiss francs, Dutch florins and Deutsche Mark,
however, the sources are to a large extent European, and notably commercial
banks. On the one hand, Swiss, Dutch and German banks have given loans or
deposits in their own currencies to banks abroad. On the other hand, banks
have obtained foreign currencies by means of swaps; Dutch banks, for
instance, appear to have moved into Deutsche Mark this way, while Italian
banks have swapped dollars and sterling into Swiss francs and florins.

Uses of Euro-currencies. Final uses of Euro-currencies involve lending
to a non-bank borrower. This covers the first two types of use in the
schema on page 132. However, while the market is dependent on profitable
final uses of this kind, banks also employ dollars (and other currencies) in
money-market assets in order to obtain greater scope and flexibility in their
operations. A special use of this type occurs when overseas branches of
American banks channel dollar deposits back to their head office in the
United States — which they have done on a rather large scale.

Final users of Euro-currencies employ them mostly to finance foreign trade.
In the case of Euro-dollars, this applies not only to the many borrowers outside
the United States who use the dollar as a trading currency but also to some
of the US concerns that have been borrowing in the Euro-market rather
than in New York, e.g. cotton and wheat exporters. But if interest rates, or
shortage of domestic credit, are such as to give an incentive for firms to borrow
foreign rather than local currency, it becomes impossible to specify what
transactions the funds are really financing. In addition, some lending of
Euro-currencies has clearly had nothing to do with international trade; for
instance, some US security dealers and brokers have been borrowing in the
Euro-dollar market instead of from banks in New York. Incidentally, European
branches of US banks have recently been shifting less of their Euro-dollar
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deposits back to head office than a few years ago and have been lending
more to local borrowers, particularly foreign branches and affiliates of US firms.

Over 30 per cent, of recent final borrowers of Euro-dollars (considerably
less in the case of other Euro-currencies) appear to have been resident
outside western Europe and North America. Little more can be said about
the geographical distribution in general. But further light is shed on the
question of where Euro-currency funds have been flowing by the net foreign
borrowing that has occurred at different times in four particular countries —•
the United Kingdom, Japan, Italy and Belgium.

The United Kingdom has been a net borrower of Euro-currencies since
the early stages of the market's development. Net borrowing has resulted
from banks converting into sterling (on a covered basis) for the purpose of
short-term lending to certain UK borrowers, notably local authorities and
finance houses. The amount converted has fluctuated but has remained
modest in relation to the banks' total foreign currency liabilities, being of
the order of a few hundred million dollars. During 1963 this type of business
became less attractive and tended to decline.

In Japan Euro-currencies made up a part of the substantial foreign
borrowing by Japanese banks in 1961 and have continued to be a source of
credit, particularly for the financing of Japanese foreign trade. The amounts
involved appear to have run into several hundred million dollars. In addition,
the Japanese banks have used the dollars deposited with them by the Japanese
authorities to make loans to customers.

In the case of Italy the banks' net indebtedness to non-residents rose
between November 1962 and September 1963 by about $1 milliard. The
greater part of this was in Euro-currencies and the corresponding assets of
the banks are foreign currency claims on residents. These claims in 1963
constituted the largest single item on the uses side of the Euro-market.
At one time more than half of them were in Swiss francs; besides Swiss
francs and dollars there has also been sizable lending in Dutch florins and
Deutsche Mark.

In Belgium the Treasury during 1960-61 and again in 1963 financed
part of the budget deficit by running a floating debt in foreign exchange,
which at the end of 1963 totalled over $200 million. In addition, the banks
have financed holdings of Treasury paper denominated in Belgian francs by
borrowing foreign currencies abroad and swapping. A part of these various
funds has come from the Euro-currency market. During 1963 the Belgian
authorities also obtained funds from the Euro-dollar market at medium term,
two three-year loans of $20 million having been floated in London.

Euro-dollar interest rates.

While the cost of credit is of prime significance in any financial market,
for Euro-currencies its importance is critical. In effect, the opportunity to
operate profitably inside existing interest rate spreads, national and international,



— 136 —

has been the basic incentive for the banks to develop the Euro-currency
business.

So far as Euro-dollars and their sources are concerned, some dollars
have evidently been deposited outside the United States for reasons other
than interest rate inducements — such as convenience, fiscal advantages, and
so forth. But for the most part banks have been able to attract dollar
deposits by paying rates higher than those on comparable placements in
New York. When it comes to the profitable employment of these funds, the
banks have been making dollar advances to final customers at inclusive
rates competitive with those charged by New York banks or — in the case
of borrowers who do not have access to the New York market — with
lending rates in local currency. Alternatively, where rate differentials (and
exchange control regulations) have been favourable, banks have swapped
dollars into some other currency, possibly but not necessarily local currency,
before lending to a non-bank customer. In fact, some banks offer customers
a variety of currencies at different rates of interest depending on the cost
of forward cover.

The ceiling on deposit rates in the United States fixed under Regulation
Q was a factor which encouraged the growth of dollar deposits in foreign
banks. Moreover, foreign banks pay interest on call and on the shortest time
deposits, which is illegal in the United States. Apart from this, however, it
is a fact that Euro-currency operations are considered a rather marginal
type of business by many banks and are conducted on a narrower spread
between borrowing and lending rates than that prevailing on banks' traditional
business in their own currency. This is particularly the case with the large-
scale transactions that take place in the interbank market.

US interest rates and three-month Euro-dollar rate in London.

1960 1961 1962 1963 1964
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This new element of international competition in banking has had a
significant influence on the development of interest rates in various countries.
In Europe, notably in Italy, there appears to have been downward pressure
on banks' lending rates.

In the United States the maximum rate payable under Regulation Q
on time deposits at three months or longer was raised in July 1963 to 4 per
cent. New York banks have been paying 4 per cent, for six-month money,
which, if placed in the form of deposit certificates, is liquid for the holder.
Treasury bill rates in New York have also gone up, though to a somewhat
lesser extent. At the same time, however, there has been no general increase
in New York banks' lending rates; in other words, the spread between
borrowing and lending rates in New York has narrowed. Consequently, while
the rate for three-month Euro-dollar deposits is now above 4 per cent., the
differentials between Euro-dollar and New York rates have been appreciably
smaller for the past few months than they were a year or two ago.

Other Euro-currency interest rates.

Interest rates on deposits in other Euro-currencies tend to correspond
to the net yield obtainable from a swap into dollars. For example, if the
three-month forward rate on the Deutsche Mark or the Swiss franc against
the dollar is at an annual premium of y2 per cent., then the rate of interest
on three-month Deutsche Mark or Swiss franc deposits in London will tend
to be around % per cent, below that on three-month dollar deposits. In
effect, the market deals in liquid funds, however denominated, and interest
rates on different currencies must reflect the cost of forward cover.

An illustration of how Euro-rates may be independent of domestic money-
market rates is provided by the Euro-Deutsche Mark during the years 1960-61.
Over the first three quarters of i960 interest rates on the German money market
rose quite sharply (the discount rate being put up from 4 to 5 per cent.); the
three-month Euro-Deutsche Mark rate in London, however, declined from a
high of 4% per cent, at the start of the year to around 2x/2 per cent, in the
autumn, because dollar interest rates both in New York and in London fell
and at the same time the forward Deutsche Mark was strengthening, while
the German money market was not freely accessible to non-residents.

After mid-1961, at a time when interest rates in Germany were declining
gently, Euro-rates for the Deutsche Mark (together with those for the Swiss
franc and the florin) began to increase and in fact went up by two full per-
centage points, from 1 to 3 per cent. This happened partly because Euro-dollar
rates turned round and started to rise — the swap into sterling having
become more attractive since the increase in U K Bank rate — but mainly
because the forward discount on the dollar against the continental currencies
was narrowed, in the case of the Mark from 2% to just over x/i per cent.

In the case of sterling the UK money market offers a particularly wide
range of investment possibilities. Hence, Euro-sterling rates are not determined
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s i m p l y b y E u r o - d o l l a r r a t e s a n d t h e c o s t o f t h e s t e r l i n g - d o l l a r s w a p . T h i s is ,

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

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

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

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

v e r y c l o s e l y t h e t h r e e - m o n t h E u r o - s t e r l i n g r a t e a n d t h e r a t e fo r t h r e e - m o n t h

l o c a l - a u t h o r i t y m o n e y i n t h e U n i t e d K i n g d o m h a v e m o v e d t o g e t h e r . T h e

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

o t h e r ( for f o r e i g n h o l d e r s o f s t e r l i n g ) a n d t h e y a r e l i n k e d t h r o u g h t h e cos t

o f t h e d o l l a r s w a p .

T h e E u r o - s t e r l i n g r a t e h a s b e e n a p p r e c i a b l y a b o v e t h e l o c a l - a u t h o r i t y

l o a n r a t e o n l y a t t i m e s o f s p e c u l a t i o n a g a i n s t s t e r l i n g — J u l y 1 9 6 1 a n d p a r t

o f t h e f i rs t q u a r t e r o f 1 9 6 3 .

UK three-month interest rates and three-month Euro-sterling rate in Paris.

UK local authorities' deposit receipts

Treasury bills

1 1 I 1 1 I 1 ' I I I ±_L
1961 1962 1963 1964

E x c h a n g e r e g u l a t i o n s , b a n k i n g c o n t r o l s a n d t h e E u r o - c u r r e n c y m a r k e t .

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

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

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

g r a n t e d o v e r t h e p a s t d e c a d e , g e n e r a l l y b e f o r e w e s t e r n E u r o p e ' s r e t u r n t o

e x t e r n a l c o n v e r t i b i l i t y a t t h e e n d o f 1 9 5 8 . I n m o s t E u r o p e a n c o u n t r i e s ,

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

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

b a n k s ' n e t 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 h e U n i t e d K i n g d o m t h e b a n k s ' f o r e i g n c u r r e n c y a c t i v i t y r e c e i v e d a n

i m p o r t a n t s t i m u l u s i n t h e l a t e s u m m e r o f 1957 , w h e n t e m p o r a r y r e s t r i c t i o n s
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were placed on overseas lending in sterling, particularly for transactions
between non-residents. Foreign currency business was developed chiefly by
the overseas banks and accepting houses, which have traditionally played the
major rôle in the City's international banking business. It is perhaps also
relevant that these banks are not subject to the liquidity requirements which
apply to the London clearing banks.

As already mentioned, U K net borrowing of Euro-currencies has resulted
from swapping into sterling by banks for lending to local authorities and
others. U K non-bank residents may not borrow abroad directly without
authorisation. It was announced in the autumn of 1963 that local authorities
are to be able in future to obtain part of their financing requirements from
the Treasury and that there is to be a ceiling on the proportion of their
outstanding debt at less than one year; this will tend to narrow the scope
for future expansion of this type of short-term lending business.

In Switzerland an incentive to foreign currency deposits was given by the
gentleman's agreement between the Swiss National Bank and the banks, dating
originally from August i960, which forbade the payment of interest on new
non-residents' deposits in Swiss francs. This measure also tended to stimulate
Euro-Swiss franc business abroad. In the spring of 1964 the government's
anti-inflation programme included a measure requiring the banks to place the
counterpart of new non-residents' Swiss franc deposits abroad in foreign
currency or to sterilise it at the central bank.

In Germany and the Netherlands banks are not legally restricted in
the conduct of their foreign business. On the other hand, measures of
officiai monetary policy have at different times in the last few years led the
banks to put funds in the Euro-market (and also in the United States).
From the end of 1959 until about mid-1962 the German authorities were
anxious to encourage the outflow and discourage the inflow of liquid funds,
and since early 1964 policy has again been directed to this objective. Besides
its special swap arrangements, the Bundesbank has employed two main kinds
of measures: first, a prohibition of interest payments on non-residents'
deposits; and secondly, increases in the minimum reserves that banks are
required to hold against foreign liabilities.

In the Netherlands the authorities in 1961 and again in 1963-64
restrained domestic lending by putting a ceiling on the desirable monthly
expansion of total bank credit to Dutch residents. If this limit is exceeded,
individual banks are obliged to hold non-interest-bearing balances equal to
their particular excess with the central bank. This encourages the banks to
maintain liquidity abroad.

In Italy the banks were required to balance their foreign currency
position vis-à-vis non-residents as from January 1961, but this regulation was
lifted in November 1962. The banks may not ordinarily convert foreign
currency into lire; and non-banks are not free to borrow foreign currency
from abroad directly. Also relevant in this context is the fact that Italian
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b a n k s ' m i n i m u m r e s e r v e r e q u i r e m e n t s d o n o t a p p l y t o f o r e i g n c u r r e n c y

l i ab i l i t i e s .

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

s i m i l a r t o w h a t i t i s i n I t a l y . B a n k s — b u t n o t n o n - b a n k s — m a y b e n e t

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

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

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

l e n d i n g i n r e c e n t y e a r s . T h e F r e n c h s y s t e m of m i n i m u m r e s e r v e s — 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 " — a p p l i e s t o al l t h e b a n k s ' l i a b i l i t i e s . I n A p r i l 1963

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

f o r b i d d i n g t h e p a y m e n t o f i n t e r e s t o n n o n - r e s i d e n t s ' F r e n c h f r a n c d e p o s i t s ;

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

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

A t first, t h e b a s i c de f i c i t i n t h e U S b a l a n c e o f p a y m e n t s c o n t r i b u t e d

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

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

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

aff i l ia tes . T h i s g a v e r i s e ( i n s o fa r a s i t d i d n o t finance a d d i t i o n a l U S

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

e x i s t i n g s t a t i s t i c a l p r e s e n t a t i o n m e a n s a n i n c r e a s e i n t h e U S b a l a n c e - o f -

p a y m e n t s def ic i t . I t i s n o t c l ea r , h o w e v e r , t o w h a t e x t e n t t h e r e w a s a n a d d i t i o n a l

e x t e r n a l financing p r o b l e m fo r t h e U n i t e d S t a t e s .

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

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

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

is t o s ay , s o l o n g a s t h e U S l i a b i l i t y i s t o a n o n - o f f i c i a l f o r e i g n e r , t h e U S

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

d o l l a r s e n d u p i n s o m e o t h e r c o u n t r y ' s official r e s e r v e s . O n t h e o t h e r h a n d ,

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

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

a u t h o r i t i e s . I n a d d i t i o n , t o s o m e e x t e n t t h e E u r o - d o l l a r m a r k e t h a s s i m p l y

t a k e n o v e r t h e financing o f i n t e r n a t i o n a l t r a d e f r o m N e w Y o r k b a n k s a n d t o

t h a t e x t e n t t h e U S b a l a n c e o f p a y m e n t s i s n o t a f f ec t ed .

T h u s , i t i s n o t p o s s i b l e t o s a y w h a t h a s b e e n t h e n e t effect o f t h e s e

f a c t o r s . T h e E u r o - d o l l a r m a r k e t m a y h a v e a g g r a v a t e d t h e U S b a l a n c e - o f -

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

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

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

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

i n i t s s t r i d e m a j o r sh i f t s i n t h e s o u r c e s a n d u s e s o f i t s f u n d s . I t b r i n g s m a n y



lenders and borrowers together on more favourable terms to both than would
otherwise be the case, and the impetus which it has given towards equalisation
of money rates has been useful also in the broader context of international
monetary equilibrium.

At the same time certain criticisms have been made of the market,
in particular that it hampers efforts to control inflation and that it leads to
unsound banking practices which could prove dangerous in the event of a
large withdrawal of funds by depositors. So far as inflation is concerned,
borrowing in the Euro-market by a country may enable the private sector
to circumvent a domestic credit squeeze, or may allow the authorities to
delay corrective action against an external deficit. As to unsound banking,
some banks may have regarded Euro-currencies essentially as foreign exchange
business and may not always have given sufficient study to the status and
credit-worthiness of individual borrowers. A few bad debts encountered by
certain banks in their foreign currency business in 1963 focused attention
on this aspect. In addition, it is claimed that long chains of interbank
transactions may result in excessive stretching of the periods for which
ultimate borrowers obtain funds as compared with the maturities for which
original depositors place them, partly because narrow interest rate spreads
may push the banks to seek higher yields through longer-term lending.

While such arguments have their element of truth, this may easily be
exaggerated. In particular, there is no evidence that Euro-currency business
has occasioned widespread departures from the canons of prudent banking.
Moreover, arguments about the control of inflation and the possibility of bad
debts would for the most part apply not to Euro-currency lending as such
but to international credit in general. Some of the comment which the
market has attracted no doubt reflects the element of novelty as well as the
growing prominence of Euro-currencies in short-term capital movements
during recent years. So far, in fact, the market does not seem to have given
rise to policy problems of a different order from those of other movements of
short-term funds.
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VI. 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. It is operated within the framework of the Organisation for Economic
Co-operation and Development, which succeeded in September 1961 the
Organisation for European Economic Co-operation. The Agreement has two
principal features: the European Fund and the Multilateral System of Settle-
ments.

In carrying out its review of the Agreement prescribed by Article 32,
the Board of Management felt that it would be inopportune to make
substantial changes in the EMA at the present time. Following recommenda-
tions made by the Board, the Council decided at the end of 1963 to prolong
the Agreement until 31st December 1964 and to make a further review of
the Agreement during 1964.

The few changes in the conditions under which the Agreement is
operated in 1964 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 1964.

1. Continuation of the Agreement.

The only change which took place in the provisions of the Agreement
on the occasion of its renewal concerns the number of the members of the
Board, which was increased from seven to eight; a consequential modification
of the majority rule was made to the effect that decisions will be taken by
a majority of five members, or of four including the Chairman.

Shortly after the renewal of the Agreement the Council, upon the
recommendation of the Board of Management, introduced a new method of
calculating the half-yearly interest payments on contributions. The new
method, the adoption of which entailed no change in the text of the
Agreement, was applied for the first time to the interest payment in respect
of the second half of 1963. Under the former system interest payments
were based on a uniform rate per annum for the half-year in question.
This method had the disadvantage that unequal parts of the various
countries' total share were paid whenever their relative capital participation
fluctuated, for instance as a result of adjustments made to contributions
or of the call-up of a contribution which had previously been deferred.
In order to avoid these inconsistencies in future the half-yearly interest
payments will be determined in such a way that the cumulative amount
of interest paid to each country represents a uniform percentage of its
total income share if the Fund were liquidated at the end of the respective
half-year.
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2. O p e r a t i o n s u n d e r t h e A g r e e m e n t .

European Fund.

A. G R A N T I N G AND U T I L I S A T I O N OF C R E D I T S . A s u m m a r y of the credi ts

gran ted from t h e Eu r ope a n F u n d , showing interes t ra tes and service charges,

is contained in the following table. Al l a m o u n t s actually d r a w n are paid ou t

and are repayable in gold.

EMA: Credits granted from the European Fund.

Credits repaid or cancelled

Spain . . . . .

Iceland (1st credit)

Turkey (2nd credit)

Credits available
Turkey (3rd credit)

Turkey (4th credit)

Credits granted and not available
at end of March 1964

Turkey (5th credit)

Amount
o ranted

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

35.0

15.0

20.0

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 1st April 1963

1st April 1962
to 31st March 1965

1st August 1962
to 31st July 1965

15th March 1963
to dates below*

30th June 1963
to dates below*

10th April 1964
to dates below*

Interest
on amounts

drawn

Service charge
on amounts

undrawn

in percentages per annum

3.50

3.50

O • / 3

4.00

3.75

3.75

3.75

3.50

3.00

0.25

0.25

0.25

0.25

0.25

0.25

0.25

0.25

0.25

* The fourth credit is repayable as follows: 10 million on 31st October 1964, 15 million on 15th March 1966,
15 million on 31st October 1966 and 10 million on 15th March 1967. The fifth credit is repayable in four Instalments
of 5 million each, falling due on 30th November 1964, 31st December 1964, 31st January 1965 and 28th February
1965.

A t t h e e n d o f M a r c h 1 9 6 3 c r e d i t s t o t a l l i n g $ 1 0 0 m i l l i o n * w e r e a v a i l a b l e

t o t w o c o u n t r i e s ; o f t h i s t o t a l $ 9 5 m i l l i o n h a d b e e n d r a w n .

* F o r convenience the dollar sign ($) is used t h roughou t the text of th i s chapter , whe the r the a m o u n t
referred to is in U S dollars, gold o r E M A uni ts of account .
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T h e credit of $5 mill ion gran ted to Iceland from i s t Apr i l 1962 was

cancelled wi th effect f rom i s t Apr i l 1963; n o drawings were m a d e o n this

credit .

T u r k e y repaid to t h e E u ro p ean F u n d at ma tu r i ty the th i rd and last

t ranche of $15 million of its second credit on 30th J u n e 1963. O n the same

date T u r k e y d rew the second t r anche of $15 million of the four th credit ,

leaving the total a m o u n t of credit d r a w n and ou ts tand ing at $95 million, at

which level it has remained since M a r c h 1963. T h e th i rd credit of $45 mil-

lion, granted in M a r c h 1962, was m a d e available in two t ranches , each for a

per iod of th ree years. T h e first t r anche ($20 mill ion available from i s t Apr i l

1962) was d r a w n in full on 12th J u n e 1962, and the second t r anche

($25 mill ion available from i s t A u g u s t 1962) was d r a w n in full on

9th O c t o b e r 1962.

After
operations

for

munii 1

1959
February . .
June . . . .
July
August . . .
October. . .
November. .
December. .

1960
February . .
March . . . .
June . . . .
July
December . .

1961
January . . .
February . .
June . . . .
July
August . . .
December. .

1962
January . . .
February . .
M a r c h . . . .
June . . . .
Julv
October. . .
December. .

1963
February . .
March . . . .

1964
March . . .

Greece

Avail-
able
and

undrawn

EMA : Utilisation

Turkey

Avail-
able
and

undrawn

Draw-
ings
out-

standing

of credits granted.

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

Trttnl
1 Olcll

eu
granted

in millions of units of account

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
—

25.0

—

—
—

—

—
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
70.0
70.0
95.0
80.0

60.0
95.0

95.0

—
—

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
5.0
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
5.0

30.0
5.0
5.0

5.0
—

—

—
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
70.0
70.0
95.0
80.0

60.0
95.0

95.0

36.5
36.5

1 1 1.5
1 1 1.5
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
75.0

100.0
100.0
85.0

65.0
95.0

95.0
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The fourth credit of $50 million, granted in March 1963, was also
made available in two tranches: the first of $35 million from 15th March
1963, drawn in full on 21st March 1963, and the second of $15 million from
30th June 1963, drawn in full on the same date. The fourth credit is to be
repaid in four instalments: $10 million on 31st October 1964, $15 million
each on 15th March and 31st October 1966 and $10 million on 15th March
1967. Except for the repayment of $10 million to be made in October 1964,
each tranche is available for drawings for three years.

On the various credits granted from the European Fund, between
June 1959 (when the first drawing was made) and March 1964 there were
eighteen drawings totalling $199.5 million; of this amount $104.5 million had
been repaid. The net amount drawn and outstanding after the operations for
March 1964 was, therefore, $95.0 million. A new credit of $20 million was
granted to Turkey with effect from ipth April 1964.

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. Since January 1962 the Agent has
no longer been required automatically to call up the capital of the Euro-
pean Fund as soon as the liquid assets fall below $100 million. The
call-up is now subject to variation at the discretion of the Board of Man-
agement.

The call-up mechanism was first brought into operation on 3rd August
1959 and has been used three times since then, most recently on 7th March
i960; a total of $38 million has been called up from member countries with
non-deferred contributions.

Multilateral System of Settlements.

In five and a quarter years payments to or by the European Fund in
respect of the multilateral settlements have totalled $37.1 million. The
settlement for each month takes place on the fifth working day of the
following month.

No amounts of interim finance have been brought into the settlements,
since all amounts drawn have been repaid by the end of the month. Only
one country has made extensive use of the right to obtain interim finance
from other members and this country last used the facility in March 1963. The
current rate of interest charged on drawings is 3 per cent, (until February
i960 it was 2V2 per cent, and before July 1959 2 per cent.).

The balances reported for settlement, with the three exceptions noted
below, have arisen entirely under bilateral payments agreements between
member countries; of the seven agreements originally notified only one
remained in force in March 1964.
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On three occasions balances on accounts between central banks have
been brought into the settlements. Such balances may be notified by their
owner 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
US dollar; in each case the amounts were small.

EMA: Payments made under the Multilateral System of Settlements,
January 1959 to March 1964.

Accounting
period

1959 first
financial year

1960 second
financial year

1961 third
financial year

1962 fourth
financial year

1963
January . . .
February . .
March . . . .

April . . . .
May
June . . . .

July
August . . .
September .

October. . .
November. .
December. .

1964
January . . .
February . .
March . . . .

Total payments
by the
Fund(+) . .
or to the
Fund(-) . .

Net amount of
settlements .

Austria

Payi

Denmark

+ 10,527

+ 8,676

+ 5,880

-

-

—

—

— •

-

+ 25,083

+ 25,083

+ 10
— 67

+ 207
— 83

+ 23

-

-

—

—

-

-

+ 240

— 150

+ 90

nents mad

Greece

— 10,707

— 9,283

+ 262
— 4,924

— 2,314

— 4
+ 116
+ 18

— 65
— 55
— 35

+ 152
- 32
— 89

— 158
— 211
— 88

— 133
— 121
— 57

+ 547

— 28,274

— 27,727

s by the F

Iceland

und to (+

Italy

in thousands <

-

— 1

— 23

-

-

—

-

-

-

— 24

— 24

+ 243

-

-

-

—

—

—

—

+ 243

+ 243

) or to the

Nether-
lands

Fund by

Norway

- )

Sweden

jf US dollars

+ 1,400
— 1,378

_

-

-

—

I
l

l

-

+ 1,400

— 1,378

+ 22

+ 44
— 876

+ 343
— 1,045

+ 274
— 251

+ 97
— 323

+ 4
— 10
+ 19

+ 108

—

-

-

+ 889

— 2,505

— 1,616

— 243

—

—

-

-

-

-

—

- 243

— 243

Turkey

+ 2,350
— 1,304

+ 2,202
— 1,016

+ 654
— 1,895

+ 2,539

— 0
- 105
- 37

— 42
+ 55
+ 35

- 152
+ 32
+ 89

+ 158
+ 211
+ 88

+ 133
+ 121
+ 57

+ 8,723

— 4,552

+ 4,171

Total
pay-

ments
byandto
theFund

14,574

11,428

7,093

2,636

4
116
37

108
55
35

152
32
89

158
211

88

133
121
57

37,126

-
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3- Management of the European Fund and the Multilateral System of
Settlements.

The Board of Management of E M A supervises the execution of the
Agreement and advises the Council of O E C D on all related matters. The
Board also follows closely the general economic and financial 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 when necessary, recently about
seven times a year. M. Hay, who succeeded Dr. von Mangoldt in January
1962, remains Chairman of the Board.

The Agent presents monthly reports on the operations and the invest-
ments of the European Fund and on the working of the System of Settlements;
the Bank for International Settlements 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 EPU, stood at $87.8 million at the end of 1961 as a result of drawings

E M A : S u m m a r y of t h e S t a t e m e n t of A c c o u n t of t h e E u r o p e a n F u n d .

After
operations for

month

Assets

Liquid
resources

US
Treasury
account

Uncalled
capital

of
member

countries

Credits
and

claims
out-

standing

Total
of

Statement

Liabilities

Capital
Fund

in millions of units of account

Income
and

expendi-
ture

account

Opening . . . .

1959 December

1960 December

1961 December

1962 December

1963 January .
February .
March . .

April. . .
May . . .
June. . .

July . . .
August .
September

October .
November
December

1964 January .
February .
March . .

113.0

104.4

106.4

109.2

90.4

90.5
1 10.1
75.2

7 5 . 3
7.5.4
7 6 . 9

7 6 . 6
7 6 . 7
7 6 . 8

76.9
76.9
82.1

82.2
82.1
81.6

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
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
297.9
297.9

35.0

80.0

87.5

87.8

1 10.5

110.5
90.5

125.5

125.5
125.5
125.5

125.5
125.5
125.5

125.5
125.5
123.1

123.1
123.1
123.1

600.0

610.9

615.3

618.4

622.3

622.4
622.0
622.1

622.2
622.3
623.8

623.5
623.6
623.7

623.8
623.8
626.6

626.7
626.6
626.2

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
607.5
607.5

3.4

7.8

10.9

14.8

14.9
14.5
14.6

14.7
14.8
16.3

16.0
16.1
16.2

16.3
16.3
19.1

19.2
19.1
18.7
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on credits granted. The total declined slightly following repayments by
Iceland in January and February 1962 but later rose to a high point of
$127.8 million in October 1962 after Turkey drew the full amount of its
third credit. Repayments by Turkey of the second credit and the second
amortisation payment by Norway and Turkey in respect of the loans mentioned
above reduced the total again, but the drawing by Turkey of the first tranche
of the fourth credit brought the total at end-March 1963 to $125.5 niillion.
The drawing by Turkey of the second tranche of the fourth credit in June
1963 merely replaced the maturing third tranche of $15 million of the second
credit, and the total at end-March 1964 after the third amortisation payment
by Norway and Turkey was $123.1 million.

Drawings were met in the first place out of the liquid resources trans-
ferred from EPU until these were brought down to approximately $100 million
in July 1959. From then until January 1962 this level was maintained through
the calling-up of member countries' contributions, as recorded by the decline
in uncalled capital. Since that date, the call-up being no longer automatic, the
liquid resources have been allowed to fall below the level of $100 million.

In the course of the year to March 1964 the increase in the total of the
Statement by $4.1 million was entirely due to a further rise in undistributed
income.

Contributions called up from member countries have so far borne
interest paid out of the income of the European Fund at rates decided
half-yearly. There have been nine distributions, eight of which covering the
period from January 1959 to June 1963, at the rate of 2 per cent, per annum.
For the ninth distribution, relating to the second half of 1963, the new
method of interest calculation as described in Section 1 of this chapter was
applied for the first time, and in accordance with a Decision of the Board of
Management the interest distributed in respect of this half-year brought the
cumulative amount of interest paid to $3.5 million, representing 90 per cent,
of member countries' total income share as at the end of the half-year in
question.

The European Monetary Agreement is now in the sixth year of its
existence; the 1963 review led to no substantial change in its provisions. In
the field of international monetary co-operation the procedure instituted early
in 1963 regarding the notification of support operations concluded between
member central banks has been put into effect, thus reinforcing the rôle of
the Board of Management of EMA as a centre for consultation and exchange
of information between member countries.
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P A R T III

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 1964, 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.

Financial years
ended

31st March

1960
1961
1962
1963
1964

Total of
balance sheet Movement

in millions of francs

3,430
3,973
4,732
4,950
5,778

— 98
+ 543
+ 759
+ 218
+ 828

B I S : A n n u a l b a l a n c e - s h e e t t o t a l s T h e t o t a l o f t h e first s e c t i o n o f

t ^ e b a l a n c e s n e e t a s a t 3 1 s t M a r c h 1 9 6 4

a m o u n t e d t o 5 , 7 7 7 , 9 9 0 , 2 9 5 f r a n c s , *

a g a i n s t 4 , 9 5 0 , 0 6 8 , 8 5 4 o n 3 1 s t M a r c h

1 9 6 3 .

T h e t a b l e s h o w s t h e d e v e l o p -

m e n t o f t h e e n d - o f - y e a r b a l a n c e -

s h e e t t o t a l s o v e r t h e p a s t five

y e a r s .

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

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

b i l l s a n d o t h e r s e c u r i t i e s ) h e l d b y 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 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 3 , 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 .

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 d e c l i n e d b e t w e e n

3 1 s t M a r c h a n d 3 0 t h A p r i l 1 9 6 3 f r o m 4 , 9 5 0 m i l l i o n f r a n c s t o 4 , 8 9 0 m i l l i o n ,

i t s l o w e s t l e v e l i n t h e financial y e a r . A f t e r t o p p i n g t h e 5 m i l l i a r d m a r k o n

* Except where otherwise indicated, t h e t e r m " f r a n c s " in this Par t signifies gold francs. T h e m e t h o d of
conversion in to gold francs (units of 0.290 322 5 8 . . . g r ammes fine gold •— Article 5 of the Statutes) of the
various currencies included in the balance sheet is t h e same as tha t adop ted in preceding years ; t h e
conversion is based on t h e exchange rates quo ted for t h e various currencies against dollars and on t h e
U S Treasu ry ' s selling price for gold at the end of the financial year.



BIS

Hems

Bills and other securities. . . .

Total of items not included in

: Memorandum

the

accounts
Financial

1963

in

1,338
33

1,086

2,457

(b) .

years ended 31st

millions of francs

March

1964

1,370
36

901

2,307

3 1 s t A u g u s t i t w e n t u p t o 5 , 5 3 6 m i l l i o n o n 3 0 t h N o v e m b e r , f a l l i n g t o

5 , 3 9 8 m i l l i o n o n 3 1 s t D e c e m b e r a n d t h e n r i s i n g a g a i n t o a p e a k o n 3 1 s t M a r c h

1 9 6 4 o f 5 , 7 7 8 m i l l i o n , t h e h i g h e s t f i g u r e s i n c e t h e f o u n d a t i o n o f t h e B a n k .

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 .

6000

5000

4000

3000

2000

1000

BIS: Liabilities.
End of quarter, in millions of francs.*

Own funds and miscellaneousiVlVl'lVlVl

6000

5000

4000

3000

2000

1000

1954/55 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 1961/62 1962/63 1963/64

* Not including liabilities connected with the execution of the Hague Agreements.



The reserves in the form of the Legal Reserve Fund and the General
Reserve Fund rose from 24.8 million francs on 31st March 1963 to 25.4 million
on 31st March 1964. As a result of the operations of the year (see below,
Section s, "Financial results") the balance of the Profit and Loss Account,
which comprises the profit for the financial year ended 31st March 1964
and the balance brought forward from the preceding year, amounted to
25.1 million on 31st March 1964, against 21.3 million a year earlier. The
amount of the item "Provision for contingencies" rose from 196.5 million
on 31st March 1963 to 204 million on 31st March 1964. For the item
"Miscellaneous" the figure was 21.4 million at the beginning of the year
and 28.8 million at the end.

Thus, at the end of March 1964 the Bank's own funds (miscellaneous
included) amounted to 408 million francs, i. e. about 8 per cent, of its borrowed
funds (5,370 million) and about 7 per cent, of the total of the balance sheet
on the same date (5,778 million).

The following table shows the composition of the Bank's resources at
the end of each of the last five financial years.

BIS: Composition of resources.

Financial years
ended

31st March

1960
1961
1962
1963
1964

Own funds Borrowed
funds Total

in millions of francs

361
370
379
389
408

3,069
3,603
4,333
4,561
5,370

3,430
3,973
4,732
4,950
5,778

Ratio of ov
borrowed

funds

vn funds to
balance-sheet

total
in percentages

CD
 

<O
 

*O
 

O
 

»0 11

9

a
a
7

B . B o r r o w e d f u n d 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 , n a t u r e 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 .

BIS: Depos i ts , by o r ig in .

Origin

Central banks
Other depositors

Total

Financial years e
1963

nded 31st March
1964

Movement

in millions of francs

4,057
504

4,561

4,590
780

5,370

+ 533
+ 276

+ 809

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 i n c r e a s e d b y n e a r l y 1 3 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 s o m e 5 5 p e r c e n t . T h e r a t i o o f t h e l a t t e r

t o t o t a l d e p o s i t s w a s h i g h e r a t t h e e n d o f M a r c h 1 9 6 4 t h a n a t t h e e n d o f

M a r c h 1 9 6 3 .
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BIS: Deposits, by nature and term.

Term

Deposits in gold

Financial years
ended 31st March

1963 1964
Movement

Deposits in currencies

Financial years
ended 31st March

1963 1964

in mil l ions of francs

Movement

Sight
Not exceeding 3 months
Between 3 and 6 months . . . . .
Between 6 and 9 months
Between 9 and 12 months . . . .
Over one year

Total

1,976
302

38

2,316

1,938
583

21
20

2,562

— 38
+ 281

— 17
+ 20

+ 246

42
1,512
525
79
3

84

2,245

44

2,243
455

21
45

2,808

+ 2
+ 731
— 70
— 79
+ 18
— 39

+ 563

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

a n d t h o s e i n c u r r e n c i e s b y a b o u t 2 5 p e r c e n t . I n b o t h c a s e s t h e r e w a s a

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

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

o f 4 1 a n d 6 6 m i l l i o n r e s p e c t i v e l y ) r e p r e s e n t e d o n l y a v e r y s m a l l p r o p o r t i o n

o f t h e t o t a l . I n al l , d e p o s i t s i n g o l d c o n s t i t u t e d 51 p e r c e n t , o f t o t a l d e p o s i t 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 a n d d e p o s i t s i n c u r r e n c i e s 4 9 p e r c e n t .

O n 3 1 s t M a r c h 1 9 6 4 t h e p o s i t i o n w a s t h e r e v e r s e , t h e r a t i o s b e i n g 4 8 a n d

52 p e r c e n t , r e s p e c t i v e l y .

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

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

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

t h a n a t t h e b e g i n n i n g : 23 p e r c e n t , i n s t e a d o f 13 p e r c e n t . I n d e e d , o n

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

d e p o s i t s , s o m e t i m e s o n t h e B a n k ' s i n i t i a t i v e i n o r d e r t o g i v e i t fixed-term

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

A s a n d w h e n s u c h t r a n s a c t i o n s w e r e w o u n d u p , t h e r e w a s less r e a s o n for

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

c o u l d b e r e c o n v e r t e d if n e e d b e i n t o t i m e a c c o u n t s .

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

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

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

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

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

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

b e i n g r e d u c e d t o z e r o .

T h e l i a b i l i t i e s s i d e o f t h e B a n k ' s b a l a n c e s h e e t a t t h e b e g i n n i n g a n d

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

r e s o u r c e s . H o w e v e r , f r o m t h e e n d o f J u n e 1963 u n t i l t h e e n d o f F e b r u a r y

1 9 6 4 t h e B a n k ' s 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 i n c l u d e d a n i t e m " N o t e 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 " , w h i c h s t o o d a t 104 m i l l i o n o n t h e f o r m e r d a t e

a n d 7 8 m i l l i o n o n t h e l a t t e r a n d r e a c h e d a m a x i m u m of 140 m i l l i o n a t t h e
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end of November. These notes were issued to important banks with the
agreement of the central bank concerned to assist it in its monetary policy.
The purpose of the operation was to reduce the liquidity of the market in
question. This was the first time that the Bank had undertaken an operation
of this nature.

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

B I S : T o t a l c a s h a n d i n v e s t m e n t s .

Nature

Cash
Gold
Currencies

Investments
Gold
Currencies

Total
Gold
Currencies . . . . . . .

Financial years e

1963

nded 31st March

1964
Movement

in millions of francs

2,396
56 2,452

2 4 7
2,182 2,429

2,643
2,238 4,881

2,318
48 2,366

3 1 3
3,030 3,343

2,631
3,078 5,709

— 78
— 8 — 86

+ 66
+ 848 + 914

— 12
+ 840 + 828

The development of the Bank's gold position is shown in the following
table, which gives the maximum and minimum figures for the financial year
for each item with the relevant dates.

End of month

1963
March . . .
June . . . .
July . . . .
November . .
December . .

1964
February . .
March . . .

BIS: Gold position.

Spot position

Gold
In bars

and coins

2,396
2,259
2,519 (max.)
1,998
1,603 (min.)

2,489
2,318

Invest-
ments
in gold

2 4 7
2 4 8
242 (min.)
2 7 5
2 7 5

313 (max.)
3 1 3

Deposits
in a weight

of gold

in millions

2,316
2,267 (min.)
2,286
2,510
2,733

2,822 (max.)
2,562

Net
gold

assets

of francs

3 2 7
2 4 0
475 (max.)

— 237
— 855 (min.)

— 20
6 9

Forward
operations

(net
balance)

— 27
5 3

— 179 (min.)
5 4 5

1,162 (max.)

3 3 2
2 4 5

Final
net

gold
position

3 0 0
293 (min.)
2 9 6
3 0 8
3 0 7

3 1 2
314 (max.)

T h e B a n k ' s b u l l i o n h o l d i n g s d e c r e a s e d i n t h e c o u r s e o f t h e financial

y e a r b y 7 8 m i l l i o n f r a n c s . S i n c e i t s i n v e s t m e n t s i n g o l d r o s e b y 6 6 m i l l i o n ,

a s s e t s i n g o l d ( b u l l i o n a n d i n v e s t m e n t s ) d e c l i n e d o n b a l a n c e b y 1 2 m i l l i o n .

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

p o s i t i o n t h a t a t c e r t a i n t i m e s o f t h e y e a r , m a i n l y i n t h e s e c o n d h a l f o f 1 9 6 3
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BIS: Assets.
End of quarter, in millions of francs.*

6000

5000

4000

3000

2000

1000

Other bills, securit[esr>;
and Miscellaneous———"

»nilllllllllirffllliiiiirisiani
Rediscountable Treasury bills, etc., and
Bills and securities cashable on demand

jiiiiiniiiiiini

6000

5000

4000

3000

2000

1000

1954/55 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 1961/62 1962/63 1963/64

* First part of statement of account.

a n d a t t h e b e g i n n i n g o f 1 9 6 4 , w i d e fluctuations o c c u r r e d b o t h i n t h e B a n k ' s

b u l l i o n h o l d i n g s a n d 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 . O n 3 1 s t J u l y ,

f o r e x a m p l e , w h e n b u l l i o n h o l d i n g s s t o o d a t t h e i r m a x i m u m o f 2 , 5 1 9 m i l l i o n ,

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

1 7 9 m i l l i o n — t h e m i n i m u m f o r t h e financial y e a r ; o n 3 1 s t D e c e m b e r t h e

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

1 , 6 0 3 m i l l i o n a n d t h e 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 s h o w i n g i t s m a x i m u m

o f 1 , 1 6 2 m i l l i o n ( g o l d r e c e i v a b l e ) . T h e s e t w o c o m p o n e n t s o f t h e B a n k ' s g o l d

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

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

a n a l y s i s o f t h e t a b l e s h o w i n g t h e B a n k ' s g o l d p o s i t i o n .
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The figure for the item "Cash on hand and on sight account with
banks" was 56 million francs at the beginning of the financial year and
48 million on 31st March 1964. Its lowest point was 36 million and its
highest 77 million. The average balance shown under this heading was
49 million, compared with 50 million for the previous financial year.

On 31st March 1964 total gold and currency holdings represented
41 per cent, of the total of the first part of the Bank's balance sheet,
compared with 50 per cent, a year earlier.

There were large fluctuations in the Bank's holdings of "Rediscountable
Treasury bills". At the beginning of the financial year they stood at 306 mil-
lion gold francs. In subsequent months the total was consistently below
this level, reaching its lowest point for the financial year — 198 million
— on 31st July. Thereafter it rose steadily to reach 729 million, its peak
for the financial year, on 31st December; at the end of the financial year
it was down to 573 million. These movements were due in most cases to
investments effected after swap or exchange operations carried out by the
Bank with central banks.

The item "Bills and securities cashable on demand" showed even
greater fluctuations than the preceding item. After standing at 9 million at
the beginning of the financial year, the figure for this item recorded its
minimum of 6 million on 30th September 1963 and reached its maximum of
99 million on 30th November; at the end of the financial year it amounted
to 69 million. Under this heading are entered investments, other than
rediscountable Treasury bills, that can be mobilised at sight.

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 2,767 million francs and represented 56 per cent, of the
first part of the balance sheet. On 31st March 1964 the corresponding figures
were 3,009 million francs and 52 per cent. During this period the percentage
of sight deposits on the liabilities side declined from 41 to 34. The Bank's
liquidity ratio thus remains particularly 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 .

In general, a substantial part of the currency balances created by the
Bank's gold swaps against currencies and its forward gold purchases was
invested in the form of time deposits and advances or other bills and
securities, which items fluctuated in consequence.

The total of the item "Time deposits and advances", which stood at
1,245 million francs on 31st March 1963, had declined to 1,205 million by
the end of the following month. It rose to 1,666 million on 31st December;
on 31st March 1964 it still stood as high as 1,594 million.

The total of the item "Other bills and securities" fluctuated to a more
or less corresponding extent; from 869 million on 31st March 1963 it
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reached its minimum of 782 million on 31st May and its maximum of
1,194 million on 31st December, standing at the end of the financial year at
1,106 million.

The following table shows the distribution of the Bank's time invest-
ments according to their term and compares their composition at the
beginning and end of the financial year.

BIS: Time

Periods

Not exceeding 3 months . . .

Between 6 and 9 months . .
Between 9 and 12 months . .
Over 1 year

Total . . .

deposits and advances
and securities.

Financial years e

1963

nded

in

1,313
567
126
34
74

2,114

and other bi l ls

31st March

1964

millions of francs

1,774
742
63
57
64

2,700

Movement

+ 461
+ 175
— 63
+ 23
— 10

+ 586

A s i n t h e c a s e o f d e p o s i t s e n t r u s t e d t o t h e B a n k , t h e r e w a 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 B a n k ' s i n v e s t m e n 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 rise w a s a l s o r e g i s t e r e d i n i n v e s t m e n 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 ;

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

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

i n v e s t m e n t s e n t e r e d u n d e r t h e h e a d i n g s " 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

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

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

T h e r e w a s a d e c l i n e , o n t h e o t h e r h a n d , i n i n v e s t m e n t s a t o v e r s i x

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

t h e p r e c e d i n g t a b l e ; o n 3 1 s t M a r c h 1 9 6 4 t h e y r e p r e s e n t e d o n l y 7 p e r c e n t ,

o f t h e t o t a l , c o m p a r e d w i t h 1 1 p e r c e n t , o n 3 1 s t M a r c h 1 9 6 3 .

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

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

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

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

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

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

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

c o m m e r c i a l b a n k s .

T h e B a n k ' s a c t i v i t y i n t h e field o f g o l d t r a n s a c t i o n s , w h i c h h a d b e e n

r e s u m e d i n t h e c o u r s e o f t h e p r e v i o u s financial y e a r , s u b s e q u e n t l y d e v e l o p e d
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considerably. Apart from its current routine spot purchases and sales, exchanges
and transfers, the Bank effected, as has already been noted a number of
times in this Report, fairly substantial forward purchases of gold and other
transactions involving forward sales of currencies against gold. As in the
past, all these operations were carried out in conformity with the aims and
the monetary policy of the central banks.

Finally, it is to be noted that the total volume of the Bank's operations
for the last financial year exceeded that for the financial year 1962-63 by
more than half.

As far as the financial results are concerned, the increase in the surplus
is due to various factors, the main ones being the rise in deposits entrusted
to the Bank, the development of forward gold transactions and increased
recourse by central banks to the facilities that the Bank is able to offer
in the matter of short-term international financial settlements.

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 financial year 1963-64 ended for the Dawes Loan on 15th April
1964 and for the Young Loan on ist June 1964. The interest in respect of
the financial year 1963-64 amounted to the equivalent of about 13.2 million
francs for the Dawes Loan and to the equivalent of about 37.8 million francs
for the Young Loan; it was duly paid to the Bank, which distributed it
among the Paying Agents. Redemption of both loans was effected in respect
of the financial year 1963-64 partly by purchases of bonds on the market
and partly by drawings.

The question whether the exchange guarantee attached to the Young
Loan under the terms of the London Agreement is applicable in the case of
the revaluation of the Deutsche Mark of March 1961 has not yet been
settled. The matter is in the hands of the governments of the countries in
which issues of the Loan were made.

The position as regards the Dawes and Young Loans is shown in the
following tables.
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German External Loan 1924
(Dawes Loan) .

Issue

Amer ican . . .

Belgian . . .

Br i t ish . . . .

Dutch

French . . . .

Swedish . . .

Swiss . . . .

Swiss . . . .

A m e r i c a n . . .

Belgian . . . .

B r i t i s h . . . .

D u t c h

F r e n c h . . . .

S w i s s

S w i s s

Currency

$
£

£
£

£

S.kr.

£

Sw.fr.

$
£

£
£

£
£

Sw.fr.

Nominal value

Bonds issued

44,073,000

583,100

8,275,800

1,308,700

1,927,200

14,209,000

1,130,500

8,251,000

8,199,000

157,700

2,231,600

288,300

498,300

1 15,000

415,000

Bonds p
or drawn for

in respect of the

1958-59 to
1962-63

jrchased
redemption
financial years

1963-64

Conversion bonds

7,564,000

74,200

1,054,100

147,400

241,900

1,630,000

140,200

916,000

Funding

1,215,000

24,400

338,600

36,500

76,500

16,800

57,000

1,743,000

15,300

216,500
36 OOO
\J^J I ^ ^ ^J Ŝ

50,500

364,000

29,500

21 1,000

bonds

214,000

4,100

58,700

7,900

13,200

3,000

11,000

Balance
after redemption

34,766,000

493,600

7,003,200
1 1 25 300
• pi ^**j J\J\J^J

1,634,800

12,215,000

960,800

7,124,000

6,770,000

129,200

1,834,300

243,900

408,600

95,200

347,000

German Government In ternat iona l Loan 1930
(Young Loan).

Issue

American . . .

B e l g i a n . . . .

Brit ish . . . .

Dutch

French . . . .

German . . .

Swedish . . .

S w i s s . . . .

A m e r i c a n . . .

Belgian . . . .

Bri t ish . . . .

D u t c h

French . . . .

G e r m a n . . .

S w e d i s h . . .

S w i s s . . . .

Cur rency

$
B.fr.

£

FI.

Fr . f r .

DM

S.kr.
Sw.fr.

$
B.fr.

£

FI.

Fr.fr.
DM

S.kr.

Sw.fr.

Nominal value*

Bonds issued

55,388,000

202,603,000

17,700,000

51,981,000

444,636,000

14,458,000

92,763,000

58,375,000

8,989,000

45,622,000

4,223,100

8,360,000

97,970,000

41 1,000

6,014,000

1,405,000

Bonds p
or drawn for

in respect of th<

1958-59 to
1962-63

jrchased
redemption

ì financial years

1963-64

Conversion bonds

3,087,000

11,387,000

982,100

2,729,000

24,645,000

795,000

5,182,000

3,270,000

709,000

2,539,000

221,500

718,000

5,573,000

181,000

1,160,000

733,000

Funding bonds

519,000

2,666,000

244,700

452,000

5,515,000

24,000

350,000

81,000

108,000

554,000

50,800

120,000

1,172,000

5,000

72,000

17,000

Balance
after redemption

51,592,000

188,677,000

16,496,400

48,534,000

414,418,000

13,482,000

86,421,000

54,372,000

8,362,000

42,402,000

3,927,600

7,788,000

91,283,000

382,000

5,592,000

1,307,000

* Nominal value on 1st May 1964 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.
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The Bank is also Trustee for the assented bonds of the Austrian
Government International Loan 1930. The amount of interest due in respect
of the financial year which ended on 31st December 1963 was the equivalent
of about 0.7 million francs; this was duly paid to the Bank, which distributed
it among the Paying Agents. Redemption in respect of the financial year 1963
was carried out by purchases of bonds on the market and by way of drawing.
The position as regards this loan is shown in the following table.

Issue

American . . .

Anglo-Dutch .

Swiss . . . .

Austrian

Currency

$

£

Sw.fr.

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 to 1962

261,000

125,600

870,000

rchased
redemption
ect of
ial years

1963

55,000

33,100

238,000

Balance
after redemption

1,351,000

697,900

5,994,000

T h e c o u p o n 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

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

o f 7 5 p e r c e n t , o f t h e n o m i n a l v a l u e h a v e n o w a l l m a t u r e d a n d c a n b e

p r e s e n t e d f o r p a y m e n t u p t o i s t J u l y 1 9 6 7 . I n t h e y e a r u n d e r r e v i e w t h e

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

3 . T h e B a n k a s D e p o s i t a r y u n d e r t h e t e r m s o f 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 .

T h e B a n k h a s c o n t i n u e d , i n c o n f o r m i t y w i t h a n A c t o f P l e d g e c o n c l u d e d

b e t w e e n i t a n d 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 o n 2 8 t h N o v e m b e r 1 9 5 4 , t o p e r f o r m t h e f u n c t i o n s o f D e p o s i t a r y i n

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

w i t h t h e p r o v i s i o n s o f t h a t A c t .

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

a b o u t 8 1 7 m i l l i o n f r a n c s . R e p a y m e n t s b y t h e H i g h A u t h o r i t y u p t o i s t A p r i l

1 9 6 4 a m o u n t e d t o t h e e q u i v a l e n t o f a b o u t 1 7 4 m i l l i o n f r a n c s , s o t h a t t h e

t o t a l a m o u n t n o w o u t s t a n d i n g i s t h e e q u i v a l e n t o f a b o u t 6 4 3 m i l l i o n f r a n c s .

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

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

c r e d i t s i n t h e m e m b e r c o u n t r i e s 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 .

D u r i n g t h e financial y e a r 1 9 6 3 - 6 4 t h e B a n k r e c e i v e d a n d d i s t r i b u t e d

a m o n g t h e P a y i n g A g e n t s t h e e q u i v a l e n t o f a b o u t 3 4 m i l l i o n f r a n c s i n r e s p e c t

o f i n t e r e s t a n d t h e e q u i v a l e n t o f a b o u t 4 7 m i l l i o n f r a n c s i n r e s p e c t o f

r e d e m p t i o n .
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Secured loans of the High Authority
of the European Coal and Steel Community.

Series
of Se-
cured
Notes
of the
High

Author-
ity

1st

2nd

3rd

4th

5th

6th

7th2

10th

11th2

13th \
14th /

15th

16th

Dates
nfOT

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

US 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

Etablissement
d'Assurance contre
la Vieillesse et
l'Invalidité,
Luxemburg

Public issue

Original
amounts of loans

$ 100,000,000

B.fr. 200,000,000

DM 25,000,000

DM 25,000,000

B.fr. 20,000,000
L.fr. 5,000,000

DM 2,977,4501

Sw.fr. 50,000,000

$ 25,000,000

L.fr. 100,000,000

$ 35,000,000

$ 25,000,000
$ 3,300,000
$ 3,300,000
$ 3,400,000

L.fr. 100,000,000

FI. 50,000,000

Amounts
unredeemed

on
1st April 1964

80,500,000

167,000,000

19,714,000

19,714,000

16,700,000
—

2,334,321

42,500,000

21,200,000

94,487,558

35,000,000

25,000,000

3,300,000
3,400,000

100,000,000

50,000,000

Rates
of

interest

%

3%

3%

3 %

3%

3 / 2

-

4%

4 / 4

5%

5%

5

5%

4'/.
5

5 %

4 / 2

Year

{inni
TI Meli

matu-
rity

1979

1982

1981

1981

1982
-

1977

1974

1975

1982

1978

1980

1964
1965

1986

1981

1 This loan, which was contracted in French francs, was converted into Deutsche Mark in 1959. The original
amount was 350,000,000 old French francs. 2 The Secured Notes of the 8th, 9th and 12th Series have been
entirely redeemed.

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

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

w i t h s u c h l o a n s .

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 financial

o p e r a t i o n s o f t h e E M A u n d e 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



and Development. The expenses of the Bank in this capacity amounted to
378,966 francs in the twelve months to March 1964; this amount has been
duly reimbursed by the Organisation (as shown in the Profit and Loss
Account for the financial year ended 31st March 1964).

5. Financial results.

The accounts for the thirty-fourth financial year ended 31st March 1964
showed a surplus of 27,417,055 francs. The comparable figure for the pre-
ceding financial year was 21,210,271 francs.

From the year's surplus the Board of Directors has decided to deduct
a sum of 400,000 francs in order to write off the purchase price of a building
acquired during the year. It has further decided that it is necessary to
transfer 2,000,000 francs to the provision for exceptional costs of administration
and 7,500,000 francs to the provision for contingencies; the net profit for
the year thus amounts to 17,517,055 francs.

After providing 402,141 francs for the Legal Reserve Fund, i.e. the
proportion of 5 per cent, of the net profit required to bring it up to an
amount equal to 10 per cent, of the amount of the paid-up capital, as
required by the Statutes, and with the addition of the balance of 7,629,978 francs
brought forward from the previous year, there is a sum of 24,744,892 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 again be applied to the reduction
of the amount of the undeclared cumulative dividend. This sum, which has
been fixed at 8,500,000 francs, will represent an extraordinary distribution of
42.50 francs per share. The total distribution will thus amount this year to
80 francs, payable on ist July 1964 in the amount of 114.30 Swiss francs
per share. As regards the shares in respect of which the dividend cannot be
paid on that date, the conversion to Swiss francs will be effected on the day
of payment. The balance carried forward will be 8,744,892 francs.

The amount of the undeclared cumulative dividend will, as a result of
this distribution, be reduced from 241.97 to 199.47 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-fourth 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.
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6 . C h a n g e s i n t h e B o a r d o f D i r e c t o r s .

T h e m a n d a t e a s a m e m b e r o f t h e B o a r d o f M . M a u r i c e F r è r e b e i n g

d u e t o e x p i r e o n 7 t h A u g u s t 1 9 6 3 , h e w a s r e - a p p o i n t e d u n d e r A r t i c l e 2 8 ( 2 )

o f t h e S t a t u t e s b y M . H u b e r t A n s i a u x , t h e G o v e r n o r o f t h e N a t i o n a l B a n k

o f B e l g i u m , i n J u l y 1 9 6 3 f o r a f u r t h e r p e r i o d o f t h r e e y e a r s t o e n d o n

7 t h A u g u s t 1 9 6 6 .

T h e m a n d a t e o f D r . D o n a t o M e n i c h e l l a a s a m e m b e r o f t h e B o a r d w a s

d u e t o e x p i r e o n 7 t h N o v e m b e r 1 9 6 3 a n d h e w a s r e - a p p o i n t e d u n d e r A r t i c l e

2 8 ( 2 ) o f t h e S t a t u t e s b y D r . G u i d o C a r l i , G o v e r n o r o f t h e B a n k o f I t a l y ,

i n O c t o b e r 1 9 6 3 f o r a f u r t h e r p e r i o d o f t h r e e y e a r s t o e n d o n 7 t h N o v e m b e r 1 9 6 6 .

T h e m a n d a t e a s a m e m b e r o f t h e B o a r d o f D r . M . W . H o l t r o p b e i n g

d u e t o e x p i r e o n 3 1 s t M a r c h 1 9 6 4 , h e w a s r e - e l e c t e d u n d e r A r t i c l e 2 8 ( 3 ) o f

t h e S t a t u t e s a t t h e m e e t i n g o f t h e B o a r d h e l d o n 9 t h M a r c h 1 9 6 4 f o r a

f u r t h e r p e r i o d o f t h r e e y e a r s e n d i n g o n 3 1 s t M a r c h 1 9 6 7 .

D u r i n g t h e c o u r s e o f t h e y e a r L o r d C r o m e r , G o v e r n o r o f t h e B a n k

o f E n g l a n d , a p p o i n t e d M r . M . H . P a r s o n s a n d , s h o u l d t h e l a t t e r b e a b s e n t ,

M r . R . G . R a w a s h i s A l t e r n a t e s i n t h e p l a c e o f M r . J . M . S t e v e n s a n d

M r . J . S t . J . R o o t h a m r e s p e c t i v e l y .

I n J a n u a r y 1 9 6 4 M . J a c q u e s B r u n e t , G o v e r n o r o f t h e B a n k o f F r a n c e ,

a p p o i n t e d M . B e r n a r d C l a p p i e r a s h i s A l t e r n a t e i n t h e p l a c e o f M . P i e r r e

C a l v e t .

T h e B a n k i s g r a t e f u l t o M r . S t e v e n s , M r . R o o t h a m a n d M . C a l v e t f o r

t h e i r v a l u a b l e s e r v i c e s e x t e n d i n g o v e r s e v e r a l y e a r s .
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C O N C L U S I O N .

For the first time in some years, a major change has taken place in
the international economic picture over the past twelve months. In essence,
the economic trouble spot has shifted from the United States to continental
western Europe and the conflict between domestic and external considerations,
which has complicated policy-making in both Europe and the United States
for several years, has been significantly reduced.

In the United States there are firmer grounds for confidence with
regard to both the domestic economic growth and the restoration of equilibrium
in the balance of payments. On both fronts more vigorous policy measures
in the year just past have made a major contribution to the improvement.

The pace of economic expansion accelerated from the beginning of
1963 and the upswing has continued without significant distortions in the
pattern of demand. Reasonable wage increases and the maintenance of price
stability have contributed to making the current expansion phase of the
business cycle unusually long. The substantial tax reduction enacted earlier
this year should provide the demand stimulus for prolonging this advance
and promises to help in reducing excessive unemployment. While infla-
tionary tensions have not been in evidence, the authorities are alert to this
possibility.

Following the measures taken in July 1963, there has been a welcome
improvement in the balance-of-payments position and increased confidence in
the dollar. While the near-balance of the external accounts in the first
quarter of 1964 has been achieved with the help of some temporary factors,
the outcome for the year should show a large reduction in the 1963 deficit.
However, a firm equilibrium has not yet been secured and hence efforts to
achieve it cannot be relaxed. The immediate need is to meet the objective
of reducing government expenditure abroad, which was announced in last
July's programme; in addition, active support to the process of gradual
adjustment to conditions of external equilibrium must be continued to allow
such temporary measures as the pending interest equalisation tax to be
dispensed with in a reasonable time.

In the United Kingdom demand and output have expanded strongly
over the past year. Although there was no major disturbance to equilibrium,
measures were taken in the spring of 1964 to keep the increase in demand
in line with the growth of the productive potential of the economy. The rise
in wages was fairly moderate, and it is encouraging that the need for
incomes policy appears to be finding wider acceptance. While the margin of
unused capacity in the economy has been much reduced and some external
deficit is to be expected, the outlook for the months ahead does not seem
to present severe difficulties.
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On a longer view, however, the fact that some restraint on demand
was called for after little more than a year of expansion suggests that a
more dynamic attitude by both business and labour towards productivity
increase is required to enable the economy to match the gains in other
countries.

On the continent of Europe, while there has been a reasonably balanced
position in a number of countries, the situation more broadly has been that
the signs of pressure evident a year ago have worsened and that potential
disequilibrium has become actual disequilibrium. The evidence of this has
been rising prices, soaring imports, deterioration of the current external
balance and, in the case of Italy, a large balance-of-payments deficit. The
cause has generally been excessive total demand, with resultant tightness on
the labour market, stemming not so much from investment or government
outlays as from higher consumer incomes and spending. The rapid inter-
reaction of the impulses among the countries has led in the case of Germany
to a large, unwanted surplus in the balance of payments.

In these circumstances most countries have shifted the emphasis in
policy to restraint. The measures taken have been fairly forceful in a few
cases, but it may be said that policy generally seems designed to remove
the inflationary excess without slowing down too much the underlying expansion
in real output. While such a happy result may be attainable, the risks are
more on the side of too mild restraint than of too strong. In particular,
as monetary measures could be more quickly brought to bear on the situation,
there is danger of insufficiently limiting consumer spending by fiscal restraint.

For a country where a severe external deficit has emerged, as in Italy, the
need is that the situation should show improvement without extended delay.
Experience has proved that adequate measures produce prompt results; the
test will be whether there is a quick levelling-off in the rise in imports.
Wage restraint must be an essential element in restoring monetary stability;
in addition, it is evident that the system used in Italy for automatic cost-of-
living adjustments has contributed strongly to the wage-price spiral and
remains an obstacle to monetary stability.

Besides disequilibrium among countries, the Continent's aggregate balance
of payments has been showing increased net capital imports. As circumstances
differ considerably from country to country in this respect, there is no
general prescription for resolving the problem. Recent actions in a few
countries have been helpful, but there is still need for persistent efforts to
make capital-market facilities and conditions more conducive to capital exports.

A welcome gain in the past year has been the rise in export earnings
of the less developed countries, which have benefited from higher demand
and prices for raw materials. This should provide a firmer basis for con-
structive development from these countries' own resources and even better
opportunities for using capital from abroad. None the less, the need for
capital assistance as well as for easier access to markets in the industrial



countries remains great, and it is to be hoped that progress on these matters
can be achieved at the Geneva Conference on Trade and Development. In
a few countries, however, internal policies have generated inflation to
such an extent as to make an excessive balance-of-payments gap a permanent
feature. Under such circumstances a useful rôle for outside assistance is
difficult to find; it is evident that the continuous inflation not only makes
development planning almost impossible but threatens political stability as well.

In the past year serious study has been undertaken of the functioning
of the international monetary system and the possible needs for increased
liquidity. While it is difficult to anticipate the longer-term evolution of the
system, recent experience has highlighted two important points; one is that
co-operation among the monetary authorities can contribute substantially to
maintaining orderly conditions on the exchange markets; the other is that
the disturbances that arise from inflation cannot be resolved by illusions
about liquidity creation but only by acting on inflation itself.

Respectfully submitted,

GABRIEL FERRAS

General Manager.



BALANCE SHEET AND PROFIT AND LOSS ACCOUNT

AS AT 31st MARCH 1964



BALANCE SHEET
ASSETS IN GOLD FRANCS (UNITS OF 0.290 322 5 8 . . .

Gold in bars and coins 2,318,123,181 40.1

Cash on hand and on sight account with banks 47,659,507 o.a

Rediscountable Treasury bills 573,365,062 9.9

Bills and securities cashable on demand 68,831,905 1.2

Time deposits and advances
Not exceeding 3 months 1,173,460,865 20.3

» » » » (gold) 3,405,463 0.1
Between 3 and 6 months 401,826,881 6.9
Between 9 and 12 months 15,419,903 0.3

1,594,113,112

Other bills and securities
Gold

Not exceeding 3 months 146,445,240 2.5
Between 3 and 6 months 88,317,811 1.5
Between 6 and 9 months 42,450,607 0.7
Between 9 and 12 months. 32,158,343 0.6

Currencies
Not exceeding 3 months 450,195,417 7.8
Between 3 and 6 months . . . 252,222,817 4.4
Between 6 and 9 months 20,751,028 0.4
Between 9 and 12 months 9,922,397 0.2
Over 1 year 63,819,930 1.1

1,106,283,590

Miscellaneous assets 1,322,714 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 1.2

5,777,990,295 100

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 receivable (currencies to be delivered) 245,380,187

b, Funds, bills and other securities administered or held by the Bank for account of third parties :
Earmarked gold . . . 1,370,111,521
Bank balances 35,527,862
Bills and other securities 901,062,622

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, 5th May 1964.



AS AT 31st MARCH 1964
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 777. 77. TT 125,000,000

Reserves
Legal Reserve Fund 12,097,859
General Reserve Fund 13,342,650

25 ,440 ,509
Deposits (gold)
Central banks

Between 9 and 12 months 20,670,682
Between 6 and 9 months 20,777,510
Not exceeding 3 months 513,990,491
Sight 1,819,747,478

Other depositors
Not exceeding 3 months 68,890,913
Sight 118,010,389

2,562,087,463
Deposits (currencies)
Central banks

Over 1 year 45,006,175
Between 9 and 12 months 20,572,755
Between 3 and 6 months 411,897,593
Not exceeding 3 months 1,720,223,327
Sight 16,564,092

Other depositors
Between 3 and 6 months 43,475,112
Not exceeding 3 months 522,276,408
Sight 27,454,401

2,807,469,863

Miscellaneous 28,845,427

Profit and Loss Account
Balance brought forward from the financial year ended

31st March 1963 7,629,978
Profit for the financial year ended 31st March 1964 ... 17,517,055

25,147,033
Provision for contingencies 204,000,000

Agreements of 1930

Long-term deposits
Annuity Trust Account deposits of Creditor Governments (see Note 3)
German Government deposit

Own funds employed in execution of the Agreements (see above)

5,777,990,295

152,606,250
76,303,125

228,909,375
68,291,223

297,200,598

2.2

0.4

0.4
0.4
8.9

31.5

7.2
2.0

0.8
0.4
7.7

29.8
0.3

0.7
9.0
0.5

O.S

0.4
3.5

100

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 1953,
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
149,920,380 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 for the financial year ended 31st March 1964, 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 4 CO.



PROFIT AND LOSS ACCOUNT

for the financial year ended 31st March 1964

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 . . . 230,498
Executives and staff — salaries, pension contributions

and travelling expenses 5,535,150
Rent, insurance, heating, electricity 40,496
Renewals and repairs of buildings and equipment . . . so, 113
Office supplies, books, publications, printing 262,058
Telephone, telegraph and postage 166,220
Experts' fees (auditors, interpreters, economists, etc.) 56,168
Cantonal taxation 35,295

Contribution to the Per Jacobsson Foundation . . . 97,696
Miscellaneous 285,258

6,788,952

Less: Amounts recoverable for expenses as Agent of
the Organisation for Economic Co-operation and
Development (European Monetary Agreement) . . . 378,966

The Board of Directors has decided that it is necessary to
transfer
to the provision for depreciation on buildings 400,000
to the provision for exceptional costs of administration 2,000,000
to the provision for contingencies 7,500,000

NET PROFIT for the financial year ended 31st March 1964
Add: Balance brought forward from the preceding year

Total profits available

which the Board of Directors recommends to the Annual General Meeting
called for 8th June 1964 should be dealt with as follows:

Transfer to the Legal Reserve Fund

Dividend of 37.50 gold francs, plus an amount of 42.50 gold francs, which
increases the distribution to 80.— gold francs per share and reduces
the amount of the undeclared cumulative dividend from 241.97 gold
francs to 199.47 gold francs per share

Balance to be carried forward

Gold francs

33,115,350

711,691

33,827,041

6,409,986

27,417,055

9,900,000

17,517,055

7,629,978

2 5 , 1 4 7 , 0 3 3

402,141

16,000,000

8,744,892

25.147,033



BOARD OF DIRECTORS

Dr. M. W. Holtrop, Amsterdam Chairman of the Board of Directors,
President of the Bank

Sir Otto Niemeyer, London Vice-Chairman
Hubert Ansiaux, Brussels
Karl Blessing, Frankfurt a/M.
Dr. Rudolf Brinckmann, Hamburg
Jacques Brunet, Paris
Dr. Guido Carli, Rome
The Earl of Cromer, London
Henri Deroy, Paris
Maurice Frère, Brussels
Dr. Donato Menichella, Rome
Dr. Walter Schwegler, Zurich
Per Asbrink, Stockholm

Alternates
Dr. Paolo Baffi, Rome, or
Prof. Pietro Stopparli, Rome
Bernard Clappier, Paris, or
Julien Koszul, Paris
M. H. Parsons, London, or
R. G. Raw, London
Cecil de Strycker, Brussels

MANAGEMENT

Gabriel Ferras General Manager
F. G. Conolly Manager
Dr. Milton Gilbert Economic Adviser,

Head of the Monetary and
Economic Department

Dr. Antonio d'Aroma Secretary General,
Head of Department

Dr. Hans H. Mandel Head of the Banking Department
D. H. Macdonald Manager
Georges Janson Manager
Henri Guisan Legal Adviser

Georges Royot Assistant Manager
Malcolm Parker Administrative Assistant Manager
Dr. Antonio Rainoni Assistant Manager of the Monetary

and Economic Department
Jan Knap Sub-Manager


