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Cheap Money in France Bruno Foa

Cheap money has been adonted as the official policy of
the French Govermment, according to & stotement of January 22 by
Finance inister Plewen. The announcement wes implemented by a
further reduction in the Bank of fronce discount rate to 1.625
per cent from 1.75 per cent and by the conversion of a number of
0ld 4 per cent znd 4% per cent loans into & new 3 per cent issue.

These recent moves involwe no departures from the policies
practiced during the cccupation years by the Vichy reginme or those
adopted thus far o the de Gaulle Govermment, Ever since the Swmer
of 1940, +ihe plethora of liquid funds originating from Cemman 2x-—
penditures from occupation-cost levies ha¢ produced a continuous
and steady fall in interest retes. It was only naturzl that the
V¥ichy Ministers ci l-‘ir\zncey should take adwantage of that state of
=ffairs to effect large-scale conversion operations on rentes und
othcr long-term securitics, and to sell .Treasury bonds end bills
at lower intercst rates, AsS carly as 1942, the Bank of France rate
was reduced +6 the all-time low of 1.75 per cent at which it remaincd
until last month.

The cheap moncy policy has already paid very substantial
¢ividends, for while the ifotal of the national debt has increased
from 445.7 (end of 193%) to some 1,65C billion francs (September
1944,), namely by approrimately three znd 2 half times, the interest
cherge has only increased from 21 to some 30 billion francs, or by

3./ It may not be without interest to »oint out thet two of the
Tichy Hirdisters of Finance hud been, beferce the war, very closc
to M. Paul Reynaud, who had heen 2 consistent advocate of cheap
money contrary to the dominant opinion of the 'thirtics.




- Tess than 50 per-cént. It is true that this wus due to &

sxtent to the groct increoase in the voliume of Jenlk af Pranc:
aévances; which are intercst froo. Considersble saving, however,
aid pesult Trom lower interest rstes, as during this perlod, the
interost-bearing vt of the notionzl debt inereased from 409.6 to
1,142 billion francs, i.c., by clmost three times.

Tt is also clear that cheep money is esscntial to penit
the orderly financing of the borrowing roguirancnts of the French
Govermmont which will be large for some time te come. No budgctery
estimntes heve os yet been published for the currcent yeszr, but credits
aggregating 58 billion frenes for the civil services ond 43 billion
for notionzl defense hawve been eppropriated for the first three
months only. Projecting those approvrictions, total expenditure for
the year vould reach 400 billion frencs, on the somewhat optimistic
sssumption thet revenuc can touch 150 billions, this would leive &
deficit in +the order of 250 billion fruncs (a5 comparcd with 28 billion
for the last pro-wor yecor), to he covered by horrowing. Mereover, the
Fronch Govermment wili have to face, for & nunber of years, the huge
cxpenditure involved by reconstruction, ¥/ which ealls einost incvitably
for further large-scale porrowing. Given these prospects, low intercst
rotos erc imporotive in order to cstablish an equilibrium relationship
botween the public debt charge wnd the nationzl incomc cnd at the
some time in order to avo:j the necessity of a toe drastic ultimate
gevaluation of the franc. They shouid zlse help to revive invesiment
2nd employment during the reconstruction period.

incording to newspaper ¢ispatches, the French Government,
by comaitting itself to cheap money, hezo strengthened the hand of
. Pleven and others in the csbinet who Ffavor = 'conservativet
nproach to the nation's finenciai problems, against M. Hendés-France
né others vho favor radical solutions. Tt is curious that what is
neent by Yeonservetive!, in thet context, is a policy which has

1/ Those interest-free advances from tae Bank of France measured to
a lurge extent the gap betwmen expenditure resuiting from occu-
pation conts and the acles of securities, and resulted in large-
scale paper inflation.

The iiinistry of Reconsiruction and City Planning has recently
snnounced plans which call for the expenditure of the sum of
1,000 biltion francs over Seven to ten yeers for the reconstruction
of & mmber of war-devastated towns and of undreds of villages.
The actual amounts involved will, of course, depend on the future
jevel of French prices, but in any case will be enomous.

I itself, the present burden of the interest chaerge does not
call for o drastic fell in the domestic value of the franc, with
rospect to the pre-war price level and corresponding money value
of tho netional income. Prices have, of coursc, run considerably
out of nend, and are reported to be slready several times higher
than in 1939. In the present circumstances, therefore, it is the
outrizht runaway trend of prices, and not the stete of public
finance or the amount of the publie interest charge, which
threatens the witimete value of tho franc., If prices could be
stalbilized ot something around their nresent level (which is said
to be from 3 to 6 times higher then that of 1939), the public
interest charge would be no problem cven if it should double
within the ncext five or seven years,
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traditionally boen considered as expansionary, if not outrighkt in-
flstiorsry; and thot deflation is described &s the Hradical? policy.
In all this thore avsocars to be & certain degree of confusion vetween
short~temm and long-tem policies ¢nd issucs. Insvfficient infommation
is avesilzble hore 2s to the cxact nature of the controwersy between
it . Mendes-lrance &nd M. Pleven, but it would probably be unfair to
assumc thet the fommer advocates deflation and the lattor cxpansion
{or Minflation®) as a long-term policy. It appears that Y. Mondés~
France advocated, among othor things, a drastic progrem of sterili-
zetion of currency and bank Geposits along the lines of the Belgzian
experiment, while ¥. Pleven opposed this and sponsoreé 2 more gradunal
aporoach toward the probvlem of mepping up excess currency. Cnce nore
it is impossible from this distance to appraise dispessionately the
merits of the two viewpoints, since tihis would require & detailed
knovle of all the relevent fects of the present French situation.
It czn be poinied out, however, that o once—for-all measure of dofletion
would by no means be incompatible with a policy of cheap moncy and
gradusl income reflation, provided of course the appropriatc controis
over vrices end consumption expenditure are cffectively enforced.

In any casde, & reversal of the cheap money policy, while sdding im-
measurebly to the difficulties of the Troasury, would in the circum-—
atences make no contribution to the problem of inf ation control, for
which the solution is at present one of supplies, transportation, and
price znd other regulatory measures.

Tor mony years after the wer gevermment borrovwing will
dominste the lrench fineneial market to an cyen more merked cxtent
than it ned during the intor-wer decades. In the circumstancus, the
primary rosponsibility for the scbting wp and meintencnee of wn
zporopricte structure of intorcst retes will fzli on the Troasury.

This will involve, cmong other things, norroving the gap botween
shorbt-term and leng-term interest rotes ond o steady f211 in the
lotter. The Bank of France cnd the cormercisl banks shonld of coursc
cooperate in full. A sitnation such &8 thot of the 'twentics, viaen
the Bonk could indulge in the discstrous luxury of & wholly independent
poliecy end cven threcten the Gowermont of the day with "benkrupbey®

is eltogether wnthinkeble in the futurce. According to rueent reporits,
2 quite considorchle Treasury bill morket hos developed in Pords to
meet the stross of wartime finonee, .nc +his should be of heln 1o

both the Trewsury cnd the Bank of Franee in impicmonting thcir joint
opcrations.
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Monetary Develooments in idberated Polend Hons J. Dernburg

The liberation of most of tho territory of the Polish Stete
coinciding with the znnouncement of for-reaching menetary measures
inaugerated by the Polish Provisionel Govermment, first in Lublin
and now in Warsew, direccts attention toward the complicated monetary
situation prevailing on Polish territory.

3efore the wer the Bank Polski in Warsaw, .the Polish central
bank, wes the only note issuing snstitution in Polznd., With the Ccmen
ocenpetion of Polond in 1939, the Bank Polski ceascd to opercic on
Polich terrivory. &t thc cnd of 1942, hefore the greazt Russian driwve
westiwerd, there woere eirculating on fommer Polish territory four
different currencies: those issued by the Doutsche Reichsbank, the
Fmissionsbank in Polen (Crawcow), the Jentralbark Ukreine {Rovmn),
and the Reidhskreditkasse (Berl:'.n) , oil of them Gemman or Zermen-
sponzored institutions.

(1) In tho western territories of the Polish Republic sid.ch
wore conexed in 1939 by Germany, the zloty currency of the Benk Polski
wes cxchenged for roichomark currency at the rate of 1 zlety for
0.50 roichsmerk reprosenting = slizht oppreciation of the zloty, the
pre—invosion rate being 1 zioty = 0.47 rcichemark. Thc incorporstcd
torritories also include the Zialystok arca, which was first anncized
by the Russiens and then, in 1941, ineorporated into Eest Prussia by
the Cemens. In the same yoer the rudic currency ir this regilon wes
exchanged for roichsmark currency ot the rate of 10 rubi to the
reichemerk. The rote compzres with a pre-var rate of 2.10, the de-

2
wluation of the ruble cmounting to almest 20 »per cenb.

(2) In that part of Poloand wiich becamc the Govornment

General with its cepital in Crocow, & new central. hunk, the Fmissions-
bam¢ in Polen (Bank Emisyiny w Polsce) wes cstablished and nut into
operztion in carly ipril 1940. T benk issuved a new type of zloty
corrency, which wes cxchanged for the old zloty curreacy of the Eank
Polski ot the rate of L:l. After the outoreck of the Geman-Russic
war, the uistrict of Galiciz with its capitel at Lwow vias added to
the Covernment General, and the notc issuc of the Tmiszionsbank Wi
extended o that arca. Zloty currency wes &X hanged for the ruvle
eurrency, introduced 2t the Yime of cmnexation to Russia, ot the rote
of 1 zloty for 5 rubles, & rote mosed on the ratio 1 rcichnsimerk =

2 zioty = 10 rubles,

(3) The middlc part of custorn Polond with its center ot
Rowvno, previously annexed by Russia, nocame part of the newly estab~
1ished Reichskommissariat Ukraine, after the outbrezk of the Cerman-—
nussian war. Here the Russien ruble and Reichskredithasse currencies
were exchanged for the warbovanetz caurrency of the new Zentrelihank
Ukrzine in Rowvno &t the ratio 1 karbowonetz = 1 ruble = 0.10 reichemark
of the Reichskreditkasse. The merk currency of the' Reichskreditkesse
is 2t par with Reichsmark currency.
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(4) The northeastern part of Poland with its center at Filnoy
previously snnexed by Russia, was nade part of the Reichskemmissariat
Ostlznd {consisting mainly of the fomer Aeltic States) after the
outbreak of the Gemman-Russian var. In that arca the ruble currency
was replaced by nctes of the Reichskreditkasse which became the only
circulating means of payment, The exchange took place at the rate
of 1 reichsmark = 10 rubles.

With the reconquest of castern Poland and of the District
of Galicia by the Russian srmies, it seems probable that the ruvcle
wes rointrocuced there, since Russia does not expect to return thesc
territorics. When Pussia ennexed them from Poland in 1939, the zloty
currency of the region was repudiated and it moy De concluded from
pest experience that the curreneies which beforc the reconquest by
“he Ruesians circulated in the area (karoovanctz, Rejchskreditkassce
notes and zloty of the Bnissionshank) shared the fate of the original
zloty currency.

Tn the territorics of the Government Gonerzl, the edvancing
Russian armics introduced militery zloty :nd ruble currency, the ruble
being given its pre-var walue of 1 zloty. 'The ncw currcncies have
thus been circulating at par with the zloty notecs of the German-—
sponsored Emissionsbank in Cracow. & decree of Janmary 15, 1045,
issued by the Polish Provisionzl Govermment (at thet time still in
Tublin) declarcd invalid the zloty notes of the Crzcow institutlon.
Under the decree, individvals may exchange up to 500 zloty of the
srocow institution at par for the moncy of a now central bank, the
National Ban: of Poland. Higher anounts +ill e cxchanged for
orivate firms, governmental organizations, charitaeble and similor
orgenizotions. The exXcess balances, for which no new notes ore
exchanged, arc to be doposited with the Stete, and it wes officially
amnounced tha’ they might be redecmed 1ator. Tne penaliy for violation
of the dcerce is o fine up to one aillion zloty. e decrce of
January 15, 1945,c8ls0 provided for the unlimited cizchonge of Sovict
currcney {issucd by the Russian troops) for mnotes of the now Hational
Benk of Polond until July 15, 1945. Thas after July, notes of the
Hetional Dork of Poland will bte the solc legal tender in the territory
oi the Poliish Stote.
The vithdrowsl of the notes of the Cracow instituticn is

onsidered s o striet deflationary and possibly anti-capi-

i meosure. 1t vas reported that its immedicte cffcct ves to
heing commeree to & virtual stondstill., The measurce forccasts the
cnd of the Gormen-sponsored Emissionsbank in Pelen anc of its note
{scuec. ‘he instituticn had sterted out with a note issuc oi cbout
onc billion zloty, which it issued in exchange for the aloty notes
of the Jonk Polisiki circulating in the arca of the Goverrment Goneral,
ond with certein deposit 1iahilitics widch originctod from the deoosi
with the henk of sloty notes of the Benk Polski withdravm in the oreas
armexed Trom Poland by Gorrary. Since the Dmissionsbenk did not ac-
gquire correoponding agscts .rom the Benk Polcki, it was cuthorized
to hock its notes and deposit 1iabilitics--on the pattern of the
Germen Rentenbenk of 1923--by & global mortgage on the cnbire real
estote of the territory up ve a maximum amount of 3 billion zlcty.
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}T')igco‘u.p s paad loons, Gemman money, and clzims agoinst the German
Reichgvonk and lhe Geman Cloering Cffice might be counted as
additional note cover., No stotoments of the institution hawve been
published by the Gemans. Its note issuc has boon estimoted rocently
ot 15 billion zloty, o figurc which probubly grectly exaggerctes thc
expansion which tock place wnder occupction,

o information hos been relessed on the intentions with
rospect to the Bank Polski, Poland's original cuntrel benk, After
the Gemmen invesion, the administration of the institutien fled the
country, f£irst o Poris end later to Iendon, where 1t is mainteining
offices. It hos clodim to the substential old holdings of the Bonk:
Polski vhich were shipped abroad in 1939 cnd which, after dongorous
edyssays, arc nov all under Lllicd control. An amount »f one nillion
zloty of its notes wre said to be in the possession of the Polish
Covernacnt in London,

Deficit Finonce in Belgiwm

The stabilization progrom of the Belgian Ceovermment is
heing threctencd not snly by the continuing scorcity of commoditics,
Wt clse v the wnsatisfectory state of the country's finances. The
budzet estimete for the first guarber of 1045, rocently submitted
to the legislotere, provides for aapenditurcs of 3.2 billicn frencs
o month, of wiieh 1 billion represcnts cuponditurcs for the £17ded
forces under the Futusl Ald prosromy ro wecolie cdwvences to the
41 as apparentiy heve not boon included In thet oum. Yxoenditures
hove decreosed by 0.7 billion 2 month since the [irst gquarter of
1644, The drep, however, 15 due entirely to the fact that the
expenditures for the Allicd forces arc lower Wy 1.1 pillion ¢ month
than the ccawation costs which Felgium had to pay to the Gemans.
Civilian expenditures have risen by about C.4 Hillion a month Decouse
of the inerease in salaries and %socizl expendiiures', o estimate
of revenues is aveilable, They amounted to ebout 1,4 billion francs
a month during the occupation, but have decreased substantially as
& result of the economic stagnation brouzht avout by the military
events and the deflationary policy of the Govermment. The budget
deficit is being covered by the issue of Treasury biils. Th
scarcity of crsh prevents privete investors and commercial credit
institutions from investing in these bills out of thelr own funds,
and the hulk nrobably is being taken over, dirsctly or indirectly,
by the central benk, It may be estimated thet central boank credit
is increasing at a rate of more than 2 hillion irancs o month. This

ise is eboub o8 large 2s it wos under the German occupation, znd
is bound %o have similar cffccts. The Govermucnt plans to balonce
the budcet v o severe tex upon war profits, but the ileglislature so
Pur has not nossed the necessary measures.

{(The official weluc of the Belglan fronc is 2,28 U.S.

eents.)

J.E.F.
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British Attitudes Toward Free Trade Lucy Axclbank and
Llsyd A Hetzler

The outstaending foature of British commercizl policy in

t}w inter-wer neriod was the abindonment of frec trade. 3imul-

tancously therc was a trend away from controlled trade in the United
ota{,c,s. i3 o result of these diwverse developments, the post-wor
comnercial nolicies of the United Kingdom and the United States
probably will depert still further from their historic lines. The
United. 1-.1’10czom, troditional adwvocate of frce trude, will he a kil
protects comtry, whilc the United States, traditionzl high-ta
country, will be en advocate of fower trede rostrictions.

r-'h iy—

=z
ri

After the war, both countrics are committed, through the
Iond-Lozoe A frccrncqt o the climination of all forms of Jiscrimi-
nntory trootment in internationcl camacree, wnd to the reduction of
tariffs cnd other trade barriersit. levertheless, it wovid be feoliish
to supposc that the United Kingdom cen be casily pursuaded to anandon
the uystan Duilt up before the wor. Indeed, it seane 2imest certa
that discriminotory end restrictive trade poicics will not be

ahandoned unless the ceconomic conditions which leod to their acdoption
are altored, This hecomes ehundontly clear from an cxumination of
current British publications. Cpposition to post-vor tariff reductions,
and to “he climinetion of bilaturel methods, is widespread cmong both
libersl ond conservatiwve groups. !

In zeneral, three types of argumc: c* tod.  Iirst,
it io scid that diseriminatory mcthods cnzble the
United kingdom to i nec its interne. tlonw.x. ar-mart", +t1:ou‘b reducing
the stenderd of living, The orinion 1s frequently crpresscd thot
post~*;:ar preszure on the pound sterling *"'mo’f be removed SXCECH

trzde bilatcrally. Fen-éizcriminatory methods, such =s

"{c‘nngf precistion or rcduction of tariffs in the United Stutes
or crcwlon of ‘mnncr income levels in the United JStates, are con-
3 ate o ~ive the United Fingdom on cwen belinco of

3zcord, bilatercl trade agreaments erc odvocnt d to encble
the United Kingdom to pursuc "full omploynm nti policiecs 't.hout
mindrence from depressive influences aﬁrowd In particulers it is
believed thot discriminstory nroctices will cnable the Rapire to
isoleto itself from oxpected post—war fluctu:ltj",ns of ircome in the
United 3tctes,  From this point of 'liscrm:?. ation i3 held %o
o beneficicl both to the United hinglom ond to the rest of the
Bmpirc, since it provides more stoble merkets for ¢ll concernad.

asccording to the third argument, & return o frec trace
would meke it impossiblc for the United [Mingdom to usc th«; lorge
British demand for imports of & horgeining woeapon. If oll uther
countrics were ceonomically “disarmedt ot the stme time the los
of vorgeining power might not be serionq. Howewver, it 1" s 71r*t’*’.
+ that cven if trade restrictions arnd biloiorsl wrrang o are
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roduced wisfemily, the United Stotes will rotein en important ﬁcmm,

4 the form of its lending vower, vhich it might use to force 3Britis
eﬂmo’rts out of comvetitive merkets. Retention of biloteral methods
ig thersfore neld to be essenticl for ccuitable wvergaining powcr.

Between the adwocotes of continued bilatersl methods and
the advoentes of frec trade, meny different shades of Pritish opinion
e be found, These varistions are not reicted inany distinet way to basic
peliticel philosophy. WNevertheless, o fow brood genorzlizetions may
be suggested. In the first piace, most of the tdvocates of froe
trade, & small minority in any -case, orc to be found among members
of the Liborel sorbty. Chhor middle-of-the-rooad gronps, while osposed
4o continued uwse of vilateral mcthods, wish to retain the pri wch;
of reinbroducing thom in case of neccssity. At the cxtremes of
congervetiom cnd rodicelism, opirion ia predominently in fovor of
continuing the usc of bilaterzl wmethods. In its Moy 1342 roport,
the l‘CdCI’--ul')n of British Industrics scid:

1., the view is widely held in industrizl clreles
in this country thot we muszt, a2t cny rete for somc con-
siderchle period, rely upon o policy of directed imperts,
on the cssumption thoet we only impert from oversecs countrics
thosc cssentizl commoditics for which such oversens coun'tr1 €5
are srepared to accept poyment by the only means which will

be ogon to us -~ i.e., by the cxport of our ovn products .

This argument in favor of bilatcrnl methods scems to typify
370U,

the opinion of most Zritish industricl D5, fmong businesgmen
generclly, the only vocal cdvocntes of & controry view--i.c., the
only frec traders——are the banking und finzneicl leaders. The
Fincneicd Nows for Getober 31, 1544, expressed the opinion M., they
Zbilutcrz:l arrtngcment;;] obviously camot pemeancintly bolster up o
situction which is inhcrently cod fundmmentolly unsound.”  Thus,
meny nonking leaders fecl thot bilateral methods ore not & genuine
solution to the JSritish problom but only omirgency meosures.

ieftists and labor leccers in the United hingdom are es
much opposed to unconditionzl acceptence of free-trade principles
o5 are business cnd industricl leoders, Typicel of British left-
wing opinion iz & statement in the Hew Stotesman end Netion for
Getobor 2, 1643, L scuqsin[; the guestion of bilaterci dualing,
this jowrnzl scys: WWe must beware of being lured ... into thrﬂw:_nc
awzy incauticusly on :L;.;trument without vhich we sheall be unoble to
maintein oither 'full amployment! or a satisfactory stendzrd of
living for our pecplell,

Thus on the question of post-woer commercicl *\olj.cy', o
considerable measure of agreament betucen left-wing political
groups onc business lecders 1is apperert.  Bilaters 1 metheds are
approved by both extremes. Consistent support for the principles
of frce trade may be found only among some members of the cen ter
grouvps, &nd oven aong t‘qcse, reserwetions are nuncrous. The
Beonomist, for example, points oul thet maitilateral trade is
desirable only if the Fritish helance of paynents wroblem con be




ouinten thut, in the post-war pariod‘1
will be difficull if not impossible.=

While the politicel division between opponents and sup-—
‘sorters of biloteral trode is somewhat indistinet, the latter may
be divided vwiitl some precisicn, according to the reasons which they
advance for their stand. Roprosentatives of Jeft-wing groups ad-
yocate contrelied trade, first os a meons of mointaining empl:
ot home, ond seconds o8 o means of isolating both the United ¥
end the rozt of the Bupire from whot they foor will be a wildly
Muetuoting United States demend. In goneral, they rcgerc clusc
collaboret with the United States in post-yar trade peolicies 28
a possi’ ty only if an egreement coan bo rocched to maintoin and
expond the level of wordd income. Business leaders, on the cother
hand, adweste bilaterel measvres primerily s ncans of sceuring
blance beiween oxports end imports. In other words, they =re more
conecrned with irmedizte finoneisl problems than with long-run
reperceussions wpon employment end steaderds of Jiving.

British pericdicels and nowspapers show thnt sublic opinicn
in the United ¥ingdom is much more fovorably dispcsed toverd bilatera
agrecments then i3 cormonly belicved in the United 3States. Indeed,
there cun be Little doubt thot vopulcor support for controllced trade
hes incrcosed considerably during the wvar, ‘he United Stotes carmob
succeed in rostoring free rultilateral trade unless the British
advoeates of bileoterel nethods are convireed thot thoir nroblens
con be solved Wy non-discriminciory trade practicec,

Whot does this mean for the United States? It meons first
4 British left-wing and labsr support for muitiloterzh trade can-—
cined wiless the United 3tctes Govenment recognizes 1ts
respengibility for neinteining o high lewl of omployment and income.
The probable consequences of a post-wr deprussion in the United Steotes
provids one of the most potent argumonts og 5t ritish abondonment
of emntrelled trode. And those "o the left of center® in the United
fingdom arc fully exploitingthis argy

4 sccond prerequisite teo mul
to the Pritish wsinessmen thot the Unit 3tctes will not pursuc
zn aggreasive post-var cxport policy., A cthor things, this
neans thet we wust not ophose currency
comtries vith bolonce of poyuente defic
sifize exports, ond that ve must not usc
power to drive British exports fron world :

1i the British are convinced thit we intend to ncintaein
2 high lewel of income and that we ¥wiil not pursuc cn aggressive
cxport policy, the prosvects for resmpbtion of nultilotersl trade
will be wery much improved.

L
I
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Sterilizaiion of Foreiegn Exchange in Venezucla Edvardo Hontealegro

The cxtraordinary conditions resulting from the war have
caused a very large inflow of geld and foreign exchangs into the
Ietin merican countries; their total international reserves have
increased from iess than 1 billion dollars hefore the outbreszk of
the war to over 3 billion dollars as of the present. This dsvelop-
ment has been the most important factor in bringing about the in-
flationary conditions which exist with more or less intensity in &ll
these countries,

To protect domestic economies from the full impact of such
externz) factors, several Linds of measurcs have been edopted:
(1) reveluation of currenciess {2) introduction of diffcrential ratcs
for conversion of exports; (3) compulsory investments; (4) salecs of
gold to thc publics (5) szles of centrel vank obligaticns and cer—
tificates of participation, While the first two are designed to
reduce the crcation of excess purchasing power in the hands of the
local public, tho last three mecasures are intended to mop it up after
it hus begun to circllate. Venezucla hes combined both zpproaches
in its attack upon the oroblam.

In order to sterilize forsign cxchange surcliuses amounting
to & total for the last three years of zbout 86.0 million boliveres,
+he Centrzl Bank of Vemezucle has entercd into en agreement with the
petroicur counenles wherebv:

2) The Central Jmnk will acquire monthly from these
compenics an amount of cotlars limited to thc market demand for

forecign czchange ot the rate of Bs., 3.0¢ per dollar;

1) ¥hen that monthly amount is insufficient to msct the
bolivar rccuircmonts of the compenies, they will issue six months!
obligations for selc to the pubiic at 3 per cent NOr &nnang

¢) Sums requircd in excess of wvhat can Do
sither or these methods may be sceurcd - doller
Comtrsl Tonk tut ot the gold import point of
rother thon ot the regular petroleum rate of

e distinctive foature of this plon is the substitution
of the petrolcum companics for the Central ¢ agency throungh
which funds arc withdravn from the markct. This is feasibie in
Venczuela where the potroleum companics enjoy high credit stending,
and 2t the semc time account for €3 per cent of the forcign cxchange
supply. WMorcover, the Contral Bank is relieved of the burden of
intercst charges waich it would have to carry werc it to issue its
ovm oblizntions. Lithough the petroloun compenics witl have to bear
the costs of the intorest of their obligations or of the differcnce
between the cxchenge rates, this will not ho a nct cxpense. Forsign
exchange not solid to the foptrel Bank can be invested outside the
country cnd mey yield at & nearly equal roic. Furthermore, the
differontial rete ageinst the foreign exchange proceegs of petrolcoum
exports will operate only in casc the companies fail to raise enough
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“unds from the publie. In this cvent they will pay o charge of
Jess thon 3 per cont end that only once. This is no rezl sacrifice
‘weighed agoinst the benefit to the petroleum companics of a policy
of preventing & general aporceiction of the boliver in response to
the limitod deamend for exchange.

e success of the plen itself depends upon the degrec
to which the mublic purchases the companies' debenturcs, This in
turn will he influcnced by the rclation between the amount of
borroving requirements and the wolumce of funds seeking invostment,
the saicty of the investmeat, and the ratc of intcerest.

Boliver requirements of the petroloum comparies viere
inflated ¢t the beginning of 1944 Ly extraordinary payments to the
Govermuent covering fees and beck royzity payments under the 3943
Petroleun Law. But the normsl monthiy nceds of the companies
during the Jost part of 1944 werc cstimeted at chout 7.6 million
dollars and the monthly average demanc for forcign exchange at
cbhout 5.3 rnillion dollers. In addition, it was cstimated that
large sums of domestic currency would te required upon the grant
of pending epplications for now cxoloration concessions. ALlte-
cether, the borrowing requiremcnts of the netroleum compenies in
1944 werc supposed to have ranged between 86.0 ond 148.0 million
boivares dopending upon the extent to vwhich cxploration concessions
viore franted,

Although there is o considerable emount of funds secking
are ot nresent relatively scorce, it

posuible to ascertiin to what extent the public will tuy the
loum oblirations.,  They may be considercd safer thon hisher

o Trezsury notes cnd Cowermmen®t bonds, but 2 3 per cent

t rete may fail to attract the large emounts nceded., The
usual yizld of ccoitol is very high in Vencsucla, Of course, therc
would He ne Jdifficulty if the commcrcicl banks w osied e
invest part of their cxcess rescrves in these olilgations. But
since this would mullify the objectives of the plan wnd would %

inflotionary =5 the conversion of cichange by the Zenir-l Bonk,

viduals and other institutions arc pormitted to ™y
sceurities.,






