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The Fronch Bxrchange Reto

Hote

Miss Cornelic B. Rosc, who until the present hus cdited
the Roview, h.s resigned from tho stoff of the Division of Rescerch
end Stotisties. The origingl idec of the Rovicw wws hors wnd sho hus
dotermined thoe charsetoer of the publiecwtion., To hor gous most of tho
crcdit for the usefulncss which it mey heve achicved so far. We wish
to cxpress our apprecistion of the enthusicsm, judgment, end porsistonco
which sho brought to the undortcking. Tho cditoriul dirvction is now
telion over by Mr. Charles R. Herloy.

Insornstional Control of Shipping After V-5 Doy J. Hens fdlor

on or about Junc 1, o now intornctiondl egency, tho United
Mearitime futhority, will cssumeé control of moro then 75 por cont of
the world moerchent tommege. The primary purpese of the now cuthority
is the wllocwtion of shipping spaco for militery end civilien roguire-
ments during the wer in the Pacific which poscs, on occount of the
oxtended supply routovs, the most difficult shipping problom, end the
provention of en uncoordin.ted discontinuction of shipping controls
which mey prejndice the post-wer shipping intorcst of individuel muri-
time countrics. The United Meritimo Authority will function until six
moaths wfter the ond of the wer «geinst Jupun.
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The Unitod Meritime Authority was established, on a pre-
liminery besis, at & conforence lest fill in London. An agrocmont of
Principles weas signod by roprosentutives of Belgium, Cpnede, Grecceo,
tho Nothorlends, Norway, Poland, the Unitcd Kingdom, and tho United
Stztes. Since thot time Frence, fustralia, end India huve jolncd tho
agroament, bringing the numbor of signutory powers to elevon. Swedoen
wes ot first reluetant to ontor into tho ggrooment but the contral
shipping orgenization finally wpplicd for membership subjcet to the
epprovil of the Riksdeg. This wes intcrproted by tho signetory powors
cs . conditional consont end wes rofused. It is cssumsd that Sweden
vill shortly join the agrooment without rescrveation.

The new Authority placces control of merchunt shipping on o
gonorel internetiondl bisis end supersedes the orgenizition of the
Corbined Shipping fdjustment Boerd which wws set up verly in 19,2 to
coordincte operations of the United Statos "er Shippning ..dministreotion
and the British Ministry of “er Transport.l_ The smoricen and British
e.zoacics controlled the merchent shipping of the othor Unitcd Ne.tions
through chertor wgreoments. £ chinge in this procecdurc wos dcemcd
neezssery bucruse the charter cgreoments were due to lapsc in some
ce.sgs 30 duys, in othors 90 doys, cnd in others six months «ftor the
end of the wer in Burope. Norwey, the Nethorlends, cnd other countrics
wers roluctoent to conscnt to cn oxtension of the oxisting «rringemont
undor which they hed no influcnco upon policy decisions. Thoir inter-
ost centors now upon the supply of rcliof end reconstruction goods to
their home londs, end they have thorefore insisted upon cdoqueto reopre-
senti.tion on the policy-meking body.

Tho Unitoed Meritime futhority consists of o Council in which
ell contracting govermonts cre represented, cnd an Exceutivo Boerd
consisting of ropresentrtives of the United Strtes, Groat Britaln, thao
Notherlends, Norwey, and Frenceo. Other countrics arc cntitled to rcpro-
sonttion on the Executive Boerd by on wssocinto membor. The fgroemont
of Principlos docleres thet the contrecting govermnments accept "as o
cormon responsibility the provision of shipping for ell militery and
othcr tesks necesscry for, snd erising out of, tho completion of the
war in Buropo end thou Fer Ecst and for the supplying of o211l liborated
creas os well os of the United Netions gonorcally end torritories under
thcir authority". The agroemcnt elso onvisagos the utilizetion of onomy
shinping "to sorve tho roquiroments of tho United Nations......without
prcjudice to questions of disposition or title".

The most importent provision with reospect to the coordirs. .. .a

2f de-control of shipping is embodied in the wgrcoement of the mombers
not to relcase from control sny ships under their ~uthority or pormit

thum to be cmployed in cny non-cssonticl services or for wny non-essontisl
cargo unless the total overull tonnege is in cxcess of tho %otal ovorali
roquirements, cnd thon only in wecordence with & mutu.lly cccopteble formula
which shull not diseriminate wgeinst the commercicl shipping igtorésts of
any netion end shell oxtend to 2ll contrecting govornmcn%s an couiteble
opportunity for thuir rospoctive tonnege to engoge in ) .

o

commeéreicl tredos'.

1/ The Combincd Shipping Ldjustmont Bowrd will not bo

e ppin b discontinucd but
will mcrely romain "dorment" s long cs the U.M.A. functions. This

1s seid to be necossury ws & procautionary mecsurc ageinst ¢ dis-
ruption of the U.l.2. controls.
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The «.dministretive agonde of the U.M.us., perteining to the
wllocation of shipping to the w.rious sppliccnts, including UNRRA,
tho osteblishment of chertor end freight retes, cnd the equitcble
distribution of curgo eccording to profitebility wmong the vosscls
undor the verious flags, will bo carricd out, «s beforc, by the
U. S Wor Shipping ndministretion end the British Ministry of War
Trensport. Speeiel troutment is provided for cowsting and short sea
tredos which «rc to be controllcd by Zonc Committecos sot up in London.
Sineo tho Consting ¢nd Short Soe Tradec Zones arc loccted in the Baltic
Soe. «nd «long the ftlentic coast ws fir us Dakar,i/this eppeers to be
¢. conecssion to the spcciel intorusts of Buropean muritime nations in
ro-cebeblishment of thoir routcs in thet eruvc.

The astcblishment of the U.M.A. gives cdequoto assur.nce
thet belunce will be meintained in tho allocwtion of shipping ot tho
dispos.l of the United N.tions betwoen the militory recquirements of
the wir in the Peeific wnd tho necds for relicf end rocoustruction in
Buropo, cnd thet the disloc.tions which oceurred aftor the lest wor s
o rosult of tho inadequate utilizition of shipping will be cvoided.
Thit the morchurit shipping of Pussica, Lotin imerics, Spain, wnd Portugel
is not included in tho pool is a minor deoficicney since the utilizetion
of this tonnugo--with tho oxception of vesscls engrged in coestwisc end
intre-ncutrel trode--will be lorgely deternined by other forms of con-
trols, such s thosc oxerciscd by the Combined Rew Mabtorials Boord, the
Combinod Food Board, and goncrel oxport control sagencics.

The ultimate success cf tho U..2. will dopond upon tho
ebility to ngree upon r "mutunlly accoptuble formule™ of do-control
eftor V-J Doy. Ls long s militery operetions continuc, it is wvery
unlikely thet cny surplus of shipping will cecumulete. Tho rocl
tost of coopurction in tho shipping £ield will come in tho "six
months thoroeftor™ whon the prossurc of private ship operetors on
their respactivo govermments for reoluxation or modificetion of requi-
citioning schemes will be cxtremely strong. The Unitod Stetes is
prosumebly more interested then cny other individucl nction in con-
tiruction of controls during the period whon the roturn of scverel
rillions of smericen militery porsenncl from the Pecific is to bo
cccomplished.  On thoe other hend, the Buropocn meritime netions will
bc ceger to recsscrt thoir overssrs shipping interusts bofore the
cnormous volume of fmericun shipping is releescd from military duty.
Their consent to rn equiteble de-control formuls will probebly depend
upon whether or not ¢ gunor.l post-war shipping policy »f thc United
Stotus, cocopteble to thom, =un be formuleted ond prescnted beforc or
during the critical period »f six months efter V-J Dey. In thec meon-
tine, notebly Norway wnd the Neotherlands .re attompting to diminish their
depondence upon /moricen excoss tonnege for the reoconstruction of
their morchent floots through the pleacing of construction orders in
Swoden ¢nd in this country.

T/ Othor short scn trrde zonus cgrood upon in prineiple arc ©o b

o
osteblished for Meleye, the Duteh Dest Indies, and adjwcont erces.
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Monstury Coordinction /mong tho xllics in Germeny H.J.D.

United States and United Kingdom forces hive becn using
[11icd Kilitery merk notes in Germeny since Septembor 1944, It hes
rceontly boeomo known thet idontiecl notos, printed in tho Sovict
Union, heve been issucd by the Russiun wrmics cdvencing from the cost,
Coordinction hus also tuken plicc with raspect to the oxchinge rote.
Vhile tho Wostorn illics wre issuing the currcney ot the rate of 10
rmerks to tho doller (or LO merks to the pound sterling), tho currcncy
is boing pleccd in circuletion by the Russiens ot the rete of 2 morks
to the ruble. Militery mirk notes «nd ordinery Germen currcncy &rc
circuleting ot per.

The now ruble-mork roato is conslstont with thoe rccontly
cstoblished rate of 10 marks to the dollar and a rounded off rato of
5 rublos to thc doller, which is close to tho officicl reto of 530
rub.os to the dollar prevailing since 1937 for aveluction of Russion
foroign trade tronscetions. Had the oxtet reto of 530 rubles to the
dollar beon medc the besis for the now merk rate, the letter would
heve beoon 1.886 marks to the ruble, an ewkword ratoe for convoersion
purnoscs. The choice of roundod off figures, on the other hand, is
e, common pructice in esteblishing exchungo retcs in tho courso of
military oporetions.

Before the First World Wer, the ruble hed an cverage value
of 2,15 murks cnd beforc tho Second World Wer a value of gbout L7
merk. With the outbroak of the Gorman-Russion wor in 1941, tho Germans
develucd the ruble to .10 mark, The ruble-merk roatio hes thorcfore
token the following course:

191% - 1 ruble = 2,15 marks
1838 - 1 ruble = A7 merk
1941 - 1 ruble = .10 merk
1645 - 1 rublo = 2,00 murks

45 o rosult of thesce developments, the ruble-nerk retio of 1 to 2 pro-
vailing beforo the First World Wear hos boen roughly restorod.

On the bosis of the now reto of 2 rubles to the mark and of
the ruble ratos cstablished at cerlicr detes for the curroncies of
Foland, Rumevic, Bulgaric, Hungery, wnd Czechoslovekia, it is now
possible to comparc the cross-retes for tho mark in the Russien ox-
chenge rete system (whieh is 1ikely to detormine the ectuc] oxchurge
retes) with tho eerlier Gormen rotes cnd to show the dogreo of de-
veluction of the merlk in torms of the difforent currcncies:

Gormen rete Russian cross-rete  Devoluwtion of mark

1 merk = 1 merk = in per cont
Bulgerie 22.78 lev 7.5 lov 77
Polond 2 zloty .50 zloty 75
Czuchoslovalkie 10 koruny 2.78 koruny 72
Hungoery 1,642 pongd 1.25 pongo 2l

Runmani « £9.88 loei 50 leil 15
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As might havo becn oxpected, tho doveluwtion of the mark in torms of

the currencies of countrios fighting on the fllied side or sympothetic

to the f1liocd couse (Poland, Czechoslovekie, end Bulgeric) is very much
groontor than in terms of the currcncics of fxis-£1llicd countrics (Hungery
and Runmenia). This rosult wes brought cbout by the action of Russic in
doveluing the curroncics of the lettor to wbout the scme degroe as the
merk while re-esteblishing tho curroncios of the formor necer their pro-
viar lovels,

The new ruble-nark rete of & merks to the rublo paves the wey
for « homogoneous Furopoean foroign exchenge reto structure. In the case
of Gormeny, a rato wos sot both by the Western /llics and by the Russieons,
whilo in ell previous ctsos oithor ¢ doller end pound storling rete or o
rubl¢ ratc hed becn set independently. 4s stoted previcusly, tho doller-
marlk-ruble rclation is basod on the rate of 5 rubles tn the dollor ¢nd it
moy bo assumed thet the latber rate, or & retsc close to it, will also be
the basis for the asetuel dollar rates to be esteblished for currcncics in
eassern and southeestern Europe and for the ecctual ruble rates of the
currencies in wostorn cnd southcrn Burope. ) )

Curroncy Circuletion cnd Benk Doposits in Italy JeH.F

On tho evo of tho liboration of Northern Itely, tho Italien
Minister of the Troasury reported that the circulstion in free Itely
consisted of 176 billion lire of notes of thoe Bank of Italy end 52
billion of nllied Militury notes, whilec tho total circulation in the
Gormen-occupicd provinces wes ostimeted ot 100 billion. Lt that tinme,
fros Itely hod o population of cbeout 30 million, the Germen-occupied
torritory one of about 20 million; thus the pre-caopite circulation
cnoanted to cbout 7,600 lire in free Itcly, and cbout 5,000 lire in
the German-occupicd &ren. This differonce wes the more romerkable since
the German-occupicd torritory constituted the richest perts of the country,
the locding industricl crces in which per capite utilizetion of curroncy
might normaclly bo considerably grester thon in the less cdvanced rogions.

The most oneouraging symptonm of monétery confidenco in free
Itely wes the increase in benk deposits since liboration. In the 50
froc provinces, totel doposits rosc betwoen the end of July end the cnd
5f Dacember 191, from 63.9 billion lire to 86.7 billion, tho monthly rcte
of incresso romeining procticully constant rt [.5 billion. Jlmost 60 per
cont of the rise concerncd savings doposits. Thus almost all newly

issued boenk ond iM notes found their woy into doposits.

This development probably cnerureged the Italion Govermment
to anunouncoe on Jpril 3, 1945, tho offoer of its first medium-term loen
to the public, in the form of five-ycar Troasury notos. If this issue
proves successful, the inflationery prossure of doficit sponding cortainly
will be mitigeted. Coming ot a timo when the issuo of JII nobus mey be
roducod substonticlly or evon stopped completely, the floating of tho
losn should mark o long stop forwerd on the wey to rchebilitetion of
the Itolian fiscel nd monstory system,
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United States Gold Coin Found in Germany M.M.M.

The gold found in Germany by the Third Army has been the
subject of considerable discussion in the press and elsewherc. The
latest news is a story from Paris which gquotes Colonel Bernard Born-
steia, former Treasury oxport, now with the army Finance Departmont
in Eirope, &s saying thet tho 200 tons of zold found at Merkors
(«pproximeately 200 million dollwrs) included wn apprecieblc cmount
of United Stctus gold coin cnd thet this coin solves the mystory of
what happenod to gold coin of Unitod Stotes issuo which wes never
turned in undor the nutionclizition orders of 1933-3L. According to
the Weshington Star of Mcy 6, Colonol Bernstoin said: "Whon the United
Stetos Trossury ccllod in gold coinegs o fow yocors &go, wo did not get
the quantity we expeocted from tho emount thet hed boeon issucd snd were
et ¢ loss to know what hepuened to it. Well, now wo know whore = good
deel of it was." The figure by which gold coin turned in beforo the
193l deedline feoll short of tho ostimeted coin in circulction wes 287
million dollurs. Tho Trecsury wnd the Bocrd dropped this cmount from
tho gold stock and from moncy in circulution es of Jenuary 31, 193,
whor. title to «ll gold in the Unitod Strtos wes vosted in the Govern-
ment ¢nd privete holdings beeime illogal. Subsequontly this cmount wes
oxcluded from the Bocrd's record of gold stock and moncy in circulcation
back to 191%.

If Colonol Bernstein wes quotcd correctly, his conclusions
mey be questioned. Over tho yoors tho United Strtos has kopt rocords
of tho emounts of gold coin doclercd for cxport rnd import; rnd theso
date, os well os mintings cnd noltings, heve, of courso, boen tekon
suto considoration in formuleting cstimotos of gold coln in circuleation
in +he United Stetes. Tho 193l anmusl report of the Dircctor of the
Min® shows net exports of #1,652 million for the [fiscal yorrs 1870-193%l1.
Mo idontificetion of tho coin found in Gormuny s part of that which
did not return from circulution in 19%3%-3l, cun only be bused on the
assumption, thorcfore, thet the formoer is composcd of coin nover do=-
clerod for oxport, i.c., mailed sut or crrricd out. That there wes
sucn informel export is, of coursc, wall cstoblished. Canede ecquired
United States gold coins in tourist wund cormerelol traffic over tho
border, cnd United Stetes gold colns wore purt of tho gold stock of the
Cenndicn bonks turned over to the Bank of Cennde in 1935, Europcon
gountrics torn by politicel and currency instebility provided en cvid
murkot in the 'thirtics. Tho nationelizetion of gold in this country
in 193%-3lL influenced meny persons to noil out coin to rolatives abrowd
who could got ruch more for it than could be obtuined hero by redemption
et freco voluc,

Evon though we cdmit thet this undeclered export of colns weos
substentiel, it socms improbable thet such csins should bec concontrated
in the hoird found ot ilerkers. To assumc this would rule out the possi-
bility that eny of this coln wes declured for oxport when it loft tho
Unitcd Stetos. Considering the mumbor of countrics tho Germans cccupiod,
it is fully as probeble that doclered oxports figured to e large extent
in the Gernen cccurilution. If this worc not tho ceseo, wo woul d hiave
to resume thet tho deeleored coin cxports to arcos which wore under Gornmen
domiretion during tho wer disappoured into bullion or into chonnels the
Gormens could not reach,
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Moreover, it eppcers unlikely that the coin not turncd in
for rodemption in 19%3-3], con over be identifiod in lerge amounts.
Onc roeson £or thie is the possibility thet much of this coln has
boen molted down becuuse it is no longer «s veluwblc s bullion. It
would not bo surprising, howcver, if smell amounts woro to comc to
ligkt greduslly from the liquidetion of estates and rcenurel proporty
of individucls in this country who hold only & fow pioces tnd so Gs-
ceped officicl surveilleancc.

Leni~Loase pgrocrnonts with Belgiun end the Notheorlends C.R.H.

The two Lend-Loesc egroemonts signod during the post month--
cno with Belgium on april 17, the sccond with tho Nethorlonds on
Lpril 30--reogcmble the Froneh fgrovnont of Fobruwry 28 in thot they
«ro based upon Scotion 3(¢) of thec Lend-Loose ﬁctl tnl requiro monetary
poyrient for supplics cni services trunsfoerred aftor the Prosident sheall
neve dotormined thet further deliveries are no longer nccessary to the
prosecution of tho war. In all throe of thoso apreoncnts, peyments nay
be r.de in %0 annucl instelments with interest ot 2-%/8 por cent on the
unpeid bulence. The recunt ggroonents differ fron the Fronch Agroenont
in =het they do not provide for delivery of long-1ife industrial cnd
trensport equipment such ws is to be supplicd under Schedule IT of the
car.icr pact. Morcover, tho sgrowments with Bolgiun cnd the Nethorlends
involve moro modornto cormmitments (roletive to tho populction or netional
income of those countries) then «rc involved in tho cgroement with Frence.
The lattor, it will be recalled, provides for goods wnd servicos to o
moximum vilue of 2,575 million dollars while the tw»o more rocent agroc-
monts tukon togethor list proposed deliveries valucd ot loss than 570
million dollers. This difforence in magnitude is doubtless explained
bota by the groator contribution which Frunce hes beun tble to mekoe in
the Buropcen fighting in rocent menths end by the lerger rolc which
that country is oxpected to fill in the Pecific waor.

The two latost sgreomonts ere identicel in all major rospects
cxcept for the totel valuc of the goods end sorvices which the Unitod
Statos is tentotively committod to deliver wnd which the recipicnt
countrics cro committed to cccept. Supply schodules for the two
countrics wre shown bolow in nillions of dollears:

Metropolitun Motropolitan

Belgiun Notherlunds
Rew matoricls 90,000 65,000
Food 75,000 70,000
Potrol cun 114,000 10,000
Apricul tural supplics 18,000 13,000
Clcothing, fostwoer, ond shoo ropedr natericls 5,000 5,000
Meiical supplies 1,500 5,000
Shert-1ife equipment for industricl and
tronsport fescilitios 77,000 1y7,000
Prisoncr of wer supplics 2,500 --
Freight chorges on U.S. vossels L2,200 22,000
Totel Z2%,200 22,000

17 §¢c R.#.D., Zpril 2, 1945 for diseussion of the Fronch sgroement .nd

~ 4 +Tio Torms o»f Soction 3(c) »f the Lond-Loase ict as cmonded. This
soction ostoblishes o throe yeer period aftor the oxpiration of tho
fet during which pro-existing contricts mey bo fulfilloed,
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While the schedules provide that the listed supplies are for the
metropoliten ereas only, a letter accompanying the Netherleands Agrec-
ment states that the United States is prepered to consider requosts
for ossential supplics to be furnished for the Notherlands East Indios.
irtielo 1V, identicel in both egrecments, provides for rcevision of the
schcdules by mutucl cgroemont betwesn tho pertics and is intorproted
to roen that "not only tho items but elso the velues oxpresscd for
gick, item in the Schedule end the total valuc oxpressod for tho whole
Schedule" may bo modified. As in the Fronch Agreomont, the United
States reteins the right to withhold delivery of eny supplios or
sorvicos chould the Prosident dotormine this to bo in the nctional
intcrest; Belgium end the Nothorlonds mey be rolesscd from thoir
respeetive obligoations to reecive wny of the spucified products upon
payment of not losses incurrcd by the United States as o rusult of
such cection.

Reverso Lond-Locso cgrecments with both countrics crc con-
tinued end cre oxtonded to provide thet mutuelly cgrocd-upon amounts
of strategic matoricls from the Bulgien Congo end tho Netherlonds
Eest Indics shell be furnishced to the United States by the Belgicn
end Duteh Govormmonts, rospectively.

Economic Integretion of North Itely Theodore s. Sumberg
(¥.Y., Fod. Res. Bonk)

The Germen collepse in Ttaly hus sot the stege for resumption
of the long-intorrupted cconomic intercoursc betwoen the northern
provineces wnd tho rost of the country. Since, however, the immodicte
ronowel of normel traode rolutions botwoon tho two rogions would intro-
ducs sorious economic disturbeaness becsuse of the wide divergencoe of
ceonomic conditions in the North ¢nd South, the Italien Govermment in
Rom> tnd tho Allicd Commission heve cdopted o plan whoreby it is hoped
the.t the re-sbsorption of the North into the netionul cconomy cun bo
t.cecomplished in a gredusl end orderly menner. Trado ~nd finsncial
treascctions betwoon the two srons will bo closely controlled to pre-
vent disruptive end spoculative intor-rogion.l movemonts of goods and
currcney until such time as tho price cnd wege lovels of the North cnd
tho South have becomo more nocrly compareble. The suthorities have
.nnounced, howcver, that the de-frcto blockede will be lifted as soon
s possiblea.

For ot leesu uight months «11 cconomic rolutions botwoeun the
northern provinces «nd centrul Itely heve becn suspended; cconomic con-
tiets of the North with southcrn Italy, Scrdinie, cnd Sicily hove beeon
incerrupted for o considerebly longor period. Regioncl disperitios,
which hid bogun to dowelop cven beforo the wlliod invision of southern
Ttely, rowched scriosus proportions during tho poriod of divided cconomic
end politicel control of the North wnd South. »lthough vconomlc date on
comperative priccs cre frogmontory ond unrclisble in view of cxtonsive
blick merkot opurcsions end rogziencl disperitics in cech of thec largoer
cro.s, one moy venture the guouss thet price cnd wege levels in the South
(ro two to throo times s high s in the North. Smellor discrupancics
cxist in security pricus snd in the volumo of note circuleation; supply
conditions vary considerebly, poermitting o substonticl disperity in
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consumption stundards in fovor of the northcrn cree which hes, of course,
for muny yeors contributed tho major share of Itaolian production. Re-
sumption of trade between the two wross will present the sumc types of
problems s will srise in rostorafion of trudo between scpiritc countrics
which have experienced vorying degrecs of infletion during the wer. In
the lotber instonco, howover, rough wdjustments may be medo through the
modlur of chunges in tho exchinge reate betwoen tho curroncics involved.
This method 1s procluded in the Itulien situstion since the bulk of the
currsney circuluting in thoe two wrcos is identicel in form.

Under these conditions it is proHnblo that Jbrupt resumption
of complotely uncontrolled cconomic releations botween North end South
would rosult iu chaotiec novements of goods wnd currency in o menncer which
might econtribute to o furthor declinc in natloncl productiocn or greatly
hempor the rohebilitation of the Italian economy. Price oand wagc levels
woul.d tond o move bowerd cquilizetion ot the cost of irrcguler infletion
in “he northorn provincos s the southern rogions cttomptod to cxchonge
their deprecicted lire for northorn goods., There would be increosing
denger of lobor unrest in thoe industricl regions of the North where pro-
letarion politic.l influcnce is strongest. Under ocxisting conditions of
scrinus trensnort shortoges, composition of the limited quentitics of goods
which cuwn be tronsferrcd coannot sefely be left to the dictates of spceu-
litors or profitecrs. Until goods bug1r to move in silzoeble volume eceross
the ceonomic bounliry linc to be csteblished, prices in the North con be
expueted to remcin lowor thin ¢lsewhere in spite of tho now infleotionary
effuets which noy be cxpeeted from exponditurcs by Allicd troops stotiocned
thure. This effect will be offscot to some uxtent by the cessution >f Germen
arnyy spending end may, indeed, bo negligible if sceupotion forecs cre smell.,

The fusion of sopurate cconomice widministrotive crrengemonts will
not bo without difficulties. Mrny independent chonges hove beoen mode in
the tex systoms »f the two .rocs; governmont cdministretion of nationel
benking institutions has bocen reorgenized by the govermment in Rome end
cpplied thus fur only to its wroc of responsibility; price control and
retioning cdministration heve doveloped independently Jluring the pust year
or 3v; integration of the nontpemont of industridd, commereicl, wnd benking
firms of nution-wide scope will hive to bo wchicoved; the untovord movenent
of benlking funds «.crass the boundiry linc will hove to be prevented. In
the North clone « number of industricl osteblishmonts snd other busincsses
hevs boon "notionelizod" wnd put under the control of cmploycos and the
Stete ws well s of cmployer ropresentatives.,  The question >f aholishing
this neti-ndlization or corrying it into offect throughout the cruntry is
obvisusly »f grewt politiedl significance, The tbhsorptisn of northorn
politicel leadors inte the Itdlion Govoerrnment, whethor in o Cebincet under
Promicr Bonomi or under new lecdership, ¢lso beurs upon the spced «nd con-
ditions of the ceononmic intogrotion process, particularly as to thoe degree
of sooneretion paliticdd lecdors glve to the two-way flow of goods between
the two eroos.

Once politiccl and cconomic cohesion has becn achicved, nationsl
policy will have to ho roforrmleted W1th respoct to foreign oxchange rates,
t> the resumption of lurge-volumc forcign commorcial traffic, and to fi-
nenelal transwcetions with foroign countrics, including debt tronscctions,
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The French Exchange Rate

Hans J. Dernburg
Summery

The French exchange rate of about 50 fruncs to the dollar has
been set at a relutively high level, the devuluation of 12 per cont
ggainst the pre-wor rate being rather slight in view of comporative
price developments. During the war wnd the immediate post-wer poriod,
¢ high frine rute has dofinite cdventages for the Fronch cconomy. Not
the lonst of thosoe 1s tho tundency of tne now ratc to curt.il cxpendi-
tur<s by allied troops tnd accordingly to consorve scarcu food for the
netive population. Necdless to swy, this policy finds 1ittle favor
with Sritish cnd Amcricen soldicrs locutud in Frenco. Until normel
internctionul trode cen bo rosumcd, the oxchange r&to will heve little
preectice] significcence in torms of the competive position of Frunce in
wor..d mcrkets. It is probeble, however, thit the wer-time rete for the
frene will vnrove fur too high when Fronco socks to rosumc her cxport
trede wnd tO ctbroet foreign trevolors. If prices in Frunce romein

et their oxisting level or rise further, the rate of exchunge mey heove
to bz lowerad to 100 or more frunes to tho do]l'" to cneble the Fronch
to compete on cguel terms in world markots, moy be difficult to

ongineer sueh o roduction, not only becuuso or pollvlcul end psycho-
logict]l considrretions but wlso boctuse the prusent rote hus clrceady
becoms cmbodied in agrecments with other countries.,

-The now rotes for the Freonch frone of chout 50 frines to thoe
dollar ¢nd rbout 200 fr.nes to tho Dound1 compere with « pro-wir rate
of 143.8 frunes to thu dollear ond 170— /8 rmncs to tho pound. There
is zeneral egreoment thut this rote will prove too high when inter-
netional trede is rﬁsumud, since the dewvsluction of soms 12 poer coent
dous net teke sufficicntly into cccount the fiet thet wer-time price
inflation hes progrosscd in Frence furthor thon in other countrics
This is brougnht oubt in ¢« corcful study prepercd in Puris under dete
of Februery 19, 1945. The cuthor besvs this gstimate on o corrccted
pro-wor roetio of 39.42 frincs to thu dollwr.% Sinco pricos in mejor
Fronch consumption ecntoers crs cbout 238 pur coenbd chove pre-wr lovols,
rnd prices in the United Stotus aind dnglond huve riscn by cbhout 30 per
cent ehove pre-wor level, he coneludes the prosceat purchasing power
pority rote would be 103 frones to tho doller. At this rotc the frone
would be about helf the officicl rate. Becwuse of thoe abnormel trans-
portotion situction, hovever, there his boon cn unusual distortion of
in consumptiom centers. Thoe study wessumes thot en improvement
trensportotion situetion would somevhet lower the prico lovel,
but would still loocve pricos rbout 200 per cent ebove the pre-wer lovol.
Wita normelized intornel tronsportution, the purchasing powoer parity rate
mey zo down, according to the renort, from 103 frunes to tho doller to
91 fri.ncs to tho dollar, but oven 2n this busis ths franc would be 82
pur ccnt choahor thon ot the oxisting officiel rete.

1, Thc cxect doller roates of the Bank of France «re L,9.53 frencs for

T ouying wnd L9.72 for sclling; the oxect rates for the pound sterling
are 1”9—3/3 frones for buying cnd 200-1/8 fr.ncs for selling.

tssuming the®t boifore thue war the frunc wes undervelucd by «s much us

10 per cent, the cuthor corrccted tho pre-wur rete of L3.80 to 39.L2.

O

S
\
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Following the lunding of Allied troops in French North Africa
in November 1942, o rcto of 75 freincs to the dollar (or 300 franes to
the pound) was e¢stublished for French North nfrice. As a result of
strong French represcntations ot the Casablonca Conforenco, these rutes
woro modified, beginning on Fobruery 2, 1943, to 50 frines to the dollar
(or 200 francs to the pound), which implied cn upward reveluwtion of tho
frene by 33 per cent. A Frenco-British Agreoment concluded one yoar
leter on Februwry 8, 19y, cxtended the leatter rotes to the other parts
>f ho French Empire under do Goulle which until thon had bolonged to
the sterling erew «nd where the pro-war rete of exchange of 176-5/8
frones to the pound hud becn meintained during the whole coursc of tho
wsr.  With the invesion of metropolitan Frince in June 19L), militery
fr.ne currency w.s issued thore and after eomsultetion botweon Allied
cuthorities wnd the French Committec of Netionel Libersation the new
colonial rates of 50 fruncs to the doller end 200 frones to the pound
wore cpplied to metropoliten Frunce. Subsequently the Fronch Committec
wes rocognizod ws the de facto suthority in Frence wnd as tho Provisionel
Government of tho French Republic, «nd by the end of fugust an agreemont
we.s signod between tho United Stotes and British Govermmonts on the one
hand «nd the Fronch Provislonel Govermmunt on the othor, granting thoe
lattor complete euthority over the issue of currency in liborated Fronce,
The egreoment was mede rotrocctive to D-day, and therefore the Provisional
Govermment wssumcd responsibility for thoe issue of 1l the militery frunc
currency issucd since D-duy. Theoreticully since D-day wnd in prectice
since the ond of August, the French Provisionel Govermment hos sole ro-
sponsibility for c¢ll monctery effeirs in Frence including the oxchunge
roto.

It hes besn suggested that the fixing »f the cxchange rate
of & liberatod or sccupiced country might be guided by an estimete of
the depreciation of its domestic purchasing power as related to o pre-
wor base, compered with the rise of prices which hes occurrcd in the
United States, Groeut Britain, and in contiguous countrics. There is,
of c¢ourse, the technical difficulty of cscortoining the purchesing
power of & currcncy, when index numbers ure based o»n controlled prices

and while black market buying is widespnread. saside from thosc diffi-
culwies, it muy be esked whether in fixing foreign oxchunge reotes during
the phuse of militery occupation, it is really nocesscry to bese the
cxchange rute on intern.tionel price and cost reletionships. Reguler
foroign trado, tourist travoling, end other curront trensactions which
nornelly enter tho balonco of peyments of o country crc practically
ebsont during militery occupc.tione There secms to be precticelly only
one important item worth consideretion, numely the oxpenditures of the
occupying troops. For thesc cn cxchenge roto is to be esteblished but
it is irrclevent whether, «t thoet rete cnd the preveiling internetionel
prico tnd cost levels, foreign tr..de, tourist trevel, etec. could be
cuerriced on succossfully. Tho question might be thought t~ be only how
ruch purchasing powor should the occupying soldicr rceeive in terms »>f
dormcstic currency cnd whet should be his shere in the very limited
supply of loccl goods.
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While intornutional price wnd cost relutionships nood not
nocesserily be taken into cccount in csteblishing oxchengs rates for
the phese »f military occupation, there wre good ressons for not dis-
rogirding thoem «ltogother. Onco cstublished, en exchinge rate is
likoly to be left uncltered for politic.l end psychslogic..l recsons.,
The rute established in the poeriod of trensition is theroforoe likely
to be the rete which the country wonld went to muint.in when normel
trede 1s to bo rosumed. If in esteblishing the rote intornationel
price tnd cost relutionships «end trends wre completely disrcgerded,
the rate csteblished in the porisd of trinsition mey prove too high
when more normcl conditions cro restored, wnd mey be ¢ serious hundic.p
to cxports, forecing the country possibly to undergo & scrious deflation
or to introduce foreign cxchangc rostrictions, subsidize uxports, cte.;
sr the rate moy prove too low wnd constituto an unheelthy stimulent to
cxports, louding to ¢ "clewrence sclce", nocossituting mowsures to curteil
cxports, cte. In cithor cose unhoelthy cconimic conditions would proveil
until the nccessery price and cost cdjuctmonts heve teken pleoco. It is
for thosc reesons that, in cstoblishing exchonge retes for the poriod
of trinsition, internctioncl price ind eost reletionships cnd trends
should be tcken into aecount.

The ultimete detorminction of the French price lcovel dopends
on « complex of factors in the ficlds of finence, preduction, and trede.
When the rate »f tbout 50 frunes to the d-ller wes ostublishod, the Fronch
Provisiondl Govermment wes still plomming the sort of dofletioncry progroem
actuclly carried sut in Bolglum. Those plons werc cempletely cbuendoned
¢nd the French Govermment insteod leunched o lerge Liberetion Loan to
ebsorb purchasing power (which hus boen modorately successful), inercusod
cristing toaxes end introduced new ones (cupitel levy). It is highly sig-
nificant th.t, beeceuss of inercascd militory cxponditurcs, the 19L5 budget
of 1400 billion frones will crects o grocter deficit then in the yewrs when
Fremco hod to puy occupstion costs. Much confidence is boing ploced in
the roconstruction »f the Frunch trapsportation systom cnd, in the longor
run, in inerciscd producticn and imports. It is difficult tn forcceast
what the combined rosult of ell theso developments will be, but bocause
of the continucd governnment deficeit it seems 1ikoly thit price infletion
wil. continue f3r some time and thet the existing offleciel rote will
overvelue the frene still furthor for the purposcs of internaetionsl trede.

The relatively high oxchingo rate of cbout 50 fr.nes to the
dnller would heve rede sensce es o long-torm policy if--os originelly
intonded--1it hed beon wccompunied by . firm intorn.l doflation progranm.
As 1t is, 1t cin bo defonded cs o wor-tinme crpedient from the stendpoint
of shc French netionel intercst for the following five roasons.

(1) In tho ten vaors preceding tho war, the Freonch frine wes
dovelucd sevorel times. It is understendable thot the de Guulle Govern-
nent in returning to France did not went to stert out with a considoreble
develuction ot the frine. This cxploins why tho Frorch Govermment strongly
defended the frene ot the Ceaswblancs Conference ond induced tho nllics to
rovaluc it from 75 frines to the doller to 50 frencs t» the dollear.




- L - CONFIDENTIAL

(2) When the rate was established, little was known about
economic conditions and future price trends in France. Since a rate
that would eccurately fit the future internutional trade position of
France could not be esteblished anyhow, it w.s preferable to set o
rote thit might prove too high rather than too low. A future cor-
rection by develuction would cuuse loss friection thon an upword re-
reluation.

(3) The rate choson curtuils the purchasing power in tho
hands of x#llied soldicrs more then, suy, a reto of 100 francs to the
doller. In compurison with such & rote it minimizes tho inflationary
impuet of Allicd troop spending. Of c©ll the cconomic argumcnts «d-
vineod in favor of the prescnt rite, this wrgumont 1s cortainly the
strongest., For Ituly oen oxchenge rote hed been cstublished which
undervilued the lira in terms of cxisting prices, cnd the cmplo pur-
chasing power in tho hands of sllicd soldiors ceortainly opurated to
drive up pricecs there. Hed too low o w.luc been pleccd on the frenc,
the libereting crmics would probebly have beon wecused of cuusing in-
flition in Fronce. '

The relatively high roto curteils soldicr sponding in terms
of francs end thus minimizes its infletionery effoct. It is just this
condition which hes creceted some friction. Americen soldicors stotioned,
or on furlough, in Fr.nco complain sbout the high pricos in the motro-
politan conters and sccuse the Fronch of "exploiting" them. Thore have
been reports from Puris of modcest meals costing 250 frones, equivalent
to 5 dollurs, und of good dinnors costing 1,000 fr.ncs, cauivelent to
20 dollwrs,

It should not be forgotten thot there is on oxtrome scarcity
of food in the netropoliten conters, c.uscd in purt by tho disruption
of theo Fronch treonsportition system. Allicd soldiers arc well supplied
by their own conteons end it hes been thoe officisal policy thet they
should spend in Frence es 1little «s possible in order mot to intonsify
thoe shortiges of local supplios «nd the infletion problom. In view of
the French shortuagos, it is porhips rewson.blc thet Amoricen scldicrs
should pey much higher pricos for whet they purchise in Frence thun
for whot they purchose in the United Stutus, wherc supplics erc com-
parctively cbundant. In prectice, tho problem will bocome loss ccute
with o guncrel improvemont of the Fronch trensportetion systom cnd by
the fect thet with tho s«11i2d wdvanecs into Gormuny, more cnd morg
treops will be stationed in Germony rather thun in France.

(4) Frence is acquiring dollar and sterling oxchange for
the net cmount of currcney disburscd to the fmerican end British
troops. Lt o roletively high oxch.nge rate Frence is wequiring for-
¢ign cxchonge rothor chowuply. Hith respeet to roeiprocel lend-lcese,
the rite hos the cdwventege for Fronce thet she is credited for her
outley in frenes with roletively high doller cquivelents,

(5) In the first postewer yours, Frence is fuced with «
period of heawy imports whilc sizceble cxports cre not yot forthcoming
beecuuse of the decrceese in production. In this poriod Fr.nce will have
to {1l beoek on her gold und foreign oxchunge rescrves, most of which
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wers kept intect during the wr. Frunce would sccurc, of course, the
same cmount of forelgn gosds whethor the oxchinge rote is high or low,
but et o high cxchenge rote importod goods conter the country et rele-
tively low frone velucs cnd this noy have o beneficicl offcet on the
Freach price Levcl.

From thoe preoceding crguments it will be seen that thoe csteb-
lished rote mekes « gond dsel of sonse from the French notioncl intorest,
vspuclally s o war-time expedicnt. In the long~run, however, the nain-
tonance of the reletively high rete ney prove dangerous. Vhon the period
of onc-sided imports is over end frunce desires to rosume hor cxport treode
end to attreet trovelors, she should not hositete t5 dovelue the frenc
substenticlly. With tho osteblishmont of the Intornstional Monctery
Fund there would be cn opportunity to meke the necessary adjustmont.

horo is, of course, the dunger that the frene set ot o roletively high
lovel for politiedl wnd rsyehologicel roasons, mey bo kopt ot thet lovel
for the swne reesons.  Fronce hus clruady concluded rmonotory cgroencnts
with tho United Kingdom, Belgzlum, end Switzorlend on the besis of the
now rete and there is lh‘sur that the rete overveluing the frene will
poerpetucte itself.  The examplo of Gormeny after 1931 illustreates what
tbnornel conditions develeop when e country cttempts o maintein an
ovurvalued curr

oY) cf'

Mey 1L, 1945





