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Exchunge of Bank Notes in Fronce Hans J. Dernburg

A finencial oporeation of greot megnitude has just boon

cerried out in Frunce: tho bulk of the old notec issue of tho Bank
of Frunce has been oxchanged for a now issue. The oxchango of notes

¢ coupled with @ similur oporation with respect to certein cate-
gorios of short- and medium-term Treasury bills. In contrast to
noto ocxchenge oporations in Bolgium and clsewhere, the Fronch mouwsure
we.s not designed s o deflutioniry device; it mey bo regoerded as ean
integral part of the modorutc finance program of Rone Pleven, Minister
of Finance who on April 5 also took ovor the portfolio of the Ministry
of National Economy succeoding Pierro Mendes-Frunce. Mondes-France
he.d. favored stringent deflationury moasures und advocated somc such
scheme &s thut cerriod out in Bolgium. The Belgian progrem, it will
be remembered, included the withdrawal of outstunding notes of 100
frene denomination and ovor; these werc only pcrtially roplaeed with
new notes while e purt of the difforence beceme "tomporerily un-
aveileblo" znd e part wes convorted into & forcod goverrment loan
&t nominal interest rates.

René Pleven, by contrcst, is now pursuing the more orthodox
measures which he advocated in his budget speech on Mareh 29 before .
the Consultutive Assembly. The Minister developed the following pro-
gram: to push production to o muximum, to absorb through higher texes
& meximum portion of the oxcess income created by incrcased production,
cnd to encourage saving in order to mobilize for the Treesury thot port
of the incomo whiech wus not cbsorbed by texutisn. In lino with this
program the Minister wnnounced tho issue of o now typo of Trousury
bond. These bonds, known us Liboretion Bonds, are dovised for the
stvings of individuals wnd boer ¢ progrossively incroasing intcrest
rete, rising to 2-1/2 per cont et the ond of five yoars when thoy arc
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redeemeble. The Minister also announced a capital levy, under the
name of National Equalization Tex, which is to strike "the real
gainers of new wewzlth". It has since become known that this levy
will take the form of a graduated teax starting at 5 per cent on all
fortunes of 300,000 to 500,000 frencs and rising to 30 per cent on
those over 50 million francs; it is expected to yield about 120
billion francs in four yewurs. Mr. Pleven expressly rejected de-
fletionary operations on the Bolgien pattern, s.ying thct ceconomic
recovery "must not be hampered by the retioning of money". He an-
nounced that the exchunge of bank notes would be effected under con-
ditions providing for the completo protection of their wulue without
withholding or blocking.

The oxchenge took place between June L snd June 16 end in-
volved all bunk notes of 50 frunec denomination end over, &and «ll
principal short-term govermmont securities maturing in five yoers
or less., The moasuro was of a politico-occonomic naturc end w.s de-
vised to clarify tho confused situwtion which hud developed during
the wer: During the Germen occupction fortunes hed boon made through
collaboration or through black merket triding; the lutter has, of
course, continued since libereation. Hocrding of moncy, which hes
alweys been chuructoristic of the French agricultural population wes
widespread, partly because of "liquidity preferonce”, purtly to cvede
texes. Dstimetes of tho howrds of notes and Trowsury bills made out
to thc bewror ren up to 200 billion fruncs. Tex evesion wus suid to
be widespread und wur profits, which woro supposcd to heve been re-
ported, hud in fact beon socreted. Much wealth was being held ..broud,
partly in the form of currency end Troasury bills which, in violwtion
of luws govorning tho declaration wnd roputriution of forcign assots,
hod not beon declared. Moreover, cortain smounts of both currency wnd
Troasury bills hed boen romoved by the Gormuns from Frence, principelly
dvring the liboration period; some of these u«ssets woro suid to be hold
in Germcny «nd some on Gormen wccount in Switzerlend und other neutral
ccuntrics.

The operation was thorofore cxpectoed to wuccomplish the
fcllowing thrce objectives:

1) To cuncel wll bunk notes und Tre.sury bills not pre-
scnted for exchunge--primerily notes and bills held by tho onemy or
held irrogulw.rly by Fronchmen at home or sbroad.

2) To provide an accounting of ™war fortunes” wund to pave
tte wey for the capitul lovy mentioncd above &nd for the seizurc of
illogal profits made during the poriod of occupution.

3) To force hogrded bunk notes into circulation, into bunk
sccounts, &nd possibly into "Liboration Bonds".

Tho operation was cerriod out betweon June L «nd June 16.
Betwecn those detoes «ll notes of tho Bank of Frence &nd all Tricolor
nctes (invasion curroncy) with denominetions of 50 fruncs cnd over
were to be presented for exchange, frene for frunc, «t banks or public
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offices (Caisses Publiques). Howover, during this first period no
depositor received in ncw notos more thun 6,000 frencs plus 3,000
frenes for csch dopendont. Poymont of the bulanco has been going on
sirce June 16 upon prosentation of roceipts mude out during the ox-
chcnge. The reeson given for carrying out the exchungs in those two
steps was that sufficient new curroncy wes not yet awvwiluble. In
cornaction with the exchinge of bunk notes, the Govermment .lso
required thut «ll principal Treasury bills meturing in five yoecrs

or less be prescnted for stemping or cxchungo wnd thet the nimes of
the owners be registercd. all bunk notcs end Trcesury bills not pre-
sorited for oxchunge by June 16 wore forfeited in fevor of the Stcto.
In addition, hosavy ponclties were provided for cny person not pre-
senting «ll his holdings for oexchunge.

For the exchange of notes and Treesury bills outsideo of
Frence, specinl rogulations woro issucd. It wus stipulatod that
these be deposited with the Fronch Consular offices not luter than
Junoe 2hﬂ;and proof must bo submitted thet tho currcney «nd sceuritios
wore not removed from Frunce by or for the account of onemy netionals
cnd thit they are not held as « rosult of trensactions in which onomy
nationcls took pert.

The operetion wus of groat magnitude and required compre-
hensive preperations. Subjcet to the exchenge were bank notes to the
velue of some/ShO billion frencs end Tressury bills valucd ot some
300 billion.%/ The opcration accordingly coverod monoy cleims of some
840 billion frenes, oquivalont to 16.8 billicn dollers at the prosent
rate of exchunge.

Intoresting date on the exchango of bwnk notes mey be derived
from the composition of the French notc circulation by denominections
on December 28, 19.5. At that timo, the total wwlue of the outstending
notcs cmounted to 573 billion frines, their totel number *to 2,L60
million. Of the lattor, 1,587 million notos or 65 per cent were notes
of 50 frencs «nd over, whilc 873 million notes or 35 per coent wore
notos of smeller denomin.tion. It wws logicel to ¢xompt from the ox-
chenge the smeller notes which, while representing more thon 1/3 of
the number, contributed only 1.6 per cunt of the vuluc of the circu-
lasion. The new notos issucd in the oxchange opurwution (probably
SO0 1—1/2 billion in number) wero printed in the United Kingdom =znd
the Unitcd Stetes, Tho cxchonge wos carried out in Frunce through
25,000 exchange offices at 35,000 counters and 150,000 porsons wore
employed in the task.

As soon &s the intention of exchunging benk notos wos
anmounced, many pcrsons either peid their holdings into bank coe-
counts (which wws possible until Juno 3) or bought govermment so-
curitios, Ncithor uction, howover, was of benefit to porsons sceking
to concccl their holdings sinee the bonks wore requirod to report thu
nemes of both now dopositors wnd now purchascrs of govermment sccuritice;

1/ %xtended from June 2, to June 30 by official unnouncement of June 25.
g/ One~half of the outstanding Treasury bills of 600 billion francs are
held by credit institutions; they had already been deposited with the

Bank of France.
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«s & rosult of those trunscctions, howover, the note circuluation of
the Bunk of Frence docreascd by sono LO billion frunes in the two
weoks from May 17 to May 31, whon tho noto issue cmounted to S48
billion frunes. The cnnounccmont also procipitated « scremble for
notes of less thun 50 fruncs, which wore oxchenged for tho lerger
denominations ct o premium., According to onc roport, new notes were
purchased for future dolivory at considoreblc promiums. Thero devo-
lopcd «lso &« strong domand for <11 sorts of wusscts from objcets of
ert, jewols, snd foreign exchcnge to Monte Carlo Casino gombling
chips. Some persons tried to distribute their hourds »f notcs among
roletives while others mado hasty peyments on dobts and oven on toxes.

It is not yot possible to roport the finel rosults of the
exchenge. Theseo will be discornible only through mothodieccl cnalysis
of future stetoments of the Bank of France, which discontinucd pub-
lishing weekly statements during the poriod of exchunge. It hus been
roported so for thet o consideruble volume of notes has not boon pre-
sontod for oxchango, thut bark cceounts hweve ineroascd in numboer and
volume snd that subscriptions tc government bonds, in particuler to
Liberetinon Bonds, werc substentiecl. Weo sh:ll roport the fincl rosults
in o future issuo.

Further Deprociation of the Hungerion Currcncy JeH.F.

During the lest two months tho Hungariean pongg hes deproci-
ctod more rupidly than evor beforo.l/ Ne dete on the circulation of
nonoy have beon publishod sinco the Russian urmies drove the Gormens
from the coruntry. But th¢ currcncy depreeietisn cin be roughly
mcesurod by tho rise in the oexchunge welue of the doller. The amount
of foreign oxchange (dollecrs, sterling, gold coins) aveiloble in thoe
Budepcest markot hes been estimated at less than 1.5 million dollers,
but the turnover is ropid end prices are quoted daily. At the bo-
ginning of April 1945, the d»llar wus sollln5 for gbout 150 pengd,

&s cgeinst a pre-war parity cof about 5 pen 5 and & cross-retc of
ebout 13 pengo, bescd upon the officicl ponvo -ruble relutisn csteb-
lished by thce Russimn occupation authorltlos. The doller prico rosc
on May 7 to 279, and on June 7 to 8L0 pengo. Thus the pungé We.s
quoted at only 6/10ths of 1 por cont of its pro-wur veluc, heving
fallon within two months from 0.67 t» 0.12 cont, or by 82 per cont.
Hungerion financisl circles expect tho downwerd trond t3 continue
unchecked since ncithor the Govermment nor the occupatisn suthoritics
heve put forward o plen for finencizl rchebilitation.

1/ See Roview of Foroign Developmonts, April 16, 1945, p. 2.
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New Plans for a Dunubian Customs Union J. Herbert Furth

The Rumanian Prime Minister has proposed a customs union
between Rumania and Hungary, and the Hungarian Foreign Minister has
announced himself in favor of the plen. More recently, the Rumanian
Premier told & representetive of the Bulgerian press thot he aimed at
"the creation of «n economic union of £ll countries, from Vienna down
to the Bleck Sew". This would mean &« customs union including Rumenie,
Hungery, Bulgaria, Yugoslevie, Czechoslovekie, und Austria. It mgy be
sssumed thet the propostl would not heve been put forth without the
«pprovel of the Soviet Union, which is &t present the supreme cuthority
in Rumonis, Hungory, end Bulgeria. The plen has therefore fer boetter
chunces of roalizwtion thun similer proposeals mcde during the inter-
wer period.

The tablc presontcd at the ond of this article shows the
foreign trede of the Denubian countries in 1937. Luater figurcs cen-
not be used becuuse of tho territoriul chunges thet occurred cs e
result of the Germun occupation of iustrie «nd tho Sudotenland in
19%8. The figurss arc bosed upon tho officicl statistics of tho
countries concerncd, with the locwl currcncies converted into dollers
&t tho official retes. The discropuncios between export and import
figurcs ure due purtly to differcnt mothods of computing commodity
voalues and pertly to tho wvarying wccuruscy of local statisties. In
general, the figurcs of tho wurious countries are rousonubly con-
sistent with ecach other; tho most serious discrepincy concerns
Czichoslovek exports to Yugoslavia, which wre roportad as 20.9
million dollurs in the Czochoslovek export stutistics, but us only
13,32 million in the Yugoslav import statistics.

Trede smong the Danubian countries cmounted to 275 million
dollers, as ageinst total combined exports of 1,197 million and im-
ports of 1,082 million., Thus only ebout one-fourth of their combined
foreign trude wis conducted within the torritory of tho proposcd union.
For the individusl countrics, the retio weried from cbout ono-third
of thc totwl in the cuse of Hungery cnd Austria to about one-cighth
in tho cuse of Bulgarie. It must be remembered, howovor, thet in
1937 trcde betweon many of those countries wes srtificiclly stimulited
by bileteral arrangemonts; this wes perticulerly truo for the trade
between Austrie and Hungary, which represents onc of the lergest itoms
in the list. The cconomic structurc of the virious countries dotormines
th: tr.de pettern shown in the teblo. The cgriculturcl rogions (Bulgerie,
Hungery, Rumonia, Yugoslavie) cxported cereals «nd animal products to
sustria «nd Czechoslovikie, wnd received industrial goods in rcturn.
In cddition, Rumcnie exported oil to the rest of the rogion, snd Austria
end Czechoslovakia oxchungod various ruw maberiels wnd menufccturcd
products.

The relatively smcll trode wmong these countries in 1937
docs not preclude the possibility of substantieal inerciscs during the
post-wer poriod. Before the wer, Gormuny wus the most important single
consumer of cgricul turzl producc of, wnd the le.ding supplioer of in-
dustricl goods to, the Dunubian region; it is unlikely to continue in
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‘in this role. Therefore, sustrio and Czechoslovukia will probebly

be eble to expund industrisl cxports to the rost of the region; their
increcsed demand for industriel lebor mey encourrge thom to climinate
artificial protoction of their egriculture, und to inerease thoir
agricultural imports from thoir customur countrics. On the othor

hend, the decline in Gormen exports to Southoastorn Buroposn markets
will meke it possible for the agriculturcl countries to continue their
efforts to build up domestic industrios without orocting trede barriers
egeinst Austria wnd Czechoslovakia.

The success of the plan is by no mcans assurod, howevoer.
The Rumenian oxport position has suffercd from the discovary of oil
in Austric end Hungery, wnd it mey be thet hor forsign trude with
those countries will not return to the inter-wer level. Moroowver,
the Soviot Union will probebly went to supplement its politicel
predominance by closor economic relutions, and her pluns may affoct
the oconomic structuro of tho countrics within her sphers of influ-
once. The Soviet Union moy went to prosorve the Denubian countriocs
us o murket for her growing industries, or sho mey want to use the
industries of austrie and Czechoslovekia mainly for the roconstruetion
of her own cconomic system. In both cusses, intre-Danubien trado would
suffer., Morc importent, howcver, ere possible politiccl obsteclos.
Tho Western powers mey be afreid of losing the potonticl markcts of
austrie wnd Czechoslovakia for their sgricultursl surplus, and those
of the othor Dmnubian countries for their industricl products. Austris
and Czechoslovekia themselves mey be rcoluctant to onter morc closealy
into tho Soviot sphorc as the rosult of an economic union with Sovict-
dominated crecs. On the other hand, tho Denubion countrios know os
woll as the Western countrics that o rovivel of ceonomic netionslisn
enc soperutism would be dengerous to their cconomic stebility end
thus ¢lso to their procurisus indopendenco. The fincl decision
prcbably will be based upon those conflicting political considerstions
rethor thuen on pursly cconomic grounds.
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Foroign Trade of Danubiun Countriss in 1937
(Millions of dollurs)

Exports
From

To Austrie |[Bulgaria |Czochoslo.| Hungary Rumania |Yugnslevia
%l % % % %
Austrie - 2.6] L.o{ 30.71 7.3] 19.6]16.8| 15.4{ 7.0| 19.5|13.5
Bulgeris 1.8 .8 - 2.0 .71 0.8 T 1.7 8] 0.3 2
Czechoslovekie | 16.5) 7.1 3.6] 5.5| - L.2] 3.6/ 18.1] 8.2 11.3]| 7.8
Hungery 21.0{ 9.1} 0.6] .9/ 7.9] 1.9 ~ 9.71 L.4i 5.1] 3.5
Rumenia 12.9] 5.6| 0.2| .3| 22.9| 5.5/ 5.0| L.3] - 1.0 .7

Yugoslavie 12.5] 5.4] o4} .6] 20.9| 5.0 2.6] 2.2f 3.0| 1.L| -~
Totel| Olia(]28.0] 7-L|11:3] B5.L4| 20| 32.2|27«7] Lif+9]2L.7]| 37.2]|25.8
Other countries|166.5|72.0157.8/88.7]3%3%.6]79.6] 8L.2]72.3/173.1| 78.31107.1{74.2
Grond totel|231.2] 100]65.2] 100{419.0] 100}116.4] 100[221.0] 100[14L.3] 100

Tmports
Into

From “aAustria |[Bulgarios |[Czechoslo.] Hungary Rumenie [Yugoslavia
| I 4 p ' % 7 %
Austria - 2.11 3.2 16.0! L.2] 17.2{18.0} 12.9| 9.1| 12.4|10.3
Bulgeria 2.5 9 - 2Ly .9 0.5] .5 0.1 Al 0.3 .2
Czechoslowikia | 30.2/11.0{ 3.2| L.9| - 5.9] 6.2| 23.8/16.8] 13.%{11.0
Hungery 2.8l 9.0{ 0.9| 1.4 5.6 1.5 - 6.y 4.5 3.2] 2.7
Rumani & 16.4] 6.0f 1.9| 2.9| 18.6] L.8] 9.5| 9.9] - 2.1 1.7

Yugoslavia 21.7) 7.9 o.4| .6| 1L.4| 3.71 L4.8] 5.0/ 0.8] 6] -
Totel| 95.6013L.8] 8.9[13.1[ 58.0[15.1] 37.9]139.6| LL.OI31.0] 31.3[26.0
Other countries|179.1|65.2[56.3|86.9]326.3|8L.9] 57.9/60.4] 968.0{69.0| 89.1]|74.0
Grend total [27L.7] 100]|6L.8] 100} 38L.35] 1001 95.8] 100|1L2.0] 100[120.L] 100

NQTE: Cocnversion rebes: 1 Austricn schilling = 18.8 conts, 1 Bulgericn ,
lov = 1.3 conts, 1 Czcchoslovek crown = 3.5 cents, 1 Hungoricn pengo =
19.8 conts, 1 Rumenien leu = 0.7 conts, und 1 Yugoslav dincr = 2.3 conts.
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Bolivian Exchange Control end Bretton Woods David L. Grove

Under tho exchenge control systoms now goenorelly in force
in Lutin America, cxporters eare usuully required to sell all or part
of their foreign exchenge rcceipts to tho govermment or the centrel
berk. In meny ceses, this compulsory delivery of c¢xchange is ac-
corpunied by what wmounts to & tex on oxports, since tho cxporter
often is compelled to sell at loust part of his exchunge bolow the
officisl rate.

In the case of Bolivia, the gold stundard wes ebandoned in
September 1931 and wus followod by the adoption of officinl oxchunge
control in Mey 1932. This control hes been continucd to dute. Ex-
porters heave been roquired to deliver to the Govormmont v.rying pro-
portions--seldom exceeding 45 or 50 per cent--of their foroign .ox-
chengo receipts, generclly ot the official ruto of exchunge.

Bolivia roecently issucd « deocree (Suprome Docres No. 280 of
April 3%, 1945), however, which roquircs exporters of tin to sell 100
por cont of thoir foroign oxchinge procoeds to the Govermmont, through
1ts ogent the Contrul Bank. Exports of tin represent cbout 70 per ecnt
of Bolivia's totul exports. This decree is of specinl interost for
several reeasons.

In the preamble it is stated thet &s ¢ consequonee of the
cgrecment signed by the United Nations ct the Bretton Woods Conforence,
the Govermment of Bolivia hus undortekon the responsibility of contri-
buting quotas in americun dollers to tho Internutionul Monetcry Fund
end to the Internstionel Bank for Reconstruction and Development.

For the fulfillment of this purpose, thercfore, as well &s for the
building up of & special roserve of foreign exchange for post-war
needs, it is deemed necessury to give the Govermmont offective control
over all foreign exchange proceeds of exports.

The preamble concludes by steting that "the control of forcign
exchange doos not constitute & surchurge in toxes. Therefore, it docs
not increase the costs of production of the mining industry". Tho ox-
plunstion of this stutemont uppours to be a desire to emphosize that
oxporters will receive the full velue of their coxchunge deliveries «t
the official exchunge rate, end will not be "tuxed" by being compelled
to sell purt of their procceds at lower rctes.

Tho leaw provides, howover, thut exportors moy retain certein
fixsd percentuges of thoir foroign cxch.nge rcceipts, on & provisional
basis, in order to cover sclling costs wbroud, nocessary imports for
the econtinuction of production, dividend und cmortizution peymonts,
wnd slso other obligations wnd cxpensos in foreign currency, provided
that such othor obligetions and expenses have booen legally cuthorized.
The percentege of foreign oxchunge procoeds which may bo rctained on
this provisionel busis ranges from 85 per cont on slegs and wastes to
LO per cont for the highest grade orcs, The bulk of the exports of
the major producers will frll within the 4O per cent cutegory. The
previous deocrees governing tho rctention of foreign cxchange pormitted
those producers to retein ncarly 60 por cont of thoir oxport receipts.
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Exporters must meko o strict accounting of all exponditures
frcm the exchenge which thoy retain, snd eny remaining bzlonce must
be sold to tho Goverrnment through the Centrecl Bank. In exceptioneal
cuses where tin exporters require & greaster emount of forcign drefts
then thoy ere wuthorized to rotain provisionelly, & decumentod zppli-
cation for additionsl foreign oxchunge may be presentcd to the Contral
Barnk. If the Contral Bank cpproves the roquest, it is to scnd the
documents and e supporting rcoport to the Treasury Department, which
is zuthorized to grent the nocossery permission to acquire the ad-
diticnel foreign exchange.

Although Bolivie's dosire to increase her offieicl holdings
»f gold and foreign oxchungo is perfectly understondable, the state-
ment in the preamble that Bolivia noeds lerger internstionel roserves
in order to mcect tho commitments mede wt Brotton Woods does not soem
to bo borne out by the feacts. In the first ploce, Bolivia is under
no pressure to increase hor internwtional reserves in order to noot
her quota for tho Monetary Fund, since o country's minimum gold con-
tribution is only 25 por ccnt of its quota or 10 per cont of its not
officiel holdings of gold end United Stetes dollers, whichever is
smallor, end regerdless of how small official holdings mey be.
Bolivia's quota is 10 million dollars. Hor official holdinzs of gold
end foreign oxch.nge at theo ond of 19L), were 23 million dollers. Her
gold contribution, thorefore, as of the cnd of 194);, would heve buen
only 2.3 million, dollears.

Bolivia's internztionel ruserve position would not be
woakened by this contribution. On the contrary, it would be de-
cidedly strengthened, since it would be entitled to drew from tho
Fund, over & period of yoars, 12.3 million dollers--thus represonting
& potenticl net incrcase of 10 million dollers in the internsationel
reserves of the country.

Belivia's subscription to the cwpital of the Bank for Rccon-
struction and Devolopment is only 7 million dollers. Of this amount,
20 per cent, or 1.4 million dollers, is to be p&id or to bo subioct
to cull us necded by thoe Bank for its operutions. Of this emount,
only 11,0,000 dollurs nced be paid in gold or in United Stotes dsllars;
the other 18 por cent is payeble in lacel currency. Tho remaining
80 per cent of the subscription is subject to c.ll by the Bonk only
whon nccded to meet losscs erising from the operetiosns of tho Banlk;
thesc calls must bo peid in dollars or in whatever currency is ncedod
by tho Bank. Thore is 1ittlc likelihood of lossos ovor being largo,
however, becsuse of the fundementelly conservetive busis on which the
Benk is to be ospersted. Undor the very worst of circumstences, Bolivia
might huve to deliver 5,740,000 dollars to the Banlk, but cven then,
this would teke pluce only over & considorcble period of time. It
should be emphusizod sncc more, however, that the chancos of this
situation arising «rc very smcll indeed and thet, in any cuse, the
Brotton Woods Agroements, on balence, strengthen rather thun workon
Belivia's international resorve position.
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On the other hand, the provisions of this decree do not
aprear to be at all incompatible with either the spirit or the terms
of the Bretton Woods ngreements. The sgreements do not prohibit eny
merber from heving & monopoly of all purchases und sules of foreign
exchenge within its boundaries, or from exercising complete super-
vision over ell foreign exchsnge transections, provided only that
sale of exchunge, ut the legal rate, is not denied to wny individual
who needs exchange for current trensactions. The provisions per-
taining to the purposss for which foreign exchange may be obteined
by exporters do not seem to be unduly restrictive. Any surplus of
foreign oxchange retained by exportors above the wmounts necessary
to cover the purposeés pormitted by this lew would, in effoct, boe an
cxport of cupital--£ luxury which Bolivia muy not fecl ablc to afford
vt this stuge of her economic development. article VI, soceotion 3, of
the Fund ggroement states thot membors mey oxercise such controls s
cre necessary to rogulete internutional cupltal movoments but that no
membor moy cxercise those controls in o menner which will restrict
poyments for currcent trons.cctions or which will unduly deley transfors
of funds in sottlemcnt of commitments. The terms of tho Bolivian de-
cree cppeer not to violate this provision, &t loast insofar os exporters
of tin wre concernod. The real question involving the Fund in this cese
would bc whether or not othors have the sume uaccoss to foreign oxchango
for purposes of currcnt transections.

In spite of the apparent rowsonubleness of this doeerco, the
roaction of tho mining industry hes boen one of violent opposition.
One of the large producers hes stoted that the decrec docs not permit
the retention of sufficient foreign exchunge to meot fixcd obligetions,
end another-has sald thuat continued oporations under tho Villaroel
Govermnment are no longer possible. Thore have boen reports from
severel observers that this docrec may prove of great politicael im-
portence in thet it offers an inceontive to the big producers to finwnce
& ravolution to overthrow the prescent reogime snd to install onc which
would bo more fuvoruble to the mining industry and to cepital intorests.
Reports stute thut there is o goncral opinion in Bolivia thet the decrec
marks & finel breuwk betweon tho lerge produccrs und the Goverrment, ond
thet & revolutionury group composcd of the big producers, the opposition
"Perty of the Revolutionwry Left" and strong contingoents of the crmy
mey ondeavor to ovorthrow the Villarosl Government in the reolatively
near future.
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War Demage and Reconstruction Needs in Italy J.H.F.

The Italien Government and the illied Control Commission
havs released a summary of a joint investigution into the wer damage
suffered by Central and Southern Italy. The report covers 38 provinces
wita & population of 19 million, representing more thun LO per cent of
the entire country, und is based upon conditions in Soptember 19LL.
About 655,000 people werce ebsent, either as prisoners of wer or hecause
they hed boen interned, deported, or exiled by the fascist Govormment
or the Germcns. About 100,000 housus haed been destroycd and 23l,,000
wore demaged. Loss thun 8,000 motor vehicles of all kinds (passenger
cars, motorcyclos, trucks) wore countod, meny of them in buad condition.
Of £ll1 industricl equipment (buildings, machinory, inventory), veluod
&t the equivalont of 660 million dollars in 1939, one-third hud becn
dostroyed or romoved, including 100 million dollars worth of machinery.
about 130,000 gcres of forost woro dovastatod, togethor with 90 million
grapcvines and 9 million olive, fruit, «nd similar trees. Almost 500,000
ccros of rocleimed lund hud beon lost aguin to cultivetion. Livestock,
cspocielly cettle, had boen doploted by ono-third botwoon 1942 end 19Uk,
lergely «s « rosult of Gormen requisitions. Only onc-tenth of cgri-
cul tural tools ¢nd mechincery hid bacn dostroyed or removad, but tho
remaining mechanicel cquipment could not bo used to cupacity boecauso
fuel supplies were onc-third of the roquirod quentity. The grain hervest
foll from 12.7 million motric quintals in 1942 to 5.8 million in 190L;
for 1945 «n incroase to not morc then 6.1 million quintels wes oxpected.
This decline was lurgely duc to tho luck of commerciul fortilizer, os-
pociully phosphates, seles of which dropped in 194l to less then 3 per
cent of the 1939 lovel.

The finencial wspoct of the probleom is cqually dark. 1In
Fetruary 1945, tho cost of living in Rome wes more thuen 13 timos cs
high as in the fall of 19L0., Prices of foodstuffs hed inervasod to 22
times, but tho average wege income to only 5-1/2 times the 1940 level.
It is true that this income wus ebout doubled by roceipts from the sale
of personal belongings, by rolief peyments, cnd especially by bluck-
merket sctivitios. Noverthcloss, the aversge incomo of a worker's
forily of five amounted to only about 10,200 lirc per month whilc it
would heve had to spond 11,800 lire to buy foodstuffs corrosponding to
ite poaceo-time diet. One-third of the culoric contont of the prcsant
average diet is dorivod from rotioned foodstuffs sold at official
prices, snd two-thirds from purchascs in tho black merket; ccquisition
of the latter portion requires nino-tenths of the total food budgot.

In Northorn Itely the situction is bottor. Industriel fi.-
cilities have sufferod littlo damage, «nd the price lovel is sub-
stontielly lower then in tho South. It is expected thut Northern
incdustries will be able to supply the country with & lurge purt of the
products needed for rohebilitation and roconstruction, oxpeceiclly tex-
tiles, chomiculs, and muchinery. The most urgently noodod imports aro
foodstuffs (mainly grein cnd duiry products), cocl, cotton, pctrolecum
products, rubbern, iron &nd stecl, und particularly trunsportation
material (railroad equipment, trucks, merchant vessels), The cost of
those imports hus been cstimatcd «t 600 million dollurs, which is sub-
stanticlly less then provious estimates, but substantially morc then
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the cmount of foroign exchenge aveilable to tho country. The Italian
Govormmont hius been creditcd with 100 million dollers cs the cquivelont
of oeyments made in AM lirc to United Statcs crmed foreces in Italy, and
«n ndditionel 50 million dollurs will probebly be credited in tho neur
future. The Itelien economy &lso hes st its disposul tho equivelent

of doller wnd pound sterling rcmittances sent by emigronts to their
reletives ot home, «nd roceipts from the smell volume of Itclian ex-
ports. The sum of all theso items, however, would still be 1400 million
dollers less than the estimated cost of imports. taly is not eligible
for lend-losse cid or to recoive frco supplies from UNRRA, und the
question of how to finunco the dosircd imports is still unscttled.



WORLD INCOME, 1929-1937

Rendwell Hinshew

Netionel-income date exist for a sufficiont number of countries
to werrint at loust tho cttempt to construct & moaningful world-income
index for the highly intorosting period 1929-1937. Exccpt for o fow
isolated omissions, consecutive nationsl-income figurcs over this
period can be obtaincd for more than twenty countries, including all
tho mejor industriel nations. The various series of course differ
widely in rcliebility end, bcceuse of conceptusl difforonces, are
frequently not strictly compereble. Those difficulties, howevor,
can ensily bo exsggerated, perticulurly if w«ll thot is desirod is
on index. While the indexes in this study wro obteincd from income
totals expressoed in dollars, it is the indexos rather thun the totels
on which chief reliance should be pluaced.

Theoretieol Difficultics

The mujor problem in constructing dollar totals of incomo
for & group of countries is to find uppropriatec rates at which to
convert income figures exprosscd in tho various nationsl curroncios.
Severel possibilities suggest themselves. The most obvious, «nd
probebly the least satisfectory, solution is to convert cll figures
at actuel (snnual-cverego) oxchange rates., This method would not be
ineppropriate in & world in which exchange retes werc in substantial
ggroement with purchasing-powor purities, but the world of the
tthirtics was of ¢ differont chearacter. It wes a world, morcover,
in which systoms of dual or multiplc oxchunge retes worce not uncommon,
thus meking it occasionally necessury, in using the sbove mcthod, to
chcose somewhat crbitrarily from among two or more rates, nonc of
which were necessarily neer cquilibrium.

A more sutisfactory, though theoreticully inadcquate, mothod
of combining income figures cxpressed in various curroncies would be
to employ fixed exchange r.tos throughout--either the exchange rates
of & perticular year or an cvercge of tho exchenge retes for tho

‘poriod., This method has the quelity of mcintaining without dis-
tortion, for coch country, the recletivo chunges in nationsl income
ts oxpressed in the original currency.

Neither current nor fixed exchenge rates, however, provide
en idesl besis for combining income totals. A more cdoquate method
of summotion would be to employ purchasing-power-psrity rates, since
whet is needed is & measure, for any given yeer, of how much foreign
incomoes cen buy (internslly) in terms of dollurs.

In this study, cach of the abovo mothods hus beon employced,
thus meking it possible to determine the degroc to which the choice
of meothod affects tho estimates. '
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World Monsy Income, 1929-1937

Tablo 1 conteins threc indexos of world money income, to-
gether with the respective incom¢ totals from which they have been
dorived.

TABLE 1
MONEY INCOME OF TWENTY-ONE COUNTRIES

(Billions of Dollars)

a Index § Indoex g_ Index
1929 162.3 100 162.3 100 175.5 100
1930 143.8 89 143.5 88 156.4 89
19351 117.7 73 119.8 7L 130.2 7L
19%2 89.2 55 G8.5 61 10L.4 €0
1933 102.8 63 102.1 63 105.9 €0
193l 126.7 79 112.3 49 118.1L &7
1935 136.L aly 121.6 75 129.4 7L
1936 150.8 93 136.0 8l 142.9 81
19357 159.5 98 1L9.4 92 155.2 €8

4. Totzl monuy income «t actual (ennual-averege) exchange rates.
B. Total money income ot 1929 oxchangeo reates.,
C. Totsl money incomo &t purcheasing-power-puarity rates.

The indexes are based on figurcs for twenty-one countrics.! These
countrics in 1928 uccounted for slightly more than two-thirds of the
velue of internationel trede. The first indox shows the relative
change in total money income as culculeted ot actucl (annusl-evereago)
exchange rates. 1In thc sccond series, the income toteols are computed
on the basis of the exchangoe rates prevailing in 1929. The third
index is derived from income totels celculeted ot purchesing-power-
parity retes, which werc computoed from cost-of-living indoxes in the
conventional way, with 1929 as base yocar. However, instead of as-
sunning that tho oxchenge ratos prevailing in 1929 cccurately roflected
purchasing-power parities, it wes assumcd that thoy diverged from
purchasing-powor oquilibrium to the extent indicated by Colin Clerk

in his table comparing tho estimeted price levels of wvirisus countries
&t 1929 exchange rotoes, e Thus, where possible, the 1929 retes wero
tdjusted by an wmount which, eccerding to Clark, would huve cquelized
theso price levels. Clark docs not give figures for ¢ll tho cHhuntries
represontcd in this study; where his ¢stimates src not availaeblce, the
unt.djusted 1929 cxchango ratos heve been uscd as base figurecs.

1Thc countries ere Austrelia, Austriz, Belgium, Bulgerie,
Ceanada, Czcchoslovakica, Demmerk, Estonie, Finlend, France, Germany,
Hungary, Jopen, the Netherlands, New Zcalend, Norwsy, Swoden, Switzer-
loend, the United Kingdom, and tho United States. A reel-incomc serias
is aveiluble for the Sovict Union, moking it possible to include
Russie in the rewl-income index, discussed below,

2Colin Clark, The Conditions of Economic Progress (19L0),

p. 51.
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Of the threo sorics, tho third is undoubtodly the most moen-
ingful. On tho assumption thet the underlying data arc reliable, it
shows how much, per snnun, tho totel income of this group »f countriecs
could buy intornally in torms of curront dollers.

The throee indexoes cre plotted in Chart 1. Roughly speoking,
all three indexes tell the semo story. Between 1929 and 1932, total
noney income foll by somothing in the neighborhond »f LO per cent,
tnd «ftor 1933 recovered steedily, so that by 1937 it wes not far
bolow thoe 1929 lecvel. Tho most conservotive picture of the degree
of recovery is provided by the index bused on purchesing-powor
perities, und it is this index on which major relienco should bo
plecods  However, it will bo noted that tho story which it tolls
is closely supported by the index based on 1929 exchange reatos;
the two series ere virtually congruent.

Those figurcs make possible & compearison betwoen the move-
ment of amorican income during this period and the movement of world
income. In Table 2, anericuan money incomo (Commorce sorics) is com-
pered with tho total income of the twenty-one countries, as computod
at purchuasing-power-parity rotoes.

TABLE 2
COMPARISON OF WORLD INCOME WITH AMERICAN INCOME

(Billions of Dallars)

A Indox E_ Indeox E_ Inlex E
1929 175.5 100 92.1 100 8%3.32 100 L7.5
19%0 156.4 89 87.6 95 68.9 83 Ll.1
19351 1%0.2 (n 75,7 82 5L.5 65 L.9
1932 104.4 60 6l 70 Lo.o L8 %8.3
1933 105.9 60 62.6 69 L2.3 51 39.9
193 118.4 67 68.9 75 L9.5 59 1.8
1935 129.L (n 73.7 80 55.7 67 L3.0
19%6 142.9 81 78.0 85 él.9 78 L5l
1937 155.2 88 83.6 91 71.5 86 L6.1

4s Total monoy income of the 21 countries &t purchasing-power-
perity rates.

B. A without the United Statos.

¢. Tational inesmo of the United States.

D. C es a percentage of 4.

Perhops tho most striking fact shown in this tuble is the
proominent position of American income in the total. For the period
covered in this study, imoricen ineome evereged L3.6 per cent of the
incone of the group ws & whole. If figures wore cveilcoble for all
the remaining countries of the world, the fractisn would probably
have been in the ncighborhood of Hne-third.



CHART 1

INDEXES OF WORLD MONEY INCOME, 1929 — 1937

PER GENT ANNUAL FIGURES, [929 =100

120

100

80

60

40

20

PER CENT

—= AT ACTUAL EXCHANGE RATES
oo AT [929 EXCHANGE RATES
=== AT PURGHASING - POWER ~PARITY RATES

| | | | |

1929 1930 193] 1932 1933 1934

1935

1936

1937

120

100

80

60

40

20



-l -

The teble also confirms the contentisn that the dopressiosn
wes considorably roro severc in the Unitod States thon in the rest
of tho world. Between 1929 cnd 1932, anorican moncy incomo dropped
by nore thun helf; for the othor twonty cruntries, the drop w.s lgss
thoen « third.

These conclusions are illustretod in Chart 2, which comperos
the lovel of samoricen monoy incomo during the period under considlore-
tion with tho lovel of incomo »f tho group as & whole. /s in Tebloe 2,
forcign incomes in this chart erc computed at purchasing-powor-parity
retos.

Wor..d Ronl Income, 1929-1937

Since ¢ost-of-1living indoxos are aveilablo for all tho
countries in thc ebove group, it is possiblo t> compute a reel-income
serios for cech country wnd o recl-income index for the group os o
wholce To counstruet this index, the vorisus incomc sorics woro first
oxprosscd in the origincl currcncies at 1929 prices (cost of living).
Each sories was thon convortod ints dollers ot the avereage purchoasing-
power-perity reate for the wholu poriod. Thus the British scrics, for
example, was convorted into dollears et & rete of 4,918 dollurs por
pound, the cverage purchusing-power purity for the period 1929-1937.
In this form, the verisus incomo figures for oach your wore edded,
end on index was mede of tho totels.

Since a real-inconc sorics oxists for the Sovict Union, it
wus possible to add Russia to the real-incomo index. .t the sug-
gostion of Dr. /bram Bergson, tho Russien figurcs woroe inflated by
25 por cent to moke thom compercblce with tho incomoe serios of tha
other mojor countriss, wnd were converted inte dollars ot o rote of
25 conts per ruble.

In Table 3, five rotl-income indoxos ere shown, four of which
are "world" inecoime serics. Thc first is o reel-ineome indox of the
entiro group of twonty-two countries, including the Soviet Union.

In -he sceand serics, Russia is oxeluded; in the third, tho United
States is excluded; wnd in the fourth, both countries arc omittod,
The fifth sorics is o roal-income indeox for the United States.

Those sorics &r¢ plotted in Chert 3. icesrding to the index
for all twenty-tw: countrics, real inecmo dropped by somcwhat less
than ¢ fourth boetween 1929 wnd 1932, wund by 1937 not only had re-
covered from this decline but wes 16 por cent higher than in 1929.
Since tho movement of resl income in noither Russia nor the Unitod
Stetes was typicel of tho rost of the world during this period, and
sinzo rcal income in both Russic and the Unitod Stetes comprisecs a
considerable fractiosn of world incomc, the inclusion or exclusion of
cithor »f these countrics substentielly effcocts tho world-income index.
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WORLD MONEY INCOME, 1929 - 1937
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T/BLE 3

WORLD 'RE.L, INCOME, 1929-1937

s B < D B
1929 100 100 100 100 100
1930 92 91 99 97 85
1931 87 83 99 92 73
1932 78 74 ol 87 60
1933 83 79 98 91 67
1934 91 85 104 95 75
1935 98 91 111 99 82
19%6 109 99 120 103 a5
1937 116 105 128 108 101

/. Real inecomc of the 22 countrics.

Be 4 without tho Soviet Union.

C. . without thc United Statos.

D. . without the Soviet Union snd the Unitod Statcs,
B. Real ineomo of tho Unitod States.

During the period under consideoration, rouwl inenme in the Soviot
Union more than trobled, and indeed weas rmch highor in 1932 than
in 1929.l Mmorican rcal income, on thc othor hun?, dropped by

LO por cont betwgen 1929 and 1922--fur more sharply thoan in most
other countries. Conscquontly, when tho Unitod Statos is mmitted
fron the worrld-inconmo indox (with Russic loft in), the index <rops
by only 6 per cent botweon 1929 end 1932, ond is 28 por cont higher
in 1937 than in 1929. However, whon Russia is romnved from the
serics (with tho United States loft in), tho index drops by 26 por
cent from 1929 to 1932, and is only 5 per cont higher in 1937 than
in 1929,

In Teblo Ly, the twoenty-twe countrios arc listed in tho order
of their averuge rowl income over the poriond studied, The recl-inconme
figuros ero exprossod at 1929 pricos (cost of living), end aro con-
vorted into dollars ot the averuge purchasing-power-parity roate for
ct.ch.country,

1H0wovor, it should be notod thet the Russion figurcs tond
to oxaggoreto tho oxtont »f the increwse in Russian real income, for
two reasons. In the first ploce, the perinsd under consideration wes
cherecterized by the tronsfor to the state of certein houschold pro-
duction not previously cppocring in the income statistics. In the
segeond place, tho period wes merkod by tho cmoergonce »f mony now
products &pposring &t o time whon tho Russicn price lovel wus
sharply rising. The introaduction of new items in this situction
tended t» inflate the reasl-income sories, since the products werc
included in tho income figurcs at their initiel prices rathor than
tho prices ot which thoy would havo been producod ot the boginning
of the period,

2Howevor, /moricen reel incomo eppeers to heve complctoly
recoveraed by 1937; in fact, the index for 1937 is slizhtly higher
then for 1929.
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T/BLE L
LVER/GE RE.L INCOME, 1929-1937

(Billions »f Dollers ot 1929 Prices)

Lverage Por Cont
Rcoal Incono of Toteal

United Statos 68.14 39.8
Unitod Kingdom 20.6 12.0
Gormony 20.0 11.6
Scviet Union 17.5 10.2
Frence 11.0 6.4
JC.PCLn 8-7 5.1
Coneds 5.5 3.2
sustralisa 2.9 1.7
Notherlands 2.7 1.6
Boelgium v 2.5 1.5
Czochoslovekic 2.5 1.5
Swedon 1.9 1.1
Switzorlcond 1.8 1.1
Lustria l.2 o7
Hungary 1.1 6
Dormork .9 5
New Zoalend .7 A
Finlend NS .3
Bulgarin 5 5
Norwsay 5 .3
Chile i .2
Estonia o1 .1l

172,0 100%

unccording to thase figuros, tho five countrics with the
lergost incomes eccount for oxectly four-fifths »~f the totul, and
»f the total incomc of those five, the United States accounts for
ebrut half (h9.7 por cent)., Tho elovon countries with tho smallest
incomes (half the ontire number) account for snly 5.6 por cont of
the totel income of the group.

In Chart L, tw> of the indexus of world rocl incono--one
including, end the othor cxcluding, Russia-~are comparcd with the
Locguc of Netions indox of tho "quoentun" »f internutional trado.
leccording to those indexcs, the fall in tho volume of internctional
trede during the world depression was of virtuuwlly the semo pro-
portions as the fell in world recl income; if Russia is disrcgurded,
both variebles fell by 26 por cont betwoen 1929 cnd 1932, Rocovery
of tredo epporrs to heve boen moro gradusl than the rcecovery of rocl
incone; by 1937, howovor, the volume of internctinnal trede wos ot
eprroxinately the 1929 leval,
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