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Arecntine-Chile Iconomic and Financicl Agrconent David L. Grove

On December 13, 1946, the governments of .rgentina and Chile
signed a highly importent Lgrecnint on Eeonomic and Financial Cooperation,
the Hurpose of which was declarcd to be te strcngthen the economic
and financial tics which unite the two cocuntrics.

The siznotories grant eoch other broad customs concessions,
trensit rights, and certein privileges in the ficlds of communications,
insurance, moticn pictures, and bonking., In adcdition, Jregentina is to lend
Chile 700 million argentinc pesos (roughly 175 million United States dollors)
for the foll-wing purposcs: 100 million pesos in the form »f a revolving
credit, for o period of two ycors, to cover Chilean trade Ceficits with
Arscentinz; 300 million in the fom sf o capitel contribution, fHr a neriod
of 50 yecors, to a joint arpentine~Chilean Finoncicl Lssociation which is to
finonce Chileon incdustries so thet they mey cxpand their output ancd export
ts Argentinc; 300 million in the form of & 1loan, to bc wnortized over o
serind of 25 years, for a public works ndrogrom consisting largely of rail-
roacs and highways which will link the two countries together.

The epnorent significance of the .rsentine-Chile Economic and
Financial lgrecnent noy be summarized os follows:

(2) Chile will be proviced with funds with which to develop its
timber, coal, and iren resources ond 1ts transportotion facilities at a more
rapid rate thon might otherwisc be possible. The direction of development
of the Chilcan cconomy, however, will have to conform, to 2 much greater ex-
tent than herctoforc, with Lrgentina's cconomic requirencnts. This nced not
be undesirable from Chile's standpoint, but it coes place that country in o
more difficult position to resist cny unrecasonable nolitical Cemonds which
Lrgentine might make in the future.
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(b) Arcentine cmerres as a crediter nation rcacdy to finence the
ceconmic cevelopaent of other Lotin Ancricon republics.

(¢) Chile asswacs heowy odditional fincnelal obligctions.
Servicing the 3C0 million peso Hublic works Loon will, by itself, add
nearly 4.7 wiliien United Stotes “ollors te Chile's annual nceds for
cxchonge. To this nust be aided interest on the investments of the
Finencicl Lssociction and, tws wnd o helf yeors after the Lgrecement gocs
into offect, repoynents of the revolving credit., It would scem thet the
finencial oblirations assumed under this Lercement, together with present
anc nrosdcetive oblirations to the Zxport-Import Bonl for locns outstonding
or cuthorized, will come quitc close to cxhousting Chile's codaclity for
borrowing with cny rceasonablc likelihnod of repoyment.

1. Trode Provisions., With the exccntion »f certein items ap-
scaring on o list to be prencrced by cach of the couvntrics and subnmittec te
the other within 180 cays fron the dote on which the Agrcement cnters into
force, 21l osds importcd by clthecr cowmtry from the other arc to be frec
>f custon dutics and othor toxzes. It is worthy »f note that, althoush pro-
vision is nadc for ranoving items froa the »ricinal list of cxceptions, no
crovision is made for odiing new itcns,

Recognition is mede of the foet that the cxportotion of goods
which are in relatively short supply in the procducing country will have to
depend on the existence of a surclus after comestic needs have been satis-
fied, Zach jovernment will, thervefore, periodically fix and communicate to
the other the cuantity of such procucts which mey be imported from it within
a sovecified neriod of time. Each country promises to give preferential
attention to the cdomestic needs of the other in the allocation of exportable
surpluses.

Tic concessions and adventages woich each of the partners grents
to the other under the present Lgrecoment are to be denicd to all other
countrics with which they may now or latcr heve most-favored-nation agree-
ments.  This provision appeers not to conilict with the United Statcs-
Argentine Trede Asrcoment which provides that: "The advantages now ac-
cordcd or wiich may hercaftcr hbe accorded by the United States of imcrica
or the Argentine Bepublic to adjecent countrics in order to facilitate
fronticr trofiic ..... shell o cxecpted from the oocration of this Agree-
ment. i

he Lorcoment states that Argentine end Chile are forming &
customs union. The provisions on which this stetement is bescd have been
summerized in the three preccding meregrephs end fall far short of cstab-
lishing a rcel cvstoms union., The requircments of e customs union have been
defined as follows: Winiformity of custons law and customs territory vis-
&-vis third Stetcs; freedom from import ond cxport cuties in the cxchange
of zoods between the partncr ?}atos; anortionment of the dutics collected
according to a fixcd quote.t L

1/ Thc Casc of Customs Regime Between Cermeny end Austria, Pcrmancnt Court

of Intecrnotional Justicc, SZR. A4-3, Numbcr 41; at 18 (idvisory Opinions,
1931).
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The climination of dutics on most products is not likely to in-

crease Argentine-Chilecan trade suost;ntlally in the ncar fvburc, In the

pest, only & very small fraction of the tetal trade of the two countrics
wos with each othcr. The chicf purposc of thosu conccssions appcers to be
to ercatc o preferrcd position for the products of the new industrics of
the two countrics in cech other's mariet. This prefcrred position will
become increoasingly importent as the output of thesc industrics expands and
cs the compctition of the larger industrial countrics becomes stronger.

Of much morc immcdiate importence erc the provwisions which state
thet the contrecting partics arc to zive preferenticl cttontion to cach
other's domcstic nceds in the allocotieon of their respective exportable
surpluscs. Araovtiwa is primarily concerncd about rccciving Chilcan
copper, coal onc, to o lesser cxtent, lumber ond iron. Chile, on tbo
othcr hand, is nedly in necd of Argentine wheat, corn, vegetable oil
and mecat,

2., Provisions Perteining to Communicotions, Insurcncc, ond
liotion Picturcs. Tac means of tronsportation of cach country arc to
onjoy most favored treatment in the territory of the othcr. Each govern-
ment gronts to the other free trensit through its country for products cx-
ported to, or imported from, third countrics. It would anpear that Lrzentina
will bencfit wost from thesc provisions beconse the rclatively highly popu-
leted contors in the western port of argentinz, such as ilendoze, Tucunan,
and Salte, wiil henceforth be cble to import yoods more cheaply via the
west coast, throucgh Chilean »orts. They ulﬂu also facilitate cxportation
of thc cattle, wheat, ond other products of thesc regions. On the othcr
hand, there ore very fow coscs, if any, in which Chile will find it o
vantageous to import from, or cxport to, third countrics via Argcntlnh.

The countrics also sront to cach other, for o period of 50 jcurs,
concessiong tnd focilitics nccesscry for the orcanizotion of specicl zone
and free worchouscs in their ports of entry., This provision will prove
quitc valueblc to Argentina, which plans to nake substential use of the
Chilcen dort of volparciso cnd perhaps some usc of other Chilean ports,
Chilc, on the other hond, is unlikely %o have mucb intercst in having
similar focilitics in Arseatino.

ot countrics nledge thut, durinv thc tcrm of the Agreccment,
the cxchn:ce of products between tunem will tele plocc prefercbly in vesscls
of Argentinc cnd Chilcen rogistry with cqual tonnurc for the vesscls of
cech.  Even in thc cosc of morchandisc imported from or crported to third
countrics, siniler prefcrence will, in so fnr &5 pos ssible, be givin to
Chilcan ond ..roentine shios.

Commcreisl air communicotions botween the two countrics cre to
be promoted ond focilitics and cutihorizations ncceesscry for this purposc
arc to bc jronted on o reciprocal basic,

N

Tech country reserves tnc right to have its own insurence componics
insurc the tronsportation of products importcd from the other for the account
nf thce buyer or cported to the other for the cccount of the seller., With

repord to reinsurcnce operciions negoticted cbrood, both governments ore
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to cdopt measures so thot such opcrotions by firms in cither of the.two
countrics will be uncertoken prcefecrenticlly in the other.

Tic two governncnts will clso scel to cssure o greater inter-
chenge of motion picturcs,

3. Fincnciol Provisions. {a) Revolving credit. The Governuent

»f Argentina, through the Argentine Institute for the Promotion of Trode;
grents the Covernment of Chile o revolving credit of 100 million Argentine
oesos (roughly 25 nillion United 3tates collers) for o poriod of two vears,
Funds dravm on the credit will beor intercest ot the rete °f 2.75 por cent
per year and moy be uscd only to cover cn unfavorcble bealance of trode
with Argentina. No more then 50 nillion pesos may e usced in cither of the
two ycars over which the crcdit is to run. Intcrest poyments are to be mede
querterly, with the first payment to be made 90 duys after tuc detc of the
first drawing on the credit. At the cnd of the two years, Chilc is to rcpey
the amounts brrrowed in four cquel installments ot six-month intervals.,
Intercst and cmortizetion payments cre to be made in Argentince currency
obteined through the scle in Argenting of gold coin or bullion or ircely
convertible currcncics. The Govermment of Chile mey ¢t ony time melce
cxtroordinery cacrtizotions provided thiet in cach casc such repoyments arc
not lcss then onc nillion pescs. It is cmpeeted that Chile will usc &lil,

sr nearly ¢ll, of this 100 willion pess crcedit over the next twe yeors, in-
asmuch «s its tmde deficit with Argentine in 1945 ond 1946 wos in the
ncighborhood of 40 to 50 million posnas cnmuclly.

The Chilcans cxpeet o obtoin funds with which to rcpoy this
crcedit from two scurces:

(1) Receipts cdorived from the cxportotion to Argentina oF
the nroducts of Chile's now industrics, such as lumber, coal,
and stoel;

(2) frzentine pesos obtained from locel cipenditurcs of the
proceeds of the 320 ailliosn peso locn ond from similor cxpendi-
turcs of thc Mnoncicl Associction, both of which crc discusscd
ot length below,

(h) Arzentinc-Chilcan Fincnclol Assoeiction. 'The Argentine
Government, cscin through its Institute for the Promotion of Trede, is to
cotoblish o FMinonciel Asscciction with the Chilcan Developucnt Corporation.
Tae AsSsociation is to be governcd by & 3oord consisting of o cheirmon and
six dircctors. ,Threc »f the dircetors will be of Chileun nationaiity ond
will represent the Chilcon Develonment Corperatinsng the remcining threce
will be of Arceantine notionclity and will reorescnt the Argentine Institute
for the Promotion of Trede. The Choimon is to he of Chileen notionelity
oand will be ehnscn by unaninous cgrecacnt of the other mombers of the Poard.
In cusc of discgrecnent, the Choimon of the Socrd will be aopointed by the
President of Chile., The cenitel of the Asssciation is t5 be 300 million
Argentine pesos (approxinatcly 75 nillion Unitec Stotes dollars), all of
which is t» e sup»nlicd by the iLrgentinc Govermment. The purposc of the
organizction is declarcd to be to provide o meens by which Argentina may
collaborate 'in the crestion of noew ccononic ectivitics in Chile and in the
strengthening of cxisting oncs, in order to incrcasc the exportetion to




CONTFIDEN

I
U
i

Lrgentine of Chilcon products, cspecially conper, iron, stecl, nitrote,
coual, wood, ond clectric powcr, 211 from the point of vicw of close co-
ordinction between the ceroncaics »f the two countrics.i

The Lssoclotion's actlvitics will ‘o:sw st of finoncing Chilcan
n“g:riz“tljnsg poth okd and new, through canitel contributions, loans or
} thl Tieens in order ts incrcisc the ciportetion of Chilcan procducts

~AL indivicuel oporati-ns must be cporoved by the uwnonimous vote
of the Board. Zoch side thus hos a vcto DITWCY OVeY hu activities of the
organizetion,  Unc of the cwnditions to e ctveched to eoch ovperation is
that the dssociation will have prceforcnce in »urchasing from the entitics
which 1t finonccs ol of their output not needed to cover Chilcan domestic

qulrombubb. The Governmnent of Chile prasiscs to pernit the crportotion
o Argentine of procducts thus accuired by the lseaciotion.

I%c ;s:oci:tinn is to last for o perind of 50 years from the dote
of its organizotion. At the cond of tais period, the Governnent of Chile
suerentees th:t the cupitel contributed by the Argentine Institute for the
Sromotion of Trode will be returned to it in full. In the mcontime, Arsen-—
tins 1s 1o recelve o mininum of 4 ocr cent interest oer ywear on the cmount
cetuclly used in fincneing Chilcan entitics. I the profits of the Associ-
ation cxcecd 4 per cent in any fiscal yeor, the cxeess is t be distributed
ceunlly between the Chilcan Deovelopment Corporation and the Argentine Insti-
tute for the Pronoti-n of Trode.

The cbove pravisions Uﬁrtulﬂlnb to thc Finoncial Assoaciation meke
no rcfecrence to the SQCCl ic projects to he finonced, altlwugh they do
acntion the products in which argenting is especiclly intercstcd.  Reports
from warisus scani-officicl sources do, however, .ention sonc of the »arojeets
cmtempleteds :

(1) Develrpaont of Tunber and weond Dirocuets Industrics in south-
centrol Chile., A t“ﬁuﬂh Chilc hes recucsted 6 aillion dnilirs from the
Interrotionel Zonl for the developnient of her i-rest industrics, it is
steted thot thic nceds of the Argentine acrket for lumber and wood products
cre so oarect t o still 1Lrgur investaont is jvsoﬁfied This moy indeed
he true fd” the long run, but it opocars uplz;u'; thit the progrom contem-
2lated with funds fron the Intornovional Tonk could e substantially cx-
pendea during the acxt five yoars c2 5o,

(2) Devclopacnt of Chilc's po
bothy for domestic conswption cnd for

ificant c¢wcl resources,
Argentinc,

(3) Expension of steel production. wiith funds obtoined tlumugh
the Export-Tnnort Denk, Chilc is building o stecl plant ot Concepeilon with
wnoiniticl crmunl copccelty of chout 160,000 tons.,  The ocutout of this plont
would ke core of nearly o1l of Chile's domestic recuiroments but would
not be lorge enough to peradt ciports to neighboring c-untries. The ndil
hzs bhecenn s designed, however, thot with o very sl cdditioncl investaent

hic annueld mutpnt could be doubled. Argentinz would provide o ready market
for this odditimel cvtount if Chilcon delivercd prices are conpetitive,
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The Chilcans nointoin thot they could effcctively nect ioreign competition,
perticularly in the western and nortiwestern ports of Argen tlnb. Thus,

th«, cxponsion of the Chilcen stecl industry night well prove to be advon-

tacous to both cowmtrics,

(4) The cxponsion »f ~utphutb of copper products., By exponding
her relotively sucll existing fobricotion foeilitices, which wire finonced
with the aid of the Zzport-Import Bonk, Chilc hopes to be able to supoly
pert of the Argentine usrlet, and perheps also thot of some other neighbor-
ing countrics

It would appoar that, through the Financicl Associction, Chile
will rcceive badly necded finoncinl assistonce under very favorable terms.
The nced £ar cxchonge resources to cover the intercst peynents should be
nore than net by the dncrecsed cxports nede possible by the cxponsion of
he industrics ncenti-ncd obove. o cuortizotion peyments nceed be node for
fifty ycors, Argcntinr will, t° souc cxtent ot lcast, be comitted o
surchesce port of the cxport surpluscs of thesc ndustries cnd riey cven be
foreed t» do s in fincs »f depression 1f Chilc i1s to sc "icc the other
finoneicl oblizotions incurrcd wnfcer the pdrc: c1t iLgreement (i.c., the re-
volving credit of 100 nillinn pesas cnd thc public works 10<n of 300 nillion
pesns, which is “iscusscd hcl>w) Should o world-wride depression occur,
Chile would hovwe caportable oroducts whilch isrgentina would need and for
which it would probebly be only too happy to cxchange wheat, meat, and
othc ooriculturcl procducts which Chile must import. Thus, it would appeor
thot the cetivitices of the Fincncicl ass.ciction will hcelp to develop Chile's
;cvnnuy in a wey which will cneble Chile not only o produce & lorger port
of its own domcstic reguirencnts but cloo to dncrcosc 1ts cxports to Lrgin-
tina. This should be to the nutuel wlventege of both eountrics ond wilil
n0t involve any scrious {inoncial burden during the perind in which thie new
industrics cre being cstoblished or cipondced.

(¢) ILocn for Chilcon Public Works Progrom.  The Lrgentine Insti-
tute for the Promotion of Trode, tarough the Centrol 3onk of Argentine,
will purchasc Chilcon Governacnt bonds wp to o nominal veluc of 300 million
Lroentine pesos (cooroxinctcly 75 nillion United Stotes dollars), at o
sricc of 96 per cent nct, The bonds will bear 3.75 per cent intcrcst

cnnually, ond will be coneellced in tvmcety-five yeers ot the letest through
soni-cnnuel cnortizations which will be nede by purchase or bid when the

bonds arc ¢unted below nar or by drowing when they crc ot or abowe par.
Intcrest and cnortizati n poynents will be noede in Argentine pesos in the
nfflcoa of the 3.4 Wf the Arsentine Motion., The bonds crc to be poyable

y the bearer cnd will be cuoted only in Lrgentina. The Argentine Ccntrsl
‘rnm rcacrves the r;sht t> deternine the eonditions under which thc securi-
tics will be ploced o the Lrgentine market,

The loon is to represent o direct obligetion of Chilc, which
sledges the Wgeod foith ond netisnel income of the notien,™ It should be
nnted in possing t this very gencrel provision is the only cuerintee
~mentioned, Argentine is not given control over cny spceific revenucs nar
sver the output of ony industrics, notwithstonding the impression to the
contrery given by vorious newspoper and nogezinc crticles on the sudjcct.
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The proceeds of the locn are to bhe utilized cxclusively to carry
out o progron of 2ublic works in Chile cestined "to pronnte and coordinated
Argentine-Chilecan trode, The sclection of the public works to be finonced
is to bec nnde by the unonimous vote of the members of o nixed committee
fermed by three rearescntetives of cach goverrmment. Argentine agrees to
cerry out. the public works nccessary in its ovm territory to complete
thosc undertalen in Chilc.

The Chileon Government nust durchose from the Lrgentine Insti-
tute for the Promotion of Trade whotever mcchinery, naterials, and equin-
ment it finds necessory to import for the oHublic works to be carricd oub
uncer this locn, unless better quelity or lower »rices can be obtoined
¢lsewherc., In the latter eventuality, Chile moy convert the Arcentine
peso droceeds of the leoan into »ounds sterling or United, Stotes dollars
through the Argentine free nerket ot the rote quoted on the date on which
cach operction is coiricd out, The frec-morket rote in Arpentina is, in
oractice, controlled by the Central Bank, which entcrs the markct from tine
to time and forces the rote up »r down in accorcance with its monctary ond
cxchange »nolicics., Should arscntina be losing rescrves or should it for
cny other reason cesire to »revent, or at least hincer, Chile from con-
verting the peso procceds into cdollars or dounds, it could do so guite
cffectively by hoving the Control Bank force the free rote up whenever
Chilc cntered the market, 4although this is a technical peossibility, it
is probubly quitc unlikcly te occur in proctice. Vhat is nmore likely to
oceur is that the free rote night, for entirely diffcrent rceesons, be high
et & timce when Chile necded exchinge. Unless the arsentine Centrol 3onk
were to cront @ specicl eoncession, Chile might find itsclf forced to poy
en unexpectedly high orice for the dollars or nounds ncoded to finance
imports for the sublic works progrom.

The /.grecnent nckes no mention of spceific projects to be fi-
nanccd with the procceds of the loan. Scomi-officicl sourcces, however,
have reported thet the following projecets will be undertakens

(1) A uwniform-gouse reilroad from the port of Valparaiso in
Chilc to licndozz, in Lrgentina, which will climincte the transshionents
now made nceessary by the foct thot the present Chilcan gouge on this
linc 1s diffcrent fron the Argentine onc.

(2) .. ncw and longer tunnel will be cut through the mountains
on the rall route between Valparaiso and llendozo, at o nmuch lower level
than the cxisting onc. Since only one-third of the proposcd tunncl will
lic in Chile, the cost of the roacining two-thirds will have to be berne
by iLrgentine.

(3) 4 roilroad fr

n antofaseste, in northern Caile, to Salte,
in northwestern Ghilc. - o

i,

(4) & reilroacd from Conconcion, in south-central Chile, to the
territory of Ncuguen in Lrgentino,

(5) The construction of warchouscs and teminals clong the above-
mentioned lincs,
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(6) & highwey fron Lo Screne in Chile to San Juan, in Argentina,
and other roads the locaticn of which hes .ot vet becn reported.

(7) The construction of dock facilitics at the port of Val-
peraiso.:

The railroads and highwoys will provicde outlets for the agri-
cultural srocucts of uany Harts of Argentina, somc of which have hitherto
bcen relatively iselated. In meny cases it will elso mcke possiblce cheaper
imports. Chile will benefit frem thesc roads in three weys:  first, it
hopes to be able to purchase argentine wheat ond livestock et somewhot
lower oricesy sceondly, it will colleet freight and cock charges from
Argentina for its cxports to and imports from third countrics (porticu-
larly Peru ancd Leuador) via Chile; and, thirdly, it cxpects thot the
improved reilroad ond highwey focilities will attract meny ecdditioncld
Argentine tourists to Chile. '

It is quecstioncble whether thesc public works will procduce
enough forcign cxchonge to service the loan. They will, however, lcad
to closer cconomic rclations between the two countrics and will have cven
greater siznificonce os their cconomics develop end the nossibilitics of
tradc between thonm increosc,

L. Final Provisions. 11 purchascs of Lrgentine products by
the Chileon Covernment, cither dircetly or indirectly under the terms of
this lgreement, crc to be made from or through the Lrgentine Institute
for the Promotion of Tradc, unless the latter Hrefers that they be mede
fron other institutions or cxport fims csteblished in Argentino.

Both countrics agrec to facilitatc csteblishment in their re-
socctive territorics of branches or egencics of benks or officiel orgoani-
zations of thce other country.

It has been officiclly cnnounced thot the Lgreement will cnter
into force in llorch. The Agrecment is to remain in force for & period
of five ycoars from the date on which it hecomes cffoctive cxeedt as
athcrwise cxplicitly stoted in the text. It will be renceweble from yeor
to year by mutucl c nsent, but cfter the first five years may e terminated
at any time upon thrcc months' notice.
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Export Credit and Transfer Guaranties i, J. Roberts

In ifay 19406 Senator Pepper introduced a bill providing for
establishment of ¢ government e:xport credit anc transfer insurence system
in this country. The bill was referred to the Senate Banking and Currency
Committee but no action was taken by the 79th Congress. It is possible
that during the oresent session, pressure may be exerted for early con-
sideration oi tuils proposal.

Prior to the introduction of this export insurance bill, there
was considercble discussion among trede and govermment circles regarding
the merits or drawbacks of such en insurance program, but interest in the
scheme has since diminished, ILast summer the Export-Import 3ank conducted
an informal survey of opinion emong exporters, bankers, and trade associ-
ations to detemmine their recactions to such & pdrogrem. In November, at the
National Foreign Trade Convention, August ilaffry, Vice President of the
Bank, anncunced that the Bank's survey showed little demand on the part of

exporters for government guerantics azainst losscs on short-term credits
duc to insolvency of forcign importcrs or nonpejyment of their obligations
for other causces. Hc reported that, es nart of its rcjular cxport fi-
nancing program, thc Bank is preodarad to grent nonrccoursc loans to ex-
porters to finence transactions rocuiring the cxtension of mecdium- or long-
term credits, therceby rclicving them of both credit anc transfcr risks.

The 3ank found, howcwer, that therc is a Ygenuine and widespread
intcrest among csporters in a govermment systom of transfer guarantics.t
Such transfor juarentics would orotcct cxporters azainst losscs '
from nonpayacnt by foreign importers arising from thcir inability to owvtain
dollars in cxchanse for their own currcncics. In the past the Bank has
repeatedly stated thet its powers arc suificicntly broad to permit it to
institute a system of transfcr guarantics without spceific enebling legis-
lation. At oresent, the Bank is still studying the advisability of offcring
transfcr guarantics. If thc cstablishment of a system of transfer guarentics
sccms to be mcrit@d and if its introduction rcccives the support of other
government eoccncics and departments, the Benl may wish te go chcad with the
scheme before Congress can act on the proposal of Scnator Peppcr, The Bank
docs not epnear to fovor the Pepoer bill since it mekes the cxtension of
both export crcdit and transfer insurancc mencatory upon the Benk.

From its survey, the Benk concludcd that anv demend for short-
term cxport credit gucrantics should be met Wy private initiative, Private
fecilities should be improved by strengthening privete guarantv orga ani-

zations, pooling crcdit informction, furthcr devclopment of orivatc cxport
crcdit scrvices, usc of credit facititics of export houses and improvement
of crcdit informetion collcetcd by individual firms. With regerd to govern-—
ment transfer guerenties, however, the Benk's survey showed thet many ex-
porters would avaeil thomsclves of such guarantics if available and that
there is & demend for transfor gucrantics covering medium- and long-term
cxport commitments as wcll as short-tcrm cxport trensactions. lMost cx-
portcrs cxpressed nrefercnee for a system which would offcr o blanlkct
guaranty covering all their cxport transactions rcgardless of tcrm or
country of destination.
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The Bank concluded, as a result of its survey, thot the exporter
should bc rccuirced to corry some nortion of the trensfer risk in orcder to
insurc that cdue caution would bec cicreiscd in the selcction of the risks
to be guarantecd, The determinovion of rotes to be charged would prescnt
somc difficulty; rates should be low cnough to attract a volume of Husiness
sufficicnt teo permit o satisfacltory sorcad of rislis by countrics, and high
enough to make the system self-suoporting. Rotes should very with the
credit terms cxtended and by the country distribution of an cxporter's
trensactions. The Bank stated that trensfer gucrentics should not be
limitcd to transactions with countrics which arc considered prime risks
but on the other hand should not scrve to cincourcge cxports to countrics
which offcr poor prospccts of prompt dollar payments., It would not ncces-
serily limit trensfer guarantics to trensections with countrics widch erc
members of the Internationzl Monctary Fun 1/since there erc important
truding nations with good credit rccords outside the Fund,

Provisions of thc IExport Insurcnce Bill. The export insurance
bill introduced by Scnator Pepper would csteblish a division within the
Export-Import Bank, to be callced the Forcign Trede Insurance Division; to
acminister the insurcnce progrem. For its insurance opcrations tiis
Division would heve an insurence cepitel stock of $100,000,000 to be sub-
scribed by the United Stetes Governmment upon call by the Bank's Board of
Dircctors. The totzl cmount of insurcnce outstending at ony one time
could not cxceed five timcs the amount of the insurcnce copital stock,
or $500,000,000.2/

According to thc bill, the Bank would be cmpowcred to write in-
surance covcring payments duc any United Stetes oxporter from any forcign
buycr. At its discrction, it could insurc peyment to cxkportirs directly,
reinsurce privete companics which have issucd cxport insurance policics, or
participetc with privetc insurgrs in writing insurance, The Bank would
insure ageinst both the tronsfor risk end the risk of non-payment by the
importcr for any other cousc, As definced in the »ill, the transfer risk
is thc risk of non-payment by rceson of thce imposition by a foreign govern-
ment of exchange block or other cxchange control prcventing the forcign
purchaser from sccuring dollar cichenge to pay his obligoation. The risk
of non-payment for cny other rcason would include the risk of insolvency
of thc foreign buycr or his protractcd defeult.

The bill scts & maximum coverage for both thc credit and the
transfer risk. Against the trensfer risk, the Bonk mey insurc up to 100

1/ It migzht be noted thot the Articles of ALgrcoment of the Fund provide that
during thc trensition period cexchange rcestrictions may be maintained end
adapted to chonging circumstonces end encomy-oeccupicd countrics may intro-
ducc restrictions if concditions warrant. Following thc tronsition period,
member countrics may not, without the eporoval of thc Fund, imposc re-
strictions on the making of nayments end transfcrs for current inter-
national trensactions. Therce is one exception: if any any time any
currcnecy is declercd scarce, 2ll members arc authorized temporarily to
impose limitations on cxchenge operations in the scarcc currency.

2/ This limit on outstanding insurancce compercs with a meximum of £200,000,000
under the British cxport insurence system and $100,000,000 undcr the
Cenadian system. ‘
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per cent of the contract price;l/ag&inst the risk of non-paymecnt for any

other ceusc, the Dank moy insurc wo tp 90 per cent. The bill further
nrovidcs, however, that it is the nolicy of Congress that thc insurcd
retoin o substenticl intercst in the dischorge by the purchascr of the
epreced terms of the sales controct. This provision would prosumebly
intcrproted to mean that credit incurance should not cover the cuporter's
orofit.

It is the snecific intent of the bill that the Export-Import
Bunk snould mcke aveilable both cyport crcdit and transfer insurance
covering cxports of &ll classcs of commoditics cnd thet this insurence
should bc cxtended os cxpeditiously as nossible and orn recasonablc terms.
Thus, cven though the Benk hes found there is little nced for cxport
crcdit insurancc, it would scem thot the Bank would hove to writc policics
beoring rcosoncble premiuns covering credit risks if so requested by ex-—
vortcrs or private insurers. Thc Bonk would, however, be free to cxcercisc
its discrction in the formul.tion of specific progroms and proccdurcs,
notably the typcs of policics written, the cxtent of coverege, premium
rotes, definitions of risks covercd, cligibility, cte. With such frecdom
of decision, the Benk weuld bc able to offer insurance policics covering &
snaller percentege of cither the credit or tronsfcr risks than the per-
missiblc maximum,

In addition to these provisions outlining the scope of the cxport
insurancc contcmolated and the sowers of the administering authority, the
bill provides thot the Export-Import Bonk sholl, in so far as practicable,
maintain in major cxport centers reogional reproscntatives to advisc ex-
porters on its policics and procticcs. This provision for reogicnal repre-
sentatives is not mondotory upon the Bank. It has been suggested that
instecad the 3enk might use the rogioncl offices of the Commerce Deporitment
or pcrhaps the Fodercl Rescrve Tonks 2s its cgents. In April 1946, August
Meffry, Vice President of the onl, stoted thet if ond when the Bank csteb-
lished an cxport insurcnce progrem, Soplicotions would probably be routed
through comacrcial bonks und the Foderel Rescrve Bonks.

On at least one importent point the bill es introduced in the
Scnate diifers from an carlicr cdreft bill thot had been widely circuleted
among cxportcrs and bonlers for their comment and criticism. The corlicr
bill had includcd & clausc orovicing thet the insurancc would beconc cf-
feetive only after the goods underlying the credit tronsaction had been
accepted by the forecign purchascr. Tais clousc has becn climinated,
reportedly ot the instonee of mony cxportcrs and bankcrs who considercd
thet it would bc proicroblce for the insuronce to vest at the time the
draft is. acccpted by the buyer. If the insurcnce heeame cffective ot
the timc of acceptance of the draft, the risk of later nonacceptance of
the goods would be ceovercd, Under the provisions of the prescnt bill, the
Export-TImport 3onk, os the acainistering outhority, moy detcrmine when the
insurcnec cover will bccome effective,

1/ As defined by the bill, controcet osrice ineludes "any insurance, freight,
or other cherge paid or to be »eid by the exporter, and chorges for
services furnishcd by the cxporter as en incident of the export sele,!
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Arguments Pro and Con. The arguments advenced in favor of
government export credit and transfer insurence are well summarized in
the title of the Pepper bill, "Tv encourage fuller participation by small
business concerns in soundly exzvended foreign trade and to aid in wein-
taining high levels of employment in the United States." The report of
the Foreign Trade Subcommittee of the 3enate Small Business Committee,
which has championed the export insursunce proposal, points out that many
menufacturers in the cavital goods field, including small producers, have
come out of the war with greatly eupanced cepacity. The report states that
sharply expanded export maikets must be developed in orcder to avoid the
cenger of depression which might arise from the disuse of wvailable capacity.
In devcloping and meintaining such markcets cxport credit insurance would be
invaluable, in the Subcommittee's opinion, since it weould make possible the
granting of longer credit terms and would facilitete.finencing of trans-
actions through commcrcial banks. The insureance woulcd assist exporters of
consumer ;00ds to compote in foreign markets by offcring the same credit
terms as are offered by cxporters in foreign countries whose governments
provide cexport crecit insurcnce. According to the report, a chief bene-
ficiary would be the small exporter whose trade has been curtailed becouse
of inadequate financial resources. With insurence he should be able to get
cdditional commercial bank financing which woulc¢ pemmit him to cxpaend his
cxport busincss without incrcasing his cepital or his risks.

The report attempts to substantiote its claims regarding the bene-
fits of export credit and trensfer insurcnce with matcrial from the study
on cxport finencing mode at the recucst of the Subcommittee by the Federal
Rescrve Srystoem. In its survey of banker opinion, thc Federil Rescrve Systom
found that o large majority of the banks interviewed would be interested in
financing morc cixports with cxpvort insurince. liany of the banks cxprcssing
fevorable opinions, howev.r, wcre banks coing o relatively small amount of
export fincneing, ond a number gualificd thelr replies by stating thet their
cdditional financing with insurcnce would be smell, lany banks indicated,
howcver, that they would be wiiling to purchosc or discount drafts without
recourse up to thc amount of the insurcnce coverage, With qualification,
e mejority of the benks stated that with insurcnce they would be willing to
finence drafts munning for six months to onc ycar cnd cimost one-half stated
they would fincnce drafts running for morc thon onc yeer under certzain con-
ditions. Such financing woulcd bc controry to prescnt proctice for the survey
showcd thot banks do not customarily finance drefts of morc then six months
maturity. About onc-half of the honks intercstcd in doing morc cxport fi-
nancing with insurcncec believed thot with insurance they might finence at
lower rates. The scving from lower roatcs might or mijht not be sufficient
to offsct the cost of the insurcnce.

In asscssing the nced or desircbility of instituting government
export gucrantices, & distinetion must be mede between guercnties against
credit risks and guarantics opcinst the transfor risk., With regard to
insurence cgainst credit risks, it is doubtful whether ¢ majority of ex-
porters fevor 1t. Losscs of cxportcrs owing to insclvency of the importer
have been oxceedingly smell, rcportcdly averciing less than onc-half per
cent of totel crodits during the period 7937 to 1940.1/ The Foreign Trade
Subcommittee of the Scnite Small Busincess Committee stoted in oy 1946

1/ Survcy emong members conducted by Forcign Credit Intcrchonge 3Burcou.
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thet "a great number of cxporters and bankcrs and their trocde cssoclations
supnort the cstab’ishment of such o systom now by the Federcl Government.?
Cn the other hond, the Export-Import 3onk in its rceent survey found that
"mony individucl cxporters and the ucjor trode orgenizations have cxpresscd
themsclves to the bonk cither o odocscd to o govwernment systoem of export
crecdilt insurence or os belicving it te be uwnnccecssary.® It hoas been sug-
gested that o systom of cxport crcdit and tronsfcr insurance would encble
small manufocturcrs Lo cnter the cxport trocde where they cre now excluded
cither beecouse of their inability to cope with foreign crecit problems or

ccouse of the unwillingness of thcir hanks to provide the necessary fi-
rzncing for such tronsactions without insvrince. Considerable doubt has
bcen cxpresscd, however, as to whether mony suell domestic firms would be
cnebled to enter the cxport busincss merely os o result of the crcotion of
insurance fr.cilitics,

On beholf of cxuport crodit gucrantics, it hos bcon arguced that
hey would stimulote United Stetcs cioport trodc. At the prescnt time
there sccms to be no nceessity to cneourage cxports for therce is no lock
of forcign morkets for United Stetes goods. Forcign demend is limited
principally by the supnly of dollors cveilable to pay for United States
products, This supply has becen cugincnted by credits to forcign countries
to finance urgent rceconstruction cnd development recuircments. Instead of
developing meuns of incrcasing cxports, it might be sounder policy to insti-
tutc a program designcd to stimulote imports. With dollar funds augmented
in this woy, forcign countrics would be oble to continuc purchasing ¢ large
volumc of United Stotes goods, thercby meintoining United Stotes cxports ot
& high lcvel, '

With regerd to government gucrontics azoinst the trensfer risk,
there is no doubt that the mojority of cxporters belicve thot such guarontics
would relicve them of o risk which they arc unable to cooraise, and thet
such guarantics, if cwvailcble, vwould be widcly cmploycc. It hes been sug-
gested, however, thot if countri.s would cgrec thot any ncew cxchange re-
strictions imposcd would not ne rctroactive, thot is, would not anply to
contracts prcviously cntocred into botiween exporters and importers, the
trensfer risk would be largely climincted. The Internctioncl lionetory Fund
might initicte zcetion by trying to get its membirs to rcach such on agree-
nent, cither among theomselves or with the Fund. If such & <ystem of cgree-
ments could be deoveloped, it might provide the hest solution for the ox-
porters! problem with regord to tronsfeor risks.
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The Exchange Volue of the German Mork J. Herbert Furth

In the cgrecoment of Lecember 2, 19456 which provides for the
ceconomic merger of the Amcricon .n’ British szoancs of occupation, the
occupying powers hawe decided to estanlish the exchange velue of the
German mark tas soon es thils is precticableil,

Astablisiing an exchenge rate for the German mark poses
problems different from those present in most similar cases. Germany
is not suifering irom repid increcses either in prices or in currency
circulation. Her economy has long veen insulated, first by the autariic
policy oi the Nezi regime, leter ¢nd more thoroughly by the war, and Ifinally
most completely bv the occupation. While the task oi finding an adequate
rete is wmore difficult, the immedicte impect of the rate on the economy
orobably would be less then in other countrics.

The existence of an cxzchenge roate 1s not cn csscntial vrereculsite
for the rewvivel of Germen forcisn tirede ond the rchabilitetion of the German
cconomy.l/.&t least during the poericd of occupatlon German cconomic policy
will be based on government planning rather then on reliance upon the
automatism of & free market. In such ¢ »lanned system, the interncotional
and the domestic valuc of the mark cen he completely scperated.,  The Zxoort-
Import Agency sct up by the merger agrecacent will accept payment for cxports
only in dollers or sterlins, or in currcncics convcertible on demand into
dollars or stcrling, It will 2llocote i1vs forecign exchonge rcsourccs, in-
cluding cxport rccecints and Madvences? from the occupying powecrs, to various
clesses of imports azccording to orioritics consistont with the overall progrom
of reconstruction, In so cdoing, it will climinatc the possibility of en
unplanncd doficit in the balonce of trade of the merged zones. In relotion
to domestic scllers and buyers, the Agencr will meke its transoactions ex-
clusively in maris., In vicw of the limited volume of CGeimzn cxports possible
and the relatively high level of imports plaancd under the merger agreement
turing the ncxt fow years, the Lgceney will heve no difficulty in accumulcting
marks so as te aveld the denger of cousing o cxpension in the circuletion
of domcstic currcncey by a deficit in its merlk tronscctions.

Prices in forcign currcncy will bhe determined by the world market
level, prices in merks Ly the domestic lovel, cnd the rcletion between these
may end will be very diffcrent for dificrent commoditics and scrvices,
Wherever the domestic level--which is still boscd largely upon the Pstop
prices" of the ore-woar Nezi regime--zppears to rcflect a price pattcrn too
much out of linc with the contemploted choracter of the future pcacctime
cconony of Zerm:iny cnd cspeeiclly with the contemplcted vrogrom of pocce-
time forcign trode, the hgeney can deoart from ciiisting priccs so as to
bring cdomestic pricc rclationshins closcr to thosc chorocterizing the
world merket. :

A fixed uniform rotc of cxzchonge between dollers or sterling and
narks will be nccessary only in o fuw cascs, for instonce, to provide merl:
currcncy for forcign visitors to Cormany cnd for remittcneccs. In the first
casc, the rate will e satisfactory if it cpnroxdmaotces the rceloation between

l/*Soc Hoans J. Dermburg, "Colculxtions Concerning o Cormcrcial Exchonge
X.te for the Gemon Mork," This Review, June 17, 19465 p. 1.
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German ond forcizn hotcl priccs, which moy be very different from morc
genercl price rotios. In the scecond cosc, the roate should be fired high
cnough (in terms of morks per dollar) to ettroct the greatest possible
amount of romittonces,

The procticebility of scporating the domcstic from the forcign
value of 2 currcncy hos been demonstroted by the cxpcericnces of the Sovict
Union cnd Nezi Cerminy. It is truc thot during the period of zonal division
sonc difficultics cre bhound to arise beccuse of the foact that trode with
the French and Russian zoncs will foll ncither into the cotegory of domestic
nor inte thit of forcign trade. Trode with the Russicn zonc, however,
probobly will continuc to be on o borter basis in any cosc. Morcover, any
csteblishment of cichonge rotes limited to the crca of the two merged zones
would be detrimental to the prospeets of reunification of Germony. On the
other hend, if it were considered fezsible to cstablish ¢ uniform rate for
¢l of Germeony, or ot least for the three Western zoncs, it would certeinly
bc possible to comc to on cgrecaent covering the more linmited ficld of
intcr-zonal trode.

Onc discdventoge of the present scporction of comestic end foreign
price levels is the denger inhwerent in cny intcrference with the system of
international. priccs, noncly, ¢ moldircetion of cconomic resources duc to
the impossibility of comparing cost and price rclations in domcstic and
international markcts. The Germon ceonomy ney foil to import thosc goods
in which it is at the gre:test cconomic disedventage, cnd to export thosc
in which it hos the grectest comporntive odventoge. This shortconing--—
which thc adhercnts of stote control of forcign trade usuclly minimize--— -

i1l be less inportont in Germony thon in most other countrics, The progren
of Potsdam, with its limitotions upon thc lorzest Cerman industries ond its
injunction agcoinst the Cermon standard of consumption finding its notural
level, will provent the Germman ceonomy in any casc from devcloping along
its most cconomiccl lines. A sceond disadvantege i1s the foet that the
schene con work only in conjunction with o virtuel stetc monopoly of
foreign trode. It is thercfore contrary not only to the Amcricen concept
of forcign trode policy, os sct forth in the proposcd charter of the Inter-
nctional Trede Orgenization, but alsc to the principle of decentralization
of cconomic power in Germuny, loid dovm in the so-called Potsdam decla-
ration.l/ Tnis rcoson in itself is importont crough to warrent on atteonpt
toword sctting up o stoble cxuchinge rote botween the nark and intemationzl

currcncics.,

Prcscnt Exchonge Retes and Potenticl Equilibrium Rotes. Until
rceently, the riost important ratio fulfilling sonc of the functicns of an
cexchange rote was the "militory rote," which valued the Allied militery
nark ot 10 United Stotes cents, In Septomber 1946, however, the Commanding
Generel of the United Stetes Forces in the Europcon Theater ordercd all
Amcricen persenncl te usc doller scrint insteod of militory marks in trons-—
actions with Amcricon institutions. This move, aimed at block market cctivi-
tics of Americon personncl, abolished the mein ficld of application of the
nilitary rote.

l/ It is onc of the major mystorics of a’liced »olicy toward Germeny, how
this principle can be rcconciled with the Russicn ond British cfforts
towerd sctting up o communist or ¢ state-sociclist cconomy, respcctively,
Both plons would give a future Germon government cven morc centrolized
econonic power thon the Nazi regime enjoyed.
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For comacrcizl declings, including the collcction of service
cherges in internctional rel.tions (transit troffic), militery government
cuthorities usc roatins colled Meonversion foctors® rather than erchuince
rotes.  These very for dif ferent comoditics end scrvices, and correspond
roughly to the relotion between the domestic end the world merket price of
the commodity or scrvice in cuestion. Roportedly the retios used most
freguently arc cround 20-30 United States cents per mork., In view of the
increoase in forcizn trade tronscctions which i1s bound to occur in consc-
quence of the nercer agrecnent o (reater voricty of such retios 1s to be
expccted, ,

For o fow trensactions, c.g., poyments to prisoncrs of wer under
the Gencve Convention, the pre-wer rete of 1 mark cqual. to 40 United States
cents moy still be cpplicd.  Extra-legal rotiss, cspecizlly the black market
retes in Gemeny and nore or less tolercted oxchonge rotes in other buropcan
countrics, arc substantially lower thon the militery rate, and usually cquate
the maerk to o friction of onc cont, '

Under prescnt conditions, eny ottampt to compute an cquilibrium
exchange rote is forcdoomed to foilure. A1l of the elements gencrally uscd
in cstimeting such rates (price cnd incone levels, circulation of money,
balince-of -poyments projections) arc cither inapprodricte or unknown, On
the busis of o coanorison »f lesel prices in Cormeny with orices in the
Unitcd States, the "purchosing Hover pority" of the mork would be around
35 cents. Legel prices, however, apnly only to the mcoger officicl rotions
availeble. On the bosis of bleck morket prices, the "pority" wovld be o8
1ow s onc-fifth of onc cent, Cortoinly neither ratis would preveil 1f &
lcgal frec norket in comoditics or in forcign cxchonge wore established.
Siniler discrepencics oceur if a wage rother than o price parity is sought.
On the besis of logel noncy weecs, the Wparity! would bc in the ncighborhoed
of the lcgal Yourchesing power ovrity.® Thesc wege rotes, however, ar
lorgely fictitious since entorprencurs attempt to furnish extre 2llowonces
in the form of frec mecls or poyacnt in kind,

Gomnerison of chonges inm woney circuloation would yield unsatis-
feetory results since such o procodurce would disrcgord the foct thot the
present monctery situction is influcnecd more by the deercese in the supply
of gonds thon by the inerccsc in currcacy. The bolance of poyuents of
Germany o8 o vhole connot be forceast as long s the fote of the unification
of the Germon ceonomy is in doubt, and cven the balences of the individual
zonecs will be deternincd b7 political decisions of the occupying powers
rether thon by econonie consider.tions. lorcover, ot ony given domcstic
nrice lerel, the couilibriuwn cxchonge veluc of the mork will be considcrcbly
lower if Cermeny is to hove on cxport surplus in ordcer to pay reporations,
or repay occupotion costs, out vi crrrent srocuction, thon 1f she i1s to
develop en import swiplus in order to rcbuild her incustrics.

Princinlcs of Exchonce Stobilizotion. Hilitery govermment sources
have reportedly advoccted on cxchonge rate in the ncighborhood of 30 cents
per merk to be ceteblished in conncetion with o proposcd finoncial reform, This
reformwould includc the conversion of the prescnt mark into & new “Gemman
mark! at the rote =f 10 to 1, the reduction of nork cloims and liabilitics
in the sene nrodnrtion, end the cnoctaent of o copital leovy ol 50 pcr cent,
the procceds of which would be camarked for conpenseting losscs from
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domestic wor domaces to the extent of zpproximctely 30 per cent.l/ Le-
coraing to its sponscors, such @ plan would noke it possible to limit
incrcascs in the present legeld woege and oarice level to about 20 per cent,
cnd thus to protcct the interosts of the recinicents of fixed inconcs. This
cssumption is unrcalistic. Expericncee in 211 other countrics hos showm
talt currcency rcefom in itsclf in insufficicnt to licen wages and prices at
o low level. Zven the most drastic reduction of the cuount of currency in
circulation in other Europcan countries hos hod only o temporcry effcct,
and within o fow wonths the circulction hos agnin reached o level only
slightly lowcr thon that previiling beforce the reform, @nd dcefinitely
higher thoan the pre-wer avercge. The main recsons for this devcelopment
appear to be the tendency of bath enterprencurs ond individuols to attenpt
to reestablish an accustoned leovel of cash holonecs, and unwillingness of
the menctory authorities te risk o »reakdown of the cconomic system by rigid
rcsistonce to reflationcry pressurc. iorcover, te prcecwvent governnent reve-
nues fron drying up it hos gencerclly been necessary to permit payment of.
toxes out of blocked balonces, which in this vy wre roturned to circu-
lotion., It is truce thot strict cceonomic contrels could prevent reflation
of the cuvrrency from influcncing the leovel of lcgal nriccs, just as it has
been possible so for to maintsin lesel pricos ot anproxinmcately the pre-wer
level., In that cosc, however, thc curroncy reform weuld feil in ite mcin
purposc, namely, to preperc for the return to ¢ maerket economy.

Currcncy rcform and aeppropriote fiscol mcecasurcs climinate and
reduce idle bclances which constitute potenticl rether thon cctual sources
of inflation. This function is very impertent insofer as it helps to cveid
furthcer deteriorction in the monctory situction, but it docs not close en
existing "inflotioncry gap.®  The direcct enti-inflotionary cffcct depends
principally on the restoration of confidence, which imdlics & decline in
hoarding of commoditics and an incrcasc in moncy savings. Thesc factors
increasc the supply of, and raduce the domand for, goods on the black market.
The resulting drop in black market prices in turn curtoils incentives for
workers to cngese in black norikct activitics rothcer thon in »rocductive
lobor, and thercby improves the monpower situction ond especially the
cifficiency of lober., These foctors, however, orce less important for the
price lcvel than changes in the supply of poods due to imports cnd domestic
procuction. For this rcoson, a currcncy roforn attompted before the resto-
rotion of ncarly nomel conditions of cutput ond tronsportotion will gencr-
clly bc less successful thon one undertcken ot o loter stoge of rchabilitction,

In the ncer futurc, the suprly of consuncr enods in Germeny con-
not be cxpccted to rcach nore thon, soy, Malf of the nre-wer level, On the
other hond, ncither noncy incones nor the circulotion of mency con be re-
duced below the pre-war cverare without cneountering shorp resistance. " In
view of the pont-up demand for goods, and the oftcr-cffects of the losses
sustcined by the helders of @ioncy and moncy cleims in the course of the
currency reforn, the veloeity of circulition would probebly be higher than
in war-tine, and hordly lower thon beforc the wer, Under thesc concditions,
the discrepancy between nionly incone cnd woncy circulction on the one hand,
and the flow of commeditics on the other, n.y be expected to continue as
long as priccs do not risc by .t lecast 100 per cent. It is truce that the
supply of zoods will stcudily inmprove, but experience shows that such a

1/ Sec Comnercicl ond Financinl Chroniclc, Rovember 26, 1946, pp. 2754,
2786'
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development usuclly gives rise to, and is facilitated by, & corrcsponding
increesc in mrncy. For this reouson, the cttempt to meintoin prices ¢t
present lovels would frustrote cfforts vo restore o merket cquilihriunm end
hinder rother thon further the progress of cconomic recovery., The cxchange
rates of the nork should thus not be bescd upen the assuaption thot priccs
will rcuein unchenged. '

The nrotection of the interests of fixed income recipients would
indced be politicnlly important since the urbon middle clesscs, waich in-
clude thosc inconc groups, should nomelly be the strongest supportcrs of
o denocratic systen in the Western scnsc. Unfortunctely, no monctery plen
ccn protect thesc intercsts. It has been cstinated that approzinctely
five-cights of the rcel capitel of Gemany hos been destroycd, The de-
stroycd port inciudes hones, furniturc, and sinilor property mainly held
by the urbon middle clusscs., Moreover, the proposcd finencial refom will
render o1l but vorthlcss the bank deposits and governncnt bonds which con-
stitutcd the bulle of middle-class investment. Finclly, countless cntcr-
opriscs will e razed under the tomms of the Potsdam declaration, or hove
suffered from looting, rcquisitions, and confiscations under the denczifi-
cation laws, The bulk of the urban niddlc closscs will thus be comaletely
ruincd regarcdless of the future level of prices cnd it will bhe futile to
basc o nrice nolicy upon consideration for thesc claosscs.,

2
1=

The noin gocl »f economic policy in Germony, ond thercforce clso
of the sctting oi cxchansc rotes, should be teo incrcosc the productivity
of the Gemen cconony within the framewerk of the intcrallicd cgrcements.
This necns thot the cxchange rote should not be so hizgh s to discourcec

Gernon cxports, cnd nat so low as to ncke impossible Germon inports without
cndongering the doncestic price structurc., The Germen price lovel should not

KN

be cdjusted to fit o given cxchen c rete, but the exchanze rote should be
sct ceecsrding to the lewel ot which Germon prices cre stabilizcd, This
lewel cornnot be pircdicted ot nresent. It cpnoors certein thoet it will be
st lecot twice ag hijh cs beforc the wor, but it ney be much higher in casc
the increesc in prices following the fintneicl reform nccessitates clso an
increasce in moncy woges.  Any gencrcl rote sct before thesc price and woge
fluctuctions hwove cnded would have to be revised within o short time, or it
would intericrc with the functioning of the domestic price systecn. In the
first ccsc, it would cndencor pudlic confidence in the new currincy, and
thus comfliict with the nmein purposce of the nonctory reform.  In the second,
it would molc dermenent o morket discquiiibriun thot would hanper the resto-
retion of & uorket ceonony and thus comflict with the mein purpezsc 3f the
cstoblishment of an cizchonge rote.

Conclusion. The forcgoine discussion nny ¢ sumnorized o
ety et et e e e e wy [} (7]

6]

f~1lliows;

L. For the moucnt, the cstoblisiment of cn cxchange rate is not
nceessary cnd would be impracticable.  Heither leral nor black merket prices
oend woges, ncither chonges in the circulction of noncy nor cstimotes of the
balonce of naynents glve cny cluc os to the cquiliorim rate,

2. The crgunents for fixing the erchonge value of the mork in
eonneetion with the currcncey reforn ot codrozinately 30 United Stotes cents
orc invalid. It would be improcticodle to keep orices ond wezes at prosent
levels, and inpossible to drotcet the intercests of fixed incomc recipicnts,
no notter how hich the cxchansze rote ni ht be.
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3. Regorcdless of the stringency of the currcncy refom, a re-
flation ot least to the pre-wer size »f nonctary circulotinn is to be
cxpeected.  In vicw »f the reduction in the flow of goods, this would nck
nceessary o risc in the price Tovel by ot lecast 100 per cent unless the
‘present strict control of the ceonmy is to be neinteined., If @ risc in
money woges is to be sranted, the risc in prieecs would hove to e corre-
spondingly greater.

4. General cichonge rotes should be csteblished os soon os the
now level of »rices and wages anpcars to be stobilized., Earlicr attempts
towerd flilng gcnorcl cxchenge rates cither would lead to instebility of
the rotes or would hinder rcestoeblishnent of o working demestic orice
gystan.  The sctting of gencral cxchonse rates, however, should not be
delayed beyond that time in order to noke possible the chondonnient of
state trod (J.:Lng .

5. Until that tinc, foreign troade transcceticons should continue
to be divorced from donestic transcctions as conpletely cos nossible, and
special rates used in thosce coscs (troavel, roaittonces) in which ccetual
cxchange tronscctions orc necessory.

cncial Policics of the Argentince Centrel Bonk Robert A, Rennice

Thc Peron adninistration's first usc of its powcrs under the
ncew benking laws indicates o radiccl change from the conscrvetive policics
pursued uncer the monagenent of Roaul Prebisch. These chenges appear to be
the key to nuch of the fincncing »f the Argentine Five Yeor Plon, which
contenplotes the cxpenditure ~f 1,3 billion nesos o yeor in addition to
other govermment cipenditures, vhich had reached the reeord sum of 2.8
billion pcsos in 1945 {rouchly 700 n1illion United Stetces dollars).

During the war, the then privately opcrated Centrszl Benk pleyed
on important role in kecping Argentina's inflation to o nininun. Fron
1939 to 1944 Argentina's cost-of-living index hod riscn »nly 10 points,
In 1945, howcver, the index beson o spcctucu1;¢ clinb, 2nd recently the
goverment cecascd nublishing the figurcs., Central Bank policy, before
nationalizztion, wos primarily desisned to sterilize the lerge increoscs
in benk rescrves couscd by the risc in foreign cxchonpe holdinss. The Bonk
scught to ncutralize this mejor infletioncry threct by selling Centrel Benk
Certificates of Porticipation in Gold ond Forcign Exchange to the commercial
benks to mon up the cxeess rescerves, and thus to prevent excessive crcdit
expension.  Not only did the Centrol Bank sterilize benk rescrves, but it
in every woy opposcd unnccesscry governnont cxpenditures while wer-time
scarcitics cxisted., In its unnugl rcoorts tnc Benk worned the government
Lgoinst bidding up the prices of scorce notericls by lorge-scnle public
works ond arncients progroms,

The Perdn government, mceting increasing ruolotance to its fiscal
policy--thc public bond marict hecone seriously saturated in 1645 and the
banks showed no interest in cbsorbing additional bonds--finclly ordered the
nctionalization of the Centrol Bonk “nd of 211 private boank deposits. The
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decrces turned over to the Central Bonk the deposits in the private henks
and all thc ¢sacts held as secuxity for thosc deposits. The provisions
virtuelly cstcblished the privete bhonks cs agents of the Centrzl 3onk,

for which they conduct business for csteblishoed foes. 411 1oans end in-
vestacnts since the notionalizotion, cxeept thosc finonced with the copital
of the banks, lhowve been sungrt to the epprovel of the Central Bonk, which,
in effcct, totelly contrcls the cercdit of the country.

Uncer its ncw nowcrs, onc of the first ccts of the Centrol Bonk
wes to cancel the Central Benk Certificates, which amounted to 1.1 hHillion
pesos. Lt the some tine it wrote dowm itprivote bonk rescrvest by the same
cnount.  This simple bookkeeping operation resulted in & declinc of bonk
reserves fron 2.6 billion pesos in Moy to 1.5 hillion in June. Howcver,
in the following nmoath, rescrves juapcd cgoin to 2.1 billien,

The sudcen risc represented ¢ naneuver by which the Centrel Ronk

sued 1,4 billion pesas of Liortzoge Bonds to the ”prlvmtc banksil--1, u., to
itsclf. Thac -perction wes scircely o step romoved from the printing oress.
The Arzentine sovernmaent colled 1n for rcccu;tlﬁn 1.5 billion peses of
vubllcly' 1cld 4 por cont Notioncl Mortgase Bonds., The Centrel Sank printcd
in their ploce 2 billion posos »f 2-1/2 oer cent Control Bonk iortegoge Bondgs,
Of the new issuc, the public took ~nly 600 nillicn and the Centrel flnh
throuch its 2zent benks--took the rest. Of the “.4 billion thus croeated,
900 nilliion went ~ut to the public in eosh for red icraption of the »ld, un-
converted boncs, and the raicining 500 nillion wcnt to the national govern-—
ucnt.  The infloticnery cffceet »f lounching 00 nilliosn into cireulsntion wo
ot onec refleeted in t-tal deposits, which in the s singlc month of July JULQCQ

I8

10 ocr coent ({r-a 6.7 billion pesos to 9.5 billien).

' in o very significint = ccq m Nowvenber 15, 1946, t» o nceting
of Hrovincicl finance wln"“turu, Lr) stated thet when he tonk office the
govermaent ¢ic not cven have cnough noucy to Hoy selarics for July., iow,
six months loter, " he scid, twe hove finoneed the 1946 ond 1647 buc;cts
witheut asking ¢ cent fron anyonc

The governaent, scid Perin, has discovercd ond "WlL”ng uﬁ" 2
cal’ in the notional ceonmmy. He farther stoted thet the leok thus
plugred up will be vsed to finonee the Five Yeor Plan without Dublic bond
issucs or forcisn Iloons or inercoscd toxes. #The fincneisl cspeets of the
Plen should notb worry wnyonc,™ he soid, wheeousc if I oronisc not to eon-
troct forcisn debts, nor internc’ locns, nor roise texes, I belicve thot
it is roddy's busincss where I obtein the moncy o

The reel cxient of the inflotion will deoend on 2ordn himsclf:
how much he wwnts to snend, cnd how nuch c’ & risk he is willing to take.
VIith the present acute shortoge Hf notericls 'nd the goaring cost of living,
the fincneing of 1:r~o aublic works vacnclburcs by the Centrzl Bonk for the
sr—called Bl“o fcor Pion will certoinly odd to the inflotion in the country.





