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TWENTY-SIXTH ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle on 11th June 1956.

Gentlemen,

I have the honour to submit herewith the Annual Report of the
Bank for International Settlements for the twenty-sixth financial year, which
began on 1st April 1955 and ended on 31st March 1956. The results of the
year’s business operations are set out in detail in Chapter IX, together with
a general review of the current activities of the Bank and an analysis of
the balance sheet as at 31st March 1956.

The financial year closed with a surplus of 11,642,683 gold francs, of
which 74,125 gold francs has been transferred to the provision for exceptional
costs of administration and 5,500,000 gold francs to the provision for contin-
gencies. The net profit for the year thus amounts to 6,068,558 gold francs.
After the allocation of 5 per cent. to the Legal Reserve Fund and with the
inclusion of the balance brought forward from the preceding year, there is
an amount of 9,752,390 gold francs available.

The Board of Directors recommends that the present General Meeting
should declare a dividend of 24.50 gold francs per share, payable in Swiss
francs in the amount of 35 Swiss francs per share, involving the distribution
of 4,900,000 gold francs, and that the balance of 4,852,390 gold francs should
be carried forward.

The surplus for the previous financial year, ended 31st March 1955,
was 9,356,517 gold francs, of which 1,657,063 gold francs was utilised to
write down the value of the Bank’s buildings to one gold franc, 184,295 gold
francs was transferred to the provision for exceptional costs of administration
and 2,900,000 gold francs to the provision for contingencies. After the
allocation of 5 per cent. to the Legal Reserve Fund and the inclusion of the
balance brought forward, the amount available was 8,187,260 gold francs.



The dividend declared at the last Annual General Meeting was 21 gold francs
per share, payable in the amount of 30 Swiss francs, involving the distribution
of 4,200,000 gold francs, and the balance carried forward was 3,987,260
gold francs.

The surplus for the financial year just closed is thus nearly 2,300,000 gold
francs more than that for the previous year. As last year, the amount paid
to the Bank under the Arrangement dated gth January 1953 with the Federal
Republic of Germany in respect of interest on the funds invested by the
Bank in Germany in execution of the Hague Agreements of 1930 was about
4 million gold francs.

The following table shows the development of the Bank’s active resources
during the last four years.

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

Resources Utilisation
The Actual Credits
Date _ Bank's gold and and
Deposits bl Total Investments | investments Total
funds * e in
gold currencies

in millions of gold francs

1952 31st March . . . . 741 201 942 513 429 942
4089 o 5y, i 1,056 206 1,262 721 541 1,262
1954 ., . ... 1,230 213 1,443 651 792 1,443
1955 ., 4 .. 1,432 218 1,650 680 970 1,650
1956 ., . .. .. 1,483 225 1,688 777 911 1,688

* Including reserve for minor liabilities.

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

The Bank has continued to act as Agent for the Organisation for
European Economic Co-operation in respect of the European Payments Union
and has furthermore agreed to act as Agent for the same Organisation in
connection with the European Monetary Agreement when this Agreement
comes into force upon the termination of the European Payments Union,
as is more fully explained in Chapter VIIIL

In relation to the High Authority of the European Coal and Steel
Community, the Bank, as already mentioned in last year’s Annual Report,
has assumed certain technical functions connected with the execution of the
agreement for a loan of $10o million which the High Authority has concluded
with the U.S. Government, and similar functions have also been assumed
in connection with certain further loans of the High Authority, as is more
fully explained in Chapter IX, section 3.
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Moreover, the Bank has again this year been able to co-operate, in
the financial field, with other international institutions in addition to those
mentioned above, in particular the International Bank for Reconstruction and
Development and the International Monetary Fund.

* *
*

For most countries of the world 1955 was a year of remarkable
achievement, as is shown by the new record levels attained in production
and trade, in employment and standards of living. But in the cir-
cumstances the very speed at which progress took place was a source of
difficulty. Several countries have been faced with sizable deficits in the balance
of payments and nearly everywhere efforts have had to be made to moderate
the boom. Action has usually been taken with great promptitude — a fact
which in itself should be considered as one of the achievements of the year.

In western Europe the increase in the total output of goods and services
(as measured by the rise in the gross national product at constant prices)
amounted to 5 per cent. both in 1953 and 1954, and in 1955 the rate of
expansion rose to approximately 6 per cent. In the United States the recession
that had begun towards the middle of 1953 was overcome by the end of the
following year, with the result that, calculated at constant prices, the gross
national product, which had declined by about 2 per cent. from 1953 to
1954, rose again in 1955 by over 6 per cent. The outstanding element
influencing the world economy in 1955 was the quickening of the already
lively tempo of economic activity in western Europe as a result of strong
impulses emanating from the United States.

It is a notable fact that in recent years industrial output, which
shows greater fluctuations in the course of the business cycle than does the
gross national product, has expanded more steadily in western Europe than

Estimated annual change in gross national product
and in industrial production.

AvaEs 1952 1953 1954 1955
Percentage change over preceding year
Gross national product
(at constant prices)
Western Europe . . . . . . . . .. + 2 + 5 + 5 + 6
United States . . . . . .. .... + 3% + 4% —: 9 + 6
Other countries' . . .. ... .. + 3% + 4 + 4 + 5
Total 1= i + 3 + 4% + 1 + 6
Industrial production?
Western Europe . . . . . . . . .. + 1 + 5 + 10 + 9
United States . . . . .. ... .. + 8 + 8 - 7 + 11
Other countries® . . .. ... .. + 0 + 13 + + 5
Totalid e v e + 2 + 7% + 0 + 10

1 Excluding Albania, Bulgaria. China, Czechoslovakia, eastern Germany, Hungary, North Korea, Poland,
Roumania and the U.S.S.R. ‘2 Including m}ninu but not construction.
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in the United States. In 1955, in a boom of unusual intensity and range,
several western European countries increased their industrial output by
10 per cent. or more. Such high rates of growth are exceptional and are
unlikely to be sustained over a protracted period. Indeed, at the end of 1955
and the beginning of 1956 there were certain signs of a slowing-down of
the expansion to a more normal rate. For one thing, more and more countries
are coming to the end of their resources, especially of manpower, and they
will therefore be dependent in future, except in so far as they succeed in
raising productivity, on the natural increase in the working population and
on such limited immigration as may still occur now that only a very few
countries on either side of the Atlantic have any surplus labour.

It is worth noting that in this new labour situation public opinion in
a number of countries has already become more amenable to the idea of
increased freedom of movement for workers. Arrangements have been
made, for instance, between the northern countries — Denmark, Finland,
Norway and Sweden — not only to abolish all passport requirements for
their citizens travelling from one country to another but also to admit
workers from any of these countries to most kinds of occupations without a
special permit. In other parts of Europe, too, the use of foreign labour is
increasing, this being most conspicuous in Belgium, western Germany and
Switzerland; in the last-mentioned country foreign workers represented by the
beginning of 1956 more than 10 per cent. of the total labour force.

The growth of industrial capacity is, of course, of fundamental im-
portance for a further expansion of output — it has indeed been the leading
factor in the economic transformation of the world for almost two hundred
years. But in any all-round, well-balanced expansion the non-industrial
branches of activity (e.g. housing, transportation and agriculture) must, ob-
viously, also be brought into line and full advantage must be taken, too, of
the opportunities for foreign trade. It has been a significant characteristic of
the post-war economic development in quite a large number of countries
that, in spite of the impressive industrial expansion, other spheres of activity
have not been neglected.

In 1955 the real gross national product of the western European coun-
tries was about 45 per cent. above the pre-war level, as compared with an
increase in population of 15 per cent. — which gives an indication of the
improvement in output per head. The rise in industrial production over the
same period was approximately 70 per cent. This figure does not include
building, which is estimated to have risen by 8o per cent.; if house-building
alone is considered, the Increase is mnearer 100 per cent.

In eleven western European countries taken as a group, the total
number of dwellings completed in 1955 was about 50 per cent.
greater than in 1951 but only 3 per cent. greater than in 1954, as may be
seen from the following table. While a substantial increase was achieved in
some countries (notably France and Italy) in which the figures had previously
been relatively low, there was a distinct slowing-down in building activity



House-building in eleven European countries and the United States.

Number of dwellings completed in
1946-50
A annual 1955
Countries average 1951 1952 1953 1954 pre-
(partly liminary
estimated)
in thousands
Auairlas & i e e 28 31 39 38 41 46
Balglum: 8 s & = e = vt 27 35 33 39 45 45
Denmark . . . . ... .... 17 22 19 21 23 24
ETANCE & 0 e o 0o 0 imn n on pss s 41 77 84 115 162 208
Germany (western) . . . . . . 185 410 443 518 543 541
Ttaly) ra s T il e et s 43 93 116 149 177 220
Netherlands . . . . . . . .. 32 65 57 63 71 61
Norway . . . ... .. ... 16 21 33 35 35 32
Sweden . ... ... .... 50 40 45 52 58 56
Switzerland ., . . . . . . .. 22 29 28 29 36 40
United Kingdom . . . . . .. 168 202 248 327 354 324
Total for eleven countries . . 629 1,025 1,145 1,386 1,545 1,597
Index: 1951 = 100 . . . . . . 61 100 112 135 1571 156
United States:
non-farm dwellings started . 975 1,090 1,125 1,106 1,220 1,330
Index: 1951 = 100 . . . . . . 89 100 7103 101 112 122

in most of the others. The high rate at which building had quite often been
carried on in the immediately preceding years had, of course, reduced the
housing shortage (though it is only too frequently artificially prolonged by
rent control), so that the authorities felt able in many cases — but not
in all — to extend the restrictive credit policy to the building sector, which
makes such heavy demands on manpower and other resources. Given the
high levels already reached in house-building, the checking of further
expansion in this sector will, in several countries, help to make for a more
balanced growth of the economy. In Denmark, the Netherlands, Norway,
Sweden, Switzerland and the United Kingdom there are now more rooms
available per person than ever before in these countries’ history.

In the United States, where housing did not suffer any war damage,
the number of houses completed was g9 per cent. higher in 1955 than it
had been in the previous year, but over the post-war period as a whole
the expansion has been less marked than in western Europe; and early in
1956 there was a certain slackening in building starts for residential purposes,
partly because of a tightening of the terms for mortgage credit and partly
because there is no longer any exceptionally wide gap in that country
between the number of dwellings needed and the available supply.

Another important element in satisfying consumer demand is an adequate
supply of agricultural products.

In North America, i.e. mainly Canada and the United States, the
volume of agricultural output has remained more or less stable during
the post-war years at a level about 40 per cent. above the pre-war figure.
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In western Europe, the performance of the agricultural community has in
some respects been even more remarkable: agricultural output, which at the
end of the war stood at rather less than three-quarters of the pre-war level,
1s now about one-quarter above that level.

Estimated annual increase in agricultural production.

Total

Crop years percentage

Areds increase

1951-52 1952-53 1953-54 1954-55 in relation to

pre-war
Percentage change over preceding year level

Western Europe . . . . . .. + 4% ] + 6 + 1% + 24
North America . . . . . . . . + 3 + & 0 — 4% + 41
Other countries * . . . . . . + 2 + 4% + 2% 0 + 1@
Total* . , , . .. + 2% + 5 + 2% -7 + 27

* Excluding Albania, Bulgaria, China, Czechoslovakia, eastern Germany, Hungary, North Korea, Poland,
Roumania and the U.S.S.R.

Thanks to modern methods, it has been possible to reduce the element
of uncertainty in harvest results and thus to achieve a more even trend of
agricultural output.

In Canada, however, there occurred in 1954 one of the nowadays
rather rare cases of crop failure due to unfavourable weather. But in spite
of this setback North America’s stocks of wheat and some other agricultural
commodities continued to grow In 1955.

In western Europe and North America more calories, and especially
more foodstuffs with a high protein content, are now available per head of
the population than ever before. In western Europe the increase in population
has been more than matched by an expansion in output of agricultural
produce — which is a more favourable development than had been expected.

In some Latin American countries, too, an expansion in food production
has made it possible to improve the feeding standards of the population, and
the same is true of Australia, New Zealand and South Africa. In a number
of other countries statistically included in the western world (e.g. India,
Burma, Indonesia, Egypt, the Philippines and Japan) agricultural output has
also risen, in some cases to a remarkable extent, but as a rule the increase
has been barely sufficient to prevent a decline in the amount available per
head to below the pre-war level.*

* The difficulty with which the industrially under-developed countries are faced in the matter of
food production is not that the agricultural output per unit of cultivated area is seriously low.
On the contrary, in many cases it is already very high — for instance, the Egyptian peasant
manages to extract from an acre of agricultural land the equivalent of twice the output per acre
in Denmark (as is brought out by Professor N. Koestner in the Economic Bulletin of the National
Bank of Egypt, Vol. VI, No. 3, 1953). Compared with Egypt and China, however, the technically
well-developed Danish agricultural sector is not really hampered by shortage of productive land, and
the same obviously applies — with very much greater force — to North America. At the same time
the surplus food produced in, say, North America or the Argentine is difficult to sell, because the
poorer countries have not the effective purchasing power needed to buy it at the prevailing prices,
or, in other words, are not yet in a position to produce sufficient goods at competitive prices which
they could offer in exchange for the food they would like to obtain.



JR— 7 —

Agricultural products are still an important item in foreign trade,
though the considerable post-war increase in western Europe’s own production
of foodstuffs has led to a reduction in the volume of its agricultural imports
as compared with the pre-1939 ‘period. The international exchange of other
commodities, and also of services, has undergone a quite remarkable expansion
in the post-war period. A most important development has been the rapid
growth in shipments of oil, but trade in many other kinds of goods has
also been expanding, with the result that in 1955 the volume of the western
world’s foreign trade was some 60 per cent. greater than it had been before

the war,
Annual increase in world trade.
Volume of exporis.

1
Areas 1953 1954 1955

Percentage change in relation to preceding year

Continental western Europe . . . . . . . .. + 12 + 14 2
Sterlingarea. . . . . . « v v v v s 00 + 4 + 3 + @
North America. . . . . « « « v v v o o v v s + 3 - 3 + 3

Total world frade 2 + 6 + 5 + 8

1 Preliminary.
2 Excluding the trade of Albania, Bulgarla, China, Czechoslovakia, eastern Germany, Hungary, North Korea,
Poland, Roumania and the U. S'S.R

It might be added that the expansion in the volume of world trade
is also borne out by the figures for world shipping tonnage actually employed.

Invisible trade has also been growing. Tourist traffic is everywhere on
the increase: as a result of the rise in earnings and the extension of paid
holidays, the tourist trade is becoming an important service item in national
economies as well as in the balance of payments. In 1955 the expenditure
of American visitors in other countries amounted to more than $1 muilliard,
which is equivalent to about one-tenth of the total value of U.S. imports.
Generally speaking, services of all kinds (except domestic service) are
gaining in importance now that standards of living are rising; and in most
countries of the western world the supply of services has on the whole been
as well catered for over the last ten years as production in other branches.

It is thus possible to conclude that in the economies of the western
world an all-round expansion has taken place in conjunction with the increas-

ing liberation of market forces.

* *
*

Such a violent disturbance of economic life as that caused
by a world war does, of course, interrupt for a time any resump-
tion of a regular business cycle of the kind which was characteristic of
the relatively peaceful pre-1914 period. Looking back over the years which
have passed since the end of the war in 1945, one finds that in the first
half of that period the business trend in most countries of the western world
was conditioned not so much by the usual cyclical influences as by the
extraordinary task of reconstruction, consisting mainly in the replacement of
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dwellings, plant and equipment destroyed or damaged during the war years,
and, in general, by the intense demand for goods and services which had
been more or less unobtainable during the war itself. The strength of this
demand was partly due to the fact that the methods adopted for financing
the war had left the private economy in many countries in a state of excessive
liquidity in relation to the existing level of prices. But these forces gradually
spent themselves and by the first half of 1950 a new equilibrium was in
sight. This process of normalisation was, however, brusquely interrupted by
the outbreak of the Korean conflict in the summer of 1950. Again the
business trend came to be mainly determined by extraneous forces, the
most important of which was the increase in government expenditure for
armament purposes. After it had been found possible, partly thanks to the
adoption of flexible monetary policies, to arrest — and even to reverse —
the upward movement of prices, there followed a period of four years in
which the general level of wholesale prices on the world markets remained
remarkably stable and in which as a result the more normal forces of eco-
nomic life were able to come into their own again.

International commodity prices.
Semi-monthly indexes: June 1950= 100.
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Indeed, the upswing in business which got under way in western Europe
in the course of 1953 and about a year later in the United States seems
to have conformed very much to the classical pattern of a business
boom, having been characterised, in particular, by more intensive financing
activity and a cumulative increase in fixed-capital investment and the pro-
duction of other durable goods.

One of the main objects of the extensive examination undertaken by
economists in a number of countries of the statistical data for the pre-19i4
and inter-war periods has been to discover what are the recurrent features
of the business cycle. In the study ‘Prosperity and Depression” (first
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published in 1937) made for the League of Nations by Professor Gottfried
Haberler the conclusion is reached that there are -— probably without
exception — two features that can be observed in every cycle. These are:

(1) in the first place, a high degree of parallelism between production and
monetary demand — which is almost self-evident, since in the upswing
all the goods produced are sold without difficulty, while in the
downswing production begins to lag as demand declines;

(1) in the second place, wide fluctuations in the rate of production of
capital goods, especially fixed capital equipment." This is a feature
which was emphasised by Gustav Cassel and Arthur Spiethoff well
before 1914 and has been confirmed by later experience. In the upswing
of the business cycle there is not only an increase in production of
capital goods but generally also an increase in the output of consumer
goods, although this is proportionately less great.’

It is consistent with these observations that in the United States
the year 1955 and the early months of 1956 witnessed an increasingly rapid
expansion in the volume of gross private domestic investment. An increase
in residential (non-farm) construction had already begun in the spring of
1954 and it continued well into the following year. The total of fixed business
mvestment — which is obtained by adding the amount of new construction
for other than residential (non-farm) purposes, i.e. the amount spent on
building factories, commercial premises, etc., to the value of the output of
producers’ durable equipment (machinery, etc.) — rose by no less than 13
per cent. from the fourth quarter of 1954 to the corresponding quarter of
the following year, while in the same period the total of personal consumption,
although considerable in absolute figures, increased by 7 per cent. Thus there
gradually developed the typical situation in which a rise in demand for
investment goods creates the need for larger supplies of steel, cement, etc.
and thus for further investment in fixed capital, mainly for the extension of
production of these basic materials.

Though a comparison of the figures for the two full years 1954 and
1955 (see the table on the next page) does not reveal such a striking contrast
in the trend of capital investment as does that of the figures for the fourth
quarters of the two years, it is illuminating in other ways, showing, in
particular, the net reduction which has occurred in the last two years in
government purchases of goods and services.

The recovery in the U.S. gross national product in 1955 after its decline
in 1954 appears to have been a cyclical upswing brought about in part by
the rising demand of a growing population and the very profitable utilisation

! The production of certain other kinds of capital goods, particularly dwelling-houses, is subject
to fluctuations which do not always correspond to those of the ordinary business cycle.

* To draw attention to the recurrent features of the business cycle does not, of course, imply
unawareness of the many individual traits which such cycles have been observed to display in the past.
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United States:
Gross national product and expenditure at constant prices.

Pel;.lcentage
1952 1953 1954 1955 change
Items fFom
in milliards of dollars at 1955 prices 1854 to 1855
Expenditure on personal consumption 223.4 233.4 237.3 252.3 + 6.3
Government purchases of goods and
SOrviCOS « ¢ « v & o s & v = 1 8w w4 s 81.4 89.6 79.7 75.9 — 4.8
Gross fixed private domestic investment |
New residential (non-farm) construction . . 11.6 12.2 13.9 16.6 + 19.4
Other new construction . . . . . ... .. 13.8 14.5 14.7 15.8 4+ 7.5
Producers' durable equipment. . . . . . . 24.3 25.3 22.9 23.8 + 3.9
Net change in business inventories . . 2.6 1.2 — 3.4 3.2
Net foreign investment. . ., . . . . . .. 0.3 — 1.9 — 0.1 — 0.4
Gross national product . 357.5 374.3 365.4 387.2 + 6.0

of technical innovations. The turn in the trend occurred, moreover, under
propitious monetary conditions which permitted an expansion in the volume
of credit.

In the western European economies the task of reconstruction,
although it cannot be said to have been fully completed during the first
five years of the post-war period, was after that no longer the principal
factor influencing economic events. Once the Korea crisis had been over-
come, therefore, economic developments took a more normal course. By 1953
it was possible to discern signs of the beginning of what might be termed
a cyclical upswing in the volume of output of producers’ durable equipment
and in the construction of business premises and plant, after the decline
which had occurred from 1951 to 1952. This may be seen from the table on
the next page, which is based on an interesting compilation of data appearing
in the Seventh Report of the O.E.E.C.

In the course of the general recovery from 1952 to 1953 private
consumption in the O.E.E.C. countries rose by 5 per cent., while total
fixed-capital formation increased by as much as 81, per cent. — or, if
residential construction is left out of account, since it may be said to have
been largely dependent on official financing, by 7 per cent. — an increase
which was in part the reflection of the continued strong demand for European
goods in other continents. It has, indeed, been a characteristic of the whole
post-war period that there has been no real slackening of demand on world
markets — a state of affairs which, with the exception of only a few
types of products, in particular certain agricultural commodities, has made
it possible for countries with goods for export to dispose of them without
difficulty.

In explaining the fluctuations in business activity which took place
following the outbreak of the Korean conflict it is necessary to make full
allowance for the influence exerted by monetary policy. Reference has
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O.E.E.C. countries: Aggregate gross national product
and expenditure at constant prices.

1951 1952 1953 1954 1955 | Percentage
Hemis change
— from 1954
in milliards of U.S. dollars to 1955
at 1951 prices and exchange rates
1. Private consumption. . . . . . 109.3 112.0 117.6 123.2 130.7 + 6.7
2, Public consumption . . . . .. 23.5 26.2 26.9 27.0 27.4 4+ 1.5
3. Gross domestic fixed-capital
formation . . . . . . ... ..
Residential construction. . . . 5.4 6.1 7.0 8.0 8.3 + 3.8
Other construction . . . . . . 7.1 7.0 7.6 8.0 9.0 + 12.5
Producers’ durable equipment. 13.8 13.5 14.3 15.5 17.1 + 10.3
Sub-total 26.3 26.6 28.9 31.5 34.4 + 9.2
4, Increase in stocks . . . . . . . 4.8 2.1 1.8 2.3 2.9 + 31.8
5. Exports of goods and services 24.0 24.3 26.0 29.0 31.2 + 7.6
Less: Imports of goods and services 25.5 25.6 27.2 29.8 32.5 + 9.1
Gross national product at
market prices . . . « « v« .« 162.4 165.6 174.0 183.2 194.1 + 5.9

Note: This Is the first time that the O.E.E.C. annual report has given figures for aggregate gross domestic
fixed-capital formation in the member countries. It Is specially noted in the report that the values in national
currencies as converted into dollars at 1951 exchange rates probably substantially undersiate the real magnitude
of the European gross national product as compared with the national product and expenditure of the
United States.

already been made (on page 8) to the stricter monetary policies pursued
in the period from the autumn of 1950 to the first half of 1952, which
helped to bring down prices from the peaks they had reached in the spring
of 1951, so that in the following year they settled down again some 10 per
cent. above the pre-Korea level. Once this down-turn had started it became
possible to reintroduce easier monetary policies, and official discount rates
were reduced in a number of countries. The demand for credit became
on the whole more normal; and the fact that the gold and dollar reserves
were on the increase in almost every western European country, together
with the price stability that had been achieved, helped to strengthen monetary
confidence and stimulate the flow of savings. This happened at a time
when there were still ample opportunities for investment and when the rate
of economic expansion was therefore essentially dependent upon the volume of
genuine savings at the disposal of each individual country. It was particularly
fortunate that there was a growth in savings, since this was also the time
when Marshall aid receipts were coming to an end.

0O.E.E.C. countries: Gross and net savings and national product.

Gr.oss Net Gross Net Gross savings | Net savings
national national savings savings as percentage | as percentage
Year product product g g of gross of netl
In milliards of U.S. dollars national neflona
at current market prices product product
1954 201 182 40 21 20 12
1955 215 196 45 25 21 13




The economic expansion in the western European countries was so
vigorous that it continued unabated in 1954 notwithstanding the simultaneous
recession in the United States and Canada. In some of the European
countries, however, there arose the danger that the rate of expansion would
place too heavy a burden on their resources and thus cause a deficit in
the balance of payments. The Scandinavian countries soon encountered
difficulties. The first among them to take corrective measures was Denmark;
in the summer of 1954 the official discount rate was raised from 4% to
5% per cent., an example which was followed by Sweden, which increased
its rate from 23} to 33, per cent. in the spring of the following year;
at the same time certain other measures — mainly of a fiscal nature —
were taken by these countries. None of the countries faced with balance-of-
payments difficulties limited their action to making changes in interest rates,
but if attention is concentrated for the moment on this aspect alone it is
found that early in 1955 the Bank of England raised its rate in two stages,
first from 3 to 3% per cent. and then to 4% per cent., and that at about
the same time the Bank of Norway increased its discount rate from 2145 to
315 per cent.,, this being the first change in the official discount rate of
that country since the beginning of 1946. In May 1955 the Austrian National
Bank, partly in view of the new situation created by the restoration of
the country’s independence, raised its discount rate from 3% to 4% per
cent. (a step which was followed by a further increase to 5 per cent. in
November of the same year). Mainly owing to balance-of-payments difficulties
the Central Bank of Turkey raised its discount rate from 3 to 4% per cent.
in June 1955, after having left it unchanged since February 1951, when it
was lowered from 4 to 3 per cent. Overseas, Canada and New Zealand,
likewise beset by balance-of-payments difficulties, have also increased their
official discount rates. These various changes in discount rates are indicative,
in particular, of the timing of the monetary action in the different countries,
but the scope of the measures taken was in fact much broader.

The internal problems facing these various countries were reflected in
the decline in their monetary reserves, which in itself added to the effective-
ness of their credit policy. For when amounts in the national currency were
paid in to the monetary authorities for the purpose of acquiring the foreign
exchange needed to pay for an increased amount of imports, this tended
to bring about a contraction in the volume of credit; and steps could then
be taken to keep credit conditions tight and so to prevent the effects of
such a contraction from being nulliied through a fresh extension of credit
in response to private or public demand.

In the period under review, however, it was not only in the countries
which were confronted with balance-of-payments difficulties that monetary
measures were taken. As the boom became more intense on both sides of
the Atlantic, even those countries which had a surplus in their
balance of payments (e.g. Belgium, western Germany, the Netherlands
and Switzerland) thought it advisable to take action to moderate the



upward swing. In the United States, too, the authorities introduced a
mild change in the degree of credit ease late in 1954, while in the following
period of continued boom a variety of steps were taken, including the raising
of the Federal Reserve discount rate to 23} per cent. in April 1956 —
the fifth increase in that rate within a year.

United Kingdom and United States: Official discount rates.
In percentages.
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In western Germany, notwithstanding the continuous surpluses in
the balance of payments, interest rates were increased and other measures
taken to restrict credit. Thus the Bank deutscher Linder raised its discount
rate from 3 to 3% per cent. in August 1955, this step being accompanied
by a stiffening of the minimum reserve requirements for the commercial
banks and other credit institutions; market rates, however, continued to rise
and in order to keep in line with them the Bank deutscher Linder
raised its discount rate once more in March 1956, this time from 3% to
4% per cent., and yet again in May 1956, to 5% per cent. In August
1955, mainly as a precautionary signal, the National Bank of Belgium
raised its discount rate from 2%} to 3 per cent., and in February 1956 the
Nederlandsche Bank increased its rate from 2% to 3 per cent., this measure
being intended, inter alia, to serve as a warning against too rapid a rise in
prices, wages, etc.

Although during the period under review conditions in the various
countries, and also the measures taken to deal with them, differed consider-
ably, it is nevertheless possible to enumerate certain aims of economic
and financial policy which were common to the majority of countries:

(i) In the first place, they were anxious to ensure the stability of the pur-
chasing power of their respective currencies. In a few countries in
which prices were still on the low side in 1953-54 (owing, in certain cases,
to the after-effects of the 1949 devaluations) some belated price increases
were almost bound to occur during the boom; but, as far as the average
level of world-market prices is concerned, the more restrictive credit policies
generally introduced in 1955 have certainly helped to maintain the relatively
high degree of monetary stability which is reflected by various indexes of
sensitive commodity prices. Moreover, it was partly in order to keep down
the level of internal prices by exposing domestic producers to greater foreign
competition that steps were taken by a number of countries to raise the
degree of their trade liberalisation,
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(iii)

In the second place, the authorities wished to prevent the boom from
becoming so intense as to make it likely that it would be followed
by a sharp setback. For this reason special measures were taken to
discourage speculative excesses, especially in the use of credit. As was
pointed out in the Economic Report of the President of the United States,
which was submitted to Congress in January 1956, prompt and resolute action
“to contain undue expansion requires courage and a willingness to focus on
the less apparent and the longer-term interests of the economy’’. But the
Report recognises that measures of monetary and fiscal restraint are never
accepted without protest:

“To each participant in the economic process a shortage of
credit may appear as a restriction on his own opportunities. But the
basic shortage under conditions of high prosperity is on the side of
physical resources, not on the side of money or credit. If credit on
easy terms were available to everyone at a time when the economy is
already working close to capacity, the consequence would be a scramble
for limited resources and a cumulative bidding-up of prices. If taxes
were simultaneously reduced, this inflationary process would only be
speeded up. A government that sought to prolong prosperity by
such devices would be taking a road that all too often has ended in
disaster.”

In the third place, the authorities have all along aimed at attaining these
two goals without impairing the dynamic forces of the economy,
as has been shown by the very form their action has taken:

(a) In the field of foreign trade, there has been no resort to quantitative import
restrictions. Thus, even though the balance of payments of several countries
showed a considerable deterioration in 1955, no member of the O.E.E.C.
went back on the percentage of trade liberalisation already attained. On the
contrary, at a meeting of the Ministerial Council of the O.E.E.C. in February
1956 a directive was given to the Organisation to continue its work of
reducing the field of application of import quotas. It is now widely realised
that the danger of retaliation has to be reckoned with and — even more
important — that quantitative import restrictions do not attack the causes
of balance-of-payments difficulties. If domestic demand remains at too high
a level, cuts in imports are certain to cause the excess purchasing power
to be used for the acquisition of domestic goods, thus leaving less goods
available for export, so that there will continue to be a deficit in the balance
of payments. To quote from a speech made by Sir Edward Boyle, the
Economic Secretary to the Treasury, in the House of Commons on
21st February 1956:

“Import controls cannot in any case be a substitute for internal
measures when one has inflation ‘due to excess of total demand. If
one were to reimpose import controls in order to give relief to our
balance of payments, it would become more important and not less
important to balance those controls by disinflationary measures at

home."”

(b) In the domestic field, too, governments have sought to avoid direct controls,
and have preferred measures of a general character. Administrative control
over investment is notoriously difficult to operate efficiently, and there has
been a growing tendency to allow business men to do their own planning,
the authorities confining themselves to controlling, by means of monetary
and fiscal policy, the overall credit situation, in addition, of course, to



managing their own business and financing activities. There have been signs
during the past year that governments are now more prepared to act in
this way, instead of attempting to exercise direct control over the private
economy. A policy of credit restraint naturally also causes some difficulties
for business men but, as has been proved by the experience of western
Germany and some other countries, increased interest rates are in no way
an insuperable obstacle to the attainment of a high level of investment. In
view of the dependence of investment activity on the volume of genuine
savings available, especially at a time of brisk business, an increase in interest
rates, by encouraging an expansion in the flow of savings — mainly through
maintaining confidence in the currency — will, over a period of years, often
enable a larger amount of investment to be carried out than would otherwise
be the case.

An important factor in this connection has been that those countries
which were the first after the war to apply flexible monetary policies seemed
to derive great benefit therefrom, having been able not only to rid themselves
of bottlenecks and distortions but also to achieve a relatively stable price
level. These were telling examples that served to reinforce the more theoretical
arguments in favour of a break with the monetary practices which had been
inherited from the depression in the 1930s and from the war. The effects
of restrictive monetary and fiscal policies will not, of course, always be
pleasant, but the result is likely to be a better orientation and balancing
of production than would be achieved by alternative methods of intervention,
which are frequently based on other than economic considerations. Even those
sectors which are forced thereby to curtail their investments are likely, by
the very fact of this limitation, to be spared the difficulties — resulting
from an excessively one-sided expansion — which have often arisen when
no brake has been put on the provision of credit. The return to a market
economy has brought so many advantages in the way of simplification,
orderly business conditions and freedom of choice in the fields in which
the law of supply and demand has been allowed to operate that the
authorities naturally hesitate to go back on liberalisation, in the widest sense
of the term.

The policies pursued by the various countries will be judged by
whether they succeed in preventing an excessive expansion of credit, both in
the private and the public sector, while still allowing the unhindered develop-
ment of investment financed by genuine savings. In the countries of western
Europe, for which foreign trade is of great importance, much attention 1is
paid to the very close connection between internal and external economic
developments, and the policies which are adopted in order to arrest a rise
in domestic prices may also be expected to help to restore equilibrium in
the balance of payments. In the United States there is, from a purely
domestic point of view, less need for concern about balance-of-payments
equilibrium than is the case in Europe. But in America the potential reper-
cussions of domestic events on other countries are being increasingly recog-
nised and taken into account in the framing of policies. Furthermore, the
absence of large and stable markets abroad and the recurrence of balance-
of-payments crises in other countries may complicate the task of maintaining
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stability in the United States itself. For the rest of the world, the success
achieved by the United States in evening out cyclical and other fluctua-
tions at home and in expanding external trade is a matter of the greatest
moment.

The 1953-54 recession in the United States was very mild in
character, one of its most prominent features being a sizable shift from
net inventory accumulation to net liquidation. While there was a reduction
in Federal defence outlays, consumer expenditure was well maintained,
and fixed capital investment declined by only a small amount. The high
rate of investment in the face of weakening aggregate demand may be
taken as partial evidence that business firms, far from losing confidence
because of temporary adverse tendencies, have been increasingly acting upon
long-term plans based on the expectation of a buoyant growth trend in the
U.S. economy. Moreover, the ensuing recovery was facilitated by a combina-
tion of other favourable circumstances, such as the uninterrupted expansion
in western Europe, the continued strong demand for housing throughout
the United States and a belated upward adjustment of stock-exchange values,
bringing them more into line with money values, which had, been inflated
at an earlier stage.

Measures of general policy also contributed effectively to the speedy
recovery. While in some sectors progressive rationalisation at practically
unchanged wage rates helped to reduce production costs, consumer expenditure
was sustained by the action of the “built-in stabilisers”,* reinforced by a
reduction in personal taxation. At the same time the easier monetary policy,
by making credit more readily available at a lower cost, provided a stimulus
not only to investment — particularly in the field of housing — but also
to expenditure by local authorities and to private spending on durable
consumer goods, purchases of which are nowadays to a large extent financed
by instalment credit.

United States:
Gross private expenditure on durable goods.

Items 1954 1955 Percentage
- change
in milliards of dollars

Durable goods used by consumers
Consumer durables (motor-cars, refrigerators, etc.) . . . . 29.3 35.3 + 20.5
Investment in non-farm housing. . . . . . . .. ... .. 13.5 16.6 4+ 23.0
TR v o oiv v 2 ez 0 a 42.8 51.9 + 21.3

Durable goods used by producers
Investment in producers' durable equipment . . . . . . . 22.3 23.8 + 6.7
Investment in construction (non-residential) . . . . . . . . 14.3 15.8 + 10.5
Tolal &+ oov v v v 36.6 39.6 + 8.2
Grand total . . . . . . 79.4 91.5 + 15.2

-

See the Twenty-fiftth Annual Report, pp. 14 and 15.



The demand for durable goods used by consumers, in the widest
sense of the term (i.e. including houses as well as motor-cars, refrigerators, etc.),
amounted in 1955 to $51.9 milliard, compared with the total of $39.6 mil-
liard representing gross fixed business investment in the form of purchases
of producers’ durable equipment and non-residential construction
(mainly factories and business premises). The more detailed figures in the
table on the preceding page illustrate the relative importance of these
various categories of demand and show the changes that occurred between

1954 and 1955.

During 1955 new credit played, in varying degrees, an important part
in the financing of each of the categories of expenditure shown in the
table. An impression of the significance of consumer instalment credit
may be gained from the fact that in 1955 new consumer credit extended
totalled $37.2 milliard and repayments $31.7 milliard, the resultant net
increase of $5.4 milliard raising the total outstanding by 24 per cent. to
$27.9 milliard by the end of the year. As for expenditure on residential
housing, by far the greater part of it was financed in 1955 by mew credit,
as is indicated by the increase in the outstanding amount of mortgage credit
in respect of one-to-four-family (non-farm) houses by $12.7 milliard, or
17 per cent., to a total of $88.4 milliard. New non-residential construction,
on the other hand, tends to be financed to a much smaller extent by
mortgage loans, depending instead more upon internal financing and the
raising of capital by security issues. Accommodation from credit institutions
is also of relatively minor importance in the financing of gross investment
in producers’ durable equipment, which is customarily covered to a great
extent by depreciation allowances and profits retained out of current income.

Account has also to be taken of other factors which may affect financing
requirements. In the United States an additional amount of new credit
totalling $16.3 milliard was required by corporate industry in 1955 as a
result of a large expansion of accounts receivable, the need for a sizable
addition to liquid working capital and the major shift from net inventory
liquidation to net accumulation. According to the annual report for 1055
of the Federal Reserve Bank of New York, the total volume of capital and
credit financing in that year amounted to $37.0 milliard, compared with
$25.9 milliard in 1954 and $27.4 milliard in 1953 (see table on the next page).
If to this sum are added the total internal funds employed by corporate in-
dustry — in 1955 depreciation allowances and undistributed profits amounted
to $24.0 milliard — the resulting figure (over $60 milliard) gives a very rough
impression of the order of magnitude of the total additional financial resources
needed in 1955 by industry for investment and by the public for purchases
of durable consumer goods, including houses.®

* This total also includes the net new finance required by state and local authorities, which in
1955 totalled $5.1 milliard. The aggregate expenditure of state and local authorities — which
amounted to some $30 milliard by 1955 — has steadily risen throughout the post-war period, largely
as a result of the pressing need for new highways, schools, and hospitals.



United.States: New capital and credit financing.

1953 1954 1955
Items
in_milliards of dollars
Loans by commercial banks . . . . . . . . . 3.4 3.0 12.0
Mortgageicredit'. . . v w o sinoe e an e s 9.9 12.5 16.4
Cither finaAncing Winii i o e @ b i oom s 14.1 10.4 8.6
Total new capital and credit financing 27.4 25.9 37.0

It will be seen from the above table that the large increase in new
capital and credit financing in 1955 was due in part to the growth in the

volume of new mortgage credit — reflecting to some extent a continued
upward trend in the flow of savings through life-insurance companies and
other specialised financial institutions — but even more to the very substantial

expansion in the volume of new bank credit. In this connection, the réle of
the monetary authorities (in the words of the annual report of the
Federal Reserve Bank of New York) was “to permit the credit expansion
required for economic recovery and growth, while at the same time forestalling
excessive expansion. As the year progressed, a gradually evolving policy of
restraint was made effective by so conducting open-market operations that a
large part of member-bank demand for reserve funds was met through borrowing
from Federal Reserve Banks. Reinforcing this policy of restraint, Reserve Bank
discount rates were raised in successive steps from 1% to 2% per cent.”

United States:
Federal Reserve Banks — Selected assets and liabijlities.

Assets Liabilities
e Total
.S. assets Deposits
End ‘;]f Gold Discounts | Govern- or Federal 2
mont certifi- Cash and ment liabilities | Reserve | member-
cates * advances secu- notes bank other
rities reserves

in millions of dollars

1953 June., . .| 21,286 477 64 24,746 50,243 25,831 19,561 835
December | 21,354 586 28 25916 52,315 26,558 20,160 1,262
1954 June. . .| 21,239 503 37 25,037 50,759 25,588 19,011 1,796
December | 21,033 614 143 24,932 50,872 26,253 18,876 1,495
1955 June. . . 20,994 512 128 23,607 49,666 25,868 18,066 1,202
December | 21,009 685 108 24,785 52,340 26,921 19,005 1,350
1956 March . .| 21,036 681 872 23,636 50,822 26,098 18,799 1,511

* Including redemption fund for Federal Reserve notes.

The Federal Reserve System’s open-market operations, besides in-
volving alternate injections and withdrawals of reserve funds to offset seasonal
or other temporary strains or relaxations, had the effect of gradually bringing
pressure to bear upon the reserve positions of the commercial banks. While
such transactions resulted in a net decline during 1955 of only $147 million
in the System’s holdings of government securities, this small figure does not
fully reflect the fundamental importance of the part played by open-market
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United States: Member-bank reserve positions.* p £ 3 g g
Monthly averages of daily figures, in millions of dollars. reins of credit control as the

1000 1000 economy moved during the
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output. For, against this back-
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to sell large amounts of their
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It is the recognised practice of the commercial banks in the United States
to avoid continuous borrowing from the Federal Reserve System, and the
System itself, not wishing to have its funds permanently involved in financing
the credit operations of individual banks, encourages this custom. This
fact, together with the restraint imposed by open-market policy, left the
banks with little alternative, if they wished to expand their lending
operations, but to sell securities (mainly government paper) to non-bank
investors. Since the demand for bank loans at the relatively favourable rates
of interest was very strong, the banks did in fact dispose of large amounts
of their security holdings, making net sales of $7 milliard, in contrast to
their net purchases of some $7.2 milliard during 1954.

Thanks to these sales of securities, the net extension of bank credit,
as measured by the total of bank loans and investments, came to only
$5 milliard in 1955, which is less than one-half of what it had been in

U.S. commercial banks: Change in earning assets and deposits.

Investments Total loans Demand Time
Loans n and deposits deposits
Year securities investments (adjusted) P
in milliards of dollars
i
1952 4+ 6.4 + 2.6 + 9.0 + 3.3 + 29
1953 + 3.4 4+ 0.6 + 4.0 + 0.9 + 3.0
1954 + 3.0 = T2 + 10.2 + 4.1 + 3.2
1955 + 12.0 — 7.0 + b.0 + 3.4 + 1.5




the previous year. And the money supply — ie. demand deposits (adjusted)
plus notes and coins outside the banks — rose by $3.8 milliard, or 2.8 per
cent. from the end of 1954 to the end of 1955, compared with a growth
of 8.2 per cent. in the gross national product from the fourth quarter of
1954 to the fourth quarter of 1955.

The greater part of the securities sold by the commercial banks were
bought not by financial institutions (insurance companies, savings banks, etc.)
but by other non-bank investors — mainly business firms and individuals.
While personal saving declined somewhat between 1954 and 1955, corporate
business firms are reported to have added substantially to their holdings of
government securities. Since part of the purchases were made from already
existing balances, in addition to the part financed out of current earnings,
they led to a more active use of previously idle funds. This development is
confirmed by the substantial increase during the year in the rapidity with
which money changed hands, as evidenced by the 6 per cent. rise from
1954 to 1955 in the rate of turnover of demand deposits in reporting cities
other than New York.

While a certain significance attaches to the fact that the banks’ sales
of securities in 1955 activated previously idle balances, it must, on the
other hand, be noted that the funds used for the purchase of these securities
were thenceforth tied up and, moreover, that these sales were of such a
nature as to keep down the increase in the money supply — and this,
when it is remembered that the process of activation tends to become self-
limiting, is in itself important. The sales not only brought about a decline
in the quotations for government securities, which made the banks less
willing to go on selling, but, combined with the granting of loans, they
also led to a reduction in the banks’ liquidity. The banks had increas-
ingly to turn to the Federal Reserve for accommodation, which helped to
strengthen the influence of the System over the credit volume. This, together
with the banks’ reluctance to sell additional securities, meant that they
had to exercise more restraint in their granting of fresh credit (see also

Chapter II).

While general measures of credit policy have occupied a strategic position
in the efforts made in the United States to moderate the boom, other methods
have also been employed.

(1) The budget for the year July 1955 to June 1956 promises to register a
small cash surplus, a result which has been facilitated by the postponement
of certain tax reductions that had been scheduled to take effect already
on 1st April 1955. But as far as the public-debt structure was concerned,
the maturity distribution of outstanding marketable debt did not change
appreciably during the calendar year 1955.

(i) The use of credit for the purchase of stock-exchange securities was
restrained by the Federal Reserve authorities by means of an increase in the
cash-margin requirements in respect of loans for such purchases from 50 to
60 per cent. in January 1955 and a further increase to 70 per cent. in the
following April.
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(iii) In the field of housing credit, the official agencies concerned took several
measures during 1955 which together had the effect of slightly shortening the
maximum maturity of mortgage loans and increasing the required down-
payments. Owing, however, to a steady decline in the number of housing
starts during the vyear, the authorities somewhat relaxed the terms again
early in 1956.%

(iv) Finally, the stockpiling programme was adjusted during the year, within
limits permitted by the law, inorder to avoid putting a strain on the markets,
one of the measures taken being the diversion to industrial use of certain
quantities of copper and some other metals under contract for delivery to
the government.

Moral suasion also played a réle. During 1955 savings institutions not
only obtained large advances from Federal Home Loan Banks but also resorted
increasingly to the practice of supplementing their supply of funds by the
‘“warehousing” of mortgages with commercial banks — an arrangement which,
because it tended to bring short-term credit into long-term financing, was
actively discouraged by the Federal Reserve authorities. As was pointed out by
Mr Allan Sproul, the President of the Federal Reserve Bank of New York,
commercial bank credit can serve a useful purpose in interim financing of home
construction, and in helping to moderate seasonal differences between the flow of
mortgages and the flow of savings. It should not be a source of longer-term
mortgage financing, except for the investment of savings deposits.

Moral suasion was exerted, too, in regard to consumer instalment
credit. Although in 1955 many lenders in this field began to stiffen their terms,
maturities and down-payments generally remained very liberal compared with those
of previous years. The increase in the volume of instalment credit was very
rapid in 1955 and no less than three-fifths of the total outstanding seems to
have been obtained directly or indirectly from commercial banks. Concern has been
felt not so much about the actual level reached as about the effects of variations
in the volume of this form of credit. It is feared, in particular, that acceleration
and deceleration in the growth of consumer instalment credit may accentuate
economic instability by causing marked swings in production and employment in
the durable-consumer-goods industries, The powers of the Board of Governors of
the Federal Reserve System to exercise control over the terms of consumer credit
lapsed in 1952, but the President’s Economic Report of January 1956 contains a
recommendation that Congress should study the advisability of restoring the autho-
rities’ powers.

A pertinent argument in the discussion of this question has been that a
general credit squeeze, in order to have an effect on such a profitable and
safe activity as the granting of instalment credit, might have to be made more
stringent than would be necessary if special powers of control were available.
In particular, the impact of a general credit squeeze falls disproportionately upon
the commercial banks, while leaving specialised consumer-financing institutions
greater scope for unchecked action. The regulation of instalment credit is no
doubt administratively troublesome and it tends unavoidably to discriminate against
certain types of expenditure, but there is the overriding consideration that, for

* At the end of 1935, the amount of mortgage debt outstanding reached a total of $130 milliard,
of which only $9.r milliard was in respect of farm properties and $120.9 milliard in respect of
other properties. At the end of 1945, the total mortgage debt was $35.5 milliard; it had risen to
$72.8 milliard by the end of 1950 and to $130 milliard, as just mentioned, by the end of 1955.
At that date the government-underwritten debt in respect of one-to-four-family houses amounted
to $38.0 milliard. Annual contractual and voluntary repayments of mortgage debt on such houses
totalled $15 milliard in 1955.



United States: Consumer credit outstanding.
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the proper functioning of a free economy, much depends upon the effectiveness
of monetary policy, particularly in crucial sectors — such as the building industry,
the stock exchange and the durable-consumer-goods trades — which cannot
easily be reached through general credit controls.

During 1955, in the absence of such regulatory powers, the Administration
and the Federal Reserve held consultations with institutions operating in the field
of consumer credit at which they emphasised the need for greater moderation in
the present boom. While in the early months of 1956 it seemed at one time
that a certain slackening of business was imminent, by the month of March a
fresh buoyancy was observable in several — though not all — sectors. There
were in particular renewed strong demands for credit, especially in connection with
business investments, and this development was accompanied by a stiffening of
market rates.*

In assessing the impact of the measures adopted in the
United States during the past year, it is worth noting first of all that
the growth in the money supply, as already mentioned, was limited to
2.8 per cent. despite a much larger rise in the gross national product.
This restraint undoubtedly contributed to the stability of the overall level
of commodity prices which has characterised the present boom period,
although it is true that this stability has been the net result of divergent
trends, since a rise in industrial commodity prices was counterbalanced by
a decline in the prices of agricultural products. From December 1954 to
December 1955 industrial commodity prices increased by about 4 per cent.,
the greater part of the rise having taken place, however, in the second half of

* According to a joint survey made by the Department of Commerce and the Securities and
Exchange Commission, the results of which became available in March 1956, business outlay for
plant and equipment in the sector covered by the survey will amount in 1956 to $34.9 milliard,
which is 22 per cent. above the previous record level of $28.7 milliard reached in 1935.



the year. This increase — reflecting the strength of the boom on both sides
of the Atlantic — has not affected the cost of living, which has been
remarkably stable since the middle of 1952.

linited Stafes: Moreover, since the first h?fllf
Average hourly earnings of workers of 1953, when activity reached its
in manufacturing industries.* previous peak, average hourly earn-
= Excloding ings (excluding overtime) do not
ross . .
Month overtime seem to have risen any faster than
in dollars L

product1v1ty per man-hour. Nor can

1953 dune. . . . . . .. 17T 1.70

September . . . . . 1.79 1.73
December . . . . . 1.80 1.74 * In gross hourly earnings are included earnings
on work in excess of 40 hours a week, which is
1954 March . . . . . .. 1.79 1.75 paid at 1! times the straight time rates. To meet
JUNO.S o ls 5 e s 1.81 1.76 the need f?l’l data on stracilght ﬁmhe earnlngsltlwgiﬁ:h
approximately correspond to what are called in
September . . . . . 1.81 1.76 several countries the '‘wage rates') allowance
December . . . . . 1.83 1.77 has been made in the figures in the last column
of the table for overtime pay, but not for other
1955 March . . . . . . . 1.85 1.79 premium payments, e.g. those for holiday
June., . .. ... 1.87 1.80 work and late shift work and special rates other
September 1.00 1.83 than overtime rates. The changes during 1954 in
ERSTIDOUT RN : : these other premium Fayments were not of such
December . . . . . 1.93 1.85 importance as to invalidate the general picture of
essential wage-rate stability up to the late autumn
1956 January . ... .. 1.93 1.86 of that year. During 1955 there was a marked
February . . . . . . 1.93 1.86 increase in wage rates and also in ‘‘fringe benefits*'
March 1.95 but in the winter of 1955-56 relative stability of
RGNl : wage rates seems to have again been achieved at

a new level.

it be said that monetary and fiscal restraints have impeded the growth of
the economy, since industrial production continued to rise uninterruptedly until
the end of 1955, when a slackening in the demand for motor-cars led to a
certain levelling-off of output. Strains in the labour market did not at any time
become as pronounced as those which occurred in some areas of western
Europe, and unemployment, although low, remained above the level to which
it had fallen in 1953. Finally, stock-exchange quotations rose to new record
heights; there were some declines in late 1955 and early 1956, but these
were followed by fresh increases, generally under the influence of favourable
reports from business firms.*

In the first quarter of 1956 the total loans of member banks of the
Federal Reserve System increased by about $1,200 million, as compared with
only $450 million in the corresponding quarter of the previous year. While
sales of motor-cars and agricultural machinery were still sluggish and some
doubts were entertained with regard to the trend of consumer buying, it was
thought, in view of the renewed expansion of bank credit and the continued
increase in investment expenditure, that expansionary tendencies were again
gathering force. As a precautionary signal intended to restrain further bank
lending, the Federal Reserve Banks on 13th April 1956 increased their
rediscount rate by 14 per cent. to 23} per cent.

* Tt should be added that market quotations have fluctuated considerably in recent months and
that in May 1956 they declined rather sharply, so that by the end of that month they were down
to approximately the same average level as in December 1955.



The Chairman of the Board of Governors of the Federal Reserve
System, Mr William McC. Martin, Jr., has described the policy pursued by
the system in recent months as “leaning against the wind”, pointing out,
however, that it is sometimes not at all easy to tell from which direction
the wind is blowing. But up to the present the measures taken and the
success achieved have unquestionably contributed to a further strengthening
of confidence in the stability of the U.S. economy and in that way have
laid a firmer basis for economic and financial co-operation between the
United States and other countries.

The close interdependence between the Canadian economy and that of the
United States naturally gives rise to special problems from time to time.
Because of this intimate relationship, the trend of economic development in
Canada is usually more or less the same as that in the United States, and
often the economic policies adopted in the two countries have much in
common. In Canada, after a mild recession in 1953-54, output in most
sectors rebounded to capacity levels, the gross national product rising
approximately 10 per cent. above the level of the preceding year. This
high rate of expansion was, however, accompanied by a considerable increase
in the credit volume and also by a deterioration in the current account of
the balance of payments. Between the end of March 1955 and the end of
March 1956 the loans of the chartered banks increased by more than 25 per
cent., and after the middle of 1955 this rise in lending was accompanied,
as in the United States, by large sales of bank-held securities. Canada’s
current-account deficit increased from Can.$431 million in 1954 to Can.$665 mil-
lion in 1955, this being mainly the result of a more rapid rise in imports
than in exports in the second half of 1955. Owing, however, to a heavy
net inflow of capital, Canada’s official holdings of gold and U.S. dollars
declined by only Can.$42 million in 1955, after having increased by
Can.$124 million in 1954.

Thus the circumstances in which Canada resorted to a policy of credit
restraint were more akin to those in some European countries which took the
same step, in that the tightening of credit was intended not only to moderate
the internal boom but also to overcome balance-of-payments difficulties. As
early as February 1955 the Bank of Canada had announced that its discount
rate would thereafter be applied more flexibly than in the past. In the following
fifteen months the rate was raised in four stages from the 134 per cent. at which
it stood at the outset to 3 per cent. in April 1956. In addition, an arrangement
was concluded between the Bank of Canada and the chartered banks whereby these
banks undertook to try to maintain from June 1955 onwards, on a daily average
basis, a minimum ratio of 15 per cent. between their liquid assets (cash, day-to-
day loans and Treasury bills) and their deposits. The chartered banks also agreed,
at the request of the Bank of Canada, to discontinue most forms of ‘‘term’
lending, the banks having got increasingly into the habit of making business loans
extending beyond the term of ordinary loans and also of taking up a certain
amount of securities directly from issuers (in contrast to the more normal Canadian
bank practice of buying publicly-issued securities in the market).

As in the United States, however, the primary instrument of monetary
management has been the central bank’s open-market operations, although, in



contrast to what is done in the United States, the Bank of Canada deals not
only in Treasury bills but also in marketable government bonds of all maturities.

Although it is still too early to assess the effects of the monetary measures
taken in the latter part of 1955 and early in 1956, it would appear that residential
mortgage financing has become more difficult and that consumer credit is being
particularly affected — which will make the markets for some durable consumer
goods less buoyant than they otherwise would have been. Moreover, municipal
governments have begun to find it harder to obtain finance. At the same time
there has been some improvement on foreign account. While the trade figures
are as yet inconclusive, the official gold and U.S. dollar reserves dropped by
only Can.$36 million during the first four months of 1956, compared with a
decline of Can.$71 million in the corresponding period of 1955. Wholesale prices
have continued to edge upwards, but the index of consumer prices has not risen
for over four years.

In 1955 Canada, with a population of 15% million, imported
Can.$3,452 million’s worth of goods from the United States and Can.$1,260
million's worth from the rest of the world. In the same year the United
States, with a population of 165 million, imported $2,652 million’s worth
of goods from Canada and $8,730 million’s worth from the rest of the world.
These figures give some idea of the commercial relations between the two
countries and between them and the rest of the world. But Canada's economy
is expanding at a more rapid rate than that of the United States and is
thus gaining in relative importance.

A rising level of business activity in the United States can usually be
expected to lead to an increase in the country’s foreign trade. That this
has been the case in the present boom is evidenced by the fact that total
U.S. imports rose from $10.3 milliard in 1954 to $r1.5 milliard in 1955,
or by 11% per cent. Commercial exports (ie. excluding military transfers
of supplies and equipment) also rose by 11% per cent., or from $12.7 mil-
liard in 1954 to $14.2 milliard in 1955. Accordingly, the U.S. surplus on
trade account increased somewhat, from $2.4 to 2.7 milliard. Over one-half
of the rise in commercial exports was accounted for by larger shipments
of industrial raw materials (one important item being coal) and of certain
semi-manufactured and manufactured products (notably steel, machinery and
motor-cars) to western Europe, reflecting in the main the increased demand
of that area for goods needed to sustain its intense investment boom.

In the following statement of the current account of the U.S. balance
of payments, private remittances, pension payments to residents abroad, etc.
are classed, as is the custom in European statistics, as items of invisible trade.

While the United States increased its trade surplus in relation to
all areas by $290 million, its deficit in respect of invisible items rose by
$160 million, so that the surplus on current account was increased
by only $130 million. Among the invisible items there was an increase of
as much as $200 million in the net income from U.S. investments abroad,
but this was more than offset by larger net payments for transportation and
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United States: Current account of the balance of payments.

Western Europe

and dependencies Other areas All areas

Items
1954 1955 1954 1955 1954 1955

round figures, in millions of dollars

Net military transfers under
grants balanced by corresponding
exports of goods and services (ex-

cluded from the following data) . . 2,310 1,570 820 580 3,130 2,150
Commercial exports of
merchandise ... ... . ... 3,970 4,810 8,740 9,370 12,710 14,180
Commercial imports of
merchandise . ... .... .. 2,870 3,340 7,440 8,150 10,300 11,490
Balance of trade. . . . . . . . . + 1,100 + 1,470 + 1,300 + 1,220 + 2,400 + 2,690

Invisible items (net)

Transportaton'. .o 4 i v @ e s o + 50 | — 10 + 170 | + 150 | + 220 | + 140
Travel o wily w5 s 03 8 5 — 350 — 410 | — 70| — 80| — 420 | — 490
Income from investments . . . . . + 300 + 310 + 1,450 + 1,640 + 1,780 + 1,950
Military expenditure . . . . . . .. — 1,560 | —1,760 | — 860 | — 810 || —2,420 | — 2,570
Private remittances, pensions, etc. — 290 - 310 — 290 - 290 — 580 — 8600
Other Hem®i: = 5w 5 e oy o v & + 100 | + 60 | + 260 | + 270 || + 360 (| + 320
Balance of invisible items . . . . | — 1,750 | — 2,120 | + 660 | + 880 || — 1,090 | — 1,250
Balance on current account . . — 650 | — 650 | + 1,960 | + 2,100 | + 1,310 | + 1,440

travel (making together a change of $150 million) and for military expenditure
(which also rose by $150 million).

The United States’ net payments on invisible account mainly arise in
relation to western Europe and its dependencies, as may be seen from the
above table. It is interesting to note that, according to the U.S. balance-of-
payments estimates, “Western Europe and dependencies” had in 1955, as
in the previous year, a surplus of about $650 million on current account
with the United States.

U.S. military expenditure abroad — which totalled $2.6 milliard in 1954
and $2.8 milliard in 1955 — comprises direct outlay in connection with the
maintenance of U.S. forces abroad and off-shore purchases of military supplies
and equipment, both for U.S. use and for transfer under military-aid
programmes. In the countries in which U.S. forces are stationed or off-shore
orders are placed the payments made usually lead to additional spending,
mainly on consumer goods but also to some extent for investment purposes.
In either case such spending is likely to result in a certain increase in
the imports of the countries concerned and — directly or indirectly — in
the exports of the United States. Thus, in so far as a distinction can be
made between the effects of different categories of U.S. expenditure abroad,
it seems likely that the growth of direct military expenditure abroad will
to some extent find a counterpart in an increase in the exports, and also
in the trade surplus, of the United States (except in so far as the general
economic policies of the beneficiary countries are specifically designed to
bring about an increase in their gold and dollar reserves).



It is also of interest to examine the effects on international
transfers of changes in certain items in the U.S. capital account,
the net balance of which has in recent years more than offset the
United States’ surpluses on the current account of the balance of payments.

United States: Movement of U.S. capital (including grants-in-aid).

a‘,ﬂeﬁfggnﬁg[,%?gs Other areas . All areas

Items
1954 1955 1954 1955 1954 1955

round figures, in millions of dollars

Government grants
(economic aid) . . .. ... .. + 1,000 |+ 790 + 580 | + 1,030 | + 1,580 | + 1,830

Outflow of U.S. funds
Government account

Long and short-term loans. . . + 130| + 20| + 280 | + 420 + 410 | + 710
Less: repayments (—) . . . . — 340 | — 280| — 170 | — 1680 | — 510 | — 420
Total net government outflow — 210 | + 40 || + 120 | + 260 || — 90 | + 290

Private account

Direct investments . . . . . . . + 30|+ 10| + 730| + 580 + 760 | + 690
Other outflow . . ... .. .. + 170 | + 10| + 820 | + 450 | + 980 | + 460
Less: redemptions (—) . . . . _— 10 | — 20| — 110 | — 190 || — 120 | — 200
Total net private outflow, . . <+ 190 + 100 + 1,440 + 840 + 1,620 + 950
Total outflow of funds . . . —_ 20| + 140 | + 1,580 | + 1,100 || + 1,530 | + 1,240
Total movement of U.S. capital
and grants-in-aid . . . . . .. + 980 ( + 940 | + 2,130 | + 2,130 [ + 3,110 | + 3,070

Note: Total long-term debt repayments received by the United States amocunted in each of the two years
1954 and 1955 to over $600 miilion, of which about one-half represented repayments by western Europe,
rincipally in respect of debts due to the U.S. Government. Interest and dividends received by the
nited States are, of course, shown on the current account of the balance of paymenis. As far as
western Europe Is concerned, the interest paid in respect of debts to the U.S. Government came to about
$200 million in 1955 — a charge which under the contractual obligations already incurred will increase
gradually over the next ten years.

The net outflow of private funds from the United States fell by nearly
$700 million from 1954 to 1955, the greatest decline having been in the
outflow of short-term funds. This reduction is to be explained partly by a
diminution in the credit needs of other countries and partly by a certain
hesitancy displayed by U.S. investors in relation to foreign markets, an
attitude which in turn was due to some extent to the increasingly stringent
policy of credit restraint pursued in the United States. The decline in the net
outward movement of private funds was, however, almost entirely compensated
for by an increase in the amount of the government’s grants and loans, so
that the net total of the capital resources made available in dollars to other
countries reached almost the same figure in 1955 as in 1954, having amounted
in both years to about $3.r milliard. Since the surplus on the current
account of the U.S. balance of payments was estimated at $1.3 milliard in
1954 and $1.4 milliard in 1955, the net dollar amounts accruing to other
countries in the form of both short and long-term assets (account being
taken of errors and omissions) came to $1.8 milliard in 1954 and $1.5 milliard
in 1955. Apart from the fairly limited volume of foreign long-term direct
investment in the United States, the net amounts received by other countries



in respect of transactions with the United States, together with net dollar
gains from other sources, went to increase their gold and dollar holdings,
which are estimated to have grown (if acquisitions of U.S. government bonds
and notes are included) by $2.z milliard in 1954 and $1.8 milliard in 1955.

In so far as capital funds obtained from the United States — be it
through direct or through portfolio investment — are used for investment
purposes in the countries concerned, it can be assumed that there will
be a growth in both the expenditure and the imports of these countries
and that, as in the case of the U.S. military expenditure mentioned above,
the employment of these funds will also lead — directly or indirectly —
to an increase in U.S. exports. It is therefore not surprising to find that
quite a considerable part of the outflow of such funds from the United States
has as its counterpart a U.S. export surplus.

In other words — to look at the process now from the point of view
of the recipient countries — when the counterpart funds derived from
the various forms of aid granted by the United States are used by these
countries for the purpose of defraying additional current or capital ex-
penditure, such dollar amounts as have been made available will probably
be needed mainly to pay for extra imports. To that extent they will not
lead to an increase in the gold and foreign exchange reserves. Before
such an increase can occur there must be a sufficient margin of
extra savings available in the receiving country to serve as a
counterpart to the additions to the monetary reserves. In this
connection it may be recalled that, as early as in the 1920s, provision was
made in the reconstruction plans worked out by the Financial Committee
of the League of Nations that, when financial assistance was obtained from
abroad, part of the funds should not be used for current expenditure or
investment but should be handed over to the central bank in order to
ensure that there would be an increase in the gold and foreign exchange
reserves of the country concerned. Indeed, it was clearly realised that no
increase in the reserves could take place unless there was a restriction of
expenditure, ie. an effective saving of funds, which would not be employed
for ordinary investment but would form a counterpart to the particular kind
of investment represented by an increase in monetary reserves.

How can the foregoing observations be related to the manner in
which increases have taken place over recent years in the gold and dollar
reserves of a number of countries of western Europe?

The gold and short-term dollar holdings of countries other than the
United States — which are of course affected by transactions not only with
the United States but also with other areas — rose by $11.3 milliard, or
nearly two-thirds, to a total of $29.8 milliard during the six years from
the end of 1949 to the end of 1955. As may be seen from the graph,
the largest part of the total increase accrued to the continental countries of
western Europe — whose receipts accounted for slightly over 6o per cent.
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sharp distinction between
these two kinds of resources). In several countries — the Netherlands,
for instance, and, more recently, France (see Chapter II) — debt redemption
has involved the repayment of funds to the central bank, thus contributing
directly to a domestic-savings counterpart to the increase in these countries’
gold and foreign exchange reserves. Much the same effect has been pro-
duced whenever the government has built up balances with the central
bank, as has been the case most conspicuously in western Germany, espe-
cially since 1952.

All others excl. Russia

But there has also been another way in which savings have become
available and have up to a point served as a counterpart to increases in
gold and foreign exchange holdings. For genuine saving may take place,
when the price level is stable, in the form of a non-inflationary increase in
the amount of means of payment — notes and demand deposits — held by
the public. Such an increase will normally occur as a result of a real
expansion in the gross national product but it may also be required when,
for exceptional reasons, the money supply has fallen below the level which
may be regarded as normal in relation to national expenditure. In France,
for example, the ratio between the total money supply and the gross national
product was only 29 per cent. in 1952, compared with 44 per cent. before
the war (see tables at the end of Chapter VII). Once the level of French



commodity prices had become relatively stable, which was the case from
1952 onwards, and production had begun to expand appreciably, the general
public (including business firms) added rather rapidly to its holdings of notes
and demand deposits. By 1955 not only had the gross national product
increased but the money supply had risen to 37 per cent. of the gross
national product — reflecting a gradual return to previous payment habits,
with the public holding more cash, which could thus provide a counterpart
in savings to the growth in the monetary reserves. In western Germany
the money supply, which had been cut by the monetary reform of 1948
and was subsequently affected by the devaluation of 1949, has more than
doubled in absolute amount, more cash having been needed not only for
these reasons but also owing to the increase in the national product.
Together with the budget surpluses already mentioned, the non-inflationary
increase which occurred in the cash holdings of the German public does
much to explain how western Germany has been able to increase its gold
and foreign exchange reserves from only a nominal amount at the end of
1950 to the equivalent of over $3 milliard at the beginning of 1956. Under
somewhat different circumstances, a phenomenon similar to that described
above has also occurred in the case of Italy, where in 1955 the money
supply corresponded to 32 per cent. of the increased national product,
compared with 28 per cent. in 1948.

To the extent, on the other hand, to which the funds accruing through
economic aid, budget surpluses or increases in the money supply are used
for domestic investment — e.g. -the financing of large housing programmes —
there is a corresponding diminution in the amount of unappropriated savings
which can serve as a backing for increases in the gold and foreign exchange
reserves. In a number of countries, however, in addition to France and
western Germany, such savings have not all been employed for consumption
or investment, so that a part at least has remained uncommitted and has
thus been available for strengthening the monetary reserves.

In the United Kingdom, the use of counterpart and other funds
for the retirement of debt was, under conditions of strict government
budgeting, one of the factors responsible for the increase in the monetary
reserves up to the middle of 1954. The money supply, however, as may
be seen from the tables in Chapter VII, was on the high side even after
the devaluation, having corresponded at the end of 1949 to no less than
41 per cent. of the gross national product, compared with 28 per cent.
in 1938, so that the U.K. authorities have had to make every effort to
prevent the supply of money from rising commensurately with the growth
in the country’s gross national product. In this respect the policy pursued
has been notably successful: by 1955 the money supply, as a proportion
of the gross national product, had declined to 3o per cent. Indeed, it
is striking to note — although account must be taken of different rates
of economic growth — that from the end of 1949 to the end of 1955
the increase in the money supply of the United Kingdom was barely 10 per
cent., compared with over 100 per cent. in the case of France and western



Germany. Nevertheless, the fact that the United Kingdom's stock of money
was at first excessively large has meant that the ‘‘savings” which certain
other countries have acquired in conjunction with the rise of their money
supply to a more normal level have been almost entirely lacking. This
particular circumstance helps to explain why there has not been in recent
years so great a proportionate growth in the British gold and dollar reserves
as in those of a number of other countries.

A comparison of the cost-and-price levels, and of the money volume,
in the various countries just after the war, during which their economies had
developed on distinctly individual lines, reveals that there was a serious
lack of balance between them at that time. While the 1949 devaluations
brought about an improvement in this respect, it was in no way a decisive
one. In the international monetary mechanism there are, however, certain
equilibrating forces which operate through movements of net balances
from one market to another, these movements being reflected in corre-
sponding changes in the monetary reserves and the money supply. In recent
years there have been substantial movements of this nature, which have
certainly contributed to the attainment of greater international equilibrium,
particularly in the case of countries in which the volume of money had at
first been on the low side. In this process of adjustment the burden has
fallen not only on gold but also on various other means of settlement which
have been available — e.g. the dollars received in respect of U.S. aid and
also the credit element in the European Payments Union. The strain to
which the often meagre gold reserves would otherwise have been exposed
has thus been considerably mitigated and the process of adjustment greatly
facilitated.*

In western Europe great attention is paid not only by the authorities
but also by the general public to the movements of the gold and
foreign exchange reserves and to the resulting changes in the internal
liquidity position of the individual markets. In the early post-war period
an increase in monetary reserves was called for in the case of nearly all
European countries, owing to the heavy losses of gold and dollars suffered
by them during and after the war. As may be seen from the graph on
page 29, monetary reserves have in fact been generally strengthened since then
and may now be said to be adequate in a certain number of countries,
which are therefore finding it possible to relax their foreign exchange
restrictions and are able to shape their own internal policies with greater
freedom than hitherto.

In some countries, however, the building-up of monetary reserves is
still a primary objective. For most of these countries it has been a matter

* As far as the European Payments Union is concerned, it was feared for a time that this arrange-
ment would have the effect of turning western Europe into a more or less closed area. But the
O.EE.C.,, of which the Union is a part, has gradually shed those of its features which were charac-
teristic of an exclusive regional organisation and has in that way tended to become an integral part
of the world economic system.



for considerable concern that in 1955, a year which was characterised by such
a high level of world demand for goods and services, they did not succeed
in increasing the volume of their exports sufficiently to strengthen their
monetary reserves in addition to eliminating their balance-of-payments deficits.

The very fact that world demand has remained strong and that even
during the present boom the general level of international commodity prices
has not fluctuated greatly (with the result that there have been only minor
changes in the terms of trade) has done more than anything else to make
it clear to the individual countries that their balance-of-payments difficulties
have been due to the lack of balance in their internal economic and
financial situation and that the first thing they must do in order to over-
come these difficulties is to take steps to establish a better relationship
than hitherto between their available resources and the amount spent on
consumption and investment. It is true that certain countries may have
special difficulties to contend with and that some may have every justification
for raising capital abroad for investment purposes, but even in these cases
the action taken must be made to fit into the framework of a policy based
on the guiding principle that the external value of a currency is essentially
a reflection of the degree of balance achieved in the internal financial
position of the economy.



II. The Scope of Monetary Policy.

It has often been said that it is easier to restrain a boom by measures
of monetary policy than to administer a really effective stimulus to an
economy which is in the midst of a depression. But, however this may be,
it is generally the immediate tasks that appear the most difficult — and the
task now facing those responsible for anti-cyclical policy is that of moderating
the present boom. It is always a problem to decide when and how vigorously to
intervene, and the general economic situation is, moreover, bound to be com-
plicated in each case by political factors and by the more or less unpredictable
swings which occur from time to time in business and consumer attitudes.
Yet, looking back, it is already possible to affirm that, even if the results
to date have not always been as favourable as the authorities had hoped,
the widespread recourse to monetary action during the present boom has had
a useful restraining influence and has in more than one case helped to bring
about a much-needed improvement in the balance-of-payments position.

The countries with a deficit in their balance of payments have naturally
had a most urgent reason for taking steps to rectify their position. In
framing their policies the authorities have generally been supported by
public opinion, which has come to attach considerable importance to changes
in monetary reserves, an increase being regarded as a sign of healthy condi-
tions and thus of sound policies, while a decline is taken as evidence to
the contrary. The swings in public opinion are, of course, often based on
insufficient knowledge, but they are not without importance. There has
undoubtedly been growing concern recently in many countries about the
rise in prices, especially in so far as it affects the cost of living, and there
has consequently also been an increasing willingness to accept whatever
measures are necessary to fight inflationary tendencies. This state of mind
has given the authorities a chance to take more determined measures than
previously; and the fact that employment has remained at a high level
even in those countries in which interest rates have risen steeply has lessened
the fear that stiffer monetary policies might lead to widespread unemployment.

Though it is important to examine the steps taken to moderate the
boom in those countries which have had no deficit in their balance of
payments, it seems useful to begin with the countries in which such deficits
have in fact arisen.

In the first place it is necessary to review In some detail develop-
ments in the United Kingdom, for not only have the measures
taken there in recent years been of the utmost importance for that country
itself but also, owing to the widespread use of sterling in international
settlements and the prominent part played by the United Kingdom in world
trade, the evolution of the British economy has naturally been followed
with interest throughout the world.



Early in 1954 there began in the United Kingdom an investment
boom greater than any experienced since the end of the war. In consequence,
the country’s metallurgical industries, which were already being kept very
busy, not least by a large volume of armament orders, were subjected in
1955 to considerable additional pressure as a result of (i) a rise in the rate
of domestic investment, which was naturally accompanied by increased orders
for machinery and other metal products; (ii) a marked increase in demand
for consumer durables — motor-cars, refrigerators, etc.; and (iii) a growth
of over 7 per cent. in the volume of exports, two-thirds of which was
accounted for by metal and engineering products.

The greatest expansion, and the highest degree of strain, thus occurred in
the metal-working and metal-using industries, which were responsible for nearly
two-thirds of the total increase in industrial output during 1955. Fixed investment
in industrial plant and machinery (including vehicles and ships) rose by 14 per
cent., compared with a rate of increase of over % per cent. in fixed investment
generally. It is not surprising, therefore, to find that the relatively large increase
of 15 per cent, in the value of total imports in 1955 was for the most part due
to the rapid growth of activity in the metal-goods industries, about one-third of
it being accounted for by a rise in imports of metals and metal products* and
another 16 per cent. by larger imports of coal and oil,

Nor is it surprising that the output of manufacturing industry rose in 1955
by 7 per cent, or about twice as fast as the gross national product, which is
estimated to have increased, in real terms, by 3% per cent. to a total (at market
prices) of £18,900 million. While there was a slight fall, in real terms, in the
current expenditure of public authorities on goods and services, consumers’ real
expenditure is estimated to have risen in 1955 by about 3 per cent., or somewhat
less than in the two previous years. Despite a 714 per cent. fall in new housing
construction, the total of investment in fixed assets rose, as indicated above, by
over 7 per cent, one reason for this having been an increase of 12 per cent. in
investment in industrial and commercial building. Moreover, additions to stocks and
work in progress amounted to over £200 million, whereas there had been no increment
of this kind in the preceding year. As a result there emerged a lack of balance
between total domestic output and total demand, with imports rising to a greater
extent than exports; this, together with a decline in the net income from invisible
items, led to a deficit of £103 million on the current account of the balance
of payments.

Among the invisible items in the balance of payments, the net income
from shipping was reduced by f£30 million as a result of an increase in the amount
of foreign tonnage employed and the diversion of British shipping from carrying
for foreign countries to carrying for the United Kingdom — and this at a time
when tramp-shipping rates were rising. Another significant element was the decline
in net oil receipts (included under the heading “Other items”), which was in
particular due to specially heavy payments in respect of royalities and taxation to
some countries in the Middle East on account of larger production and new
agreements.

The total deterioration in the current account of the balance of payments
from 1954 to 1955 amounted to £308 million, of which £57 million was in relation
to the sterling area and the remaining £251 million in relation to the non-sterling

* Steel imports rose from o.5 million tons to a total of 1.9 million tons, notwithstanding an increase
in British crude-steel production from 18.8 million tons in 1954 to 20.r million tons in 1955 (see
also Chapter III).
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United Kingdom: Current account of the balance of payments.

Items 1952 1963 1954 1955

in millions of £ sterling

Visible trade (f.o.b.)

Exports, including re-exports 2,827 2,670 2,817 3,061
IMports: . « < o = st o s 2,944 2,887 3,009 3,413
Balance of visible trade . — 117 - 217 — 192 — 352
Invisible items (net)
Shipping « « « « v v v oo v + 110 + 131 + 150 + 120
Interest, dividends and profits + 91 + 73 + 73 4+ 659
Travall o i e s e - 3 — 1 — 6 - 12
Government transactions . . - 172 — 158 — 174 - 181
Othertema . . . . . . .. + 217 + 247 + 304 + 219
Balance of invisible items + 243 + 292 + 347 + 205
Total current balance
Excluding defence aid + 126 + 7B + 165 — 147
Defence aid . . . . . . .. + 121 + 102 + 50 + 44
Including defence aid . + 247 + 177 + 205 — 103

Note: In addition to U.S. defence aid, which is shown separately in the table above, mention may be made
of certain other special dollar receipts. U.S. and Canadian forces' expenditure in the United Kingdom, which
was estimated at £65 million in 1854 and was provisionally estimated at £75 million in 1955, Is included in the
table under government and ‘“‘other' invisible transactions. Also included to some extent in these two
categories of invisibles, but for the two years in question mainly under merchandise exports, are U.S. Govern-
ment off-shore purchases, which amounted to £43 million in 1955 and £37 million in 1954,

area (since nearly all the increased imports of steel and coal had to be obtained
from non-sterling-area countries, particularly the United States). The overseas
sterling area itself had an overall deficit of £78 million in 1955, compared with
one of L£108 million in the previous year.

Whereas up to the end of 1954 there had each year been a substantial
amount of net investment by the United Kingdom in the overseas sterling area,
in 1955 this virtually ceased; much long-term investment continued, but it was
apparently offset by a movement of funds — largely short-term — to the
United Kingdom. Lacking net receipts on investment account from the
United Kingdom, the countries of the overseas sterling area, in order to cover
their current deficits, drew on their sterling balances to the extent of £74 million.

Sterling area: Current account of the balance of payments.*

ltems 1953 1954 1955
in millions of £ sterling
United Kingdom
Balance with
Rest of the sterling area . . . . .. .. + 156 + 272 + 215
All other countrles . . . . . ... ... + 21 - 67 — 318
Notall e o =ia + 177 + 205 — 103
Rest of the sterling area
Balance with
United Kingdom . . . . « « ¢« « ¢« ¢« s &+ & — 156 — 272 — 215
All other countries . . .. . ... ... + 290 + 164 + 137
Totall <k s wms + 134 — 108 — 78
Balance of sterling area with all other countries + 311 + 97 — 181

* Including defence aid.



The sterling balances of other countries (including the United Kingdom's debit
balance in E.P.U.) were drawn down by the somewhat larger amount of fg2 mil-
lion, so that the total of the sterling balances was reduced by £166 million (see
Chapter VI). The United Kingdom had to cover this reduction and, in addition,
its own deficit of £103 million on the current account of the balance of
payments. The total Hlability of £269 million was met to the extent of f£40 million
by a net inflow of capital (allowance being made for errors and omissions) and
as to the remaining £229 million by a draft on the gold and dollar reserves.

The current deficit in the balance of payments and the consequent decline
in the monetary reserves were the external signs of the growing strain placed
on the country’s internal resources. This strain was felt particularly in the
labour market, as is borne out by the fact that in 1955 total civil employment
rose by 277,000 and unemployment fell to an average of 232,000, equivalent to
1 per cent. of the labour force. Whereas in both 1953 and 1954 output per
man-year in manufacturing industry is estimated to have risen at about the same
rate as annual earnings per employee, in 1955 it appears to have increased by
4 per cent.,, while earnings rose by 8 per cent. The consequence was a considerable
rise in labour costs per unit of output. Raw-material prices, which had shown a
downward trend in the two preceding years, also began to increase. During the
year the index of prices of finished manufactured goods rose, on an average, by
3 per cent., which suggests that industry raised its prices to an extent corresponding
approximately to the increase in its costs.

A balance-of-payments deficit had already developed towards the close
of 1954, and this, together with the fall in the reserves, created a situation which
made it necessary for the authorities, as was explained by the Chancellor of the
Exchequer in the House of Commons in February 1955, to take ‘‘steps to
moderate excessive internal demand’’. Various measures were thus adopted
early in 1955, as mentioned in last year'’s Annual Report (pages 37-38), including
the raising of Bank rate from 3 to 4% per cent. and the reimposition of restrictions
on hire-purchase.

Under the impact of these measures, the economic outlook appeared in the
spring to be taking a turn for the better. In the financial year 1954-55, which
was just ending, the surplus “above the line” amounted to £433 million. In the
new budget, submitted in April 1955, the standard rate of income tax was reduced
from gs. to 8s. 6d. in the pound, the net cost during the financial year of this
reduction and of certain minor tax concessions introduced at the same time being
estimated at £134 million.

While the budget for 1955-56 thus involved certain risks as regards the
amount which might be spent, its main object was to provide fresh incentives to
production and saving by slightly reducing the burden of direct taxation. In fact,
owing to an increase in revenue and a certain reduction in expenditure, the
“above-the-line” surplus for 1955-56 came to £397 million — almost as much as
in the previous financial year — and net ‘below-the-line” expenditure, which
includes loans made by the central government to local authorities, went up from
£sor million in 1954-55 to £538 million in 1955-56. This meant that the overall
budget deficit, which had amounted to £68 million in 1954-55, rose in 1955-56 to
4141 million. The increase may not seem considerable in itself, but, together with
the capital requirements of the nationalised industries, the combined public and
private demand for funds soon imposed a considerable strain on the money and
capital markets.

The nature of the difficulties which arose in the credit field in the
course of the year becomes apparent from an analysis of the following table, which
shows the development of the main assets and liabilities of the London clearing
banks during 1954 and 1955.
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United Kingdom:
Changes in selected items from the returns of the London clearing banks,
in the money supply and in the banks’ liquidity ratio.

1954 1955
Items 1st 2nd whole 1st 2nd whole
half half year half half year
in millions of £ sterling
London clearing banks
Mreasury bilay o s i v w @ @ 6 il & 4 — 258 + 119 — 139 — 309 + 381 + 72
Cash and money at call . . . . . . - B7 + 83 + 26 — 103 + 105 + 2
Investments . . . . ... ... .. + 386 + 42 + 78 — 254 — 83 — 337
Fotal o e s e — 279 + 244 — 35 — 666 + 403 — 2863
Advances . . . . . . . .0 ... 4+ 130 + 60 + 190 + 289 — 335 — 46
Bills other than Treasury bills . . . + 11 + 24 + 35 - 8 + 23 + 15
Total = = & & + 141 + 84 + 225 + 281 — 312 — 31
Grand total . . . . — 138 + 328 + 190 — 385 + 91 — 294
Changes in net deposits. . . . . . — 136 + 324 + 188 — 386 + 89 — 297
Changes in the money supply (i.e.in
the total of sight deposits [net] and
the currency circulation) . . . . . — 70 + 263 + 193 — 237 + 218 - 19
1953 1954 1955
December June | December June | December
in percentages
Liquidity ratio® . ...+ .. .. 36.7 33.0 34.3 30.1 37.4

* The liquidity ratio represents¥the proportion of the banks' liquid assets (i.e.cash, call money and Treasury
and other bills) to total deposits. There is no statutory provision prescribing any minimum ratio but the
banks are reluctant to let it fall below 30 per cent. By mid-April 1956 the ratio had been reduced to
33.4 per cent.

In the first half of 1955 the liquidity of banks was under pressure as a
result not only of the large inflow of revenue to the Exchequer in the first quarter
of the year but also of the measures taken by the monetary authorities, which,
inter alia, caused funds to be attracted from deposits at the banks to investments
in relatively high-yielding Treasury bills and short-dated government bonds.
Furthermore, advances continued to grow rapidly, about one-third of the increase
during the first half of the year going to nationalised industries, which borrow
at Bank rate. To make room for this increase, the banks reduced their investments
(nearly all in government bonds) by no less than £254 million. It should be borne
in mind that, as in the United States (see page 20), the funds used by those
who purchased these investments probably consisted to a large extent of deposits
which had been relatively inactive, whereas the new advances granted by the banks
were likely, as a rule, to be used almost immediately for actual payments. Although,
in view of the fall in the banks’ investments, the unprecedentedly large rise of
£28¢9 million in advances during the first half of 1955 did not result in a cor-
responding creation of new money, it undoubtedly led to a quickening of the
active demand for resources of various kinds. By the end of June 1955 the liquidity
ratio of the banks had been brought down to 30.1 per cent., and total deposits
and the money supply had at the same time contracted to a distinctly greater
extent than usual.

Being anxious to prevent further strain on the available resources in a period
when the banks would again be in a position to mobilise fresh funds by disposing
of their holdings of short-term government paper, the government asked in July
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1955, through the intermediary of the Bank of England, for “a positive and
significant reduction in bank advances”. In the second half of the year, thanks to
the cumulative effect of the measures taken earlier, to the response of the banks
to the July request and to a clearer realisation by the public that the credit
squeeze must be enforced, the amount of advances was reduced by £335 million,
about half of which represented repayments by nationalised industries, while in
the same half-year the banks reduced their investments by a further £83 million.
Over the year 1955 as a whole the total of advances and investments was brought
down by nearly £400 million — a not inconsiderable achievement.

United Kingdom:
Total deposits and selected items of the assets of the London clearing banks.
Meonthly, in millions of £ sterling.
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This reduction in the banks’ assets took place in a year in which expenditure
in the United Kingdom on gross fixed investment and on investment in stocks
(apart from stock appreciation) by persons, companies and nationalised industries
rose by almost £6oo million. The largest single increase in saving was made by
the central government, whose surplus on current account in the calendar year
rose by some £230 million. Personal savings also rose somewhat; they are estimated
to have amounted to some £950 million, representing the same proportion of
disposable income, i.e. between 7 and 8 per cent., as they have every year since
1952. There was no increase, however, in saving by companies (in the form of
undistributed profits and of tax and dividend reserves) on a scale sufficient to
match the increase in their home investment. Their recourse to the market
through the placing of new issues was in fact greater than in 1954, but the net
result for the year was a substantial growth in their investment expenditure in
relation to the finance available and thus a considerable fall in the amount of
funds at their disposal for the acquisition of financial assets.

Thus there gradually developed a strain on the capital market.
Indeed, from the summer onwards it began to be felt that the absorptive
capacity of this market was declining, in that it was being found increasingly
difficult to place new issues of fixed-interest-bearing securities. It was undoubtedly
believed by investors that a further increase in Bank rate was to be expected

LS



and this belief — together with the continued sales of securities by the banks
and some movement of funds into equities — eventually led to a situation in
which the gilt-edged market was unable to absorb anything like the normal
amount of new long-term securities. The nationalised industries had been relying
on short-term credits from the banks to cover their financial requirements for
long-term investment; but this state of affairs could obviously not continue for
long — indeed, funding operations to repay advances already granted had by
then become necessary. When, however, the nationalised industries attempted
to raise money for this purpose by launching long-term issues, the securities in
question, although government-guaranteed, found very few buyers in the market
proper and were taken up mainly by the government departments, which in their
turn had to dispose of Treasury bills in order to obtain the funds needed to
finance their purchases. Moreover, bills had to be issued in order to help meet
part of the expenditure “below the line”, consisting to a large extent of drafts
by local authorities on the Public Works Loan Board for the financing of housing;
and at the same time the Treasury’s receipts from Tax Reserve Certificates,
National Savings Certificates and Defence Bonds were substantially smaller than

in 1954.%

An important factor in the situation was the sharp decline in the quotations
for government securities. The “Financial Times” Index of Fixed-interest Securities
(1928 = 100) fell from 115.63 at the beginning of the year to 106.28 at the end
of June 1955. There is no doubt that this decline was accentuated by the large-
scale sales of investments by the banks. By the summer of 1955 quotations had in
fact been driven down to a level at which the banks could no longer afford to
continue their sales and, with liquidity ratios at about the traditional minimum of
30 per cent., the further expansion of advances at the expense of investments had
to come virtually to an end.

Sterling quotations in New York.
Weekly averages, in U.S. dollars per £ sterling.
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* Very large amounts of bills would have had to be issued and sold to the market had it not
been for the sterling received by the monetary authorities as counterpart to the fall in gold and
dollar reserves. But although the fall in reserves kept down the total of Treasury bills in the market
as a whole, the net effect of external payments upon the total of bills held by the domestic banking
system was less great. For the fall in sterling balances (to the extent of £166 million, see Chapter VI)
meant that the owners of these balances — for example, colonial governments, currency boards,
overseas and foreign commercial banks operating in London — reduced their holdings of Treasury
bills, leaving them, in effect, to be held by the domestic banking system.



The internal situation, in addition to its adverse effect on the balance of
payments, also gave rise during the summer to a lack of confidence in sterling on
the foreign exchange markets, which was accentuated by the railway and
dock strikes and by rumours that the authorities were in favour of allowing
a wider margin of fluctuation for the pound against other currencies. In the
circumstances there was obviously a need for government action to rectify the
situation. In order to allay doubts about the government’s foreign exchange policy
the Chancellor of the Exchequer, Mr R. A. Butler, took the opportunity offered
by the Annual Meeting of the International Monetary Fund, which was held in
September in Istanbul, to reiterate an earlier statement he had made in the
House of Commons on 26th July 1955 that the government's policy with regard
to the exchange value of the pound sterling had been, and would continue to be,
the maintenance of an exchange parity of $2.80, both in existing circumstances
and when sterling was convertible.

The Governor of the Bank of England, Mr C. F. Cobbold, speaking at a
dinner given by the Lord Mayor to the bankers and merchants of the City of
London on 4th October 1955, said that “in the past year the continuing high
level of expenditure and borrowing on government and other public account has
hampered the effective working of a tight credit policy”.

Later in the same month the unusual step was taken of introducing a
supplementary budget, accompanied by certain other changes of policy, the
most important of these being an alteration in the conditions on which local
authorities could obtain loans. They were asked not only to reduce their capital
expenditure but also to turn to the market instead of to the Exchequer for
such funds as they needed to borrow. Applicants for funds from the Public
Works Loan Board were to be put on enquiry as to their ability to borrow
elsewhere on their own credit; and it was laid down that those authorities which
were still allowed to borrow from the Board would have to pay a rate reflecting
not government credit, as in the past, but the credit of local authorities of good
standing in the market. The main impact of these changes was felt in the local
authorities’ housing policy, which, moreover, was also affected by a reduction in
the government subsidy on local-authority house-building for general purposes,

The chief features of the supplementary budget itself were increases in
certain rates of purchase tax and the raising of the tax on distributed profits.
It was explained by the Chancellor of the Exchequer that the object of the
former step was not solely to check home expenditure on particular goods but
also to limit consumer spending in general so as to set free resources for
additional exports.

The pound is as a rule exposed to strong seasonal pressure in the autumn,
and, partly for this reason, the introduction of the supplementary budget did not
in fact lead to any change in the psychological attitude of other countries to
sterling. Moreover, it was still believed both at home and abroad that the
enforcement of credit restrictions in the private economy would not suffice to
restore balance and that the government itself would have to take further action
to curb its own expenditure. In particular, it was felt in many quarters that an
increase in interest rates unaccompanied by other government action would have
little or no effect and might even blunt the monetary weapon and render it less
useful for the future.

On 16th February 1956 Bank rate was raised from 4% to 5% per cent.
and on the following day the government announced in the House of Commons
a series of fresh measures: these included a further tightening of hire-purchase
restrictions, the issue of revised instructions to the Capital Issues Committee and
the withdrawal of the investment allowance introduced in 1954, which was a tax
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allowance to industry additional to full annual depreciation allowances on plant,
machinery and new industrial buildings. In the autumn supplementary budget
Mr Butler had announced that the investment programmes of the nationalised
industries and of the central government would be reduced; these reduced
programmes were now further curtailed, those of the nationalised industries being
cut by just under £50 million and those of the central government by just over
£20 million. The capital programmes of local authorities were also to be further
modified. Finally, a cut of £18 million was made in the bread subsidy and one
of f20 million in the milk subsidy, the two latter measures — unlike the others,
whose object was to reduce the volume of investment — being designed directly
to affect consumer expenditure. It was considered that the total effect of the
financial and fiscal measures in restraining investment was likely to be severe,
but they were necessary because of the considerable growth in investment which
had taken place and was still continuing and which, in addition to its general
financial consequences, was (as mentioned above) seriously overloading the metallurgical
industries.

In the early months of 1956 there were signs that the measures which
had been adopted were beginning to take effect. As far as borrowing by the
local authorities was concerned, these obtained some £120 million via capital-market
institutions between November 1955 and March 1956, Capital-development pro-
grammes in many industries were being revised; but work already under way was
so extensive and would have been so costly to halt that the initial result was
more a slowing-down of the rate of growth of investment than any actual decrease
in its volume. There was a distinct fall in the sale of durable consumer goods.
Between January and mid-March, apart from many reductions in overtime working,
over 1 per cent. of labour engaged in manufacturing industry had gone on to
short-time working or had been dismissed as redundant — but dismissed labour
was very largely reabsorbed in other industries, the number of workers on colliery
books, for instance, having risen by nearly 5,000. The average monthly foreign-
trade deficit in the first quarter of 1956 was f£20 million smaller than in the
corresponding period of the previous year. On 4th April 1956, furthermore, the
rate for transferable sterling in New York rose above $2.78, the support point
for the pound on the official exchange market.

The situation had therefore improved somewhat when, on 17th April 1956,
the Chancellor of the Exchequer presented his budget estimates for the
financial year 1st April 1956 to 31st March 1957. These estimates put
expenditure ‘‘above the line”’ at f£4,745 million and revenue, on the basis of
existing rates, at £5,190 million, thus providing for an “‘above-the-line’’ surplus
of f445 million, i.e. almost enough to cover entirely the estimated “‘below-the-
line” expenditure of £453 million. Mr Macmillan declared, however, that in
making his proposals he would rather err on the side of prudence, since any
heightening of inflationary pressure — indeed any delay in reducing it — might
prove disastrous, while an error in the opposite direction would be far less
harmful and far more easily remedied.

The Chancellor described his budget as a “savings budget’”. He stated that
new issues of National Savings Certificates and Defence Bonds, carrying higher
interest rates, were to be made, and that, in addition, the first £15 of income
accruing on deposits in the Post Office Savings Bank or the Trustee Savings Bank
was to be exempt from taxation. An entirely new feature of the budget was
the announcement of the introduction, later in the year, of L1 Premium Bonds.
These bonds will not yield interest but instead there will be drawings at intervals
throughout the year, and the successful holders will receive prizes the total
amount of which in any one year will be equivalent to 4 per cent. of the
value of the bonds drawn. One of the most important measures — which, it was



estimated, would cost £7 million in 1956-57 and some £30 to 50 million in
subsequent years — was the granting of relief from income tax and surtax to
self-employed persons in respect of provisions made by them for retirement. These
and other concessions were more than balanced by increases in the profits tax
and the tobacco tax and by the abolition of the bread subsidy, the net effect of
all the Chancellor's proposals being estimated to be an increase in the surplus
“above the line” to f460 million, giving an overall surplus of £7 million.

United Kingdom: Government finances and national product.

1952-53 1953-54 1954-55 1955-56 1956-57

Item
& actual estimate

in millions of £ sterling

‘“Above the line"'
Ordinary revenue

Inland revenue . .. ... ..., 2,451 2,340 2,541 2,539 2,680
Customs and excise . . , . , .. . 1,764 1,764 1,872 2,013 2,158
Otherrevenue . . , .. ... .., 224 264 325 341 360

Total ordinary revenue. . . . . 4,439 4,368 4,738 4,893 5,198

Ordinary expenditure

Civil expenditure. . . ., . ... . 2,280 2,235 2,204 2,347 2,461
Defence' . ... .. ....... 1,404 1,365 1,436 1,405 1,499
Consolidated fund services2, ., , . 667 674 665 744 778

Total ordinary expenditure . . . 4,351 4,274 4,305 4,496 4,738
Ordinary surplus . . ... ... 4+ 88 + 94 + 433 + 397 + 460

‘‘Below the line'’

Loans to local authorities (net) . . 395 278 328 297 176
War damage. « s v e s ot Gk 58 72 30 27 24
Other payments (net) ., . ... .. 71 41 143 214 253
Net ‘'below-the-line" payments 524 391 501 538 4537
Overall balance . . . .., .. .. — 436 — 297 — 68 — 141 + 7T

National debt at the end of the fiscal
year (31st March ). . . ... ... 26,051 26,583 26,934 27,040

1952 1953 1954 1955
Gross national product (at market

[T R R R s e 15,732 16,756 17,824 18,808

! After deducting the sterling counterpart of U.S. aid.

2 Including sinking fund amounting to £35 million in 1952-53, £36 million in 1953-54 and 1954-55 and
£37 million In 1955-56 and 1956-57.

? This total does not include the £350 million for direct Exchequer financing of the capital requirements of
nationalised industries (see the text).

The Chancellor also announced that during the next two financial years the
nationalised industries will not borrow either from the market or from the banks
in order to meet their capital requirements. Instead they will be able to draw
funds, up to a maximum of £700 million over the two years, directly from the
Exchequer, as the coal industry has always done since its nationalisation. One
purpose of this change is to facilitate the management of the national debt by
obviating . the need for frequent stock issues by the nationalised industries. In so
far as stock issues are needed, they will instead be issues of government stock,
both the timing and the terms of issue of which can be better chosen to suit



the conditions of the market. In addition it is expected that this year the receipts
of the Exchequer from ‘‘small savings” (deposits in the Post Office Savings Bank,
Savings Certificates, and Defence and Premium Bonds), which are not included
in the budget revenue, will rise, thus providing finance to meet part of the
requirements of the nationalised industries and reducing the need for market
borrowing.*

When the borrowing of the nationalised industries — estimated at £350 mil-
lion — is included “below the line”, the overall deficit works out at £343 million.
But against this must be set the prospective rise in Exchequer receipts from
“small savings” and the fact that the Chancellor also announced that it was
intended, by means of a government economy drive approved by the Cabinet,
to effect a saving of £100 million in services provided for in the budget estimates
for the current financial year.

Referring to proposals that had been made for an enquiry into the
British banking system, the Chancellor said that, before making changes in
a system which on the whole had worked well, one would need to be very
certain that the changes would bring more advantages than disadvantages.
“In any event, the British banking system has shown that it can combine
tradition with flexibility, and that it is able and willing to conduct its
business with full regard to public policy.”

With regard to the gilt-edged market, an essential task is to convince
investors that the market has touched bottom. By the middle of March
the “Financial Times”’ Index of Government Securities stood at 85.43
(15th October 1926 = 100), which was almost the lowest point reached
since the index was started. In April a substantial amount of government
securities was issued and there were also other signs that the funding of
floating debt had been resumed. But no lasting increase in quotations has
as yet occurred; by the end of May the index was again back to the level
at which it had stood in the middle of March.

Australia and New Zealand, which had for a long time adhered
rather rigidly to the principle of cheap money, have in the last two years —
first New Zealand and then Australia — adopted more flexible credit policies.
Since the beginning of 1954 the foreign exchange reserves of the two
countries have been declining rather rapidly. Owing, however, to a simulta-
neous expansion in bank credit, this decline has not led to any reduction
in the money supply. The basic problem in both countries (though it is
somewhat less acute in the case of New Zealand) has been to find a 'way
of curbing both consumption and investment so as to restrain inflation.

* This arrangement is not in contradiction with the policy, pursued since the autumn of 1955,
of making the local authorities obtain as much of their finance as possible from the capital market
on their own credit standing. For this borrowing by local authorities is not made with the guarantee
of the government or otherwise given ‘“‘official’’ support. It therefore does not entail the risk, as
did the borrowing by nationalised industries, which nominally was borrowing from the market but
in fact was given “official’”’ support, that it will lead to the sale of Treasury bills to the market
in order to provide finance for supporting the security issues in question. Further, the local authorities
are, it should be remembered, still able to borrow, under certain conditions, from the Public Works
t%}oari' Board, and in so far as this happens the borrowings are included in expenditure “below
e line”.



Australia and New Zealand: Changes in the main monetary indicators.

Australia New Zealand
Amount . Amount
Items Changes in outstanding Changes in outstanding
at end of at end of
1954 1955 1955 1954 1955 1955
in millions of A£ in millions of NZ£
Foreign assets . . . . . . — 94 — 120 298 - 15 — 21 79
Commercial banks' credits
to business . ... .. + 108 + 51 1,005 + 29 + 11 174
Demand deposits with
Banks . oo g e et + 25 & AT 1,246 + 21 - 0 241
Money supply . . . . .. + 44 + 38 1,620 + 26 + 0 315

Between April 1954 and October 1955 the central bank of New Zealand
raised its discount rate in five stages from the very low rate of 114 per cent.
which had been in force since mid-1941 to the high level of 7 per cent. Such
a rate has the effect of deterring the commercial banks from “being in the red”
with the central bank, as they cannot charge their customers more than the
controlled rates, which work out at an average of 5 per cent.

Since the beginning of 1955 mortgage rates have been allowed to rise, by
degrees, from 4% to 5 per cent. and the yield of long-term government securities
has increased from a little over 4 per cent. to over 4% per cent. In the second
half of 1955 bank advances began to decline, and this trend continued during
the first quarter of 1956.

A Royal Commission has recently reviewed the monetary situation in New
Zealand, and in its conclusions (presented to the House of Representatives on
oth April 1956) it stated that greater attention should be paid to stimulating saving
and that full use should be made of flexible interest rates, while budgetary
policy should be more restrictive, forming part of a coordinated policy to curb
spending.

In Australia the central bank had already been urging the trading banks
early in 1955 to restrict their advances, particularly those connected with hire-
purchase transactions and long-term investments. Since, however, the reduction in
the banks’ liquidity resulting from the adverse balance of payments was still
being largely offset by central-bank purchases of government bonds in support of
a bond rate of 4% per cent., the banks were able to continue granting additional
credit,

It was not until March 1956 that the Australian authorities took steps to
enforce a policy of credit restraint:

(1) The interest rate charged by the banks on overdrafts was raised as from
1st April 1956 from 5 per cent. to an average of 5% per cent. The banks
were at liberty to charge up to 6 per cent. for hire-purchase credits and
certain other types of credit (e.g. long-term credit) regarded as unsuitable
for commercial banks, while rates below the 5145 per cent. average were to
be reserved for new credits granted in connection with import-saving and
export-promoting schemes.

(ii) The central bank at the same time withdrew from the government-bond
market, with the result that the yield of such long-term bonds rose from

4% to 5 per cent.



During the first quarter of 1956 bank advances showed a reduction of
Af34 million more than in the same quarter of the preceding year; the liquidity
ratio of the trading banks has improved, and commodity prices have declined
slightly. But Australia’s external position has continued to deteriorate, and it is
therefore too soon to judge whether or not the steps so far taken will prove
sufficient.

In the northern countries tension in the foreign exchange position
has led during recent years to a more resolute use of monetary policy
to check excessive internal demand. In 1955 both Norway and Sweden
had deficits on the current account of the balance of payments; in Denmark
the previous deficit was replaced by a small surplus, but only after the
reserves had sunk to a low level — they are, indeed, still in need of
replenishment. Finland had a larger surplus on current account; but this
country, which is not a member of the O.E.E.C., has not liberalised its
imports to the same extent as most other western European countries and
still has some difficult problems to solve in the field of foreign trade and
payments.

Northern countries:
Current account of the balance of payments.

Merchandise trade Net income Balance on
Heia ~ from current
Imports 1 Exports Balance invisibles account
round figures, in millions of national currency units
Denmark (kroner)
1863. . . v .« + s 6,460 6,300 — 160 + 270 + 110
1964. . . ... .. 7,520 6,820 — 700 + 150 — 550
196562 . . . . ... 7,600 7,500 — 100 + 300 + 200
Finland (markkas)
b~ 1. < 123,600 131,700 + 8,100 + 4,100 + 12,200
1988:.: - el = g s 150,500 166,700 + 6,200 + 7,30C + 13,500
18656, . . . . . .. 177,000 181,300 + 4,300 + 9,700 + 14,000
Norway (kroner)
1863 . . + + 4 s 4 o 6,510 3,810 — 2,700 + 1,700 — 1,000
1864. . . . .« « « . 7,280 4,340 — 2,940 + 1,860 — 1,080
188855 - = o 7,850 4,760 — 3,090 + 2,290 - 800
Sweden (kronor)
18835 - & & - i a 8,170 7,660 — 510 + 840 + 330
1984. . . . . . - & 9,190 8,200 — 990 + 830 —_ 160
198BS . D e e . 10,300 8,950 — 1,350 + 280 —_ 370

' For Denmark imports are f.o.b., for the other countries c.i.f.
2 Preliminary estimates.

The tension which had begun to make itself felt in the foreign
exchange position of Sweden in the autumn of 1954 continued in the
following year. In spite of the measures of fiscal and credit policy taken
in the spring of 1955 — including an increase in the official discount rate
from 234 to 3%} per cent. and the issue of a government loan at 4% per
cent. — strong expansive tendencies persisted, giving rise, inter alia, to the
following effects:



(i) The price stability which had been maintained for three years was disturbed
by an increase of some 7 per cent. in wholesale prices and of 6 per cent.
in the cost of living in the course of 1955, the situation having been
aggravated, it should be mentioned, by an exceptionally poor harvest after the
dry summer of that year.

(ii) There emerged a current deficit of S.Kr. 370 million in the balance of
payments, despite very strong demand for Swedish export goods on the world
markets and a certain improvement in the country’s terms of trade.

Wage rates rose by about 10 per cent. from 1954 to 1955, and the wage
negotiations which took place early in 1956 resulted in the raising by another
4 per cent. of a wage level which was already the highest in Europe. With the
specific object of counteracting too one-sided an increase in Swedish costs and
prices, imports of goods not only from other O.E.E.C. countries but also from the
dollar area have been liberalised to a considerable extent (see Chapter IV).

The budget proposals for the financial year July 1956 to June 1957, which
were submitted early in 1956, provided for a substantial overall surplus, estimated,
after making allowance for a certain reduction in direct taxation and a 10 per cent.
increase in old-age pensions, at some S.Kr. 400 million. While it was thus made
clear that the government did not intend to borrow during the coming financial
year even for capital purposes, some borrowing was still required to cover expend-
iture in the current financial year. The government therefore issued a loan in
March 1956; and by the fairly high interest rate — 4% per cent. — it confirmed
the view that rates were likely to be maintained at about that level in support
of a policy of restricting liquidity. It was realised that if balance was to be restored
in the economy there would have to be a cut in public as well as private
investment, including a reduction of something like 10 per cent. in housing
programimes.

A further move to restrict credit was made in April 1956, when the
commercial banks, at the request of the Riksbank, agreed to reduce their credits
for purposes other than housing construction so as to bring them down, by the
end of August 1956, to a level 5 per cent. below that at which they stood on

31st July 1955.

In Norway the deficit on the current account of the balance of
payments, which had amounted in 1954 to N.Kr. 1,080 million, was reduced
in 1955 to about N.Kr. 8oo million, and it proved possible during the year
to raise loans and obtain credits on foreign markets (for the purchase
of ships, etc.) sufficient not only to cover the deficit but also to add some
N.Kr. 350 million to the country’s gold and foreign exchange reserves
(see Chapter IV). The government's ‘‘national budget” for 1956 envisaged a
reduction — to N.Kr. 320 million — in the current balance-of-payments
deficit, to achieve which, it was stated, the growth in internal demand
for goods and services would have to be moderated. The budget estimates
for the financial year 1955-56, as originally adopted, provided for the
attainment of an overall balance at a level of N.Kr. 4,471 million; there
may actually be a certain deficit, but this is expected to be less than
the N.Kr. 295 million appropriated for the redemption of debt. The estimates
for the financial year 1956—57 are again drawn up on the basis of an overall
balance, the net amount included for debt redemption being this time
N.Kr. 328 million.



One important item of expenditure, however, is not included in either the
current or the capital budget, namely the resources provided by the government
for the state banks, representing in fact an additional charge which amounted in
1955 to N.Kr. 735 million. These banks have also been given special treatment
when action has been taken to restrict credit. Thus, when the official discount rate
was raised early in 1955 from 2% to 315 per cent.,, with corresponding interest-rate
changes in other parts of the credit system, an exception was made in the case
of the two most important state banks (specialising in mortgages for building
purposes): they maintained their lending rates unchanged at 214 per cent., which
meant that they continued to be wholly dependent for their further credit-granting
on the provision of funds by the government. Although the government raised an
amount of about N.Kr. 750 million in 1955 by the issue of new internal loans,
special action was in fact taken in the autumn of 1955 to ensure that the com-
mercial banks, savings banks and life-insurance companies would make funds avail-
able for the financing of the state banks. It was agreed between the Norges Bank
and the two banking organisations, the Association of Commercial Banks and the
Association of Savings Banks, not only that the amount of credit granted by the
banks should not be increased in 1956 and 1957 beyond the 1955 level but also
that the savings banks should contribute to the financing of the state banks by
subscribing to government loans an amount corresponding to 50 per cent. of the
growth in their deposits. It was further agreed between the Minister of Finance
and the Association of Norwegian Life Insurance Companies that by the end of
1957 these companies should increase their aggregate holdings of state and state-
guaranteed bonds by at least N.Kr. 200 million compared with their level on
1st November 1955 and that in this connection they should subscribe N.Kr, 225 mil-
lion to new state loans.*

The authorities were not, however, unaware of the dangers inherent in the
special position of the state banks. As early as the beginning of 1955 the govern-
ment had considered the advisability of reducing to some extent the lending of
the state banks, and in February 1956 the Norges Bank, in a statement on the
report of a specially appointed State Banks Committee, recommended that the
government and Parliament should review the state banks' activities, bearing in
mind the fact that it was precisely in the sectors affected by their lending that
the credit expansion was still continuing,

In Denmark, the official discount rate was increased from 4% to
5% per cent. in June 1954, and in March and April 1955 this action was
reinforced by fiscal measures, a number of taxes and duties being raised
with the object of increasing the government surplus on the combined
current and capital account. At about the same time the introduction of
certain reforms in the government’s method of subsidising house-building
gave builders an incentive to keep down costs, and the rent legislation was
also amended in such a way as to make conditions more normal in the
housing sector.

Under the Danish fiscal system, loans granted by the government to facilitate
the building of houses are not included in the regular budget but appear only in

* It was announced in connection with the agreement concluded with the Association of Savings Banks
and the Association of Commercial Banks that if future developments were in line with the principles
laid down no proposal would be put forward for a new law regarding minimum reserve requirements
for banks; and the insurance companies were also informed that so long as the agreement entered
into by them was in force no proposal would be submitted for new legislation compelling them to
subscribe to public loans.



— 48 —

the Treasury accounts. As the government had difficulty, both in 1954 and in
1955, in raising the funds needed for this purpose on the capital market, it had
recourse to borrowing directly from the National Bank, obtaining D.Kr. 3oo million
from it in 1954 and D.Kr. 212 million in 1955. Actually, more dwellings were
finished in 1955 than in the preceding year, but housing starts were reduced, so
that the number of units under construction at the end of 1955 was 16 per cent.
less than at the corresponding date a year earlier. The total amount of loans
made available by the government for the building of houses had been limited
to D.Kr. 350 million for the fiscal year 1955-56, as against D.Kr. 500 to 600 mil-
lion in the previous year.

Thanks to this reduction and to the general improvement in the public
finances which followed the measures taken in the spring of 1955, the government
found it necessary to borrow from the National Bank only in the first half of
that year; in the second half there was no increase in the government's debt to
the National Bank, although the sale of government bonds on the capital market
brought in only D.Kr. go million, compared with D.Kr. 200 million in the first
half of the year.

In May 1955 the National Bank discontinued its practice of allowing the
banks rediscount facilities at a special rate of 1% per cent., so that thereafter all
discounting had to take place at the official rate of 5% per cent. At the same
time commercial banks and savings banks were permitted to make deposits with
the National Bank carrying interest at 1% per cent. By the end of February 1956
D.Kr. 79 million had been placed on such deposits. In the summer of 1955 the
Association of Commercial Banks and the Association of Savings Banks asked
their members to strengthen their liquidity by avoiding an increase in the total
amount of loans granted and whenever possible to purchase newly-issued govern-
ment bonds in order to reduce government borrowing from the National Bank.

In the course of 1955 the money supply increased by over 2 per cent,
compared with a decline of 2 per cent. in the previous year. There was no
expansion in the gross national product but wholesale prices went up by 3.2 per
cent. and the cost of living by 4.7 per cent. In the spring of 1956 conflicts in
the labour market gave rise to widespread strikes; when no agreement was reached
between the parties concerned a law for the settlement of the dispute was passed
by Parliament. This law provided for an increase in wage rates, the annual cost
of which is estimated by the government at some D.Kr. 150 million, or less than
2 per cent. of the wage bill — this being, however, in addition to any increase
made in the course of the semi-annual adjustment of wages on the basis of the
cost-of-living index. It has been officially stated that in the resultant situation
there are even less grounds than before for any relaxation of the strict monetary
and fiscal policies.

Thus in the course of 1954-55 the three Scandinavian countries adopted
fairly flexible monetary policies, and these policies were reinforced by action
designed to lead to an overall budget surplus and efforts to avoid inflationary
methods in the financing of building activity — a certain reduction in the
number of housing starts being also intended to lessen the strain on the
available resources of manpower and materials. It should, however, be
mentioned that in Norway and Sweden the credit restrictions agreed upon
between the central bank and the commercial and other banks were not
made applicable to credits granted for housing construction, while in
Denmark certain types of agricultural credit were exempted from the credit



restrictions. Even so, it can be said that in these countries attempts have been
made to slow down the growth in domestic demand in order to curtail
imports and expand exports and to weaken the forces making for cost and
price increases. The authorities in all these countries have stressed that
“moderation is necessary in the framing of wage and salary claims” (to
quote the words used by Mr Svend Nielsen, Governor of the National Bank
of Denmark, at the annual meeting of the bank in March 1956). Not only
in Denmark but also in Norway — and in Finland too — there occurred
explosive labour conflicts which took a considerable time to settle. The
outbreak of these conflicts and the difficulties experienced in arriving at a
settlement may be regarded as signs of a transition to a more stable price
situation in which the annual increases in remuneration will have to be
kept more closely in step with the actual rate of economic growth, as
determined, inter alia, by the tempo at which the rationalisation of production
can be carried out.

In 1953 Finland had a current surplus in its balance of payments
estimated at FM 12.2 milliard, and this was slightly increased both in
1954 and in 1955, leading to sizable additions to the country’s net foreign
assets. From December 1954 until April 1956 the interest rates of the
Bank of Finland were kept between a minimum of 5 and a maximum of
214 per cent., and various other measures designed to reinforce a restrictive
monetary policy were also taken during this period (for further details see
Chapter VII). While in 1955 the gross national product in real terms rose by
between 5 and 6 per cent., the money supply went up by as much as
15 per cent, mainly as a result of a further expansion in bank lending
and increased rediscounting by the banks at the Bank of Finland. The overall
budget deficit, on the other hand, was much smaller than had originally
been estimated, this being largely due to the rise in revenue caused by the
boom, which continued unabated.

A change which gave rise to considerable controversy was made in economic
policy at the end of 1955, the controls over the prices of home-produced goods
being abolished altogether, those affecting foreign trade and rents being eased and
the fixing of wage rates being made a matter for negotiation between the labour-
market organisations. Early in 1956, following a rise in the prices of most agricul-
tural products, demands were made for higher wages; after a general strike lasting
nineteen days a settlement was reached providing for wage increases of approxi-
mately 10 per cent., the employers being given partial compensation in the form
of reductions in the amounts paid in respect of social charges and income
tax together with an increase in depreciation allowances. At the same time
it was announced that the government would resume control over the prices
of certain Finnish products and services; and a new starting-point was agreed
upon for the cost-of-living index, which serves as the basis for a sliding wage
scale.

In a broadcast speech on 1g9th March the Governor of the Bank of Finland
gave a warning that, in order to safeguard the value of the Finnish mark, money
might have to be made tighter, and on 19th April the interest rates of the Bank
of Finland were raised to a level of between 614 and 8 per cent.



Some progress was achieved during the year in the liberalisation of foreign
trade, so that by the end of 1955 licences were being issued automatically for
about one-half of the country’s imports (see Chapter IV). There was a decline
in the construction of farm buildings and dwelling-houses in rural districts but
an increase of almost 10 per cent. in that of factory buildings and business
premises and one of 5 per cent. in the building of dwelling-houses in the towns.
Although the policies designed to keep up the value of the currency had chiefly
aimed at curbing investment, the real increase in private and public investment
in 1955 amounted to 13% per cent., compared with a real increase of 514 per
cent. in private and public consumption. The greater part of the funds used
for investment, other than those provided through self-financing by business firms,
was obtained from the commercial, co-operative and savings banks, whose total
loans rose by FM 51.2 milliard in 1955, compared with FM 49.4 milliard in
the previous year.

The continued rapid expansion of the Finnish economy has been due
mainly to the effects on the country’s foreign trade — the terms of trade
being favourable — of the boom conditions abroad. While steps have been
taken in recent years to provide for the holding of certain minimum cash
balances by banks and, in general, to subject the credit system to methods
of monetary control, there continues to be no capital market, imports are far
from being fully liberalised, and consumer prices are in many cases still
held down by subsidies — so that some of the country’s defences against
inflationary pressures remain rather weak.

The position of Austria has in some respects been similar to that of
Finland, but, as a member of the O.E.E.C., Austria has done more to
liberalise its imports and, partly as a by-product of a deficit in its current
balance of payments, it has been better able to prevent any sharp increase
iIn its money volume. As in most other European countries, the rise
in production from 1954 to 1955 was greater in the basic-materials and
investment-goods industries than in the consumer-goods industries, having
amounted to 18 per cent. in the former case and 8 per cent. in the latter.
The overall increase in the gross national product worked out at 14 per cent.
on the basis of current prices, or, as wholesale prices rose on an average
by 3% per cent., at over 1o per cent. in real terms — a record figure
for Austria,

Foreign exchange earnings from the tourist trade, amounting to Sch. 2.1 mil-
liard (= $8z million), constituted the main credit item on invisible account, which
altogether showed a surplus of $59 million. But this was not sufficient to cover
the trade deficit of $rgr million resulting from an increase of 36 per cent. in
imports against one of only 14 per cent. in exports (excluding, however, certain
special release deliveries to the U.S.S.R.). The balance of payments on current
account consequently deteriorated from a surplus of $68 million in 1954 to a
deficit of $132 million in 1955, the debit balance in the latter year having been
covered to the extent of $54 million by a draft on the foreign exchange reserves
and, as to the remainder, by resources which, though they cannot be statistically
ascertained, must certainly have consisted in part of repatriated funds, and to some
extent, perhaps, of credits from abroad. While the gold and foreign exchange
reserves remained considerable (having amounted to $336 million at the end of
the vyear), the steady deterioration in the balance of payments and, above all,
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the excessive boom in the investment-goods industries and the building trade,
together with the upward trend of prices (the whole development being stimulated
by a general atmosphere of optimism created by the recovery of full independence),
compelled Austria to take measures in the course of 1955 to check the expansion.
The official discount rate was raised twice — in May from 3% to 4% per cent.
and then again in November to 5 per cent. The qualitative and quantitative control
of credit was intensified and attempts were made to curb the investment boom
by cutting down public orders. The policy of credit restraint was reinforced above
all by the restrictive effect of the balance-of-payments deficit and also, to a certain
extent, by increased demand from the public for cash in the form of notes. Thus
the credit institutions were before long forced to reduce their purchases of securities
and later also to curtail their credit-granting. Whereas at the beginning of 1955
they had held net balances with the National Bank amounting to Sch. 1,764 million,
by the end of the year their indebtedness vis-a-vis the National Bank exceeded
their free sight balances by Sch. 648 million. Thus the authorities had succeeded
in creating a situation in which the business world no longer regarded credit as
being easy to obtain.

Another effect of the action taken has been that savings deposits have
continued to increase, having risen in the course of 1955 from Sch. 7.5 to
10 milliard, while demand deposits (cheque accounts) fell by Sch. 598 million.
As a result of the divergent movements which took place (an increase in the note
circulation and a decline in demand deposits), the money supply, which had
expanded by 24 per cent. in 1953 and by 25 per cent. in 1954, grew by only 1 per
cent. in 1955, and in the early months of 1956 it was actually smaller than in
the corresponding months of the previous year.

The foregoing development occurred despite a deterioration in the financial
position of the state, an overall budget surplus of Sch. 107 million in 1953 and
of Sch. 524 million in 1954 having been replaced in 1955 by an overall deficit
of over Sch. 1,000 million, which was covered from existing cash balances. The
budget estimates for 1956 provide, however, for a 44 per cent. cut in the total
of government-financed Investment.

As far as the capital market is concerned, not only has it been able to
supply larger amounts of funds than in the past but also its legal structure has
been improved by the entry into force of several new laws (pertaining to the
revaluation of assets, the reconstruction of various financial institutions, etc.). There
has also been promulgated a new National Bank Law, which has the effect of
further strengthening the country’s financial system. The resumption of control
by Austria of assets previously in the hands of the U.S.S.R., though it has raised
certain new problems which have not yet been fully solved, has involved less
immediate financial outlay than was at first expected. In the field of foreign trade,
the country’s recovery of complete independence has resulted in the inclusion in
the statistics of the whole of its trade with eastern Europe, so that this is now
shown as representing not ¢ per cent. of the total, as immediately before the
conclusion of the State Treaty with the U.S.S.R., but something like 12 per cent.
— again without counting the special release deliveries, which in 1955 amounted
to Sch. 307 million in goods and services and $2 million (= Sch. 52 million) in
cash. Altogether, with foreign trade increasing more rapidly than domestic produc-
tion, Austria’s economy is acquiring an increasingly outward orientation, so that
this country, like others much dependent on their foreign commercial relations,
now needs to take greater care than ever to keep its finances on a firm basis.

In Austria’s internal economy, unemployment has been reduced to well
below the level of the post-war inflationary period. This is, indeed, just one



aspect of the present full employment of all available resources. Austria, like
a number of other countries, is in fact now in a position in which almost
any creation of new purchasing power is likely to lead to a
dangerous increase in the volume of imports. In this respect the
situation is clearly different from that which existed, for instance, during the
depression of the 1930s, when resources were not fully employed, for then
it could be assumed that a considerable part of any additional purchasing
power would have the effect of increasing domestic production, so that
only a fraction would be reflected in larger imports. Today the marginal
propensity to import is much greater than it was then and it is therefore
necessary to be doubly careful in the handling of credit policy so as to
avoid an inflationary expansion of the money volume.

In 1955 western Germany had a current surplus of DM 2.9 milliard
(= $700 million) in its balance of payments and increased its gold and
foreign exchange reserves by DM 1.9 milliard (= $450 million), so that in
these respects the country's situation could be described as being entirely
satisfactory.

Western Germany: Balance of payments.

Itamis 1963 1954 1955

in millions of Deutsche Mark

Current account
Merchandise trade (including transit trade)

333 (HHR)Y 5 0.6 99 ol osc 0 000 oo 18,780 22,571 26,373
Imports (fob.) . . . . . . . o0 oo 15,073 18,674 22,946
Balance of trade . . « v v v 4 4w w0 + 3,707 + 3,997 + 3,427

Invisible items

el oo d o oecom oo oo Ao .acc 3,765 4,646 5,861
TGS & oo g ol olac O o O 0 0o o 3,295 4,611 6,364
Balance of invisible items . . . . . . . .. + 470 4 as — 503
Total balance on current account + 4,177 + 4,032 + 2,924
Capital account

Foralgn aldic o o w v aie o 5 o e e w e a + 265 + 290 + 130
Unrequited remittances . . . . .. .. .. - 319 - 678 — 945
Debts and credits (net) . . ... .. ... — 284 — 490 — 502
Balance on capital account . . . . .. .. — 338 — 878 — 1,317
Errors and omissions . . . . . . . . . .. — 246 — 430 4+ 314
Changes in monetary reserves . . . . . + 3,593 + 2,724 + 1,921

Notes: 1. In addition to the DM 130 million of foreign aid indicated in the table above, which consisted
mainly of deliveries of U.S. surplus agricultural products to west Berlin, western Germany also acquired,
from expenditures arising in connectlon with the maintenance of American forces in Germany, special dollar
receipts totalling DM 1.1 milliard in 1955, which are included under the heading '‘Invisible items'".

2. The ‘“Unrequited remittances' shown above consist of payments made to the victims of persecu-
tion, which amounted to DM 150 million in 1954 and rose to DM 350 million in 1955, reparation deliveries
and payments to Israel (DM 354 million in 1954 and DM 368 million in 1955), and payments to the European
Coal and Steel Community, amounting in 1955 to DM 177 million.



The Bank deutscher Linder was in fact able, in agreement with the
Federal Government, to continue dismantling the existing exchange restric-
tions, and further progress was also made in the liberalisation of imports.
Moreover, the budget accounts showed renewed — and one might even say
exceptionally large — surpluses, owing partly to increases in revenue and
partly to delays in effecting expenditure already decided upon, with the result
that the total accumulated cash reserves of public authorities with the central-
banking system had by the end of March 1956 reached the high level of
DM 6.9 milliard.

But although neither the balance of payments nor the public finances gave
any cause for concern, it began to be felt during the course of the year that the
boom was becoming too intense, since it was accompanied by a marked expansion
in the credit volume and a sharp rise both in wages and in certain prices. The
exceptional strength of overall demand was clear from the continuous increase in
order books, which throughout the whole year outstripped the growth in produc-
tion, despite the fact that in 1955 the gross national product in real terms rose by
11 per cent., against 7 to 8 per cent. in each of the two preceding years. That
foreign demand was still strong was evidenced by the further large increase in
exports (western Germany's industries were, indeed, highly competitive and able
to offer relatively short delivery dates — one reason being that they were not
hampered by armament production like their main rivals in other countries). Still
more important, however, was the increase in domestic demand, resulting, in
particular, from the large volume of investment in fixed capital, which totalled
DM 38.1 milliard, equivalent to 23.2 per cent. of the gross national product.* The
most pronounced increase in investment was in the private sector, and this was
helped by the fact that financing facilities were distinctly better than in earlier
years, partly thanks to greater activity on the capital market.

The rapid expansion in the volume of investment resulted in a wvery strong
demand for labour, as may be seen from the fact that in September 1955 some
975,000 more persons were employed in western Germany than in the same month
of the previous year. Of these only 280,000 were accounted for by the natural
increase in the working population; some 170,000 consisted of persons who had
not formerly been employed in industry, especially women, who had hitherto been
family workers or engaged in agriculture, while 200,000 were new arrivals and
325,000 had previously been unemployed. The tight situation in the labour market
led to an increase in wage rates, which is estimated to have amounted to over
7 per cent. over the year, with the result that the total earnings of industrial
workers in the last quarter of 1955 were about 13.5 per cent. higher than in the
corresponding quarter of 1954.

While in the first half of 1955 the increase in productivity would seem to
have kept pace with the upward movement of wages, it is estimated that in
the second half of the year earnings rose by 7% per cent. and productivity by
5% per cent. This is not, however, a great disparity, and between December 1954
and December 1955 industrial prices increased, on an average, by only 21, per
cent. In the same period the prices of agricultural products, on the other hand,
determined as they mostly are by the forces operating in a protected domestic market,
rose by 8 per cent., thus running counter to the trend on the world markets.

* On the other hand, there seems to have been little increase in stocks; the annual report for 1955
of the Bank deutscher Linder observes that there have been few covering purchases, such as are
usual when considerable price changes are expected; they would as a rule not have been a paying
proposition, since so far the price increases have worked out at less than the cost of holding bigger
stocks, and the gap has been widened by the recent increases in interest rates.



Western Germany: Earnings of industrial workers and the cost of living.
Indexes: 1950 = 100.
150° 150
|
140 140
Gross hourly earnings
of industrial workers ‘"
130 Ll /9 130
i2)
120 / Gl 120
10 V4 25 e S 110
N .// Cost of living
100 =~ e 7950-700 | 100
a0 '/; L S| | 1 1 L] ] [ ] T R
o 1950 1951 1952 1953 1954 1955 1956

1 Including the building industry but excluding the mining and power industries.
2 Gross hourly earnings divided by the cost-of-living index for consumers In the medium-income group.
3 For consumers in the medium-income group.

The rise in wages and prices, together with the increase in output, neces-
sitated an expansion in the volume of means of payment, and the money supply
went up by 1o per cent., the note circulation increasing at a more rapid rate
than demand deposits. (For further details see Chapter VIIL.)

It began to be feared about this time that under the impact of strong
expansionary forces wages would be increased to a greater extent than was justified
by the improvement in productivity and that a dangerous inflationary spiral would
develop if the money supply were simply allowed to expand parallel to the general
increase in demand.

It was to counteract such tendencies that the Bank deutscher Linder, in the
summer of 1955, began to apply a more restrictive credit policy. At first, this
took the form of contractive open-market operations but subsequently, as from
4th August, the official discount rate was increased from 3 to 3% per cent. and
the’ minimum cash requirements of the other credit institutions were raised by
1 per cent. The note circulation continued to grow, however, and at the end of
December 1955 was DM 1 milliard larger than it had been at the end of August;
the first two months of 1956 brought the usual seasonal decline in the amount of
notes outstanding, but by March it was already just as high as it had been at the
end of December. On 7th March 1956 the official discount rate was therefore raised
again, this time to 4% per cent. But the credit expansion still continued; in
March short-term credits to business firms and individuals went up by
DM 466 million, as against DM 340 million in March 1955. And before long, as
from 19th May 1956, the official discount rate was raised once more, to 5%
per cent.

In its annual report for 1955 the Bank deutscher Linder states that it
is well aware of the unfortunate effects produced on the capital market by
the introduction of a restrictive credit policy after a period during which a
more plentiful supply of money had led to a distinct revival of the market.
But it adds that considerations of capital-market policy must not be allowed



to deter the bank from pursuing the course of action which it has adopted
for the purpose of safeguarding the national currency. It also stresses in
several parts of its report that the public finances must be so managed
that they do not suddenly begin to add to the inflationary pressure after
having worked in the opposite direction through the budget surpluses achieved
In recent years.

The Netherlands presented in 1955 a picture of an economy remaining
singularly steady and well-balanced in the midst of a world boom. Wages,
as determined by the tariff agreements, rose by less than 1 per cent. in
the course of the year; the cost of living hardly changed at all; and
wholesale prices were at the close of the year only a fraction higher than
at the end of 1954.

The balance of payments showed a current surplus of Fl. 285 million,
nearly all of which served as a counterpart for additional voluntary reductions
of the external public debt and for an increase in short-term bank lending
to foreign countries, leaving only a relatively small amount to be added to
the gold and foreign exchange reserves.

As far as government finances were concerned, the central government
borrowed on the capital market rather more than it needed for financing
its own investment expenditure, but the slight deflationary effect that might
have been expected to follow was probably neutralised by a simultaneous
increase in the amount of short-term borrowing by local authorities.

In these circumstances, the Nederlandsche Bank had no objection to the
commercial banks' expanding their foreign lending and investment business by some
FL. 170 million, for the money-creating effect of the balance-of-payments surplus
was thereby correspondingly lessened. A different effect tended to be produced, of
course, by the increase of Fl. 460 million in the commercial banks’ domestic
lending and investment. The domestic money supply expanded during the year
by FL. %60 million, equal to 8.6 per cent., but the Nederlandsche Bank points out
in its annual report for 1955 that some creation of money was absolutely essential
to meet the need for further liquid resources that went with rising incomes;
since real income increased by 6 per cent. in 1955, the necessary addition to the
money supply might be estimated at Fl. 400 to soo million. As the banking
system provides more than 40 per cent. of the money in circulation, it is natural
that it should make a substantial contribution to the flow of new money. Indeed,
if any endeavour were made to prevent this from happening — supposing it were
at all possible to do so — the economy would be subjected thereby to a certain
degree of deflationary pressure. To guard against too marked an expansion in
credit the Nederlandsche Bank continued throughout the year to carry out open-
market operations and to require the credit institutions to fulfil certain undertakings
entered into in a gentleman's agreement concluded in 1954 concerning the sterili-
sation of cash reserves. The commercial banks were asked, moreover, to keep a
close watch on the trend of their credit-granting and to do their best to curb
excessive demands from trade and industry, emphasis being laid, in particular, on
the importance of slowing down the expansion of credit for the financing of
instalment sales and the granting of loans for capital purposes (including loans
to meet permanent requirements of working capital). The banks endeavoured to
comply with this request. There was, however, an appreciable increase in the



demand for credit towards the end of the year and early in 1956, and on
7th February 1956 the Nederlandsche Bank raised its discount rate from 2% to
3 per cent.

In 1955, despite the apparent stability of the economy, pressures were in
fact building up, and these became more evident in the early months of 1956.
The level at which wage rates remained so steady in 1955 was that reached as
a result of the agreements of October 1954; in comparison, on the ather hand,
with the average industrial wages earned in 1954, there was a rise of about
7 per cent. in 1955.

Under the system in force in the Netherlands, wage changes — at least
as far as the general principles are concerned — are negotiated centrally, and
in the winter of 1955-56 it became necessary to work out a new settlement. The
government had already given its approval in September 1955 to measures for
improving in 1956 what are known in the Netherlands as the secondary condi-
tions of labour (paid holidays, etc.) to an extent equivalent to 3 per cent. of the
prevailing wages. In March 1956, after prolonged negotiations, a general agreement
was reached as a result of which both the average total wage per worker and
the overall level of wages for 1956 as a whole are expected to show a rise of 8
to 9 per cent. in comparison with 1955. The Nederlandsche Bank states in its
annual report for 1955 that, if it is assumed that owing to the increase in pro-
ductivity the real national income per worker will increase in 1956 to the same
extent as In 1955, il.e. by 4 to 5 per cent, and if there are no price rises, half
the increase in wages will have to be offset by a reduction in the entrepreneurs’
share of the national income. It is, however, difficult to tell what will happen
with regard to productivity and other important economic factors, and the report
goes on to stress that the Netherlands, “in view of the large increase in its
population, must maintain its position even in the face of the strongest competition.
This means that the least we can do is to try to keep our labour costs per unit
of production stable; and even that may not in fact be enough. Nevertheless, the
wage increases granted in our country during the past two years have been much
larger than has been warranted by the improvement in labour productivity. Prob-
ably this was sufficiently justified by the relative advantage in the matter of pro-
duction costs still enjoyed by the Netherlands in 1953. But a comparison of
present conditions with those prevailing abroad affords a clear warning of the
dangers of pursuing the same course in 1956.”

The economy of Belgium, in contrast to that of the Netherlands, has
been characterised during the post-war period by relatively high costs and
prices. While this might have been a great handicap had circumstances been
different, the fact that the Belgian-Luxemburg Economic Union is a large-
scale exporter of steel and metal products has made it possible for the two
countries of the Union to profit by the lively demand for investment goods
which has persisted, with only brief interruptions, throughout the last ten
years. The demand for such goods was especially strong in 1955. While the
textile industries suffered from a certain lack of orders, and the home market
on the whole was only moderately active, growing demand from abroad acted
as a forceful stimulant to the economy. Exports increased in value by 21 per
cent., while imports rose by only 12 per cent., the trade deficit thus being
reduced from B.fcs 12 milliard in 1954 to B.fcs 3 milliard in 1955. Thanks
also to an improvement in the net receipts from invisible items, the current
balance-of-payments deficit of B.fcs 3.6 milliard incurred in 1954 was
replaced last year by a surplus of B.fcs 10.5 milliard.



The surplus in the balance of payments in 1955, combined with the fact
that the Belgian Government issued several loans abroad (see Chapter VII), was
reflected in an increase of B.fcs 6.4 milliard in the monetary reserves, bringing
them up to B.fcs 54.7 milliard at the end of the year. This increase — in
a year when the national product rose by 7 per cent. — was the main reason
for the rise of 5 per cent. in the money supply, which expanded during the
year by B.fcs 9.1 milliard, to B.fcs 192.7 milliard. Owing to the expansion in
the money supply the money market was relatively easy, and the raising of the
official discount rate from 234 to 3 per cent. in August 1955 was primarily
intended as a warning against speculative excesses. Some concern has continued to
be felt, however, about the overall deficit in the government budget, since virtually
the whole of the extraordinary expenditure has to be financed by borrowing.

Belgium: Government finances and national product.

Calendar year
1952 ] 1953 1954 1955 1956
Items
actual estimates

in milliards of Belgian francs
Ordinary expenditure . . . . . . . . . . .. 77.B 77.3 79.1 81.1 84.0
Ordinary revenue . . . . .« + s 1 o o o o o 78.6 74.6 78.1 81.9 84.0
Balance . . . . . . .. + 0.9 - 2.7 - 1.1 + 08 —
Extraordinary expenditure (net) . . . . . . . 16.8 15.1 13.8 15.0 12.0
Overall balance . . . . — 15.9 — 17.8 — 14.9 — 14.2 — 12.0

Public debt (at 31st December). . . . . . . 266.0 | 281.9 | 297.9 311.3

Gross national product (at market prices)* . | 429 I 433 ‘ 449 480

* Unofficial estimate,

Note: The figures for the different vears are not easy to compare owing to the fact that there have been
certain transfers of items between the ordinary and extraordinary budget. Moreover, in 1956 the extraordinary
budget no longer includes the expenditure which is to be financed by the Road Fund with the proceeds of
the special loan issued in October 1955, It will therefore not be possible to ascertain until the end of the
year whether the slowing-down of the increase in the public debt which took place in 1955 is continuing.

It will be seen that from the end of 1952 to the end of 1955 the
public debt rose by B.fcs 45.3 milliard, or by an average amount of
B.fcs 15 milliard a year. The National Bank, discussing in its annual report
for 1955 the advisability of resorting, in certain circumstances, to open-
market operations, explains that it “has never been in a position to sell part
of its holdings of public securities on the market, because the Government
and the other public authorities have already exhausted the market’s poten-
tialities. Thus the Bank has been deprived of an important means of action.”

Switzerland, too, has been affected by the world-wide boom, but in
that country — more, for instance, than in Belgium — there has at the same
time been an internal expansion, which in 1955, as in the preceding year,
was most pronounced in the building industry. One of the main reasons
for this lively economic activity, in addition to the employment of foreign
workers, was the plentiful supply of savings on the capital market, together
with the fact that funds have been available on easy terms, reflecting to
some extent the surplus in the balance of payments. In 1955 the central



government again had an overall budget surplus of somewhat over
Sw.fcs 200 million, which was more than the aggregate net amount of
borrowing by the cantons, while the net amount which became available
for investment by the Old Age and Dependants’ Insurance Fund was
Sw.fcs 509 million. In these circumstances one of the main tasks of the
Confederation and the National Bank was to prevent the ample supply of
funds from leading to an excessively high rate of domestic business activity.

Among the steps taken to reduce the liquidity of the capital market, besides
the sale during the first nine months of 1955 of Sw.fcs 75 million’s worth of gold
coins to the public, was the conclusion in the spring of 1955 of a gentleman's
agreement with the banks whereby the latter undertook to continue to apply
certain measures (e.g. to exercise restraint in accepting and paying interest on
foreign funds) designed to moderate the influx of money from abroad. Moreover,
eighty-nine banks agreed to hold at the National Bank certain minimum cash
balances amounting altogether to some Sw.fcs 250 million. A number of private
insurance companies and soclal-insurance institutions, including the Old Age and
Dependants’ Insurance Fund, also undertook to co-operate with the National Bank
in this manner, with the result that an aggregate amount of over Sw.fcs 300 mil-
lion was blocked at the central bank. In the spring and summer of 1955 the
growth of internal liquidity was further restrained by continuous and fairly
substantial long-term borrowing by other countries, and by the early autumn the
market had in fact become somewhat tighter.

Suggestions had been made that the official discount rate, which had
remained at 1l per cent. since November 1936, might be increased. It was
decided, however, not to take any such step for the time being, since it was
thought that a higher rate would unfavourably affect a number of controlled prices
(in particular, prices of agricultural products and rents) and might possibly increase
the supply of funds. As it was, the slight tension in the market had already
disappeared again by the end of the year owing to a certain further inflow of
funds from abroad.

Under the influence of the internal boom, imports rose rather more than
exports, with the result that the current surplus in the balance of payments was
reduced from Sw.fcs 1,063 million in 1954 to around Sw.fcs 700 million in 1955.
This tendency continued in the first four months of 1956, when the excess of
imports over exports amounted to Sw.fcs 388 million, compared with Sw.fcs 303 mil-
lion in the corresponding period of the preceding year.

In Italy, too, there has not recently been any change in the official
discount rate, which has remained at 4 per cent. since April 1950. But
long-term interest rates have moved upwards: the average yield of government
securities increased during 1955 from 6.23 to 6.60 per cent. and that of
private bonds was nearly 7 per cent. This relatively high interest level is
the reflection not of a low rate of saving — indeed, current net savings
are estimated to have amounted in 1955 to 13% per cent. of the net national
product — but of a rate of economic expansion far higher than any ever
achieved by Italy in the inter-war period.

The Vanoni scheme, which outlines the general conditions for the raising of
the level of employment and the national income, reckoned with a certain deteriora-
tion in the current account of the balance of payments during the first years of



its implementation and therefore stressed the necessity of obtaining more funds
from abroad. In 1955, however, partly owing to certain delays in the full effects
of the measures envisaged in the scheme and partly because of the world boom,
which made possible an expansion in exports (especially of engineering products)
and led to larger receipts from the tourist trade, there was actually a slight decline
in the deficit of the balance of payments on current account (excluding foreign aid).

Italy: Balance of payments.

1952 1953 1954 1955
Items

in millions of U.S. dollars

Merchandise trade

Imports {cdf). « + - « « o o0 2,085 2,118 2,221 2,518
Exports (f.o.b.) . . . . . . . . .. 1,357 1,394 1,606 1,857
Balance of trade. . . . — 728 — 724 — 615 — 661

Invisible items (net)

TourlBmM . . . o i i 0 i iw w s + T/ + 131 + 139 + 190
Transportation. . . . . ... ... 4+ 166 + 134 + 135 + 157
Emigrants’ remittances . . . . . . 4+ 102 + 119 + 114 + 125
Other invisible items . . . . ... + 100 + 162 + 111 + 106
Total invisible items . . + 445 + 546 + 499 + 578

Balance on current account
Excluding U.S. aid. . . . . .. .. — 283 — 178 — 116 - 83
S aald i N S e e o e + 218 + 133 + 104 + 41
Including LS. ald. . . «:u « v. . — 65 —_— 45 - 12 — 42
Inflow or outflow of capital (net) — 28 — 12 + 67 + 151

Change in foreign exchange
RoTdIns: ol o G 6 e o ami o — 93 — 57 + 55 + 109

Note: U.S. off-shore procurement purchases in ltaly are included in the above table under merchandise exports;
in 1955 such purchases amounted to $128.8 million, or only slightly less than the total of $132.5 million reached
in 1954, Moreover, in addition to direct U.S, defence and economic aid, which is indicated separately in the
table, a further special item of dollar income, which is shown in the ltalian balance of payments under the
title “‘Other transactions of a military character’’, is included above under ''Other invisible items'. This
jtem, which appears to include foreign exchange income arising from U.S. expenditure on joint military
installations as well as that in connection with the maintenance of U.S. troops in Italy, came to $32.7 mil-
lion in 1955 and $19.9 million in 1954.

The net inflow of foreign capital in 1955 was equivalent to $r51 million,
compared with $67 million in the previous year. As a result, the country’s gold
and foreign exchange holdings increased by the equivalent of $109 million — nearly
twice as much as In 1954.

The increase in the gold and foreign exchange reserves was one of the
reasons (see Chapter VII) for the expansion in the money supply, which rose by
11 per cent. in 1955, compared with a growth of 9.2 per cent. in the gross
national product at current prices. In real terms, the national product is estimated
to have grown by 7.2 per cent., partly as a result of the recovery in agricultural
production after the bad harvest of 1954; but even if agricultural output had
developed normally the real increase in the national income would still have worked
out at very nearly 6 per cent. Private consumption is estimated to have risen by
4.4 per cent., in real terms, and public consumption by 1.3 per cent., while the
volume of investment expanded by no less than 151, per cent.

The amount of investment financed via the state budget — estimated to
have been about Lit. sco milliard in the fiscal year 1954-55 — was well above
the overall budget deficit.



Italy: Government finances.

Fiscal year ending 30th June

Iltems 1953 1954 1955 1956
actual results estimates
in milliards of lire
Expenditure . . . . ... . 2,309.6 2,325.2 2,618.5 2,725.8
Revenue . . . ... ... . 1,804.2 2,000.3 2,311.6 2,445.7
Budget deficit . . . — 505.4 — 324.9 — 306.9 — 280.1
Treasury (cash) deficit . . . — 377.9 — 258B.6 — 236.5

It will be seen that the cash deficit is usually less than the budget estimate
(which is based on commitments), and the likelihood is that the same will be the
case in 1g56.

The increase in estimated government expenditure in 1956 is due iIn
the main to a rise of 12.8 per cent. in the average level of wages and
salaries of state employees (compared with an increase of 4 to 5 per cent.
in the private sector). While the number of people employed by the
government has recently been reduced somewhat, other employment has
increased at quite a rapid rate; in fact, during the three years 1953-55
the total employed outside the agricultural sector rose by some 850,000.
This rise, together with emigration, has enabled the country to absorb the
natural increase in the population of working age and at the same time to
reduce the number of unemployed by about 450,000, a decline of nearly
200,000 having taken place in 1955 alone. It is estimated that the number
of people annually reaching working age in Italy is gradually decreasing, and
at the same time the opportunities for employment abroad have recently been
more plentiful. In 1955, when the natural increase in the working popula-
tion is estimated to have been about 330,000, some 175,000 emigrated; by
1967, owing to the sharp decline in the birth rate during and after the
second world war, the natural increase in the working population is expected
to amount to only 8o0,000.

In France the post-war period has in many respects been one of
almost continuous growth, and that not only in the economic field but
also as regards the rate of increase of the population. For several years from
1946 onwards the number of births exceeded the number of deaths by about
300,000 — the highest figure recorded since 1816; and although the increase
has slowed down somewhat in the last few years, the birth rate in 1955 was
still 18% per mille, which was higher than the rate in western Germany
and the United Kingdom and approximately the same as that in Italy. While
the development of the social-security services (including the system of
family allowances) may have been a factor contributing to the rise in the
birth rate, it should be noted that the increase has taken place during a
period of intense economic expansion, the gross national product having
risen, for instance, in real terms, by 30 per cent. from 1949 to 1955. Since
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the middle of 1952 commodity prices have remained practically stable, with
the result that during the last four years the rise in money wages has also
meant an improvement in real wages, which have in fact gone up by as
much as 22 per cent.®

The increase in real income has led to a considerable growth in the demand
for food, which has been fully matched by an expansion in agricultural output.
Although this expansion has been due in part to the succession of particularly
good harvests during the last few years, there has also been a distinct improve-
ment in agricultural techniques. The textile industry, too, has benefited by an
increase in demand, which it has been able to satisfy without difficulty owing to
the fact that in France, as in a number of other countries, productive capacity in
this sector had previously not been fully utilised. With regard to foreign trade,
the liberalisation percentage was raised in the spring of 1956 to 84 per cent., but
special compensatory duties — varying between % and 15 per cent. — were again
imposed on the newly-liberalised imports; in addition, the export of certain goods
has continued to be assisted by government aid either in the form of the refunding
(at variable rates) of certain fiscal and social charges or, in the case of particular

France:' Current account of the balance of payments.

First half
teme 1952 1953 1954
1954 1955
in millions of U.S. dollars
Merchandise trade (f.0.b.)
Imports . i v « & & 5 6 0 5 0 5 2,643 2,494 2,724 1,319 1,503
Exports . siv v wiewowi 6 G v 2,024 2,155 2,545 1,207 1,538
Balance of trade. . . . . — 619 — 339 - 179 - 112 + 35
Invisible items (net)
Tourism . + . v v v v v v e + 24 - 6 + 61 + 30 + 30
Transport . . . « « ¢« « v 0 o 4 — 165 - 101 - 75 — 43 - 63
Interest and dividends . . . . . . + 54 + 59 + 51 + 24 + 40
Government receipts. . . . . . . + 132 + 337 + 435 + 206 + 222
Other invisible items . . . . .. - 7 —  B7 — 31 — 17 + 12
Balance of invisible items + 28 + 222 + 441 + 200 + 241
Balance on current account
Excluding US,ald ., . . . . . .. — 591 - 117 + 2862 + 88 + 276
[Ri=3 il e A e s 6 n e o + 353 + 350 + 507 + 212 + 285
Total, including U.S. aid . . . — 238 + 233 + 769 + 300 + 571
1 Metropolitan France. 2 Including special aid for Indo-China

Note: U.S. aid payments to France, which in 1954 and 1955 included considerable amounts of special aid
for Indo-China, also include economic aid and defence aid for the promotion of military production in
France. In 1955 economic aid was much smaller than in 1954, but in addition to it France has had special
dollar receipts arising out of direct U.S. military expenditure (including off-shore purchases) in that country.
These special dollar receipts (the countervalue of which has, of course, been received by the U.S. author-
ities) are included in the item ''Government receipts’' and account for the greater part of the marked
increase in net receipts under this heading since 1952.

* The increases in money wages that have taken place in France since the middle of 1952 have
been granted outside the escalator-clause system introduced by the law of 18th July 1952. The
cost-of-living index taken as a basis is designed to reflect changes in the prices paid for consumer
goods and services by a family in Paris. In the middle of 1952 the index stood at 142 (1949 = 100),
and the ‘‘Sliding-Scale Law'’ provides that if at any time the index figure rises 5 per cent. above
this level (i.e. to 149.1) the minimum wage rates for all workers will be automatically and propor-
tionally increased. In the winter months there is always a seasonal upward movement of the index,
and in the early months of 1956 the seasonal trend was accentuated by price rises resulting from the
effects of the very cold weather, so that by March 1956 the index had risen to 148.1 — only one
point below the critical level for an automatic rise in wage rates.



— 62 —

commodity groups, in the form of direct subsidies. As a result of a considerable
expansion in French exports, especially of the products of heavy industry and of
agricultural produce, equilibrium was achieved in the current account of the
balance of payments in the first six months of 1955, without account being taken
of receipts of economic or defence aid.

Amounts equal to the foreign-aid payments and to part of the dollar receipts
from off-shore orders, etc. were in effect added to the monetary reserves, which
rose in 1955 by no less than Fr.fcs 3o1 milliard (= $86o million) to an amount
of Fr.fcs 695 milliard (= $2.0 milliard). The French Government was also able to
repay debts abroad to the extent of some $300 million.

In the early months of 1956, France again had relatively large deficits in
the E.P.U., which were settled entirely by payments in gold and dollars. Even
though these payments were partially offset by various foreign exchange receipts
there resulted a certain decline in the official reserves. But there appears to have
been at the same time a not inconsiderable increase in the amount of dollars
and other foreign exchange held by the authorised banks, so that France’s total
foreign exchange holdings have presumably not varied much.

France: Gold and foreign exchange reserves.
In milliards of French francs.
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In the table on the following page concerning France's government finances,
that part of the country’s dollar income which is received in the form of economic
aid and defence grants is included in the budget resources.

In analysing the French budget it has to be remembered that there exists a
special Caisse Autonome d’Amortissement through the intermediary of which revenue
from taxation (not included in the budget and therefore not shown as ordinary
revenue in the table on the next page) amounting to some Fr.fcs 200 milliard annually
has been spent in recent years on debt redemption. If account is taken of the
redemption thus effected and if the overall budget deficit is regarded as correspond-
ing to the increase in the public debt and in various Treasury liabilities (savings
obtained from the Caisse des Dépots et Consignations, etc.) it will be found that
since 1953 the real deficit has amounted, on an average, to about Fr.fcs 550 mil-
liard annually and has thus been well below the figures — Fr.fcs 700 to 8oo mil-
liard — shown in the budget accounts. The government has been able to use
genuine savings, at any rate in 1955, to cover the deficit, and the Treasury receipts
have moreover been sufficiently large both to enable some repayments to be made
to the Bank of France and also to allow certain foreign debts to be redeemed.



France: Government finances and national product.

1952 1953 1954 19565

ltems actual results

in milliards of French francs

I. Revenue
Ordinary revenue . . . . . . . v v v v v v u . 2,737 3,020 3,118 3,271
Foreignaid . . . . . ... .. ........ 186 165 109 106
e A R S A T A 2,923 3,185 3,227 3,377
Il. Expenditure
Cl expenditiite. . :. v « coie @ 250 0 i iwn o) 5 Teels 1,562 1,864 1,938 2,183
Military expenditure . . . . . . . .. ... .. 1,300 1,290 1,222 1,158
MolalE i v i) Te g & b ik & 2,862 3,154 3,160 3,341
Capital expenditure
Reconstruction . . . ... ... .. .... 356 335 298 288
Loans for housing construction . . . . . . . 51 56 70 73
Fund for economic and social development 295 298 275 295
Total expenditure. . . . . . . . 3,564 3,843 3,803 3,997
Budget balance plus capital expenditure. . . . — 641 — 658 — 576 — 620
Special Treasury accounts . . . .., ... .. — 31 + 5] — 88 — 42
Total deficit v .+ coi o 0 i o o anie — 672 — 852 — 664 — 662
Debt redempfion® . . ui o« o i o e s s — 17 + 40 + 183 + 125
Ill. Deficit to be met by the Treasury . . . . — 689 — 612 — 481 — 537
Covered by
Change in the public debt . . . . ... .. + 597 + 524 + 213 + 186
Resources of the Treasury
Correspondents' deposits . . . . . ..., . + 108 + 177 + 188 + 317
Cash and miscellaneous . . . . ... ... — 16 — B9 + 80 + 34
Government debt at 31st December . . . . . 4,831 5,355 5,569 5,755
Gross national product at market prices . . 14,140 14,530 15,390 16,370

* Balance of debt-redemption operations effected out of revenue not included in the budget and of issues
of government paper in respect of war-damage claims.

With regard to the budget for the financial year 1956, it was provided,
by the law of 6th August 1955, that in principle civil and military expenditure
should be the same as that for the financial year 1955. There are, however, to
be various additional items of expenditure and revenue. Under the law of 17th April
1956 the amount of these additional items is to be as follows:

of l-!per?zzll!lr'?:gr?cs
Expenditure
National Solidarity Fund . . . . . . . . . . ... ... ... ... 105
Other civil expenditure TR Y 14
Total . . ... .....I1Ig
Extraordinary expenditure in North Africa . . . . . . . . . . . . ... . 200
Total additional expenditure 319
Revenue
New taxes introduced to finance, in particular,
the National Solidarity Fund. . . . . . . . . . . . . . . . . . . ... 122

Deficit in respect of these additional items . . . . . . . . . . . .. ... 197



The bill providing for the establishment of the National Solidarity Fund
and the taxes needed for the financing of the Fund was passed by the Chamber
of Deputies on 7th May 1956.

In 1955 the total of Treasury borrowing from the banking system amounted
to Fr.fcs 6 milliard, compared with Fr.fcs 156 milliard in 1954. This borrowing
was responsible to only a minor extent for the increase in the money supply,
as may be seen from the following table.

France: Formation of the money supply.

Amounts
outstanding
Mg 1952 1953 1954 1955 al'and of
1955
in milliards of French francs
Changes in money supply
CUITeNEY 4 & e s i e = rabitet o aimes @ + 241 + 186 + 241 + 327 2,910
Demand deposits . . . . . . . .. + 240 + 285 + 395 + 383 3,098
Hiotal o o e e s + 481 + 471 + 636 + 710 6,008
Changes in corresponding items
Gold and foreign exchange . . . . — 43 — 11 + 169 + 301 695
Bank credit to public authorities . . + 213 + 2587 + 156 + 6 2,228
Bank credit to the economy*. . . . + 366 + 247 + 342 + 478 3,338
Total credits. . . + B79 + 504 + 498 + 484 5,666
Other items (net) . . . ... ... — 55 — 22 - 31 — 75 — 253
Grand total . . . + 481 + 471 + 636 + 710 6,008

* Including the nationalised industries.

The total of credits extended to the economy (including both private and
nationalised enterprises) increased in 1955 by Frfcs 478 milliard, of which
Fr.fes 319 milliard consisted of short-term credits and Fr.fcs 159 milliard of
medium-term credits. These latter were mostly used to finance house-building; in
addition to the amount granted by the banks, a further sum of Fr.fcs 40 mulliard
was lent by certain specialised institutions (Crédit National, Caisse des Dépots
et Consignations, Crédit Foncier and various agricultural “caisses”). The total of
medium-term credit outstanding at the end of 1955 was Fr.fcs g¢93 milliard, of
which Fr.fcs 148 milliard had been made available by the various specialised
institutions and the remaining Fr.fcs 845 milliard by the banks (including the
Bank of France). Efforts are being made to increase the credit-granting of the
specialised institutions so as to ensure that a greater part is played by genuine
savings. New financing of industrial investment by means of medium-term credits
was almost wholly covered by repayments of such credits extended in previous
years.

As a result of the increase in the gold and foreign exchange holdings
which occurred in 1955 considerable amounts in French francs became
available to the economy. The commercial banks thus had fairly ample
funds at their disposal and were able to limit the increase in their redis-
counting at the Bank of France to Fr.fcs 140 milliard. No change was made
in the official discount rate, which had been lowered to 3 per cent. in



December 1954. It should, however, be pointed out that a bank which
applies to the Bank of France for accommodation beyond its quota has to
pay 5 per cent. interest on the amount borrowed in excess of the quota.

* *

While in the western countries economic activity has been characterised
during the present boom period by a heightening of the tempo of industrial
investment, concentration on investment has for many years been the normal
state of affairs in the eastern European countries, particularly the U.S.S.R.
More information has recently become available about economic developments
in these countries.

Since the industrialisation of the Soviet Union has taken place under
a series of five-year plans, it is interesting to compare the amounts of
investment provided for in the different plans as now published by the
U.S.S.R. authorities in terms of stable prices.

U.S.S.R.: State investments,

Increase over
preceding
period

Amount Average

Plan periods for whole period per year

in milliards of roubles

at stable prices as on 1st July 1955 in percentages

First 1928 to 1932 . . .. 58.0 11.6 5

Second 1933 to 1937 . . . . 132.5 26.5 + 128
Third 1938 to 1940-41 . . 131.0 37.4 + 41
Fourth 1946 to 1950 . . . . 311.0 62.2 + 66
Fifth 1951 to 1986 . . . . 594.0 118.8 + 91
Sixth 1956 to 1960 . . . . 990.0 198.0 + 67

In the current five-year plan, covering the years 1956—60, the increase in the
absolute amount to be invested is the largest ever, but the relative increase of
67 per cent. is smaller than in the case of the previous plan.

The budget figures of the U.S.S.R. given in the table on the following page
are in current roubles. Investments are financed mainly through the state budget
but partly also by the industrial or agricultural enterprises themselves. The investment
figures in the state budget and those of the individual enterprises include expen-
diture on repairs and amortisation, but the amount of net, i.e. new, investment
1s also given.

The figure for expenditure on the national economy — Roubles 237 milliard
for 1956 — represents the sum to be made available to the economy via the state
budget; to this should be added a further sum of Roubles 110 milliard to be
provided out of the enterprises’ own funds, giving a total of Roubles 347 milliard.
This is the amount of gross outlay, while net investment is put at Roubles 172.5 mil-
liard. Outlay in the state budget on the national economy accounts for about
40 per cent. of total expenditure, and the amount allocated for heavy industry
represents, in turn, about 40 per cent. of the total appropriation. There has
recently been an increase in outlay for social and cultural purposes, which now
accounts for as much as 28 per cent. of total budget expenditure, while the
share of defence expenditure is still about 18 per cent. As a result of periodic
issues of state loans, the cost of the debt service is gradually increasing. On the
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U.S.S.R.: State budget.

1954 1955 1956 1954 1955 1956
Iters 1 iiard
n milliards
of current roubles in percentages
Revenue
Turnover fax . . . . . . . . . .00 a0 234 234 271 41 40 46
LA O DO s R e s e 83 i18 108 16 20 18
Directtaxes. . . . . . . . ... ... .... 48 48 50 a8 8 9
State loans from the public . . . . . . . . .. 16 30 32 3 5 5
Other revenue . . . . . . . ... ... ... 184 160 132 32 27 22
Total of revenue — estimates . . . . . . 573 590 593 100 100 100
— actual results . . . . 559 562
Expenditure
National economy
Heavy industry . . . . ... ... ... .. 80 101 101 37 45 43
Light industry and trade . . . . . . . . .. 14 11 26 6 5 11
Agriculture and forestry. . . . . . . .. .. 62 55 48 29 25 20
Other economic expenditure . . . . . . .. 60 65 62 28 25 26
Total for national economy . . . . . .. 216 222 237 100 100 100
. as percentage of grand total . . . . 38 40 42
Social and cultural . . . . . ... ... ... 142 147 162 25 26 28
Defence . . . ¢« v oo vvn o v v vy 100 112 103 18 20 18
Debt service . . ... ... .... ... .. 11 12 14 2 & 2
Other expenditure . . . . . . . . .. ... .. 94 70 54 17 12 10
Grand total of expenditure — estimates . . 563 563 570 100 100 100
— actual results 554 6538 .
Balance . v« v i s iai e e e e s + B +24 +23

revenue side the main items are the turnover tax and the tax on profits, while
direct taxes play only a minor réle, providing not much more than do the state
loans. These loans are of the lottery type; at first the amount of the prizes dis-
tributed corresponded to 4 per cent. of the principal, but it was subsequently reduced
to 3 and then to 2 per cent.

On an average, two-thirds of the total amount spent on the national economy
is provided through the state budget, while the remaining third comes from the
enterprises’ own funds. In the agricultural sector, however, the proportion of total
gross investment financed via the budget is as high as four-fifths. In the case
of heavy industry the proportion contributed by the state corresponds to the
above-mentioned average; but in the case of light industry — and the same applies
to the foodstuffs industry — only one-third of the total is furnished by the state
budget, so that the enterprises themselves have to provide the greater part of
the finance required.

In the other eastern European countries budgetary practice, both
in general and in regard to the proportion of the resources spent on the
national economy, is increasingly closely modelled on that of the U.S.S.R.
Revenue thus consists principally of receipts from the turnover tax; and on
the expenditure side the main items are outlay on the national economy,
followed by expenditure for social and cultural purposes and, finally, defence
expenditure. Outlay on the national economy accounts for 40 per cent. of
total budgetary expenditure in eastern Germany, 59 per cent. in Roumania
and about 55 per cent. in Bulgaria, Czechoslovakia, Hungary and Poland.



There is also a similarity in the level of expenditure for social and cultural
purposes in these countries, since in all of them the amounts appropriated
in the budget for such purposes account for about 25 per cent. of total
expenditure. The share of defence expenditure in the total is, however, in
all cases smaller than in the U.S.S.R., being around 10 per cent. in Bulgaria,
Czechoslovakia, Hungary, Poland and Roumania, while in eastern Germany
it is reported to be 3 per cent.

Throughout the post-war period it has been the policy of the USS.R.
and of the other countries in eastern Europe to bring about a gradual decline
in the price level. As soon as possible after the war, cuts were made in
the money volume and also, by administrative action, in a wide range of
prices, and at the same time steps were taken to provide for the financing
of investment out of genuine savings, either via the budget or otherwise
(i.e. mainly through self-financing by the enterprises). It is not possible
on the basis of the financial statistics available to follow the process in
detail and it cannot be judged to what extent the policy has been successfully
carried out in the individual countries, but there is no doubt about the
seriousness with which the battle against inflation has generally been waged.
A sharp distinction is made between short-term and long-term finance, the
former being provided for working-capital purposes by the state bank, while
long-term financing is carried out by other specialised institutions.

# *
*

From the reviews in this chapter and in Chapter VII of conditions
in the individual countries it may be seen that the official discount rate
is not always a sure indication of the actual level of interest rates in a
given market. Only by examining the credit system of each country as a
whole, paying attention to both short and long-term rates, is it possible
to gain an idea of the general pattern of rates. In this connection the
data in the table on the followmg page may be regarded as reflecting fairly
faithfully the level of rates in a number of countries towards the end
of last year.

To determine the real burden borne by the borrower account should, of
course, be taken not only of interest rates but also of bank charges and
other terms governing loans. Not all the various charges, however, can be
established with certainty, and even if they could it would still be necessary
to know, before credit conditions in the various countries could be properly
compared, at about what level in the scale of rates and bank charges the
bulk of lending is effected.

Among the fourteen countries covered by the table it is possible to distinguish
the following three groups:

(i) In the first place, the relatively low-rate group comprising Ireland, the
Netherlands, Norway, Switzerland and the United States.
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The interest-rate pattern towards the end of 1955.

Germany 1 Nether- Switzer- | United United
Items Austria | Belgium |Denmark | Finland | France (weatern) Ireland Italy lands 2 Norway | Sweden land |Kingdom?| States
Central bank
Discount rate . . . . . . . 5 3 54 || — 3 3% 3 a 2% 3% 3% 1% 4% l 2%
Lombard rate . . . ... . s%-64| 4% 6-6% | 4y 4y, — 4 3-4 | 3%-a% |av-a% | 2y - |
Commercial and other
banks
Rates paid on:
Sight deposits . . . . . . A e V-3 1-1% Ya=1% Yam1Y —_ Va=3 14 — 0-% Ya — —
Ly Fi
Time and savings deposits 3%-5 |upto3% 4-5 4%-6% | 1%4-3 2%/ —4 1-3% 1/4~5 Yi-2% | upto 3 2-4 1-3% 2Y-4 |uptoals
Rates charged on: ’
Trade bills . . . . .. .. 6-9 4-5 5/4-7 7/-9 4,6 5h-TYs | 3%-4Y | BY-TY | 3%~4Y, l 46 | 14-4% 5-6 —_
Lombard loans . . . . . . 9-11 |5%-6% | 6-8 8-8! 6! 8 3! 6%-8! T s-8 4-5 4y,
ard loan Yi-6% % b % %84 || 45y, ] [4‘/;_6‘/; L .5 A
Overdrafts . . . . . ... - upto7| 6%-8 | 8-8% | 7-8 9Y%-10%| a¥%-5% | T¥-9 || | 5%-6 | —
Medium-term loans. . . . 8-11 5%-8 8 7%4-8% | 6-9 7%-9 4-5 7¥-8Y 5-8 —_ 6-6Y | 3%-4% - 4%,-6
First-mortgage loans . . . 8-9), | 5486 | 6%-7 | 7%4-8% | B-10 6%-8 6 10 4-5 4-5 4Y-aY, 3% 5-5% 46
Money market
Call mMoney., + « v+ v « v & —_ 1% — — 3 v - — b A — — 1%-1% | 2%4-4Y 3%
Interbank loans . . . . . . - — — 7-8 — — - — - - 38 - - 24
3-month Treasury bills . . . — 1% 457 — 2% 3%, — 2% 1* - - - 4-4Y%, 2
Capital-market yields
Long-term government bonds — 4-5 6-7 — 5 5 4% 644 3% 4% 44l 3% 4% 3
20-year industrial bonds 6% 5 —_ — 6 7-8 — 6% 3% 4Y-5 — 3-4 5-5% | 3¥-3%
! Before 19th December 1955, when the official discount rate was raised to 4 per cent. 5 Up to 4)4 per cent. for five-year cashiers’' certificates.
2 The official discount rate was raised to 3 per cent. on 7th February 1956. 6 January 1956.
3 Bank rate was raised to 5% per cent. on 6th February 1956. 7 Six-month Treasury bills.
4 Minimum rates. 8 Treasury bills up to one year.
»
. ‘ Y™y ' . o ] . e "
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Among these countries, Switzerland has a plentiful flow of new savings,
a fair amount of which is available for foreign lending, and the same is
also true, generally speaking, of the United States, although in that country
the need to lend abroad is less imperative than in Switzerland. In the
Netherlands, too, there is a high rate of saving, and a certain number of
foreign loans have already been successfully placed on the Dutch market.
Ireland, through its investments in British securities, is a creditor country,
but it has lately been drawing on its external assets rather than adding to
them, while Norway — a debtor country — has in recent years been
borrowing heavily abroad to finance domestic capital investment and has
meanwhile been persistently pursuing at home a cheap-money policy, from
which it departed to some extent, for the first time, in 1955.

(ii) Next comes an intermediate group, made up of Belgium, Sweden and the
United Kingdom.

The official discount rate was raised in all these countries in the
course of 1955, a further increase being made in the United Kingdom in
February 1956, as a result of which this country was brought closer to the
high-rate group. In Sweden special treatment is accorded to the financing of
house-building, whereas in Belgium and the United Kingdom market rates
are applied more uniformly throughout the economy.

(i11) Finally, there is the relatively high-rate group consisting of Austria, Denmark,
Finland, France, western Germany and Italy.

As may be seen from the table, the level of long-term interest rates
1s very much the same in all the countries in this group, while short-term
rates are less uniform. Taking a broad view of the situation, it cannot be
said that the economic expansion has been unduly restrained in any of them
by the relatively high level of interest rates. It is true that in Italy,
and for a time also in Austria and western Germany, unemployment
has been a serious problem; and it is true also that in these countries
interest rates were among the highest. Of more fundamental impor-
tance, however, is the fact that in these countries the income per head of
the population was still relatively low, so that they were not able for a
time to achieve a rapid increase in real saving. In other words, they
were suffering from a shortage of capital. The higher interest rates may
thus be regarded as having been a reflection of the insufficiency of
their capital resources in relation to current requirements. This situation
could not be remedied by monetary manipulation, including the maintenance
of low rates, for such rates would not only have encouraged borrowing but
might also have discouraged saving by impairing confidence in the currency.
In that way they might have been more of a hindrance than a help to
investment and economic growth.

It may perhaps be observed in passing that the fact that in several
countries the volume of investment has remained large despite high interest
rates does not mean that an increase in these rates does nothing to help in
restoring or maintaining monetary equilibrium. The necessary adjustment
between the demand for and supply of funds in the market can obviously
be effected just as well by increasing the flow of savings as by curtailing
investment. The truth is that in these post-war years the rate of profit on
new investment (or what is also called the marginal productivity of capital)
has been so high that even at the increased interest rates the demand for
capital has been sufficient to provide investment opportunities for all the
savings available.



In each of the three groups referred to above, the general trend of
central-bank policy has recently been in the direction of credit restraint and
higher rates, and it is therefore of interest to consider how effective
these policies have been.

Given the strong demand for finance, it is the limitation of the supply
of funds, i.e. credit restraint, that has been of primary importance, while
the increase in interest rates appears rather to have been a consequence of
the policy of tightening the supply of credit. It follows that the effectiveness
of a restrictive monetary policy must be judged less by the trend of interest
rates — significant though this is — than by the consistency with which the
supply of money is kept under control.* An increase in interest rates cannot
be expected by itself to exert a moderating influence if at the same time
the government obtains substantial amounts of funds direct from the banking
system, or perhaps even from the central bank, in order to finance, for
example, a large-scale housing programme. In such a case the good influence
which should normally be exerted by the higher interest rates may well be
counteracted by the effects of such additions as the authorities may simulta-
neously be making to the credit volume.

It is from this point of view that government borrowing — to cover
a budget deficit, to finance nationalised industries, etc. — must be judged.
Such borrowing may, it is true, bring in funds emanating from genuine
savings and may in some cases, even in a boom, have no inflationary effect,
provided always that other demands for capital are kept within the limits of
the remaining supply of savings. Though this is not an easy condition to
fulfil, it does seem to have been satisfied in some instances. In France, for
example, the Treasury appears, at any rate in 1955, to have been able to
borrow from genuine savings, without imposing an excessive strain on the
market or unduly restricting private borrowing, the amounts needed both for
its own outlay and for the various outside investments which it financed.
Such a situation must, however, be regarded as exceptional; and one would
normally expect the contribution of budgetary policy to a programme designed
to moderate a boom to take the form of a reduction in government borrowing,

The ideal solution would have been for the governments to cut down
their own expenditure, making a point, in doing so, of placing fewer orders
with industry, especially the engineering industries, with a view to relieving
these of part of the strain to which they had been subjected as a result
of the upsurge of private investment. Such retrenchment during the boom
would not only have eased the immediate pressure but would also have
made it possible to accumulate a reserve of orders which could be used to
provide a stimulus to business in the event of a later recession.

* It has been found in practice that there is a strong tendency for the money supply to settle
down at a level which, in the light of the paying habits of each particular people, may be regarded
as normal in relation to the gross national product. As a result of wartime inflations, devaluations,
etc., the money supply in many countries was for a long time anything but normal, and it therefore
in most cases underwent rather exceptional changes during the adjustment period. But the post-war
adjustments are now not far from completed, and changes in the money supply are therefore likely
henceforth to be in accordance once more with the ordinary rules.
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Since few governments have in fact gone so far as to reduce their
own expenditure, the more usual policy has been rather to limit the
annual increase in budget appropriations and to cover not only current
outlay but also a fair proportion of capital expenditure from current
revenue. In western Germany the Federal Government, more by accident
than by design, has accumulated large cash balances, and, although these
may have helped to moderate the credit expansion and hence the intensity
of the boom in that country, their very existence and the question of their
future utilisation raise monetary and other problems which will not be easy
to solve.

The real meaning of the term “overall surplus” in the budget accounts
of a particular country must always be carefully studied, for the government
not infrequently has some kind of extra-budgetary outlay to finance, such
as that connected with the execution of a housing programme. Whenever
extra-budgetary expenditure has to be met it naturally becomes important
that proper methods of financing should be used with a view to
attracting real savings and avoiding undue recourse to the credit system.

In a boom it is, of course, wholly indefensible for a government to
borrow directly from the central bank, and even the placing of Treasury bills
with commercial banks may generate a dangerous credit expansion. A number
of countries have been confronted with these financing problems in the
last few years — among them the United Kingdom. As may be seen from
the review already given in this chapter (pages 41—43), the British authorities
have sought a solution along the following lines:

(i) The government has requested local authorities to do as much of their
borrowing as they can on the market, in order to ensure as far as possible
that they shall only employ genuine savings for their investment programmes.

(ii) Borrowing by nationalised industries, which is in any case guaranteed by
the government, is to be shown as an item of ‘“below-the-line” expenditure
and co-ordinated with other Treasury borrowing so that the methods of
raising government finance can be put on a more rational footing.

(iii) The government itself has budgeted for a surplus of current revenue over
current expenditure which is expected, if certain fresh economies are carried
out, to be considerably in excess of f£soo million, this surplus being then
available to cover the greater part of net expenditure ‘“below the line”.

In addition, certain steps have been taken to promote saving, In
particular those forms of ‘“small savings” which are lent directly to the
Treasury, while the credit squeeze, supported by a Bank rate of 5% per
cent., has been continued. The policy outlined is in many ways a harsh
one, designed to ensure the adoption of non-inflationary methods of financing.

Both in the United Kingdom and in other countries the housing
programme is of particular importance from a monetary point of view,
since in quite a number of cases one-half or more of the finance needed
for the building of houses is supplied by public authorities, as may be seen
from the following table.



Housing in 1955 in eleven western European countries.*

Cost of dwelli leted At
ost of dwellings comple n new dwellings . .
Dwellings as percentage of owel!llill?gs ::I';E;'l"lz%

thousands | in millions in millions in national net fixed

of units of local- thousands | product, |,

currency ?:Iolla'rs' of U.S. | at market | nvestment As a percentage
units dollars prices of tha total

Austria . . . . 45 5,500 210 4.6 6 31 60-70 50
Belgium. . . . 45 15,500 310 6.9 3% 65 60-70 50
Denmark . . . 25 900 130 5.2 3 17 80-90 65
France . . . . 205 630 1,800 8.8 4% 50 80-90 65
Germany . . . 540 9,500 2,260 4.2 6% 40 45-55 30
Maly' .o an 220 700 1,120 5.1 6 39 35-45 25
Netherlands , . 60 850 220 3.7 <) 34 85-95 65
Norway . . . . 30 1,550 220 7.3 Ti 35 70-80 45
Sweden. . . . 58 2,050 400 7.3 5 20 80-90 45
Switzerland . . 40 1,500 350 8.7 6 45 5-10 5
UnitedKingdom 325 630 1,760 5.4 3% 35 60-70 65

* Preliminary estimates compiled by the Bank for International Settlements (all figures rounded).

Although most of the data are preliminary, they can be said to give
on the whole a correct idea of the situation.

Public funds play an important réle in house-building not only from
the purely financial point of view (that is, as a proportion of the total
finance involved) but also as an element influencing the number of new
dwellings constructed. The actual number of new dwellings in respect of
which some degree of public assistance is given (not counting assistance in
the form of fiscal privileges) is, in fact, nearly always far greater than the
figures showing the amount of public financing as a proportion of total
financing would lead one to suppose, since it is the almost universal practice
to leave part of the financial burden to be borne by the private sector.
The extraordinary stimulus given to house-building by public financing
may be judged by the fact that the aggregate number of dwellings completed
in 1955 in the eleven countries included in the above table amounted to
approximately 1,600,000, as compared with an annual total of at most
800,000 during the 1930s. Taking into account the increase in population
(the natural increase plus or minus migration flows), there is still a rather
large housing shortage in Germany, France and Italy, but in all the other
countries more housing accommodation is available today in relation to the
population than ever before. Except in the three countries just mentioned,
a slackening-off is now noticeable in the rate of expansion in house-building.

In the table given above the very high percentages in the last two
columns are of considerable interest because they indicate one of the directions
in which public authorities may look if they wish to check the present boom
and to keep in reserve a most powerful anti-cyclical weapon against future
bad times. A certain reduction in house-building would tend to increase the

'
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flexibility of fiscal and monetary policies and consequently of the whole
economy and would, in particular, act as a fairly powerful antidote to
over-full employment and other inflationary influences.

Despite the number of new houses erected, there is still a strong
demand for dwelling accommodation and consequently great pressure for
more houses to be built, one reason for this being the maintenance of
artificially low rents in most countries. From the point of view of practical
politics, the authorities are faced in this connection with some very difficult
problems, including that of how to restore more realistic market conditions
in the whole field of housing — problems for which a solution must be
found in order to avoid perpetuating a situation which may well be incom-
patible with the long-term preservation of monetary stability.

In the years immediately after the war, there was a tendency to regard
monetary action as being of relatively little importance. Moreover, given the
repressed inflation then prevailing, one aspect of which was a state of
excess liquidity, it is a moot point whether the ordinary means of credit
policy could have been effective at that time. Since then, however, much has
happened as regards production, prices and liquidity arrangements, monetary
policy has come into its own again and in many countries a fair degree
of equilibrium has been achieved.

But monetary policy is not enough by itself. The public sector, which
is nowadays very large, is not affected by it, and the financing of the budget,
of nationalised industries and of government-sponsored schemes (such as
housing programmes) can, if unwisely handled, nullify the effects of credit
restraint in the private sector. If banks have to increase their holdings of
Treasury bills in order to provide fresh funds for the government, this
leads, as a rule, to a primary creation of money and the banks at the same
time obtain an asset which can be turned into ready cash. To the extent
to which these bills are used to grant new credit, any policy of general
credit restraint is robbed of its effect. Such a development is thoroughly
undesirable for, if inflation is to be avoided, the very fact that the
banks have had to lend to the government ought to have as its
corollary a reduction, and not an increase, in their lending in
other directions. The safest way of eliminating these dangers i1s to
establish conditions which will render it unnecessary to go on making fresh
issues of Treasury bills — and this should be a main objective of govern-
ment policy.

An increase in interest rates, while it is indispensable to a policy
of credit restraint, is not the only instrument of monetary policy. It
may sometimes be desirable, while more radical measures to deal with
the situation are being prepared, to have recourse to some temporary
solution capable of producing a more or less immediate effect in the credit
sector. This was done, for instance, in the United Kingdom and Sweden,
‘the authorities there having intensified their anti-inflation campaign by asking



the banks not only to abstain from any further extension of credit but also
to make a special reduction in the volume of the advances already granted
(see pages 37 and 46). The banks promised to do their best to effect the desired
reduction, and have in fact succeeded to a great extent in doing so — a
by no means inconsiderable achievement, since there was little possibility of
unloading the credits on to the capital market, which was at a low ebb in
both countries at that time.

The increase in interest rates — which was greater in the United
Kingdom than in Sweden — obviously helped to reduce the amount of
advances: credit restrictions which are not supported by appropriately high
interest rates are liable to be circumvented in many ways (especially if any
considerable amount of short-term government paper is held outside the
banks; furthermore, private individuals may be induced to start lending on
their own account funds which otherwise would have been deposited with
banks or invested in market securities).

In western Germany the minimum cash requirements for all credit
institutions were raised in September 1955; and in several other countries
(notably Awustria, Finland and Switzerland) arrangements have been made
for the banks to hold certain minimum cash balances with the central bank.
There has been discussion in a number of countries as to whether there
should not be greater recourse to variations in minimum cash require-
ments and in liquidity ratios. But while such variations may serve a
useful purpose in an emergency and particularly in those countries where
the possibility of resorting to open-market operations is restricted, their
disadvantages should not be minimised. Regular changes in reserve require-
ments interfere with the established liquidity practices of credit institutions
— practices which are based on the past experience of the various groups
of institutions and which differ greatly by reason of the particular nature of
the business done by each group. Neither must it be forgotten that, if ratios
can be changed at will, governments may come to the erroneous conclusion
that there is no harm in their placing fresh issues of Treasury bills with the

banks, overlooking the fact that a primary creation of credit — such as
would in any case be bound to result from the banks’' purchases of Treasury
bills — generally has a greater and more immediate inflationary effect than

the secondary extension of credit, which is probably the only kind that
would be impeded by an increase in the cash ratios.

If fresh government borrowing is kept within reasonable limits, it is
usually possible to bring about a sufficient limitation of the credit base by
a judicious use of open-market operations; and it is becoming increasingly
accepted that central banks should be empowered to undertake such operations
and should have at their disposal the securities which they need to carry
them out effectively. In London and New York, for instance, open-market
operations have for a long time constituted the principal element in daily
credit management (while, on the other hand, the minimum reserve require-
ments laid down for the commercial banks by the Federal Reserve authorities,
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for example, have not been changed since the summer of 1954). A move
in the same direction was made in May 1955 in western Germany, when
an arrangement was concluded between the Federal Government and the
Bank deutscher Linder giving the latter the right for one year (the period
has recently been extended) to transform up to DM 2 milliard’s worth
of equalisation claims into securities which could be used for open-market
operations. Valuable experience is being gained in this field in different
centres and new techniques are being developed, the aim always being to
enhance the effectiveness of a flexible monetary policy.

When the banks hold no more short-term securities than are necessary
for the maintenance of a proper liquidity ratio they may be obliged, if
they wish to grant further credit, to sell some of their long-term
securities. This was the situation in which the London clearing banks
found themselves in the first half of 1955 (see page 37), and in the
United States, too, in 1955 the banks reduced their security holdings In
order to be able to go on lending (see page 19). The great advantage of
these sales from a monetary point of view was that they were made not
to the central bank but on the market, so that the fresh lending which
they made possible led to no increase in the money supply.

Experience has shown that, for a policy to be effective, prime im-
portance should be attached to those measures which influence the whole
of the economy; but it is often possible — and at times even indispensable
— to back these up by employing, in particular fields, others of a more
specialised nature.

An example of an activity of a fairly general character, in which
nevertheless a certain degree of selective control can be exercised by the
central bank, as the lender of last resort, is the rediscounting of bills.
Although the “discount window” (to use an American term) should never
be completely closed, neither should access to it be wholly automatic,
since account should be taken of the nature of the paper offered for
rediscounting and the position of the institution seeking accommodation.
Thus the central bank may decide to exclude from rediscounting commercial
and financial paper of the kind connected with speculative ventures. It may
also take the view that an individual bank’s use of rediscounting facilities
should not be out of proportion to the recourse had by banks as a whole.
In addition to this selective control exercised over rediscounting, it is the
practice in a number of countries to fix “‘credit ceilings” either for groups
of banks or for banks individually, the detailed arrangements varying from
country to country.

More clearly selective are the measures of credit control taken in such
particular fields as those connected with the financing of hire-purchase
business and stock-exchange transactions and the granting of
mortgages for building purposes. It seems to.be increasingly agreed
that the authorities should possess special powers to intervene in these fields,



developments in which are inevitably rather unstable, so that it may be
imperative to exert an influence on them which can achieve its effects more
directly and with less delay than is possible if one has to rely mainly on
the efficacy of general credit measures (see page 21). The application of
such controls naturally raises difficult technical problems and, in addition,
it is not always easy for those concerned to withstand extraneous pressure
of a political character, Sometimes, too, the monetary authorities are not
themselves responsible for the administration of such controls. In the United

Kingdom, for instance, the supervision of hire-purchase transactions is in
the hands of the Board of Trade.

In order to increase the efficacy of monetary policy there are certain
other desiderata relating to the structure of the economy in general and to
the financial system in particular. Among these, for instance, is the existence
in the various countries of a properly functioning capital market, in
the absence of which, in all probability, too much financing will be channelled
via the banks. For one thing, there is often in such cases a strong temptation
to rely excessively on the banks not only for short-term but also for
long-term financing. Even if the banks receive genuine savings from the
public which enable them to grant credits for investment purposes without
exerting an inflationary influence, there is an ever-present danger that a bank
may suffer heavy losses and that in the panic which is-likely to follow there
may be large-scale withdrawals of funds. The dangers are still greater if the
financing of investment is undertaken without the backing of genuine savings,
for in this case it cannot fail to have inflationary effects.

Central banks which have to operate in countries where there are no
capital markets know better than anyone what a handicap they are labouring
under. Not only are they hindered in the carrying-out of open-market
operations but even the normal unloading of the commercial banks’ advances
on to capital-market institutions cannot take place as it otherwise would.
A capital market therefore increases the resilience of an economy and makes
it more capable of adapting itself to constantly changing patterns of demand
and new technical methods.

Going further afield, it might be pointed out that in these days of
large economic organisations — of workers, employers and farmers —
the efficacy of monetary policy depends to a great extent upon the sense of
responsibility shown by both members and leaders, particularly the Ilatter.
The traditional monetary practices were mostly developed at a time when
there were a considerable number of small and independent’ enterprises acting
in keen competition with one another. They seldom agreed to take concerted
action, whereas in the present large organisations such action is the order
of the day. Ideally it would be desirable for these organisations to approach
problems not so much with an eye to the short-term advantages to be
gained but rather with an awareness of the repercussions which their actions
tend to have on the economy — and indirectly on their own position —
over a longer period of time. An attitude of active co-operation on their



part must, of course, be matched by greater readiness on the part of the
monetary authorities to make known not only the main lines of their policy
but also the reasons for the decisions taken.

As is usual in a boom, the volume of investment has recently expanded
at a particularly rapid rate, but the evidence suggests that voluntary
savings have also shown a tendency to increase, though not always to the
same extent. While in the post-war years profits have been fairly high, so
that self-financing by business firms has made a considerable contribution to
the flow of savings, the yield from this source may diminish as competition
becomes more intense. It is all the more important, therefore, that the flow
from other sources should increase, since a plentiful supply of savings will
be needed in order to sustain economic growth. Funds will be required to
finance the heavy expenditure necessary for the practical application of the
many new technical inventions now about to be introduced and for the
satisfaction of the various new needs which are a reflection of rising standards
of living — not to mention those required for the financing of investment
in under-developed countries. If the requisite savings are to be forthcoming,
the public must be left with sufficient income after taxation to make
individual saving possible; and saving must also be made worth while, which
means that people must not be deprived of the fruits of their saving either
by excessive taxation or by an inflationary rise in prices. In the battle
against inflation, an important contribution can be made by resolute monetary
action, but such action cannot be decisive by itself; and it is therefore
essential, as has been found again and again, that all the various authorities,
agencies and organisations operating in this field should work together
towards the one agreed goal.



III. Prices and Production.

The price situation in 1955 and the first quarter of 1956 was charac-
terised by the same features as had already been observed in the preceding
year: on the one hand, an overall stability of world-market prices, which
has now lasted for well over four years; and, on the other hand, a clear
divergence, which began to be apparent early in 1954, between rising prices
for industrial raw materials and weakening prices for agricultural products.
Owing to the increased importance of industrial materials in modern economies
and to the fact that, in the eyes of a public which has become more and
more price-conscious, price increases still tend to loom larger than reductions,
the impression generally gained has been that the prevailing boom conditions
are giving rise to new and increasingly dangerous inflationary tendencies.
Fortunately such lively concern has been felt with regard to the danger
of inflation that measures have in fact been taken, both in the field of
public policy and in the private sector, to guard against untoward develop-
ments. Thus,

(i) firmer monetary and fiscal policies have been adopted in a large number
of countries;

(i1) the process of liberalisation — consisting not only in the removal of
remaining wartime controls in the domestic economies but also in the
freeing of visible and invisible imports — has been continued; and

(iii) production of practically all basic commodities has been vigorously
expanded; producers now seem to be overcoming their fears of an
impending slackening of demand — fears which for quite a time made
them hesitate to increase productive capacity.

Altogether it may be said that recent years have witnessed not only
a dismantling of direct controls but also the abandonment of mental attitudes
which had their origin in the depression of the 1930s, since it is now realised
that the unfortunate experiences of that period can by no means be regarded
as providing a sure guide to the monetary and other policies to be pursued
in the very different conditions of today.

* *
*

The marked contrast between the trend of prices of industrial raw
materials and that of agricultural prices almost disappeared for a short while
in the first half of 1954, as may be seen from the following graph.

Since spring 1954, i.e. for the past two years, there has been a clearly
discernible scissors-like divergence between the development of the prices of
agricultural products, particularly foodstuffs, on the one hand and those of
industrial raw materials on the other. Prices of industrial commodities —
mainly owing to the investment boom — increased, while prices of agricul-
tural produce — used for direct consumption — fell more than proportionately,



.

Index of world-market commodity prices.
Semi-monthly indexes: 1936 = 100.*
450 —p 450

400 fi— 400

350 n , 350

300 300
\ Industrial raw materials
Lotalirdes W acfion, T 8 . |~ Total index
250 2 e R A =41 | 250
Foodstuffs M | Foodstuffs
oo Ll Lo b b b boa b b Lo B ban bea Boa Laa L |s|1||1||||Jf|!|fIn|||200
<339 1951 1952 1953 1954 1955 1956

* This index, which is based on the auotations for eighty-nine different commodities in the markets of
various countries, is regularly published by Richard Schulze, Bonn; a similar index used to be published
by the Statistisches Reichsamt, Berlin.

though they staged a certain recovery in the spring of 1956. On three
occasions — early in 1955, in the autumn of 1955, and early in 1956 —
there was a fairly pronounced advance in industrial commodity prices, which
was regarded by a number of countries as one important reason for a further
tightening of credit.

If the position in March 1954 is taken as the starting-point for an
analysis of the price movements in the two succeeding twelve-month periods

Index of world-market commodity prices: Changes in quotations.

March 1954 March 1955 Two years
to to March 1954
Groups of commodities March 1955 March 1956 to March 1956
in percentages

Rubber . . . . . ... ... ... + 57.1 + 6.0 i + 66.5
Non-ferrous metals . . . . . . . . + 18.0 + 122 + 32.3
Iron and steel . . .. . .. ... + 7.8 + 6.9 + 153
Animal fats . . . . . . ... .. + 4.3 + 0.6 + 4.9
Coal . . ... .. ... ..... — 0.1 + 3.0 + 2.9
Vegetable oils and fats . . . . . . — 12.3 + 17.2 + 2.8
Hides and skins . . . . . . . .. - 5.7 + 3.0 — 2.9
Caraalgis & 7 GG s R e A — 0.4 - 32 - 3.5
Maalic = i o s s tila 6. B0 G — 4.4 —_ 1.5 - 5.8
Textile fibres . . . . . . ... .. — 4.5 — 1.5 - 59
Beverages . . ... .. ... .. — 28.0 — 4.3 - 314
Industrial raw materials . . . . . . + 4.0 + 2.7 + 6.9
Foodstuffs . . . .. .. .. ... — 6.6 + 0.4 - 6.2
Total index . . . . . . + 0.6 + 2.1 + 2.7
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it is found that, with few exceptions, the commodity groups whose prices
rose in the second period are the same as those which showed an upward
trend in the first. The main exceptions are vegetable oils and fats, and hides
and skins — in each case commodities which, though of agricultural origin,
are in fairly strong demand during an industrial boom.

It will be seen that in most cases the changes, whether up or down,
during the year ended March 1956 were less pronounced than those in the
preceding twelve-month period — which indicates that prices became more
stable, partly under the influence of the monetary and other measures taken.

The dominating features of the world’s commodity markets in 1955-56
were the unusual strength of metal prices, including the rise of copper
quotations to a new record level; the downward adjustments in the prices
of beverage commodities (cocoa, coffee, etc.) following their exceptional
upsurge in 1954; the extraordinarily wide fluctuations in the price of natural
rubber: and the continued decline in farm prices, which was not reversed
until the early months of 1956. These developments, as well as changes in
the prices of other commodities, were decisively influenced by the intrinsic
position of the individual markets, which proved a weightier factor during
the period under review than at any time since the first half of 1950, ie.
the half-year preceding the outbreak of the conflict in Korea. As far as
general influences are concerned — apart from the boom and the measures
taken to moderate it — the part played by political factors has been of
minor importance. President Eisenhower’s illness, for instance, affected the
commodity markets much less than it did the stock exchanges, and the
political tension in the Middle East seems to have left these markets quite
unmoved.

In analysing the price movements of the last two years it is necessary
to distinguish between such increases as normally occur in the upward phase
of the business cycle and certain other changes (mostly downwards) which
have taken place for reasons apparently unconnected with cyclical trends. To
the first category belong the rises in the prices of coal and steel, non-ferrous
metals, cement and rubber, while the declines in the prices of a number
of farm products and beverage commodities fall in the latter class.

The following graph shows the development of the prices of the five most
important non-ferrous metals, including the exceptionally sharp rise in the price of
copper, which is still the most important of the non-ferrous metals.

The price of copper in London, after reaching f4co per long ton for the
first time early in September 1955, attained on 1gth March 1956 the all-time record
level of £437 per long ton. The latter figure is, in terms of pounds sterling,
nearly ten times as high as the average price paid in 1938, when electrolytic
copper averaged £45. 16s. 10d. per long ton on the London metal exchange —
and this astounding price increase took place, moreover, in spite of the fact that
the output of copper in 1955 was nearly 75 per cent. larger than in 1938; the
high prices have themselves made many inefficient marginal mines and old refinery
dumps a paying proposition again, thus helping to swell production.
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As may be seen from the graph, the London copper price has in the last
one and a half years regularly exceeded the quotation on the American market.
Since 1954 supplies have on several occasions been affected by strikes, which in some
cases have lasted for two or three months (in Rhodesia, Chile and the United
States). The aggregate loss of copper in 1955 through these strikes is estimated
to have amounted to about 150,000 tons. Considering that the total world output
of refined copper is more than 3% million tons, the losses caused by the strikes
are clearly of a marginal nature; but even so, together with the strength of demand
and speculative influences, they have led to substantial price rises. There are now,
however, some signs of a reaction against the high prices; consumption is beginning
to decline in some industries and substitutes are being found which may become
more than temporary. What is not shown in the graph is the fact that by the
end of May 1956, the London quotation for copper was down to less than £300
per long ton — a price fall of no less than 3o per cent. within ten weeks.

The main rival of copper is aluminium, the output of which has increased
more than fivefold since 1938 and has now topped the 3 million-ton mark. (In
fact, as the tonnage produced is not much less than that of copper and as the speci-
fic gravity of aluminium is lower, the volume of output is now actually larger than
in the case of copper.) While the American and Canadian companies have some-
what increased their prices in recent months, there has been no change in the
terms quoted by aluminium producers in continental Europe. Early in 1956 the
American price per kilogramme was barely 4 U.S. cents higher than the continental
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European price, against a difference of 25 U.S. cents in 1953. In the United
Kingdom the aluminium price rose from £163 per ton in the first half of 1955
to £189 in April 1956, when it was at a level comparable to that of continental
Europe. It is interesting to note that Canada, Switzerland, the United Kingdom
and the United States have about the same per-capita rate of consumption — viz.
615 kilogrammes per year.

At the extreme opposite end of the scale, from the point of view of the
trend of output, is tin, which is the only major industrial raw material of which
less was consumed in 1955 than in pre-war years, one reason being that new
electrolytic methods of tin-plating require very much less metal and another
that during the war substitutes were developed which have proved worthy of
permanent adoption. Consumption in 1955 is estimated to have amounted to
152,000 tons, compared with a mining output of 174,000 tons in the western world;
the amount purchased by the U.S. Government for stockpiling purposes was, how-
ever, some 5,000 tons greater than the surplus. Uncertainties concerning future
U.S. policy and whether or not an international tin agreement would be concluded
made for sharp fluctuations in tin prices, which, as is shown by the graph, tended
to decline in the early months of 1956.

The price of steel increased in 1955 by just under 10 per cent. in the
United States, despite a rise of over 25 per cent. in output. In Europe, the price
rose by 2.3 per cent. in Germany, by 15 per cent. in Belgium and by 20 per cent.
in the United Kingdom (in which country it had previously been much below the

World production of crude steel.

Countries 1938 | 1951 | 1952 1953 1954 1955
and groups of countries

in millions of metric tons

Coal and Steel Community

Germany (western) . . . . . .. .. ... 17.9 13.5 15.8 15.4 17.5 21.3
BalglhUiMiz &5 ¢ & % 5 A5 & e o e & ood 2.3 5.1 5.1 4.5 5.0 59
ETANCA) i [o6 il o 55 & aleer o in et o Sadimi m) fahites fn 6.2 9.8 10.9 10.0 10.6 12.6
SABET v n el el o o slfe «f elkied i oM 2.6 2.6 2.8 2.7 2.8 3.2
VBV o reier -« Tuinas o koih st e mof ot i e al felins < fakie) o 2.3 3.1 3.5 3.5 4.2 5.4
Luxemburgl o o ioh s o e o s et b b gen & Sgie 1.4 3.1 3.0 2.7 2.8 3.2
Netherlands . . . . . . . ... ... ... 0.1 0.6 0.7 0.9 0.9 1.0
Total for the Community . . . . . 32.8 37.8 41.8 39.7 43.8 52.6
United Kingdom . .. ... ....... 10.6 15.9 16.7 17.9 18.8 20.1
Other western European countries . . 2.7 4.5 4.8 5.2 6.0 6.9
Total for western Europe . . . . . 46.1 58,2 63.3 62.8 68.6 79.6
Eastern Europe
Czechoslovakia; . '3 « e 5 005 5 s 5 e 1.9 3.5 3.8 4.4 4.3 4.5
Poland! -l s s e e s e o faun 1.4 2.8 3.2 3.6 4.0 4.4
Germany (eastern) . . . . . . ... ... 1.4 1.6 1.9 2.2 2.3 2.5
Other eastern European counfries . . . . . 1.0 1.9 2.1 2.3 2.3 2.8
Total for eastern Europe (excluding
the USSR) . .. ... .... 5.7 9.8 11.0 12.5 12.9 14.2
(B R ] I e R = - T 18.1 31.3 34.4 37.9 41.0 45.0
UnitedEStates s il ¢ s o ey hniry 28.8 95.4 84.5 101.3 80.1 105.7
All other countries®. .. . «.c v & o o 11.3 15.3 18.8 20.5 20.4 22.5
World total , . . . .. 110 210 212 235 223 267
* The main crude-steel-producing countries included under this heading are — in the order of the size of

their output in 1955 — Japan, Canada, China, Australia, India and South Africa.



average world-market price). In France it remained unchanged in 1955 but was
increased by about 4 per cent. in May 1956, World steel output is now two and
a half times as large as in 1938; since then production has doubled in the United
Kingdom and nearly quadrupled in the United States, while Russia’s output has
risen to two and a half times its pre-war size and that of the countries of the
Coal and Steel Community as a group by just 6o per cent.

Despite all the technical changes that have occurred in recent years, steel, with
a total world output of about 270 million tons, is still (together with fuels, produc-
tion of which is even greater) the most important industrial commodity. Moreover,
large-scale investments are planned by nearly all steel producers, and if these
projects are carried out world output will rise to about 350 million tons by 1g60.
In the present boom a shortage of steel might have seriously interfered with
production in several economies, had it not been for the possibility of increasing
steel imports, especially from the United States.

The increase in the need for fuel for the production of steel has greatly
affected the demand for hard coal, the output of which, in spite of difficulties,
rose to a certain extent during 1955 and is now running at a rate one-third above
that of 1938. ;

Whereas the production of hard coal both in the European Coal and Steel
Community and in the United Kingdom — and consequently in western Europe

World production of hard coal.

Countries 1938 1951 1952 19563 1954 1955
and groups of countries

in millions of metric tons

Coal and Steel Community

Germany (western) . . . . . .. .. ... 137 119 124 125 128 131
BalginiEy & Rt il s fai e a0 af ‘s fatiled fa ek i e da 30 30 30 30 29 30
TN GO RN rail =t (= =1 ) il o <a S = R e e e a7 53 55 53 55 55
G760 500 nvn 600 800 0a e D ae b . 14 16 16 16 1T 17
BRIV G o ol 7 s 3 6 5 5 B R T 1.5 1 1 1 1 1
Netherlands bl o aiis @ i o i o on ey ks 14 12 13 12 12 12
Total for the Community . . . . . 243 231 239 237 242 246

United Kingdom ., . . ... .. ..... 231 227 230 228 228 226
Other western European countries . . 7 13 14 15 15 17
Total for western Europe . . . . . 481 | 471 483 480 485 489

Eastern Europe

Poland: .. . o) o« wniar 6 s @ anien w s w 69 82 84 89 91 94

Czechoslovakia 5 o i & 5 v v iv b s v s 16 18 20 20 22 23

Germany (eastern) . . . . . . ... ... 3.5 3 <] 3 3 3

Other eastern European countries . . . . . 1.5 2.5 3 3 4 5
Total for eastern Europe (excluding

the LESISIR) < oo = e e 90 106 110 115 120 125

L BESRI Gan seil ar o 2w wte) 2 @ Talilst W laled o) okt 113 221 230 240 259 295

United States . . . . . . . .. ... ... 356 516 455 440 3756 © 445

All other countrfes®*. . . .. ... ... 170 206 222 225 241 246

World total . . . . .. 1,210 1,620 1,500 1,500 1,480 1,600

* The main coal-producing countries included under this heading are — in the order of the size of their
output in 1955 — China, Japan, India, South Africa, Australia and Canada,



as a whole — has only just kept up to the pre-1939 level, the output of the
USS.R. has risen one and a half times and that of the other eastern European
countries by about 40 per cent.

Western Europe’s hard-coal output in 1955 was not sufficient to meet the
requirements resulting from the industrial boom, especially those of heavy industry.
For the first time in its history the United Kingdom’'s imports of hard coal, at
11% million tons, nearly equalled its exports, which totalled 12 million tons; and
the European Coal and Steel Community imported in 1955 a net amount of a
little over 7% million tons, as may be seen from the following table.

European Coal and Steel Community:
Intra-Community trade in coal and coke*
and Community trade with outside countries.

Items 1952 1963 1954 1955
in thousands of tons
Intra-Community exports of o .
Balgiumiz & 5 3 sl 5 50 5 W s £ a ~ 3,110 4,234 5,165 5,054
France (and Saar). . « « + v 4 + &« 4 ¢ « 4 4,597 5,330 5,315 6,824
Germany (western) . . . .. .. .. ... 15,855 16,465 18,238 17,354
Nothoriangei: o e v o o s weied s e e 758 934 1,869 2,031
[ e e e e e el Fstle et 148 27 - 66
Total « s & 44 24 468 26,990 30,587 32,229
= wn
Imports from L I
non-Community countries (total) . . . . . ﬁza,a?s 13,897 14,051 23,269
Exports to
non-Community countries (total) . . . . . 9,793 10,374 13,501 15,5632
Net imports of the Community countries. . 12,582 3,523 550 7,737

* Also pit-coal briquettes.

By a decision of the High Authority of the European Coal and Steel
Community, Ruhr coal prices were freed from the maximum-price order as from
1st April 1956, so that coal prices, with the exception of those in Belgium, are
now, in principle, free throughout the Community. Up to 1945 the price of Ruhr
coal had been fixed and controlled by the coal syndicate of the Rhenish-West-
phalian coal basin, which was created in the 18gos. From the end of the war
onwards the price was regulated by various centralised selling agencies, the last
of which was the so-called “Georg”, established on 1st April 1953. Now, as a
result of the High Authority’s decision, pits in the Ruhr are allowed to fix their
prices themselves.* The Federal Government in Bonn and the High Authority have,
however, asked that price increases be restricted to an average of DM 2 per ton of
hard coal and the Ruhr coal industry has promised to keep within this limit. The
removal of the price ceiling came at a time when the industry needed to make
up for the increase in miners’ wages averaging 6 per cent. which was put into
effect on 15th February 1956 and which, it was claimed, brought the producers’

* It was officially stated by the High Authority that the lifting of price control and the removal
of the price ceiling for Ruhr coal was made possible only by the dissolution of the selling agency
“Georg”. On 1st April 1956 this powerful distributing agency was replaced by three separate selling
organisations, the purpose being to eliminate the cartel-like characteristics of the “Georg’” and to
introduce an element of competition, the creation of which is a fundamental aim of the Treaty
establishing the European Coal and Steel Community.



deficit up to DM 6.14 per ton. In addition to the above-mentioned price increase
of DM 2 per ton, certain other compensatory measures were taken with a view
to relieving the burden on producers, such as reductions in contributions, taxes,
etc., which, it was estimated, would bring down costs by about DM 4 per ton.
Coal prices were also increased in the Saar, Italy and the Netherlands. The
French Government, on the other hand, being anxious to avoid an increase in
prices, decided to assist in covering the annual deficit of the Charbonnages de
France — at present about Fr.fcs 30 milliard — by introducing certain fiscal and
other measures which would reduce the coal industry’s costs by an amount corre-
sponding to a considerable part of the deficit.

While coal has benefited from the growing demand for fuels resulting from
the present boom, it is no longer the world’s main source of energy. In the
United States, which accounts for about one-half of the western world's in-
dustrial production, coal now provides no more than 29 per cent. of the total
output of energy — compared with two-thirds in the period 1926~30 — while oil
furnishes 42 per cent. and natural gas 25 per cent., only 4 per cent. being derived
from water-power. As far as the atomic-energy industry is concerned, it seems
likely that for years to come it will still be a net consumer of electric energy.
In the greater part of western Europe, too, oil is gaining in importance, imports
of crude oil in the year 1954-35 having amounted to 93 million tons, against
83 million tons in 1953-54 and 71% million tons in 1952-53. Fortunately world
production is increasing, having reached, according to preliminary estimates of the

Estimates of world production of basic commodities.

Per-
centage
. change

Commodities Unitt 1937 1946 1950 1952 1953 1954 1955 1955

e | over

ary) 1937

Aluminium 2. , .| 1000 tons 493 774 1,507 2,032 2,453 2,810 3,090 + 527
Electricity . . . .| milliard kwh 445 645 950 1,145 1,250 1,355 1,620 | + 242
Man-made fibres| 1000 tons 830 793 1,660 1,770 2,070 2,263 2,556 + 208
Crude oils . . .| million tons 287 380 536 640 675 707 789 = LTS5
Rubber, natural .| 1000 tons 1,230 850 1,890 | 1,819 | 1,750 | 1,830 | 1,926 || , .,

Rubber, synthetic| 1000 tons 63 940 785 1,221 1,317 1,128 1,550 j

Cement. . . . . million tons 81 75 135 160 180 194 212 | + 162
Nickel 2. . . . . 1000 tons 115 118 148 187 204 221 240 | + 109
Brown coal . . .| million tons 251 240 350 433 451 468 510 + 104
Steel . . . . .. milllon tons 135 110 190 212 235 223 267 | + 98
Manganese ore .| 1000 tons 6,064 4,500 7,600 | 10,600 | 11,500 | 10,600 | 11,600 + 91
Tungsten (60%/gW0y)| 1000 tons 40 19 39 68 73 70 74 | + 85
Figiiron: = -8 million tons 105 80 130 150 170 160 190 + 82
Soya beans . . .| million tons 12 15 18 18 18 20 21 + 75
Zes < . s 1000 tons 1,636 1,405 2,060 2,286 2,402 2,474 2,725 + &7
Mercury. . . . . tons 4,251 5,260 4,940 5,200 5,510 6,085 6,670 | + 57
Copper4 . . . ,| 1000 tons 2,564 2,000 3,172 3,220 3,380 3,440 3,795 | + 48
Sugar.: .« 1 i million tons 30 26 36 37 41 40 42 | + 40
Rice, rough . . .| million tons 147 142 154 186 193 191 204 | + 39
Qilseed crops ® .| 1000 tons 14,016 % 12,112 | 16,282 [ 17,415 (17,298 | 18,045 | 18,400 | + 371
Wool, greasy . .| millien lbs 3,790 | 3,820 | 4,061 | 4,474 | 4,539 | 4,623 | 4,845 | + 28
Leadi® ; i o 1000 tons 1,697 1,154 1,836 1,947 2,002 2,128 2,160 + 27
Maize - . 5 5 s million bushels | 4,980 5,265 5,210 5,585 5,835 5,675 6,195 + 24
Coall =: = apet = a million tons 1,297 1,220 1,450 1,500 1,600 1,480 1,600 + 23
Wheat. . . . . . million bushels| 5,980 | 5,720 | 6,320 | 7,420 | 7,390 | 6,960 | 7,300 || + 22
Coffee, green . .| million bags 41 35 38 41 42 41 47 | + 15
Cotton . : . . . million bales 37 22 29 37 39 39 40 | + &8
1 [ S S 1000 tons 207 107 187 181 195 200 194 | — 6
1 Tons are metric tons. 2 Smelter production. 3 Metal content of mine production.

4 Refinery production. 5 Qil equivalent. & 1938-39 or 1939.
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United Nations’ Statistical Office, a level of 789 million tons in 1955, compared
with 707 million tons in the previous year. On the whole, prices remained stable,
except for certain rises in the case of fuel oil and lubricating oil, the demand
for both of which increased to an exceptional extent.

Apart from developments in the non-ferrous-metals group, which have already
been dealt with, the sharpest price movements during the period under review
took place in the market for natural rubber. The London price, which at the
end of April 1955 had been 26'/,d. per Ib., had risen to 43%4d. by 14th September,
but by the end of April 1956 it had fallen back again to 26'/d., thus losing all
the ground it had gained during the year, and by the end of May it was down
to 22d., its lowest level since October 1954. World production of natural rubber
reached an all-time record of 1,925,000 tons in 1955, exceeding consumption
by about 60,000 tons. Natural rubber was, in addition, exposed to severe com-
petition from synthetic rubber, output of which in the western world reached
1,102,000 tons in 1955. It may be added that between 1950 and 1955 total rubber
production increased by about one-quarter. As may be seen from the table on the
previous page, which covers a wide selection of commodities, the total output of
natural and synthetic rubber, taken together, increased over one and a half times
between 1937 and 1955.

The output of basic commodities is at present greater than ever
before. A powerful stimulus has no doubt been provided in some cases by
rising prices, but that has not been so for all commodities. The prices for
aluminium and crude oil, for instance, have been kept remarkably steady
for a number of years, and yet these two commodities are among those the
output of which has risen most. What producers want is not so much
rising prices as the possibility of looking forward with confidence to a
continued expansion of demand, and their faith in the future strength of the
market seems to have increased in recent years.

It is of interest to note that of the eleven basic commodities shown in
the above table as having registered the lowest percentage increase in output
between 1937 and 1955 (and in one case, actually a small decline) all except
three — lead, coal and tin — are of agricultural origin.

It is thus a fact that agricultural products, the output of which has risen
least, are precisely the commodities whose prices have fallen the most.
Cotton has had to compete with artificial fibres, and in the case of foodstuffs
the demand has risen only in proportion to the growth in population, which
amounted, for the world as a whole, to some 20 per cent. in the period
from 1937 to 1955. The development of foodstuff prices has also been
influenced by the U.S. policy of supporting the prices of certain farm pro-
ducts. At first the measures taken in this connection presumably had the
effect of keeping prices higher than they would otherwise have been, but by
stimulating output they became an obstacle to a natural adjustment, and, more-
over, the accumulation of stocks soon began to weigh heavily on the markets.

The agricultural policy of the present U.S. administration aims at bringing
greater flexibility into the agricultural price structure. In December 1955 the parity
ratio* stood at 8o, compared with 96 in December 1952. It has, however, not

* This is the ratio expressed as a percentage, on the basis 1910-14 = 100, of the prices received
by U.S. agriculture to the prices paid by it.



United States: Parity ratio and accumulation of stocks.
Parity ralio,in percentages Millions of dollars
105+ 10000
. Total amounrrinvolved ]
- in price-supporf programme o
# Parity rati .
ratio
1510-‘{’0“100 |
0 4000
8 ||IIm|III "|||ﬂlﬂl\l:l~]~)£\\\ 2000
i SN E——r
= |
e 1952 1953 1956

yet been found possible to arrest the increase in agricultural stocks, which rose,
in terms of value, from $7.3 milliard at the end of March 1955 to $8.7 milliard
twelve months later.

A new scheme was put into effect in 1955 under which the United States
Government sells some of its stocks of an agricultural surplus commodity (wheat,
cotton, etc.) to an industrialised Furopean country, which pays the countervalue
of the deliveries in question in its national currency into a special account, treating
it as a loan from the United States and paying interest on it at the rate of 3 per
cent. The European recipient undertakes to re-lend the amount in question to a
third, under-developed, country to finance the latter's purchases of industrial
goods from the said European country.

The importance of cereals and cotton, even for the agricultural community in
the United States, should not, however, be overrated. No less than 55 per cent.
of that country’s total farm income is derived from dairy produce and livestock.

United States: Price-support programme and the agricultural parity ratio.

Price-support programme of the

Commodity Credit Corporation
End: of Parity ratio

Balance of loans Price-support Total (1910-14 =100)

outstanding inventories 4

in millions of dollars

June 1952 . . . ... 364 1,073 1,437 101
December 1952 ., . . . . . 1,399 1,053 2,452 96
June 1953 . . . . . . 1,138 2,339 3,477 93
December 1953 . . . . . . 3,047 2,618 5,665 91
June 1988 . oo 2,337 3,668 6,005 88
December 1954 . . . . . . 2,940 4,231 7,171 86
June 1985 . . . .. . 2,098 4,971 7,069 86
December 1955 . . . . . . 2,584 6,082 8,666 80

March 18885 . . e s 3,079 5,653 8,732 82




A greater proportion of these products is marketed locally and this type of farming
has in general remained much more profitable than the cultivation of cereals and
cotton,

The group consisting of the beverage commodities (tea, coffee and cocoa)
has had a chequered career since the war. Prices rose strongly for some years and
reached an all-time maximum in the middle of 1954 or — in the case of tea —
early in 1955.

Movements of prices of beverage commodities.*
Monthly averages.

cents per Ib cents per Ib
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* Spot prices in New York for Santos No.4 coffee and Accra cocoa; auction price in London for northern Indian tea.

But soon afterwards consumer resistance set in and the boom quickly came
to an end. Prices are now, broadly speaking, back where they were in 1953, and
in finding their new equilibrium level they will henceforth be conditioned more
than in the past by the interplay of supply and demand in a number of competitive areas.

The old-established futures market for coffee in Hamburg reopened on
sth April 1956, which was the seventieth anniversary of the foundation of the
Association of Hamburg Coffee Dealers. Under a new contract the basis for
quotation is Prime Santos and the basic quantity is fixed at 125 bags (= 7,350 kilo-
grammes net).

On 1oth April 1956 futures dealings in pepper were resumed on the
exchanges of Amsterdam and Rotterdam (the markets in the Netherlands for spices
and similar tropical products have for many vyears been the most important of
their kind in the world).

Finally, mention should be made of the fact that the main targets of the
U.S. strategic stockpiling programme have now been virtually achieved, so
that stockpiling activity is for all practical purposes almost at an end. The wvalue
of the additions made to the minimum stockpile in 1955 was $356 million
($266 million’s worth in the first half of the year and $9o million’s worth in the
second half), but about two-thirds of this consisted of transfers of commodities
specially authorised by the U.S. Government which did not directly affect the

.
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raw-material markets. In a number of cases the newly-stockpiled materials repre-
sented extra production obtained, with direct government support, from domestic
sources, which may be expected to continue to swell supplies even after the earlier
stockpile objectives have been fully achieved.

* *
*

To turn now to conditions in the individual countries, it can
be seen from the following table that in 1955 the increases in the cost of
living and in wholesale prices, though more numerous than in the previous
year, were, with very few exceptions, limited to less than 4 per cent.

Percentage changes in the cost of living and in wholesale prices.

Cost of living Wholesale prices
Countries
1954 1955 1954 1955
in percentages

Aligtrla ok e o e + 3.7 + 0.8 + 4.5 + 3.7
Belpilimic uer o = 5t ver s + 1.3 — 0.5 — 1.2 + 2.2
Denmark . . . ... ... + 1.1 + 4.7 s s} + 3.2
Finland. o & 5 & Gl v o e — 1.6 — 3.4 — 0.2 — 1.0
France . . . ¢ ¢ 5 v v ou s — 0.3 + 1.1 — 1.7 — 0.1
Germany (western) . . . . = 0 + 1.9 + 0.8 + 1.6
Greece! . . o o o ni o den s + 15.1 + 5.7 + 12.2 + 6.7
Iceland . . . . ... ... 4+ 1.3 + 3.8 ;

Ireland vz v @ nt e % &P 4] + 2.4 — 1.8 + 3.0
Al i v n e e e + 2.7 + 2.8 + 0.8 + 05
Netherlands . . . . . . . . + 4.0 + 1.0 + 1.5 + 0.7
Norway . . . . . .. . .. + 4.4 + 1.4 + 2.0 + 2.0
Portugal .. ... .. .. — 05 — 0.3 — 4.6 — 0.2
Spaln. . . o0 oo v + 1.2 + 4.0 + 0.5 + 3.9
Sweaden . it =i e s + 0.8 + 3.1 — 0.3 + 4.0
Switzerland . . . . . . .. +: 0.7 + 0.9 + 0.8 + 0.3
United Kingdom . . . .. + 1.8 + 45 + 0.6 + 3.3
Canada . . . .. .. ... + 0.6 + 0.2 - 1.7 + 0.9
United States . . . . . . . + 0.3 — 0.3 + 0.2 + 0.4
JAPRN = w wn i e e e + 8.7 + 2.9 — 0.7 — 1.8

The largest increases took place in Greece, but these may to some
extent still be regarded as an after-effect of the devaluation of 1953.

There are also reasons for believing that the fairly marked increases
which occurred in 1955 in Denmark and the United Kingdom still
represented the last stage of the process of adjustment resulting from the
devaluations of 1949. In the speech which he delivered at the Mansion House
on 4th October 1955, the Governor of the Bank of England, Mr C. F. Cobbold,
said that

“in 1949 sterling was overvalued. The devaluation in that year left sterling

undervalued. Since then the margin of undervaluation has lessened. If in
the future we were to be so foolish as to allow our costs to continue to rise



dlsproportlonately to those of our competitors, the relative value of sterling
would again come into question. But today sterling is still undervalued
rather than overvalued in relation to most of the principal currencies of
the world.”

If a currency is undervalued it may be expected that there will be forces
In operation tending to raise prices and wages — and in the circumstances
the increase in nominal wages, for instance, is likely to be greater than is
warranted by the improvement in productivity. There are always two
dangers inherent in such an upward movement, namely:

(1) that — as was pointed out by Mr Cobbold in the statement just
quoted — the increase in costs will become too pronounced, bringing
domestic costs out of line with what may be regarded as a true inter-
national equilibrium level; and

(ii) that in judging the relationship between domestic costs and those of
other economies insufficient attention will be paid to the conditions of
production prevailing in precisely those countries which are the keenest
competitors in foreign markets.

With regard to the second of these dangers, it must be remembered,
for instance, that in Europe there are still a few low-cost countries with
great competitive strength, notably western Germany and the Netherlands.
Recently, however, the level of prices and wages in these two countries has
been moving upwards, no doubt partly as a result of influences from abroad.
In western Germany, the average earnings of industrial workers rose by 7 per
cent. in 1955, while in the Netherlands, where the main increase took place
early in 1956, the rise came to about 10 per cent. In its annual report the
Nederlandsche Bank has given a warning of the dangers involved if wages
rise more than productivity (see Chapter II, page 56). Moreover, the Bank
regrets that ‘‘the substantial improvement in real wages has again been
brought about without the opportunity having been taken to seek at the same
time a solution to the rent problem"’.

In order to safeguard the competitiveness of an economy and to ensure,
at the same time, that within the economy itself the trend of wages will
not develop in such a way as to unleash tendencies conducive to an infla-
tionary rise in prices, it is essential to bear in mind certain fundamental
considerations.

While an improvement in real wages is a natural consequence of the
continued economic expansion, it is well to remember that the rise in
wages must go together with an improvement in methods of
production. There will have to be rationalisation based on the principle
of the substitution of machinery for labour, which has already been carried
out to a great extent in the countries with the highest real wages. There are,
however, three main condition to be fulfilled before such a substitution can
take place:

(1) there is the need to acquire knowledge of the new technical methods;
fortunately the most advanced countries seem willing to allow others

[ P



to benefit by their technical experience, but that by itself is not always
sufficient, since each country will usually have to adjust the processes
in the light of its own particular requirements;

(i1) capital will have to be forthcoming for the acquisition of new
machinery, etc., and there must therefore be a sufficient flow of
savings to enable advantage to be taken of the technical innovations;

(ii1) time must be allowed for these various developments to take place,
and it should therefore be realised that precipitous cost increases may
be distinctly harmful.

If the few countries whose currencies may still be assumed to be
undervalued have reason to be careful about permitting rises in their costs,
it is all the more important that those countries in which the level of costs
i1s already on the high side compared with conditions abroad should proceed
with caution in this respect. It is a fact of great importance in this connection
that the two major Anglo-Saxon countries, the United Kingdom and the
United States, whose policies to a great extent determine the general trend
of world-market prices, are adopting monetary and other measures designed
to arrest any further inflationary increases.

As an example of the considerations influencing the authorities in a
number of countries, the following extracts may be quoted from a radio
address delivered by Mr Per Asbrink, Governor of the Sveriges Riksbank,

on 15th November 1955:

“A country which finds that its payments to other countries, i.e. mainly
its payments for 1mp0rts, are steadily mounting to higher levels than the
payments which it is simultaneously receiving from other countries, i.e.
mainly payments for exports, may possibly be able to shelve the problem
temporarily by drawing on its foreign exchange reserves or by taking up
loans abroad. But, in any case, when these expedients, too, have been tried
— and in practice usually well before then — a countrv which has got
itself into such a predicament will be forced, whether it likes it or not, to
adjust its domestic economic policy to external realities. In other words, it
will have to adopt a strict policy of restraint in order both to reduce the
pace of economic activity and to lower the level of internal costs and prices,
thus bringing about a decline in the domestic demand for goods and giving
the export industry a better chance of selling its products on foreign markets.”

In explaining why these questions are of such particular interest and
urgency at the present time, the Governor stressed that
“the leading commercial and industrial countries of western Europe — that
is to say, those countries whose policy in fact also plays a decisive part in
determining our own possibilities of action — are at present aiming at
making their currencies convertible, i.e. exchangeable into gold and dollars,
as soon as possible. This means, in short, that these ‘key’ countries are
themselves prepared to pursue in future an economic policy — and they
will in fact at the same time force the rest of us to follow suit — designed
to ensure that the trend of their domestic economies shall not again jeopardise
their currencies. To put it even more simply, every one of these countries,
and therefore also our own, will in future be even less able than before to
allow itself the luxury of any kind of excessive boom in its own economy.”



The Governor concluded that it would no longer be safe to assume
that continued wage increases in other countries would allow a country like
Sweden to evade the problem of the réle played by wages in its own economy.

In the more highly industrialised countries there are as a rule some
up-to-date enterprises whose competitiveness on foreign markets has not been
adversely affected by the recent wage increases, since they have been able
to rationalise their production without any very great difficulty. But there
are also a number of other firms which are in this respect in a less satis-
factory position and are therefore bound to regard wage increases with
considerable anxiety. This is more often than not the case in the agricultural
sector, In which, owing to the size of farms and for other reasons, the
process of modernisation has not yet been carried far enough. These diffi-
culties and many others show that there are no easy solutions to the prob-
lems arising in connection with wage and price policy. But one thing
is certain: no true solution to these problems can be found simply by
perpetuating, through protectionist measures or in other ways, old-fashioned
methods of production; important branches of an economy cannot be left
unrationalised with impunity. It is only by surmounting the technical and
political difficulties involved and by gradually exposing their economies to
the strong winds of competition that countries can put themselves in a
position to participate more fully in the dynamic growth of production and
raise their standards of living.



IV. Foreign Trade.

The buoyant economic activity during 1955 was accompanied by a very
satisfactory expansion in the exchange of goods and services between the
various nations. Preliminary statistics indicate that the volume of world trade
increased from 1954 to 1955 by about 8 per cent. — rather more than the
rise in the combined gross national products (see pages 3 and 7).

World trade, in current dollars and in terms of stable prices.*
In milliards of U.S. dollars.
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* Excluding trade between the eastern European countries, the U.S.S.R. and China.

In 1955 the total value of world trade (at current prices) was roughly
815 per cent. above the peak reached in 1951, when prices were abnormally
high as a result of the scramble for commodities following the outbreak of
the Korean war. Prices in 1955, however, were considerably lower than those
in 1951, having fallen by about 8 per cent. (as measured by the unit-value
index for world trade) from 1951 to 1953 and having been relatively stable
in the two succeeding years.

In terms of volume, world trade in 1955 was some 70 per cent.
greater than in either 1913, 1938 or 1946. After the long period of virtual
stagnation between 1913 and 1946, an expansion has set in which is having
the effect of bringing the various countries of the world closer together
through the exchange of goods and services. This expansion has undoubtedly
been furthered by the large amount of aid given since the end of the
second world war and by increased government expenditure abroad —
for instance, for military purposes — but there is nevertheless reason
to believe that it is not merely a temporary phenomenon. Even if the
enormous post-war increase in world trade in such products as oil and timber



and many other materials is left out of account, it seems that a fundamental
change is being made in the structure of various economies with a view to
enabling them to play their full part in the lively interchange of goods and
services which has been such a striking feature of post-war development and
which may be expected to increase still further. In order to sustain this
expansion governments must continue to pursue, in the field of external trade
and payments, the liberal course which has been followed in an increasing
number of countries in the past few years, and must, in particular, through
G.A'T.T. and otherwise, concern themselves more resolutely than they have
done hitherto with the question of tariff reduction.

The following table shows, in terms of current prices, the distribution
of world trade between different areas.

Turnover of world trade:
Imports and exports in terms of value.

1
iTeRe 1951 1952 1953 1954 1955

in milliards of U.S. dollars
United Kingdom . . . . .. .. ... 185 17.4 16.9 172 19.3
Rest of the sterling area. . . . . . . 25.3 23.2 21.5 22.3 24.4
Whole of the sterling area. . . . . 43.8 40.6 38.4 39.5 43.7
0.E.E.C. continental countries . . . . 41.3 40.9 40.7 45.2 51.6
United States and Canada. . . . . . 35.2 36.1 37.0 35.2 37.8
Latin American countries . . ... . 15.5 14.6 14.2 15.1 15.1
Other countrlea . .. . .« v . . v . .. 22.1 21.6 20.9 21.8 23.5
World trade turnover® . , . . . ., . 157.9 153.8 151.2 156.8 i (U

1 Provisional. 2 Excluding trade between the eastern European countries, the U.S.S.R. and China.

Not all regions have participated to the same extent in the upswing
of trade since 1954, the greatest increase having taken place in western Europe,
while in Latin America the turnover remained unchanged. The expansion
of trade may in fact be said to have corresponded fairly closely to the
degree of success achieved in re-establishing orderly monetary conditions and
freeing imports from quantitative restrictions. The growth of foreign trade in
terms of volume is illustrated in the following table by the figures for exports.

Volume of exports of different areas.

Continental : Total United States i
Yei western | o, | sterling U World
Index: 1953 = 100
1951 a3 104 96 94 96 a5
1952 89 a8 96 a7 90 94
1953 100 100 100 100 100 100
1954 114 104 103 a7 98 105
1955* 128 112 112 100 104 113

* Provisional



In the past few years there has been a gradual change in the composi-
tion of foreign trade. Whereas in the period immediately after the war the
individual countries were naturally more willing to lift the restrictions on
imports of raw materials and essential foodstuffs than those cn manufactured
products, since 1950 the greatest rise has been in trade in manufactured
goods, as is shown by the following graph.

World exports of manufactured goods and total exports.
Quantum index, 1950 = 100 (quarterly averages).
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The industrial boom on both sides of the Atlantic has greatly increased
the demand for fuels and raw materials and for certain semi-manufactured
goods and machinery, especially as far as the metal-using and construction
industries are concerned. The bulk of the additional commodities required
have been traded among the countries of western Europe and between
western Europe and the dollar area. Regions which produce mainly agricultural
commodities have not as a rule shared in the export boom, while those
producing industrial raw materials, such as non-ferrous metals or oil, have
generally done very well.

In 1955 the imports of the seventeen O.E.E.C. countries from the
dollar area increased by 33 per cent. over the preceding year, while their
imports from other overseas areas rose by barely 6 per cent. Of the total
increase in imports from all areas, 38 per cent. was accounted for by raw
materials, fuels and chemicals, 16 per cent. by food, beverages and tobacco,
and the remaining 46 per cent. by manufactured goods and machinery.! In
absolute figures, the total imports of these countries from the dollar area
went up by $1,700 million, while their exports to the dollar area rose
by only $460 million. This increase in the visible trade deficit of the
O.E.E.C. countries in relation to the dollar area did not, however, lead to

1 These percentages are calculated on the basis of imports during the first nine months of the year, since
figures for the whole year were not available for the different categories of goods at the time of writing.



a deterioration in the current account of their balances of payments, since
the surplus on invisible account went up by a corresponding amount, thanks
mainly to the rise in U.S. military expenditure in western FEurope (see
page 26).

Despite a continued increase in the available tonnage of sea-going
ships, the expansion in the volume of trade has led to a sharp rise in
freight rates since mid-1954 — especially those for the North Atlantic
coal traffic.

United Kingdom: Tramp-shipping freights, voyage charter.
Monthly index: 1953 = 100.
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In July 1955 the world merchant fleet for the first time exceeded
100 million tons, having increased by more than 3 per cent. since July 1954.

The total tonnage of new ships launched in 1955 amounted to
5.3 million — the highest figure for any peacetime year since 1920; tankers
accounted for 2.4 million tons, ie. 46 per cent. of the total, as against
55 per cent. in 1954. As a consequence of the expansion in the volume
of trade, transit traffic through the Suez and Panama Canals increased
by 11 and 12 per cent. respectively in 1955; at the same time, owing to
the growth in the foreign trade of the continental European countries, the
volume of shipping handled by the port of Rotterdam increased by 36 per
cent., while the turnover of the German ports rose by 21 per cent., that
of the port of Antwerp by 10 per cent., and that of the French ports by
9 per cent.

From the point of view of nationality, the sea-going vessels at present
in use are more widely distributed than before. The number sailing under
a “‘tax-free flag”, i.e. those registered in Panama and Liberia, has been
increasing from year to year; Liberia now has the fourth largest fleet in
the world after the United States, the United Kingdom and Norway.



The increase in freight rates has benefited, in particular, the northern
European countries. Their aggregate net income from shipping rose in
1955 by nearly 25 per cent. compared with the preceding year and actually
exceeded by some 5 per cent. the peak figure reached in 1952.

Western Europe: Net freight earnings of selected countries.

Countries 1951 1952 1953 1954 19565
in millions of U.S. dollars
Northern countries
Donmark . « o oo == oovsoa a3 39 38 29 36!
Flnland25 5 0 i ot o = mis e o 48 43 40 44 521
MNOTWEBY. . & i i oo mliel @ = e o ks 301 294 239 255 327
Sweden . . . . v s ¢ v 0 b 000 188 208 166 169 199
Total for northern countries . . 570 584 483 497 614
United Kingdom ... ... ... 370 308 367 420 336
Brand total . « oo @ eiww 940 892 850 917 950
1 Estimates. 2 Transportation account.

In the case of the United Kingdom, freight earnings increased from
£407 million in 1954 to £457 million in 1955, but freight payments rose
during the same period from £257 million to £337 million, so that net
income was reduced by about one-fifth. The increase in payments was chiefly
due to substantial imports of hard coal and of iron and steel from the United
States. In fact, a situation has now arisen in which a number of British
ships used for carrying U.S. coal make the outward journey empty, whereas
formerly, when the United Kingdom was itself a large exporter of coal,
it was generally possible to find cargoes overseas for the return voyage.
In the case of a number of European countries there has also been an
increase in one-way traffic as far as tankers are concerned.

While the northern countries have thus increased their net income
from shipping, countries in other parts of Europe have benefited from a
growth in tourist trade. For western Europe as a whole, total net receipts
from tourism in 1955 appear to have been equivalent to more than
$500 million. The following table shows the net tourist income of seven
European countries.

Western Europe: Net tourist earnings of selected countries. -

1 Western
Yoar Austria France Germany Greece Ireland Italy Switzerland

in millions of U.S. dollars

1951 18 77 14 . 62 75

1952 25 25 7 3 55 77 84
1953 53 — 8 3 16 49 131 107
1954 64 61 42 17 50 139 119
1965 62 302 67 19 55 190 125

t Metropolitan France. 2 First half of the year.
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The deficit countries are, in the order of their net outlay in 1954,
Sweden, the United Kingdom, Turkey, Norway, the Belgian-Luxemburg
Economic Union, Iceland and Denmark, while the Netherlands and Portugal
are more or less in equilibrium on tourist account.! The general trend of
travel from north to south emerges fairly clearly from the grouping into
surplus and deficit countries.

Nearly one-quarter of the tourists visiting western Europe come from
other continents — mainly North America. Tourists from countries outside
Europe accounted in 1954 for more than half of the total number of visitors
to the United Kingdom, Portugal and Greece. In the U.S. balance of
payments for 1955 gross expenditure on travel amounted to $1,095 million,
of which $400 million was in relation to western Europe, while European
visitors to the United States are estimated to have spent about $50 million,
so that western Europe had a net income of $350 million. The corresponding
figure for 1951 was only $150 million.

*

The two world wars have caused great shifts in the debtor-creditor
relationships between countries. The first world war led, in particular,
to a deterioration in the position of France owing to losses sustained mainly
in eastern Europe and to the devaluation of a number of currencies, while the
United States emerged as a creditor nation. As a result of the second world
war the creditor position of the United States was overwhelmingly confirmed,
while the United Kingdom was not only forced, as it had been in the first
war, to sell some of its foreign investments in the course of its war financing
but also incurred substantial external debts.

The available statistics on the foreign assets and liabilities of the
different countries do not always give a realistic picture of the position —
mainly because shares and other forms of direct investment may be shown
in the returns at a nominal value, little or no account being taken of such
increases as may have occurred as a result of price rises or additions to
hidden reserves.

Thus the estimates of the foreign investments of the United Kingdom
published by the Bank of England give the ‘“‘nominal capital value” of the
assets in question.? At the end of 1953 the total nominal value of the
overseas investments was put at £2,013 million, but the market value 1is
certainly well in excess of this total. As far as the country’s overseas liabilities
are concerned, the total of the sterling balances and of the United Kingdom’s

1 See the special study by the O.E.E.C. on “Tourism in Europe”, published in January 1956.
2 The securities included in the Bank of England’s estimates are those issued by overseas govern-
ments and municipalities, companies registered abroad and companies registered in the United
Kingdom but operating almost entirely overseas. No account is taken of other foreign assets, such
as, in particular, the branches and other installations and assets of companies which operate
substantially, but not “almost entirely’’, overseas — a group which includes many commercial
undertakings and insurance and shipping companies,

Y -



debit balance in the E.P.U. amounted at the end of 1953 to £3,900 million,
to which must be added the government debt of £2,100 million expressed
in foreign currencies (mainly U.S. and Canadian dollars).

If, on the other hand, the receipts and payments in respect of “interest,
profits and dividends” shown in the current account of the balance of
payments are considered, it is found that the United Kingdom had a net

Main creditor and debtor countries according to their net
income or expenditure on investment account in the balance of payments.

Countries 1929 1938 1954
in millions of U.S. dollars
Creditors
United States . . . . . .. . .. + 699 4+ 385 + 1,747
United Kingdom . . . . .. ... + 12171 + 858 + 204
Switzerdland . . . . . . ... n.a. n.a. + 118
Netherlands . . . . . . . . . .. + 1102 + 886 + 78
France (franc area) . . . . . . . + 113 + 146 + 40
Irelandi & =5 - n s G a s s e G + 262 + 31 + 34
Sweden . . . . ¢ v v 0w e + 8 + 26 + 18
Belgium-Luxemburg . . . . . . . nia.> + 3% + 15
Debtors

NONOZUOIA - ¢ e v b s fe et 8 n.a. — B9 — 465
Canada . < v s »0 0 wm e om w — 258 - 241 — 296
IRAG = ot o e et e e ertol & e 5 feat s + 0% — 30¢ — 189
South Africa; < - i e s ool s — 77 — 106* — 151
Australlal = == = e s G —  181°% — 132¢ — 143
Brazll .o i o v 0 o wom e w0 o i e n.a. n.a. - 137
Germany . . .« s v s 00 b .. — 191 n.a. - 1177
Indonesia . . . .. ... .... — 127 — 111 — 771
Chile: mai soim ams G 2 £ w6 n.a. — 45°%° —_ 49
JADAN e o) feiiel o) fad o e lien = et o - 9? + 50" - 39
POIU 0« ts ar  cethel e = alian n.a. — 26 — 22
Indlal Loe s e o o = e o = ke 2 —  119°% - 97°¢ - 1511
Argentinails Sha ey s s an — 205" — 119 — 12
Costa Rlca « o5 ot i oier = i s n.a. — 2 — 12
Denmark . . ... ..« .« — TS — 16 — 11
Finland . < . 2 & & . -« v e o e —_ 10 - 3 — 11
MeXICO i s o = Kivs o s ey el & n.a. — A1 - 1012
NOTWAY. & & 'es =l = =i o wiiet = ales o — 19 — 18 — 10
Ialy . « « v v v v o v v v v o e —_ 53 —_— 8 — 8

Note: The above list is not complete but covers all crediter countries of any consequence. With the
exception of ltaly, countries whose yearly net payments or receipts totalled less than $10 million in 1854
have been omitted from the table. For the following countries data are available for 1954 but not for any of
the pre-war years:
Further net debtor countries on the basis of the data for 1954
(in millions of U.S. dollars).

Federation of Rhodesia and Nyasaland . . . . 82 CUBB. = v v e 0o omer o hofes & e e 32
Philippines . . . . . « « « « v v s o 0 v 0 s 56 toreel s o im s we o s v s 17
Belgian Congo . . . « « « ¢ & i 4 0 e s 49 Eciador, s i S G i e 16
R Y Y L T 43 Colombla . . . . . + s « « » ¢ 4 & 15
EQypE e e S S e e e 38 PHNAWE e a swias o fwimed 'a coifon o O 12
Pusrto'Rico = - i L ana Sl S 35 Liharlg & 5 o6 wiw g @ e s e 11

n.a. = not available. ' Excluding interest on short-term assets.  2Estimate. 3 The 1929 figure, though

available, has been omitted, since it includes the Belgian Congo and the amortisation of inter-allied debts.
4 1937. 5 1928-29. & 1938-39. 7 Western Germany. @ Including payments in connection with the activities
of mining companies, e.g. administrative expenses incurred abroad and depreciation allowances. ? Including
Korea and Formosa. 10 1936. 11 |India and Pakistan. 12 |ncluding regular amortisation payments.
13 Excluding income from direct investments.
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income amounting to £73 million in 1954 and £59 million in 1955 and is
therefore still a creditor country in this respect. This is explained by
the fact that British assets largely consist of comparatively high-yielding
long-term claims or equity investments, whereas the liabilities are for the
most part made up of liquid claims, the yield of which has been relatively
low for a number of years (although it has recently been rising owing to
the increase in Interest rates).*

The net creditor position of the United States rose from $1.8 milliard
in 1939 to $15.4 milliard in 1954. During this period U.S. gross investment
abroad went up from $11.4 to 42.2 milliard, while other countries increased
their investments in the United States from $9.6 to 26.8 milliard. These
countries enlarged, in particular, their holdings of U.S. short-term assets, so
that the United States had become a debtor on short-term account to the
extent of some $13 milliard by the end of 1954. In general, the interest rates
on these short-term investments have been low and the result is that the
United States has received a considerable net income from its foreign
investments, amounting to $1,750 million in 1954 and $1,950 million in 1955.
If the term “creditor nation’’ is taken to mean a country which has a net
income from interest, profits and dividends received from abroad, the
United States is in this sense (as by every other criterion) the greatest
creditor nation in the world, followed at a long distance by the United
Kingdom and Switzerland; other creditor countries are the Netherlands,
France, Ireland, Sweden and Belgium-Luxemburg, as is shown in the
table on the preceding page.

In 1929 the net income received from abroad by the four large
creditor countries — the United Kingdom, the United States, France and
the Netherlands — in the form of interest, profits and dividends amounted
to $2,140 million, of which nearly 60 per cent. went to the United Kingdom.
As a result of the depression of the 1930s, which severely curtailed profits
and led to many defaults, the investment income of these four countries was
down to $1,470 million in 1938, but the share of the United Kingdom
remained unaltered. No data are available for Switzerland either for 1929

or for 1938.

In 1954 the net income of the United States, the United Kingdom,
Switzerland, the Netherlands and France from investments abroad totalled
$2,190 million, of which 8o per cent. accrued to the United States and only
9 per cent. to the United Kingdom. In the case of the United States the
amounts shown for foreign investment in the balance of payments and in
the national-income statistics are identical, since the figures for this item
included in the national income are taken from the balance-of-payments
statistics. Owing to a difference in coverage this is not so for France and
the United Kingdom, and the discrepancy between the two sets of statistics
is sufficiently great to deserve special attention.

* See the study on “Sterling in the world today” in the Midland Bank Review for February 1956.
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Net investment income as recorded in balance-of-payments
and national-income statistics.

France (metropolitan) United Kingdom
Year Balance-of- National- Balance-of- National-
payments income payments income
statistics statistics statistics statistics

in millions of U.S. dollars

1938 . . 856 950
1952 54 71 255 260
1953 59 83 204 454
1954 51 89 204 622
1955 . 94 165 406

The balance-of-payments figures for France given in the above table
relate only to metropolitan France, while those included in the table on
page 99 refer to the whole of the French franc area, since statistics
for metropolitan France alone are not available for 1929 or 1938. It is
only since 1952 that separate balance-of-payments returns have been
published for metropolitan France, thus making possible a comparison
between the figures given therein and the data included in the national-
income statistics.

The higher figures for net investment income shown in the national-
income statistics are chiefly explained by the fact that they include income
from the French overseas territories, whereas the balance-of-payments figures
record only foreign income (i.e. income from countries outside the French
franc area). Moreover, the figures in the balance-of-payments statistics take
into account only actual transfers of income, whereas in the national-income
returns reinvested profits are also included.

In the case of the United Kingdom the difference between the
balance-of-payments statistics and the national-income figures is principally
due to the fact that in the balance of payments the figures for interest,
dividends and profits do not include the earnings of insurance, shipping and
oil companies, whereas these are shown in the national-income returns as
income from investments abroad. Except for a temporary setback in 1955
(see page 34), there has been an increase in the income of the oil companies,
with the result that the gap between the two sets of figures has widened.

In the case of several of the debtor countries the inflationary rise
in prices and the disinvestment which has taken place as a result of the
two world wars have had the effect of considerably alleviating the real
burden of their foreign indebtedness. It is noteworthy, for instance, that in
terms of dollars the net amount payable by Canada, the chief recipient of
private capital during more recent years, is not much larger now than it
was in 1929 or 1938. Whereas in 1938 both Canada and Australia had to
use some 30 per cent. of their export proceeds to make their net payments
as debtor countries, by 1953-54 the percentage had declined, for the reasons
just given and because of the increase in trade, to between 7 and 10 per cent.
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Conversely, it is the European countries that have suffered the greatest net
losses of capital income, and they are now having to make good these losses
mainly by increasing their trade earnings.
* *
*
Turning to the individual countries, the most important trading nation
of the world in the post-war period has been the United States, whose

exports and imports together amounted in 1955 to $27 milliard, or 15%
per cent. of world trade turnover.

United States: Composition of foreign trade.

Non-military exports Imports

Commoditive 1953 | 1954 | 1985 | Change | 4o53 | 1054 | 1055 | Change

1954-65 1954-55

in millions of dollars

Foodstuffs’ ... . ... « «c s 1,721 1,673 1,945 |+ 372 3,293 3,317 3,113 |— 204

Crude and semi-manufactured
products . . ... 00 e 3,049 3,718 4,204 |+ 486 5,291 4,726 5,624 |4+ 898
Finished products . . . . . . 7,372 7,432 7,985 |+ 553 2,194 2,196 2,597 |+ 401
Total .. .| 12,142 | 12,723 | 14,134 | +1,411 || 10,778 | 10,239 | 11,334 |+ 1,095

An analysis of the balance of payments of the United States will be found in
the Introduction (page 25), where attention was drawn to the fact that imports and
commercial exports both increased by 1114 per cent. between 1954 and 1955. As
may be seen from the preceding table, there has in the last two years been a
very marked rise in U.S. exports of crude and semi-manufactured products, but

United States: Foreign trade.*
Monthly, in millions of dollars.
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sales of finished products have also been going up steadily. Of the increased
exports of manufactured articles, the bulk has gone to Canada, but a large quantity
of machinery, in particular, has been exported to western Europe.

Imports of crude and semi-manufactured products in 1955 were nearly
$9oo million larger than in 1954 — the increase being almost equally divided
between the two categories. These imports showed a steady rise from quarter to
quarter and in terms of volume their development was broadly in line with the
upward movement in production of manufacturing industry. Imports of finished
products went up by $400 million, the greater part of the increase being accounted
for by consumer goods, including some $40 million’s worth of Japanese textile
goods and about $30 million’s worth of motor vehicles brought in in response to
a certain demand for small-sized European cars. Imports of foodstuffs, on the
other hand, fell by $200 million, a decline which may be mainly attributed to the
fall in coffee and cocoa prices late in 1954 and early in 1955.

The balance of payments of the United Kingdom has been analysed
in Chapter II (see page 34). Thanks to an increase of 54 per cent. in the
volume of domestic agricultural output since before the war and owing to the
general policy of restraint which has been pursued, the United Kingdom’s
imports have risen less over the last twenty years than those of the other
main trading countries. In 1955 the total volume of imports was for the
first time approximately the same as in 1938, but owing to the growth in
the population the per-capita volume was still 7 per cent. smaller. The volume
of exports, on the other hand, was in 1955 about 75 per cent. larger than in
1938, and per head of the population it had increased by some 63 per cent.
The limitation of imports and the expansion of exports have been necessary

United Kingdom: Foreign trade.
Monthly, in millions of £ sterling.
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in* order to make up for the heavy decline in net income from foreign
investments and the deterioration in the terms of trade, the prices of food-
stuffs and industrial raw materials, which accounted for nearly three-quarters
of the United Kingdom's imports before the war, having been particularly low
in the greater part of the 1930s in relation to the prices of manufactured goods.

The terms of trade, at their new level, have shown little change in the
last few years; in the first quarter of 1956 both import and export prices were
about 5 per cent. higher than in the corresponding period of 1954. As to the volume
of trade, imports are estimated to have increased, quantitatively, by 111 per cent.
and exports by 7% per cent. from 1954 to 1955.

The most striking feature of the distribution of the United Kingdom's trade
in 1955 was the growth in both imports from and exports to the non-sterling world.

United Kingdom: Distribution of trade.

Non-sterling area

O.E.E.C. Total Sterling Grand
Items Dollar countries Other non- area total
area and countries | sterling
depen- area
dencies

in millions of £ sterling

Imports
19830 . o0 s oine e 5w e e e e 634 768 437 1,840 1,504 3,343
T84 5 v G e G e e e s 619 817 440 1,876 1,497 3,374
18BB i v A i e 843 955 518 2,316 1,673 3,889

1983 i v s s A a8 e v 404 747 268 1,418 1,269 2,688

1S54 e 376 776 277 1,428 1,347 2,775

TOBE & v voen e wine o an & o o 417 817 339 1,573 1,451 3,024
Balance

FOBI o cevis @ o ew s W e — 231 - 22 — 169 — 422 — 234 — 656

L e e R e e — 244 — 42 — 163 — 448 — 151 — 599

TEBE 0 52 s mlia e g el s i e d — 426 — 138 - 179 — 743 — 122 — 865

The steep rise in total British imports was chiefly accounted for by fuels
and semi-manufactured goods. Owing to the fact that the large expansion in
industrial output in 1955 was not accompanied by any real increase in domestic
coal production, the United Kingdom had to import coal on an unprecedented scale:
its imports in that year amounted to over 11 million tons (worth £74 million) —
nearly four times as much as the previous highest figure, reached in 1g954. Half
of this coal came from the United States.

The demand for steel from the metal-using industries producing for the
domestic and foreign markets could not be fully met by British supplies —
despite the 7 per cent. rise in production — with the result that iron and steel
imports in 1955 totalled £g99 million, or three and a half times as much as in
1954. Two-fifths of these imports in 1955 came from the dollar area. It should
be remembered that the high level of demand from all quarters for products of
the engineering industry in the United Kingdom has necessitated exceptionally
large supplies of steel goods. The British authorities have therefore endeavoured
to restrain, by monetary and other means, the demand for goods for home
consumption in order to free supplies for export.



As regards the United Kingdom's exports, sales of products of the engineering
industry, including vehicles, which account for two-fifths of all exports, were
£L105 million, or 10.4 per cent., above their previous record level, reached in 1954.
The only group of manufactured products to show a decline in exports was that of
textiles, sales of which have been displaying a generally downward tendency since
1952. While the decline was no doubt partly due to Japanese competition in the
Australian and some other markets, a more general factor was the reduced demand
for cotton piece-goods on the part of a large number of countries.

In spite of the appreciable increase in exports of manufactured goods, the
United Kingdom's share of world trade in such goods fell again during 1955.
Whereas in 1954 and 1955 the total exports of manufactured goods of eleven
industrial countries — together accounting for about 8o per cent. of world exports
of such products — increased by an average of 10.3 and 18.4 per cent. respectively,
the corresponding figures for the United Kingdom were 7.2 and 5.8 per cent.
On the basis, however, of the value of exports of manufactured products per head
of the population, the United Kingdom ranks very high indeed, the per-capita
figure being $130, as compared with $g96 in western Germany, $57 in the United
States and $42 in France.

Ireland and Iceland, which both belong to the sterling area, had to
contend in 1955, under different circumstances, with increasing difficulties in
their balances of payments.

Ireland and Iceland: Foreign trade.

Ireland Iceland

Year Exports

Imports and Balance Imports Exports Balance

re-exports
in millions of Irish pounds in millions of krénur

1952 172 100 — 72 910 641 — 269
1953 183 114 — 69 1,111 708 — 405
1954 180 115 — 65 1,130 8486 — 284
1955 204 110 — 94 1,264 848 — 416

While Ireland’s imports rose in 1955 to a post-war high, its exports
declined because of a fall in sales of fresh, chilled and frozen meat. Its
balance-of-payments deficit in 1955 has been estimated at I£35 million. In
an attempt to avoid a further deterioration drastic measures were taken in
the spring ‘of 1956. A special import levy ranging from 5 to 25 per cent.
(imperial preference being maintained) was imposed on a wide range of
consumer goods and stricter regulations concerning hire-purchase were
announced. Ireland is already a high-tariff country and it is to be feared
that the new levy will further increase the cost of living.

Iceland imported more coal, petroleum and feeding stuffs in 1955,
while its exports remained at practically the same level as in 1954. As the
dispute with the United Kingdom concerning fishing grounds remained
unsettled, Iceland’s trade with the countries of eastern Europe was further
increased; it accounted, in fact, for over one-fifth of the country’s imports
and nearly 30 per cent. of its exports.
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At the same time as the trade deficit increased, the net income from
invisible items declined, mainly owing to the larger amount paid out in the
form of wages (fishermen from the Faroe Islands, who are paid in foreign
currency, have recently been employed in increasing numbers in the Icelandic
fishing fleet). As in previous years, the main source of invisible income was
U.S. military expenditure, which amounted to some $12 million. Even
taking this item into account, the current balance-of-payments deficit is
estimated to have been equivalent to $10 mullion.

In the analysis of the balance of payments of France in Chapter II
(see pages 61-62) attention was drawn to the fact that a current surplus was
obtained in the first half of 1955 even without counting the receipts from
foreign aid and U.S. military expenditure. For the year as a whole France
achieved, on merchandise account, a surplus of exports over imports, a result
which was wholly due to an improvement in its trade with foreign countries,
since the surplus in relation to its overseas territories continued to decline.

Metropolitan France: Foreign trade.

ltems 1952 1953 1964 1955

in milliards of French francs

With overseas territories

Imports = & &0 . 5 & & el e s i 360 366 411 409
EXpOrE e s s 598 520 547 535
Balance! . . i v < s + 238 + 154 + 136 + 126

Imports . . . v ¢ oo v w00 o s 1,232 1,092 1,111 1,248
Expors .. . o .= eroa e e a0 s 818 886 963 1,161
Balance . . . . .. . — 414 — 206 — 148 — 87

Total balance of trade . . . . — 176 — 52 — 12 + a9

There was a rise of 12 per cent. in France's imports from foreign countries,
mainly owing to the increased requirements of the metallurgical industries, but
exports to foreign countries went up by as much as 20 per cent. A large part
of this growth in exports was accounted for by increased sales abroad of iron
and steel and agricultural products — chiefly wheat and sugar, the export of
which is heavily subsidised, partly in order to relieve the pressure on the home
market. The cost of the export subsidy on wheat amounted in 1954-55 to
Fr.fcs 28.5 milliard and that of the sugar subsidy to Fr.fcs 4.2 milliard.

While the total volume of exports rose by 12 per cent., exports of manufac-
tured goods, though they increased in value, actually fell by 1 per cent. in volume;
since the index of production in manufacturing industries (basis: 1953 = 100) rose in
1955 from 109 to 120, or by 1o per cent., it may be assumed that the increase in the
output of French manufactured goods is being absorbed by the home market. Practically
all French exports, with the exception of raw materials but including coal and metal
products, are subsidised either by way of the repayment of fiscal and/or social charges
or directly, as in the case of agricultural products. As from 1st December 1955
the rates of repayment were somewhat lowered and a further reduction was



announced in May 1956, when imports were liberalised up to 84 per cent. French
imports are subject to special import dues, from which, however, most raw
materials are exempt, but if manufactured products alone are considered it appears
that 73 per cent. of the liberalised imports are subject to these special taxes,
more than half of them at the higher rates of 11 to 15 per cent.

The foreign trade of the Benelux countries — imports and exports
together — increased appreciably in volume in 1955, that of the Belgian-
Luxemburg Economic Union having expanded by about 8 per cent. and
that of the Netherlands by 10 per cent.; in Belgium, however, exports rose
more than imports, while in the Netherlands the opposite was the case.

Benelux countries: Foreign trade.

Value Volume
Countries

Imports Exports Balance Imports Exports

Iin milliards of national currency units Index: 1953 = 100

Belglan-Luxemburg

Economic Union 1852 123 123 [o] 96 o1
(francs) 1953 121 113 - 8 i00 100
1954 127 115 - 12 i10 109
1955 142 139 - 3 117 118
Netherlands 1952 8.4 8.0 — 0.4 84 a8
(florins) 1953 9.0 8.2 — 0.8 100 100
1954 10.9 9.2 - 1.7 726 113
1955 12.2 10.2 — 2.0 740 124

The improvement in the export trade of the Belgian-Luxemburg
Economic Union should be seen against the background of certain difficulties
experienced by it in 1954 as a result, inter alia, of a drop in U.S. metal
imports and the all-round slackening of demand for textiles. Belgium's recovery in
1955, when it participated in the general boom, was facilitated by the fact that
it had at its disposal a substantial amount of unused labour. The rise in exports
was due mainly to larger sales of iron and steel products, engineering goods, fuels
and glass, while sales of textiles remained at the same level as in 1954. Exports
of iron and steel, which rose by B.fcs 8.7 milliard, accounted for 36 per cent. of
the total increase. The rise in imports was not only less steep but also less
widespread. There was a fall in the value of imports of foodstuffs and textile
raw materials, but a substantial increase in purchases of ores, scrap metal and
machinery and also of textile yarns and fabrics.

As in previous years, Belgium’s main trading partners were the Netherlands,
western Germany, France and the United States. The Netherlands took over
one-fiftth of Belgian exports in 1955 and provided 13 per cent. of its imports.
Western Germany took 12 per cent. of exports and furnished 14 per cent. of
imports, its share in Belgian trade having steadily grown during recent years.

In the Netherlands — in contrast to Belgium — imports rose more
than exports. On a c.i.f. basis (as recorded in the customs statistics) imports
increased by 12 per cent. from 1954 to 1955 and exports by 11 per cent.
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The increase in imports is no doubt due to a certain extent to the liberalisa-
tion policy pursued. Since 1st June 1954 the Benelux countries have applied —
with few exceptions — the same liberalisation list to the dollar area as to the
O.E.E.C. countries, the proportion of imports freed from quotas amounting to
87 per cent. A further reason for the expansion in the Netherlands’ imports is
the rise in consumption resulting from a general wage increase of 7 per cent.
in October 1954 and a cut in taxation of about 8 per cent. in September 1935,
while another factor has been the need for more raw materials and semi-manufac-
tured products to sustain the higher rate of production. Imports from the United
States rose by Fl. 368 million, or 29 per cent., mainly on account of larger
purchases of raw materials and manufactured goods, while exports to the United
States fell slightly.

Netherlands: Current account of the balance of payments.

Balance in
Total balance convertible currencies
Items
1953 1954 1955 1953 1954 1955
in millions of florins
Merchandise trade (f.0.b.)
IMDOrE e e e e = 8,155 9,714 11,289 1,131 1,682 2,024
B O TR e s o e = e e S 2 7,738 8,613 9,481 986 953 927
Balance of trade. . . . . — 417 | — 1,101 | — 1,808 || — 145 — 629 | — 1,097
Invisible items (net)
Interest and dividends . . . . . . . + 230 |+ 296 |+ 297 — 3 —_ 4| + 1
Other invisible items* . . . . . . . + 1,539 | + 1,330 | + 1,796 + 447 + 158 | + 518
Net total of invisible items | + 1,769 | + 1,626 | + 2,093 + 444 + 154 | + 519
Total balance on current
ACEOUNL: - @ e o 5w e e e + 1,352 | + 825 | + 285 + 299 — 475 | — 578

* Including emigrants' remittances and private donations, which the Nederlandsche Bank includes in the
capital account.

While the trade deficit rose by Fl. 700 million, there was an appreciable
increase, amounting to over Fl. 400 million, in receipts in respect of invisible
items. This was due principally to larger earnings from freight.

As regards the balance in convertible currencies (mainly dollars),
deficit of Fl. 578 million in 1955 was very nearly matched by the inflow of
private dollar capital amounting to Fl. 566 million. It is believed that the
Dutch authorities regard their gold and foreign exchange reserves as now
being more or less adequate. In 1955 these reserves increased by Fl. 20 mil-
lion, against Fl. 273 million in the previous year.

The highly dynamic character of the economy of western Germany
has been reflected in a continued rapid increase in the country’s foreign
trade, though imports have risen more than exports, with the result that
the trade surplus has been reduced.

The average level of import prices rose by about 4 per cent. in 1955 as a
result of higher freight rates and an increase in the prices of a few important
commodities (rubber, non-ferrous metals, coal, timber, iron and steel), of which

.
\
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Western Germany: Foreign trade.

Value Year-to-year changes

Year Imports Exports Balance of trade Imports Exports

as percentages of the

in milliards of Deutsche Mark previous year's figures

1952 16.2 16.9 + 0.7 + 10 + 16
1953 16.0 18.5 + 25 ) + 10
1954 19.3 22.0 12 + 21 + 19
1955 24.5 25.7 + 1.2 + 27 + 17

Note: In the above table exports are recorded f.o.b. and Imloorts c.i.f. (i.e. including insurance and freight),
while in the balance-of-payments table glven in Chapter Il (page 52) imports, too, are shown f.o0.b., the
net charges for insurance and freight being included among the invisible items. It is of considerable
importance to make allowance for these differences when comparing the returns for 1954 and 1955 owing
to the increase in freight rates and heavier expenditure on port fees in 1955. Whereas in 1954 western
Germany’s transportation account was more or less balanced, in 1955 there was a deficit of DM 345 million.

large quantities had to be imported. In absolute terms, imports ofiraw materials
went up more than imports of manufactured goods. Imports of hard coal totalled
16 million tons in 1955, as against 8.4 million tons in 1954, and their value came
to over DM 1 milliard. Exports of hard coal, on the other hand, amounted to
13.2 million tons in 1955 and were valued at DM g3o0 million,

The volume of imports expanded by more than one-fifth in 1955 and thus
helped to increase the importance of western Germany as a market for other
countries.

Exports rose, both in value and in volume, by about 16 per cent. in 1955.
The increase of DM 3.7 milliard in their value was mainly due to larger sales
of manufactured products, principally motor-cars, machinery and electrical apparatus.
Since 1950 there has been a continuous increase in the export value per unit of
finished product exported, this being due not to any general rise in the price
level, as is clear from the index of average export values, but to a genuine shift
in the pattern of exports towards more highly priced goods.

Waestern Germany: Foreign trade.
Monthly, in millions of Deutsche Mark.
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Western Germany: Balance of trade by monetary areas.’

Areas 1952 1953 1954 1965

in millions of Deutsche Mark

Limited-convertibility area

EPU.countries . . . . « « « ¢« v o o o s + 1,707 + 2,210 + 2,800 + 2,632

Non-E.P.U. countries
"Beko"'? payments-agreement countries . + 392 — 58 - 83 — 200
Other payments-agreement countries . . + 108 + 469 — 70 + 62
Countries without payments agreements + 157 + 279 + 465 + 536
Convertibllity area . . . . & « & e 0w — 1,684 — 437 — 527 — 1,841
Total balance of trade® . . . . 4+ 706 + 2,515 + 2,698 + 1,244

1 Countries have been grouped on the basis of their main method of payment in January 1956.

2 "B?kl;)li'lt-M&rk= “heschriankt konvertierbare Deutsche Mark', i.e. Deutsche Mark with limited con-
vertibility.

3 Including ferritories not covered by any of the above headings. Consequently, the totals do not fally
exactly with the sum of the separate items.

In the case of both imports and exports, the greatest increase in absolute
value was in relation to the O.E.E.C. countries, especially those belonging to the
European Coal and Steel Community. Exports to the United States rose by nearly
DM 400 million, but since imports from that country increased by two and a
half times as much there developed a growing trade deficit in relation to the
dollar area.

Trade with the U.S.S.R. and the eastern European countries (excluding
eastern Germany) expanded in the course of 1955 as regards both imports and
exports but, amounting as it does to only 2 per cent. of western Germany's total
trade in either case, it is still of relatively slight importance.

Western Germany's current balance-of -payments surplus (see page 52)
came to about DM 4 milliard in 1953 and 1954; in 1955 it was reduced to
DM 2.9 milliard, or by about one-quarter. There was a deficit of DM 345 million
on transportation account (see the footnote to the table on the previous page), and
net payments in respect of interest and dividends rose by about DM 100 million,
western Germany’s out-payments having gone up from DM 610 million in 1954
to DM 810 million in 1955, and the yield on its own investments abroad having
increased by about DM 1oo million.

The net amount paid in respect of donations rose from DM 388 million
in 1954 to DM 815 million in 1955, mainly as a result of an increase in payments
for the benefit of victims of persecution, which since November 1954 have been
freely transferable to all monetary areas. On the income side, there was a marked
reduction in U.S. aid, which fell from DM 290 million in 1954 to DM 130 million
in 1955, this reduction corresponding to a decline in deliveries of surplus agricultural
products, mainly wheat, to western Berlin. Against this, dollar receipts in respect of
services rendered and supplies delivered to military agencies, including the dollar
amounts exchanged into Deutsche Mark, increased from DM g79 million in 1954
to DM 1,146 million in 1955.

In contrast to current-account and unilateral payments, the net move-
ments on capital account showed no great change in 1955 as compared with
1954. But though the net outflow of both long and short-term capital
was roughly the same as in the previous year, having amounted to about
DM 3500 million in 1955 compared with DM 490 million in 1954, this
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stability masks wide variations among the different items. While transfers
under the London Debt Agreement fell from DM 666 million in 1954 to
DM 517 million in 1955, the repayment of other foreign debts was speeded
up, chiefly thanks to the facilities offered in September 1954 for the conver-
sion of blocked DM accounts into liberalised capital accounts.

The reappearance in 1955 of a current deficit in the balance of payments
of Austria (see Chapter II, page 50) was mainly the result of a large
trade deficit, which amounted to the equivalent of $19r million, compared
with $44 million in the previous year. The very sharp increase — of as
much as 40 per cent. — In commercial imports compared with 1954 was
a consequence of the intense boom. The authorities sought to moderate the
boom and the accompanying rise in domestic prices by a combination of
credit restraint, on the one hand, and increased liberalisation of imports, on
the other. In the first quarter of 1956, the previous trend of trade was
reversed, exports having increased very quickly while imports lagged behind
somewhat. The import surplus in that quarter thus amounted to Sch. 866 mil-
lion, against Sch. 1,367 million in the corresponding period of 1955.

Out of the total increase in imports in 1955, amounting to Sch. 6.5 milliard
(= $250 million), Sch. 1.8 milliard was accounted for by machinery and means
of transport, the value of vehicle imports from western Germany having doubled
as compared with 1954. At the same time the increase in the number of road
vehicles in the country necessitated larger supplies of petrol, so that fuel imports
rose by over Sch. 500 million. Imports of foodstuffs went up from Sch. 3.3 milliard
in 1954 to Sch. 4.3 milliard in 1955 — mainly owing to increased purchases of
cereals following a poor harvest in 1954.

Austria: Geographical distribution of foreign trade.

Commercial imports Exports
Areas
1953 1954 1955 1953 1954 1955
as percentages of total

O:EE.C icountrier .« i o il i 71.1 78.5 74.7 67.9 69.5 70.5
Eastern Europe . . . . ... ... 13.9 11.5 10.3 13.3 i1.8 10.9
United States . . . . . . .. ... 6.4 3.6 7.9 6.2 4.8 4.6
Rest of the world . . . . . . . .. 8.6 6.4 7.1 12.6 13.9 74.0
Total . ... 100.0 100.0 100.0 100.0 100.0 100.0

Exports benefited from the heavy demand in western Europe for raw
materials and semi-manufactured and manufactured goods, the greatest relative
advance having been registered by machinery and vehicles.

The increase of 7075 per cent. in the volume of the foreign trade
of Switzerland since 1949 is of special interest in that this is the only
country in western Europe which has not devalued its currency since before
the war.
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Switzerland: Foreign trade.

Value Volume Prices
Year
Imports Exports Balance Imports Exports Imports Exports
in millions of Swiss francs Index: 1949 = 100

1961 . « v v & a0 0 5,916 4,691 —-1,225 144 138 1710 100
1952 & v 4 a3 0 s s 5,206 4,749 — 457 126 133 108 100
1953 & 0 4 w5 4 w s s 5,071 5,166 + 94 130 147 103 7
1964 . . « ¢ v o0 e 5,692 5,272 — 320 150 154 102 96
186E & 5l e i) s i 6,401 5,622 — 778 170 170 101 o4
1956 1st quarter . . . 1,667 1,426 — 241 175 171 103 94

Under the impact of a strong internal boom the trade deficit increased
in 1955 and the figures for the first four months of 1956 point to a continuation
of the same trend. Switzerland’'s foreign-trade structure shows the greatest sensi-
tiveness to changes in the business cycle on the side of imports rather than
exports, as may be seen from developments both in 1951 and in 1955. In the
latter year more than half of the increase of Sw.fcs 8oo million in imports was
due to larger imports of manufactured products, while purchases of raw materials
went up by Sw.fcs 300 million and imports of foodstuffs by only Sw.fcs 8o million.
There are several reasons why Switzerland’s imports consist primarily of manufac-
tured products and only secondarily of raw materials. Firstly, Switzerland is a
relatively small country, which, despite its very diversified economy, cannot possibly
satisfy from internal sources every kind of demand. Secondly, its most important
industries — those producing machinery, watches and chemicals — are more
heavily dependent on imports of semi-manufactured products such as steel (which
are classed as manufactured goods) than on imports of raw materials proper —
a notable exception, however, being fuels. Thirdly, there is no restriction what-
soever on imports of consumer goods apart from agricultural products, so that
as personal incomes rise there is an increase in imports of motor-cars, instruments
and apparatuses, etc.

Leaving out of account U.S. aid, the deficit on the current account of
the balance of payments of Italy was reduced from $116 million in 1954
to $83 million in 1955, while if the aid received is included the deficit is
found to have increased from $12 to 42 million. Thanks to a larger net
inflow of foreign capital, an amount of $109 million was added to the
monetary reserves (see page 59). In terms of volume, Italian exports have
risen in recent years more than imports. There has been little change in the
terms of trade.

ltaly: Foreign trade.

Value Volume Prices
Year
Imports Exports Balance Imports Exports Imports Exports
in milliards of lire Index: 1953 = 100

1952 1,460 867 — 593 92 o4 110 105
1953 1,513 942 — 571 100 100 100 100
1954 1,524 1,024 — 500 104 107 98 99
1955 1,691 1,161 — 530 113 124 101 102

|..‘



Owing to a shortage of domestic supplies, wheat, maize, oil, oilseeds and
meat had to be imported in larger quantities in 1955, so that foodstuffs represented
nearly one-sixth of total imports, as compared with one-seventh in 1954. In the
case of wheat and maize there had been a bad harvest in the preceding year,
while in the case of oil and meat the rise in imports reflected higher standards
of consumption. Agricultural techniques have improved and the output of foodstuffs
has, by and large, kept up with the growth of the population and the rise n
incomes and has at the same time made it possible to increase exports of foodstuffs.

The expansion in industrial output, which increased by 8 per cent., called
for larger imports of ores and metal scrap, which went up by 23 per cent,
while a decline in textile production led to a 10 per cent. fall in imports of
raw wool and cotton.

As for exports, the largest increase, both absolute and relative, in 1955 was
that registered by engineering products, which represented some 22 per cent. of
all Italian exports — nearly as much as foodstuffs, which accounted for 23 per cent.
Exports of petroleum products, after having expanded very rapidly over the last
five or six years, fell off owing to higher domestic consumption. Despite the
continuous decline in imports of textile raw materials, exports of textile products
rose in 1955; they consisted, however, mainly of artificial fibres and woollen
fabrics, only the latter of which are dependent on imported fibres. Two-thirds of
Italy’s foreign trade is carried on with other O.E.E.C. countries and their associated
monetary areas.

Italy: Distribution of trade by monetary areas.

Imports Exports
Areas
1953 1954 1955 1953 1954 1955
as percentages of total

Western hemisphere . . . . . . . . 17 15 18 14 13 14
EPU.area . .. .-« s« =4 68 67 70 66 67 65
Bilateral-agreement countries . . . 11 11 11 16 15 17
Other countries . . . . . . . . .. 4 7 1 4 5 4
Total . . .. 100 100 100 100 100 100

The relatively large percentage shown in the table for the bilateral-agreement
countries reflects in particular an improvement in trade with the Argentine and
Yugoslavia. Italy has recently joined the Hague Club for the purposes of its trade
with Brazil (see Chapter V), this move being part of the present intensive campaign
to develop its exports in all directions.

Five countries of southern Europe — Spain, Portugal, Greece,
Turkey and Yugoslavia — are predominantly agricultural, though they are
all making efforts to industrialise their economies. The main factors deter-
mining their external position are thus the quality and size of their domestic
agricultural crops and the pace of their industrialisation. Apart from these
common features, each country has, of course, its own particular problems.

In 1954 — the last year for which balance-of-payments figures are
available — metropolitan Portugal had a current-account deficit of $51 mil-
lion, which was more than made up for by a surplus of $86 million achieved
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by the overseas territories. The rise in its imports in 1955 was mainly
accounted for by larger purchases of iron and steel, crude oil, machinery
and ships, reflecting an increase in investment and industrial production. As
regards exports, the biggest expansion was in sales of raw and manufactured
cork, tinned fish, peeled almonds and timber products.

Portugal and Spain: Foreign trade.

Portugal Spain

Year

Imports Exports Balance Imports Exports Balance

in millions of escudos in_millions of gold pesetas *

1952 9,988 6,811 — 3,177 1,439 1,044 — 395
1953 9,513 6,283 — 3,230 1,835 1,485 — 350
1954 10,085 7,297 — 2,788 1,704 1,256 — 448
1955 11,445 8,144 — 3,301 1,925 1,350 — 575

* Gold pesetas 3.061 = $1.

About 6o per cent. of Portugal's imports come from the O.E.E.C. area,
which also takes more than half of its exports; its trading deficit with this area
in 1955 amounted to Esc. 3 milliard. While Portugal also has a slight deficit in
relation to the dollar area, its surplus with its overseas territories has greatly
increased in recent years.

The foreign trade of Spain (unlike that of Portugal, which has liberal-
ised more than 9o per cent. of its imports from O.E.E.C. countries and
over 50 per cent. of its dollar imports) is still strictly controlled by the
government; licences have to be obtained in advance for all imports and
exports and this, together with the system of multiple exchange rates, means
that foreign trade is subject to a high degree of administrative control.

Spain’s trade balance depends essentially on its cereal crop (i.e. ultimately
on its rainfall), since this determines how much food has to be imported. When-
ever in recent years the domestic harvest has had to be supplemented by heavy
purchases abroad, other imports — however essential for economic development
— have been curtailed in order to avoid too large a deficit.

Exports have risen in the last few years, though less than imports, there
having been an increase in shipments of olive oil, oranges, pyrites and iron-ore
but a decline in sales of almonds and tungsten.

From the inception of the programme of American aid to Spain in September
1953 up to the end of October 1955, the U.S. Government allocated $170 million
in economic aid, of which $94 million had been spent by the latter date. These
extra dollar resources, together with increasing receipts from the tourist trade —
estimated to have amounted in 1955 to about Pesetas 6 milliard (= $150 million)
— appear to have enabled the country to achieve a balance and even to make
certain additions to its gold and dollar reserves.

Foreign trade is of great importance for Greece. After the devaluation
in 1953 appreciable economic progress was made, but there was a certain
slowing-down in 1955, mainly because of the slump in the textile industry,
which accounts for nearly 40 per cent. of the industrial output of the country.



Agricultural output was satisfactory in 1955, in spite of a disappointing olive
crop, the crops of cotton and tobacco having been as much as 35 and 40 per
cent. respectively above their 1954 levels (the tobacco was not, however, of very
good quality, owing to bad weather conditions). Exports rose, but not sufficiently
to prevent the trade deficit from increasing again to about $200 million. Fortunately
there was an improvement in 1955 in receipts from the tourist trade and in other
invisible income, so that the current deficit in the balance of payments was reduced
slightly, having been estimated at $68 million, as against $79 million in 1954.
The deficit was more than covered by U.S. aid and military infra-structure receipts,
which, together with an inflow of capital, enabled the gold and foreign exchange
reserves to be increased by some $6o million.

Greece and Turkey: Foreign trade.

Greece Turkey

Year

Imports Exports Balance Imports Exports Balance

in millions of U.S. dollars

1952 347 120 — 227 556 362 — 194
1953 294 132 — 162 532 396 — 136
1954 330 162 — 178 478 335 — 143
1955 382 183 — 199 497 313 — 184

On merchandise account, Turkey has in recent years had a somewhat
smaller deficit than Greece but, unlike Greece, it earns no net invisible
income which can serve as an offsetting item.

The pressure of internal demand, reflecting, in particular, a high level of
expenditure on road construction and also on agricultural and industrial equip-
ment, was very strong in 1955 and, although Turkey is the only O.E.E.C. country
which has not liberalised its imports at all, its total purchases abroad were 4 per
cent. more than in 1954. Since exports actually fell by 7 per cent., partly owing
to a sharp decline in wheat shipments following a bad harvest in 1954, the trade
gap widened from $143 million in 1954 to $184 million in 1955. At the same
time there was a shift in the distribution of trade, with smaller imports from
and larger exports to E.P.U. countries. As a result the trade deficit in relation to
these countries was reduced from $85 million in 1954 to $56 million in 1955;
but that in relation to the United States went up from $14 million to $63 million,
while a surplus of $10 million in relation to eastern Europe was replaced by a
deficit of $23 million.

Turkey's balance-of-payments deficit on current account in the first half of
1955 amounted to $116 million, against $93 million in the corresponding period
of 1954. U.S. aid during the half-year amounted to $16 million and the yield of
long-term loans (from the I.B.R.D. and other sources) to $11 million; the remainder
of the deficit would seem for the most part to have led to an increase in the
country’'s short-term indebtedness.

In the case of Yugoslavia commercial imports have been supplemented
on a large scale since 1951 by imports under various aid programmes, which
have accordingly reduced the commercial trade deficit.
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Yugoslavia: Foreign trade.

Imports Balance of trade

Viar Exports
Commercial * Trgnlgr;lte Total Commercial Total

in milliards of dinars
1952 81.4 30.5 111.9 73.9 — 7.5 — 38.0
1953 77.4 41.2 118.6 55.8 — 21.6 — B62.8
1954 74.7 271 101.8 721 — 2.6 — 29.7
1955 98.1 34.2 132.3 77.0 - 21.1 — 58.3

' Including technical aid and supplies from the Red Cross.
2 In 1955 this aid was provided as follows: United States Din. 32.3 milliard, United Kingdom Din. 1.2
milliard, France Din 0.7 milliard.

The rise in the total of imports in 1955 was largely due to a bad harvest
in the previous year, which necessitated large food imports amounting to
Din. 36 milliard, i.e. nearly 50 per cent. more than in the previous year. Of this
total Din. 23 milliard was accounted for by shipments of wheat from the United
States. There was also a notable increase in imports of raw materials, mainly
textile fibres, and of machinery and transport equipment.

On the export side important increases were registered by base metals, metal
ores and scrap, and also by fruit, vegetables and tobacco, while exports of cereals
dropped almost to nil and those of cattle and meat showed a marked decline.

In 1955 imports from the United States amounted to Din. 43 milliard,
against Din. 28 milliard in the previous vear, making up one-third of total
mmports, while those from western Germany totalled Din. 17 milliard and those
from Italy Din, 13 milliard. Among the purchasers of Yugoslavia's exports the
first place was held by Italy, followed by western Germany and the United States.

In the second half of 1954, following upon the re-establishment in the middle
of that year of Yugoslavia's trade relations (severed since 1949) with the eastern
European countries, trade agreements were concluded with several of these countries,
in particular the US.S.R. After having still been at a very low level in 1954,
Yugoslavia’'s imports from these countries increased eightfold in 1955 and its
exports to them sixfold. The countries in question actually took 14 per cent. of
Yugoslavia's total exports and supplied 7!/, per cent. of its imports in 1955. The
ties with the U.S.S.R. were further strengthened by the signing in September 1955
of a three-year trade agreement providing, inter alia, for the granting by the
U.S.S.R. of substantial credit facilities to Yugoslavia.

The resumption of trade relations between Yugoslavia and the eastern
European countries was striking in the sense that it occurred after an almost
complete severance, but otherwise it may be said to be only part of a
general recovery in east-west trade. Recently more information regarding
this trade has been coming direct from eastern European sources; but the
statistics published by the Economic Commission for Europe, from which
the figures in the following table are taken, are still calculated on the basis
of the trade statistics of the western European countries.

The increase which took place in 1954 in the imports of the eastern
European countries, particularly the U.S.S.R., was largely due to the policy
of improving consumption standards, one of the results of which was a
considerable stepping-up of imports of butter and meat. In 1955 hardly any



Western Europe: Trade with eastern Europe.

Imports from Exports to*
Year Balance
eastern Europe
in millions of U.S. dollars
1949 1,033 828 — 205
1950 803 644 — 169
1951 1,014 T47 — 267
1952 995 739 — 256
1953 910 789 — 121
1954 1,034 972 — 62
1955 1,356 1,090 — 265

* Excluding reparation deliveries made by Finland to the U.S.S.R. up to 1952.

butter or meat was imported, but there was a marked rise in imports of
machinery and equipment, a development which was facilitated by the
western powers’ relaxation in 1954 of strategic export controls. The industrial
countries — France, western Germany and the United Kingdom — have
thus been able to increase their exports to eastern Europe; furthermore,
Iceland, Finland, Turkey and Yugoslavia have also found outlets on eastern
markets for certain products which, for particular reasons, could not be
easily sold to the countries of the West.

There has been a shift in the composition of the exports of eastern Europe
from food to fuels and raw materials and also, to a certain extent, manufactured
goods. The eastern European countries have furthermore begun to trade increasingly
with countries outside Europe, but, even so, such transactions probably amounted
in 1955 to no more than one-fifth of their total trade with the western world.

As may be seen from the above table, the trade turnover between the
countries of eastern and western Europe amounted in 1955 to not quite $21% mil-
liard. As regards trade between the western world and the eastern countries,
including China, Outer Mongolia and North Korea, the total turnover in 1955
works out at about $4 milliard. In the light of figures calculated by the Economic
Commission for Europe, it would seem that the value of trade between the
eastern countries did not amount to more than $12 milliard in 1955. The total
value of eastern trade in that year would thus appear to have been some $16 mil-
liard, compared with a western trade turnover of more than $17c milliard.

In contrast to a number of other countries, Finland did not increase
its trade with the eastern European countries in 1955, but its exchange of
goods and services with the U.SSR. in particular was still maintained at a
relatively high level. After the cessation in 1952 of reparation deliveries to
the U.S.S.R., Soviet demand for Finnish engineering goods remained very
strong, and in 1953 the U.S.S.R. became Finland's chief trading partner.
Since then there has been virtually no increase in the volume of trade
between the two countries, and there was in fact a certain decline in 1955,
when the total turnover amounted to FM 58 milliard. Finland’'s trade with
the western countries, on the other hand, has continued to increase, parti-
cularly in relation to the United Kingdom and western Germany, its trade
turnover with these countries having amounted in 1955 to FM 79 and 32 mil-
liard respectively.
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The recent expansion of Finland’s foreign trade has thus been accompanied
by a change in its geographical distribution. While in 1953 the eastern countries
(including China) had provided 35 per cent. of Finland's total imports and taken
31 per cent. of its exports, the corresponding figures in 1955 were 27 and 26 per
cent. respectively.

Finland: Geographical distribution of foreign trade.

Imports Exports
Countries B
1953 1854 1855 1953 1954 1955
in milliards of Finnish markkas

United Kingdom . . . . . . . . .. 19.2 28.6 35.9 29.0 35.2 43.5
Germany (western) . . . . .. .. 9.3 10.1 15.9 9.2 11.8 16.5
Other O.E.E.C. countries. . . . . . 35.3 44.0 48.6 31.1 39.8 43.6
WSSIR. i v e e w6 o s 26.1 27.1 26.0 33.6 33.7 31.7
Eastern European countries . . . . 15.6 16.0 21.0 6.5 8.5 12.1
United States and Canada . . . . . 6.3 7.1 9.5 2.6 9.2 10.4
Other countries . . . . . . . . .. 10.1 19.2 20.1 12.7 18.6 23.5
Total . .. .. 121.9 152.1 177.0 131.6 156.6 181.3

As has been mentioned in Chapter II (see page 49), Finland had in 1955
a somewhat larger surplus — amounting to FM 14 milliard — on the current
account of its balance of payments than in the preceding years. In the same year,
however, its gold and foreign exchange reserves increased by only FM 2.6 milliard.
As is pointed out in the Monthly Bulletin of the Bank of Finland for March-April
1956, the small increase in the monetary reserves during 1955 was primarily
attributable to the deliberate action taken by the Bank of Finland, which attempted
to reinforce its tight monetary policy by being more liberal in the granting of
foreign exchange allocations for imports. The value of import licences granted was
FM 196 milliard, or 27 per cent. more than in 1954, while export earnings
amounted to FM 181 milliard, or 12 per cent. more than in 1954. More licences
were granted than in the previous year in respect of imports still subject to
quantitative restrictions, but the wvalue of those issued for goods now included in
the free list — which was introduced in July 1955 and extended twice towards
the end of the year — was slightly less than it had been during the second
half of 1954.

Denmark also improved its balance-of-payments position in 1955,
having achieved a current surplus of some D.Kr. 200 million, compared

Denmark: Foreign trade.

Value Volume
Exports
Year Balance
Imports Agricul- ManHac traa(fie Imports Exports
tural tured Total*
products goods
in millions of Danish kroner Index: 1953 = 100
1963 6,880 3,838 1,984 6,100 — 780 100 100
1954 8,034 3,946 2,313 6,550 — 1,484 121 108
1955 8,101 4,135 2,731 7,193 — 908 120 118

* Including other exports, mainly fishery products.



with a deficit of D.Kr. 550 million in the preceding year. There was -little
change, either in volume or value, in the total of its imports. Imports of
cereals and fodder were smaller than in 1954, when they had been particularly
large owing to a poor harvest in the previous year. There was also a decline,
from 28,000 to 20,000, in the number of motor-cars imported, but imports
of fuels and metals increased.

The total value of Denmark’s exports rose by nearly 10 per cent. in 1955,
thanks to an increase of 4.8 per cent. in sales of agricultural products and one
of as much as 18 per cent. in sales of industrial products, which accounted for
38 per cent. of total exports.

The United Kingdom remained Denmark’s main trading partner, taking
331 per cent. of its exports and furnishing 26 per cent. of its imports. The
long-term contract for butter exports to the United Kingdom, which fixed both
prices and quantities, expired in September 1955. Since then sales have been free
and the price of butter has risen above the level which was specified in the
contract. In February 1956 the United Kingdom announced that on the expiry
of its bacon contract with Denmark on 3oth September 1956 a 10 per cent.
duty would be imposed on imports of bacon from non-Commonwealth countries.
The second place in Denmark’s foreign trade is held by western Germany, which
has been buying, in particular, a growing proportion of its agricultural produce;
on the other hand, Danish imports from Germany have recently been declining.

There was an improvement in 1955 in the balance of payments of
Norway, but its current deficit still amounted to N.Kr. 804 million. As
may be seen from the following table, this deficit was more than covered
by receipts on capital account, of which the largest item was credits in
respect of imports of ships.

Norway: Cover of the current balance-of-payments deficit.

*

ltems 1953 1954 1955

in millions of Norwegian kroner
Deficit on current account . . . . . .. .. .. — 1,005 — 1,076 — 804
Covered by
Americanzald . vi: v i o e e s e s e + 79 + 63 + 6
Other grants and contributions (net) . . . . . . + 30 + 44 + 48
Credits In respect of imports of ships . . . . . + 214 + 404 + 600
Other capital movements (net) . . . . . . . .. + 161 + 216 + 422
Drawings on EP.U. (net). . . . . . . ... .. + 453 + 134 + 78
iMoalls, o oty v e s GG + 937 + B61 + 1,154
Changes in foreign exchange reserves

Decreases (+) or increases (—) . . . . . . . . + 68 + 215 — 350
Grand total . . . .. .. .. + 1,005 + 1,076 + 804

* Preliminary estimates.

Ships were again the largest single import item in 1955, their total value
having amounted to N.Kr. 1,454 million. There has been no reintroduction of
quantitative restrictions on trade but, in addition to the adoption of various
monetary measures, a special duty was imposed in February 1955 on new contracts
for ships of over 2,500 tons, together with a 10 per cent. levy on imported cars
and tractors.
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There was a rise of N.Kr. 360 million in exports, owing mainly to an
increase of over N.Kr. 200 million in deliveries of base metals (raw and semi-
manufactured), and also, to some extent, to larger shipments of fishery products,
wood pulp and paper.

Sweden's imports and exports have risen rather sharply in recent
years, both in value and in volume, but imports have gone up more than
exports, with the result that, despite the country’s relatively favourable
terms of trade, the current deficit in the balance of payments rose from
S.Kr. 166 million in 1954 to S.Kr. 370 million in 1955.

Sweden: Foreign trade.

Volume Prices
Yoar Imports Exports Balance
Imports Exports Imports Exports
in milliards of Swedish kronor Index: 1949 = 100

1962 8.9 8.1 —0.8 137 116 150 164
1953 8.2 T.7 — 0.5 137 126 137 143
1954 9.2 8.2 — 1.0 157 138 135 140
1955 10.3 8.9 — 1.4 174 145 136 146

There was a marked rise in imports of fuel and iron and steel, reflecting,
on the one hand, the larger number of motor vehicles and the increased use
of oil for heating purposes and, on the other hand, the intense investment
boom. In the case of exports, the increase has been fairly evenly distributed
among the different commodity groups. There is not much evidence that the
restrictive measures taken in 1955 exerted a moderating influence on the balance
of trade either in the course of that year or in the first quarter of 1956, when the
import surplus amounted to S.Kr. 608 million — only S.Kr. 20 million less than
in the corresponding period of 1955. It seems, however, that the credit restraint
has had an effect on the movements of funds, since the combined gold and
foreign exchange reserves of the Riksbank and the commercial banks were about
S.Kr. 40 million larger at the end of 1955 than at the end of the previous year,
in spite of the increase in the balance-of-payments deficit.

* *
*

The authorities in Sweden, and those in several other countries, too,
have been increasingly preoccupied with the problem of how to counteract
the slow but rather persistent rise in prices which has been taking place
during the past year and which, besides giving rise to widespread demands
for higher wages, has tended to irritate public opinion. One of the means
adopted to check the price rise has been the further liberalisation of
imports. It is true that progress in this field has not been spectacular,
but backsliding has been avoided and in 1955 quite a few new steps were
taken along the road towards the removal of quantitative restrictions on
private trade.

By the end of 1954 83 per cent. of intra-European trade had been
freed through action taken under the aegis of the Organisation for European

'S 1
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Economic Co-operation (the O.E.E.C.). At the beginning of 1955 it was
decided that in the course of the year member countries should: (i) abolish
10 per cent. of the restrictions still in force on joth June 1954, irrespective
of the level of liberalisation already reached; and (ii) raise their overall
liberalisation percentage to 9o per cent. and that for each of the three
categories, l.e. raw materials, food and feeding stuffs, and manufactured
products, to at least 75 per cent.

The first of these aims was achieved by all member countries except
Greece,* Iceland and Turkey, which are wholly exempted from complying with
liberalisation requirements because of their balance-of-payments positions, and
Norway, which has been exempted from the 10 per cent. obligation, also for
balance-of-payments reasons.

As regards the second objective, only seven countries had achieved the
prescribed go per cent. liberalisation by the end of 1955 and only five — western
Germany, Ireland, Italy, Portugal and Sweden — had reached the minimum level
of 75 per cent. for each of the three categories.

Note should also be taken of the fact that the Austrian Government
announced in January 1956 that it would raise its overall liberalisation level to
go per cent. during the first half of the year. While the Benelux countries and
Switzerland have increased their overall ratio to 9o per cent., a great many of
their agricultural imports are still subject to quantitative restrictions, with the
result that food and feeding stuffs have been freed only to the extent of 69 and
67 per cent. respectively.

There are four countries — Denmark, France, Norway and the United
Kingdom — which have not yet achieved 9o per cent. liberalisation, but they
are all making gradual progress towards this goal.

By the end of 1955 the average degree of liberalisation of intra-European
trade was 86 per cent.,, and by April 1956 this percentage had been raised
to 87. In all countries raw materials have been freed to a greater extent
than any other category of goods, since they are considered as essential
imports and only rarely compete with domestic products. The major difficulty
impeding further progress in the field of trade liberalisation is generally to
be found in the protectionist agricultural policy pursued by almost all
European countries. Few practical steps have so far been taken to deal with
this problem, but at the end of 1954 a Ministerial Committee for Agriculture
and Food was set up within the O.E.E.C. to study the aims and methods
of agricultural policy in each country and to decide how the policies of
individual countries could be harmonised and trade further developed.

Meanwhile considerable progress has been made in the liberalisation
of invisible transactions and capital movements. Under the O.E.E.C.
Council decisions of 29th June 1955, all transactions relating to invisible
items, i.e. the tourist trade, insurance, royalties, interest and dividends, etc.,
are to be entirely liberalised unless a member country expressly notifies its

* Greece has, however, independently freed all its imports from quantitative restrictions, but it has
not officially notified the O.E.E.C. and has thus not assumed any definite commitment in this respect.
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mability to free a certain type of transaction. Such reservations and the
reasons for maintaining them are to be examined periodically by a recently
established Committee for Invisible Transactions. It was agreed at the same
time that the minimum tourist allowance, previously fixed at $100 per
person per year, should be raised to $200.

Nearly all countries have made certain reservations as regards the
liberalisation of invisible items, mostly with respect to transport, ship repairs
and films, and the reservations in question have been accepted by the
Council, whose decision took effect as from 15th November 1955.

On 25th March 1955 the Council issued recommendations concerning the
relaxation of controls over capital movements. The considerable progress
which has been made in this field is reviewed in outline in Chapter V,
where it has been noted that most of the remaining controls concern exports
of domestically-owned capital, though, here too, the controls have been
relaxed in several major respects.

In 1955 attention was increasingly focused on the liberalisation of
imports from the dollar area, and the progress made as a result of
specific measures taken is summarised in the following table, which was
compiled by the O.E.E.C. and published in March 1956.

O.E.E.C. countries' trade with the United States and Canada:
Freed imports as a percentage of total imports on private account.

= Food and Raw Manufactured
Rate l‘;f fl‘l’brg;agls_'ahon feeding stuffs materials products Total

as a percentage of 1953 imports
30th September 1954 . . . . . 64 44 27 44
1st January 1956 . . . . . . . i 55 36 54

It is not possible to compare in detail the liberalisation of intra-
European trade and that of European trade with the dollar area, one reason
being the difference in the basis of calculation — since import figures relate
to 1948 in the first case and to 1953 in the second. Nevertheless, a rough
impression of the contrast between the two may be gained from a comparison
of the figures in the table on the next page.

As far as dollar imports are concerned, the highest degree of liberalisation
has been attained in respect of raw materials; second come food and feeding
stuffs, imports of which have in many cases been freed for the express purpose
of helping to hold down the cost of living in the importing countries. On the
whole, the level of liberalisation attained has been lowest in regard to manufactured
products. In addition to the liberalisation measures which have been announced,
there have been introduced certain administrative relaxations relating to dollar
imports which raise the de facto level of liberalisation or which otherwise substan-
tially increase the degree of practical freedom enjoyed. The effect of these
relaxations, although it cannot as a rule be measured in percentages, seems to be
fairly considerable in the case of a number of countries. (In western Germany,

e



O.E.E.C.: Liberalisation of intra-European trade and dcllar imports.

Intra-European trade 1 imDpc::‘tisr 5
Countries April April January
19585 1956 1956
in percentages
ANST AT e S 82 89 E 8
Belgium-Luxemburg . . . . . . . . . 88 o1 a7
Denmark ... . e b i s - o ay 76 85 55
EYRNCR: <l raiei 5ve) o 0 G i 6 G e s 75 82 151
Germany (western) . . . . . . ... 90 92 68
Greece®. . . . . . .. e e 97 95 99
lceland . . . .. ... .. ... .. 29 29 33
freland . . . < . . .. 00w e . 77 90 15
MBI S 5 % s s o o @ o 5 e o 100 99 24
Netherlands . . . . . .. ... ... 93 91 87
NOPWAY . .« v v v v v e e 75 75 0
Portigaliost ioeiii: o e & Gad e G b 93 94 53
Sweden . . . . . ... ... ..., 91 93 64
Switzerland . . . . . . .. .. ... 92 93 98
TUKSY " o0 e v & e taeos a e o (ag 4 suspended suspended 0
United Kingdom . . . . . . .. . .. 84 85 56
Average, excluding Greece . . 84 87 54
1 Reference year 1948 (1949 for Germany and 1952 for Austria). 2 Reference year 1953.

3 Unofficial liberalisation.

for instance, licences for imports of coffee and coal, neither of which are included
among the items officially liberalised, have been granted without restriction — and
these two commodities represented as much as 16 per cent. of all private imports
in 1953. If account were taken of the treatment accorded to these commodities
the degree of de facto liberalisation of imports from the dollar area would be
equivalent to 85 per cent., as against the 68 per cent. shown in the above table).

Now that considerable progress has been made in the removal of
quantitative restrictions, interest is being increasingly focused on
other factors which distort or hinder trade.

In January 1955 certain methods of giving aid to exporters were
censured by the O.E.E.C. Council, which requested that they should be
discontinued as from 1st January 1956. Although there has been some
reduction in the use of these methods, the Council's decision has not vet
been fully implemented.

In June 1955 the O.E.E.C. Council further adopted a resolution recom-
mending that member and associated countries should co-operate actively
within the framework of the General Agreement on Tariffs and Trade
(“G.A.T.T.”) with a view to reducing tariffs to the greatest possible extent;
and on 29th February 1956 the Council, while recognising the importance
of continuing the campaign against quantitative restrictions, reaffirmed the
necessity of concentrating on the elimination of high tariffs, restrictive state
trading and artificial aids to exporters.



As far as the GA.T.T. itself is concerned, the new agreement providing
for the establishment of a permanent organisation to be known as the
Organisation for Trade Cooperation (O.T.C.), which was adopted at the
end of a conference held in the winter of 1954-55 (the provisions of which
were summarised in the Twenty-fifth Annual Report of this Bank), will
enter into force when accepted by governments whose territories account for
85 per cent. of the total trade of the thirty-five contracting parties. So far
(in the spring of 1956) none of the countries which signed the new agreement
have ratified it, so that the original G.AA.T.T. is still in force. A bill pro-
viding for the participation of the United States in the O.T.C. was submitted
to Congress early in 1956 and is now under consideration.

The work of the G.A.T.T. includes, in addition to the important tariff
negotiations, the discussion of a number of specific problems, an idea
of which is given by the following summary of some of the principal matters
dealt with at the tenth session of the Contracting Parties in the autumn
of 1955:

(a) consultation on the import restrictions still maintained in order to safeguard
the balance of payments of Australia, Ceylon, New Zealand, the Federation
of Rhodesia and Nyasaland and the United Kingdom;

(b) report on the waivers granting preferential treatment to the European Coal
and Steel Community, Australia, Italy and the United Kingdom and on the
waiver granted to the United States in connection with Section 22 of the
Agricultural Adjustment Act;

(c) under the ‘“hard-core” decision adopted in March 1955, Belgium and
Luxemburg requested permission to maintain quantitative restrictions on
imports of a number of agricultural products in order to enable them to
bring conditions in their agricultural sectors into line with those prevailing
in the other Benelux states; both countries have been provisionally granted
their request on condition that all restrictions are eliminated by the end
of 1960 in Luxemburg and by the end of 1962 in Belgium;

(d) discussion of the special position of Japan. On 1oth September 1955,
Japan became the thirty-fifth contracting party to the G.A.T.T., but
invoking Article XXXV of the Agreement, fourteen countries refused to
grant Japan most-favoured-nation treatment. Consultations between the
countries concerned are to continue and the question is to be re-examined
at the 11th session of the G.A.T.T.

As far as the question of tariff reductions is concerned, a fourth
multilateral tariff conference, in which twenty-two out of the thirty-five con-
tracting parties to the G.A.T.T. participated, took place at Geneva from
January to May 1956. At the end of the conference it was announced that
about sixty bilateral negotiations had been completed, covering between
2,000 and 2,500 tariff items, representing imports worth some $2.5 milliard.

It would be a mistake, however, to think that the problem of trade
barriers can be solved by international conferences alone, useful though they
may be, for no real progress can be made without a change of heart in the
individual countries. If they continue to regard every tariff reduction as a



“concession’’ to other countries, without realising the benefit that they
themselves derive, directly or indirectly, from a lowering of trade barriers,
there will not be much hope of a continued expansion in the volume of
world trade.

From this point of view great importance attaches to the signing on
21st June 1955 by President Eisenhower of the bill extending the Reciprocal
Trade Agreements Act for three years. The new law permits reductions of
up to 5 per cent. in the duty on most products (on the basis of the level
of duty in January 1955) in each of the next three years. It further authorises
the President to lower to 50 per cent. ad valorem all rates of duty that at
present exceed that level. In addition, it maintains the President’s powers to
reject recommendations of the U.S. Tariff Commission, while at the same
time giving the President new authority to impose quotas or raise tariffs on
imports which threaten domestic industries that are vital to national security.

While it would be too much to say that the adoption of this bill has
fulfilled all the hopes which had been entertained regarding a reduction in
the U.S. tariff, it has at least reaffirmed the trend towards a continuous
lowering of existing trade barriers. It may perhaps also be said that both in
the United States and in a number of other countries public opinion is
becoming less and less inclined to support demands for increased protection.
The reason for this is not merely a fear on the part of the public that
private interests may be unduly favoured but even more a growing realisation
of the fact that a greater degree of interchange of goods and services between
the nations is necessary for reasonable world conditions to be established.
Ideas may differ as to what roads are most likely to lead to the desired
goals but there can be little doubt as to the general trend of opinion in
several important countries.
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V. Foreign Exchanges.

During the period under review there have been no dramatic events
in the field of foreign exchange. While the intense boom caused not a little
strain in the balance of payments of a number of countries, there has been
no real setback in the liberalisation of payments even in those countries
which have experienced external difficulties. In fact, progress towards
freedom of trade and payments has continued and more realistic
rates of exchange have been established for some Latin American
currencies.

In western Europe the process of dismantling exchange control has
been carried further and has gone hand in hand with a continued — but
not particularly rapid — liberalisation of trade. In matters of trade, the
main liberalisation effort has shifted from the intra-European to the dollar
sector and in the exchange field from current to capital transactions. There
has been a further enlargement of the European arbitrage scheme, which
was joined by Italy as the tenth member in August 1955.

Outside Europe the most important developments have occurred in
Latin America. Not only have a number of countries made radical changes
in the wvalue of their currencies (the Argentine, Chile, Nicaragua and
Paraguay), while others (Brazil, Colombia, Ecuador and Uruguay) have
adjusted the rates applying to certain transactions, but in some cases the
alterations have been made as a part of more comprehensive programmes
of economic rehabilitation.

In 1949 Pakistan was the only country in the sterling area which
did not devalue its currency, but at the end of July 1955 it came into line
with a devaluation of 30% per cent. A few weeks earlier the Israeli pound
was given a legally fixed parity.

* *
*

Among the currencies of western Europe, the course of quotations for
the pound sterling is naturally followed with great interest, and this was
specially true in 1955, when certain doubts were for a time entertained with
regard to the exchange position of the United Kingdom. As may be seen
from the graph, quotations for the pound sterling in the official dollar
market had been rather weak during the winter of 1954-55 and, after a
period of recovery in the spring, continued to be below par until the autumn
of 1955.

While the strain was felt also in the markets for transferable sterling,
quotations never fell much below $2.76 = £1, since the Exchange Equalisation
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Account took advantage of the authority granted to it in February 1935
to intervene at its discretion in the markets on which sterling was being

traded at a discount.

One of the reasons for the weakness of the pound in 1955 was the
emergence of a deficit of £103 million in the current account of the balance
of payments, and another was the lack of confidence which, in particular,
made some foreign holders reduce their balances in London and delay the
payment of their current sterling liabilities.

In connection with the discussions which took place in May and June 1955
at the O.E.E.C. concerning the procedure to be adopted when the European
Payments Union is terminated, rumours began to circulate about the possibility
that the United Kingdom might either adopt a floating rate of exchange or
anyhow widen the distance between the upper and the lower support points for
sterling, and it was believed that such a widening might, at that time, have
resulted in a fall in the external value of the pound. As mentioned on page 40
of Chapter II, the authorities on several occasions denied any intention of devaluing
the pound and, in particular, the Chancellor of the Exchequer stated categorically
at the annual meeting of the International Monetary Fund at Istanbul in September
that all discussions and rumours about impending changes in the parity of, or
margins of fluctuations for, sterling were ‘“‘unrealistic and irrelevant”.

Soon after this the pound began to strengthen again, reaching $2.79 at the
beginning of October and rising above par a month later. Another factor in the
situation was the presentation of the autumn budget in October 1955, followed
in February 1956 by further exceptional budgetary measures and an increase from
4% to 5% per cent. in Bank rate.

The difficulties experienced in the foreign exchange market did not altogether
prevent the taking of further steps to relax the exchange controls. Blocked sterling
balances, together with sterling securities, belonging to residents outside the dollar
area were made transferable to residents of the dollar area, thus making all blocked
sterling and all sterling securities held by non-residents completely intertransferable.
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UNITED KINGDOM EXCHANGE CONTROL REGULATIONS
OUTLINE OF PERMISSIBLE TRANSFERS

Amended July 1955.

_+ The arrow indicates direction of transfers permitted, without the necessity of individual approval by the
Control, between different categories of sterling accounts. All other transfers require separate approval.

TRANSFERABLE ACCOUNT COUNTRIES

All countries not listed elsewhere, including

Afghanistan Egypt Japan Sweden
Albania Ethiopia Lebanon Switzerland and
Andorra Finland Nepal Liechtenstein
Argentina Formosa Netherlands Mon. Area  Syria
Austria French Franc Area Norway Tangier

Inter- Belgian Monetary Area French Somali Coast Paraguay Thailand

}:::isfers Brazil Eastern Germany Peru Turkey

pe m:;ned Bulgaria Western Germany Poland Uruguay
Chile Greece Portuguese Mon. Area USS.R.
China (incl. Manchuria) Hungary Roumania Vatican City
Czechoslovakia Iran Saudi Arabia Yemen
Denmark (incl. Farce Israel Spanish Mon. Area Yugoslavia

Islands and Greenland)

i 1

*REGISTERED
ACCOUNTS

Vb v

SCHEDULED TERRITORIES
(“Sterling Area”)

Italian Monetary Area Sudan

AMERICAN AND CANADIAN
ACCOUNT COUNTRIES

AMERICAN ACCOUNT United Kingdom

Bolivia Liberia Australia, Ceylon, India,

Colombia Mexico New Zealand,

Costa Rica Nicaragua Pakistan, South Africa,
Inter- Cuba Panama Broadly speaking, Rhodesia and Nyasaland

Canada

administration

transfers Dominican Republic Philippine Islands + inter-transfers are Federation
freely Ecuador El Salvador freely permitted;  British Colonies,
permitted  Guatemala U.5.A. and its but some Trust Territories,
A ; limitations may be
Haiti Dependencies imposed by local Protectorates, etc.
Honduras Venezuela contrals, Burma
(Republic of) Pacific Islands ii{l:nd
CANADIAN formerly under Irish Republic
Japanese but
ACCOUNT now under U.S. Jolrdan
Libya

* REGISTERED ACCOUNTS are available to residents of the Transferable Account countries and are usable in connection
transactions on the London gold market, as well as for inter-transfers and transfers as indicated,

with

including the sale and purchase of U.$. and Canadian dollars.



The fall in quotations for security sterling in New York during the last quarter
of 1955 may be attributed partly to this change in the regulations, which made
possible transfers of blocked sterling to the dollar area. The fact that in the
summer of 1955 security sterling was quoted in New York at rates as high as
U.S.$2.78 is evidence that the supply was barely adequate to meet the total
demand by residents of the dollar area for sterling for investment purposes.

At the same time certain other concessions were made. Holders of blocked
sterling were allowed to invest in shorter-dated sterling securities, the minimum
period to maturity being reduced from ten to five years. Moreover, bearer securities
payable in a currency of the sterling area and owned by non-residents were
allowed to be exported from the United Kingdom.

With the admission of Turkey on 1st July 1955, the Transferable Account
Area has now been extended to cover all non-dollar countries outside the sterling
area. The present system of sterling accounts and the transfers permitted between
the different categories are shown in the accompanying table.

On the continent of Europe, the relaxation of exchange restrictions has
been pushed steadily forward by a number of countries. Thus, in western
Germany the continued surplus in the balance of payments has enabled
and, indeed, led the authorities to make further concessions. In an attempt
to moderate the external surplus and, in particular, its effects on internal
liquidity, German residents have been given more freedom to hold and use
foreign-currency balances. In January 1955, residents were allowed to place
their foreign exchange receipts in dollars and most western European cur-
rencies on accounts in ‘their own names for up to six months, and in
November 1955 the maximum period for which authorised banks were
allowed to invest their foreign-currency balances abroad was increased from
three to six months. Following these measures, it was decided in May 1956
to remove altogether the obligation to surrender foreign exchange and to
permit residents to make investments abroad. It is now possible, therefore,
for residents in western Germany to maintain foreign exchange accounts
of any size for any period of time and to acquire foreign money-market
paper and quoted foreign shares and bonds, in any currency whatever.
Security purchases must take place through the intermediary of, and the
securities themselves must be deposited with, an authorised bank. Securities
acquired with a hard currency may only be resold against payment in a hard
currency.

Among other steps taken during the past year was the enlargement, in
June 1955, of the scope of possible investment in western Germany by holders
of liberalised capital accounts. The balances may now be used for acquiring
interests (other than in the form of securities) in existing German enterprises and
for the setting-up of new concerns. These types of investment are limited, for
each holder, to DM 500,000 a year in any one undertaking. Portfolio investment
in western Germany is of course absolutely unrestricted for holders of liberalised
capital accounts. Since November 1955, certain payments from liberalised capital
accounts to residents in western Germany — for example, maintenance payments
based on legal obligations, donations and contributions to charities — which
could previously be made only within certain limits have been free from all
restrictions.



Deutsche Mark quotations in New York.
Monthly averages, in DM per U.S. dollar.
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Quotations for the liberalised capital mark and the Deutsche Mark with
limited convertibility® (the so-called ‘‘Beko’’-Mark) have since the middle of 1955
been very close to the official rate.

In April 1956 the liberalised capital mark actually became more expensive
than the ‘‘Beko”-Mark and the officially quoted (i.e. freely convertible) Deutsche
Mark? in New York. The German authorities do not wish to add to Germany's
foreign indebtedness at present and therefore the liberalised capital mark is
practically the only means by which non-residents can at present make investments
inside western Germany; the amount of these balances is steadily decreasing, the
total having fallen from DM 544.5 million at the end of 1954 to DM 378.7 million
at the end of March 1956.

In France, the regulations governing dealings in foreign securities by
residents have been relaxed. Since the end of April 1955, French owners of
foreign securities have been allowed freedom to carry out arbitrage operations
on foreign stock exchanges; previously, the proceeds of the sale of securities
abroad had to be reinvested in the same monetary area as that in which
the sale took place. Later in the year, the facilities for subscription to new

1 DM accounts with limited convertibility (i.e. beschrinkt konvertierbare DM-Konten) are available
to residents of any country outside western Germany. They may be credited with practically all
payments by German residents that could otherwise be transferred abroad, with the proceeds of
the sale of foreign currencies and with transfers from all other kinds of non-resident DM
accounts. The balances, which are intertransferable, may be used for all payments in western
Germany, except those which must be made in convertible currencies, and may be transferred
abroad through bilateral payments agreements where these exist.

2 Freely convertible DM accounts are also available to residents of any country outside western
Germany. They may be credited with all sums that might otherwise be transferred abroad
from western Germany in freely convertible currencies and with the proceeds of the sale of
convertible currencies. These accounts, which are intertransferable, may be used for all payments
to residents in western Germany, for transfer to DM accounts with limited convertibility and for
the purchase of any currency whatever.



issues launched abroad by foreign companies that are already partly French-
owned and whose securities are already quoted on a French stock exchange
were enlarged, as it was felt that otherwise French investments abroad might
suffer a relative decline. Up to November 1955, foreign exchange for such
subscriptions could only be obtained by the sale of part of the subscription
rights or of some other foreign securities, and the exchange so obtained,
which is called ‘‘devises-titres’’, was not plentiful, so that quotations showed
a considerable premium on official rates. Since then, however, the Office des
Changes has regularly made exchange available for such subscriptions at
official rates.

In February 1956 a further relaxation was introduced in that balances
on free franc accounts* were made usable for the purchase of all currencies
quoted on the foreign exchange market, while the franc accounts of residents
in EP.U. countries and the Argentine could be used for the purchase of
all E.P.U. currencies. In addition, the proceeds of the sale of any E.P.U.
currency may now be credited to an account of a resident in any E.P.U.
country or the Argentine.

Important progress towards exchange freedom has been made in
Belgium, where the regulations are now — with the exception of those
in Switzerland — the most liberal in Europe. In May 1955 a free market
in dollars was introduced, though only banks were allowed to deal; previously
the free dollar quotations had been based solely on operations in securities.
In the same month residents of the Belgian-Luxemburg Economic Union
were allowed to buy and hold securities abroad without having to deposit
them in a dossier with an authorised bank.

In July 1955 further relaxations were made whereby complete freedom was
given for the import and export of Belgian or foreign bank-notes, cheques, bonds,
coupons, registered shares and other securities, for the disposal of resident-owned
property abroad, for dealings on the free market by residents and non-residents
in Belgian and foreign securities and coupons and for a number of other trans-
actions. Apart from payments under such bilateral agreements as still exist in relation,
for instance, to Latin American and eastern European countries, there are now
very few restrictions left on transactions involving foreign exchange, but there are
still two different markets:

(i) the official market in, on the one hand, American and Canadian dollars
and, on the other, E.P.U. currencies, over which payments and receipts in
respect of merchandise and freight transactions must pass, and on which
rates are kept by the National Bank within the margins permitted by the
International Monetary Fund;

(i1) the free market, on which quotations are formed by the forces of supply
and demand and on which may take place all transactions which do not
have to pass over the official market.

* Free franc accounts, which may be held by residents of the dollar area and the French
Somali Coast, may be credited with the proceeds of the sale of convertible currencies and with
authorised payments from French residents. The balances are intertransferable and can be used
to purchase convertible currencies. They may also be debited for all payments in the French
franc area.



There are, however, possibilities of arbitrage between the two markets, owing
to the fact that current transactions not mentioned in (i) above may be made
on either of them. Rates of exchange on the two markets are almost identical.

In the Netherlands, too, further relaxations have been made in the
exchange control. As regards capital transactions, dollar-area holders of florin
capital accounts (the so-called “K” accounts) may, for instance, now use
their balances virtually without restriction for the purchase of securities, while
residents of E.P.U. countries may use their “K" accounts to purchase any
securities except those denominated in U.S. or Canadian dollars or Swiss francs.

As far as residents in the Netherlands are concerned, there are two
changes to be noted:

(1) They are now fully free to purchase securities quoted on the stock
exchanges in countries of the European Payments Union, provided that
such securities are denominated in an E.P.U. currency or in dollars.

(ii) They may also purchase and hold amounts expressed in the currencies
of those countries which take part in the European arbitrage scheme,
whether or not they have any authorised payments to make abroad.
Arbitrage in these currencies is thus open to all residents and no
longer confined to the authorised banks.

Developments in 1955 brought ‘Italy’s foreign exchange regulations
more into line with those of a number of other European countries. With
effect from 22nd August, Italy joined the European arbitrage arrangements;
while at first its participation was limited to spot transactions, forward deals
have also been permitted since s5th December 1955. At the same time as
Italy joined the arbitrage scheme, the previous regulations under which
50 per cent. of exporters’ earnings in convertible currencies and 100 per
cent. of their earnings in all other currencies had to be surrendered imme-
diately to the Italian Exchange Office were altered. Exporters may now keep
for fifteen days all their earnings in convertible currencies or in the currency
of any country taking part in the European arbitrage scheme and may either
use them for authorised payments abroad or sell them to other residents.
Thus the number of currencies quoted on the market has been increased
and at the same time the full amount of Italian earnings in these currencies
may now be negotiated on the market.

Already earlier in the year, ie. from 1st April 1955, the system of non-
resident accounts had been simplified. The number of different kinds of account
was greatly reduced and at the same time the lira was established as a currency
that could be employed for international transactions. In particular, free lira
accounts, whose uses are unrestricted, were reintroduced and lira accounts of
residents in E.P.U. countries were made intertransferable.

Particular interest attaches to the uses which may be made of non-resident
accounts for investment and disinvestment. Under a law passed in 1948, foreigners
making investments in Italy were entitled to repatriate every year, at the official
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exchange rate, sums representing profits, interest and dividends up to 6 per cent.
of the capital invested. In addition, the original capital could be repatriated at the
official rate in two stages, 50 per cent. two years after the original investment
and the remainder after a further two years. A new law on foreign investments
passed in January 1956 has introduced some changes. A distinction is now made
between, on the one hand, ‘“‘productive’” investments, which are defined as invest-
ments that will add to existing productive capacity or will create new capacity,
and, on the other hand, “non-productive” (e.g. portfolio) investments.

In future all capital brought into Italy for the purpose of making
productive investments, together with all profits resulting therefrom and any
capital appreciation, may be repatriated at any time, without any limit as to
amount, at the official rate of exchange.

As far as non-productive investments are concerned, it will be possible
to repatriate every year, at the official rate of exchange, profits, interest and
dividends up to 8 per cent. of the capital invested; in addition, the whole of the
original capital may be repatriated at the official rate after two years. This new
ruling about non-productive investments has also been made to apply to all
investments made under the law of 1948, which will therefore enjoy rather more
favourable treatment than before.

Since the difference between rates of exchange on the official market and
those quoted in the free market for capital accounts (the so-called “Conti ordinari”)
has for some time been very small, it was in fact possible under the previous
system for foreigners at any time to repatriate their capital in Italy and the
profits thereon almost at par. The new law represents, therefore, more a theoretical
than a practical change, but it may be important psychologically as an induce-
ment to the investment of foreign capital in Italy.

Finland is not a member of the O.E.E.C. and therefore not of the
E.P.U. either, and it has steered a rather independent course as regards
foreign trade and payments. Two exchange rates are at present quoted —
one for commercial and financial transactions and one for tourism, the latter
applying to foreign visitors’ purchases of markkas and to Finnish residents’
purchases of foreign exchange to meet their travelling requirements. In
December 1955 the premium applied to tourist transactions was reduced from
52 to 43 per cent.; the new dollar “tourist” selling rate, for instance, was
changed from FM 350 to 330, compared with the official selling rate of
FM 231 = §1.

With effect from 2nd January 1956, Finland introduced margins of
fluctuation for the markka vis-a-vis the currencies of Belgium, Denmark,
western Germany, the Netherlands, Norway, Sweden, Switzerland and the
United Kingdom. The margins of 34 per cent. on either side of par are
equal to those in the European arbitrage scheme. At the same time Finnish
authorised banks were permitted to engage in arbitrage in these currencies
with each other and with foreign banks.

Yugoslavia, which is also not a member of the E.P.U, introduced
considerable modifications into its foreign exchange system at the beginning
of 1956. Up to that time exporting enterprises had been allowed to retain



a certain proportion of their foreign exchange earnings, which could then
either be used for their import requirements or sold on the free market.
The rates of exchange paid by the National Bank for that part of export
proceeds which had to be surrendered, known as the ‘‘settlement rates”,
were roughly double the official parity rates. In addition, coefficients,
varying according to the type of goods concerned, were applied to the rates
of exchange for imports and exports, the object being to discourage certain
imports and promote certain exports and also to equalise Yugoslav and
foreign prices. After the reduction of the retention quotas from an average
of 50 per cent. to an average of 10 per cent. in December 1954, the rates
on the free market, which until then had been about twice the settlement
rates, rose sharply and during the first half of 1955 were often as much as
five times the settlement rates.

On 1st January 1956 the retention quotas were abolished altogether, so
that export earnings must now be surrendered in full at the settlement rates,
which continue to be applied also to the purchase of foreign exchange from
the National Bank for certain more or less essential imports. It is still
possible to acquire exchange on the ‘“free” market, but the National Bank
is now the only seller at what is in fact a kind of official auction (similar
to that existing in Brazil). Also, from the beginning of 1956 a premium of
33'/; per cent. on what is still called the official rate — Din. 300 = $1 —
was Introduced for purchases of foreign currency in Yugoslavia from tourists,
diplomats, etc. This makes the effective rates for such transactions
Din. 400 = $1 and the equivalent for other currencies. A premium of
100 per cent. on the official rate has been introduced for remittances from
emigrants, receipts from foreign inheritances and foreign social-security insti-
tutions, compensation payments and all sums sent to Yugoslavia as gifts or
maintenance payments to individuals.

Trade and payments between countries in western and
eastern Europe are governed by bilateral agreements. Almost without
exception, the currency in which payments are made is that of the western
partner or a third currency such as transferable sterling, and the prices
agreed upon are as a rule those prevailing on world markets.

In Egypt, the special treatment previously given to certain foreign
currencies was discontinued during the past year. In 1953 a system had been
introduced under which Egyptian exporters receiving payments in dollars,
pounds sterling or Deutsche Mark were allowed either to repurchase at
official rates of exchange all or part of their export proceeds for the
purpose of importing designated commodities or to sell to another importer
the right to repurchase the foreign exchange at the official rate. Dealings in
“import entitlements’’, as the rights to repurchase were called, led to the
three currencies being quoted at a premium, which in August 1955 stood
at 1o per cent. for sterling, 12 per cent. for Deutsche Mark and 14 per cent.
for dollars.



Consequently, Egyptian exporters could quote lower prices when goods were
sold against dollars, sterling or Deutsche Mark than when payments were made
in other currencies, since they could sell their earnings in the three currencies in
question at rates above parity. By the same token, Egyptian importers had to
pay more for these currencies than for any other, and imports from the United
States, the United Kingdom and western Germany thus became more expensive —
which encouraged imports from other countries. The result was a building-up
vis-a-vis these other countries of debit balances which could only be worked off
by triangular deals in which the Egyptian pound was sometimes quoted at a
substantial discount.

In August 1955 an agreement was signed between the United Kingdom and
Egypt, under which the amount which Egypt could draw annually from its No. 2
(i.e. blocked) sterling account was increased from £15 to 20 million. During the
following month the system of import entitlements was abolished, first for sterling
and Deutsche Mark and soon after for dollars also. In this way the rates of
exchange between the Egyptian pound and all other currencies were put on a
uniform basis. At the same time, as a balance-of-payments measure, a tax of
2 per cent. was introduced in Egypt on all imports of commodities, with the
exception of a fairly wide range of primary products, raw materials and capital
goods. And in March 1956 the Egyptian Government announced that the total
value of the country’s imports in the current year would be reduced to 50 per
cent. of the 1955 figure. While essential goods will be exempt from restrictions,
the importing of many luxury goods — motor-cars, refrigerators, radios, etc. —
has been totally prohibited until further notice.

With effect from 26th March 1956, margins of fluctuation of 1 per cent.
on either side of parity were introduced for the Egyptian pound instead of the
previous fixed buying and selling rates.

The reason why the Pakistan rupee was not devalued in the autumn
of 1949 was to avoid increasing the cost of the imports required for economic
development. At the time the country’s main exports — jute and cotton —
were in great demand and their market position was temporarily made even
more favourable by the Korea boom. Since then, however, there has been
a substantial decline in jute and cotton prices, and it was hoped that the
devaluation of the rupee which took effect on 1st August 1955 would
facilitate the sale of the country’s export products. The new parity with the
pound sterling is Rupees 13.333, compared with Rupees g.264 previously.

In Indonesia, the prevailing system of multiple exchange rates has
undergone several changes in recent years, and what amounts to a substantial
devaluation took place during the period under review. Until July 1955 there
had been, in addition to the official rate of Rupiahs 11.48 = $1 applied to
essential imports, four other selling rates, made up of the basic selling rate
plus fixed surcharges, and ranging from Rupiahs 15.30 to Rupiahs 34.42 = $1.

As a result of the imposition of additional surcharges in July 1955,
goods which previously could have been imported at the official rate had
to be paid for at dearer rates. Two months later the system was changed
again. Imports were reclassified into four new categories — essential, semi-
essential, semi-luxury and luxury — and the rates applicable to them range



from Rupiahs 17.21 to Rupiahs 57.38 = $1. The price of exchange for essen-
tial imports is thus now 50 per cent. higher than a year ago. There has been
no alteration in the single export rate of Rupiahs 11.36 = $1, which has been
in effect since February 1952. The object of the reclassification of imports
and the fixing of the new rates was to restrain the entry of goods into the
country and to raise additional revenue for the government.

Turning to the western hemisphere, mention should be made of the
fact that on 19th October 1955, for the first time since early 1952, the
Canadian dollar was at par with the U.S. dollar.

Canadian dollar quotations in New York.
Monthly averages, in U.S. cents per Canadian dollar.
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One reason for the decline in the value of the Canadian dollar was
undoubtedly the increase in the country’s deficit on the current account of
its balance of payments from Can.$431 million in 1954 to Can.$665 million
in 1955 (see also page 24). It is, of course, reasonable to expect a certain
degree of correspondence between the net movement of capital funds and the
surplus or deficit in the balance of payments, and in 1955 the current-
account deficit was almost covered by a net capital inflow of Can.$621 mil-
lion, so that the country’s monetary reserves fell by only Can.$44 million.
However, the inflow of capital in 1955 was much more of a short-term and
therefore volatile nature than in the previous year. The net inflow from
direct investment, portfolio transactions and the repayment of Canadian
Government loans fell from Can.$529 million in 1954 to Can.$276 million
in 1955, while, on the other hand, short-term capital movements, in the
total of which is included the residual item on the capital side of the balance
of payments, produced an inflow of Can.$254 million in 1955, compared
with only Can.$4 million in 1954. To some extent the movements which
occurred appear to have been influenced by the credit restraint in the
American market, including the rise in U.S. interest rates in relation to those
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in Canada during the first three quarters of the year. The interest relationship
was reversed towards the end of the year, when rates in Canada began
to rise.

After having reached par in October, the Canadian dollar was quoted
at the end of November and early in December at a small discount. The
premium soon reappeared, however, and in the middle of May 1956 it
amounted to about 3/ per cent.

In no part of the world have there been so many alterations in exchange
systems over the last eighteen months as in Latin America. Although at
first sight the changes which occurred might appear simply to be a continuation
of the steady depreciation in the value of some of the Latin American
countries’ currencies that has been going on for several years, there are grounds
for believing that the measures recently taken in some of these countries,
if persevered with and consolidated, may lead to a strengthening in their
exchange positions and thus contribute to the expansion of world trade.
Particular importance attaches to the steps taken in the Argentine and Brazil,
the two largest countries, but the changes in Chile, which were introduced
after discussions with the International Monetary Fund and with the support
of a stabilisation loan similar to that obtained two years ago by Peru, are
also of considerable interest.

U.S. dollar quotations in Argentina, Brazil, Chile and Peru.

Monthly averages, in national currency units per U.S. dollar.
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One of the principal problems in the Argentine has been the
unhealthy state of the country’s foreign trade and the inadequacy of its
monetary reserves. The balance-of-payments deficit for 1955 was about
$200 million; the country’s short-term foreign liabilities amounted at the end
of October 1955 to $750 million and the monetary reserves to $450 million.
The report on conditions in the Argentine which was submitted by Dr Raoul
Prebisch to the new government in October 1955 contained a strong recom-
mendation that the rates of exchange between the peso and other currencies
should be adjusted to a more realistic level. Accordingly, on 27th October
1955, the peso was devalued.

Previously the central bank’s basic buying and selling rates had been Pesos g
and Pesos 7.50 = $1 respectively. In addition, there were “preferential”’ buying
and selling rates of Pesos 7.50 and Pesos 5 = $1, together with a ‘“‘controlled
free rate” of Pesos 13.95 = $1. These rates had been established in August 1950,
but what amounted to a partial devaluation had been taking place since then as
a result of the shifting of particular exports from the basic to the preferential and
from the preferential to the free buying rate, the latter gradually becoming also
the principal import rate.

Under the new system there are two exchange markets, the official and the
free, the rates in the latter now being allowed to fluctuate in accordance with
demand and supply. In the official market the basic rate is Pesos 18 = $1, applying
to imports of fuel, essential raw materials, certain foods, paper and newsprint,
chemical products, many iron and steel goods and some agricultural machinery.
The basic rate also applies in principle to most exports, but a number of them
are subject to export levies, as shown in the following table.

Argentina: Official-market export rates of exchange.

Basic Export Effective
Items rate levy rate

pesos per U.S. dollar

Grains, oilseeds and other arable farm products, extracts

of quebracho and urunday . ... .......... 18 1.80 16.20
Meat, most dairy products, carded wool and wool tops,

most pastoral by-products . . . . ... .. ... ... 18 - 2.70 15.30
Scourad WOOI . . . . v i s e s h e s e e e e 18 3.60 14.40
Greasy wool, dry and salted hides, timber, re-exports . . 18 4.50 13.50

The free-market rate applies to the proceeds of exports not included in the
official market list and to certain imports, such as spices, aromatic, synthetic and
vegetable essences, printed music and books, some chemicals, spare parts for
bicycles and electrical generating equipment. In addition, there is a third category
of imports, including spare parts for motor vehicles and for certain types of
machinery and motor-cycles, to which the free rate plus a surcharge of Pesos 20
per $1 applies. Imported motor-cars are subject to very heavy surcharges.*

Financial remittances and inward and outward movements of funds take
place over the free market; this, however, does not apply to the proceeds of the

* The proceeds of the surcharges on imports and of the export levies go to a National Economic
Recovery Fund to be used for the improvement of ‘‘agricultural and pastoral’” production and
for the temporary subsidisation of the prices of certain essential commodities, the object of the
latter measure being to mitigate the effect on the cost of living of the devaluation of the peso.
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realisation of property in the Argentine belonging to non-residents, which, unless
they arise from operations effected after 27th October 1955 {the date of the
exchange reform), are still subject to control by the central bank. Income derived
from such property on or after zoth June 1955 is freely remittable.

The new free exchange market opened on 3rd November 1955, with quota-
tions at about Pesos 30 = $1, and by March 1956 the rate stood at about Pesos 4o.

While it cannot be said that these changes have resulted in a simplification
of the exchange-rate system, it has been officially stated that the export levies
and the surcharges on imports are intended as temporary measures only. The
Minister of Trade has also declared that the commercial policy of the government
will be one of progressive liberalisation and that the greatest possible degree of
multilateralism will be introduced into relations with other countries. On the
initiative of the Argentine, negotiations were undertaken in Paris with certain
members of the O.E.E.C. with the object of putting the Argentine’s trade and
payments with these countries on a multilateral basis, and at the end of May
1956 it was announced that agreement in principle had been reached with nine
European countries — Austria, Belgium, France, Italy, the Netherlands, Norway,
Sweden, Switzerland and the United Kingdom — regarding the establishment of a
multilateral payments system and the repayment of Argentine debts to these countries.
Moreover, the Argentine Government has decided to join the International Monetary
Fund and the International Bank for Reconstruction and Development.

In August 1955 Brazil, which is one of the original members of the
Bretton Woods Institutions, submitted proposals for an exchange reform to
the International Monetary Fund. At the beginning of October it was decided
that the scheme should be laid before the Brazilian Congress before being
put into effect, and so far no further action has been taken in the matter.

The existing structure of exchange rates has, however, been modified during
the past year. In July 1955 and again in May 1956 some of the export rates of
exchange were devalued and are now as given in the following table. The export
rate for coffee has not been changed during the period under review.

Brazil: Export rates of exchange.

Convertible
Other

an
Iltems Hague Club* currencies
currencies

cruzeiros per U.S. dollar

Coffem i r T Sl o e s (e et reite e fel 5y 3 E(rge) e hiss s 37.06 35.55
Ginned cotton, cocoa-bean paste, dried and salted hides . . . . . 43.08 41.31
Ores, cocoa butter and cake, fruits, pinewood, etc. . . . . . . . 55.00 62.77
All commodities not included in the other three categories . . . 67.00 64.28

* Belgium, western Germany, Italy, the Netherlands and the United Kingdom,

The system whereby more favourable rates of exchange were granted for
export earnings in convertible currencies and sterling was extended, following the
institution of the so-called Hague Club, to include the currencies of Belgium,
western Germany, the Netherlands and, from 1st May 1956, Italy.

Foreign exchange for imports continues to be made available at official
auctions, imports being divided into five categories, for each of which a minimum
rate, made up of the basic selling rate of Cruz. 18.82 = $1 plus a minimum



surcharge, is fixed. The rates actually paid at auctions have increased during the
past year, and in mid-April U.S. dollars for first and second-category imports cost
as much as Cruz. 92 and Cruz. 130 respectively, compared with the minimum
rates of Cruz. 43.82 and Cruz. 48.82 and with actual rates of Cruz. 74 and
Cruz. 110 respectively a year earlier,

In addition, there is a free rate which applies to financial transactions,
including transfers of profits by foreign enterprises; as can be seen from the
graph on page 137, this has fluctuated somewhat during the period under review.

An important first step taken last year towards the multilateralisation
of Brazil's external payments was the institution of what has come to be
known as the Hague Club. Agreements were concluded in August 1955
between the Government of Brazil and those of the United Kingdom,
western Germany and the Netherlands, under which trade between Brazil
and the three latter countries can be conducted in the currency of any of
them instead of there being a purely bilateral position between Brazil and
each of the other countries. This means that, for example, Brazil's earnings
in Deutsche Mark are available to pay for its imports not only from western
Germany but also from the Netherlands and the United Kingdom. In
November 1955 this group of countries was joined by Belgium, and Italy
became a full member at the beginning of June 1936.

In February 1954 the International Monetary Fund, together with the
U.S. Treasury and the Chase National Bank, provided a stabilisation loan
of $30 million for Peru; this, combined with the measures of internal restraint
adopted at that time by the Peruvian Government, has led to a de facto
stabilisation of the external value of the sol, as may be seen from the graph
on page 137. The draft rate, which is not controlled at all by the central
bank, has been almost as steady as the certificate rate, and there is no doubt
that the mere existence of the stabilisation fund, which has not yet been used,
has greatly reduced speculative pressure in both markets and has thus con-
tributed to the creation of more stable conditions in the foreign exchange sector.

In connection with an exchange reform, a similar stabilisation loan ‘of
$75 million was obtained by Chile in April 1956. Of this sum, $35 million
was provided by the International Monetary Fund under a stand-by arrange-
ment for an initial period of one year, $10 million by the U.S. Treasury
and the remaining $30 million by a group of American banks.

At the same time the multiple-rate system previously in force was done
away with and replaced by a single fluctuating rate applicable to all authorised
transactions except those connected with tourism and non-registered move-
ments of capital, which continue to take place on the already existing free
market. The new exchange market is under the supervision of the central
bank, and the stabilisation fund will be used, if necessary, to prevent heavy
fluctuations in the rates.

The opening rates on the new market were Pesos 490 to the dollar
and Pesos 1,372 to the pound sterling. This represents a considerable
devaluation compared with the previous rates, and imports have therefore



become much more expensive. The government has, however, made an
arrangement with the big copper companies to buy from them $30 million
at the previous principal rate of Pesos 300 = $1;* a sum equivalent to the
difference between the amount payable at this and at the new rate will be
used to subsidise temporarily the prices of a number of essential imports.

Among the remaining Latin American countries, Nicaragua changed
the par value of its currency on 1st July 1955 from Cordobas 5 to
Cordobas 7 = $1. The new rate applies to all imports and to capital
remittances; the rate for exports i1s Cordobas 6.60 and, in addition, there is
a fluctuating rate, used mainly for the tourist traffic, which at the end of
1955 was quoted at Cordobas 7.60 = $1.

In Paraguay the very complex exchange structure was considerably
simplified in March 1956, when the par value was changed from Guaranies 21
to Guaranies 60 = $1. The new parity applies to all Paraguayan exports and
to imports of essential commodities. Other imports are paid for at a rate
of Guaranies 85 = $1, the declared intention being to unify the two rates
in 1957. At the same time as the new rate was introduced a free market
was set up for capital transactions. The rates in this market are much the
same as those on the previously existing black market; at the beginning of
April 1956 quctations were around Guaranies 107 = $1.

The multiple rates that are still widely applied in Latin America often
make it impossible to tell what would be an equilibrium rate of exchange
for the currencies concerned. It is worth noting that when Peru and, more
recently, Chile, obtained stabilisation credits through the assistance of the
International Monetary Fund no par rates were fixed, since it was believed
that a legally fluctuating rate backed by a special reserve fund would be the
most appropriate foreign exchange system for a transitional period. For, if
the rate were allowed to vary in response to supply and demand, the public
would quickly show signs of apprehension if a decline in the exchange value
set in and would for that reason be ready to support any measures — such
as the elimination of a budget deficit, etc. — taken to strengthen the value
of the currency. Such a system might, it was considered, lead to a higher
degree of stability than was in fact the case when rates were fixed but
inflationary practices remained uncorrected and led to repeated devaluations
without any firm basis for the currency being achieved. The experience of
Peru, the value of whose currency has been remarkably stable over the past
two years, would seem to have furnished strong evidence in support of this

point of view.

* *
*

* This rate was fixed in June 1955 for so-called marginal exports and for a long list of imports.
In the following months a number of other categories of exports and imports were transferred
to this rate and when, in December 1955, it was also applied to the earnings of the copper
companies it became more truly the principal rate than any other rate in Chile can be said
to have been for a long time.



In western Europe transactions between E.P.U. countries are increas-
ingly settled in the exchange markets at stable rates, i.e. between the
margins fixed for the arbitrage group; the British authorities showed by the
declarations which they made in 1955 that they had no intention of changing
the parity of sterling. Similarly, the European Monetary Agreement, which
will come into force when the E.P.U. is terminated, provides for the fixing
of buying and selling rates between which market quotations will be free
to move.

The countries in which the barriers of trade and exchange control have
been most eroded in recent years are those of western Europe. The progress
achieved in trade liberalisation has involved parallel relaxations in restrictions
on payments, since, whenever a transaction is authorised under the existing
trade regulations, the foreign means of payment are of course made available
automatically. It is in their relations with one another that the countries of
western Europe have gone furthest in liberalising trade and payments, but,
so far as current — and even in some cases capital — transactions are con-
cerned, progress is increasingly being made also vis-a-vis the dollar area.

In most European countries capital transactions are still more closely
controlled than current payments, though the authorities have as a rule
begun to administer the regulations more liberally than they did only a
few years ago. In Switzerland and Belgium residents are able to make
whatever capital transactions they like, and a wide measure of freedom has
been introduced in some other countries as well.

There has also been in recent years a considerable relaxation of the
restrictions on the use of balances held by non-residents in western European
currencies. In this connection all the countries concerned still make a distinc-
tion between the dollar area and the rest of the world and in most cases
also, among the non-dollar countries, between those in the E.P.U. and the
others, but these differences are becoming increasingly blurred. Often, too, a
distinction is made between current and capital accounts and, while the degree
of freedom allowed to holders of capital accounts varies from country to
country, In most countries the regulations are steadily being made more
liberal.

These achievements, while still falling short of the ultimate aim of
convertibility, represent a revolutionary change from the situation as it
was In the immediate post-war period, with its network of import controls,
bilateral agreements and multiple exchange rates. Certain points emerge from
the experience gained in recent years:

(i) The idea of allowing freedom for current transactions only, while
continuing to exercise strict control over capital movements, is becoming
more and more obsolete. It has been found that once current payments
are liberalised to any significant extent there is no longer that close
scrutiny of every transaction upon which a strict classification and
control of capital transactions — if such is indeed possible — depends.
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The facts of the situation have, as they usually do, proved stronger
than the neat but unrealistic distinctions that can be made on paper.

(i) The process of liberalising trade and payments has acquired a
momentum of its own. Within a single country, once this process has
reached a certain point, the remaining restrictions are — and are seen
to be — less and less effective. Moreover, what happens in one country
has its repercussions elsewhere. Thus the liberalisation of trade and the
multilateralisation of payments that began in Europe in a small way
some years ago have now spread widely over that area and their
effects are also to be seen in the new attitude being taken towards
these problems in certain Latin American countries.

(iii) In more than one country a stage has now been reached at which the
remaining restrictions on foreign exchange transactions are so marginal
that it may well be asked what purpose they serve. It seems that not
infrequently controls are retained not for monetary reasons but rather
in order to give protection to particular industries, and it is difficult
to see why these industries should, in addition to being protected by
tariffs, receive special favours when the general principle of inter-
national competition has been accepted and when some of them are in
any case obliged to meet the challenge of other countries in third
markets.

Now, when production and trade are generally at high levels and the
opportunities for the international exchange of goods and services are ex-
panding every year, is a good time for governments to re-examine carefully
the restraints that they still impose on foreign payments and to ask them-
selves whether these any longer serve any useful monetary purpose. This is,
in the first place, a question for each country; but the effect of liberalisation
is naturally enhanced when a number of countries proceed in the same
direction, as has been the case in recent years.
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Official currency values — Middle of May 1956. '

Grammes 1US. 1 pound
Countries Currency of dollar sterling Remarks
fine gold
equals
Europe
Albania . . . .. .. Lek - 50.— 140.— Rates fixed on 11th July 1947.
Austrla & 5 @ s s Sch, .0341796 26.— 2 72,80 | IMF parity since 4th May 1953.
Belgium . . . . . .. Franc 0177734 50— 2 140.— IMF parity since 22nd Sept. 1949.
Bulgaria . . . . . . . Lev .130687 6.80 19.04 | Rates fixed since 12th May 1952.
Czechoslovakia Koruna 123426 7.20 20.16 | Rates fixed on 1st June 1953,
Denmark. . . . . . . Krone .128660 6.90714 2 19.34 | IMF parity since 18th Sept. 1949.
Flnland! o wang w nes Markka .00386379 230.— 644, — IMF parity since 1st July 1951.
France. . . . . . . . Franc — 350.— 2 980.— No IMF parity fixed.
Germany (eastern) . . | D.Mark .399902 2.222 6.22 | Rates fixed on 29th October 1953.
Germany (western). . | D.Mark 211588 4.202 11.76 | IMF parity since 30th Jan. 1953.
Greece. . . o o = o Drachma — 30.— 2 84.,— Official rates since 1st May 1954,
Hungary . . . . . . . Forint 0757002 11.74 32.87 | Official rates since 1st Aug. 1946.
Iceland . . . . ... Krina 0645676 16.2857 2 45.60 | IMF parity since 20th March 1950.
Ireland. . . . . . .. Pound 2.48828 .357143 1.— Rate fixed on 18th Sept. 1949.
o [ R A Lira — 624.87%| 1,755.88 | No IMF parity fixed.
Luxemburg. . . . . . Franc .0177734 50.— 2 140.— IMF parity since 22nd Sept. 1949.
Netherlands . . . . . Guilder 233861 3.802 10.64 | IMF parity since 21st Sept. 1949.
Norway . . .. ... Krone .124414 7.14286 2 20.— | IMF parity since 18th Sept. 1049,
Poland: is; o o ek Zigty 222168 4,— 11.20 | Rates fixed on 2B8th Oct. 1950.
Portugal . . . . . .. Escudo - 28.752 80.50 | Rates fixed on 21st Sept. 1949,
Roumania . . . . . . Leu .148112 6.— 16.80 | Rates fixed on 1st February 1954.
Spalni ; s % 05 G Peseta - 11.085 31.16 | Official rates since 3rd April 1940.
Sweden . . . . . .. Krona 171783 5.173212 14.485 | IMF parity since 5th Nov. 1951,
Switzerland . . . . . Franc .203226 4.37282% 12.2439 | Official parities.
TUrk8Y: v & ¢ ot o 5 & Lira 317382 2.802 7.84 IMF parity since 19th June 1947,
United Kingdom . . .| Pound 2.48828 .357143 72 1.— IMF parity since 18th Sept. 1949.
Yugoslavia. . . . . . Dinar 00296224 300.— 840.— IMF parity since 1st January 1952,
LSS R = e Rouble 222168 4,— 11.20 Rates fixed on 1st March 1950.
North America
Canada .. 0 i an Dollar 3 3 3 No IMF parity fixed.
Mexico. . . . . . . . Peso .0710837 12.50 35.— IMF parity since 19th April 1954,
United States . . . .| Dollar .888671 1.— 2.80 | IMF parity since 18th Dec. 1946,
Central America
Costa Rica . . . . . Coldn .168267 5615 15.722 | IMF parity since 18th Dec. 1946.
Cubs ;oo wis un Peso .888671 1.— 2.80 | IMF parity since 18th Dec. 1946.
Dominican Republic . | Peso 888671 1.— 2.80 | IMF parity since 23rd Apr. 1948,
Ei Salvador . . . . . Coldn .355468 2.50 7.— IMF parity since 18th Dec. 1946.
Guatemala. . . . . . Quetzal .BBBBT1 1.— 2.80 | IMF parity since 18th Dec. 1946.
HaH e et o Gourde ATTT34 5— 14.— IMF parity since 9th Apr. 1954,

' The International Monetary Fund gives only parities in grammes of fine

old and in U.S. dollars. The

rates in £ sterling were generally calculated via the official parity of $2.80 for £1.

2 Rate used in EPU operations. For countries which have an IMF parity the rates used in EPU operations
conform with that parity (except Iceland $1 = 16.29).

3 Market rates in the middle of May 1956 were U.S5.$1 = Can.$ 0.992 and £1 = Can.§$ 2.7776.

]

-



143

Official currency values — Middle of May 1956 (continued).

Grammes 1 U8, 1 pound
Countries Currency of dollar sterling Remarks
fine gold
equals

Central America (continued)
Honduras . . . . . . Lempira 444335 2.— 5.60 | IMF parity since 18th Dec. 1946.
Nicaragua . . . . . . Cérdoba .126953 7.— 19.60 IMF parity since 1st July 1955,
Panama . . . . . .. Balboa .888671 1.— 2.80 | IMF parity since 18th Dec. 1946.
South America
Argentina . . . . . . Peso - 18.— 50.51 Official rate since 27th Oct. 1955.
Bolivia. . . . . . . . Boliviano 00467722 190.— 532.— IMF parity since 14th May 1953.
Brazil . . .. ... . Cruzeiro 0480363 18.50 51.80 | IMF parity since 14th July 1948.
Chile . . ... ... Peso .00807883 110.— 308.— IMF parity since 2nd Oct. 1953,
Colombia . . . . .. Peso 455733 1.94998 5.459944 | IMF parity since 17th Dec. 1948.
Ecuador . . . « « v - Sucre 0592447 15.— 42, — IMF parity since 1st Dec. 1850,
Paraguay . . . . . . Guarani 0148112 60.— 168.— IMF parity since 1st March 1956.
Uruguay . . . . . . . Peso — 1.519-2.10 | 4.25-5.88 | Officlal basic buying and essential

selling rates since 15th Sept. 1955.
Venezuela . . . . . . Bolivar 265275 3.35 9.38 | IMF parity since 18th April 1947.
Africa
Belgian Congo. . . .| Franc 0177734 50.— 140.— IMF parity since 22nd Sept. 1949,
EQYPE s s s i Pound 2.55187 .348242 .975078 IMF parity since 18th Sept. 1949,
Ethiopia . . . . . . . Dollar .357690 2.48447 6.956516 IMF parity since 18th Dec. 1946.
Liberla. .«. . . . i Dollar 888671 1.— 2.80 | Parity with the U.S. dollar since

1st January 1944,
Union of South Africa | Pound 2.48828 .367143 1.— IMF parity since 18th Sept. 1949.
Asia
BUFMB.: « 5 v o a0 s Kyat 186621 4.7619 134 IMF parity since 7th August 1953,
Ceylon. . . .. ... Rupee .186621 4.7619 13% IMF parity since 16th January 1952,
China . . . ..... Yen Min Piao — 2.46 6.893 | Official rate since 1st March 1955.
Indiaitc . wciw s Rupee .186621 4.7619 13% IMF parity since 22nd Sept. 1949,
Indonesia . . . . . . Rupiah — 11.42 31.80 | Official basic rates since July 1955.
IBR e m et = = e e Rial 0275557 32.25 90.30 IMF parity since 18th Dec. 1946.
I e we v s car v Dinar 2.48828 357143 1.— IMF parity since 20th Sept. 1849.
Israel . . . . .. .. Pound - 1.80 5.04 Official rate since 1st July 1955.
dJapan . . . . o0 ow0 Yen .00246853 360.— 1,008.— IMF parity since 11th May 1953.
Jordan . .. .... Dinar 2.48828 357143 1.— IMF parity since 2nd Oct. 1953.
Korea . . . . . . «. Hwan — 500.— 1,400.— Official rate since 15th Aug. 1955.
Lebanon. . . . . . . Pound 405512 2.19148 6.136144 IMF parity since 29th July 1947.
Pakistan. . . . . . . Rupee .186621 4.7619 13% IMF parity since 31st July 1955.
Philippines. . . . . . Peso 444335 2.— 5.60 IMF parity since 18th Dec. 1946.
Syria . . .. 0. e Pound 405512 2.19148 6.136144 IMF parity since 29th July 1947.
Thailand, . . . . . . Baht 0444335 20.— 56.— Official rate since 18th March 1955.
Australasia
Australia. . . . . . . Pound 1.99062 446429 1.25 IMF parity since 18th Sept. 1949.
New Zealand. . . . . Pound 2.48828 .357143 1.— Official parity since 18th Sept. 1949.

1 Includes Portuguese possessions in India.
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VI. Gold Production and Monetary Reserves.

In 1955 the annual gold production of the western world rose for the
second consecutive year by over 1 million ounces, to a total of 27.5 million
ounces, equivalent to $965 million (valued at $35 per ounce). If to this
total is added an estimate of the net amount sold by the U.S.S.R. in the
West — believed to have been about $75 million in 1955 — it can be
said that the value of the new gold coming on to the world markets
last year exceeded $1,000 million for the first time since 1940.

Virtually the whole of the increase in gold production during the year
was accounted for by South Africa, whose output rose by 10 per cent. to
14.6 million ounces, thus surpassing this country’s previous record of 14.4 mil-
lion ounces in 194I.

The amount of gold added to the stocks of central banks and govern-
ments (including international institutions) in 1955 — at $630 million — was
almost the same as in the previous year, when the figure was $640 mil-
lion. Some 40 per cent. of the available supplies of new gold (including the
quantities received from the U.S.S.R.) was therefore employed for industrial
and artistic purposes or went into private hoards. While there was probably
a certain, though not very large, increase in the amount taken by the arts
and crafts, it is known that there was a considerable decline in private
hoarding in western Europe — and it can therefore only be concluded that
more gold found its way to the Middle and Far FEast. However, in the
latter areas gold is being increasingly used as an active means of payment,
so that one should not regard the entire flow as having been diverted from
monetary uses.

The United States’ stock of monetary gold fell by $40 million in 1955
and amounted at the end of the year to $21.8 milliard, this figure representing
about 57 per cent. of the total gold reserves of the western world. Since the
United States’ share of the total gold stock was as much as 70 per cent. in
1948, it will be seen that considerable progress has been made during recent
years in the redistribution of the world’s holdings of monetary gold.

Countries other than the United States added $670 million to their
gold reserves in 1955, bringing the total to $16.2 milliard by the end of
the year. In the same year these countries increased their short-term dollar
holdings by another $660 million to $13.6 milliard. These short-term dollar
holdings represent bank balances held in the United States and other short-
term assets with an original maturity of one year or less. Furthermore,
according to information which has now been made available, foreign holdings
of U.S. Government notes and bonds with an original currency period of
over one year increased in 1955 by $530 million to a total of $1,630 million.
At the end of the year, therefore, the total of the gold reserves and the
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aforementioned kinds of dollar holdings of countries other than the United
States came to $31.4 milliard. The increase was, however, very unevenly
distributed. The main recipients of the additional reserves were the continen-
tal countries of western Europe, whose aggregate gold and dollar holdings
rose by as much as $1,680 million, while those of the sterling area decreased
by $460 million (approximately $250 million of which, however, appears to
have been recovered in the first five months of 1956). The gold and dollar
reserves of Canada declined by $100 million, a drop of $s505 million in short-
term dollar holdings being largely offset by increases of $345 million in
holdings of U.S. Government bonds and notes and of $60 million in gold
holdings. The reserves held in Asia, on the other hand, rose by some
$400 million — approximately two-thirds of this amount representing an
increase in the holdings of Japan and Indonesia.

Production of gold.

South Africa’s gold production, which reached a peak of 14.4 million
ounces in 1941, not only declined less than that in most other areas during
the war but also recovered more decisively in the immediate post-war period.
Subsequently, from 1950 to 1955, South Africa’s production rose by fully
25 per cent., accounting for practically the whole of the known increase in
world production (excluding that of the U.S.S.R.) during that period, while
the output of other areas remained more or less unchanged — the increases
which took place in some countries having offset declines in others.

The exceptionally large increase in South Africa’s gold output in recent years
has been partly due to the greater possibilities of mechanisation offered by its mines
compared with those elsewhere, the abundant supply of relatively cheap labour and
the development of highly specialised techniques in the country’s large-scale mining
operations. But of far greater importance than all these factors has been the
development of new mines, for the Union of South Africa has for many years
been the only country in which major new gold deposits have been discovered.
More recently an additional stimulus of potential importance has been provided
by the joint production of uranium and gold.

The gold output of the Orange Free State, in which most of the newly-
developed mines are located, rose from 1.1 million fine ounces in 1954 to 2.2 million
in 1955, the latter amount representing 15 per cent. of the Union’s total gold
production. During the last three years output has also been increasing — although
less spectacularly — in the Witwatersrand area, where most of South Africa’s older
mines are situated; this increase has been due partly to the mining of richer grades
of ore and partly to the additions to output resulting from the operations of
certain new mines.

The volume of ore milled in South Africa increased in 1955 by almost 6 per
cent. to a total of 66.0 million tons. Average working profits per ton of ore milled
also went up, since a further rise in average working costs was more than offset by
an increase in the average vield of gold from each ton of ore processed. It should
be noted that the Orange Free State mines, whose working costs and average yields
are as a rule considerably higher than those of the older mines, have recently been
having a greater effect than previously on the overall average results shown in the
table on the following page. The further rise in average costs in 1955 was also
due to increases in the total wage bill and a rise in the cost of materials and power.
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World gold production
(excluding the U.S.S.R.).

Gountiias 1929 | 1940 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955
Weight, in thousands of fine ounces

Urnion of South Africa 10,412 | 14,046 | 11,664 | 11,516 | 11,819 11,941 13,237 14,601
Canada . . . ... .. .. 1,928 5,333 4,441 4,393 4,472 4,056 4,366 4,545
United States . . . . . . . 2,059 4,870 2,375 1,996 1,938 1,990 1,867 1,891
Australla: ;. 5 i v e e one 426 1,644 870 896 980 1,075 1,118 1,049
British West Africa . . . . 208 939 689 699 691 731 787 687
Southern Rhodesia . . . . 562 833 511 487 497 501 536 525
Philippines . ., . . . . . . 163 1,121 334 394 469 480 416 419
Mexleo . & i v i et 5 652 BB3 408 393 459 483 387 383
Colombia . . . ... ... 137 632 379 431 422 437 377 381
Belgian Congo . . . . . . 173 559 339 352 369 371 365 375
dJapan . . ... ... .. 335 B67 156 189 228 258 301 289
Nicaragual 7 . o« s 12 163 230 251 255 259 233 230
Indld < oo e v e 364 289 197 226 253 223 241 211
-7} | (O 121 281 148 158 135 140 147 145*
Chile . . . .. ... ... 26 343 192 1756 177 131 125 1252
Brazil® o i s w55 5 107 150 131 136 137 116 120 113
Sweden'. i viaq v a e 35 209 79 70 66 88 110 100 *
New Guinea . . ... .. 36 295 80 94 127 121 86 as*
Al 6 8 oidoonooao o —_ 111 103 96 78 77 72 70
New Zealand . . . .. .. 120 186 s 75 59 39 42 40*
Total listed . .. .. . . . . 17,876 | 33,754 | 23,403 | 23,027 | 23,631 | 23,617 | 24,933 | 26,264
Other countries® . . . . . 624 3,246 1,297 973 1,169 1,183 1,167 1,236
Estimated world total ® 18,500 | 37,000 | 24,700 | 24,000 | 24,8007 24,700"| 26,100"| 27,500
Value of Value, in millions of U.S. dollars
estimated world total,
at $35 per fine ounce . . . 6504 1,295 865 840 g70" 865" 915" 965

' Exports, representing about 90 per cent. of total. 2 Excluding alluvial gold production, which is small.

3 Excluding the U.S.S.R. and associated areas. 4 At the official price of $20.67 per fine ounce then

in effect, the value of world gold production in 1929 works out at $382 million.
r Revised figure.

* Estimated or provisional figure.

South African gold mines:

Operating statistics.

Total

i i Working | Working Ore
Vear Yield per ton milled el brofits illed “S:rol;il?sg Taxes Dividends

in dwt? in value per ton milled ino;nlgi::s in millions of SA£
1938 4.349 31s. 0d.| 19s. 3d.| 11s. 9d. 53.8 31.9 13.7 17.2
1940 4.196 35s. 5d.| 20s. Bd.| 14s. od. 64.5 47.5 24.0 20.4
1945 3.997 34s. 7d.| 23s. od.| 10s. 10d. 58.9 31.9 16.5 12.5
1850 3.769 46s. 11d.| 29s. 7d.| 17s. 4d. 59.5 51.5 22.5 24.7
1954 4.068 50s. 11d.| 38s. 8d.| 12s. 3d. 62.4 38.22 14.3 19.1
19565 4.274 53s. 10d. | 40s. 5d.| 13s. &d. 66.0 4452 16.9 22.4

1 One dwt (pennyweight) is one-twentieth of an ounce, equal to 1.555 grammes. At $35 per ounce, one dwt

of gold is worth $1.75.

2 Excluding estimated profits from uranium production, which increased from SA£8.1 million in 1954 to

SA£17.6 million in 1955.
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The large increase in South Africa’'s output of gold would not have been
possible had it not been for the rise between 1953 and 1955 in the mining indus-
try's supply of native labour by 12 per cent. to a total of 327,000 workers.
The rate of increase in the labour supply appears to have slowed down in the
course of 1955 and difficulty in recruiting new workers may in the future prove to
be an obstacle to further rises in output. Electric-power supplies, although not
a limiting factor in 1955 as in earlier years, need to be increased if higher
levels of output are to be attained. On the other hand, in his budget speech in
March 1956 the Minister of Finance proposed that certain minor concessions should
be accorded to operators in the form of the restoration of the gold-mining tax
formula in effect before 1951 and the extension of the privileges granted in the
case of “ultra-deep” mines in respect of the writing-off of capital for tax purposes.

Profits earned from the extraction of uranium in the South African mines
rose in 1955 to slightly over SA£17 million, equivalent to nearly two-fifths of the
total working profits obtained through gold production. Although it is not known
on what basis uranium profits are calculated, there is no doubt that the extraction
of uranium has had a favourable effect on the overall profits of the gold-mining
industry. According to recent information, however, uranium extraction has had
relatively little influence to date on the mining of marginal gold ores, owing to the
fact that the uranium produced so far has been derived principally from the slimes
of ores well within the range of profitability on the basis of gold extraction alone.

In Canada, after South Africa the second largest producer of gold in the
western world, cutput also rose to a new post-war peak in 1953, being only about
15 per cent. below the record level attained in 1941. The upward trend of costs
persisted, however, during 1955 and early 1956, and in April 1956 it was announced that
the country’s emergency subsidy programme would be continued until the end of 1958.

Though gold production in the United States increased slightly in 1955,
the generally even trend of recent years continued. Indeed, of the five major gold-
producing countries, only the United States has a volume of output roughly the
same as in 1929, while in all the others production has very considerably increased
in comparison with the 1929 level. Australia's gold output declined somewhat
in 1955, interrupting the marked upward trend which had been in progress since
1950, and that of British West Africa, another important producer, also suffered
a setback. In other areas the changes were not sufficiently great to affect total
world production to any noticeable extent.

It is perhaps somewhat surprising that gold output is continuing to
increase at such a relatively high rate, despite the decline of the free-market
prices of gold to a level close to the official price of $35 an ounce. As
already mentioned, the opening of new mines has been a major contributory
factor, and a certain réle has also been played by the joint production of
gold (as happened in the past in the case of silver) with other metals,
including, recently, uranium, while a good deal of the increase is no doubt
accounted for by improved techniques of extraction.

Gold markets and hoarding.

The following graph shows how in the course of 1953 the free-market
price of gold fell to a level not far from the official price and how thereafter
for two and a half years relatively stable prices have been quoted for gold
bars in the various markets.



Price of gold bars in various markets.

In U.S. dollars per fine ounce, at the dollar rate for bank-notes.
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The decline in the market price of gold was due not only to an
expansion in the supply of gold, attributable in part to the increasing freedom
given to producers to sell their gold in the free markets, but also to a
weakening of demand, which was clearly connected with the growth of
monetary confidence as inflationary tendencies were curbed and the general
level of commodity prices acquired greater stability. Once the price of bar
gold had fallen to about $35 an ounce in the free markets, the foundation
was laid for the reopening of the London market, which took place in
March 1954, whereupon this market itself became an influence making for
the maintenance of a highly stable dollar price for gold in the international
free markets, especially as the Bank of England showed great readiness to
adjust supplies in accordance with variations in demand.

Estimates of ‘‘disappeared gold'’.

1947 1948 1949 1950 1951 1962 1953 1954 1955

Items 1
in millions of U.S. dollars

Gold production , . 770 805 840 865 840 B70 865 915 965
Sales by the

USSR .... 30 - — —_ - — 75 75 75
Less: increase in of-

ficial gold reserves | —a430 —380 —480 —430 —140 —320 —420 —B640 —B630
‘‘Disappeared

gold''. . . ... 370 425 360 435 700 550 520 350 410
Accounted for by

Industrial uses. . 120 170 200 180 140 180 170 190 210

Private hoarding 2 250 255 160 255 560 370 350 160 200

' The figures for gold production and for changes in official gold reserves exclude the U.S.S.R.

2 This is a residual figure.

Note: The figures given above for sales of gold by the U.S.S.R. are based on unofficial reports; If the
amount actually sold was in fact greater or smaller than the amount indicated, the estimate for private
hoarding would have to be changed accordingly.

[
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While no firm estimate can be given of the total amount of gold
absorbed by arts and crafts, it is usually possible to arrive at a rough
idea of the magnitude of the increase or decrease in this use of gold. There
would appear to have been a fairly appreciable rise in the amount absorbed
in 1954 and 1955, which may be attributed partly to increased purchases by
the public of gold jewellery, watches, etc. owing to the large rise in incomes
in most countries and partly to the fact that some industrial users had to
pay less for their supplies of gold than in previous years.

As may be seen from the table on the previous page, there was a
moderate increase in estimated private hoarding of gold in 1955 compared
with 1954. Much of the gold in question went, however, as has already been
mentioned, to the Middle and Far East, a part of it having been used as a
means of payment, i.e. for monetary purposes. In western Europe, on the
other hand, the net private demand for gold fell to a very low figure in
1955 — indeed, there may even have been some net dishoarding. On the
French internal market the price of bar gold was sufficiently high at certain
times during 1955 and early in 1956 to cause some illegal movements of
gold from abroad, but this inflow appears to have been more than offset by
the Bank of France’s net purchases of privately-held gold during the year.

France: Price of gold coins and ingots on the Paris market.
In U, S. dollars per fine ounce, at the dollar rate for bank-notes.
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In the matter of gold hoarding, people are strongly influenced by
experiences remembered and it seems probable that events in recent years
have led to a certain change in attitude as regards the utility of gold as
a hedge against inflation. In France, for example, those who bought gold in
late 1948 and early 1949 at the high price of around Fr.cs 750,000 per
kilogramme have experienced large capital losses through the fall in the
price of gold, which has generally stood at less than Fr.fcs 450,000 since



late 1953. Nor does this take into account the loss of interest, at the rate
of 5 per cent. or more, which could have been earned in the intervening
years if French securities had been purchased.

That the demand for gold both for private and for monetary purposes
was, in relation to supply, less strong in 1955 than in previous years is
indicated by the relatively low prices prevailing on the gold market in
London.

Dollar price of gold in London.*
Weekly averages.
Dollars per fine ounce ** s ** Dollars per fine ounce
35.15 35.15
i

35.10 35.10

__________ 75,0675 |
35.05 35.05
35.00 35.00
34.95 34.95

| IS o e e e s e et s s 34,9125 |
34.90 34.90
oty M O T 1 5 O O T T

B 1954 1955 1956

* Sterling price of gold divided by the middle sterling-dollar rate at the time of the daily gold '‘fixing"'.
** Scale double that of the graph on the following page.

The London gold market is essentially a dollar market, since gold may be
bought only against dollars, American or Canadian Account sterling, or registered
sterling. The London price of gold, expressed in dollars, has tended to reflect
clearly the changes in world supply and demand. During the first seven months
of 1955, the dollar price of gold in London fluctuated around the level of $35.05
per ounce. From the point of view of buyers this price — leaving out of account
transportation, insurance and handling charges — compared favourably with the
price of $35.0875 at which the Federal Reserve Bank of New York, on behalf
of the U.S. Treasury, sells gold,® while for sellers the London price was even
more favourable compared with the effective New York purchasing price of
$34.0125 per ounce.?

From late July 1955 onwards the dollar price of gold in London declined
rather steadily and by mid-September it had fallen to below $35 an ounce for the
first time since the reopening of the London market in March 1954. This was
not unconnected with the increase in iInterest rates on the New York market, which
made it much more profitable to hold short-term dollar assets than before. Moreover,
there was in the autumn a slight deterioration in the payments position of some
countries vis-a-vis the United States, which may also have temporarily reduced the

1 In contrast to the conditions prevailing on the London market, the U.S. authorities are prepared
to sell gold only to central banks and governments. For a fuller description of the nature and func-
tioning of the London market see the Twenty-fifth Annual Report, pp. 131-135.

2

? Samuel Montagu & Co. Ltd. estimated in their annual report for 1955 that some 85 per cent.
of the fresh gold supplies coming on to the international markets is now marketed in London.



demand for gold. At the same time, however, there came into play a technical
factor which had the effect of preventing the dollar price of gold in London from
falling appreciably below $35 an ounce. In the European Payments Union the
individual countries have the right to settle deficits either in dollars or in gold
valued at $35 an ounce, and certain countries found it advantageous to acquire
in London the amounts of gold needed for such settlements as soon as the price
fell below the parity figure.

Sterling price of gold in London and the sterling-dollar exchange rate.*

Weekly averages.
Gold price in shillings

per fine cunce Sterling-dollar rate
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* Gold price and middle sterling-dollar rate at the time of the daily gold “fixing"'.

The sterling price of gold in London is of particular significance to the
sterling-area producers of gold, whose receipts from sales in London are mainly
in terms of sterling. For them the fact that the sterling rate was, on the whole,
weaker in terms of the dollar in 1955 than in 1954 had the effect of raising the
average sterling revenue per ounce of gold marketed in London to a level above
that of the preceding year, but the growing strength of sterling in the early months
of 1956 has tended to reverse this position.

Most of the restrictions on private gold transactions have
recently been removed in two important markets.

On 1st January 1956, full freedom for trading in gold was restored in
the Belgian-Luxemburg Economic Union, the only reservation being
that the foreign exchange used for importing gold from abroad must be
obtained on the free market. This lifting of the restrictions was regarded
as a further step in the direction of restoring to residents freedom to conduct
transactions of all kinds, but it is not expected to lead to any large-scale
turnover of gold on private account.

In Canada, restrictions on private gold transactions were removed in
March 1956, thus enabling both residents and non-residents to purchase gold
either for export or for retention within the country. This change did not,
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however, greatly affect marketing arrangements, since Canadian gold producers
still have to sell their current output to the Bank of Canada if they wish to
qualify for subsidies under the Emergency Gold Mining Assistance Act.
There is little likelihood that any of the large number of subsidised producers
will elect to sell gold on the free market unless the premium on gold sold
privately rises above that received in the form of the government subsidy.
There may conceivably be some demand from U.S. residents, who, not
being permitted to hold gold in the United States, may wish to take advan-
tage of the opportunity of having gold in safe-keeping in Canada. It is also
thought possible that some sales may be made on private account to the Far
East, but before this can happen Canadian quotations will have to be able
to compete with the London prices. The bulk of newly-mined gold will
therefore probably continue to flow into official hands, to be sold in part
to foreign buyers — in practice, to central banks or official institutions.

Finally, reference should be made to the sales of gold coins (already
mentioned on page 58) by the Swiss National Bank on the market in
Switzerland, the principal object of which was to absorb some of the
excess liquidity which has characterised the Swiss market in recent vears.
Gold coins for the equivalent of Sw.fcs 75 million were sold in the first
nine months of 1955. When the sales were discontinued as from 1st October
1955, the general liquidity position had for various reasons become somewhat
tighter. During the period of unrestricted selling by the National Bank,
substantial amounts of the Swiss coins were smuggled into neighbouring
countries, where the premium on gold coins is still fairly high.

Movements of monetary reserves.

The table on the following page shows the gold reserves of central
banks and governments, including those of international institutions, whose
holdings, which amounted to $2,273 million at the end of 1955, are by
no means negligible.

Since the beginning of 1950 the continental countries of western Europe
have increased their gold reserves from $4,075 million to $7,535 million,
representing an annual average increase of about $575 million. The most
significant increases in 1955 were those recorded by western Germany,
France, Belgium, Switzerland and the Netherlands. In all, the gains made by
the countries of continental FEurope during that year exceeded $goo million.

In sharp contrast, the United Kingdom is estimated to have reduced its
holdings of .gold by $500 million in 1955. Nevertheless, the country’s total
gold holdings, standing at $2,050 million at the end of 1955 were still
$700 million larger than at the beginning of 1g950.

In the remaining countries (i.e. other than the United States, the
USS.R. and the countries of western Europe and the sterling area) gold
reserves In 1955 showed a net increase of only $75 million — an amount
which made little impact on the general gold situation. Canada and Mexico

L
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Gold reserves of central banks and governments
(including international institutions).

End of Change
Reporting countries during
iy dpied 1938 | 1945 [ 1950 | 1952 | 1953 | 1954 | 19556 | 1955
in millions of U.S. dollars
European countries
Germany (western) 29! (o] 0 140 326 626 920 || + 294
France: -ic w Gt a O a 2,757 1,550 5232 5732 5762 5762 861%| + 285
Belgium . .. ... ... 780 733 587 7086 776 778 929 + 161
Switzerland . . . . . . . . 701 1,342 1,470 1,411 1,459 1,513 1,597 | + 84
Netherlands . . . . . . . . 998 270 311 544 737 796 865 | + 69
Sweden. . . . . ... .. 321 482 90 184 218 265 276 +: 11
L S s e e e 193 24 256 346 346 346 352 + 6
Austria . . . . ... ... ag? 0 50 52 47 56 61 |+ 5
Finland . . . . . .. . .. 26 3 12 26 26 a1 3 |+ 4
Denmark . . . . . . . .. 53 38 31 31 31 31 31 o
Greece . . . . . . . . .. 27 28 2 10 10 11 1 0
Iceland . . . . . . . . .. 1 1 1 1 1 1 1 0
Ireland . . . . . . . . .. 10 17 17 18 18 18 18 o
MNOFWEBY .0 o coi » e e = 0 84 80 50 50 52 45 45 [¢]
Spain. .......... 5254 110 61 51 54 56 56 0
TUKBY . o« e o o ind o fa s 29 241 150 143 143 144 144 o]
Portugal . . ... .. .. 86 433° 192 286 361 429 428 | — 1
United Kingdom b 2,877 1,980 2,900 1,500 2,300 2,550 2,050 — 500
Other countries
Mexico . . . ... . ... 29 294 208 144 158 62 142 | + 80
Canada . . . ... . ... 192 361 590 896 996 1,080 1,141 | + 61
Union of South Africa 220 914 197 170 176 189 212 | + 13
Lebanon. . .. . . o e oo s — 2 20 31 35 63 74 | + 11
Pakistan. . . . . . . . . . - - 27 38 38 38 48 | + 10
ChHal N o wo o o o) e 30 82 40 42 42 42 44 | + 2
dapan . . . .. ... .. 230 1197 128 128 130 126 128 | + 2
Belglan Congo . . . . . . 5 16° 23 65 86 115 116 | + 1
Brazlli e avminas = vt 0 e s 32 354 317 817 321 322 323 |+ 1
Argentina. . . . . .. .. 431 1,197 216 288 371 371 371 0
Anstralla: © oo s oovovove s 6 53 a8 112 14T 138 138° 0
Ecuador . . i w6 s 3 21 19 23 23 23 23 0
Egypt . . . . . . .. ... 55 53 a7 174 174 174 174 0
Guatemala . . . . . . .. 7 29 27 27 27 27 27 0
India -oov s o = var w0 e 274 274 247 247 247 247 247 0
Indonesia . . . . .. . .. 80 201'° 209 235 145 a1 81 0
Irant: sie s s s w5 © s @ 26 131 140 138 137 138 138 0
New Zealand . . . . . . . 23 23 29 33 33 33 33 0
POrUitasa = vt o b e e ok 20 28 31 46 36 35 35 o]
Venezuela . . ... . .. 54 202 373 373 373 403 403 0
El ‘Sahador - - &« & = i s 7 13 23 29 29 29 28 || — 1
Thatland' - -« « 5 oo me e s — 86 118 113 113 113 112 | — 1
Bollia . : . o oo e 3 22 23 21 21 3 ojl— 3
Uruguay.. « o = s s v e o % 73 1956 236 207 227 227 216 | — 11
United States . . . . . . . 14,592 (20,083 | 22,820 |23,252 |22,091 |21,793 |21,753 | — 40
Cubl i: ¢ o0 v 5 wwoms 0 3 1 191 271 214 186 186 136 || — B0
International institutions
European Payments Union. —_ - — 158 163 153 248 || + 95
International Monetary Fund — —_— 1,494 1,692 1,702 1,740 1,808 | + 68
Bank for International
Settlements . . . . . . . 14 39 167 196 193 196 217 || + 21
Total listed above . . . . |25,993 | 32,315 |34,881 |35,481 [35,861 |36,429 |37,096 | + 667
Other (excl. U.S.5.R.) 427 1,455 949 809 849 921 884 — 37
Estimated world fotal
(excl. U.S.S.R}" 26,420 |[33,770 |35,830 (36,290 | 36,710 |37,350 |37,980 | + 630

1 Pre-war Germany. 2 Reported holdings of the Bank of France only.
s End of 1046. & Beginning with 1945 estimates of the U.S. Treasury and the Board of Governors of the

Federal Reserve System.

7 September 1945.

8 June 1945.

? September 1955.

10 March 1946.

3 Beginning of March 1938. 4 April 1938.

11 |M.F. estimate for 1938, and Federal Reserve estimates for later years. Includes reported gold holdings,
unpublished holdings of various central banks and governments, and estimated official holdings of
countries from which no reports are received.
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increased their gold holdings by $60 million and $80 million respectively,
the latter addition making good the greater part of the decline in Mexicao's
holdings in 1954. The most notable loss of gold reserves — $50 million —
was that sustained by Cuba.

In 1955 the gold reserves of international institutions increased by
some $185 million. The main change was a rise of $95 million in the holdings
of the European Payments Union, which, as has already been explained on
page 153, partly reflected a fairly considerable increase in the use of gold
instead of dollars for the settlement of deficits. Furthermore, the holdings of
the International Monetary Fund increased by almost $70 million, mainly as
a result of net repurchases of domestic currencies by countries which had
previously borrowed from the Fund.

It 1s of some interest in this connection to consider the actual loca-
tion of the gold reserves of central banks and governments.

Every year since 1949, with the sole exception of 1952, countries other
than the United States have added to the net total of their gold holdings,
and until 1953 they left the greater part of their newly-acquired gold under
earmark in the United States. But following the sharp decline at the end of
1953 in the amount of newly-mined gold going into private hoards and the
reopening in 1954 of the London gold market, a number of countries began
to acquire the bulk of their new gold via London. As may be seen from the
following table, over 70 per cent. of the net increase in the gold reserves of
countries other than the United States during the past two years has consisted
of gold added to stocks actually held outside the United States. Hence there
have recently been notable changes not only in the ownership but also in
the physical distribution of gold. The same trend appears to have continued
during the first quarter of 1956.

Changes in official gold stocks of countries other than the United States.*

Changes in supplies held

outside the United States Changes in
Changes in total supplies
earmark%de Net | rt o;lﬁgru '::12?18
You Uhlica States | ftom (1) and | Increase b) - b ™
exports to (—) United States
the United States solircen
in millions of U.S. dollars
1946 — 470 - 310 + 510 + 200 — 270
1947 — 210 - 1,870 + 350 — 1,520 — 1,730
1948 + 160 — 1,680 + 370 — 1,310 — 1,150
1949 + 500 — 690 + 510 — 180 + 320
1950 + 1,350 + 370 + 430 + 800 + 2,150
1951 — 620 + 550 + 160 + 710 + 20
1852 + 300 — 680 + 310 — 370 — 70
1953 +: 1,170 -_ [} + 420 + 420 + 1,590
1954 + 330 - 20 + 630 + 610 + 940
1955 + 130 — 100 + 640 + 540 + 670

* Including international institutions but excluding the U.S.S.R.



Physical distribution of the world's monetary gold.*
In percentages.

100 100%
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* Including international institutions but excluding the U.S.S.R.

As regards the question of ownership, the United States still holds
rather more than one-half of the total monetary gold stock of the western
world. Its holdings, at $21.8 milliard, are equal in value to almost two
years'’ merchandise imports. Even though other countries’ short-term dollar
holdings have risen considerably in recent years, having attained a figure
of $13.6 milliard at the end of 1955, the gold stock of the United States
still exceeds the country’s total short-term liabilities by some 6o per cent.
— a position which must be regarded as unusually favourable for a country
with a major international money market and a currency in which is held
an important part of the rest of the world’s monetary reserves.

If account is taken both of gold and of short-term dollar hold-
ings, countries other than the United States (including international institu-
tions) are found to have possessed altogether an amount of $29.8 milliard
at the end of 1955. The following table, which is based on data given in
the Federal Reserve Bulletin for March 1956, shows the amount of gold
and short-term dollars held by individual countries or areas at the end of
1954 and 1955 and the total change during the year.

It will be seen from the table that there are considerable variations
from country to country in the relative proportions of gold and dollars in the
total reserves. Of the total holdings of Austria, for instance, over four-fifths
consisted of dollar assets at the end of 1955, whereas such assets constituted
less than 15 per cent. of the holdings of the Belgian-Luxemburg Economic
Union. Tradition and convenience seem to play a réle in determining the
composition of these holdings, but other factors, such as considerations of
earning power, also have an influence. If there is a persistent increase in the
monetary reserves of a country, as has been the case with western Germany
in recent years, it is not surprising that a fair proportion of the increase
should be converted into gold. Moreover, whenever foreign holders of U.S.



ey I58 =3

Gold reserves and short-term dollar balances
of countries other than the United States'
(including international institutions).

Estimated changes during 1955.

]
i Holdings at end of 1954 Holdings at end of 1955 Change
in total
Areas and countries during
Gold Short-term Gold Short-term
reserves dollars sl reserves dollars ifiztal 1999
] in millions of U.S. dollars
Western Europe other than the United Kingdom
Austria . .. ... .. 56 273 329 61 263 324 — 5
Belgium-Luxemburg“ B 891 148 1,039 1,046 151 1,197 4+ 158
Denmark . . . . . . .. 31 71 102 31 60 91 - 11
Finland:s ¢ = & ¢ o v 31 41 72 35 49 84 + 12
France? . - = v i o v 596 ° 732 1,328 8B1? 1,105 1,986 || + 658
Germany (western) . . . 626 1,373 1,999 920 1,454 2,374 + 375
Breecs . i o= ;0w & a4 11 113 124 11 174 185 + 61
Ralvi . sicamiawmsa 346 579 925 346 785 1,131 + 206
Netherlands?. . . . . .| 820 298 1,118 889 211 1,100 - i8
Norway. . « ¢« @ s v & 45 103 148 45 79 124 -_— 24
Porfugal® = e 458 102 560 460 140 600 -+ 40
Spaindi: - e 116 72 188 116 1056 221 + 33
Swaden: . & Gk 265 141 406 276 153 429 + 23
Switzerland. . . . . . . 1,513 672 2,185 1,597 751 2,348 + 163
Tuckey i 5 2 %5 3 &5 sl 144 8 152 144 9 153 + 1
Other western European I
holdings* . . . . .. 616 331 247 | 677 180 857 || — 90
Total . . . 6,565 5,057 11,622 7,635 5,669 13,204 +1,582
Other continental
European countries? 290 19 309 289 19 308 | — 1
Sterling area
United Kingdom®. . . . 2,550 640 3,190 2,050 543 2,593 | — 597
U.K. dependencies . . . - 103 103 - 88 88 - 18
Australia. . . . . . .. 138 48 186 138 75 213 + 27
Indial. oo il e e 247 87 334 247 73 320 - 14
South Africa. . . . .. 199 33 232 212 53 265 + 33
Rest of sterling area? . 106 89 195 116 104 220 + 25
Total . . . 3,240 1,000 4,240 2,763 936 3,699 — 5641
CAN A0 Al 1,080 1,536 2,616 1,141 1,031 2,172 — 444
Latin America. . . . . 1,835 1,838 3,673 1,853 1,936 3,789 4+ 116
£ T o G T e 0 O 631 1,592 2,223 650 1,963 2,613 + 390
All other countries . . 178 111 289 178 145 323 + 34
Total for all countries . 13,819 11,153 24,972 14,409 11,699 26,108 +1,136
International
institutions® . . .. 1,740 1,770 3,510 1,808 1,881 3,689 + 179
Grand total . ... .. 15,559 12,923 28,482 16,217 13,580 29,797 +1,315

-

Short-term doilar balances — which represent official and private holdings reported by selected banks in
the United States and include deposits, U.S. Treasury bills and certain other short-term assets — have
been recalculated by the Federal Reserve authorities to exclude U.S.Government bonds and notes maturing
within 20 months of the date of purchase. The latter and other foreign holdings of U.S. Government bonds
and notes, which are now reported separately in the Federal Reserve Bulletin, do not appear in the above
table but are summarised in the table on page 159. 2 Including dependencies.

Gold reserves of the Bank of France and French dependencies only. The figure for the end of 1955
reflects the publication by France of certain previously unpublished French gold reserves, which are
included for earlier dates in '‘Other western European holdings'.

Includes holdings of the Bank for International Settlements and the European Payments Union, gold to
be distributed by the Tripartite Commission for Restitution of Monetary Gold, and unpublished gold
reserves of western European countries.

Excludes gold reserves of, but includes dollar balances held by, the U.S.S.R.

Holdings of gold and U.S. dollars based on figures as reported by the British Government.

Excludes Ireland and lceland, which are included under ‘“‘Other western European holdings''.

Includes the International Bank for Reconstruction and Development, the International Monetary Fund, the
United Nations and other international organisations. Excludes the Bank for International Settlements and
the Eurogean Payments Union, which are included under '‘Other western European holdings'',

Source: Based mainly on the Federal Reserve Bulletin, March 1956.
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dollars consider that their dollar holdings in the form of deposits are suffi-
cient for current requirements, they tend to divert part of any further dollar
funds received into short-term earning assets, and even into medium-term
securities, in order to obtain an interest return on their holdings.

No figures are available showing for individual countries the break-
down of short-term dollar assets into official and private holdings, but the
Federal Reserve statistics do give overall data for these two types of holdings.
Of the total short-term dollar holdings of other countries (including inter-
national institutions) at the end of 1955, the official holdings of government
institutions accounted for some 51 per cent., privately-held balances for
35 per cent. and holdings of international institutions for about 14 per
cent. Almost $7 milliard of the total of $13.6 milliard consisted of bank
deposits, while the remainder represented holdings of various types of earning
assets, mainly Treasury bills.

As shown in the above table, the total gold and short-term dollar
holdings of countries other than the United States increased by $1,315 million
in 1955, or by $903 million less than in 1954. If, however, account is also
taken of other countries’ holdings of U.S. Government bonds and notes,
which have an original maturity of more than one year and about which
information was given for the first time in the Federal Reserve Bulletin of
March 1956, the gold and dollars gained by countries other than the United
States are found to have amounted to $1,845 million in 1955, or only
$381 million less than in 19354.

Gold reserves and dollar holdings
of countries other than the United States.

End of
Items 1953 1954 1955
in milliards of U.S. dollars
GoldiTesoves . . o« = 5 nea s ned s s G 14.6 15.8 16.2
Short-term dollar assets . , . . . ... ... 11.7 12.9 13.6
U.S. Government bonds and notes . . . . . 1.1 1.1 1.6
Totall . aode 5w v 20 @ ol s 27.4 29.6 31.4

The most remarkable feature of the pattern of gold and dollar gains over
recent years has been the large share of the total accounted for by countries
of continental western Europe, which together have more than doubled their
holdings during the six-year period covered by the graph on the next page.

The gains over the six years from the end of 1949 to the end of 1955
have been fairly widely distributed. By far the greatest increase was recorded
by western Germany, but in the case of that country the rise started from a
level which was virtually negligible. France and Italy have shown very
significant gains, particularly since the beginning of 1953. The increase
recorded by Switzerland has been modest over the last six years, but its
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1 Austria, Greece, Portugal, Spain and Turkey.

total holdings were initially much larger than those of any other country on
the continent, even disregarding differences in population. The reserves of the
Benelux countries, after rising sharply during 1952 and 1953, have shown
little further gain, but they are generally considered to be adequate for most
contingencies, including further moves towards convertibility. The northern
countries, on the other hand, have not as a group added very much to their
gold and dollar holdings over the period covered by the graph. They have,
however, paid increasing attention to the need for improving their external
position and a number of measures of a monetary and fiscal character have

2 Denmark, Finland, Norway and Sweden.

been taken to this end (see page 45 et seq.).
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For the first quarter of 1956 preliminary data indicate that the short-term
dollar holdings of countries other than the United States (including international
institutions) increased by $750 million to about $14.4 milliard. Western Europe
accounted for almost $4c0 million of this gain, while Canada’s holdings increased
by nearly $150 million and those of Latin America by about $115 million.

Information about gold movements is still fragmentary but the available data
suggest that the United States was, on balance, a very small net purchaser of gold.
Since it may be assumed that other countries continued to acquire gold from
other sources at a rate not much below that of the preceding year, the aggregate
gold holdings of these countries (including international institutions) probably rose
by at least $125 million during the first quarter of 1956. The combined gold and
short-term dollar holdings thus seem to have risen in this quarter by almost
$9oo million, which is a rate of increase well above that of recent quarters.

Owing to the considerable increase in multilateral settlements over recent
years it is important, in examining the changes in the gold and dollar reserves
of individual countries, to take account of other payments relations
than those directly with the dollar area. As far as the western European
countries are concerned, it has been necessary, in particular, to take into
account the gold and dollar settlements within the European Payments
Union. In the following table, the E.P.U. gold and dollar settlements of each
country are subtracted from the same country’s total gold and dollar trans-
actions in order to give an idea, by the residual, of the change in reserves
on account of all other transactions, i.e. mainly those with the dollar area
itself.

The table on the following page shows that over one-half of the total gold and
“ short-term dollar gains of western Germany, the Netherlands and Switzerland in the
years 1953—55 arose directly out of their surpluses within the E.P.U. In the case
of France, Italy and Portugal, on the other hand, deficits in the Union have
reduced net gains of gold and dollars from other sources, while Denmark, Norway
and Turkey have had to make payments in respect of E.P.U. deficits which have
more than offset gold and dollar gains on other account. The relatively large size
of the net E.P.U. payments of the different countries reflects in part the special
settlements negotiated in connection with the renewal of the Union in July 1954
and in part the 1955 increase, from 50 to 75 per cent., in the proportion of the
net deficits which must be settled in gold or dollars. The net surpluses and
deficits on ordinary account are the result not only of normal commercial trans-
actions but also of other dollar payments within the Union (e.g. as a counterpart
to transactions settled by means of transferable sterling). This is only one facet
of the evolution which is bringing the O.E.E.C. countries ever nearer to full
partnership in a world-wide multilateral payments system.

While the quotations for transferable sterling kept relatively close
to the official parity almost throughout 1955 (see page 127) and sterling
continued to be used as a trading currency to as great an extent as before,
there was a reduction in the total amount of the sterling balances both of
the rest of the sterling area and of the non-sterling-area countries.

The reason why the sterling-area countries drew down their balances was
that they had payments to make in their ordinary daily business which they could
not meet from other sources, more particularly since in 1955 there was no
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Changes in gold and dollar holdings of E.P.U. member countries.

Net changes in gold and dollar holdings through Total
N net changes
5 E.P.U. settlements ! Transactions in gold
Countries wng dn’:mr and dollar
and other 4
Ordinary Special 2 Total areas 3 holdings
in millions of U. S. dollars
Austria. . . . . v 1953 + 37 — + 37 + 58 + 95
1954 + 17 + 15 + 32 + 59 + 91
1955 — 49 + -] — 44 + 39 — B
Belgium-Luxemburg® . 1953 — 20 —_ — 20 + 83 + 63
1954 - 8 + 79 + 71 = 130 —_— 59
1955 + 100 + 43 + 143 + 15 + 158
Denmark . . . . . .. 1953 - 14 — — 14 + 40 + 26
1954 - 51 — 18 — B9 + 44 - 25
1955 — 17 — 10 - 27 + 16 -
France® . . . ., . .. 1953 — 257 -~ — 257 + 339 + 82
1954 — B4 — 69 — 153 + 432 + 279
1955 + 150 — 155 — 5 + 663 + 658
Germany (western) . . 1953 + 172 —_ + 172 + 362 + 534
1954 + 238 4 153 + 392 + 382 + 774
1955 + 191 + B85 + 276 + 99 + 375
Greece . ... ... 1953 - 2 — -2 + 57 + 55
1954 — 55 — — 55 -t 67 + 12
1955 + 45 — + 45 + 16 + 61
el o o siie & 5 5 1953 — 80 — — 80 + 237 + 157
1954 — 113 — 43 — 156 + 269 + 113
1955 — 88 - 15 — 113 + 319 + 206
Netherlands® . . . . 1953 + 40 — + 40 + 200 + 240
1954 —_ 5 + 47 + 42 + 21 + 63
1955 + 44 + 35 + 79 —_ 97 == 18
Norway . . .. ... 1953 - 21 —_ - 21 + 32 + 11
1954 — 33 - 15 — 4B + 25 — 23
1955 — 22 —_ 6 — 28 + 4 -_— 24
Porfugal® . . . . .. 1953 — 8 — — 8 + 103 + 95
1954 — 14 + 10 = 4 + 95 + 91
1955 — a7 + 2 — 35 + 75 + 40
Sweden . . .. ... 1953 + 6 - + 6 + 54 + 60
1954 - 50 + 35 — 15 -+ 86 + 7k
1955 — 11 + 13 + 2 + 21 + 23
Switzerland . . . . . 1053 + 69 — + 69 + 11 + 80
1854 + 55 4+ 45 + 100 - 48 + 52
1955 — 24 + 29 + 5 + 158 + 163
Turkey . i - e . 1953 + 2 — S 2 + = + 6
1954 - 72 - — 72 + 67 — 5
1955 — — — 47 + 48 + 1
United Kingdom® , . 1953 + 116 - + 115 + 571 + 686
1954 + 89 — 110 =2 + 197 + 176
1955 — 170 = 5 — 195 — 417 — 612
Totalsisie s el 1953 + ast - + 38 + 2,152 + 2,190
1954 — 87t + 130 + 43 + 1,567 + 1,610
1955 + 53¢ —_ + &3 + 962 + 1,015

The settlements effected during the calendar year are in respect of the period November to November.
The special gold and dollar settlements during 1954 and 1955 consist principally of settlements arising
in connection with the renewal of the E.P.U. as from 1st July 1954. Included in these settlements are
$130 million in gold and dollars received by creditor countries from the Union's own reserves, and also
the transfers resulting from bilateral repayments and amortisation instalments (see Chapter VIII).

2 Including international organisations other than the E.P.U, Calculated as a residual.

4 Reported gold and short-term U.S. dollar balances only (see table, page 158).

5 Including monetary areas.

& The operation of the settlement mechanism of the Union results in unequal net receipts and payments.

]
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United Kingdom: Sterling balances.*

Non-sterling-area countries Sterling-area countries
Oﬂ:er O.EEC Grand
End of Dollar western .E.E.C. British total
oA sl1pe|$lr; ct?i:r: Others Total coloniles Others Total
countries
in millions of £ sterling

1945 34 163 412 623 1,232 454 2,008 2,462 3,694
1948 19 135 370 531 1,055 556 1,809 2,365 3,420
1949 31 80 439 514 1,064 582 1,771 2,353 3,417
1850 79 45 395 492 1,011 735 1,999 2,734 3,745
1951 38 57 409 514 1,018 928 1,863 2,791 3,809
1952 34 6 320 394 754 1,032 1,647 2,679 3,433
1953 62 40 304 366 772 1,099 1,832 2,931 3,703
1954 a7 8 324 427 B56 1,223 1,823 3,046 3,902
1955 58 ) 290 413 770 1,281 1,691 2,972 3,742

* Excluding the sterling balances held by non-territorial organisations (mainly the International Monetary
Fund), which amounted to £469 million at the end of 1955.

net investment by the United Kingdom in the group of sterling-area countries
as a whole. As regards the non-sterling-area countries, the motive would seem
to have been of a somewhat different character: the doubts entertained in
some quarters from time to time in the course of 1955 regarding the strength
of sterling led certain of these holders to dispose of part of their sterling
assets and to postpone payments which had to be made to the United King-
dom. By the end of 1955 the total holdings of non-sterling-area countries
were down to £770 million, which must be very nearly the minimum amount
required for transactions in the case of a currency so widely used as an
international means of payment. The total of the sterling balances outstanding
at the same date was £3,742 million (= $r10.5 milliard); these represent part
of the working balances and also of the monetary reserves of the countries
concerned and are thus an important element in the world’s payments system.

* *
*

As regards the adequacy of monetary reserves, no single criterion
is decisive, since ultimately the value of a currency depends not so much
on the magnitude of the accumulated reserves as on the determination with
which it is upheld in a period of strain. One of the essential tasks of reserves
is to enable a country to “buy time” so that proper measures can be taken
and become effective. Since an important consideration in this connection is
the volume of foreign trade to be financed, it is relevant to examine the size
of the reserves in relation to the value of the foreign trade, and particularly
of the imports, of each individual country.

In relative terms, the northern countries have the smallest reserves —
a fact that has considerably influenced their policies in the last few years,
since they felt that their monetary reserves were in need of being strengthened.



Commodity imports compared with gold and dollar holdings.

Average Gold and short-term Number of

monthly imports dollar holdings months' imports covered by

Countries in_millions of U.S. dollars gold and dollar holdings
1953 1954 1955 1953 1954 1955 1953 1954 1955
Austria . . . .. . 45 54 74 238 329 324 5.2 6.0 4.4
Belgium-Luxemburg 202 212 236 906 878 1,035 4.5 4.1 4.4
Denmark . . . . . 83 o7 98 127 102 91 1.5 151 0.9
Finland . ..« « »: . 44 55 64 64 72 84 1.4 1.3 1.3
France . ... .. 347 362 394 1,005 1,291 1,842 2.9 3.6 4.9
Western Germany . 317 383 485 1,225 1,999 2,374 3.9 5.2 4.9
Greecs : . s 24 27 32 112 124 185 4.6 4.5 5.8
HalY: & o e o s 200 200 226 812 925 1,131 4.1 4.6 5.0
Netherlands . . . . 194 234 267 280 1,045 1,030 5.0 4.5 3.9
Norway . . . ... 76 85 91 171 148 124 2.3 17 1.4
Portugal . .. .. 27 29 33 433 520 560 15.7 17.8 16.9
Sweden . . . . .. 131 147 166 335 408 429 2.6 2.8 2.6
Switzerland . . . . 99 109 124 2,133 2,185 2,348 21.6 20.1 18.9
United Kingdom . . 780 788 907 3,009 3,190 2,583 3.9 4.0 2.9
United States*. . . 898 853 944 || 22,091 | 21,793 | 21,753 24.6 25.6 23.0

* Ratios based on gold holdings only,

The increase in the value of foreign trade, and thus also of imports,
has in a number of cases led, as may be seen from the above table, to a
reduction in the number of months’ imports covered by the gold and dollar
reserves — and this reduction has, of course, been more pronounced when
combined with a loss of reserves, as in the case of the United Kingdom. It
is of interest to note that at the present rate of expansion of the world
economy the increase in the aggregate gold and dollar reserves of central
banks and governments has not quite been able to keep pace with the
increase in the value of world trade.

In assessing the adequacy of reserves, it is a matter of great importance
whether the country in question has at its disposal sources of credit or foreign
assets other than those included in the monetary reserves and whether these
assets can be readily mobilised in case of need. There is no simple formula
by which the relative importance of these various factors can be appraised;
moreover the strength of a currency will largely depend, as it has always done,
not so much on the availability of reserves as on the way in which the
country in question is known to have coped with its difficulties in the past.

While each country must itself take whatever internal measures are
necessary to maintain the value of its currency, it may, during a crucial
period, derive considerable benefit from external assistance. There is no
doubt, for instance, that in the post-war years the foreign aid received from
the United States has played an important part in the process of re-
establishing the world’s monetary system. Useful service has, moreover, been
rendered by the credits granted and received within the European Payments
Union, which came into being in connection with Marshall aid; the total of
such credits was, however, never very large and, except in the first two vyears,
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has remained at more or less the same level. Under the proposed arrange-
ments for a European Fund, which will come into operation when the E.P.U.
is terminated, similar assistance will be available in a somewhat different
form, the total amount involved being $60o million. In a wider geographical
context, account must also be taken of the facilities available through the
International Monetary Fund and, in a more general way, through the
International Bank for Reconstruction and Development.

In recent years individual countries, while not denying the advantages
of being able to call upon international institutions, especially in a period of
emergency, have tended to try to build up their own monetary reserves,
which, whatever the circumstances, will have to serve as the first line of
defence in the safeguarding of their currency values. Disappointments and
setbacks have not been lacking, but perhaps the strongest ground for con-
fidence lies in the fact that in an increasing number of countries a fairly
high degree of monetary equilibrium, in both the domestic and external
sectors, seems now to have been reached. It is therefore possible that in the
near future there will be somewhat less strain than in the recent past and
that certain key countries will be able to build up their reserves to the point
necessary to provide them with a satisfactory margin of safety.
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VII. Money and Credit.

Looking back over the post-war period, it is clear that the progressive
return to flexible monetary policies has now brought to an end the era of
rigid credit conditions which dated back to the depression of the 1930s. But it
was not until 1955, when it became evident that the economic trend in the
United States had taken a decisive upward turn and that the boom prevailing
in Europe would not only continue but would also be supported by expansion
elsewhere, that monetary policy on both sides of the Atlantic — and in other
parts of the world as well — began to display a sufficiently high degree of
active flexibility to prove that an obstinate adherence to cheap money as
a matter of principle was truly a thing of the past. The measures adopted
in 1955 and the early months of 1956 were taken in the clear knowledge
that they were necessary to help to prevent inflationary pressures from
gathering strength in the present conditions of full employment of labour, of
plant and equipment and of all available savings.

While changes in official discount rates have been the most
obvious signs of modifications in credit policy, they have been supplemented
by a series of other measures, including open-market operations, changes in
(or the introduction of) cash-reserve requirements, the fixing of general credit
ceilings, the restriction of certain types of credit, the issuing of recommenda-
tions by the authorities to credit institutions, etc. It has furthermore been
found necessary in the majority of countries to reinforce the credit policy by
budgetary measures designed to check demand for consumption and invest-
ment purposes and to stimulate saving.

The table on the next page shows the changes in official discount rates
introduced between the outbreak of the Korean war in the summer of 1950
and the first week of June 1956.

During the period of nearly six years covered by the table western
Germany and the United States have each changed their official discount
rates nine times, while Austria has made eight changes and the United
Kingdom seven. Since the beginning of 1955 alterations have been particularly
frequent. In this short time the Federal Reserve System has made five
increases — each of 14 per cent. — in its discount rate, amounting to
1Y, per cent. in all, western Germany and the United Kingdom have both
raised their rates three times, altogether by 2% per cent., and New Zealand's
rate has been put up by 3 per cent. to 7 per cent. Similar or higher rates
are in force in Greece (9 per cent.), Iceland (7 per cent.) and Finland (mini-
mum 6% per cent.). The discount rate of the Swiss National Bank, on the
other hand, has remained at 1% per cent. since November 1936 and is
therefore still the lowest applied by any central bank.

Such changes as occurred in 1955 in the ratio between the money
supply and the gross national product, though slight, for the most



Changes in official discount rates since July 1950.%

Official Official Official
Country and discount Country and discount Country and discount
date of change rate date of change rate date of change rate
in % in % in %
Austria Finland New Zealand
10th dJuly 1935 3 3% 1st July 1949 , . . . . 5% 26th July 1941 5 1%
6th December 1951 . . 5 3rd November 1950 . . T% 13th April 1954 . . . . 3%
3rd July 1952. . . . . 6 16th December 1951 . 5% 26th November 1954, . 4
22nd January 1953 . . 5 1st December 1954 . . 5 Ist July 1955 . . . . . 5
26th March 1953 . . . 5 19th April 1956 . . . . 6% 5th September 1955 . . 6
24th September 1953 . 4 19th October 1955. . . 7
3rd June 1954 3% France
20th May 1955 4% 8th June 1950 2% Niforwey
17th November 1355. . 5 ;1:‘hN0clobte)r 1951 ¢ 3 gth January 1946 . . . 2%,
th November 1051 ... | 4 14th February 1955 . .| 3V
Belgium 17th September 1953 . 3%
Bth October 1849 . . . | 3% sty Pubrusey 1004, 50|l 908 oo drnuatrion
11th September 1830 33 2nd December 1954, . 3
plemue 0 b 13th October 1949, . . 3%
5th July 1951 . . . . . 3% | western Germany 27th March 1952 4
27th October 1950 6
29th October 1953 2% )
4th August 1955 3 29th May 1952 5 Spain
21st August 1952, . . 4y, 2ond March 1949 . . . 4
. 8th January 1953 . . . 4 1st July 1954 . . . . . 3%
Bolivia 11th June 1953 . . . . | a%
b i
4th February 1948 5 20th May 1954 3 —
30th August 1950. . . 6 4th August 1955 . . . 3!
x 9th February 1945. . . 2%
8th March 1956 . . . . 4%

Brazil 19th May 1956 5 1st December 1950 . . 3
S Fib o s 2 20th November 1953. . 2%
AL AL 19th April 1955 . . . . 33
14th October 1954 8 Greece g %

16th May 1955 & 12th July 1948 . . . . 12
1st January 1954 . . . | 10 Turkey
1st January 1955 9 st July 1936 . . . . . 4
i . 26th February 1951 . . | 3
f;Tthb;“:W 11:45:)' e ;/’ lceland 28th June 1955 . . . .| 4%
ol = ! 1st January 1948 . . . 6 6th June 1956 . . . . 6
15th February 1955 . . 14 ond April 1952 e
6th August 1955. . . .| 2 P oited Kingd
13th October 1955. . . | 2% || yndia nited Kingdom
19th November 1955. . 2%, 26th October 1939, . . 2
5th April 1956. . . . . 3 28th November 1935. . 3 8th November 1951 . . 2%
15th November 1951, . 3% 11th March 1952 . . . a
17th September 1953 . 3%
Ceylon ] tglend 13th May 1954 .| 3
28th August 1950. . . 2 23rd November 1943 2% 27th January 1955. . . 3%
b p BCE R B 25th March 1952 3% 24th February 1955 . . | 4%
11th June 1954 . . . . | 2}3 25th May 1954 . . . .| 3 16th February 1956 . . | 5%
19th December 1955. . 4
Chile 2pniMay, 1220 ] United States
o "M“"eh1ﬁ551' A e JiEae 13th August 1948. . . | 1%
are 2 Sth July 1948 . . . . . 5.11 st August 1850, . . | 134
= 1st October 1951 . . . | 5.84 ABtF. Janiary 1088, . o} ‘8
Costa Rica 10th August 1955 . . . 7.30 S5th February 1954. . . 1%
1st February 1950. . . 4 16th April 1954 . . . . 15
1st April 1954 . . . . 5 NGtherlands 15th April 1955. 1%
27th June 1941 . . . . 2% 5th August 1955 . 2
Denmark 26th September 1050 . | 3 ShP SeUfEntOR 1960 Coy | (1215
15th January 1946 . . | 3% 17th April 1951 . . . . | 4 ”’:” ’:"",‘:’"""" 1960, .| 24
4th July 1950 . . . . . EVA 22nd January 1952 . . 3% 13th April 1955 . . + . 2%
2nd November 1950. . 5 1st August 1952 . . . 3
23rd September 1953 . 4% 7th April 1953 : 14
23rd June 1954 . . . . BY% 7th February 1956 . . . =

* The last discount rate in force prior to July 1950 is also shown.
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part evidenced the application of monetary restraint (see the tables at the end
of this chapter). It is of interest to note that in many countries this ratio has
returned to more or less the pre-war level. The only marked exceptions to
this trend are to be found in Italy and Norway, where the ratio is now
much higher than before the war. In the case of Italy the higher ratio is
very likely a result of the rapid change that has taken place in the country’s
economic structure, which has led to increased holdings of money, especially
in the form of demand deposits; as for Norway, it seems that a considerable
part of the funds which before the war were held in the form of time
deposits have for technical reasons been transferred to sight accounts.

Since the devaluations of 1949 the increase in the money supply has
varied considerably from country to country, as is shown in the following
table.

Changes in the money supply.

Ohverall
X change
Countries 1950 1951 1952 1953 1954 1955 y g
in percentages

Austria. . s s e e G + 13 + 19 + 8 + 24 + 25 +: f + 128

Belgium . ... .. .. — 0 + 8 + 4 + 3 + 2 + 5 + 24

Denmark . . . . . ... + 0 + 2 + 6 + 6 - 2 + 2 + 15

Finland. . . . . . . .. + 13 + 39 -9 + 6 + 7 + 15 + 86

France . . . . .. ... T I + 18 + 13 it L + 14 + 13 + 120

Germany (western) . . . + 14 + 18 + 17 + 10 + 13 + 10 + 105

BAlY s v oo e i + 117 + 16 + 15 + 9 + 4 4+ 17 + 86

Netherlands . . . . . . - 6 + 3 + 10 + 6 + 6 + 9 = 37

Norway . ... . ... - 2 + 12 + 5 + 4 + 4 - 1 4+ 22

Swedan i v . isia s . + 6 + 19 + 4 + 4 + 2 + 0 + 40

Switzerland . . . ... + 3 + 4 + + 4 + 3 + 32 4+ 23

TUTKOY s a) s o = (ariin) (o 15 + 20 + 13 + 26 + 25 + 9 5

United Kingdom . . . . + 2 + 1 + 0 + 3 + 3 - 0 + 10

United States . . . . . +. & + 6 + 4 + 1 + 3 + 3 + 24

Canada ........ + 10 - 0 + 7 -1 + 6 + 6 + 31

In the United Kingdom the money supply did not increase at all in
1955 and in the United States it rose by only 2.8 per cent. — which,
particularly in view of the prevailing boom conditions, is indicative of the
effectiveness of the measures taken in the two main Anglo-Saxon countries to
prevent excessive monetary expansion.

It is true that in a number of cases, as may be seen from the following
table, the credit policies pursued might not appear to have had any
immediate influence on the level of domestic prices* or on the balances of
payments.

* The effects of the restrictive credit policies on world-market prices seem to have made themselves
felt rather rapidly (see page 8).

t|‘



Changes in the money supply, prices
and the balance of current payments in 1955.

” | Average of \nah?:‘esale
: oney supply prices and the Balance of payments
Countries cost of living on currentpagcuunl

in percentages

United Kingdom . . . . . - 0 + 3.9 deficit
SWedaN Uatiat v ie: & wise + 0 + 3.6 "
Austria ..« « w0 0 von e + 1 + 23 "
Germany . . .« .+« . . + 10 + 1.8 surplus
France . . . . . .. ... + 13 + 05 "
Finland. . . . ... ... + 15 — 2.2 "

In time, however, the limitation of the growth of the money supply
increasingly tends to make its effects felt both on the level of domestic prices
in the countries concerned and on their external position, since in the end
the value of money, like that of every commodity, is bound to be determined
by 1its relative scarcity.

In the Introduction a general review has been given of recent develop-
ments in the field of credit in the United States. It has been shown
how the monetary authorities in that country have changed over from
the policy of cheap and easy money pursued in 1954 to one of increas-
ingly rigorous restraint, culminating in April 1956 in an increase in the

United States: Industrial production and money rates.
Monthly averages.
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official discount rates to 234 per cent. (actually two Federal Reserve banks
raised their rates to 3 per cent.). As may be seen from the graph on the
preceding page, the movements of interest rates, as influenced by credit policy,
were closely related to the changes in the tempo of economic activity.

In addition to the increases in the official discount rates, the U.S. author-
ities carrled out open-market operations designed to exert a steady pressure on
the economy without, however, impairing the dynamic forces at work, with the
result that by mid-November 1955 the amount borrowed by the member banks
from the Federal Reserve banks exceeded the total of their excess reserves by
nearly $6oo million,

The direct cause of the reduction in the banks’ liquidity was the large
increase in their loans, even though this was offset to the extent of about two-
thirds by a decline in their holdings of securities.

United States: Loans and investments of commercial banks.

Change in Amount

outstanding

Items at the end of

1953 1954 1955 1955
in milliards of dollars*®
Loans to

Businesa . = . - iiE El e e e e s — 0.7 - 03 + 6.4 33.2
Real estate. . . . ... .. . cia. i + 1.0 + 1.7 + 2.4 20.8
CONBUMBIE' & < v '« )& = &)« & fw) o = il o s + 1.5 — 0.2 + 2.0 12,7
(03017 SN T e e e e + 1.8 + 1.8 + 1.3 17.0
Total loans . . . . . + 3.4 + 2.9 + 12.0 82.6
Investments in securities (mainly government) + 0.6 + 7.2 - 7.0 78.3
Total loans and investments . . . . . . + 4.1 + 10.2 + 5.0 160.9

* Totals may not add up because of rounding and the deduction of valuation reserves.

After declining for two successive years, commercial loans expanded consider-
ably in 1953, being needed by business to finance additions to commodity stocks
and work in progress, by purchasers of real estate, and by consumers for their
increased buying of durable goods. Since the banks sold $7 milliard of securities,
largely to enterprises and individuals, the increase in both time and sight deposits
held with the banks was smaller than in 1954, notwithstanding the large volume
of loans granted by them. As the banks’' liquidity diminished, the market for
“Federal funds” (i.e. the market on which the excess reserves of member banks
are dealt in) became narrower, so that, especially in the autumn, the rates quoted
repeatedly rose to the level of the official discount rate, as did also the rate for
three-month Treasury bills.

Despite the massive sales of government securities by the banks, capital-
market yields remained more stable than money-market rates, one important
reason for this being that the U.S. Government refrained in 1955 from increasing
the amount of debt which had to be taken up by the public. There was, it is
true, a rise of $2 milliard in the public debt, but the whole of this was absorbed
by government agencies and trust funds.

In the course of 1955 there was an impressive narrowing between the rates
not only for government paper but also for private paper. While the rate for
prime commercial paper (four to six months) rose from 1.31 per cent. to 2.99 per
cent. between December 1954 and December 1955, the average yield of corporate
bonds only moved up from 3.13 per cent. to 3.33 per cent.
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United States: Interest rates in the money and capital markets.

U.S. Government securities comsrng:ciz-i;?rg':\per Average yield of
Foaeree i
Fed [img - com-
Averages | aiscount | Funds | e[ 9 to 12 | BRGSO |panere: | cor | mon
in rate Pa month and paper | accept- orate | indus-
(New York) issues | 155U€5 | over | 4to 6 | ances | °onds | tral
months stock
in percentages
1052 4th quarter 1.75 1.64 1.92 1.92 2.73 2.31 1.75 3.20 5.32
1953 4th  ,, 2.00 117 1.49 1.62 2.82 2.37 1.88 3.41 5.56
1054 4th 1.50 0.78 1.04 1.02 | 2.55 1.31 1.25 3.13 | 4.27
1955 1st " 1.50 1.13 1.26 1.42 2.69 1.61 1.36 3.18 4.14
2nd ,, 1.50-1.75 1.32 1.51 1.71 2.76 1.97 1.43 3.22 3.3
3rd 1.75-2.25 1.81 1.86 | 2.05 | 2.89 | 2.33 1.75 328 | 3.72
4h 225250 | 2.28 | 235 | 234 | 285 | 283 | 228 | 3.31 | 395
1956 1st  ,, 2.50 2.38 | 2.38 2.44 | 2.86 | 3.00 | 2.40 3.20 | 3.90

In 1955, in contrast to 1954, an exceptionally large volume of external funds
was required by non-financial corporations (i.e. mainly industrial and commercial
firms), even though they had greater internal resources at their disposal.

Monthly averages.

United States: Interest rates in the money and capital markets.
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The total amount of funds utilised in 1955 by the non-financial corpora-
tions was $40 milliard, or twice as much as in the previous year. Retained
profits and depreciation allowances supplied 26 per cent. more in 1955 than
in 1954, but the most remarkable increase was that in the total of external

funds, which rose from $1.2 milliard
About 70 per cent. of the available funds was

used for

in 1954 to $15.6 milliard in 1955.

investment in

fixed assets and inventories, while the remainder was needed to finance an

increase in trade receivables (i.e. the

amount by which credit granted to

customers exceeds that received from suppliers) and to build up larger cash
reserves and other liquid assets.
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United States:
Sources and uses of funds obtained by non-financial corporations.

1952 1953 1954 1955
Items preliminary

in milliards of dollars

Sources of funds

Internal
Retained profits . . . . ... ... .. 6.4 6.8 6.2 9.6
Depreciation allowances . . . . . . . . 10.4 11.7 13.1 14.8
Total internal funds . . . . . . 16.8 18.5 19.3 24.4

External
Capital market and mortgages . . . . . 8.1 7.5 7.0 71
Bankiloans . ..o o s w0 ina w e s 2.4 — 0.4 — 2.0 3.4
OhBI s ive it o aniat % votler & (il % Zate — 0.5 2.1 — 3.8 5.1
Total external funds . . . . . . 10.0 9.2 1.2 15.6
Total sources of funds . . . .. ... 26.8 27.7 20.5 40.0

Uses of funds

Investments
In plant and equipment (gross) . . . . 22.4 23.9 22.4 24.5
Indnventorles . .. ¢ . soa e s . 0.9 2.6 — 2.8 3.6
Total investments . . . . . .. 23.3 26.5 19.6 28.1
Net receivables . . . . . ... ..... 3.1 0.7 2.0 6.9
Cash, securities, etc. . . . . ... . .. 0.4 0.5 — 1.1 5.0
Fotaliuses of Tundal. -2 . e e e 26.8 27.7 20.5 40.0

In the United Kingdom the overall budget deficit went up from
£68 million in the financial year 1954-55 to £L141 million in 1955-56 and
in addition the authorities had to find substantial amounts to cover those
requirements of the nationalised industries which took the form of new issues
of stock guaranteed by the Treasury. Total claims met by the capital market
and by the domestic banks were also enlarged by the increased demand for
finance by the private economy at a time of boom and by sales of securities,
Treasury bills, etc. by overseas holders who were running down their sterling
balances. The sterling accruing to the Exchange Equalisation Account from
sales of foreign exchange reduced the amount which the Treasury needed to
borrow from the market but, even so, the situation was characterised during
most of the year by considerable tension. It is true that in the financial year
1955-56 the total amount of Treasury bills outstanding was reduced by
£145 million, but the London clearing banks had to increase their holdings
by £97 million, while at the same time they cut down their holdings of
other government securities (which account for almost the whole of the item
“Investments” in their returns) by £288 million.

In 1954-55 a decline in the public-sector assets had been more than offset
by an expansion of credit to the private sector and net deposits had in fact
increased by £129 million. In 1955-56 an even greater decline in the public-
sector assets was accompanied by a reduction in credits extended to the private



London clearing hanks:
Changes in selected items from the monthly returns.

Liabil-
itios Assets
12-month Public sector Private sector
period
from Net
mid-March | deposits || Money at
call and | Treasury Invest- o
. ahiort bills Mants Total Advances Bills Total
notice
in millions of £ sterling
1952—53 + 158 — 54 + 277 + 187 + 410 — 148 — 107 - 255
1953—54 + 168 - 4 + 40 + 147 + 183 — 38 + 14 — 24
1954—55 + 129 — 30 — 146 + 12 — 164 + 264 + 33 + 297
19565—56 - 311 - 11 + 97 — 288 — 202 — 119 + T - 112
Amount
outstanding 5,828 427 046 1,993 3,366 1,905 123 2,028
at mid-March
1956

* Including advances to nationalised industries.

sector, with the result that net deposits, which constitute the greater part of the
money supply, fell by no less than £311 million.

Not all the various groups of bank customers were affected in the same way
by the reduction in advances which was started in the middle of 1955 at the
government’s request (see pages 37-38). The decline in credits outstanding was due
to a great extent to the repayments made by the nationalised industries out of
the proceeds of long-term issues, but there was also a reduction in advances to
local authorities and an even greater one in advances to the barrowers classified
as ‘‘Personal and professional”’, “‘Stockbrokers” and “Other financial”, which, as a
group, at the end of February 1956 were down by £67 million, or about 11 per
cent., compared with their level at the end of February 1955. The group “Indus-
try and trade”, on the other hand, received additional advances amounting to
£49 million, almost the whole of which was accounted for by the engineering,
shipbuilding and iron and steel industries.

From the summer of 1955 onwards the liquidity ratio of the banks was well
above the conventional 30 per cent.; this was partly, no doubt, the result of
decisions taken earlier in the vyear, when the ratio was within a fraction of the
conventional minimum, and partly a compliance with the authorities’ request.

As far as the credit measures were concerned, the increase in Bank rate from
3 per cent. in January 1955 to 5% per cent. in February 1956 was accompanied
by a rise in interest rates in other parts of the credit structure. The Treasury
doubled the rate on tax-reserve certificates, which is now 3 per cent. (tax-free),
and the rates charged on loans granted by the Public Works Loan Board were
increased in five stages, the rate on loans for a period of over fifteen years having
gone up from 4 to 5% per cent. and that on loans for up to five years from
3'/s to 5%s per cent. The shorter loans are thus more expensive than the longer
ones; the rates for both have now reached their highest level since the early 1g20s.

Restrictions on hire-purchase credit, which had been lifted in July 1954,
were reintroduced in February 1955. In July 1955 the minimum cash payment for
instalment purchases of a wide range of durable consumer goods was raised from
15 to 33% per cent.; and in February 1956 it was raised again from 33% to
50 per cent., while the minimum cash payment for such goods as had not been
affected by the previous increase was changed from 15 to 20 per cent.



The regulations concerning the scrutiny of new issues by the Capital Issues
Committee were also tightened, the upper limit for exemption being lowered in
March 1956 from £50,000 to £10,000.

New capital issues (excluding government issues) amounted in 1955 to
£567 million, which is fully 20 per cent. more than in 1954 and also more in
real terms than the average for the years 1933-38. Most of the new borrowing
in 1955 was for the account of public bodies, including, in particular, the national-
ised industries, the total of whose issues during the year amounted to £295 mil-
lion, compared with £206 million in 1954. Even though these issues are backed
by a government guarantee, a considerable proportion of the securities in question
had to be taken up by government departments, which in their turn had to
obtain an appreciable part of the funds needed by selling short-term government
paper. It was because of this that the step was taken in April 1956 of trans-
ferring the capital requirements of the nationalised industries to the budget by
including them in the ‘‘below-the-line” expenditure.

During the first quarter of 1955 interest rates converged in a remarkable
fashion, in that the maximum spread between the rate earned on three-month
Treasury bills and the yield of industrial debentures, which had still been as much
as 3 per cent. at the end of 1954, was reduced by March 1955 to less than 1 per cent.

United Kingdom: Short and long-term rates.
Monthly averages.
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It is clear from the above graph that the spread remained very small through-
out the period from April 1955 to April 1956.

The authorities’ determination to fight inflation by general measures
rather than by direct controls is evidenced by the appreciable increase in
rates from 1955 to 1956. The result has been that Treasury bills and short-
term bonds have become very attractive to both domestic and foreign investors.
The rates shown in the last column of the table (those for the end of April
1956) already reflect the reaction of the market to the measures taken in
February and to the new budget. Though the announcement of the budget
proposals led to no very striking change in either direction, it would seem

o

iy



United Kingdom: Interest rates and yields.

End of April

Items 1952 | 1953 1954 [ 1955 1956

in percentages

Bank of England

Bankirafalsisine 35 5 5 A s Bk e 4.0 4.0 3.5 4.5 5.5
Market rates

3-month Treasury bills. . . . . . . 2.31 2.38 2.06 3.91 5.03

3-month bank bills, . . . . . ... 3.0 3.0 2.12 3.94 5.14

3-month fine trade bills . . . . . . 4-5 4-5 3-3.5 4.25-4.75 6-6.5
Bank deposit rates. . . . . . .. 2.0 2.0 1.75 2.5 3.5
Public Works Loan Board

{over 16/ Y8aras) . . . « wis < 3 4 s 4.25 4.25 4.0 4.0 5.5
Government securities (yield)*

2% 9% Savings Bonds 1964-67 . . . 3.98 3.62 3.34 3.83 4.93

2% COnBOI® « . < v o 0w aie 4.18 4.16 3.75 4.08 4.57

3%% Warloan . .. ....... 4.50 4.35 4.01 4.27 4.79

* Yields calculated to latest date for savings bonds. For consols and war loan flat yields.

that for some weeks the volume of transactions increased, and that sales
to the market by the authorities in the form of new issues of government
stock and of sales of securities already in departmental portfolios rose in a way
that indicated a noteworthy growth in the absorptive capacity of the market.
But towards the end of May there was again a distinct weakening in the
quotations of gilt-edged securities.

In the comments on the table showing the formation of the money
supply in France (see Chapter II, page 64) it was mentioned that in
1955 practically no new money was created on government account, the
situation of the Treasury having become fairly easy as a result of the
increase in liquidity connected with the substantial addition to the gold
and foreign exchange reserves. There was, on the other hand, an increase
of Fr.fcs 478 milliard in the total of credits extended to the economy
(including both private and nationalised industries). As may be seen from
the following table, the expansion of medium-term credit continued at a
high rate, with the result that by the end of 1955 this form of credit was
equal to one-quarter of the total of bank credit to the economy.

France: New bank credit to the economy.

Amount
outstanding
ltems 1952 1953 1954 1955 at the end of
1955
in milliards of French francs
Short-term bank credit . . . . + 164 + 143 + 169 + 319 2,493
Medium-term bank credit. . . + 202 + 104 + 173 + 159 845
Total . . . + 366 + 247 + 342 + 478 3,338
Amount refinanced at the
Bank of France . ... .. + 168 + 54 + 124 + 140 1,262
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In 1955 the Bank of France refinanced Fr.fcs 140 milliard of the new credit
granted to the economy. In absolute figures this was more than in 1954, but in
relation to the total volume of new credit extended the amount refinanced in 1955
was equal to 29 per cent., compared with 36 per cent. in the previous year. Out
of the total of Fr.fcs 3,338 milliard outstanding at the end of 1955, Fr.fcs 1,262 mil-
liard had been refinanced by the Bank of France.

The increase in monetary savings amounted in 1955 to Fr.fcs 865 milliard,
l.e. 3.6 per cent. more than in the previous vear. In 1955 liquid savings again
exceeded those directly invested on the capital market; there was, in particular,
a marked increase in the formation of savings in the form of time and savings
deposits.

France: Formation of new savings.

Items 1951 1952 1953 | 1954 1955
in milliards of French francs
Liquid savings
Increase in time and savings deposits . . 98 143 225 251 317
Increase in reserves of life-insurance
companies . . . . . . 4 v e e w e a . 56 61 57 75 83
Short-term Treasury paper bought by the
PSS Gem e oo 0 oemee S0 s O G 80 77 92 174 156
Total of liquid savings . . . . . . . 234 281 374 500 556
Capital-market issues by
Public authorities . . . . <« oo o v b 19 238 93 192 162
Nationalised industries . . . ... .. .. 24 31 62 70 49
Private/buBINass. &) 5 <50 & o e £k 4 5 e 61 81 96 137 210
Total capital-market issues (gross). 104 350 251 399 421
Less: repayments and double items. . . . 51 102 51 64 112
Net total of invested savings . . . . 53 248 200 335 309
Total new savings . . . . .. ... ... 287 529 574 835 B65

There was also quite a substantial increase in private issues on the capital
market, while issues of loans by the public authorities and nationalised industries
were considerably smaller than in 1954. The decline in public issues was doubt-
less due to the fact that the Treasury continued to absorb most of the liquid
savings available either by borrowing direct from the savings banks or through its
sales of Treasury paper to business firms and individuals.

The parallel expansion in savings and in the money volume has led
to an all-round increase in liquidity, affecting the business community and
the Treasury as well as the banks. This in turn has exerted pressure on
interest rates, so that, although the official discount rate has remained
unchanged, the general level of rates has undergone a slow but steady decline.

The Crédit Foncier de France, which is the government’s agent for
the granting of ‘“special housing loans” (amounting in 1955 to Fr.fcs
220 milliard) and which also plays an important réle in connection with
the extension of mortgage loans generally, reduced the interest rate for such
loans from 8.50 to 7.35 per cent. between the beginning of 1954 and
the beginning of 1955. There have, of course, been minor variations in the



France: Rates in the money and capital markets.
End-of-month figures.*
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trend of interest rates; since the middle of 1955, for instance, the yield of
shares has risen somewhat, but this increase must be regarded primarily as
a technical reaction to the previous stock-exchange boom.

In examining the following tables concerning the money supply and the
amount of funds received and credits granted by credit institutions in
western Germany, it must be remembered that the figures do not relate
solely to the commercial banks, as is often the case in other countries, but
also include savings, mortgage and postal banks and other specialised credit
institutions. The assets of commercial banks actually account for only 25 per
cent. of the total assets of all the institutions which make up the credit

system,

In 1955 the money supply increased by 10 per cent, compared with a
growth of 10%% per cent. in the real national product. Notwithstanding the accumu-
lation of cash reserves by the Federal Government, a deterioration in the budgetary
position of the Linder, whose capital expenditure grew considerably while their
tax revenue remained more or less stationary, caused the public authorities to
borrow a net amount of DM 1.5 milliard from the credit institutions; but this
increase may be said to have had a counterpart in the net decline in “Other
items’’, so that it did not, in fact, influence the money supply. Much more
important was the growth of DM 1.9 milliard in the gold and foreign exchange
reserves. There was, however, a rise of no less than DM 12.3 milliard in credit
to the prlvate economy, which in turn was offset to the extent of DM 1r1.5 mil-
liard by an increase in savings deposits and other long-term funds.
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Western Germany: Formation of the money supply.

Amount
oudt-
standing
ifbms 1952 1953 1954 1955 St
end of
1955
in milliards of Deutsche Mark
Changes in money supply
CUITBNCY. o oow s e 1 5 v 3 e tos & 1o 0dk & % + 1.5 + 1.1 + 0.8 + 1.3 14.1
Sight deposits (private) . . . . . . . . .. + 0.7 + 1.0 + 2.2 + 1.4 15.0
(LT G + 2.2 + 2.1 + 3.0 + 2.7 29.1
Changes in corresponding items

Credit to public authorities (net) . . . . . — 0.6 — 0.9 — 0.3 + 1.5 — 0.6
Credit to the private economy . . . . . . . + 7.8 + 8.8 + 11.3 + 12.3 66.0
Total credit. . . . + 6.9 + 7.9 + 11.0 + 13.8 65.4
Gold and foreign exchange . . . . . . . . + 3.1 + 3.6 + 2.9 + 1.9 12.6
Otheritems . . . . . ... ... ..... — 0.5 — 0.4 + 0.2 — 1.5 7.8
+ 9.5 + 11.0 + 14.1 + 14.2 85.8

Less: increase in savings deposits and
other longer-term funds . .. ... .. - 7.3 — 89 — 11.1 - 11.8 — 56.7
Total . . ... ... + 2.2 + 2.1 + 3.0 4+ 2.7 29.1

During the four-year period 1952-55 new bank credit extended to the
private economy amounted to DM 40 milliard, while time and savings deposits
and other longer-term funds received by the credit institutions totalled nearly
DM 39 milliard. As the public sector had, on balance, no recourse to the banks
during this period, and as the amount of credit granted in the private sector was
only DM 1 milliard more than the savings received, it is not surprising that the
rise in the money supply — about DM 10 milliard — was fairly closely matched
by the slightly larger increase — of DM 11% milliard — in the gold and foreign
exchange reserves.

The table on the following page gives some details of the funds received
and credit granted by all credit institutions.

It is apparent that, on balance, no short-term funds have been used for the
granting of longer-term credits. In each of the three years 1952-54 the total
volume of funds received by the credit institutions was considerably in excess of
the amount of credit granted, so that the liquidity position of these institutions
was Improved and money-market rates tended to decline. But in 1955 the trend
was reversed. Compared with 1954, new credit granted increased by DM 1.5 mil-
liard, while the total of fresh funds received fell by about the same amount,
with the result that, for the first time since 1g51, the amount of new credit
extended exceeded the total of new funds received.

The tension thus appearing led the Bank deutscher Linder, in the course
of 1955, to reverse the policy it had been following since the spring of 1952,
which had been characterised by the lowering of the official discount rate, in
five stages, from 6 to 3 per cent. and an easing of the minimum reserve require-
ments. The bank's first step in implementation of the new policy was to reduce
the liquidity of the money market by means of open-market sales of Treasury
bills and non-interest-bearing Treasury bonds. Both in May and June 1955 the
amount sold came to over DM 200 million.

-



Western Germany: Funds received and credit granted by all credit institutions.*

Amount
tandi
o standing
{tama 1952 1953 1954 1955 at the
end of
1955
in milliards of Deutsche Mark
Funds received
Afmlght e v S i el 2 e 5 G o 1.3 2.4 3.7 2.6 23.7
At longerterm . . . . . ... ... .,.. 8.1 10.1 11.5 11.1 61.0
Total of funds received. . . 9.4 12.5 15.2 13.7 84.7
Credit granted by
The central-bank system . . . . .. ... — 0.6 — 0.1 - 0.1 0.3 1.0
Other credit institutions
Atshortterm .. < v v v o . 5w s 3.5 2.7 3.3 2.6 29.2
At medium and long term . . . . ... 4.6 6.8 7.7 9.9 40.8
Purchase of securities . . . . . . . .. 0.4 1.1 2.1 1.7 6.4
Total for other credit institutions . . . . 8.5 10.6 13.1 14.2 76.4
Total of credit granted . . . 7.9 10.5 13.0 14.5 77.4

* The figures given are gross amounts and consequently the amounts included in respect of the public
authorities, comprising as they do both their deposits with and their borrowing from the credit system, do
not correspond to the net figures given in the previous table. Moreover, the figures for funds received at
sight include deposits of public authorities temporarily invested in equalisation claims.

The next step was taken on 4th August 1955, when the official discount
rate was increased from 3 to 3% per cent., and as from 1st September 1955 the
minimum reserve ratio for all credit institutions was raised by 1 per cent., result-
ing in the sterilisation of an additional amount of over DM 450 million. The
credit institutions were consequently compelled to borrow from the central-banking

Western Germany: Interest rates.
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system; in the four months from September to December 1955 such borrowing
amounted to DM 2.5 milliard and by the end of December 1955 the level of
borrowing was already somewhat in excess of that of deposits; by mid-March 1956
(owing to further open-market sales by the Bank deutscher Linder) borrowing
exceeded deposits by over DM 1.6 milliard.

As from 8th March 1956 the Bank deutscher Linder again raised its official
discount rate — this time by 1 per cent. to 4% per cent. But since the boom
conditions still continued and the demand for credit became even stronger the
official discount rate was once more increased, with effect from 19th May 1956,
by 1 per cent. to 5% per cent.

As a result of all the monetary difficulties which have arisen in connection
with the two world wars, the establishment in recent years of a properly func-
tioning capital market in western Germany has proved to be no easy matter. It
is true that in each of the years 1954 and 1955 securities for an amount of some-
what over DM 5 milliard were sold in the market, but a considerable part was
still purchased by the credit institutions, which in 1955 took up no less than
57 per cent. of the total of newly-issued fixed-interest-bearing securities.

Western Germany: Securities sold since the monetary reform.

Governmen|t, - -
communal ortgage ndustrial
Period and bonds bonds Shares Total
other debts
in millions of Deutsche Mark

1948 (second half) . . . . 2 6 10 1 19
b2 R S GG 473 201 96 41 811
1880 _wie v v @ st v wue 413 211 53 51 728
3 £ - S 218 468 62 165 213
TA82 . S0 5 i e Bne s e 799 628 130 259 1,816
T8 G e 1,462 1,043 396 269 3,170
78 5 e S G o oo 1,661 2,239 791 453 5,144
VTS SRR e o 0o 1,867 1,382 432 1,655 5,236

Total 1948-55 . . . . . 6,894 6,178 1,971 2,794 17,837

In 1955 the amount of mortgage bonds sold was some DM 850 million
smaller than in 1954. This decline is mainly explained by the fact that the
tax privileges previously granted in respect of these bonds were withdrawn as
from the beginning of 1955. On the other hand, the amount of share issues
in 1955 was more than three times as large as in the preceding year. It is
probable that once the authorities have succeeded, by means of their present
restrictive monetary policy, in overcoming what still remains of the inflation
mentality, the most important condition for a steady revival of activity on
the capital market will have been fulfilled.

In Italy, as in western Germany, a considerable part of current
saving takes the form of bank deposits. In recent years time and savings
deposits have increased about twice as much as demand deposits.

In examining the table on the following page some allowance has to be made for
the fact that there was an exceptionally large increase in time deposits during 1954 —
at the expense of the other types of deposits — as a result of the conclusion in

L]
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Italy: Formation of the money supply.

1952 1953 1954 1955
Items
in milliards of lire
Changes in money supply

CUMICY v s v o ow moew w0 4 8 e w + 114 + 89 + 96 + 142
Demand deposits . . . . . . ... .. .. + 326 + 2156 + 46 + 256
otal T e e + 440 + 304 + 142 + 398

Changes in corresponding items
Bank credit to the economy. . . . . . . . + 688 + 679 + 605 + 690
Bank credit to the government . . . . . . + 281 + 279 + 279 + 267
Total bank credit . . . + 969 + 958 + 884 + 957
Gold and foreign exchange . . . . . . . . - 25 - 29 + 4 + 59
Other JtemB o &+ v o = e o varle el on o - 15 — 75 — 115 — 98
otal ety e e + 929 + 854 + 773 + 918
Less: increase in time and savings deposits — 489 — 550 — 631 — 520
Grand total . . . . . + 440 + 304 + 142 + 398

that year of a new interbank agreement which accorded time deposits favourable
treatment. A certain correction for the shift which thus occurred may be obtained
by adding together the figures for 1954 and 1955 and taking the average for the
two years.

If the figures for 1955 alone are taken, the money volume is found to have
increased by over 10 per cent., which compares with a 7 per cent. growth in the
real gross national product; if, however, an average is struck between the figures for
1954 and those for 1955 the increase in the money volume also works out at
roughly 7 per cent. In 1955 the increase in bank credit was not exceptionally
large, and Lit. 59 milliard was added to the gold and foreign exchange reserves.

Italy:
Changes in deposits with credit institutions, including the postal system.
Total
Savings Time savings Sight Total
Year deposits deposits and time deposits deposits
deposits

round figures, in milliards of lire

1982 S v et w e e e + 200 + 285 + 485 + 365 + 850
L + 190 + 360 + 550 + 295 + 845
1984 ii: s = s — 165 + 795 + 630 + 20 + 650
JOEE B0 ¢ 4 ad ot i + 90 + 430 + 520 + 280 + 800
Amount outstanding

at the end of 1955 . . . . 1,300 2,960 4,260 2,535 6,795

Italy’s economic expansion has progressed at a fairly even rate in recent
years and there has at no time been any real tightness or excessive liquidity in
the money and capital markets, The authorities have not resorted to changes in
the official discount rate or to alterations in the minimum reserve requirements.
The official discount rate has remained at 4 per cent. and the minimum reserve
ratio has been kept at 25 per cent. of total deposits; but there has been a rise
in the level of long-term rates, as is illustrated by the increase in the yield on
government securities from an average of 6.23 per cent. in December 1954 to one
of 6.67 per cent. in March and Aprl 1956.
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The authorities have been concerned, above all, to take advantage of the
close ties existing between the central bank and the other credit institutions in
order to ensure the prompt correction of temporary disequilibria affecting the
liquidity of the market. This task has to some extent been facilitated by the fact
that the commercial banks have not been asked to grant credit to the government,
whose needs are covered by the flow of savings passing, mainly through the
postal system and the capital market, into government channels.

Italy: Origin of new financial resources.

ltems 1952 1953 1954 1955
in milliards of lire

Internal sources
Funds supplied by the banks . . . . . . 9269 958 884 957
Funds supplied by the capital market. . 283 422 482 549
1,252 1,380 1,366 1,506
Counterpartfunds . . . . .+ ¢ ¢ o o 143 74 20 20
O tal T e 1,395 1,454 1,386 1,626

Used by

Public sector . . . . . . . . . . ... 488 457 429 448
Private economy . . . . . . . . ... . . 907 997 957 1,078

There has been a steady expansion in the volume of savings invested on
the capital market (either directly or via specialised credit institutions and
life-insurance companies), so that the supply of new financial resources has
been growing notwithstanding the virtual exhaustion of the funds forming a
counterpart to U.S. aid.

In Switzerland, too, the banks receive large amounts in the form of
time and savings deposits, as well as other long-term funds, and are thus
able to finance part of the country’s long-term investments. More long-term
resources were obtained by the banks in 1955 than in any other post-war year,

‘Switzerland: Changes in the balance sheets of fifty-two major banks.

Liabilities Assets
ch it Tlmti and
ange during savings "
liasbilsl'i?ftes deposits, Cash Bills Advances M(I’c:tagnasge ?letl?s
savings
bonds, etc.
round figures, in millions of Swiss francs
1960 . . « « + « o o + 185 | + 540 — 235 + 40 + 555 + 395 + 80
1981 & v o 0 se o + 130 | + 810 + 80 — B + 550 + 450 + 85
IO + 150 | + 1,075 + 76 + 10 + 255 + 5585 + 120
1083 ¢ o o v 5 s 0 o + 315 | + 840 + 125 + 1156 + 125 + 518 + 190
1964 . . . .. « « . & + 85|+ 935 + 40 — 270 + 738 + 580 + 100
188 . s G 4+ 275 | + 1,210 + 225 + B0 + 805 + 665 — 185
Amount outstanding
at the end of 1955. . 6,250 17,330 1,650 2,225 7,140 11,450 2,570




as may be seen from the table on the preceding page, which covers fifty-two
banks, comprising the five big commercial banks, the cantonal banks, the
savings banks and a few local banks. In addition, the banking system, especially
the cantonal and mortgage banks, received in 1955 as much as Sw.fcs 306 million
from the Old Age and Dependants’ Insurance Fund, which in the eight years
of its existence has accumulated resources amounting to over Sw.fcs 3.5 mil-
liard, including some Sw.fcs soo million in 1955 alone.

At the end of December 1955 the cash holdings of the banks, at
Sw.fcs 1,650 million, were larger than in the previous year, having been increased
in conformity with a gentleman’s agreement (already mentioned in Chapter II,
page 58). At the same time, in order to obtain the necessary funds for their
increased credit-granting, the banks in 1955 reduced their holdings of securities
by an amount of Sw.fcs 185 million — a fact which is in itself a sign of the
reduction of liquidity which began to be observable in the Swiss market at certain
times of the year. Mortgage lending was particularly brisk in 1955, which was not
surprising considering that the total value of the building carried out amounted
to nearly Sw.fcs 4 milliard,

Under the foregoing conditions, interest rates hardened. In Zurich the
rate for day-to-day money rose from 14 per cent. in December 1954 to 134 per
cent. in December 1955, while the average yield of Swiss bonds, which was 2.74
in December 1954, stood at 3.04 per cent. a year later, after having been as high
as 3.20 per cent. in September 1955.

The volume of business done on the Swiss capital market in 1955 may
be seen from the following table.

Switzerland: Capital-market issues.

loms 1952 1863 1954 1955
in millions of Swiss francs
Domestic issues
Bonds: net issues (4+) or repayments (—) + 37.4 + 12.3 — 59.8 + 332.7
Shares: net Issues (+) or repayments (—) + 41.3 + 21.3 + 49.6 + 173.0
Total net domestic issues (+)
or repayments (—) + 78.7 + 33.6 - 10.2 + 5056.7
Foreign issues (gress) . . . . . . .. .. 246.4 224.5 395.4 427.3
Sranditotall i s G . 325.1 258.1 385.2 933.0

The change which took place in the market for domestic issues was truly
impressive. Whereas in 1954 repayments exceeded new issues by Sw.fcs 10.2 mil-
lion, in the following year the net amount of new borrowing was as much as
Sw.fcs. 505.7 million — which was probably the main reason for the stiffening of
interest rates.

With regard to foreign issues, for which only gross figures (representing the
amounts borrowed without any deduction for repayments) are available, the
fairly high level reached in 1954 was fully maintained in 1955. Altogether twelve
foreign issues were made, including one of Sw.fcs 50 million by the International
Bank for Reconstruction and Development, one by a U.S. corporation (in Texas)
and one by a Canadian company.

In addition to the export of capital represented by the long-term issues shown
in the table, the Swiss banks are reported to have granted about Sw.fcs 100 million



Swiss National Bank: Changes in selected items from the balance sheet
(together with changes in the gold holdings of the Confederation).

Liabilities Assets Gold holdings
of the

Year Notes Sight Domestic bills Gold and Confederation

deposits and advances dollars
in millions of Swiss francs
- I + 263 — 244 + 51 —_ 1 —: 109
1862 . v e 0ai s v v s s + 195 — 7B + 4 4+ 136 — 50
1863 < s G v WAl v + 107 + 87 — 83 + 241 — 2
1984 . 0 o i oaia e b + 183 + 151 — 39 + 365 o]
19BB v i Zeio 5 W G + 104 + 298 + 66 + 337 0
Amount outstanding

at the end of 1955 . . . . 5,615 1,990 284 7,310 226

of new credit to their foreign customers. Moreover, securities were bought on
foreign markets, especially in the United States, and the Federal Government
granted a loan of Sw.fcs 200 million to the Italian Railways.

In spite of the increase in foreign lending the Swiss National Bank continued
to augment its gold and dollar holdings.

In Austria, after three years of spectacular gains of gold and foreign
exchange, the monetary reserves were reduced in 1955 by Sch. 1,400 million
(= $54 million) as a result of the balance-of-payments deficit (see page 30).
In the following table the decline in the gold and foreign exchange
reserves of the Austrian National Bank is shown as only Sch. 400 million,
the difference between this figure and the one given above being due to
the 1inclusion of gold holdings formerly excluded from the published
returns; the change was made in September 1955, when the new legislation
concerning the Austrian National Bank came into effect.

As may be seen from the table, the deposits of banks with the National
Bank were reduced in 1955 by Sch. 510 million, while the National Bank’s holdings
of trade bills and advances increased by Sch. 1,510 million, so that the credit

Austrian National Bank: Selected items from the balance sheet.

Liabilities Assets

Deposits Gold ;
End of Note Depo‘slts of puBllc o Trade dbl"& 'tl"_rltlaasurg

circulation banks authorities foreign o Hificat
and others | exchange LOLUIRAl0N
round figures, in millions of schillings

1880 (5 s w s e L 6,350 470 2,830 500 840 1,950
TRBT e C i e e 8,030 580 2,050 630 1,740 2,210
TRG 2 e i 9,050 670 2,080 2,260 1,280 1,730
TB3 o i i 0 . o0 F e 10,470 1,540 2,780 7,060 460 590
1f- 1 s e e o e 12,250 2,660 2,240 9,670 280 100
1988 o o a2 i o e 13,030 2,150 1,940 9,270 1,790 410
Changes in 1954 . . . . + 1,780 =+ 1,120 — 580 + 2,610 - 180 — 490
m w 1985 . . . . + 780 — B10 — 300 — 400 + 1,510 + 310

1

-
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institutions had recourse to the National Bank to the extent of rather more than
Sch. 2,000 million. This figure corresponds approximately to the difference between
the new credit granted by all credit institutions, which amounted to Sch. 3,990 mil-
lion, and the increase in deposits with the banks, which came to Sch. 1,860 million
and thus financed almost one-half of the banks’ fresh extension of credit.

Austria:
New deposits received and new credit granted by all credit institutions.
Deposits : Excess (+)
L ?;ﬁ?ét! of deposits
Period (co%mercial) over credit
Sight Savings Total granted

round figures, in millions of schillings
OB i e e e 570 1,030 1,600 440 + 1,160
O s . 2,620 1,700 4,320 2,020 + 2,300
TOBA: i v wimn g e o s s 3,790 2,530 6,320 4,270 + 2,050
= Y — 600 2,460 1,860 3,990 — 2,130
1955 1st quarter . . . . . 240 1,120 1,360 1,600 - . 240
L e S o 450 620 1,070 880 = 180
3rd T e o 150 520 670 1,380 - 710
4th e st e s s — 1,440 200 — 1,240 130 - 1,370
1956 11st ,, .. ... — 610 1,100 490 980 — 490

Amount outstanding

at the end of March 1956 14,670 11,100 25,770 22,880 + 2,890

The measures taken by the Austrian authorities to moderate the boom,
including an increase in the official discount rate to 5 per cent., have been described
in Chapter II (see page 51). It may be added that in mid-November 1955 the
Federal Ministry of Finance concluded a new agreement with the Bankers' Associa-
tion (supplementing an agreement of June 1952 concerning qualitative and quan-
titative control). The banks agreed to call for the repayment of any credit lines
utilised in excess of the agreed limits and to make within three months a
10 per cent. reduction in all current credits falling due for remewal. In addition
it was decided that all new credits should be subject to strict qualitative and
quantitative control. Restrictions were also placed on instalment credit, the down-
payments being increased and the repayment periods shortened.

The credit institutions have thus shown their willingness to co-operate
with the authorities. Early in 1956 the government, which in 1955 had
borrowed from the Austrian National Bank against Treasury bills and certifi-
cates, took steps to reduce its own expenditure, especially on investment.

Credit conditions in Belgium in 1955 were determined above all by
the balance-of-payments surplus and the growth of the gold and foreign
exchange reserves by B.fcs 6.4 milliard, which came after a loss of B.fcs 2.1 mil-
liard in the reserves over the two previous years, This improvement in the
reserve position was the main factor responsible for the increase of
B.cs 9.1 milliard in the money supply.

Bank credit to the private economy rose somewhat less in 1955 than in 1954,
but owing to the pressure of a substantial further budget deficit the volume of
new credit granted to the public authorities was greater than in the previous vyear.
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Belgium: Formation of the money supply.

. Amount
Change in outstanding
Items at the end of
1953 1954 1955 1955
in milliards of Belgian francs
Changes in money supply
ol 1111 Ty Lot e O A + 3.9 + 0.8 + 4.0 110.7
Damand deposits . . . - e os e v e wi e e + 1.9 + 2.8 + 84 82.0
Total s oo v a e o . + 5.8 + 3.3 + 9.1 192.7
Changes in corresponding items
Bank credit to the private economy . . . . . . . + 2.2 + 3.0 + 2.7 44.4
Bank credit to the public sector . . . . . . . . . + 5.0 + 1.0 + 2.7 125.2
Total bank credit . . . . . + 7.2 + 4.0 + 54 169.6
Gold and foreign exchange (net) . . . . . . .. — 0.1 — 2.0 + 6.4 54.7
Otheritems - o o ¢ el s b i el S s e A + 0.4 + 4.1 + 0.7 4.1
Totall o = s e weie e vor 4l b + 7.5 + 6.1 + 125 228.4
Less: increase in time and savings deposits, etc. - 1.7 — 2.8 — 3.4 — 35.7
Grand total . . . . . .. + 6.8 + 3.3 + 9.1 192.7

The maintenance of a considerable degree of price stability and a decline in the
number of unemployed workers was reflected in an increase in the flow of time
and savings deposits, which amounted in 1955 to B.fcs 3.4 milliard — double the
figure for 1953.

The balance-of-payments surplus made it possible for the money market to
remain highly liquid, as is evidenced, inter alia, by the fall in the National
Bank’s holdings of rediscounted trade bills from B.fcs 9.5 milliard at the end of
1954 to B.fcs 8.4 milliard at the end of 1955, notwithstanding a simultaneous
increase from B.fcs 11.7 to 15.7 milliard in the volume of such bills held by the
commercial banks.

As mentioned in Chapter II (see page 57), the National Bank has not been
in a position, owing to large-scale borrowing by the government, to carry out
contractive open-market operations, but in August 1955 a mild warning was given
to the domestic business community in the form of an increase in the discount
rate from 234 to 3 per cent.

There was considerable activity in the capital market in 1955. Net issues by
Belgian companies amounted to over B.fcs 5 milliard (about B.fcs 1 milliard more
than the vyear before) and consisted chiefly of issues of shares. Some substantial
loans were also taken up by colonial companies but, as in the past, the bulk of
the market issues was for the account of the public authorities. The central
government increased its internal debt by B.fcs 11.4 milliard, one-half of this
amount having been provided by the capital market. Other public authorities also
borrowed at long term, bringing the net total of public issues up to B.fcs 13.7 mil-
liard. In addition, borrowing by the Belgian Treasury abroad raised the external
debt by B.fcs 2 milliard between December 1954 and December 1955.

In the Netherlands the net addition to the gold and foreign exchange
reserves was smaller than in the previous year and, in contrast to the
position in Belgium, it was responsible to only a minor extent for the
expansion of the money volume.
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Netherlands: Formation of the money supply.

tems 1952 1953 1954 1955
in millions of florins
Changes in money supply
Currency . . . « v « v v v v v v + 136 + 221 + 289 + 3713
Demand deposits . . . . . . . .. .. .. + 612 + 304 + 270 + 388
Fotal mv i w + 748 + B25 + 559 + 761
Changes in corresponding items
Bank credit to public authorities . . . . . — 1,074 — 706 + 164 + 189
Bank credit to the private economy . . . . + 20 4+ 273 + 440 + 427
Total credit . . . . . — 984 — 433 + 604 + 616
Gold and foreign exchange holdings . . . + 1,989 + 1,096 + 248 + 191
Other items (net) . . . . ... ... ... e 84 — 142 — 49 + 144
Total . . .. .... + 921 4+ 520 + BO03 + 961
Less: increase in time deposits . . . . . — 173 + 5 — 244 - 190
Grand total . . . . + 748 + B25 + 559 + 761

It is interesting to compare, in the above table, the figures for the increase
in the gold and foreign exchange reserves with those showing the changes in the
volume of credit granted to the public authorities. In each of the years 1952 and
1953, when the government repaid a considerable part of its debts to the credit
institutions (almost all of which were incurred as a result of the war), substantial
additions were made to the gold and foreign exchange holdings; but in 1954 and
1955, when the government began to borrow from the credit institutions, the
increases in the gold and foreign exchange holdings were markedly smaller. There
is clearly a close connection between the two sets of figures, the ‘“‘savings” of
the government in 1952 and 1953 having served as a counterpart to the increases
in the monetary reserves in those years.

For some years the Dutch authorities have been pursuing a policy designed
to moderate the excessive liquidity of the economy and to enable them to control
the credit situation. In March 1954 FL 1.2 milliard’s worth of relatively short-
dated Treasury paper held by the banks was converted into special five-year
Treasury bonds and later into longer-term Treasury certificates; at the same
time an agreement was concluded with the banks whereby the latter undertook
to maintain, as from z2znd March, certain minimum cash reserves with the central
bank. The ratio of these cash reserves to the banks' deposits was initially fixed
at 5 per cent. but in August 1954 it was increased to 10 per cent., at which
level it has since remained, except for a temporary reduction to 8 per cent. early
in 1955.

In the latter half of 1955 there was a certain increase in short and long-
term interest rates and in February 1956 the official discount rate was raised from
2% to 3 per cent.

The capital market was characterised throughout the year by a very high
level of activity.

The amount of net capital issues, i.e. total issues less conversion operations
and repayments, was nearly four times as large in 1955 as it had been in 1954.
Government borrowing increased considerably and there was also a rise in foreign
issues, the Dutch market resuming its role as a provider of capital to other
countries; but even more marked was the increase in share issues by domestic
enterprises.
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Netherlands: Net capital-market issues.

ltems 1953 1954 1955
in millions of florins

Bonds
Government . . . . . .. ... ... 437 246 712
Local authoritles® . . . © & v @ s u 28 69 - 1
Private sector . . . . . . ... ... ... 7 — 35 122
Foreign issues . . . . . ... ... ... — 49 51 223
Total'bonds . .« . o oo 0 = 423 331 1,056
SNATES 5 & e e 2 o e e s e e 31 52 440
Total net issues . . . . . . . 454 383 1,496

* Including the Bank for Municipalities.

The security holdings of institutional investors (savings banks, life-
insurance companies, pension funds, etc.) rose in 1955 by Fl. 1,900 million,
or more than the net total of issues, indicating that individuals and companies
have been reducing their holdings. It is also reported that the total value
of the Dutch securities bought by foreign investors in 1955 came to
Fl. soo million, or nearly twice as much as was raised in that year for
foreign account in the Dutch capital market.

Among the northern countries the only one which had a substantial
surplus on the current account of its balance of payments in 1955 was
Finland (see the table on page 45). Its surplus amounted to FM 14 mil-
liard (= $61 million) but, owing to repayments of debt and certain other
transactions, the increase in the gold and foreign exchange holdings of the
Bank of Finland was limited to FM 2.4 milliard. Contrary to what had
happened in the previous vear, in 1955 the addition to the monetary reserves
had only a minor influence on the volume of credit extended by the Bank of
Finland. The main factor was the credit granted to the private economy and
to the Treasury.

The amount of credit granted by the Bank of Finland in the form of the
rediscounting of bills presented by the banks or of direct loans to the public and
to the Treasury increased by FM 24.6 milliard in 1955, compared with a reduction
of FM ¢.7 milliard in the previous year. As far as the credit extended to the
Treasury was concerned, it must, of course, be assumed that the full amount
was intended to be spent; in the case of the credit to the private economy,
however, certain measures had been taken as a result of which a considerable part
of the new credit was effectively sterilised.

Firstly, early in 1955 the Bank of Finland reached an agreement with the credit
institutions whereby the latter undertook to place a certain proportion of the
monthly increase in their deposits (40 per cent. in the case of the large commercial
banks, 30 per cent. for the small commercial banks and 25 per cent. for the
savings banks and the co-operative credit societies) in a special interest-bearing
cash-reserve account with the Bank of Finland. Although this was originally
intended as a temporary measure to be applied between 1st February and
joth September 1955 the agreement has been twice renewed, with certain minor



Bank of Finland: Changes in the main items of the balance sheet.

An:ouélt
outstanding
ltems 1953 1954 1955 at the end of
1955
in milliards of markkas
Assets
Credit to the banks (rediscounting) . . . . — 9.0 + 0.2 + 14.2 22.6
Credit‘to'the public ..« « v s 5w = ws = e oo + 1.8 — 1.7 + | 4.7 30.0
srotall o 5 5 s s e — 7.2 - 1.5 + 18.9 52.8
Credit to the Treasury (net). . . . . . . . — 0.4 — 8.2 + 5.7 11.8
Total credit . . . . . - 7.6 - 9.7 + 24.6 64.4
Gold and foreign exchange (net) . . . . . + 8.7 4+ 10.3 + 2.4 22.8
Grand total . . . . — 0.9 + 0.6 + 27.0 B7.2
Liabilities
Cash-reserve deposits . . . . . . . . . . — - + 8.7 8.7
Import-licence deposits . . . . . . . . . . - — + 6.6 6.6
Other [teme (N8Y) . - o & o v el v 0t 0 s + 0.2 — 2.3 + 5.7 18.0
flota e i + 0.2 — 2.3 + 19.0 31.3
Note circulation . . . . . . . ... .. .. — 1.1 + 2.9 + 8.0 55.9
Grand total . . . . — 0.9 + 06 + 27.0 87.2

changes, and is now due to remain in force until the end of June 1956. The
total amount blocked in these special cash-reserve deposits was FM 6.7 milliard
at the end of 1935.

Secondly, as from st July 1955, a system of import-licence deposits was
put into operation, whereby any importer applying for an import licence to the
value of more than FM 50,000 in respect of certain commodities would have to deposit
an amount equivalent to 10 per cent. of the c.if. value of the commodity to be
imported with the Bank of Finland in a non-interest-bearing account, where it would
be kept until the import licence had been fully utilised. Although it was introduced
partly as a measure of foreign-trade policy, this system has also had a consider-
able effect in the monetary sphere — in fact by the end of 1955 a total amount
of FM 6.6 milliard had been sterilised in this way.

Thirdly, certain other measures were taken during the first half of 1955
with a view to reducing the liquidity of the market and stimulating saving:

(i) The forestry industries agreed to deposit part of their earnings with the
Bank of Finland.

(i1) Part of the annual profits of all firms was set aside (in a blocked account
with the Treasury) — more or less as in Switzerland — for the purpose
of creating an investment fund for use in the event of a depression.

(ii1) A system of index-tied deposit accounts was introduced in order to encourage
saving on the part of those members of the public who, fearing inflationary
developments, would otherwise have saved less or chosen some other way
of setting aside resources for the future.

By means of the cash-reserve accounts and the import-licence deposits a
total of FM 13.3 milliard had been sterilised by the end of 1955, and the forestry
scheme and the investment fund sterilised a further amount of about FM 3 mil-
liard, which is included under the heading ‘‘Other items (net)” inthe above table.



The public’s reaction to the sterilisation measures seems to have been an
increase in its demands for credit direct from the central bank or from the other
credit institutions, The latter in turn have applied to the central bank for the
funds required not only to cover the excess of new credit granted over new
deposits received but also to make good the loss of resources arising from the
creation of cash-reserve deposits.

For direct discounts the Bank of Finland had been charging between 5 and
7%, per cent. since the beginning of December 1954, and in April 1956 this range
of rates was raised to between 6% and 8 per cent. Rediscounting has been even
more expensive: the Bank of Finland has been charging as much as 11 per cent.,
i.e. 3 per cent. more than the maximum rate which the banks are allowed to
charge their customers.

As may be seen from the previous table, the amount of notes in circulation
rose by as much as FM 8 milliard in 1935, and since then there has been an
increase — in March 1956 — of approximately 1o per cent. in wages, the monetary
implications of which it is not possible to judge on the basis of the statistics so
far available. The volume of central-bank money outstanding contracted, however,
in the first four months of 1956 by a net amount of FM 2.9 milliard, FM g¢30 mil-
lion of which was accounted for by a decline in the note circulation.

In 1955 Denmark had a surplus of D.Kr. 200 million on the current
account of its balance of payments after having been faced with a deficit
in the previous year. Together with certain receipts on capital account, the
current surplus in 1955 was more than offset by the redemption of foreign
debts, which explains why — as may be seen from the following table — there
was a decrease in the net gold and foreign exchange holdings of the National

Bank.

Separate figures have been given for the two halves of the years covered
by the table, since it was in the second half of 1954 that the deterioration in the
monetary and credit situation became most marked and in the second half of
1955 that the improvement set in. In the latter half-year the government’s net
draft on its account with the National Bank amounted to only D.Kr. ¢ million,

Danmarks Nationalbank: Changes in the main items of the balance sheet.

Change during Amount

outstanding
1st 2nd whole 1st 2nd whole at end
Items half | half of half half of of
1954 1954 1954 1955 1955 1955 1955
in millions of Danish kroner
Liabilities
Notes in circulation . — 118 + 144 + 26 — 135 + 207 + 72 2,217
Sight deposits . . . . — 207 + 129 — 78 — 33 + 80 + 47 441
Total. . . . — 325 + 273 — 52 — 168 + 287 + 119 2,658
Assets
Gold and foreign
exchange (net) . . . — 307 — 196 — 503 — 284 + 217 — 87 - 171
Credit to the economy — 8 + 206 + 198 — 135 — 14 — 149 248
Credit to the Treasury
(nety . ... ... — 16 + 279 + 263 + 188 + 9 + 197 2,469
Total . . . . — 331 + 289 — 42 — 231 + 212 — 19 2,546




—_— 191 —_—

while central-bank credit to the economy actually fell by D.Kr. 14 million. This
improvement was largely due to the measures taken in 1954 and early in 1955
(mentioned on pages 32—33 of the Twenty-fifth Annual Report).

With regard to credit policy, it may be recalled that the reduction in credit
granted to the housing sector was to be achieved mainly by charging market rates
(6 to 7 per cent.) for building loans instead of privilege rates (2 to 3 per cent.)
and also by raising controlled rents. At the end of 1955 the Danish Treasury
raised the interest rate on six-month certificates from 44 to 4% per cent., thus
reducing somewhat the spread between the rates for short-term market paper and
the yields on long-term government bonds. Broadly speaking, these yields rose
between the end of 1954 and the end of 1955 by about !4 per cent. to between
5%/, and 7 per cent.

While it is realised that these interest rates impose a severe handicap on
investment activity, it has been stated on behalf of the National Bank that the
tighter financial and credit policies, including the higher interest rates, have pro-
duced some important results, having led, especially, to an improvement in the
foreign exchange position.

In 1955 Norway had a deficit of N.Kr. 800 million on the current
account of the balance of payments and also a small overall budget deficit (see
page 46). These deficits were, however, more than covered by foreign loans
and credits, the most important of which was a loan of $25 million from the
International Bank for Reconstruction and Development. As a result, the
gold and foreign exchange reserves rose by N.Kr. 125 million and in
addition the government was able to repay N.Kr. 130 million to the Bank of
Norway, whose accounts also showed an increase of N.Kr. 85 million in the
deposits placed with it by the banks. The note circulation not only ceased
to rise but actually declined by N.Kr. 15 million.

Norges Bank: Changes in the main items of the balance sheet.

Assets Liabilities
: Net gold
Year and fogrelgn Note Deposits
exchange circulation
reserves banks government

round figures, In millions of Norwegian kroner

1982 . .......... + 180 + 250 + 305 — 220
1983 .. ... ...... — 495 + 210 — 10 — 360
19584 .. ......... — 275 + 195 — 1866 — 350
1866 . . . .« 40 + 125 —: 18 + B85 + 130

Amount outstanding
at the end of 1955 . . . 55 3,300 640 1,055

The monetary and fiscal measures taken in the first quarter of 1955 for the
purpose of reducing the liquidity of the banks and of the general public and
putting a brake on the investment boom have been described in the Twenty-fifth
Annual Report (pages 33-34 and 168-169) and also in the present Report
(page 47).

As a result of these measures credit developments in the two halves of
1955, as reflected in the accounts of the Norwegian banks, showed sharply con-
trasting trends. In the first half credit went on expanding rapidly and the liquidity



Norway:
Main items of the balance sheets of the commercial and savings banks.
Assets Liabilities
Cash and
End of deposits | Treasury |, Bearer sl Deanr}?ind Time Total
‘ﬂth the bills bonds and and fixed deposits | deposits
orges shares | discounts deposits
Bank
round figures, in millions of Norwegian kroner
1983 5w woew @ a 1,030 350 2,470 7,495 2,910 7,260 10,170
ADB4 Si e s 895 235 2,615 8,160 2,935 7,690 10,625
(k19 ko 6 A o0 e 5 950 145 2,490 8,615 3,110 7,975 11,085
Changes in:
1st half of 1955. . . . — 210 — 155 + 20 + 390 + 180 + 195 + 375
2nd half of 1955 . . . + 265 + 65 — 145 — 36 - 5 + 80 + B85
Whole year 1955 . . . + &5 — 90 — 125 4+ 355 + 175 + 285 + 460

of the banks (represented by the total of cash, deposits with the central bank
and Treasury bills) declined by N.Kr. 365 million. During the second half — and
especially in December — lending declined and the banks’ liquidity ratios returned
to more or less the same levels as in the preceding vear.

One factor contributing to these changes was the success of the efforts made
by the central bank to convince the credit institutions of the need to limit their
lending. Continuing its policy of credit restraint, the Norges Bank in December 1955
concluded special agreements with the banks and life-insurance companies (further
details of which have been given on page 47).

By the end of December 1955 there were clear signs that the credit squeeze
was taking effect, this being apparent in particular from the low quotations of
government bonds, the average price of which was down to less than 8o per cent.
of the nominal value, making a reduction of over 12 per cent. in twelve months.
In fact, the yield of the 2% per cent. State Loan of 1946 increased during the
vear from 3.43 to 4.97 per cent.

The main lines of credit developments in Sweden during the three
years 1953-55 may be seen from the following table.

Sweden: Changes in the main items
of the balance sheets of the commercial hanks.

Liquid assets Loans and discounts
Yaor e i Deposits
Cash ment Total Housing othiars Total
securities

round figures, in millions of Swedish kronor

1881 . . . <. « v v s + 260 | + 740 | + 1,000 + 70 + B70 | + 940 | + 1,580
1962 .+ ¢ ¢ « s s 0 a0 + 60| — 130 | — 70 + 90 — 420 | — 330 | — 150
1963 .+ ¢ & ¢ o 4 0 s — 350 | + 1,630 | + 1,280 + 340 — 260 | + 80 | + 1,480
1964 ., . . . . . .. + 0| — 300 | — 300 + 450 + 710 | + 1,160 + 890
1855 o0 o wie w i + 310 | — g0 | + 220 + o — 560 | — 560 — 120

Amount outstanding
at the end of 1955 . . 960 2,960 3,920 1,280 9,250 10,530 12,610




In 1953 the government obtained a considerable part of the funds required
for the financing of its capital expenditure by issuing securities, which had to be
bought by the banks, since the government’s sharply increased needs for funds
were not covered by long-term market issues. The banks thus came into possession
of a substantial volume of liquid resources, which enabled them to extend credit
on a large scale, and in the following year their loans and discounts rose by
S.Kr. 1,160 million, 40 per cent. of which was for the financing of housing. But it
soon became clear that, under the stimulus of the credit expansion, business activity
was increasing at too rapid a tempo, and the result was a deficit in the balance of
payments; in the second half of 1954 it had already become necessary to take action
to moderate the rate of economic expansion, by means, inter alia, of an increase
in the interest rates at which government loans were issued. Later on, in the
spring of 1955, the official discount rate was raised and in the course of the
year a number of other measures were taken to reduce liquidity (see Chapter II,
pages 45-46). The banks were asked, first of all, to enlarge their cash holdings at
the Riksbank and subsequently to reduce their lending. In response to these requests
the commercial banks increased their liquid assets by S.Kr. 220 million in 1955,
paying particular attention to the need to strengthen their cash position; at the
same time they reduced their total loans and discounts by S5.Kr. 560 million, the
whole of this decline taking place in the second half of the year. As a result,
deposits fell by S.Kr. 120 million over the year.

The trend of credit developments was thus reversed from 1954 to
1955. The credit squeeze appears further to have resulted in certain credits
being obtained by the Swedish economy, since the gold and foreign exchange
reserves of the Riksbank did not decline during 1955, notwithstanding the
deficit of S.Kr. 370 million on the current account of the balance of pay-
ments in that year.

The review of developments in the field of money and credit in this
chapter and in other parts of this Report enables it to be appreciated to
what an extent the pursuit of flexible credit policies has nowadays become
an accepted element of official action. In most European countries, i.e. in
Austria, Belgium, western Germany, Ireland, the Netherlands, Turkey, the
United Kingdom and the countries of the northern group — Denmark,
Finland, Norway and Sweden — there has been at least one rise in the
official discount rate during the last two vyears, and in others, e.g. Italy
and Switzerland, long-term rates have moved upwards, as is evidenced by the
increase in the yield on government bonds. The rigidities of the preceding
period have thus been replaced by a policy characterised by a high degree
of flexibility, obtained not only by changes in the interest-rate structure but
also by a variety of other measures, among which pride of place is often
held by open-market operations.

When asked whether a flexible monetary policy can be expected to
achieve such ambitious objectives as those of moderating the boom, correcting
a deficit in the balance of payments, or arresting the rise in prices, the
attitude of those responsible for monetary policy seems to be somewhat as
follows: the effectiveness of monetary measures should not be underrated, for
it is unlikely that these goals could be properly achieved without their aid.



But it is at the same time recognised that in view of the present great impor-
tance of the public sector the measures will hardly be successful unless the
authorities concerned give their full co-operation; and it should not be
forgotten that the public sector covers not only the budget proper but also
expenditure by local authorities and nationalised industries and outlay on
government-sponsored schemes such as, for instance, housing programmes,
Fortunately, governments and monetary authorities seem more and more ready
to work together towards the same objectives, feeling perhaps that they cannot
afford to ignore the increasingly insistent demands of public opinion for the
establishment of a position in which there is no need to anticipate a constant
deterioration in the purchasing power of national currencies.

There is also evidence of greater willingness on the part of the govern-
ment authorities to respect the impartial judgement of the central banks and to
allow them independence of action — an independence which may be likened
in some respects to that of the judiciary, which, while forming part of the
official structure, is not as a rule subject to the decisions of the government.
To quote a statement by the President of the United States made on
25th April 1956: ‘‘the Federal Reserve Board is set up as a separate agency
of government. It is not under the authority of the President, and I really
personally believe it would be a mistake to make it definitely and directly
responsible to the head of state.”

It is not, of course, anything new for central banks to be faced with
problems arising in connection with the financial needs of governments, but
nowadays these problems are often more acute than they used to be owing
to the wide field at present covered by the public sector. A new element has,
moreover, come into play, in that the political authorities are feeling to an
increasing extent that they have a responsibility for the trend of business
activity and have therefore begun to take a special interest in monetary
policy. The fear of depression has been at the root of the cheap-money
policy. It has only gradually come to be realised that in the post-war years
the strength of demand was in itself sufficient to hold depressive tendencies
at bay even despite substantial rises in interest rates. But a conclusion which
has perhaps been less generally drawn is that considerations of full employ-
ment need not have stood in the way of a return to flexible credit policies,
as is best illustrated by the fact that countries with very high interest rates
have nevertheless been able to achieve an impressive increase in employment.
Indeed, it seems at the moment that technical innovations, such as automation,
are regarded by many as a greater threat to full employment than are business
fluctuations.

In so far as the aim has been to arrest the rise in prices, it is a fact
of outstanding importance that since the introduction of more flexible
monetary policies the quotations for the staple commodities dealt in on the
world markets have shown a remarkable degree of overall stability. It may
be possible for individual countries to stage a price trend of their own but
the margin within which their prices can be allowed to move without getting



out of line with those ruling abroad will never be very great now that the
leading countries are set on the attainment of overall price stability. It is because
this fact is realised that some countries have recently taken much stiffer
credit measures than would have been thought possible only a few years ago.
The primary object must everywhere be to eradicate what remains of the
inflation mentality. Once the public has become convinced that money will
keep its value, it is likely to adopt a more sensible attitude towards spending
and saving. Considering the great increase that has taken place in the supply
of goods and services, the day when this goal can be attained may not be
far off; and it should therefore be possible in time to bring interest rates
down again, since flexibility must mean freedom to make changes in either
direction.
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Gross national product and money supply.’

Currency Total Gross national Currency Total
aar circulation money supply m';rrggt“;tﬂgs) circulation money supply
in milliards of national cur[ency units gro?s %?a;?ggglag:roﬁuct
Belgium (francs)
1938 23.6 41.2 80 30 52
1948 88.5 150 339 26 44
1949 91.0 156 347 26 45
1950 92.3 156 354 26 44
1951 98.1 169 408 24 41
1952 102.0 175 429 24 41
1953 105.8 180 433 24 42
1954 106.7 184 449 24 41
1955 110.8 193 480 23 40
Denmark (kroner)
1938 0.43 2,55 7.9 5 32
1945 1.49 8.24 14.5 10 57
1948 1.55 6.74 18.9 8 36
1949 1.55 6.45 20.2 8 32
1950 1.63 6.45 23.2 7 28
1951 1.73 6.55 25.3 7 26
1952 1.88 6.97 26.7 7 26
1953 2.03 7.41 28.6 s 26
1954 2.06 7.26 29.9 7 24
1955 2.04 7.43 31.02 7 24
Finland (markkas)
1938 2.3 3.8 36.4 ] 10
1945 13.9 22.1 118.3 12 19
1948 27.8 44.9 391.8 7 11
1949 30.1 49.3 420.9 7 12
1950 35.0 55.7 531.4 7 10
1951 45.4 77.4 783.9 6 10
1952 47.0 70.4 803.9 6 9
1953 46.7 T74.3 815.3 6 9
1954 49.9 79.3 892.1 6 ¢
1955 58.1 91.6 971.9 6 9
France (francs)
1938 112 192 432 26 44
1946 732 1,349 3,018 24 45
1948 993 2,165 6,739 15 32
1949 1,301 2,704 8,400 15 32
1950 1,590 3,120 9,610 17 32
1951 1,883 3,678 11,860 16 31
1952 2,124 4,159 14,140 15 29
1953 2,310 4,630 14,530 16 S
1954 2,583 5,298 15,390 17 34
1955 2,910 6,008 16,370 18 37

1 See footnote on page 198.

2 Unofficial estimate.
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Gross national product and money supply (contd).

Currency Total Gross national Currency Total
Year circulation money supply mg:ﬁg{’;trigaeg) circulation money supply
in milliards of national currency units gmasi pr;rt?oer?;iig:roc::lfuct
Germany (western) (R.Mark/D.Mark)
1938* 8.6 30.9 100.2 9 31
1949 7.5 14.2 79.4 9 18
1950 B.1 16.2 B89.8 9 18
1951 9.3 19.1 113.6 8 17
1952 10.8 21.3 126.0 9 17
1953 12.0 23.4 134.3 9 17
1954 12.8 26.4 145.5 9 18
1955 14.1 29.1 164.0 9 18
Italy (lire)
1938 25 42 150 17 28
1947 928 1,507 6,016 15 25
1948 1,122 1,963 7,090 16 28
1949 1,194 2,236 7,606 16 29
1950 1,326 2,486 8,390 16 30
1951 1,459 2,876 9,699 15 30
1952 1,673 3,316 10,210 15 32
1953 1,658 3,615 11,093 15 33
1954 1,754 3,757 11,820 15 32
1955 1,896 4,154 12,902 15 32
Netherlands (florins)
1938 1.05 2.54 5.9 18 43
1946 2.80 6.19 10.7 26 58
1948 3.18 7.33 15.7 20 47
1949 3.16 7.63 17.5 18 44
1850 3.01 7.16 19.4 16 37
1951 3.08 7.35 21.6 14 34
1962 3.22 8.12 22.7 14 36
1953 3.44 B8.62 24.1 14 36
1954 3.73 89.17 26.1 14 35
1955 4.10 9.97 28.3 14 35
Norway (kroner)
1938 0.45 0.62 5.86 8 11
1946 1.87 4.36 11.03 17 40
1948 2.13 4.96 14.09 15 35
1949 2.25 4.96 15.02 15 33
1950 2.31 4.84 16.65 14 29
1951 2.53 5.40 20.71 12 26
1952 2.79 5.67 22.81 12 25
1953 3.00 5.88 23.15 13 26
1954 3.19 6.11 25.22 13 24
1955 3.18 6.04 26.69 12 23

* Pre-war Germany.
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Gross national product and money supply (contd).

Currency Total Gross national Currency Total
Yoar circulation money supply m';rrigt“;tﬁgts) circulation money supply
in milliards of national currency units groasss F:\irtfg:;?g:rocguct
Sweden (kronor)
1938 1.04 2.95 12.0 9 25
1945 2.79 6.54 20.5 14 32
1848 3.17 7.67 27.9 11 27
1949 3.34 7.94 29.2 11 27
1950 3.57 8.44 31.2 11 27
1951 4.15 10.08 38.4 11 26
1952 4.62 10.43 42.0 i1 25
1953 4.90 10.89 43.3 11 25
1954 5.16 11.10 45.4 11 24
1955 5.17 11.10 48.2 11 23
Switzerland (francs)
1938 2.0 4.8 10.0 20 48
1945 4.1 8.8 15.2 27 58
1948 4.9 10.4 20.2 24 51
1949 4.9 111 20.0 25 56
1950 5.0 11.4 21.0 24 54
1951 5.3 11.9 22.5 24 53
1952 5.5 12.3 23.5 23 52
1953 5.6 12.8 24.3 23 53
1954 5.8 13.2 25.3 23 52
1955 5.9 13.8 26.0 * 23 52
United Kingdom (pounds)
1938 0.46 1.64 5.76 8 28
1946 1.38 4.96 9.95 14 50
1948 1.25 5.13 11.83 11 43
1949 1.27 5.19 12.56 10 a1
1950 1.29 5.28 13.26 10 40
1951 1.36 5.36 14.60 9 37
1952 1.45 5.38 15.73 L] 34
1953 1.63 5.53 16.76 9 33
1954 1.62 572 17.82 9 32
1955 1.73 5.70 18.91 9@ 30
United States (dollars)
1935-39 5.6 31.1 85.2 7 37
1946 26.7 110.0 209.2 13 53
1948 26.1 111.6 257.3 10 43
1949 25.4 111.2 257.3 10 43
1950 25.4 117.7 285.1 9 41
1951 26.3 124.5 328.2 8 38
1952 27.5 129.0 345.2 8 37
1953 28.1 130.5 364.5 8 36
1954 27.9 134.4 360.5 8 37
1965 28.3 138.2 387.2 7 36

* Unofficial estimate.

Note: The figures for currency circulation and total money supply are the amounts outstanding at the end of the
year. The total money supply consists of the currency circulation (notes and coins) and demand deposits,




VIII. European Payments Union.

The development and working of the European Payments Union up
to March 1955 have been described in previous Annual Reports. The
present chapter, in continuing the story up to March 1956, deals with:

the prolongation of the Union after June 1955;

the operations up to March 1956;

the financial position of the Union in the spring of 1956; and

the new FEuropean Monetary Agreement which will come into force
upon the termination of the European Payments Union.

N FL I S

1. Prolongation of the Union after June 1955.

On 1oth June 1955, the Council of the Organisation for European
Economic Co-operation decided to prolong the Union for one month on the
terms and conditions then in force, it having already been agreed in principle
to extend the Union for another vear.

A further decision was taken by the Council on 29th July, prolonging
the Union until 3oth June 1956; amendments were made to the Agreement
embodying provisions whereby the Union might be terminated at any time,
on condition that the newly-drafted European Monetary Agreement should
then come into force.

Changes in the mechanism of the Union introduced from 1st August 1955
were less extensive than those of the previous year; most important was the
increase from 50 to 75 per cent. in the gold element for settle-
ments. Not being retroactive, this did not lead to any immediate payments
or receipts by the Union but, as there was to be no change in the amount
of credit available to each member country, it was necessary to adjust
the quotas.

E.P.U.: Changes in the gold/credit ratio.
Gold Credit Quota
July 1950-June 1954 (40-60 ratio). . . . . . . 40 60 100
July 1954-July 1955 (50-50 ratio) . . . . . . . 60 60 120
August 1955 onwards (75-25 ratio). . . . . . 180 60 240

The credit element within the quotas has remained unaltered since the
Union was formed, increases in the gold-settlement ratio entailing corres-
ponding increases in the quotas; the present quotas are thus twice those
previously in force and 2.4 times those originally fixed.

The revision of the settlement basis made it necessary to double the
cumulative accounting positions so that they would be equal to four times
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E.P.U.: Quotas, old and new. the amounts of credit used within
the quotas. In the case of Turkey,
Member Original 1954-55 1955-56 ) ‘ aiis
countries quotas' | quotas | quotas the cumulative accounting position
in_millions of units of account was calculated by multiplying the
amount of credit by four and
Austrla. . . .. .. 70 84 168 a3 th t £ 1d id
Belgium?. . . . . . 360 432 864 Gl DA At 00 e IR
DRRRRI o« 5 oo S5 254 468 to the Union in respect of deficits
France . . . . ... 520 624 | 1,248 outside the quota. Greece, having
Germany . . . . .. 500 600 1,200 received no credit from the Union,
3 . . .
sl 48 54 108 had a cumulative accounting posi-
e R Ly 18 1 i tion of zero after the adjustments
RElYy . eoia = sonn 205 246 492 RILG i J
Netherlands . . . . 355 426 852 (see page 2zo1).
Norway . . . . . . . 200 240 480
Porugel . < . &« : 70 84 168
e 1 Including the adjustments made to the quotas
Swaden ... 2o i Sed of Germany and the Netherlands from July 1951.
Switzerland . . . . . 250 300 600 2 The availability of Belgium’s quota as a creditor
Turkey . . . . . . . 50 B0 120 Ir:a;zdc{:icvz?y to $330.6, 402.6 and 805.3 million
United Kingdom . . 1,060 1,272 2,544 3 The quota of Greece as a debtor was blocked
uF to July 1955; after that date it will be un-
Totals: <iav o s 5 4,155 4,986 9,972 blocked on three months' notice should Greece
so request.

The theoretical lending obligations of creditors, established in July 1954,
remain in existence and continue to be reduced periodically as amortisation instal-
ments under bilateral agreements concluded in 1954 are paid.

i

It was found necessary to establish new ‘‘rallonges’ (settlement facilities
beyond the quotas) for two of the creditors: Germany alone was outside its
quota in July 1955 and Switzerland was then the only country which seemed
likely to exceed its quota. Thus, the two creditor rallonges established for
the period beginning August 1955 were for Germany, of $350 million, and for
Switzerland, of $250 million, both on the new 75-25 basis. The rallonge for
Germany is additional to the amount by which that country had exceeded
its quota as at 1st August 1955 ($950 million); thus Germany’s total rallonge is
$1,300 million.

To conform with the principle of maintaining unchanged the credit element
in the settlement facilities, the debtors’ rallonges, like the quotas, were doubled
in consequence of the revised settlement basis.

A special credit of $50 million,

E.P.U.: Debtors’ rallonges. the first of its kind to be granted
old New by the Union, was arranged for

Memb rallonge rallonge . 1
Mempec L flang Italy; it may be used on a revolving

basis with or without concurrent
gold payments, as Italy desires. This

in millions of units of account

Denmark . . . . . . T 8.2 36.4 credit, which is available until
France « .« . . . . . 45.5 510 joth June 1957 or the termination
lceland . . . .. .. = e o of the Union, whichever is earlier,
Maly . . . ... .. = 164.0 2810 can be drawn upon only after the
Norway. . . . ... 14.8 oala quota and rallonge are exhausted; Italy
United Kingdom . . " 778 155.0 has not yet had occasion to make

use of this credit.

Note: For convenience, the dollar sign ($) is used throughout the text in this chapter, whether
the amount referred to is in U.S. dollars, gold or E.P.U. units of account.
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Above the quotas and rallonges, debtors pay, as before, one hundred per cent.
in gold.

In regard to special settlements, it should be mentioned that the arrange-
ment under which France can recover gold paid to the Union to cover deficits
above its quota up to June 1954 remains in force; of the original amount of
$369 million, $173 million had been recovered by March 1956. A similar arrange-
ment was made for Greece; the $46 million already paid in gold in settlement
of deficits outside the quota up to July 1955 was removed from the cumulative
accounting position (which was thus reduced to zero) and could be recovered by
Greece in so far as it had net surpluses after 1st August 1955; by March 1956
a net amount of $40 million had been recovered in this way.

2. The operations up to March 1956.

During the sixty-nine months’ life of the Union up to March 1956,
the gross bilateral surpluses (which equal the gross bilateral deficits) totalled
the equivalent of $15.3 milliard in the national currencies of member
countries; of this amount $11.9 milliard, i.e. 78 per cent., had been subject
to compensation in the operations of the Union, leaving $3.4 milliard,
which comprises the cumulative net surpluses (and deficits), to be dealt with
by the settlement mechanism of the Union.

E.P.U.: Compensation mechanism — January 1955 to March 1956.

Compensations
G'gﬁ?pm':;:m‘ Net surpluses
Month (and deficits) Bilateral Cumulative Total (and deficits)
offsetting working compensations 2
in millions of units of account
Totals to
December 1954 ., . 12,932 5,977 4,213 10,190 2,741
1955 January. . . . 137 48 50 98 39
February . . . 131 58 40 o8 33
March . . .. 160 69 80 149 11
April. < 7 v 176 79 106 184 (— 9)
May ... .. 177 95 61 156 21
JUNEY e G . 177 84 50 134 43
July . . ... 260 122 113 235 26
August. . . . 143 56 45 101 42
September . . 158 46 33 78 80
October . . . 131 39 24 63 68
November . . 112 47 31 78 34
December . . 148 62 28 20 59
1956 January . . . 157 51 24 75 82
February . . . 124 61 4 64 60
March . . . . 145 56 25 82 63
Totals to
March 1956 . . . . 15,268 6,950 4,927 11,877 3,391

1 Earlier figures are given in the Twenty-fifth and previous Annual Reports.

2 The net surpluses and deficits shown in this table are those calculated before interest payable to or by
the Union has been debited or credited. The debiting and crediting of interest will cause an increase or
a decrease in the amount to be settled through the Union, as the positions of countries in the Union
develop; by March 1956, this factor had caused an increase of $101 to 104 million, lifting the cumulative
net surpluses and deficits from the $3,391 million in this table to the $3,492 to 3,495 million shown in
the tables on the next page.
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Settlement mechanism — cumulative surpluses and deficits,
January 1955 to March 1956."

CREDITORS — cumulative surpluses.

Net reduction (—) or Settlement of cumulative
Cumulative increase (+) due to accounting surpluses
net Cumulative :
surpluses Ante-quota General accounting Creqll Gold
Month (including | settlements A l within
s adjust- surpluses iid
interest) _an fronts a Actual ;
adjustments outside ayments | Adiustments
2 a quotas pay 7
in millions of units of account
1955
January . . 2,859 - 179 — 653 2,027 1,014 1,375 — 361
February. . 2,892 — 192 — 663 2,037 1,019 1,385 — 366
March. . . 2,903 — 205 — 686 2,012 1,006 1,384 — 378
April 2,894 — 221 — 689 1,984 992 1,374 — 382
May. . . . 2911 — 230 — 697 1,985 993 1,379 — 387
June 2,968 — 229 — T14 2,025 1,012 1,408 — 386
July., . . . 2,994 — 219 — 768 2,006 1,003 1,426 — 422
July adj. 2,994 — 219 + 1,238 4,013 1,003 1,426 + 1,584
August . . 3,036 — 218 + 1,204 4,022 1,005 1,458 + 1,568
September 3,116 — 222 + 1,168 4,061 1,018 1,618 + 1,631
October . . 3,183 — 227 + 1,147 4,104 1,026 1,562 + 1,516
November . 3,217 — 230 + 1,108 4,095 1,024 1,685 + 1,486
December . 3,290 — 232 + B71 3,929 982 1,688 + 1,258
1956
January . . 3,372 — 233 + 832 3,970 993 1,749 + 1,229
February. . 3,431 — 234 + 809 4,006 1,002 1,793 + 1,212
March. . . 3,495 — 235 + 775 4,034 1,009 1,840 + 1,186
DEBTORS — cumulative deficits.
Net reduction (=) or Settlement of cumulative
increase (+) due to accounting deficits
Cumu- e
lantge Q‘g]g‘e; o rgl- ’:trir:':- Credit Actual GOI?
coverable o re ctual payments
Month eficits | settle- | General | “yrom | 350U | ylithin
ments adjust- Union defi and on 100 per | Adjust-
.,,,L'}gst, z?]ndt ments under eficlts | outside Rropar cent. ments
adjust- ionate pay-
ments Afk10blx qugias basis ments
2 3 5 & 7 4
in millions of units of account
1955
January . . 2,858 — 365 — 196 | — 345 1,952 855 760 242 | + 856
February. . 2,891 — 378 — 207 | — 328 1,979 867 777 246 |+ 80
March. . . 2,802 | — 391 — 229 — 301 1,980 867 788 245 | + 79
April 2,893 — 407 — 232 | — 291 1,963 852 781 258 | + 75
Mav.: o 5 2,910 — 416 — 240 | — 282 1,972 845 789 268 | + 70
June 2,966 — 425 — 258 | — 261 2,023 872 823 267 + 61
July. . . . 2,991 — 415 - 311 — 234 2,031 873 854 269 | + 34
July adj. 2,991 — 415 + 1,465 — 280 3,761 873 854 223 + 1,810
August . . 3,034 — 414 + 1,431 — 262 3,798 883 204 226 |+ 1,785
September 3,113 — 418 | + 1,394 | — 229 3,861 898 a7y 228 | + 1,757
October . . 3,181 — 423 + 1,374 | — 218 3,914 907 1,036 230 |+ 1,742
November . 3,215 — 426 + 1,335 | — 208 3,915 206 1,063 234 |+ 1,713
December . 3,287 — 428 4+ 1007 | — 198 3,759 866 1,176 233 |+ 1,485
1956
January . . 3,369 — 429 + 1,058 — 200 3,798 859 1,232 251 + 1,455
February. . 3,429 — 430 + 1,036 — 203 3,831 863 1,267 262 |+ 1,439
March. . . 3,492 — 431 + 1,001 — 202 3,860 859 1,315 274 |+ 1,413

For footnotes see next page.




E.P..U.I Credit movement.* Since July 1954 there has
June 1954 to March 1956. been a period of relative stability,

Bimuisiiva b Eariiive and the settlement mechanism

Credit granted and received | Creditors debtors has not been under pressure;
in millions of payments under bilateral amortisa-
units of account i ]
tion agreements and the special
Outstanding June 1954 repayments by France through the
Within quotas ., . . . . . 1,034 1,142 . . 110
Oitalda diotin . - o S50 o Union to the creditors (389 r‘mlhqn
for January and $s50 million in
Total credit . . . . . .. 1,416 1,142 December 1955) have helped to
Repayments keep the total volume of credit
Initial repayments . . . . 232 232 from expanding; recently credit
ASACINEON iTeatalrasnts iy 189 movements have been further
By Unionla . el o 130 —

By France . .. .... 130 130 slowed down by the change-over
to a %5—25 basis of settlement.

Total repayments . . . . 681 551
New credit granted and In Iu‘ne 195‘4' four creditors
received (net) . . . .. 273 266 were outside their quotas and, of
Outstanding March 1956 the total credit granted to the
Within quotas . . . . . . 747 797 Union, 27 per cent. was by way
Qutside quotas . . . . . 261 62

of rallonge; at the end of March
Total credit . . . . . . . 1,009 859 1956, although Germany was then

*

the only creditor beyond its quota,

The amounts are shown gross; see footnote to table on

page 209. this percentage was still as high as 26.

The Managing Board of the Union, which is now in its sixth year,

has continued to meet about once a month, although additional sessions were
held between March and July 1955 when the future of the Union and the
drafting of the FEuropean Monetary Agreement were being dealt with.
Throughout this time Dr von Mangoldt has continued to act as Chairman
of the Board, which held its sixty-ninth meeting in March 1936.

The routine business of the Board includes, in addition fo studies of the

economic position of member countries, the examination and approbation of the
Agent’s monthly reports on the operations, which are then forwarded to the

B =

[}

-

w

-

Footnotes to tables on preceding page:

Earlier figures are given in the Twenty-fifth and previous Annual Reports.

and 3 These columns record the ''operational impact'’, that is, the residual effect on the current accounts
of previous ante-quota and special operations.

The utilisation of existing resources, initial balances and special resources and the reduction of cumulative
accounting surpluses due to the June 1952 adjustments (described In full in previous Annual Reports).

The various adjustments made to both the cumulative accounting surpluses and deficits due to the
repayments of credit (bilaterally and by the Union) first made in connection with the renewal of the Union
in June 1954 and, in addition, the gold adjustment shown in the last column. The changes are due to the
initial repayments under new bilateral agreements, to the amortisation instalments and also to the
corresponding gold adjustments. Further, the special repayments of credit by France for January and
in lDecember 1955, and the adjustments for the opening of business 1st August 1955, similarly affected this
column,

The gold adjustment is the difference between the cumulative accounting positions and the total of actual
settlements, by gold and credit, made through the Union,

Gold paid by France to cover deficits above the quota up to June 1954 and by Greece in 100 per cent.
settlement of deficits now recoverable under Article 10 bis of the Agreement. These settlements no longer
appear in the cumulative accounting deficits and a special position has been created in the accounts.
Gold actually paid within the quotas and rallonges (concurrently with credit granted).

One hundred per cent. payments above the quotas and payments made voluntarily in lieu of the receipt
of credit under Article 11(d) of the Agreement.
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E.P.U.: Interest rates on credit granted to and by the Union.
Interest payable Interest payable
by debtors to Union to creditors by Union
Fg;a{'lhceiah;?:;s ’ wltdhln quotas special
(July to June) and rallonges a:.;ae:?:' within outside
months outstanding outside quotas quotas
=12 | 1324 | over 24 quotas 2
) percentages
First year  (1950-51) 2 25 2% 2% 2 2
Second year (1951-52) 2% 2% 2% 2% 2 2
Third year (1952-53) 2% 2% 3 2% 2% 2%
Fourth year (1953-54) 2% 3 3% - 2% 3
Fifth year (1954-55) 2% 3 3% —_ 2% 3
Sixth year  (1955-56) ! 2% 3 3% 3%3 2% 3
1

' The development of interest rates up to March 1955 was described in the Twenty-fifth and previous
Annual Reports.

2 |n addition to the rates given above relating to creditors, 2% per cent. Is paid by the Union on the
special credit granted by Belgium.

3 The rate applicable to any amounts drawn under the Italian special credit (see page 200); this credit
remained unutilised up to March 1956,

Council of O.E.E.C. for final approval. The Board, which is responsible for the
general supervision of the execution of the Agreement and, in particular, for the
management and investment of the Union’s liquid resources, also makes periodic
reviews of the iInterest rates on credits granted to and by the Union; the last
change in interest rates came into effect from July 1954.

The gold and dollar holdings of the Union declined slowly but
steadily during 1955; this was due largely to the one hundred per cent. gold
payments made to France and Greece in respect of net surpluses; there
would indeed have been a greater fall but for the fact that both France

E.P.U.: Gold and dollar holdings.
u.s
; U.s.
After value date Egecausu"r{t" Gold bars dollars Total
for operations 1 2 3
in millions of U.S. dollars
Opening % =0 S alia Ll e 350 - - 350
1950 December . . . . . . . 307 - a7 404
1051 JUune... o o = ko 286 — 66 352
October® . . .. ... 141 36 2 179
December . . . . . .. 112 100 5 217
1952 June (adjusted) 123 150 78 351
December . . . . . .. 123 153 o7 373
1053 JUN@.s o« con oi 0 e o = e 124 163 160 436
December . . . . . .. 124 153 198 475
1954 June® . ... ..... 124 153 267 544
June (adjusted) 124 153 137 414
December . . . . . . . 124 153 146 423
1955 June. . . . s . ¢ . .. 124 153 123 399
December . . . . . . . 124 248 4 376
1856 March . . . - .« . .. 124 232 53 409

1 Amount obligated by the U.S, Government and remaining undrawn. The increase in 1953 results from the
addition of a small amount due to the renunciation of conditional aid by Sweden.

2 |In London and/or New York. Arising from in-payments of debtor countries.

3 Available for investment in so far as total gold and dollar holdings exceeded (a) up to July 1952, the
amount obligated by the U.S. Government, and (b) from Auguat 1952, the capital of $272 million.

4 1st July 1950. 5 Lowest point reached. 6 Highest point reached.



and Portugal, when in monthly deficit, voluntarily made one hundred per
cent. gold payments to the Union in preference to being granted credit, and
that Turkey’s deficits have also been settled fully in gold. Since January 1956,
the gold and dollar holdings have again risen somewhat.

The composition of the Union’s cash holdings has recently changed,
gold bars now accounting for a greater proportion than was previously the case.
This tendency became noticeable in August 1955, when the price of gold
in the London market fell below the equivalent of $35 per fine ounce;
member countries with current deficits found it to their advantage to discharge
their liabilities to the Union in gold bars rather than in U.S. dollars; the
continued low price of gold has thus had a direct bearing on the composition
of the Union's assets and the decline in the dollar holdings has led to a
reduction of income from the Union's investments in U.S. Treasury bills.

In addition to the thirty-three bilateral repayment and amortisa-
tion agreements concluded in 1954, further agreements have since been
made by Denmark with Belgium, Germany and the Netherlands. The totals
covered by repayment and amortisation agreements, together with the amounts
already amortised (equivalent to the credit repaid) and the amounts out-
standing at 31st March 1956, are shown below.

Although the amortisation instalments are paid direct from debtor to
creditor without passing through the mechanism of the Union, each payment
is reflected in a parallel reduction of the credit granted to or by the Union
vis-2-vis the parties concerned and, in order to keep the credit element
within the accounting positions consistent, the cumulative accounting positions
are adjusted accordingly (currently by four times the amount of credit repaid).
Credit repaid under these agreements totalled $421 million, or 46 per cent.
of the total amount covered.

In addition to the above arrangements, two special repayments of credit
have been made by France. For January 1955, France made a cash payment
to the Union of $80 million in repayment of part of the credit granted to
it by the Union (as already mentioned in the Twenty-fifth Annual Report).

E.P.U.: Bilateral amortisation agreements — position as at 31st March 1956.

. Total Amount A?&".'m Total Amount AT&",'M

Creditors covered received | gianding Debtors covered repaid standing

in millions of units of account in millions of units of account
Austria . . . . . 33 14 19 Denmark . . . . 112 43 69
Belgium . . . . 207 93 114 France . . . .. 232 101 131
Germany . . . . 320 162 158 Iceland . . . . . 5 2 3
Netherlands. . . 131 55 76 Italy . ..... 117 64 53
Portugal . . . . 24 8 16 Norway . . . . . 51 22 29
Sweden. . . . . 88 39 49 United Kingdom 395 188 207

Switzerland . . . 109 49 60

Totals . . . 912 421 492 Totals . . . 912 421 492

Note: Paﬂments due to Austria and Portugal under their various bilateral agreements have been suspended as
long as these countries are debtors of the Union.
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Further, in December 1955 France made a similar payment of $50 million
in gold which, following the principle established in the previous case, was
distributed amongst the creditor countries in proportion to their total claims.
The effect of these payments was to reduce the amounts of credit granted
by the Union to France and by the creditors to the Union by equivalent
amounts; thus, in December, Austria was repaid $o.1 million, Belgium
$8.5 million, Germany $26.7 million, the Netherlands $8.7 million, Sweden
$0.7 million and Switzerland $5.3 million; as the $50 million was paid out
the day it was received (22nd December 1955) the Union’s liquid resources
were not affected by the operation.

3. The financial position of the Union in the spring of 1956.

The table gives a cross-section of the positions of member countries
in the Union after the operations for March 1956 and shows the effect
of the ante-quota settlements and adjustments as well as the settlement
(within and outside the quotas) of the resulting accounting positions.

The Union had four important creditors: Germany, Belgium, the
Netherlands and Switzerland. Germany’s total claim, at $56o0 million,

E.P.U.: Cumulative positions of member countries, July 1950 to March 1956.

Effect of ante-quota settlements
Nt and adjustments Covered within the Union 4
el
positions Gold recov- G
old Total
ive ||Ante -quota erable (+) || Credit
Member ::rr;mgt('fJ settlements | General |from Union [received(+) :;%‘a("_:?) setﬁor'l?ent agg:t?rlﬂ'igg
countries or and adjust- | by special or or adlust |surplus (+)
deficit (—) | adjust- ments | settlement |oranted (=) ocaived(—)| “hent o
of country ments Ar‘i”%"&g deficit (—)
y . g by Union ; of country
in millions of units of account
3 — 0| — 0%
A “ o — 1 1 —_ 2 - H — —
ustria 10 + 125 7 L= 1 + 10 13 3
Belgium. . . + 928 — 306 + 92 -_ + 178 + 350 + 185 + 714
Denmark . . - 207 - 5 — 176 -_ - 97 e 73 - 218 — 388
j(— 38)¢ | — 35%
France . . . 957 + 102 | + 198 + 196 l — 81 — 442 | + 96 — 461
Germany . . + 1,745 + 12 + 488 -_ + 561 +1,024 + 650 + 2,245
Greece . . . — 275 + 269 —_ + 6 _ _ -_— nil
Iceland . . . — 27 + 16 | — 8 -_ - 5 _— 5 —_— 11 -— 21
Italy — 576 + 43 — 207 —_— — 185 — 284 - 271 — T40
Netherlands . + 441 + 30 + 201 _— + 168 + 248 + 256 + 672
Norway . . . — 285 + 60 — 233 - — 1186 - 88 — 256 — 458
[(— 18)% | — 18%]
Portugal 20 3 40 - l— o - 16 | 31 | — 63
Sweden . . . -+ 66 + -] — 41 _— + B + 25 — 1 + 31
Switzerland . + 314 —_ R 58 — 4+ 93 + 172 + 107 + 372
Turkey . . . — 366 + 92 — 70 - — 30 — 244 -— 70 — 344
United
Kingdom . - B77 — 243 — 482 —_ — 345 — 387 — 650 — 1,382
Cumulative
creditors . + 3,495 — 235 + 775 - + 1,009 + 1,840 + 1,186 + 4,034
debtors . . — 3,492 + 431 — 1,001 + 202 — 88597 —1,580 | — 1,413 — 3,860
Net totals . . | + 3 + 196 | — 227 +202 | + 150 | + 251 [ — 227 | + 174°

For footnotes see next page.



accounted for more than one-half of all credit granted to the Union;
Belgium and the Netherlands together attained almost $350 million, and
Switzerland $g9o million. Much of this credit granted to the Union had been
outstanding for several years.

Amongst the debtors, the United Kingdom, which had received
$345 million, was by far the greatest. France, largely as a result of special
repayments and voluntary gold payments, had received credit for only
$81 million and was thus a smaller debtor than Denmark, Norway or Italy
(the latter, with an amount of $185 million, being the second largest).

Two additional factors which have influenced the working of the Union
since its inception are not immediately noticeable from the tables. They
are (a) the repayment of bilateral debts existing in June 1950, and (b) the
interest paid and received on credits granted within the Union.

(a) Of the $861 million debts unfunded on bilateral accounts between
the central banks of member countries in June 1950, the amount remaining in
March 1956 was only $50 million, or 6 per cent. This amount includes a debt
of $24 million from Denmark to the United Kingdom and one of an approximately
similar amount from the United Kingdom to Sweden. The amortisation and
repayment of these old debts is taken into account in the monthly net positions
of the countries concerned and is thus dealt with by the normal mechanism of
the Union.

(b) Up to December 1955 interest paid by the Union amounted to
$128.6 million, while the amount of interest received was $126.0 million, there
being an excess of interest paid by the Union of $2.6 million; interest is calculated
half-yearly and debited or credited to the net positions of member countries in
June and December.

Income earned by the Union on investments (mainly U.S. Treasury bills)
amounted to $5.9 million up to December 1955, and the net surplus on Income
and Expenditure Account, after deduction of expenses, was $2.7 million.

Germany has received the largest net amount in respect of interest on
credits granted to the Union ($36.4 million), followed by Belgium ($28.1 million),
the Netherlands ($15.2 million) and Switzerland ($15.1 million). The United
Kingdom has paid interest amounting (net) to $51.9 million and France $26.8 million.

* *

Footnotes to table on preceding page:

Net amounts of existing resources, initial balances (grants and loans) and special resources utilised prior
to June 1954 and reduction of cumulative accounting surpluses due to the June 1952 adjustments for
Belgium and Portugal (after allowing for three repayments of $10 million each by the Union on the special
credit granted by Belgium).

Arising from the renewal operations as at 1st July 1954, adjustments for opening of business 1st August
1955, and repayments of credit (bilaterally and by the Unfon] — see footnotes on page 5

Gold paid by France to cover deficits above the quota up to June 1954 and gold paid by Greece in
one hundred per cent. settlement of deficits, no longer shown in the cumulative accounting “deficits and
now recoverable under Article 10 bis of the Agreement.

Within and outside quotas.

The gold adjustment is the difference between the cumulative accounting positions and the total of actual
settlements, by gold and credit, made through the Union.

Settled temporar IKI in gold in accordance with Article 11 (d) of the Agreement.

As the loans to Norway and Turkey (as initial credit balances), totalling $35 million, are included in the
ante-quota-settlement column, this figure is lower by that amount than the $894 million shown on page 208,
which covers all credits and loans.

The cumulative accounting deficits are lower than the cumulative accounting surpluses by $174 million,
this being the net amount by which the ante- or post-quota settlements by debtors exceeded those of
creditors (sraclal resources, $367 milllon, plus the net amount of initial balances, $125 million, the
remainder of the amount still recoverable Ey France and Greece under Article 10 bis of the Agreement,
$202 million, the net interest paid b? the Union, $3 million, less the net adjustments for dJune 1952,
$296 million, and the amount shown in the column ''General adjustments’, $227 million).

o ws ©w N -
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The next table gives quarterly figures of the Statement of Account in
a simplified form. Grants by way of initial balances disappeared after the
first year of the Union and since then the assets side of the statement
contains only the liquid resources (gold and U.S. dollars) and the credits
granted by the Union, while the capital of the Union and the credits it has
received make up the liabilities.

E.P.U.: Summary of Statement of Account,
quarterly from opening (July 1950) to March 1956.

Assets Liabilities
Total
After operations Grants of Grants
ror Liquid not yet Credits State- Canital not yet Credits
accounting period resources;| received | granted ment p given received
1 2 3 4 5 &
in millions of units of account
Opening . . . . . ... 350 215 — 565 286 279 —
1950 December . . . . 404 43 362 810 286 87 436
1961 ‘Mareh ... . a= o 370 21 537 928 286 22 619
dunel o e 352 21 547 920 272 _— 649
September . . . . 262 — 539 BO1 272 -_ 530
December . . . . 217 — 843 1,060 272 — 788
1952 March ., . . . . . 339 - 1,068 1,407 272 _ 1,135
June . . .. ... 460 — 1,024 1,484 272 —_— 1211
June adj. . . .. 351 —_ 1,002 1,354 272 —_ 1,081
September . . . . 411 - 1,038 1,450 272 — 1,177
December . . . . 373 - 1,020 1,393 272 — 1,120
1053 March! @ & < o . 393 _ 1,011 1,404 272 —_ 1,131
Junein e o e nn e 436 = 1,011 1,447 272 - 1,172
September . . . . 450 - 1,072 1,522 272 — 1,246
December . . . . 475 - 1,166 1,641 272 — 1,366
1954 March . . . . . . 500 = 1,181 1,681 272 —_ 1,406
June . .. - ee 544 — 1,177 1,721 272 -— 1,446
June adj. . . .. 414 — 959 1,372 272 _— 1,098
September . . . . 433 — 952 1,385 rdrie —_ 1,110
December . . . . 423 —_— 967 1,390 272 -_ 1,116
1955 March , . . . . . 409 - 902 1,311 272 — 1,036
JURBE B« i i 399 -— 907 1,307 272 - 1,032
September . . . . 377 - 933 1,310 272 - 1,035
December . . . . 376 —_ Q01 1,276 272 — 1,002
1956 March . . . . . . 409 -— 894 1,303 272 —_ 1,029

U.S. dollars to the amount of $350 million (from January 1952 to April 1953 $361.4 million, and $361.6 million
from May 1953) plus gold and dollars received from net debtors plus discount received on U.S. Treasury
bills and minus gold and dollars paid to net creditors.

Initial debit balances not utilised on the respective dates.

Including loans to Norway and Turkey (on account of initial credit balances), and special credits (inside
and outside the quotas).

Including a small item representing the difference between interest received and interest paid by the
Union, not including interest accrued,

Initial credit balances as grants not utilised on the respective dates.

Including credits received under Article 13 (b) of the Agreement (outside the quotas) and the special credit
of $50 million received from Belgium (reduced, since June 1955, to $20 million).

> LN
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The decline in all items of the statement continued fairly steadily until
December 1955 when the total reached its lowest point since early in 1952.
Two factors had a decisive influence: the fall in the liquid resources described
on page 204 and the contraction of credit granted and received, due to the
reversal of certain debtor and creditor positions and to the repayment of
credit resulting from the bilateral amortisation instalments. The next table
analyses changes in total credit.



E.P.U.: Credit amortised and new credit received and granted by countries,
June 1954 to March 1956.

1. DEBTORS.
Total credit :
Jre_u:eh;osz'g4 Rep;);rg: iy Né‘g;{:g't Total _creddlt
Cumulative debtor pne bilaterally for current receive
(before and to Union operations March 1956
adjustments)
in millions of units of account
AUSTHAT o o ic n i o ke —_ (1) — 1
Denmark . . . . « « « + & 98 43 42 97
France . . « « « = « ¢ s+ » = 312 231 — a1
leeland . . . . ...+ o 6 2 2 5
Haly o v = s e e e s 122 64 127 185
Norwa¥ .« « < o « 5 s & o ¢ 89 22 48 118
Portugal . . « « « o« « s+ « — — ] 6]
Turkey . « ¢ « & = o s o o & 30 _ — 30
United Kingdom . . . . . . 485 188 48 345
Totals (net) . . . . . 1,142 551 266 859

2. CREDITORS.

T e New coat Total credit
Cumulative creditor J%nggﬁf“ bllaat’e‘rally for current Mgrrgl{l“?gsﬁ
adjustments) from Union operations
in millions of units of account
Austria . . . . . .+« 4 73 24 (— 50) —
Belgium . . . . . .. . 217 129 a0 178
Germany . . « = « + s o5 s s 604 295 253 561
Netherlands . . . .. ... 207 91 52 168
Portugal . . . . . . . . . . 30 12 (— 18) —_—
Sweden . . ... ... 105 52 (— 45) 8
Switzerland . . . . . .. . 181 79 (— 10) 93
Totals (net) . . . . . 1,416 681 273 1,009

Note: The amounts are shown gross; this has importance only for Austria and Portugal, which countries
after having received repayments as creditors, became debtors of the Union in the course of the perlod
shown. The effect on the totals is very small (less than 1 million).

Since June 1954, when the bilateral repayment and amortisation scheme was
first put into effect, Italy and Norway have utilised more new credit in the current
operations than has been repaid or amortised bilaterally, so that total credit has
increased. The United Kingdom has repaid more old debt than the amount of
new debt created; France has made large repayments and taken no new credit.
Amongst the creditors, no country has granted more new credit than has been
repaid bilaterally; indeed, Austria, Portugal, Sweden and Switzerland have also had
credit repaid to them in the course of the current operations. Austria and Portugal
have changed from creditors to small debtors and the bilateral repayments have
been suspended.

Footnotes to table on the next page:

1 These totals are smaller than those given in the table on page 208, as they include QHI{ credit outstanding
at least one month and thus exclude credit newly granted or repaid on (and for some bilateral repayments
before) the value date given in the first column. Also excluded are initial credit balances in the form of
loans totalling $35 million.

2 Credits outstanding upon completion of June 1954 operations after the repayments and adjustments.
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E.P.U.: Credit outstanding

(showing effect of special amortisations and repayments).
Monthly, In millions of units of account.

1600 —— 1600
1400 /4 | {1400
1200 = 1200
e e Creditors 4
Creditors
1000} - — — e 1000
L et o 2
> Debtors SR R :,..l--..-....._
800 Debtors 800
o
. | | I I | 1
ettt oo ol g e ol el | I A

F M A M J o M J o A 5 5] N [+] J F M A
-256 1954 1955 1956

Note: The fall in the lines in June 1954 is due to the renewal operations; the bumps at the beginning of
each succeeding month reflect the bilateral amortisation instalments, the large drops in December 1954 and
November 1955 being attributable mainly to the special repaymenis by France. The small rise during each
month results from the net new credit granted and received in the current operations.

E.P.U.: Credits granted and received — time outstanding.

Outstanding

On value date in for one for one for two for over Totals
resae?t of ODfrr]aiwns year and to two to three three
OTEEI0nN less years years years 1

in millions of units of account

Granted by Union to debtors

1951 September . . . . . . 470 - - — 470
1952 September . . . . . . 936 40 — — 976
1953 September . . . . . . 163 822 40 — 1,024
1954 dJune. . . ... ... 217 118 767 29 1,131
dJuly? ... L. 149 =1 627 - as go2
September . . . . . . 138 131 607 40 917
1955 March . . ... ... 113 166 56 526 862
JUNRIS & 5 v s e 150 162 68 463 844
September . . . . . . 184 137 113 446 880
December . . . . . . 184 100 160 410 865
1956 March . . . . . ... 155 114 161 431 862

Received by Union from creditors

1951 September . . . . . . 563 — - - 563
1952 September . . . . . . 784 379 —_ — 1,163
1953 September . . . . . . 272 658 295 — 1,226
1954 June. .. ... ... 365 291 626 149 1,431
JUIYRE i i 5w i 142 194 561 179 1,076
September . . . . . . 136 213 550 206 1,105
1955 March . . . .. ... 96 206 271 472 1,044
June. .. . v e e 123 123 214 561 1,021
September . . . . . . 135 93 129 665 1,023
December . . . . . . 100 46 186 661 992
1956 March . . .. . .. . 107 63 170 679 1,020

For footnotes see preceding page.
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E.P.U.: Utilisation of the quotas In March 1956, co per cen
as at March 1956. C IO ST .
of the credit granted to the
Dillsod ae ot Union’s debtors had been outstand-
Per- ing for more than three years;
Quotas Amounis || centages u .
Member countries of quotas | for the creditors the proportion
ditor (+
as_cre: Ebtgr((_)) or was 67 per cent. It may }?e
T milions of S recalled that repayments of credit,
units of account || centages |  \hether arising from bilateral amor-
Austria. . . . . .. 8 | — 3| — 2| tisation instalments, special repay-
Belgium . . . . .. 805 | + 714 ) + 89 ments or reversals of positions,
Denmark . . . . . . 468 | — 388 — 83

always apply to the most recently

Francea .« . & « e 1,248 | — 461 - 37 . .
BEHTAIY. » o o o o 1200 | + 2,245 | + 187 created debt — in accordance with
Groece . . . . . .. (to8)| nil _ | the cumulative principle.
::::I:Hd 4:: _ .,i; _1,;; In March 1956, the debtors
Netherlands . . . . gs2 | + e72| + 70| were utilising on the average 67
Norway . . . - .« » - 480 | — 458 | — 95 per cent. of their quotas, while
Rortugel. ¢ 5 & i ¢ 168 | — 63| — 37| those of the creditors were being
JURdON somipiiy 624 | + 31 + 51 drawn upon to the extent of 99
Switzerland . . . . . 600 | + 372 + 62
Fihay o s L 20 | — 3as| —20s| pEr cent. If Germany, whose quota
United Kingdom . .| 2544 | —1,382 | — 54| was exceeded by 87 per cent,
overdl] were excluded, the average for
Totals averages | the other creditors would be only
ISt 5 4081 | +4034 |+ 991 6 per cent. In general the settle-
i RbatuBiot 57247 —3880 | — 97| ment facilities afforded by the
NG el Al e “was “blacied on the Union have been adequate.
debtor side.
* *
#*

4. The European Monetary Agreement.

The decisions taken in July 1955 when the European Payments Union
was renewed for a further year were reached only after a prolonged examina-
tion of the problems which would arise on the termination of the Union.

Agreement in principle was achieved by the Ministerial Council of
O.E.E.C. of 1oth June 1955; the broad scope of the agreement was that the
Union should be renewed until 3oth June 1956, but that there should be
new provisions, by virtue of which the Union could come to an end at
any time at the desire of member countries whose quotas amounted to
fifty per cent. or more of the total quotas, subject to the condition that a
European Fund should then begin to operate. Immediately following this
decision, and during the month when the Union was renewed provisionally
on the old terms (July 1955), intensive negotiations and drafting took place,
so that there now stand complete provisions for the creation of a new form
of active European association in the field of payments.

The European Monetary Agreement was signed on sth August 1955
and comes into force on the termination of the European Payments Union.
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European Fund:
Contributions of members.

Member countries uir';'“;hg;’fclismﬂf,
Ausiria®, G, a b . 5,000
Belglum . . ... .. .. .. 30,000
Denmarki® iv: o wva st ¢ det o 15,000
France . . . « &+ v s s von s 42,000
GOrMANY ' i3 &« i 5 o el 8 i G 42,000
GrOOCE 2 ;oo s s a6 5§ % e 2,850
IEBIANA 2 o v e & oo s+ e lis 1,000
faly? . .. . ... 15,000
Netherlands . . . . . . . .. 30,000
Nomway® ., o i v o s v e 15,000
Portugal . i v v e cive smnes e 5,000
BWBHBN .7 4 s s cene m e e 15,000
Switzerland . . . . . . . .. 21,000
TUrkey:2 oo cu e bl o 3,000
United Kingdom . . . . ... 86,575

Total ...... 328,425

-

All transactions between the Fund and member countries
will be carried out in gold and the accounts of the Fund
will be kept in units of account defined in terms of gold
(equivalent to the current U.S. dollar at $35 per fine ounce).
Seven countries havetheircontributions, totalling $56,850,000,
deferred until full payment has been made of all other
contributions,

»

The Agreement provides for the
creation of a European Fund and
a Multilateral System of Settle-
ments, which will be complemen-
tary to each other and will have
the general purpose of maintaining
co-operation  between member
countries on the termination of
the European Payments Union.

The particular object of the
European Fund will be to
provide short-term credits to help
member countries to withstand tem-
porary overall balance-of-payments
difficulties which might endanger
the maintenance of the level of
intra-European liberalisation. Each
application for credit may be
made conditional on compliance
with certain recommendations of
O.E.E.C.; credits will bear interest
at rates determined in the light
of conditions prevailing at the time.

The capital of the Fund will be derived from two sources: the capital of
E.P.U., consisting of $272 million (of which $124 million remains obligated by
the U.S. Government) and $328 million to be provided by member countries,
making a total of $60o million. The capital will be called up as required in the

order shown in the following table.

European Fund: Calling-up of capital.

From E.P.U. From members’ Total
capital contributions

in thousands of units of account

A. Initial transfer from E.P.U.. . . . . .. 148,037 — l
To be called up as required: 296,074
B. Initial payments of members' contributions —_ 148,037 [
C. In equal amounts from U.S. Government
and members . . . .. ... .. .. 123,538 123,538 247,076
D. Members' deferred contributions . . . . — 56,850 56,850
271,575 328,425 600,000

The amount to be initially transferred from E.P.U., totalling $148 million,
is made up of $113 million cash and the loans already made by the Union to
Norway ($10 million) and Turkey ($25 million), which will become repayable to
the Fund over fifteen years. After this initial transfer, a similar amount of $148 mil-
lion is to be drawn, as required, on member countries whose contributions are
not deferred, proportionately to their total contributions. Further amounts are to
be drawn, as required, on a fifty-fifty basis, from the $124 million still obligated
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on account at the U.S. Treasury and from member countries. Only when the
whole of the above amounts has been drawn, in all $543 million, will the seven
countries with deferred contributions, totalling $57 million, become liable to make
in-payments. As a general rule capital will be called up whenever the liquid
resources of the Fund fall below $1oo million.

The Fund will grant credits in gold. All credit will be of a non-automatic
character and for a period not exceeding two years; in special cases, initial credits
of one vear or less may be arranged to run from the start of the Fund’'s operations.

The Fund also has a special function in relation to the Multilateral System;
ecach month the bilateral claims and debts of countries within the System will be
transformed into net claims and debts vis-a-vis the Fund and the cash resources of
the Fund will be used so as to allow all settlements to be made on the same
value date.

Under the provisions of the Multilateral System of Settlements,
each member country will assume three obligations:
(i) to establish buying and selling rates for its own currency in terms of
gold, U.S. dollars, or some other currency;
(ii) to grant interim finance to any other member, within an agreed limit;
and
(iii) to settle its net debts or accept settlement of its net claims within the
System, in U.S. dollars.

The member countries have

Multilateral System of Settlements: declived. & to be their intention

Interim fl.nance limits that the margins beyond which
(for both creditors and debtors). . 5 b

they will not allow their currencies

In millions of to fluctuate should be as moderate

Maghes e il and stable as possible. Each coun-

try’s buying and selling rates for

Avstda .o v s s e 2 the standard adopted by it must

BRGNS o o wonns g =0 be notified to all other central banks
Denmark . . . .. ... ... 12 and to the Agent.

France - - i v ol v s e i 32

Germany . « o« v 05w e s 30 Interim finance between opera-

Greece. . . . .. ... ... 75 tions will be granted by or to each

leoland . . ivs s 2 country provided the total granted

Maly o oo 13 to or received by a given country

Netherlands . . . . .. ... 22 and still outstanding at any time does

Norway . . ......... 12 not exceed the limits specified. Draw-

Porblgall = i a5 o 3 o 4 5 ings of interim finance will be made

SWRLST © 5 L% et s 16 direct between central banks after

Switzerdand . . . . . . . .. 15 confirmation that the limits will not

Turkey.. - oo & G d s i G 7.5 be exceeded and may, if desired,

United Kingdom . . . . . . . 64 be repaid at any time before the
end of the month.

Settlements within the System will be made monthly and will provide for:
1. Claims or debts between central banks which must be reported for

settlement —

(a) any interim finance drawn and not repaid before the end of the month;

(b) any balance on an account kept under a bilateral agreement (the financial
clauses of which must be approved by the O.E.E.C.);



2. Claims or debts between central banks which may be reported for settlement
at the option of the holder —
(c) any balance held in the currencies of other member countries; and
(d) any balance arising under an ad-hoc arrangement (if duly notified).

On the basis of the figures reported monthly and the rates of exchange
notified, a net position for each country will be established; interim finance will
be calculated at the creditor's buying rate for U.S. dollars, balances reported
voluntarily at the debtor’s selling rate and balances under bilateral agreements at
rates to be agreed; settlements will be made in U.S. dollars between the members
and the European Fund.

The entry into force of the European Monetary Agreement is to be
simultaneous with the termination of E.P.U. and all members of the Union
will participate in the European Fund and the Multilateral System.

No specific duration has been written into the Agreement, but the
Multilateral System is designed to remain in force for a minimum period of
one vear and the European Fund for a minimum period of three years,
after which they may continue on conditions to be decided.

The European Monetary Agreement provides an institutional framework
for continued financial co-operation when the European Payments Union
terminates. Like the Union, it combines the granting of credit with a sort
of ‘clearing”. Unlike the Union, which comprises an automatic credit
mechanism with compulsory clearing, the European Fund will give credit on
an ad-hoc basis, generally after an examination of the debtor country’s
economic position, and on terms related to market conditions. And the
Multilateral System provides for interim finance on a limited basis and for
settlements on terms which will normally be less favourable than the markets;
nevertheless, the System gives an assurance that the central banks will always
be able to exchange their holdings of members’ currencies against U.S. dollars
or gold at pre-determined rates.

The day-to-day working of the European Fund and the Multilateral
System will be under the supervision of a Board of Management, similar in
character to the Managing Board of E.P.U.; the financial operations will be
executed by an Agent and the Bank for International Settlements has agreed
to undertake this task.



IX. Current Activities of the Bank.

1. Operations of the Banking Department.

The balance sheet of the Bank as at 31st March 1956, examined and
certified by the auditors, is reproduced at the end of the present Report.

The presentation of the items on the assets side as at 31st March 1956
has been slightly changed, with the agreement of the auditors. The heading
“Time funds, advances and deposits” has been changed to “Time deposits”,
and the item “Sundry bills and investments” is now entitled “Other bills and
securities”. Under these headings are now shown, on the one hand, the Bank’s
investments expressed in a weight of gold and, on the other, its investments
in currencies, both classified according to term. An analysis of these invest-
ments and a comparison with those shown in the balance sheet as at 315t March
1955 will be found later on in this chapter.

The method of conversion into gold francs (units of o0.290 322 58...
grammes fine gold — Article 5 of the Statutes) of the various currencies
included in the balance sheet is the same as that adopted in the preceding
years; the conversion is based on the exchange rates quoted for the various
currencies against dollars and on the U.S. Treasury's selling price for gold
at the end of the financial year. It has been decided, with a view to facil-
itating the reading of the balance sheet, to round off to the nearest unit the
figures included therein.

The total of the first section of the balance sheet as at 31st March 1956
amounts to 1,756,706,820 gold francs, against 1,717,962,180 gold francs a year
previously. As will be made clear further on, a certain decline in currency
deposits was more than offset by a fairly substantial increase in gold deposits.

The total volume of business handled by the Bank during the financial
year under review was slightly greater than in the previous year; the turnover
thus reached a new record level. As in the past, these operations were
conducted in conformity with the monetary policy of the central banks

concerned,

* *
*

As stated in Note 1 at the foot of the Bank’s monthly statements of
account, the following items are not included in the statements, viz. earmarked
gold and securities held in custody for the account of central banks and
other depositors, the funds and securities held by the Bank as Agent for
the Organisation for European Economic Co-operation (in connection with the
European Payments Union), as Depositary under the Act of Pledge concluded
with the High Authority of the European Coal and Steel Community, and as
Trustee or Fiscal Agent for international loans.
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As was done in the case of the balance sheet as at 31st March 1955,
the amounts in question are shown at the foot of the assets column under the
heading “Memorandum accounts”. The figures are as follows:

B.1.S.: Memorandum accounts.

31st March 1955 | 31st March 1956

Items

in millions of gold francs

Earmarked gold < o o v b o < e i e e wslien A el 6 el § ale | e 838.7 961.6
Bank balances . . . . . . & « ¢« s v s i v s e e e e e e 86.3 54.5
Bills and other securities . . . . . . . ¢ v ¢ v i 000 e e e e 645.0 476.4

Total of items not included in the balance sheet 1,670.0 1,492.5

The total of the first part of the Bank’s statement of account rose from
1,718 million gold francs on 31st March 1955 to 1,857.6 million on 3oth April
— the highest level for the year. It subsequently declined continuously until
joth September, on which date it stood at 1,643.8 million. After that it rose
to 1,711.6 million on 3oth November, declined again to 1,629 million on
31st December and then showed a progressive increase up to 1,756.7 million
at the end of the financial year.

*

ASSETS.

3

The total of the item ‘‘Gold in bars and coins’’ amounted to
625.7 million gold francs in the statement of account as at 31st March 1955.
After rising to %03.z million on 3oth June it registered various fluctua-
tions, reaching its highest level for the financial year — 715.6 million —
on 3oth November; it touched its lowest point — 561 million — on
2gth February 1956, and on 3i1st March it stood at 602.4 million.

The variations in this item in fact depend not only on the movement
of the deposits expressed in a weight of gold received by the bank but also on
the development of its investments in gold — shown on the assets side

B.l.S.: Gold position.

. Net stock of gold
Deposits taking account of
Gold received
D in bars ina deposits,
ate and coins weight of deposits investments
gold only and forward
operations
in millions of gold francs
1955 31st March . .. . . s+ 625.7 453.2 172.5 227.0
AthuAprllc - s & il 2w 625.5 453.1 (min.) 172.4 219.0
0thdune . . . ..+« « 703.2 453.1 250.1 (max.) 223.7
30th November . . . . . .. 715.6 (max.) 587.9 (max.) 127.7 236.5 (max.)
1956 29th February . . . . . . .. 561.0 (min.) 485.3 75.7 196.7 (min.)
3Mst March . . . ... ... 602.4 852.1 50.3 (min.) 225.0
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B.I.S. - Assets.
End of month, in millions of gold francs.*
2000 E"Fﬂ 2000
1800 AN 1800
1600 § 1600
B M Other Bills and Securilies
nd Miscellaneous |
1400 f E : 1400
- Time Deposits b
1200 Sundry Bills
cashable on demand 1200
1000 1000
£ Rediscountable Bills |
and Acceplances
800 800
600 £ £ash and Sight Funds 600
400 400
Lio(d in bars and coins
200 3 200
0 \ \wllllllllllllllllllo
o 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957
* First part of statement of account.
under the headings ‘‘Time deposits” and “‘Other bills and securities” — and

of its forward operations. As in the preceding year, the total of these operations
fluctuated fairly widely. In the table on the previous page, the four items
which have to be taken into account in considering the Bank’'s gold position
are compared as they stood on certain representative dates chosen so as to
bring out the maximum and minimum figures for the year.

The item ‘‘Cash on hand and on sight account with banks’’ did
not vary very greatly. Its total, which amounted to 72.5 million gold francs
on 31st March 1955, reached its highest level — g1.4 million — on
jist May and touched its lowest point — 49.5 million — on 3oth June.
At the end of the financial year it stood at 57 million.

The average balance shown under this heading during the financial
year 1955—-56 amounted to approximately 65 million gold francs, as compared
with 8o million in the preceding financial year.

On 31st March 1956 cash held in dollars accounted for 91 per cent.
of the Bank’s total cash holdings in currencies and holdings of Swiss francs
for 6 per cent. The corresponding figures on 31st March 1955 were %73 per
cent. and 23 per cent. respectively.
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Gold and cash holdings in currencies, taken together, represented
37.5 per cent, of the total of the first part of the statement of account on
31st March 1956, as against 40.6 per cent. on 3ist March 1955.

There were quite marked fluctuations in the total of the rediscount-
able portfolio, although the figure for the item ‘“‘Commercial bills and
bankers’ acceptances” remained fairly stable. The item ‘‘Treasury bills” showed
substantial variations, as can be seen from the following table, which gives
the maximum and minimum figures during the financial year for each category
of investment.

B.l.S.: Rediscountable portfolio.

Commerclal
Date bills and bankers’' Treasury bills Total
acceptances
in millions of gold francs
1955 31st March . . . ... ... 41.8 290.9 332.7
30th April . . . . . ... .. 43.9 (max.) 459.0 (max.) 502.9 (max.)
Mstduly ... ....... 38.2 (min.) 298.0 336.2
3ist December . . . . ... 41.2 227.4 (min.) 268.6 (min.)
1056 31st March . . . . . . ... 40.3 440.6 480.9

As in the preceding year, a substantial proportion of the Bank’s hold-
ing of Treasury bills consisted of U.S. Treasury bills. During the year there
were fairly wide fluctuations in the yield obtainable on this type of investment.

The total of the item ‘‘Sundry bills cashable on demand’’ amounted
to 86.4 million gold francs on 31st March 1955. It subsequently remained,
except at the end of December, above the 100 million mark, reaching its
maximum of 115.r million on 3oth September. At the end of the financial
year the figure was 106.6 million.

The total of the Bank’s investments at sight, comprising the various
items mentioned above, was 1,117.3 million gold francs at the beginning of
the financial year. During the year it remained constantly above this level,
except on 31st December, when it declined to 1,082.2 million. The highest
level for the year — 1,303.2 million — was reached on 3oth April. On
31st March 1956 the total of the sight investments stood at 1,246.8 million.
This figure represented 71 per cent. of the total of the first part of the
balance sheet, against 64.9 per cent. a year earlier.

The total of the item “Time funds, advances and deposits” in the
monthly statement of account — which, as has already been mentioned, was
changed to “Time deposits” in the balance sheet as at 3r1st March 1956 —
showed considerable variations, having declined almost uninterruptedly. The
figures for 31st March 1955 and 31st March 1956, at 225.5 and 98.8 million
gold francs respectively, were in fact the highest and lowest of the year.

The total of the item shown in the monthly statements of account as
““Sundry bills and investments’’ — changed, as already mentioned, to
““Other bills and securities’’ in the balance sheet as at 31st March 1956



— fluctuated less widely. From the figure of 305.7 million gold francs at
which it stood on 31st March 1955, it declined steadily until it reached
251.1 million on 3oth June, subsequently rising again to 362.1 million on
3oth November, and on 3ist March 1956, after various ups and downs, it
amounted to 341 million.

The following table, for the preparation of which the figures for the
year ended 31st March 1955 have been reclassified on the basis adopted in
the balance sheet for the financial year under review, affords a comparison
of the gold and currency investments contained in the two above-mentioned

groups of investments.

B.1.S.: Time deposits and other bills and securities.

31st March 31st March .
(s 1955 1056 Difference
in millions of gold francs
= e e BT O e O 129.9 272.4 + 1425
Currencies . . . . = <« « « v v v o s 401.3 167.3 — 234.0
ot e 531.2 439.7 — 915

It will thus be seen that there was a considerable increase in invest-
ments in gold, the amount of which more than doubled, whereas investments
in currencies declined by nearly three-fifths.

The following table shows the distribution of the above-mentioned
investments from the point of view of time and compares their composition
at the beginning and end of the financial year.

B.1.S.: Time deposits and other bills and securities.

31st March 31st March
Period 1955 1056 Difference
in millions of gold francs

Not exceeding 3 months. . . . . . . 377.4 255.1 — 122.3
Between 3 and 6 months. . . . . . . 28.9 61.1 + 32.2
Between 6 and 9 months, . . . . . . 16.5 28.2 o o
Ovar T Year « o o & 5 3 e bil v e el b i 108.4 95.3 - 1341
Total o s ves e s 531.2 439.7 — 915

Investments at not exceeding three months declined by nearly one-third,
but on 31st March 1956 they still represented 53 per cent. of the total,
against 71 per cent. a year earlier. The proportion of the total accounted
for by investments at over one year was 22 per cent. on 3Ist March 1956,
compared with 20 per cent. on 31st March 1955.
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LIABILITIES.

The Bank’s reserves in the form of the Legal Reserve Fund and the
General Reserve Fund rose from 20.7 million gold francs on 31st March 1955
to 20.9 million on 31st March 1956. As a result of the operations of the
year (see below, section 5, ‘‘Financial results’”) the balance of the Profit
and Loss Account, which comprises the profit for the financial year ended
31st March 1956 and the balance brought forward from the preceding year,

B.I.S. — Liabilities.
End of month, in millions of gold francs.*
2000 Eﬁ 2000
1800 1800
1600 1600
1400 N 1400
- Deposits
( currencies)
1200 1200
1000 1000
800 800
600 600
= Deposits |
(gold)

400 ——— 400
200E ;'dwﬁn' It;gr Contingencies | -
E scellaneous ————

o= Reserves
Capital gl
0
a5 1949 1948 1950 1951 1952 1953 1954 1955 1956 1957

+ Not including liabilities connected with the execution of the Hague Agreements,

amounted to 10.1 million gold francs on 31st March 1956, against 8.4 million
a year earlier. The amount of the item ‘Provision for Contingencies” rose
from 120.9 million gold francs on 31st March 1955 to 126.4 million on
31st March 1956. For the item ‘‘Miscellaneous” the figure was 11.0 million
gold francs at the beginning of the financial year and r1.2 million at the end.

The table on the next page shows the trend of short-term and
sight deposits during the past two financial years.

Deposits expressed in a weight of gold thus increased during the year
by 98.9 million gold francs, while currency deposits decreased by 67.7 million.
The increase in deposits expressed in a weight of gold was due to the
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B.I.S.: Short-term and sight deposits.

lfamha 31st March 1954 31st March 1955 31st March 1956
in millions of gold francs
Gold
Central banks . . . . . . . ... .. ..... 433.8 447.7 457.3
Other "depOBIOFS & ic. « wiier @ 5 @ 200 a5 foi o 5.3 5.5 94.8
TotalIn:goldi s s = & @ ) = & ) 4 4 439.1 453.2 £52.1
Currencies
Central banks . . . . . . . . v ¢ o s ¢ v o 745.4 941.5 869.0
Other deposhltors: « . . v« weiw ar s e s 45.8 37.2 42.0
Total in currencies . . . . . . .. 791.2 978.7 911.0
Total in gold and currencies ... ... . 1,230.3 1,431.9 1,463.1
Comprising
Sightfunds - o . . o v e o @ e s e 480.9 483.1 341.8
Short-term funds . . . . .. ... ... ... 749.4 048.8 1,121.3
AL A T 0D A ) O O D o 1,230.3 1,431.9 1,463.1

rise in those entrusted to the Bank by ‘“Other depositors”, the deposits
of central banks having gone up by only a very small amount, The
reduction in currency deposits was due to the decline in the deposits of
central banks.

The movements of deposits during the financial year are summarised
in the following table; it may be added that they are in fact reflected in
the movement of the aggregate of the first part of the statement of account,
which has already been analysed.

B.1.S.: Deposits in gold and currencies.

Deposits Deposits Total
Date in gold in currencies

in millions of gold francs

1955 3istMarch .. ... .... 453.2 978.7 1,431.9
0thAPR - - e s 453.1 (min.) 1,117.6 (max.) 1,570.7 (max.)
30th November . . . . . .. 587.9 (max.) 834.5 1,422.4
31st December . . . . . . . 516.3 822.4 (min.) 1,338.7 (min.)
1956 st March ... ...... 5562.1 9211.0 1,463.1

The two preceding tables show clearly the substantial increase recorded
in both short-term funds and deposits expressed in a weight of gold. The
distribution of the deposits expressed in a weight of gold and in currencies
i1s shown, according to term, in the following table.

It will be seen that the principal change in the deposits expressed in a
weight of gold was a substantial reduction in sight deposits, which was,
however, more than offset by an increase in deposits at not exceeding three
months and a certain volume of deposits at between three and six months.
With regard to the currency deposits, the main feature was a decline both
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B.l.S.: Deposits in gold and currencies
(central banks and other depositors).

Deposits in gold Deposits in currencies
Period a‘lst‘l glggrch 31 st_‘ glggrch Difference a1 st‘lghggrch 31st1glg€rch Difference
in millions of gold francs

AL BIghE « -« i & e 384.3 282.0 — 102.3 98.8 58.9 — 38.9
At not exceeding 3 months 68.9 239.1 + 170.2 729.7 731.9 + 2.2
Between 3 and 6 months — 31.0 + 31.0 46.4 41.8 — 4.8
Between 6 and 5 months —_ —_ - 49.1 13.3 — 35.8
Between 9 and 12 months — — — 1.4 1.4 -
Over 1 year . . . . . . . - — —_ 53.3 62.7 + 9.4
Total . ... 453.2 552.1 + 88.9 978.7 911.0 — B7.7

in sight funds and in time funds at between six and nine months. The
changes shown by the other categories of deposits were almost negligible.

* *

The Bank’s gold operations during the financial year were on a
relatively large scale. A number of central banks have agreed that the gold
payments resulting from the monthly settlements within the framework
of the European Payments Union should be passed over their gold sight
accounts in the Bank’s books.

The growth in the time deposits expressed in a weight of gold received
by the Bank from its correspondents and the increase in its gold investments
resulted in a fairly large expansion in the volume of transactions effected
by the Bank for its own account.

Changes brought about in the form of certain short-term credit
facilities granted have also led the Bank to increase its swap and exchange
covering operations, both in gold and in currencies,

On the other hand, the profit margins on gold transactions remained
extremely small and the resulting earnings were on a very modest scale.

As in the past, the Bank has continued to keep in touch with the
major international financial organisations, such as the International Bank for
Reconstruction and Development and the International Monetary Fund. It
has also maintained business relations with various other institutions of an

international character.
* *

SECOND SECTION OF THE BALANCE SHEET,

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 this section remains unchanged at
297,200,598 gold francs.



2. The Bank as Trustee and Fiscal Agent for international govern-
ment loans.

According to information received, the amounts of new bonds of the
German External Loan 1924 (Dawes Loan) and of the German Govern-
ment International Loan 1930 (Young Loan) which have been issued by the
Government of the Federal Republic of Germany in accordance with the
London Agreement on German External Debts of 27th February 1953 are
approximately as follows.

German External Loan 1924
(Dawes Loan).

Issue Currency Conversion bonds Funding bonds
American . . . . ... . $ 38,124,000 7,429,000
Belglan: . & & o e 5 s £ 283,600 77,700
Brifigh''.) o e = =i e e s £ 6,470,500 1,747,700
FETEH e 6 0o o cloa 00 £ 1,355,200 346,500
Swedish . . . ... ... S.Kr., 14,209,000 _—
Swisg s eia s £ 998,000 89,700
Swigs . ... .. 0 Sw.fcs 7,804,000 392,000

German Government International Loan 1930
(Young Loan).

Issue Currency Conversion bonds Funding bonds
American . . . . . .. $ 49,940,000 8,092,000
Belglan® & & i s e s wi B.fcs 187,490,000 42,422,000
B TS e e = ke =) it £ 15,402,300 3,654,800
French. . .. ... ... Fr.fcs 30,885,200,000 6,791,500,000
German . . s « = e 4 DM 7,391,000 210,000
Swodigh » & ot o woa s i S.Kr. 86,663,000 5,407,000
Swiss o e Sw.fcs 56,695,000 1,256,000

The operations for the validation and exchange of the old bonds are
continuing.

During the year under review, the Bank in its capacity as Fiscal Agent
of the Trustees for the Conversion and Funding Bonds of the Dawes Loan
and as Trustee for the Conversion and Funding Bonds of the Young Loan
received in respect of interest service a total amount equivalent to about
18.8 million gold francs for the Dawes Loan and about 41.8 million gold
francs for the Young Loan. Under the terms of the London Agreement, the
payment of the sinking-fund annuities is to begin only in 1958.

According to information received, the amounts of the bonds of the
Austrian Government International Loan 1930 which have been assented and
are in circulation are as follows:

Anglo-Dutch issue L 897,800
Swiss issue Sw.fcs 7,079,000



As a result of an arrangement concluded between the Austrian Govern-
ment and the bondholders of the Swedish issue, all the bonds of that issue
have been acquired by the Austrian Government and cancelled.

During the year under review, the Bank in its capacity as Trustee
received the equivalent of about 1.4 million gold francs in respect of the
interest service on the bonds assented or still to be assented. In application
of the recommendations contained in the Report dated 6th December 1952
of the International Conference held in Rome for the settlement of Austrian
Pre-war External Public Debts, the payment of the sinking-fund annuities is
to begin only in 1959.

With regard to the coupons which matured between 1st July 1938 and
1st January 1945 inclusive, the payments provided for in the arrangements
concluded with the Federal Republic of Germany have been duly effected
through the intermediary of the Bank, acting in its capacity as Trustee.
Under these arrangements the last coupon is to be paid, to the extent of
75 per cent. of its nominal value, on 1st July 1962.

3. The Bank as Depositary under the terms of the Act of Pledge
concluded with the High Authority of the European Coal and
Steel Community.

As was already stated in the Twenty-fifth Annual Report, the Bank
has assumed new functions in connection with the agreement for a loan of
$100 million concluded by the High Authority of the European Coal and
Steel Community, Luxemburg, with the Government of the United States of
America, represented by the Export-Import Bank of Washington.

The functions assumed by the Bank have since been extended to the
further loans obtained by the High Authority for the following amounts:

B.fcs 200,000,000 in Belgium
DM 50,000,000 in Germany
B.fcs 20,000,000 and

Lux.fcs 5,000,000 in Luxemburg
Fr.fcs 350,000,000 in the Saar.

All the contracts concluded up to the present time are for long-term
loans redeemable over a period exceeding twenty years and bearing interest
at between 3% and 414 per cent. per annum. The proceeds of these loans
are being used by the High Authority to make advances to enterprises within
the Community with a view to facilitating the carrying-out of their invest-
ment programmes and the building of workers’ dwellings. In each operation
to date there has been a correspondence between the loans to the High
Authority and the advances made out of the proceeds of such loans, as
regards both the rates of interest and the redemption terms.

The utilisation of the $10o million borrowed from the Export-Import
Bank was completed during the financial year. Advances were made to



forty-nine enterprises working coal and iron-ore mines in Belgium, France,
Germany, Italy, Luxemburg and the Saar. The operations for the lending of
funds out of the proceeds of the other loans are at present in course of
execution.

The claims resulting from the High Authority’s advances, together with
all the rights attaching to such claims, have been pledged for the benefit of
the lenders of funds to the High Authority and form a separate portfolio
which the Bank has agreed to take into custody. This portfolio constitutes
the common security for all loans made to the High Authority, the lenders
benefiting by it pro rata and on equal terms, irrespective of the date or
country of issue.

By the terms of the Indentures which it has signed for this purpose,
the Bank receives in a special account the funds borrowed by the High
Authority and remits them to the enterprises designated by the latter against
the pledging of the claims and of the rights attaching to such claims. The
securities evidencing the claims of the High Authority, in particular the
notes of the debtor enterprises, are held for account of the Bank by National
Agents appointed in agreement with the High Authority. The Bank further
receives the amounts paid by the debtor enterprises in respect of interest
and principal and also pays, out of such receipts, on behalf of the High
Authority, the amounts due from the High Authority to its lenders.

4. The Bank as Agent for the Organisation for European Economic
Co-operation (European Payments Union).

The formation and working of the European Payments Union has been
described in previous Annual Reports of this Bank and the description is
brought up to date in Chapter VIII of the present Report.

The Bank has continued to act as Agent for the Organisation for
European Economic Co-operation under the arrangements previously made.
The expenses of the Bank as Agent for O.E.E.C. amounted to 572,933 gold
francs in the twelve months to March 1956; this amount has been duly
reimbursed by the Organisation (as shown in the Profit and Loss Account for
the financial year ended 31st March 1956).

5. Financial results.

The accounts for the twenty-sixth financial year ended 31st March 1956
show a surplus, before providing for contingencies, of 11,642,683 gold francs,
the gold franc being as defined in Article 5 of the Bank’s Statutes, i.e. the
equivalent of 0.29032258... grammes of fine gold. The comparable figure
for the preceding financial year was 9,356,517 gold francs.

The net amount of interest, discount and commission earned was larger
than in the previous year. Income received under the terms of the Arrangement
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dated gth January 1953 with the Federal Republic of Germany, at approx-
imately 4 million gold francs, was the same as in the previous year.

Earnings from gold transactions again declined and now represent only
a very small part of the Bank’s income. Commission earned as Trustee was
somewhat higher, while Costs of Administration showed but a modest increase.

For the purpose of the Balance Sheet as at 3ist March 1956, the
amounts of the assets and liabilities in currencies have been converted to the
nearest gold franc on the basis of the quoted or official rates of exchange or
in accordance with special agreements applicable to the respective currencies,
and all assets have been valued at or below market quotations, if any, or
at or below cost.

From the surplus for the financial year ended 31st March 1956, the
Board of Directors has decided that it is necessary to transfer 74,125 gold
francs to the provision for exceptional costs of administration and 5,500,000
gold francs to the provision for contingencies. This provision now amounts
to 126,448,568 gold francs.

The Net Profit for the year, after deducting the transfers referred to
above, amounts to 6,068,558 gold francs. After providing 5 per cent. for the
Legal Reserve Fund as required by the Statutes, i.e. 303,428 gold francs,
and after adding the balance of 3,987,260 gold francs brought forward from
the preceding year, there is a sum of 9,752,390 gold francs available.

The Board of Directors recommends that the present General Meeting
should declare a dividend of 24.50 gold francs per share payable in Swiss
francs in the amount of 35 Swiss francs per share, involving a distribution of
4,900,000 gold francs, and should decide to carry forward the balance of
4,852,390 gold francs. The dividend declared at the last Annual General
Meeting was 21 gold francs per share payable in the amount of 30 Swiss
francs per share.

The proposed dividend of 24.50 gold francs per share corresponds to
3.92 per cent. on the paid-up capital. As in recent years, this is less than
the maximum cumulative dividend of 6 per cent. referred to in Article 53(b)
of the Statutes.

The accounts of the Bank and its twenty-sixth Annual Balance Sheet
have been duly audited by Messrs Price Waterhouse & Co., Zurich. A copy
of the Balance Sheet, the Report of the auditors and the Profit and Loss
Account will be found at the end of this Report.

6. Changes in the Board of Directors.

The term of office of Monsieur Maurice Frére, Governor of the
Banque Nationale de Belgique, as Chairman of the Board and President of
the Bank expired on 3oth June 1955 and he was re-elected to both offices
by the Board at its meeting held on 9th May 1955 for a further period



of three years ending 3oth June 1958. At the same time Monsieur Roger
Auboin, General Manager of the Bank, was reappointed as Alternate of the
President, his term of office as Alternate to correspond to that of Monsieur
Frére as President.

The term of office of Sir Otto Niemeyer as Vice-Chairman of the Board
being due to expire on 8th December 1955, he was, also at the meeting
held on gth May 1955, re-elected as Vice-Chairman for a further period of
three years ending 8th December 1958.

At its meeting held on 12th December 1955 the Board elected Mr Per
Asbrink, Governor of the Sveriges Riksbank, as a Director under Articles
28(3) and 29 of the Statutes for the unexpired term of office of his
predecessor, Mr Mats Lemne, that is, until 31st March 1957.

In February 1956 Monsieur A.E. Janssen tendered his resignation as a
member of the Board on being co-opted as a Senator of the Belgian Upper
House, and in March 1936 Monsieur Frére appointed in his place under
Article 28(2) of the Statutes Monsieur Jean Van Nieuwenhuyse, President
of the Institut de Réescompte et de Garantie, Brussels; Monsieur Van
Nieuwenhuyse’s appointment is for three years ending 28th February 1959.

The ex-officio Directors, acting under the terms of Paragraph 3 of
Article 28(2) of the Statutes, decided on 12th March 1956 to re-elect
Dr Wilhelm Vocke and Dr Rudolf Brinckmann as Directors for a further

period of three years expiring on 31st March and 31st May 1959 respectively.

The mandate as a Director of Professor Dr Paul Keller being due to
expire on 31st March 1956, the Board at its meeting held on r12th March
1956 re-elected him for a further period of three years ending 31st March
1959. In April 1956, however, Professor Keller tendered his resignation as a
Director in view of his forthcoming retirement from the office of President
of the Direktorium of the Swiss National Bank.

At its meeting held on 14th May 1956 the Board elected Dr W.
Schwegler, who had been appointed to take Professor Keller's place in the
Swiss National Bank as from 1st June 1956, as a Director under Articles
28(3) and 29 of the Statutes for the unexpired term of office of Professor
Keller, that is, until 31st March 1959.

In July 1955 Mr John S. Lithiby relinquished his functions as Alternate
to Mr C.F. Cobbold, Governor of the Bank of England, on his retirement
from the bank.

In March 1956 Monsieur Frére appointed Monsieur Cécil de Strycker,
Sous-Directeur of the Bangque Nationale de Belgique, as his Alternate in
succession to Monsieur Van Nieuwenhuyse, whose appointment to the Board
is noted above.



Conclusion.

The outstanding feature of 1955 was the superimposition of the effects
of an economic boom in North America on the strong expansionary forces
already at work in western Europe. The expansion was stimulated neither
by the needs of reconstruction, as in earlier post-war years, nor by any
increase in government expenditure, which, on the contrary, has in many
countries been more or less stabilised. It was rather in the nature of an
orthodox investment boom characterised by an intense demand on the part
of both industry and consumers for durable goods, ranging from plant and
equipment to houses, motor-cars and domestic appliances.

This development was not unaccompanied by strains, notably in the
metal-using industries, and the balance of payments of some countries was
also affected; but thanks to a fairly general increase in the output of industrial
materials (amounting in the case of steel to 14 per cent. over the past
two years), production was not really hampered by shortages, especially as
the additional needs of individual countries were met by a record increase
in international trade. There was, however, one genuinely scarce element —
labour; while there was evidence in some countries of a greater readiness
to admit workers from abroad, the general picture was, and still is, one
of over-full employment. A particular danger of the present situation is
that rapid increases in money wages may inflate both costs and total demand
and thus cause a fresh price rise. If in such a situation the expansion of
credit is allowed to proceed unrestrained, the result will be an excessive
speeding-up of activity which, though it would inevitably come to an end
fairly soon for lack of real resources, might well be enough to threaten
the relative stability of currency values — achieved at the cost of so much
effort — and to arrest the revival of savings, which is the very basis
of a continuing expansion.

It has therefore been clear that everything possible must be done to
moderate the boom — but in such a way as to avold weakening the forces
making for healthy economic growth. It is for this reason that the author-
ities have abstained from reimposing direct controls either internally or
externally. The liberalisation of trade, far from having been reversed, has
been extended and now covers, broadly speaking, 9o per cent. of intra-
European trade and more than half of Europe’s imports from North America.
At the same time, restrictions on foreign payments have been further relaxed
and are no longer so great an impediment as they were only a short time
ago to the transfer of capital between nations. While less has been heard
recently about a return to convertibility, further practical steps have been
taken towards the freeing of international trade and payments.

This progress could not have been achieved had not the authorities
continued to apply flexible credit policies — which under the prevailing



boom conditions has meant credit restraint, including higher interest rates.
While increases in official discount rates have figured prominently among the
measures taken, they have been supplemented by a number of other tech-
niques, both general and particular, depending on the circumstances of each
individual economy. Of the usefulness of these policies there can be no
doubt. To take one example, the relatively high cost of credit seems to have
rendered unprofitable the speculative accumulation of stocks and it is a
notable fact that the overall level of sensitive commodity prices on the world
markets has shown little change now for nearly four years. At one time this
was largely due to a decline in the prices of agricultural products, which
counterbalanced some fairly pronounced increases in the market quotations
for certain industrial materials; but these increases have in several cases
proved short-lived, so that the industrial sector is now partaking more fully
in the overall price stability.

But it would be a mistake to think that monetary policy, useful though
it is, can restore balance no matter what influences are exercised by other
forces. Pre-eminent among these forces are the requirements of governments,
comprising the financing of budget deficits and of nationalised industries,
to which must be added officially sponsored programmes, e.g. for housing.
With regard to all these activities, the governments should, in the first
place, abstain from inflationary methods of financing. But usually that is not
enough; if the private economy is to develop and maintain a high level of
investment for productive purposes — as would certainly be advantageous
for a number of countries — other claims on resources must be kept within
reasonable limits, and in a great many cases this means that public expendi-
ture should be curtailed. It is an open question whether inflation could be
effectively arrested if the present high levels of government expenditure and
of taxation in so many countries were to become permanent.

The measures, both monetary and fiscal, which have been taken to
prevent demand from outstripping available resources need some time to
exert their full effects. Meanwhile, a certain restraint on the part of powerful
economic organisations 1s called for, both in their own and in the general
interest, 1f the difficulties of restoring equilibrium are not to be aggravated.
This is not an easy task, since the authorities will often have to take
decisions which conflict with the immediate objectives of particular groups.
But it will undoubtedly be made less difficult if the authorities feel that
they have the support of a public opinion which realises the overriding
importance of monetary stability.

Unfortunately there is still a widespread impression that prices are
bound to go on rising. This inflation mentality must be extirpated. The
increases in interest rates and other monetary measures recently taken are to
be regarded as steps in this direction. There is more than a fair chance
that, given reasonable government retrenchment, these measures will be suc-
cessful, supported as they are by an impressive increase in the supply of
goods and services from current production.



Demand for credit is still very strong; but it is difficult to tell how
long this phase will last. The determination to hold back an excessive credit
expansion is growing; and it is not impossible that a change in the business
trend will set in before long. If and when it does, it is for the authorities
to show a flexibility of mind sufficient to deal with the new problems which
will then arise. Much has been learnt about the effects of monetary policies
in recent years; for instance, increased rates of interest have been seen to
be fully compatible with a growth in investment and an increase in employ-
ment. There will also be much to be learnt when the business trend changes;
but there is no reason to think that these new problems cannot be mastered,
especially if in the present boom speculative excesses and continuous cost
increases are avoided.

Respectfully submitted,

ROGER AUBOIN

General Manager.
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BALANCE SHEET

ASSETS IN GOLD FRANCS (UNITS OF 0.280 322 58...
%
Gold in bars and coins 602,341,319 34.3
Cash on hand and on sight account with banks ... ... 56,973,069 3.2
Rediscountable bills and acceptances
Commercial bills and bankers' acceptances 40,280,776 2.3
Treasury bills ... 440,600,595 25.1
480,881,371
Sundry bills cashable on demand ... ... ... ... .. 106,618,184 6.1
Time deposits
Gold
Not exceeding 3 months ... 6,442,076 0.4
Between 6 and 9 months ... 12,866,834 0.7
Over 1 year ... 25,716,350 1.5
Currencies
Not exceeding 3 months ... 32,348,440 1.8
Over 1 year ... 21,381,554 1.2
98,755,254
Other bills and securities
Gold
Not exceeding 3 months ... 120,162,618 6.8
Between 3 and 6 months ... 61,112,160 3.5
Between 6 and 9 months ... 15,355,780 0.9
Over 1 year ... 30,713,638 1.7
Currencies
Not exceeding 3 months ... 96,117,291 5LE
Over 1 year ... 17,514,178 1.0
340,975,665
Miscellaneous assets ... ... ... ... ... ... .. .. 1,870,734 0.7
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 3.9

1,756,706,820 100

Execution of Hague

Funds invested in Germany (ses 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
Funds, bills and other securities administered or held by the Bank for account of third parties :

Earmarked gold $61,599,684
Bank balances 54,488,307
Bills and other securities .., 476,431,102

NOTE 1 — For Balance Shest 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.

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, 11th May 1956.



AS AT 31st MARCH 1956

GRAMMES FINE GOLD — ART. 5 OF THE STATUTES) LIABILITIES
) %
Capital
Authorised and issued 200,000 shares, each of
2,500 gold francs e T ven o 500,000,000
of which 259% paid up... 125,000,000 7.1
Reserves
Legal Reserve Fund ... 7,606,136
General Reserve Fund ... 13,342,650
20,948,786 1.2

Deposits (gold)
Central Banks :

Between 3 and 6 months .. 31,034,769 1.8
Not exceeding 3 months ... 146,898,376 8.4
Sight ... 279,333,448 15.9
Other depositors:
Not exceeding 3 months ... 92,218,711 5.2
Sight .., 2,559,022 0.7
. 552,044,326
Deposits (currencies)
Central Banks:
Over 1 year ... 62,653,623 3.6
Between 9 and 12 months ... 1,426,862 0.7
Between 6 and 9 months ... 13,322,849 0.8
Between 3 and 6 months ... 41,803,987 2.4
Not exceeding 3 months ... 694,060,214 39.5
Sight ... 55,708,090 3.2
Other depositors:
Not exceeding 3 months ... 37,850,777 2.1
Sight ... 4,187,080 0.2
- 911,013,492
Miscellaneous 11,195,830 0.6
Profit and Loss Account
Balance brought forward from the financial year ended
31st March 1955 3,987,260
Profit for the financial year ended 31st March 1956 ... 6,068,558
10,055,818 0.6
Provision for contingencies 126,448,568 7.2
1,756,706,820 100
Agreements of 1930
Long-term deposits
Annuity Trust Account Deposits of Creditor Governments (see Note 3) 152,606,250
German Government Deposit ... 76,303,125
228,909,375

Own funds employed in execution of the Agreements (see above) 68,291,223
297,200,598

NOTE 2 — Under an Arrangement dated 9th January 1953 between the Government of the Federal Republic of
Germany 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 te the equivalent of
gold francs 149,920,380 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 itse!f obtain reimbursement
and transfer by Germany in currencies approved by the Bank.

Bank for the financial year ended 31st March 1956, and we report that we have obtained all the information
our opinion the above Balance Sheet and Memorandum accounts, together with the Notes thereon, are properly
our information and the explanations given to us and as shown by the books of the Bank, as expressed in the

PRICE WATERHOUSE & CO.



PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1956

Gold francs

Net income from the use of the Bank's capital and the deposits entrusted to it 15,044,018
Commission earned as Trustee, etc. ... v v wer e e e 619,759
15,663,777
Costs of administration :
Board of Directors — fees and travelling expenses ... 187,618
Executives and staff — salaries, pension contributions
and travelling expenses 3,600,017
Rent, insurance, heating, electricity ... ... ... ... 48,147
Renewals and repairs of buildings and equipment ... 138,344
Consumable office supplies, books, publications, printing 298,112
Telephone, telegraph and postage ... ... ... ... 122,664
Experts fees (auditors, interpreters, economists, etc.) 43,397
Cantonal taxation .. s wae e sver | awn s 35,621
Miscellan@ous ... .. er eeeerwee e e 120,107
4,594,027

Less: Amounts recoverable for expenses as Agent of
the Organisation for European Economic Co-operation
(European Payments Union) 572,933 4,021,094

11,642,683

The Board of Directors has decided that it is necessary to

transfer
to the provision for exceptional costs of administration 74,125
to the provision for contingencies ... ... ... .. 5,500,000 5,574,125
NET PROFIT for the financial year ended 31st March 1956 ... ... ... 6,068,558
Transfer to the Legal Reserve Fund — 5% of 6,068,558 303,428
5,765,130
Balance brought forward from the preceding year ... ... ... ... 3,087,260
9,752,390

Dividend of gold francs 24.50 per share, as recommended by the
Board of Directors to the Annual General Meeting called for
11th June: 1656 5:  see  ess wme wemr mas eae Gmem sme e 4,900,000

Balance carried forward ... ... .. oo e e e e e 4,852,390
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