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Gold Hary Marcney

The altered position of the United States as the magnet
for the world's ¢old hecame increasingly apparent in the yewzr just
passed, Our reported monetary stock went dovm by 1.3 billion dollars,
in response primerily to the conversion into gold of foreign-owned
dollar credits realized on exports to this country cr from our milti-
tary expenditurce abroad not covered by reverse lend-leasc. This is
the largest yearly decline on record. It placed the repcrted gold
stock at the year-cnd at 20.6 billion dollars, 2.2 villion uncer the
peak figure at the end of October 1941.

i rreat part of the gold bought by forcigners in 1944 wes
actually cxmorted in contrast to preceding years when such acqui-
sitions were simply transferred to an camarted account &t the
Federal Reserve Bank of New Yori:. This does not represent eny
change in the Treasury export policy ser se. Although it will be
recalled that the United States banmed gold exports to Argentina
lest Julv, the overriding factor in the situation was the fact that
our allics were buying gold to tale home. The repatriation of stocks
so acquired seems to indicatc a desire or need for geld cither ror
replenishing reserves or for use in trade with third countrics., Some
figures of Unitod States gold trensactions with forcign countries in
the last three vears are shown on the fnllowing page.

There is, of course, nothing unfevoreble to the post-wor
outlool: in this development. Since the United Stotes will be a great
source of the meterials required for rcconstruction, it is well that
other countrics should have reserves with which to trade during the
stocking w» process, Nevertheless, the pronounced turn in the flew
of gold is evidence of the possibility of unforcsccable changes. &
few years ago it could hardly hzve been envisioned that in the course
of & war in which we would be a great source of sujplies we should
simultenecusly be on the short end of & redistrihutlon of world gold
stocks,
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Gold under
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gold to bought from exported from United States
United States United States United States at end of year
(Hiliions of collars)
Burope
1942 271 - 2,036
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Latin America
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% Includes gold transferred to England oy United Stoetes in sevtlement
for our share of the gold sales program in India and the liddle
East: 1943 - 10 million; 1944 - 70 milliion,

35 Preliminary.

breliminary estimates indicate that the trend of world gold
production during 1944 continued cowmward in nearly all countries. A
Tecord low was established in the United 3tates output of 1 million
ounces. This is the smellest figurc since the years orior to the
California zolé rush in 1849 and it reflects lcss of the Philip»ines
es well es the decline in continental production due to the manpower
shortage and the diversion of cupplies to more nocessary lines of
arocuction. Nov counting Russia, for which there is no relizble
infomation, it appears thet world sroduction was in the neighbor-
hood of 232 million ounces {800 million doliars) as compered with 36
million ounces (1,260 million dollars) in 1940, the highost year in
history.
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Central Banking in Liberated Belgium J. Herbert Furth

From 1941 until the liberation of the country, the National
Bank of Belgium had two administrations, After the death of Governor
Janssen in June 1941, the Germen occupation authorities appointed as
governor one of the Dank's managing directors, A, Goffin. The Belgian
government-in-exile did not recognize this appointment, and under de-
~rees of Hovember 27/28, 1941, set up an administration-in-exile under
Jeorges Theunis, member of the mank's Administrative Council and fomer
arime minister, and Adolphe Taudewyns, menaging director of the Bank.
The administration-in-exile actually controlled only the Bank's foreign
assets, including its reserwes in gold end forecign exchange.

After the liberation of the country, i. Theunis became
inister of State, and the Government appointed Maurice Frére as gover-
nor, and Adolphe Baudewyns as vice-govermor of the Benk. M. Frére is
an expert in international affairs. He acted successively as dircctor
of the cconomic service of the Reparations Commission, cconomic edvisor
to the Transfor Committee undor the Dawes Plan, financial counsclor to
the Belgion legation in Berlin, sdvisor to the iustrian Nationel Bank,
and director of economic metters in the Belgian Ministry of Foreign
Affairs. Trom 1938 on he also wes president of the Belgian Benking
Commission.

1. Trcunis' report to an extrsordinery meeting of the
sherecholders of the National Bank on November 4, 1344, sheds some
light on the eactivitics of the administration-in-exile and the present
concition of the Benk's roscrves. At the time of the German occupation,
the Benk's gold holdings smountcd to about 21.6 billion frenes, the
tulk of which wes under eamark abroad (5,1 billion in New York, and
9.9 billion in London later shipped to Cencda). The romeindor of 6.6
hillion had been entrusted to the Renk of frence just before occupation
by the Germons. The Vichy administration handed over this sum to the
Germans, cnd the Hotional Bank sucd the Fenk of France in the New York
courts for restitution., By an agreanent of Cctober 8, 1944, the Banlt
of France promiscd to return the gold, and on jecomber 22 the amount
was transfcrred by earmark in New York.

During the period of Gormon occupstion, the gold rescrves
of the YNetionsl Bank of Belgium diminishcd by only 247 million francs,
of which 238 million was lent to the goverment-in-exile to cover its
expenscs up to February 1941, cnd to purchase Canadien wheat in an-
ticipation of the liberation of the cowntry. &ll later cxpenscs of
the govermment-in-cxile were paid out of the forcign exchange holdings
and gold production of the 3elgian Congo, oY means of a credit granted
by the Benk of the Belgian Congo. The National Benk now has oponed 2
credit of 3.5 billion Irancs to the Govermment in order to cnable it
to repay the cdwncces of the Bank of the Belgian Congo, but the
Government has not yet avsiled itself of this opportunity.

The Ronk granted another credit of 6,7 b
the Belgian Covernment in connoction with the campeign of liberations
of that sum, 5.4 billion vas for the usc of the Allicd Expeditionayy
Force, the romainder for tho Bolgien Civil Affairs Mission.
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The shezreholders! meeting voted to suspend the provision of
the Benk's Charter requiring o minimum coverago of a1l demend Jichili-
ties by gold or forcign cxchang. This vms ¢ fomality, however, since
thot suspension clready had been ordercd by the Germen occupation au-
thoritics on Mzy 10, 1942, and by the goverment-in-cxilc on May 1, 2544,

The Bank has not published o statement or helence sheet since
hugust 24, 1944, Tais omission is duc to the nccessity of integrating
the London cnd the Brusscls books. But the present status of the Henk
csn be estimoted on the basis of the ligures available., At the cve of
liberstion the note circulation cmounted to about 99.5 billion fruncs. ,
To this sum must be added the equivelent of the credit grented to the
Goverment for the usc of the Allied Expeditionary Force and che Belgian
Civil Affoirs Mission, which hos been fully utilized. issumang that no
further credits have been granted and utilized, the outstanding note
cLrculation vould cmount to ahout 106 billion frencs. To this sum must
he added the Bank's demand deposits of about 2 billion francs, maiting
2 tobtal of 106 billien. The present gold rcgerves ore about 21.4
billion frencs at the pre-war gold parity, equal to zbout 31.9 billion
francs on the tasis of the deller rate seb at the time of liberation.
Thus the gold coverage of =11 aemend Jicbilitics amounts to 30 per
cent, Actually, however, the coverage is far greatcr. The demend
liabilitics must be reduced by &t least o sum corresponding to the
tnormanently olocked! currency accounts and the notes inwwlidated
hecouse they werc not registered. Tmis the cmount would drop by about
47 billion to 61 billion fruncs, and the golc coverage would ve 52 per
cent. This rotio would be zbout &9 per cent if the "temporarily un-
available! currency accounts of 25 billion francs also were excluded
from the demonc liahilities.

The suspension of the gold coverege orovision does not meen
a pemonent departure from the gold stendard, The Belgien Govermment
has reserved the right of using the Bank's 20ld holdings for the re-
constructicn of the country and stebilization of the frenc rate. Dut
it hes announced thet fier the return of normal conditions the Bank's
£old holdings would "» rovalued, the Covermment debb would he rcduced
v the resulding opuper profits, né = new miniuun cover would be estab-
lished.

The Government prohebly will not have o deplcte seriously
the Benk's reserves, It has st its dispesal pound sterling balances
in undisclosed, but corteinly very substantial amounts, resulting from
the large war—time export surplus of the EZclgian Congo (2,320 milliion
franies in 1943). The elgian holdings of foreign assets, which before
the wer were estimeted at the equivalent of 1.5 billion dollars, arc
an evon greater source of notential foreign cxchange. Horeover, the
recently concluded agrocoments vilth e United .ingdom, the MNetherlands,
and Frencc weke possible the rosumption of trade with those countries,
vwhich in 1637 accounted for 45 per cont of the ontire Bulgian foreign
commerce, without the need fer using f{orcign cuchange reSCrves, In
view of their ~ood finencial rceord, Telgian importers should hawve
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13ttle diffiewlty also in obtaining credits from other countrics,
¢speeially the United States. The main denger confronting Belzium

in the sphere of intermational finance is not a scarcity of forcign
exchango, &s in the casc of the United Lingdom, but a traditional
reluctance to make bold use of awvailablc rosources without regard
the conventionsl gold stenderd rules of coentral vanking. In this
conneetion it may be recalled that in 1932-36, vhen M, Frlrc was
intimatoly asscciated with the management of the Austrien National
Bork, somc obscrvers attributed the stagnation of the Austrisn cconomy
to the Bank's anti-cxpsnsionist policy.

(The Belgian franc has been pogged at 176-5/8 francs to
thce pound sterling, giving it z value of 2.28 U. S. cents.)

Note Circulation in Hungery

The volume of outstanding notes of the National Pank,
which has been rising steacily throughout the ver, ncarly coubled
between the midcle of March 1944, when “crman troops occupicé the
country, and the end of last October. (n that datc notes in circu-
lation amounted to 9.4 billion pcngg , &n increase of 2.5 blilion peng
since the middic of Scptaomber. Part of this expansion undoubtedly
reflects an inflatienary condition, but if cxpcrience in other
countrics is a guide, other factors have contributed. As the war
drow noarer to the borders of Fungary, it is not unlikely that the
National Bank, anticipating a disruption of trensportation, took
steps to decentralize its note stock. This would entail an increasc
in the 1iability of the Bank for notes outstanding although the cur-
reney actually wes in bank vaults and not in the hends of the public.
With Russian amics actually fighting in Hungery, pecpie undoubtedly
withdrew funds from banks which they expccted to be closecd, to be
ready to move quickly Ifrom danger arces, Furthcmmore, disruption of
trensportation and communicztion cven in zones frce from fighting slows
dovn the welocity of money in circulation, & greeter volume of currency
being required to trensact the samc amownt of husincss beesusc the roturn
flow to benks and government offices is hamoercd., This would be par-
ticulerly true in the case of & country like Hungary vwith a highly
centralize.) iincneial structurc. & third, elthough gsomcwhat less
important factor, ariscs from the withdrawsl of Hungarian troops.
On foreign soil, they were paid in occupation moncy; but after their
return they would be paid in Hungarian currency. In thce zbsence of
any information on thc doevelopment of prices in Hungery, it is im-
possible to scgregate the combined offcct of these contributions to
the inercascd volume of money in circulstion from Wrcal! infletion.
e true position of Hungarien currency is further obscured oy leck
of date on the volume circulating in orcas no longer wicer the control
of Hungary.




Future Composition of Russian Exports ilexander Gerscherkron

Upon his return from Russia, Mr. Eric Johnston, President of
the United States Chamber of Commerce, stated that in his opinion an
appreciable increzse in the share of incustrial goods in the aggregate
of Russian exports in the post-war period is very unlikely. This
opinion has been accepted by other vriters on the problems of Russia's
foreign economic relations.

This view underestimates or ignores both the trends in

Russian exports which became visible during the inter-war period and
a nmumber of forces which may tend to accelerate the develooment after
the war, The problem has significance beyond the cuestion of possible
competition between Russian and Americen goods in foreign markets.

An "industrialjzation® of Russian exports may affect the geographic
distribution of Russia's trade anc. by the same token, the way in
vhich Russia will pay for her imports and provide foreign exchange
for servicing her foreign loans. It mey also affect the pattern of

'

utilization of loans to some countries other than Russia.

For somc time to come the mzin destination of industrial
goods exported from Russia will be the muge belt of countries con-
tiguous to the Southern boundary of Russia, spreading from the Turkish
Straits to the Pacific Ocean., Russia's participation in the industri-
alization of these countries is likely to create a considerable Russien
export surplus tc this zrea instead of the bilateral balancing of trade
which prevailed in the 'thirties. Such a develepment is likely to

increase Russia's intcrest in multilateral trade and, accordingly, in
the International Monectary Fund and the International Bank for Recon-
struction and Develomment. It will also increase Russia's interest
in an internationzl trade orgenization which is at present under
discussion.

In the latter part of the inter-war period the following
trends hecame visible in Russian exporis: (1) A reduction of the
share of agricultural products which before the First Vorld War wes
70 per cent of the total and which dropped by the second half of the
tthirties to only 30 per cent. The shift, which represents actually
a complete reversal, was primarily due to the increase in exports of
lunber, mineral oil, and other minerals (phosphates, etc.), and the
decrease in exvorts of foodstuffs, partienlarly grains, (2) A shift
from unprocessed to processed or from less to more processed products
in a number of comodities, c.g. an increase of the share of dressed,
and dressed end dyed furs in totel fur exports; a relative decrease
in exports of raw flax in favor of the combed product; a decrease in
exports of lozs in favor of sawn Jumber and plywood; a rclative in-
crease in exports of gasolinc to the detriment of crude oil. (3) An
increase in the renge and quantity of exports of industrial goods
proper (products of the metallurgicel. industry, machinery, and ecuip-
ment). For instance, in the 'thirtics the Russians exported complete
equipment for two large textile factories in Turkey cnd providea
technical assistance for their consztruction,
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Changes'of this character have been vatched with considerakle -
interest in the Russian literature concerning foreign trade and great
emphasis hee been placed on them. On both economic and political grounds
there is good reagon to believe that the chenge in the composition of
exports will be considerably accelerated in the future. It is natural
that a lag should take place between the industrialization of a country
and its ability to compete on the world market with products of '"old®
industrial countrics. Riossia may be able to catch up more rapidly than
other countrics: the great effort of industrialization compressed into
little more then one decade since the initiation of the FirstFiwve Year
Plen (1928) may result in Russiats reaching the point of industricl
exports simultaneously for a wide range of commodities.

The Russian policy is Yikely to be a deliberate Ipushing!
of industricl exports. There erc indications that the Russians will
apply to their exports the "infant incustry argunent®. This meens
that they will, to a certain extent, disregerd the short-run compe.rative
cost calenlus and be willing to incur losses incidental to the »rocess
of acquainting foreign merkets with their goods and, on their own nart,
learning the requirements of foreign markets. Thus the netural trend
toverd industrialization of exports mey well be intensified oeyond what
would really be warrsnted at any given stage of the economic development
of the cowntry.

In adopting such a policy the Russians will be strengthiencd
by the manory of the unfortunate cxperience of the Great Depression,
when the tems of trede turncd sharply ageinst tham. A unit of eciports
in 1932 fetehed only 70 per cent as much imported goods as in 1929.

If the Russians accept large rcconstruction loans, the fixed obligations
for peyment sbroad will rcinforce their roluctance to face a deturioration
in their tcrms of trade, In contemporary Russian cconomic litcreture
there is & merked preoccupation with favorable toms of trade; &nd it

is churacheorized by the belief thet the tems of trade of ggricultural
countrics beeome adverse during depressions and, furthemore, that there
is a sccular trend at work meking for & deterieration of the termms of
trade of such countriecs,

A erucial question for the plamned cconomy of the Russian
type is quality of production, In the vast there hawve been frequent
attampts to fulfill the plans at the cupense of quality, T» sccure
& mtior guality managers heve been knovm, when putting through thoir
ord:rs, to pretend thet the goods vere to he cxported, Large exports
of industrial zoods are cxpected to improve the quality of production
£5r home consumption, This is an zdditional, although less Imporiant,
motivetion for fostering industrial cxports.

The Russiens regard agriculturel oxports as an attribute of
& colonizl or scmi-colonizl country. Chversely they are alive to the
potential power positions inherent in industrizl cxports abroad. Thus
ceonomic and political motivetions mey combine to increasc the share
of industrial exports in the total cxports of Mussie,
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Tt 48 difficult to appreise the length of the perlods in-
volved, but it would be incdvisable to underestimate the possible
speed of the development., At the end of the inter-war period, the
share of manufactured goods in total Russian exports was 21 .per cent,
This corresnonds roughly to the composition of United States cxporis
at the boginning of the present century. In 1930 the share of manu-
facturcd zoods made up &s much as 50 per cent of United States exporte.
The ewvolution in Russiz is likely to be much more rapid. The period
of reconstrection recently has been estimated to be comparatively
short -- about four years., Within 15 years Russia may bccome an
industrial cxporter of considerable megnitude. By that time its
industrial goods may well appear in markets other than those of the
backword Lslatic countrics.

Croet Corporction Reoturms

Tne completc stagnation of the Yugoslav ceonomy is shown
Ty some datz recently rewvealed in the Gemmon press.  The 50 largest
Croat corvorations, including financial, commercial, industrisl, ond
mining enterprises, reported o net vorth of 2.7 billion kunes at the
end of 1943, snd 2 net profii of 84 million kuncs for that yecar,
One-sixth of the neb worth, and one-half of thc nct profit, helonged
to five componics the sheres of widich were controlled by the Croat
Government. The figures commot be comnored directly with pre-vwar
statistics, which ¢id not sepcrate the data for Crostlu from those
for the rest of Yugoslovie, The kuna figures for 1943 probably are
somevhat higher than the corrcsponding dimar figures for 1939 in the
cese of the net worth, cnd somewhot lowor in the case of the net
profit. In tems of a stable currency, hovever, both net worth and
net profits heve declined to & small rraction of thc pre-war lovel.
The Croat kuna was mede cqual to the Yugoslav dincr in 1941, but its
voluc meanwirile hos hoon roduced to one-sizhth by a premium of 700
ner cent For the roichsmark, the only forcign currency of importance
in Croat cconomic life. If this deweluation is taken into consider-
ation, the nct worth of the 50 enterpriscs is equal te only 6.2 million
dollars (on the basis of the pre—war rcichsmark-deller rate), end their
net profit wrounts to only 0.2 million doilsrs., The German pross points
out thet meny cnterprises have been affected by the decline in foreign
trade and the increase in gucrilla verfarc, Both factors probebly
boeame cven more important in 1944. Morcever, Croatia has enjoyed
sreater fevor with the Gemman inveders then nost other parts of dis-
membored Yugoslevia. The complete picture of Yugoslav ceonomic life
thereforc is ceriainly cven darker thon that suggested by the Croat
data.

J.H.F.
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A New Europcan Foreign Exchungn Roete Structurc]—‘/ Hens J. Dernburg

With Allicd troops closing in on Germeny from the south,
west, and east, the Allies orc overthroving stcp by step the foreim
exchange rote structurc which hed grovm up under Germen influcnce.
These developments culminated in the fall of 1944 in the establish—
ment of cn £llicd rate for Germeny hercelf,

As long as Germony domincted the Buropecn continent, intro-
Buropecen trade wios transccted at rates which she hed established or
to which ¢t least she had given her approvel. In the carlicr yecars
of the wor (1939-1941), somc of the Turopcen currcncics--including
those of Premce, Belgium, Rumenia, Yugeslavia, ond Russia--werc de-
valucd in verying degrces. The devoluations unduly raised the veluc
of the rcichsmark, vhich had been already overvalucd in pre-vur €2ys,
and changed the temms of trzde in Germany's favor. Howcwver, having
once estehlished a certain rate structure, the Gormons, in order not
to impair the prestige of the '"New Order® :nd not to disturb the intra-
Europcan clearing over Berlin, kept the retes stable, although priec
developments in the individual countries during the war would have
justificd certein cdjustments in Gomony's favor, In the coursc of
the wer cll Europccn countrics hove undergone price inflation in
varying degree. However, beczuse of strictor price control, prices
rose in Cermeny less thon in the other Zuropeon countrics, with the
result, #inzlly, that the reichsmark vas undervelued with respect to
the currcneies of most of the Buropecn countrics.

Whiic these devolopments took place on the Zuropean continent,
the Allics meintoined exchenge rates of their ovm. In this systom the
pound sterling wos the stondord currency, the French colonics uncer
de Carlle and the Relgien Congo cttaching thomsclwves 2% ixed cxchange
rotes to the sterling arce. Because the Fronch and Belgian posscssilons
in Afriea were Tfighting on and bectusc the first victorics over the
Axis were scorcd in Africa, the first steps in the direction of o new
foreign exchonge rate structurce were taken on that continent.

The first ncw rotc to be cstablished wes that for the
Ttalian lirc in colonial ITtzly. It wes fixed in 1941, first for the
Ttalicn colonies in Best ifrica and subscquently for Libye ot 480
lire to the pound, equivalont to &bout 120 lire to the doller. After
the invosion of Sicily in July 1943, the lira rote for Suropeen Itely
was fixed by the 21lied Govermmonts ot 403 lire to the pound and 100
lire to the dollar., If we compare the present rates with the rate of
81 = lirc 19.8 preweiling in mid-15940, the colonial lirz wos develued
by 83.5, the metropolitan lira by 80,2 per cent. The actual devaluztion
relotive to the pre-wer period is, however, not quite as great because
mmmtmwthlhamsmmmmowmﬂwm&smsmﬁwmdw
the block market rates preveiling for lire notes.

ﬂ Tnic paper discusscs the new rotes csteblished for France, Belgium,
the FKetherlonds, Germany, and Ivaly. Comments on the now cxchonge
rotos ostablished by Britain in Greece and by Tuseia in castern and
southcostern Europe may be found in Current Comments of December 5,
1944, ond in Review of Foreiem Devclopments of Jenuary &; 1945,




ALt the time the new rotes vere established they gresil
velued the lire; at in the crurse of time this was compensated for by
prlcc, rises in the colonisl ond metronoliten arcas—-in some degroo 25
2 resulb of tho policy of underweluation., According to the latest re-
por’c,s, prices scam to hove risen cven sbove a level corresponding to
the reduced cxchenge rabe, with the consequence thet purchesing power
in thc honds of the Allied troops, which wes originally abnormally
high, secms now to be rether low.

Following the lending of &1%icd troops in French Horth Africa
in ¥ovember 1942, a rote of 300 ifrencs to the pound chd 75 frencs to the
doller vwos ostanlished for French Horth Lfrica. As a result of strong
French reorcsentetions at the Cosablanes confercnce, these retes were
modificd to 200 francs to the pound and 50 franes to the doller, vhich
implicd on upwerd revaluation of the francby 33 per cent. As @ csult
of sgrcements in February 1944, the latter rites were exte nded to the
other parts of the French Empire under de Ceulle, which until then
had belonged to the sterling eree and vwhere during the whele course
of the vwar thc pre-ier ri tc of cxchange of 1'76—5/0 francs to the nound
hed been me With the inwesion of metropoiiton France in Junc
1044, T’ll]lt;‘I’V 'anc curroncy wis izsucd there cnd the new colenicl
rotes were ooplicd to metronolitan Franco. At ';rcscnt they opply o
the vhoe of metropoliten and colonicl Franes, except for Indo-China,

is s%ill under Jepzncsc rile, @nd cxesobt also for the mandstes
of 3yria znd Tebanon, whore specizl. conditions prevail.

"tc compcares with o pre—er rate of 47.73 froncs
o i s vhot underwlucd the frone.  Frence has ox—
pczrlcnccc. 01 able prlcc inflation during the war so thet the
loss in 'purc‘m.oing power axcceded the formsl dewveluction of 5 por
cent reprosented By the new rete, cnd conseguently the franc is
atly overwalucd, The now high rote ves choson by the French
Governaerd not only to mcintain prestige b clso to limit the v lhime
of ourcha‘.sing sover in the honds of the liboreting troops. While bthe
tor objcctive hos beon fully realized, it is doultiul whether
nee—-? mich 56 5y has not cmbarked on o doflotionery policy on the
11 be sble to mointoin the new rote in the long run,
+0 rccover hor cxport morkets and to revive her tourist tride.

i nico into Belgien
territory ¢ 3 " the Belgion Govermacnt from
London to '31'1 .S, xq Govurnm.-nt deerced in cerly Scpbember
’LﬂAA an exchonge rate of 1'76 S/L Zel:sisn Ifrence to the pound and 45.773

Belgian francs to the doliar.%/ The Tete of 16— 5/ %o the pound had
Been adonted in January 1941 for the Helglan Congo by cgreement between
the Britich and Belpian Governments which made the Belpd Cengo 2

member of the sterling arca. The rate chosen ot that time was identi~
21 with thet orevailing in the French Colonial possess sions uncder de
fGewlle, end with the pre-war French exchanre rate. The rate of 176-5/¢

to the pound and the corresponding doller rate now apnly lo Belgium,

]_fOn the Hesis of these retes Belglan curroncy
in "’cL“um and Iuxembourg, XNo speclal CJ\.Cﬁarg a+0 :
for Taxembourg heczusc Felgian currency circulatus =
country.
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and to the Bclgian Congo which left the sterling area in carly Ccbobor
1944, An agreement between Belgium, Luxembourg, and the Nethcrlands,
concluded in Cctober 1943, established close monetary cooperetion
betwoen the three countries. It fixed the ratioc at 16,52 Delgian
frencs to the guilder, idemticel with the cross-rate for the two
enrrencies undor the German rate structure, ‘The new dollar and pound
exchange rates for the tvwo currencics established in 1944 zre con-
sistent with the 1943 agrecment.

The new Solgian exchange rate compares with a pre-wer rate
of 29.7 frencs to thc dollar and about 150 francs to the pound, with
a develuation cpainst the dollar emounting o about 33 per cent.
Though the devaluation is considerable, the ncw rates were belicved
still te overwalue the Belgian frenc. llowever, coincident with estab-
lishing the new rates, the Belgian Govermacnt carried out a strict
defletionary program in order to contract the voilume of currcncy and
deposits from the inflated levels res.ched vnder Gemman occupation, wnd
to bring the cost of living to 2 level epproximetely in %eeping writh
the nowly established exchenge retes, or at lcast to kecp the cost of
living from rising furthcr.

In early Cctober 1S44 the Netneriznds Government csitablished
exchange rates for the yuilder, namely <.04957 guilders to the doller
and 10.&1 guilders to the pound. This revoresents a devaluation of
29 per cent from the pre-war rate of about 1.87 guilders to the dollar.
In those colonies which zre free from encmy occupation, the pre-war
metropoliten retes are being meintained. Deceuse orice contrel has been
effective in the occupztion period, priccs have not--so far as is mown——
cotten out of hend in the Hetherlands, a5 they did in Belgium and France,
and neither bas the black market flourished as in these countries. The
new retes, though somewhet overvaluing the guilder, arc theretore oX-
pected to be morc in kecping with ectual economic conditions than in
any other cowntry for which new exchange retes huve been set.

T+ is intcresting te compare the A1licd reics cstablished
for Itely, lMronce, Belgium, and the %othoriands writh the cross-rotes
of thesc currcncies to the dollar on the basis of the fierman ¢Xchange
rates ond the Germen dolldar rate of 1. = Ri 2,50, During thae wor,
the GQormens meintained the pre-vwir cleoring rote for the lirc; but
in September 17343, after the surrender of the Badoglio gowurnment
to the Allics, the lirs was devzlucd to 10 lirc per rcichsmark,
Computed ot over the Gormen cxchange rete for the dollar, the lira
is worth four times as much in Geman-occupicd 28 in Allied-occupied
Ttezly. Comporing the new French rete of 50 frenmces to the dollar with
the German frone/doller cross-rate, one finds thzt tho roctes cre
cxactly the sene, which cin be cxplained by the fact thot both the
Gemans -nd the Alliecs dewalued the franc end chose conveniently
rounded-off figurcs, Comparing the now Zelgion end Nethorlends ox-
change rates vwith the corresponding Germen cross-rate, we find that
the Gemons give o highor valuc to both the Telgilan end the Netherlends
currcncics. The new rate of 43.8 Belgiun frones 4o the dolior is to e
comparcd viith a German cross-rate of 31.25 francs to the doilar, and
the now rote of 2.65 guilders to the doilar is to be compared with &
Germon cross-rote of 1.88 guilders to the doller, the latter weing
cquiwalont teo the pre-war guilder ratc in How York.




~ iz - CONFIDENTIAL

Since the cnd of 3cptember 1944, the militury forces wnder
Geriersl Eisconhower have been issuing militery mark currency in occupied
Germen territory ot an exchonge rate of 10 marks to the dollar, It wos
officizlly stressed that the rote should not be comsidercd as a genercl
rete of cizchenge but 26 2 provisioncl bosis for the purpose of computing
the pay of {troops. For the time boing it is, for @)l procticel purposcs,
the prevailing rete of cxchenge.

If the rote of 10 morks o the dollar is compzred with o pre-
war rete of 2.50 reichsmorks, the new rote represents o devalustion of
75 per cont., Toking into zccount the considerable overvaluation of the
reichsmerk in pre—wor days, the percentege of depreciation against
pre-wor doys would be corresvondingly smeller. In view, howewer, of
the present Europoon situztion the depreeiation of the mark in cesnomic
tems would cmount to ewen morc then 75 per cent, since the price lewvel
in Germony has risen rolatively lese thon in the other European coun-—
trics. Comparing the new cross-rates for the mark in the Allicd cx-
chenge rate structure with the old Gemmen rotes, e find that the mark
has now been develued by 75 per cent agsinst the French franc ond by
65 por cent cgainst the Belgion and Netherlends currencics. Such
deweluntions arc not in hammony with present priec structures and the
new rates greatly undervelue the merk.

Trom o revicw of the nolicics followed wiith respecet to the
individuel countries, we may draw the conclusion that in general the
new exchonge rotes were not ostablished on the besis of a study of
the reletive price structurc in the indivicdual eountries. In estab-
lishing the rotes, cose of computotion seems to have been en impertant
fzetor. In the ensc of Fronce, Gommeony, ond Motropeliten Italy, round
rotos divisible hy 10 were sct te facillitatu the work of conversion for
American paymasters, For Itelion lorth africa wnder British control,
the new rote wos adapted to the duo-decimel system, onc lirc being
couivalent to 1/2 penny. (Similerly for Greece o rete wes set by the
British which moies the drachme worth 2-1/2 pomnics.) In the cese of
Belgiumm and the Netherlands where the rates were estavlished by the
respective Governments, fractional rates were chosen.

There has been a marked tendency to overvalue the illiec
currencies, while underwaluing the currencies of the enemy. Cver-—
veluing the ;Jlied currencies hes the adventage not only of keeping
the purchasing nower of the liberating trocps in due limits, but also
of securing more favorable temms of trade for the libersted countries
in the first yesrs of reconstruction when large quantities of foodstuffs
and raw materials are to be imported and while exports of joods and
services (as the tourist trade in the case of France) are not yet an
important factor. In the long-run the relatively high ratos would, of
course, prove en impediment for exports; a2 rcvision, «s in the case of
Fraieo, is not unlilely. Underveluation of the enemy currencies in-
cresses the purchasing power in the hands of the Allied troons end turns
the temms of trade against the conguered nations. Priee rises in Iialy
have already more than compensated the underveluation and price inflation
in defeated CGermany is lilely to keep that country from beeoming & danger-
ous competitor in foreign trade, unless hyper-inflation cevelops, which
in previous cxnericnces hes proved to be & constant stimulus te exports.






