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Editors!' Note

Tho concensus egmong rcoaders, as oxprassed in rosponsc to
the questionncire distributed in Herch, is thet he pencrel charceter
of thc Review as developed to date should bo continucd. A suggosted
innovetion, however, is that the pegos of the Roview be opencd to
comrunicetions from reedors who mey disagroc with interprotcetiocns
oxpressed or implivd in published erticles. The cditors welcome
this suggostion cud will consider for publicution cprrovricte com-
murications of this ncturc es well s originel contributions dealing
with subjects within tho scopc of the Review.

ecedsececvc0 e

Recont European Finsneicl Agrocments end the Alice Bournecuf

Internationsl Monctury Fund

In the lcst issuo of this Review, Mr. Hetzler discussed the
ignificence of recont British fincneiel cgrecronts, cmphasizing the

probability thet they forceest finwneicl prectices or truding ogreoe-
ments deosigned o balenes trede botwoun the countries concerncd. .
bricf tnelysis of the roleotionships betweon the fincneial cgrecmonts
end the proposed Internationsl Fund indicectes that, os Mr, Metzlor's
erticle would suggest, the most important of the possiploe conflicts
boiween the two systoms will arisc if oxch.nge restrictions are uscd
r.s o mopns of trying to bulanec trude between the countrics concerned.
In @ brosder sense, biletercl treding crrengements would of coursc
£lso be fundementally contrary to the objectives of the Fund. Other
possiblc conflicts of ¢ more tuchnical noture ero of iloss importance.
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But coch of the biletersl ngrocments stetos thet it is not intended to
bo prejudicial to the sdoption of o broud internationsl stebilizetion
errengement, and thet 1 such en errongenc nt is edopted the perticular
bilatorel sgreemonts will be roviowed from the point of view of scecuring
harmony. It is intorvsting thercforo t- exeminc the possible incon-
sistoneios in some deteil. Similer problems srise in conncction with
Tose formel errengemonts, for oxemple, thoso of the whole sterling

arce. before tho wer.

Since October 1943, finsncial agrooments have been contracted
the United Kingdom with Bolgium, Sweden, Fronce, and othors, by
Bulglum.W1th @Qllunu end Freonco, end by Frence with Switzerland., Thesc
ggroements fix tho rete of cxehunge botwoon tho currencies of controceting
countries, provide for changes in retes only aeftor congultetion or cgrae-
ment, =nd obligats the monetery cuthoritics »f the partics to the agrce-
mont o cccumulate esch other's currcency to faciliteto coyrionts between
the two menctery croes./ With one ezception, the sizo of tho bulencos
£ty bo scounulated under the cgroerients is more or loss definitely fix e&h/
end further belances must be setbled in gold.  The wwounts involved oro
less then 50 million lars oxcopt in the case of the United Kingdom-~
Fr.nce cgrecment which sets o limit of roughly W00 million dollers {at
curront exchange reteos). Tho Anglo-Fronch cgrement differs alsu in
thu't en eceosunting must be nedo cs of Merch 1, 1946, wnd comploto
sottlement must be made in gold or storling if Frenco is indebtod to
the United ¥ingdom,

The first impression is likely to be thet the fineneicl egroe-
monte necesserily involve the meintencnce of restrictions on curront
trensactions or of diseriminctory curreney procticos stich ws c&n not be
edoobed under tho Fund cgroenment (oxecept for speciel ftransitioncl period
a:raﬂﬂam?ntc) except w1hn the sporovel of the Fund. This is not the
case however. The supervision and control of exchange trinscctions
necessury to the implementetion of the egroements wro such ©s mey be
clessed os rosirictions on copitul trensfers which wre frecly permitted
under the Fund sgrocment.

In fact, the countrics which heve so fur entored into thecse
biletorel rinancial agrecmonts will probebly join the Fund undcr the
snceicl transitionel period crrenganunts znd will thorefore be allowed
to maintein end edopt the exchunge rustrictions and currceney prectices
in force st the time of Jjoining the Pund. Insofer es rostrictions wre
tightencd or meinteined with o viow to schicving belencod trade botweon
countrive hiving biletoeral fincneicl sgrooments, the ceistonco of thoso
rgreements will doley the rumoval of such rastrictions. Undor the tron-
sitionel arrencemonts, it is true, wewbers promisc to romove such ro-
strictions ¢s soon &s thoy find it possible. But thu bilaterdl agroo-
morts will in fect meke this more difficult because of tho building up
of veated intorasts, thﬂ crcdit ob,lwatlons involved, and defensive
mocsurcs «doptod by third countrie

]/'1hu mono tery sroc in the casc of tho United Kingdom includes the
T whole sturling aroen. This raises o numbur of prleonu, emong thom
the question of how largs storling bilonces some memhors moy bo

willing to acoumulate.
2/ Tt is understood thet oven in tho ceso of the one excoption en in-
=~ pormgl understonding we to the limit hws beon reached.
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If countries join the Fund without toking advantoge of the
trensitionsl arrangements, cny exchango rostrictions or discriminatory
curroncy arrsngemcnts cen be adopted only with the epproval of the Fund,
end eny discriminatory currency errivgoments in foree at tho timo of
joining must be progrossively ramoved. Any bileteral finsnciel agreo-
monts, therefore, ontered into by such countrics could not load to the
wdoption of restrictions designod %o echivcve bileterel balencing of
tredo, unless such rostrictions were epproved by the Fund.

Throe points of lesser importence may be considerod:

(r) To provisions for chenges in exchenge rates ouly efter
consul tetion or agreemoent %com to be somowhet inconsistent with the
spirit, if not the lottor, of the Fund proposul. The zold value of
the Bolgien frene, for Oxamplo, ceommot bo changed under the Fund plen
grcepl on the proposal of Belpgium. Tt is possible for Belgium, therc-
farc, to Live up to hor cgreements with the Nothorlends, Fronce, and
the United Kinpdom by not proposing eny chenge in the veluc of the
frece without thoir nnprovnl. Conceivebly thoush, Belgium ond the
Notrorlonds might apply for similear changos in por valuc tnd the Fund
might be willing to sporove in one cwse cnd not in the other. More
importent, the Fund wight recommond thet 3clgium tlter the gold velue
of the frene end the chenge might meet objoctlons on the port of Francoe,
the Netherlsnds, or the United Kingdom.

(b) Certein difficulties moy wrisc in conncetion with the ro-
purchese provisions of the Fund. Theso complicated prnvisions roguire
members to use thoir reserves of pold cnd "convertible" currencivs ot
tha seme rote that they draw on the Fund and to use helf of cny increase
in these rescrves, provided the Fund's holdings of the "convertible"
curroncics arc low, to buy back their owr currcncies from the Fund, l.0.,
to roduce thoir indebtelness to the Fuad., "Convertible" currenclos ere
tho curroncies of those members which huve not token adventege of the
special transitioncl errangoments.

The poasibility erises thet Belgion monctary guthoritics, for
exanplu, micht be aceumulating storling bulences in secordence with their
tions under the finaneinl agr ‘LMudt with the United Kingdom and yot

sblireted under the Fund sgroeement to turn pert of thoso belances over
to the Fund.

There ore several ro.sons £or believing such o conflict of
oblipntions will not arise. First, Belgium could probably cvoid tho
difficul ty by repurchasing its currency from the Fund with golda
Secand, the currsncics hold under tho bilaterwl ugrounonts contractod
to deto will probebly sll bo currencics wiich ero not "convertible!
Tird, the currencies hoeld undor thusc bilator&l egrecnents cro lilely
to bo curroncies tho Fund's hﬂldings of which are uot low beccuse they
cro likely to be currcncics of countries which cre in a woank belonce
of peyments situstion end therofors drewing on the Fund.

Thore is »ns wey, however, in which the Fund repurchasc pro-
visions mey effect tho h11qtqral finencial agroemonts. A country which
is inercasing its holdings of "sonvertible™ currencics is obligatel to
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make certain repurchases from the Fund. Even though some of the curron-
cies gequircd arc not seceptable to tho Fund, the mmount of ropurcheses
required will be affectod by their ceguisition, It is concolveblo,
therofore, thet countrics joining the Fund will be loss willing to ce-
cumuleto belances of wosker convertiblo currencics beccuso such ccoumi-
letions would require them ts hand over some of their ctrongor foreign
currcney holdings to the Fund.

(c) One furthor possible lifficul ty mﬂy be mentioned. Assunmo
thet the United Kingdom is drewing on the Fund and et the samo timo 1s
cecunul ating lerge frone belences under its ﬂﬁra\uuﬁi with Frence.  The
noencgonent misht rofuse further assistance to the United Kingdom on the
ground thet it wes using tho rosources of the Fund to nect o 1argc or
sustoined outfiow of canitel. Tho United Kingdem would in cssonce bo
borrowing from the Fund and ob the seme time lending to Frenco.  Since
the amounts involvoed in most of tho egreemvnts cre very small and the
United Kingdom-Fronce agroomont (which clone invelves lerge surs) pro-
vides for complete sottlemont of any Fronch indebtedness to the United
Kingdom on Merch 1, 1946, this is not likely Lo be w scrious problenm
unless much learger commitmonts ere medo in fature agrecments,

Belgian Expenditures for the Allied frmod Forcos J.H.F.

The statement of tho Netional Bank of Zelziun for X[rﬂh 22,
1945, has irciuded for the first tinmo since Jumiary 11 & co2
breogklown of its cdvancss to the Govermmoent. Durl this pJPJ tof
ton woeks, btotwl edvences inercemzsod by 7.0 billion francs; Jnly
0.7 billion were uscd for covering ordinory governmont expenditurcs,
however, while (.3 billion wore needed for sdvences to the Aliiod
grmod forces and for Mautusl eid" oxpenditures. During the semo
period, demand liabilitles (curreoncy end deposits) ircroascd by
8,0 billion frencs; of this sum, 2.0 billion resulted from the un-
blocking of frazen bilunces. Tho rise in lis sbilities is smallor then
the inecroesc in slvences to tho Govermuent woull suggest, beccuse of
e considoruble Cecrceso in advencos upon Govermment sceuritivs, mainly
£y eredit institutions. According to the statensnt of March 22, &
vanees to the £11ied armed forcos totaelled 10.8 billion frencs, end
civinccs for "wtucl «id" purposus L.2 billion. Surprisingly cnough,
advineos to tho ermod forcos declincd by 1.8 billion frinecs botwcen
Moreh 15 and 22

L
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v

; since ot tho some time foreign cxchenge buloncos in-
croasod by 1 billion, this fall may be duc in part to repeymont of

advinees by ons or the other of the Ijli“‘ powera.  In an caso, the
recont breskdown shows thet contrary to the pLCuUTO proscnted by the
first bank statercentst/ issued eftor libeoratiosn, ths oxpen sion of the
Bolgien curroncy «t present is duc only to the roquirencnts of the
2)lies rether then LJ the govormmont deficit. Since the needs of the
Kllies will dinminish repidly, the danger of o violent inflation seens
to be everted for the time being.

l/ Soe Roviaw of Foreign Do velopments, Februery 5, 1945, pege 6.
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Govermment Fincnce in the Third Reich Pcul Hermberg

During the period of recrmement from April 1933 to August
1939, totel receipts and borrowings of the sdninistration of the Reich,
tho Germen Stetes, und Municipolitios emounted to R 166 billion. The
borrowings include the so-cclled seerot dsbt of the Roich, which acmounted
to R 12.6 billion in April 1938. About RM 111 billion of the totcl re-
coipts wore uscd for civil purposes (including about RM 9 billion of
World Wor I cherges). The romcining KM 55 billion werec spent for re-
crmemont. This is o direcct contreadiction of the bocst of Hitler on the
dey of the etbeck on Polend thet the Third Reich had spont Ril 90 billion
for reocrmamcnt.  Admitbedly the estimete of R 55 billion involves somo
pergin oft crror but it is vory smell in roletion to the total cmount of
expenditures and no grocber then 10 per cent in relation to the eivil
cherpes.  Bven if privete sponding end investmonts in wer industry were
included, the roearmoment outley would not recch the neighbourhood of
R 90 billion.

Government Finence in the Third Reich
Period of Resrmoament

19731192~ 11935~ | 19%6-11937-| 1978~ | April
923-| 1924 955 3; oo 225711539 to | Totel
193l 11935 (1936 {1937 {1938 11939 | 1ug.1930
Receipts and borrow- | (Billion Ril)
- ings
Receipts 1.1 15,5 {17.3 {19.5 23, (28,0 1L4.1 [131.9
Porrowings 1.6 ] 1.3 1 1.3 | L6 | 6.2 |10.6 5.5 2.
Toteal T5.7 [16.8 |21.6 | 241 [ 29.6 | 38,6 19.5  |166.0
Bxponditures |
Civil churges 13,1 |1%.7 |1Lh.2 [15.6 {18.0 [19.L 8.4 |102.4
World Wer I charges| 1.6 | 1.6 | 1.5 | 1.4 1.2 | 1.0 Jy 8.7
Rearmement churges | 1.0 | 1.5 | 5.9 .1 ]10.4 j18.2 10.8 5.9
TOY&JM lT)r-rf 1()=8 zoé 2.{3..1 2906 38.6 1900 16L)QO

During the war (from Soptomber 1939 to Mcrch 1945), total re-
coipbs wnd borrowings reachcd RM 676 billion, of which Rif 120 billion
camc from foreign sources. [bout Rl 207 hillion wore spent for civil
purposcs, of which, howover, R 36 billion werc for World Wor 1 chargeos
cnd allowances {or soldicrs' femilics. The bulunce of R L6S billion
romeined for dirsct wir cxpenditures. Conscquuntly, about 18 poer cunt
of totsl government expenditures or tbout 25 per cent of dirsct war ox-
penditurcs werce financed by forcign countrics, including the Protectorate
but excluding territoriss officially incorporsted in the Reich.

The toblos show thet noerly throc-fourths of the total ox-
perditures viere spent for wer purposcs comperod with ebout onu-third of
the totel which went for resrmemont in the pre-wer period. In order to
eppreciate the extent to which governmentcl expenditurcs, and morc par-
ticulwurly the costs of reoarmament cnd war, have burdoned the German
economy, comperison should be mede with tho national net output and the
netionel income of the country. A seperate investigation of this question
is now being cerricd out.
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Govermment Finance in the Third Reich
Period of War

Sept.19%9 | 1040~ {1O0T-T1O02-1903- 190~
to Mar.10,0]1001 1042 |1943 |19k, |1ous | Tote!
Receipts end borrowings (Billion RM) '
From domestic sources .
Receipts 22.0 L0.9| L48.6| 58.7| 50.7| 50.0|270.9
Borrowings 12.2 32.2| L2.g| L2.7| 61.1 Qh.ﬁ 285.3%
Total Slie 730 91.5]101. 4] 111.8]1LL.2]556.2
From foreign sources
Contributions .3 5.9| 10.7} 15.6| 20.7| 19.8| 73.0
Borrowings .7 L.ol 7.9 11.1] 1%.2| 10.3] 4L47.2
Total 1.0 0.0 186 7267 33.0] 20.1|120.2
Tatel receipts 223 TG BT SO 3TTIE TV 69,8 30309
Totel borrowings 12.9 36.2] 50.6] 5%.8] 7h.3|10L.5]|332.5
Grand tote«l T 35.2 B2, 0111011128 3TILS 7117 5107601,
Expenditures r
Civil charges 16.0° o7 29.31 30.L] 72.lL) 38.5[171.3
World Wer T charges .5 B N .6 e Sl 3.7
allowences for
soldiers! femilies 2.0 L5 5.0/ 6.0 7.0 8.0] 32.5
Wer expenditures 16.7 5%,0{ 75.1] 91.1]105.7{127.3|468.9
Totsl cxponditures 45,2 83,0110 7128 11 1L5. 71170 3l 670
Rumgnia Issues (Gold Coins M.

An "intercsting if truc" roport hes comv from Brusscls to the
cffect that Rumeniea hes joined the list of countrics uadecvoring to check
inflation by the issuc of gold coins. It is seid thet 600,000 gold picces
had boeen minted to be put into circuletion beginning Februwry 1, 1945, ot
& purchese price of 15,000 lei per 1 gold louis. The gold contont of the
now coin wes not specificd but cssuming thet it ie the 20 frenc picce of
the old Letin lfonetery Union the puper lei in toerms of gold would huve o
veiue of 0.043%6 U.S. cent, or sbout L-1/% cents for 100 lei. Lest Sop-
towbor, when the Sovict crmics occupicd Fumenic, & rute of 100 lei to the
ruble wu.s ¢s aLWLshcq. The Moscow-Now York rate of the latter has beon
perged since 1937 ot 18.87 U.S. conts. Figurcd by the cross-reto, the
poapoer leil thon Lad & nomingl weluw of 0.1887 U.S. econt, more thun four
tiros ¢s much es the gold robe given ebove. Such e gold promium is not
cbrornal under prosent dey conditions in Continental Europc. Continuing
infletion is indicated b the last wvieileble figurce for the note circu-
letion of the Netionc) Bunk of Fumenic which wes 316.2 billion lei on
Docember 21, 19, as compercd with 24,9.% billion in Soptombor 194 end
61,0 villion in November 1940 when the Germens took ovor tho country.

Tho reportud gold rescorves of the Notionel Bank of Rumenia
would be smple for issuing thcesc coins, which raquirs sbout 4 million
dollars worth of bullion. The Bonk stotements show en incrcasc of 109
million dollers during the Gorman occupsation, from 107 million in November
19L0 to 266 million in Scptember 194y,  The figure remained unchengod as
of Wovember L, 19/, the latest detc aveileble. Such on incrcesc is not
improbeble elthouzh we moy be permitted to guostion whother the cvents of
the wer heve not offected the soquustrution of the reserves by one side
or the other. The country normelly his o sm.ll gold production, cbout
5 million dollars & yoear.
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Currency Problems in Liberated Yugoslavia J.H.F.

The currency situation in Yugoslavie is chaotic. When the
country was dismembered after the Axis invasion of 1941, the German-
dominated sdministrations of Serbia @nd Croetia issued separete curren-
cies, culled dinar end kuna, respectively. The currencies circulated
et per with the old Yugoslev dinar, which before the wer hed been quoted
officislly et cbout 2.3 U.S. cents, cnd in the "rreoe norket" ot 1.8 cents,
cnd of which substantial wmounts romeined in use. In tho arees incorpo-
rated into Gormany, Italy, Hungary, Bulgaric, end Albenic, the currcnclos
of tho cnnexing countries werc put into circulection. After the veginning
of the cempeign of liboretion, lirited omounts of British militory pounds
eoporred.  The crmivs of the Nutional Committoe of Libereation cnd the
Soviet forceos fighting on Yugoslov soil prusumebly used mecns of poymont
of their own, but no informetion on this subject is evailoble.

The ncwly constituted Yugoslev Govermment cnnounced on April 19,
1945, the issue of a new "diner of Domocratic Fodoreal Yupgoslavia®, which
will replece cll other curroncics. The now diner will bo oqual to 20
Sortien dinurs, L0 Crowt kuncs, 3»1/5 Italiwn lire, 1 Hungearian pengg,
10 Fulgerian leve, or O.4 wlbenian fronc.  Exchange of thesc currcncies
will be permiticd up to the cquiveleont of 5,000 new diners; rcgulations
concorning trectment of oxcess holdings end the payment of debts incurrecd
before pApril 19, 1945, will bo issucd leter. No exchange ratos have hoen
sct Por reichsmerks, rublos, pounds, or dollers. The ruble would be worth
1-1/2 dinars according to the dincr-lev cross-rete, but 2—1/2 din.rs ac-
cording to the dinarupengg cross-rete. Similarly, the diner would be
worth 3-1/% U.S. conts on the basis of the dinur-lire cross-roto, but
cbout 12 cants on the basis of the dinar-lov-ruble cross-ratce or 7-1/2
conts on the basis of the dinar—pung3~rublc cross-rate.

During the period immediectcly preceding the issue of the now
currency, the doller wus treded in the "freo merkot™ at about 3,500
Sorbien diners, while the Yugoslev Govermment roportodly sought to cstob-
l1ish o reto of 2,000 Serbiwn diners. These rates indicate o veluc for
the now diner of cbout 0.6 cont znd 1 cont, respectively. It is im-
possiblo to decide which of thuse rotes, if any, corrasponds to the
relition of Yugoslav end world merket prices beccusc the bulk of com-
morce is now conductod on o barter beasis.

The Yugoslav Govermment hes cstimeted the cmount of Serbian
end Croot currency in circulation at 3% billion diners and 120 billion
kunase. This sum would rcproesent .75 billion now dinars, as ageinst a
totnl eirculwetion of ebout £.2 billion dincrs in July 1939. Those
figures cre not strictly compursble, however. The wmount of new dinars
menticned doos not include the sum nceded for the oxchinge of reichs-
merics, lire, pongg, leve, ond francs, wnd on the other hond docs not
toks into sccount the feet that, ot least for the time being, holdings
of morc then 5,000 diners will mot bu oxchenged. Morcover, it rofours
cpparontly only to tho toerritory under control of the new Govermment,
whish ot the timo of the announccment included about two-thirds of the
cntirce populwtion.



-8 - CONFIDENTIAL

Report of Swiss Hational Benk for 10L) R.E.

The snnuel report of the Swiss Netional Bank for 1914 pub-
lished early in Jumery of thi8 year has recently become available.
The report shows an epprecichle exptnsion in the beclance sheet total
which rose by 271 million francs to o new high of 1,,869 million, but
the rete of inerecse w..s smeller thien in either 1943 or 1942, when it
was 371 cnd 346 million, respectively.

Contrary to the experionce of centrel bunks in most other
courtries, this erpension is not due to extensive infletionary govern-
ment borrowing, since the Swiss Govermment has boen oblo to raise sub-
stertiel funds in the loon merket end thus has rosorted to central bank
creéit only on a modorate scele. For the first time since 1930, the
Benk hold no Troasury bills in its portfolio ot tho end of the yoer.

In view of the high liquidity of the money merket, neither has tho
private economy turncd to the contrul benk. The roason for the in-
erccse in the Bank's tot.l asscts is ruther the influx of gold and
foreign exchunge. The emount of gold hold by the Bank ¢t the end of
190); wes 4,554 million fruncs, reprosenting an increcsc of 381 million
ovor the end of 1943 (as compared with an incrcesc of 608 million during
the provious ycar), while foruvign cxchungs holdings rose by 19 million
frones from 8% to 102 million (somewhat luss than in 1943). In the
course of the veer, the Benk roceived considereblc smounts of gold wnd
forsign oxchunge, perticulerly from procceds of exports, from scles of
frencs to foreign govormments, in psymont for goods which had boen con-
fiscntod or which could not bu imported for lcck of navicerts, cnd cs
rom’. ttinces to the Red Cross as woll ws for the meintonencc of foreign
visitors ¢nd refugccs. Since the Bank could not dispose freoly of such
foreign exchange, it was forced to limit its purchescs of tho dollar
prococds of oxports. Conscquently, the exchrnge offerings to the Bank
worc roduccd. In conformity with the policy pursuved during former yo:irs,
the Benk convertod much of the forcign cxchonge cequired into gold. In
fict the rutio of gold cover to «ll sight licbilitics ot the end of the
vorr wos over 99 per cent. A prociso compurison with the preceding yoor
cinnot be mede, sinco it is guite probuble that somo enounts of gold end
forzign exchenge mey hove boon tronsferrcd to the zold stock from the
itom "Sundry assots" which shows & doereese from 100 million et tho ond
of 1943 to 0.2 million ot the end of 19Lk.

The note circulation continucd to rise during tho ycar and
rocched o rocord high of 7,548 million es comperod to %,0L8 and 2,637
million in 19472 wnd 1942 ruspcetively, or cn incrcase of 1499 million as
comperod to 11 end 301 million in 194% end 1942, rcspectively. Notos
in large denominations (500 and 1,000 fr.ncs) cutstending st the ond of
the year cmounted to 26 per cont of the totul circuletion. This boars
out the explenation given in theo report thet the groater pert of this
cocolorction in thu rote of increese is due to hoarding erising from
unersincss becnuse of the proximity of the Europosn war to the Swiss
bordors wnd beeruse of new fiscel moasures cdoptod by the Govermment.
It is elso probable that forcigners may heve cequired sizeble cmounts
of Swiss benk notes. The Nutional Benk ondouvored to supply a sub-
stitutc medium for hosrding by selling gold coins to tho markot.
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Beconomic Relations Between the United States J. Herbert Furth

and Near Bastern Countries

The Near East is going to pley en increasingly importeant role
in post-war economic affairs. Americon interest in this region is due
to both the largely unteppod wealth of oil wnd the opportunitics for
trode with ¢ population us groet os that of France. The pro-wor poverty
of the poople has becn clloviected by Allied wer cxpenditures ond moy turn
to prospcrity whon the nutural resources of tho rogion gre fully oxploited.

Politically, the aree includos independcnt countrics, the largest
of which are Epypt, Ireq, end Scudi Arabin; British posscssions and man-
dates, tho most importent of which is Pelegstine; end the French mandates
of 3yrin end Lebanon, the complete independence of which has becn rccog-
nizcd by tho United States, but not es yet by tho Fronch Govermmont. From
the point of view of internationsl cconomic rcletions, tho rogion is di-
vided into (1) countriss belonging to the "storling croa”, including
Beyrt, Ircg, and the British possessions end mandatos (Beypt end Irug
ere the most importent non-British torritorivs forming port of the
sterling wvroa coywhore in the world); (2) ccuntries bolonging to tho
French frenc crec, ngmoly, Syris ¢nd Lebanon; and (3) onc country with
cn independent currcney, Scudi Arebia. These currency relations havo
beecme the mejor determinants of the foroign cconomic policy of the
countries involved.

The countries belonging to the sterling cnd franc arcas heve
hed their froodom in internetiongl tremsactions severcly curtailed.  'The
British possessions wnd mandotes are complotely depondont upon the centreal
Aritish suthoritios for whotever non-sterling coxchange they necd. In tho
case of Bgypt and Irng, the British cuthoritics have hed to moke specific
commr.itments in ordar to induco these countries to remeain within the sterling
bloc. The bargeining power of the Unitcd Kingdom hos boen inercesed, how-
ever, by the sccumuleation of huge storling debts, estimated ot %00 million
pounds for Egypt and 200 million for Iraq, rusulting from British wor ox-
O“di+uras. These countrices therefors heve o very rocl intercest in proe-
vovtll  the pound from detoriorating in veluc, and in submitting to what-
cver rorulatlovs nay be necossery to defeond it. Thelr situction is similer
to thet of tho eruditors »f Germeny durlng the 'thirties, whon Germeny's
huge foreign debt proved to be its most offoctive economic weopon.

Syrig end Lebenon ere in a like position in regard to France.
Their economlc relations with Fr“nco heve beon disrupted by tho wer.
Put tho recent French-British ggrcooment, which oxprossly provideos that
thuse countries shell remein o part of the frene bleoe, hes esteblished
o lurge meosurc of froe trode botween the frune cnd the sterling erces
and hos thus teken cero of tho bulk of the countrics! forvign commerco.
Orly Saudi Arcbia has no commitments binding it to & foreigu currcucy,
end its Govermment hes medo shrewd usc of its indopendence.

Anothor problom common o most of these countrius is currency
cxpansion, In the ares bolonging to the storling bloc, this dovelopmont
hes becn the corollery of the sccumulation of sterling balances, which
sorve as "breking” for newly issucd bank or govermment notes. Bvery-
whers the oxpansion coun be trrced to Allied war ovxponditurcs, wheroby
the resourcos of the countries worc bought up without being replaced by
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imports. The situation is to some oxtoent similer to thet creetod by
Fornon wer expenditures in Germon-occupied Burope. In both cases, theo
crockion of money based upon mililtury oxponditures produced consideorable
infleticnery tondoncies, which the anti-infletionery offorts of the local
Goverments counberacted to -nly o small degrou. The inflationery con-
scquioneos wora the worse, the less officicnt the local adninistration;
thay were least 1n British~administered Polestine, end grectost in semi-
independont Syrie and iebanon.s The Allies endcavorced t2 help the locel
edminis *rcfl)n in combuting infletion by the scle of gold, but this
ettonpt hed 1ittle offsct end wes given up in the foll of 19L4.

Tha situstion is different from the Europeon, however, in that
the £llies did nob complolt the countries whoro thoir ermicvs were stabioned.
They did not levy occupetlon costs cnd thorefore did not endenger the
udgetery situation of the locel cdministretions. The Allied debit
bal“nces reprosent a rolicble promise of post-wrr redomption., Mercover,
the !fllies usad nly o smrll freetion of the countrivs! roscurces cnd
irported the bulk of their nceds from cbroed.  The prices which they
neid for loeal supplics wore two or threo times highor thon in peece-
time, and the countries' produccrs and merchents reoped huge war profits,
In addition, 1hc Unitod Stetoee extonded matoricl hulp to some of these
sountrics by meens of lond-legse shipaunts, Until recently, this help
WS "wnfinua to Pritish posscssions cnd Seudli Arebie, but in March 1945
mestor agrooments woere negotiated with Egyvpt wnd Ireq. Finolly, the sale
mericzn cund British surplus conmoditios has provided e osubstituts for
increased imports, although for obvious ressons the guods thet the fllies
wont to reelize are not alweys those that the locel populetlion needs riest
urgently.

The financicl end comnorcisl relations between the United Stotes

end the individuel countries forming the Arsb region cre rovicwed below.

1., Bgypt

Bgypt is by fer the most importent Meor Eostern country. Its
trade with the United Stetes used to be leorger than thot of 11 other
rreh o territories togethor. In 1929, 1t imported 1. millisn ”nllfrs
worth »f zoods from the United Stetos, cnd cxported 7 million doll
>f merchendise to the United States. Its imports hod chongoed ;1ttlu in
racent years, but ifts oexports hed been for grocter in vimos of prospority,
rocehing 17.5 million bllers in 1937, end o sversge of 20 nillion annu-
elly in 1036 30. During the war, imports from the United Steteuc hove
recched ensrmous figurcs since they ineluled shipmonts for the £Lllied
rmics on Bgyptier so0il.  Civilien portes hove emountod to on cstimnted
20 to 25 million dallars, end oxports 4o the Unitsd Stotos to chout
10 million dollers annuclly.

The crarunt of imports from the United States 1s dotermined
meinly Ly the quentity of lollors alloected to igypt by the British
cuthoritics. Tho agroemont of Jumuery 6, 1945, 1inits the totel sum
of won-storling curroncy eveilable to Igypt to the equivelent of
L1.5 million Jdollors, pius a mexlmem of 20,75 million dollers for
cxtreordinary imports of wheet ond fertilizers, mede nccoss.ry by the
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poor harvest of 19&4.1/ Included in the limit are paJmentu of 6.2 million
dollars for capitel cherges, travel, etc., and a margin of 14e15 million
dollers to cover price increasss, omissions, and errors. Since it is
cousidered unllkely that the extroordinery imports will reech the limit,
end the "margin" cenunot be uscd for purposes other than those cxpressly
steted, it mecy bo assumed thet total imports from non-sterling eountries
will not be much larger than the busic figure of 41.5 million dollar

About 60 to 70 per cent of that totel will come from the United Stutos.

Total imports from all countrics in 194y (estimated on tho
boasis of Bryptian stetistics for the first nine months) emounted to
ghout 200 million dollars. In 1945, the improved supply situnetion
probably will mcke for lerger imports from tho storling srca. Even
if this expectetion is not fulfilled, imports from non-storling
countrics will ropresent only 21 per cont of «ll imports. In con-
trest, the non-sterling countrics of the Americas oand Coatinontel
Europe provided about 60 ver cont of all pre~war imports.

It is trus that Egyptinn cxports would financo only a
frection of the imports from non-sterling torritorics which the allo-
cotion of dollurs from the sterling pool mckos possible. In return,
hovwaver, Egypt had to agrec to buy products previously provided by
storling aruo countries from othur sourccs only if this would mcen a
saving of more then 10 por cent. This provision gives sterling sron
caporters a premium of 10 por cont, and makes compebition ell but im-
possible in goods traded in tho world merkct ot uniform pricos. Egyph
also had to strongthen its oxchenge roguletions so ws to meke avellebloe
to whe sterling pool 11 its carnings in nonwstorl*nﬁ currcncics., This
mownt the roguisitioning of «ll non-stoerling currcnecics hold by residents
oM qupt,ggand the prohibition of cequiring goods from non-sterling rroos
boyond the esteblished limit on credit or wgwinst peyment in domestic
currency. This provision rumoves an incentive to Egyphticn merchents bto
incroase exports to the United Stetes for the seclze of acquiring dollar
belances, and impedss the disposition of U.S. milifery surplus commodities
locoted in Egypt. Ii' these goods could be sold for loccl currcney, 1t
would be cesy to dispose of thom, and the procecds could be used by tho
loc:l roprosentativos of the United Stetos. As the matter stends, the
Egvptien suthoritios aro rcluctent to pormit thoe use of thoir sccoree
dollexr supplies far purchosing surplus geods.  This would be of 1ittle
importence if only tho fiscel conscquencos worc to be considered.  Actu-
ellv, however, these roods, especialiy trucks, could hecome the venguerd
of substentiul post-wer saloes.

Jo

For the immediate postevwnr poriod, anrucl imports from the
United States heve bacn cstimeted ot wbout 29 millisn dollors, Financial
A mﬂont% to the United States mey be cstimetod at cbout L million. If
an exports to the United Strtes, especinlly of long-steple cotton,
in rcbch ths level »f the 'twentics, the belance of peyments betweon
tug two countrics wonld be in cquilibrium,

[l ®)

1/ The esgreement OkprbSqu the figurcs in RBgyptian pounds (1 pound is
squel to about L,15 dollears).
2/ 30e Roview of Foreipgn Dovelopments, Februecry 19, 1945, poge 3.
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Until recently, Irag occuplied a singular position within
the sterling bloc: 1its dollar revenues, mainly from the sale of oil,
were credited to a special eccount and carmerked for Iragli imports
from doller countries The British cuthorities offcered Ireq o sub-
stontlel inducemcnt +o do oawor with this enomely in the form of ¢
promise to cllocate for 1945 the sum of 13 million dollurs, wi 1ﬂh
moent cbout 3 million dollars more thin tho current belanco of the
snociel tccount plus the cstimeted doller rucecipts in 19L45. Apert
{from the cmount of the ellotmunt, the new agreement wmbodied sub-
stenticlly the samec provisions as thce one concluded betweon the
United Kingdom and Egypt.

Bufore the stert of the Second World War, fnoricen exports
to Irag did not excecd 3 million dollars annuully. During the wear
militery supplics have swelled the totel to o multiple of that sum,
but post-wer exports wro ostimated ot only 7.5 million dollurs per yeur
Irngl cxports to the United Stetes rcoached 7 miliion dollers in 1937
end 3 million in 1940. There is no reason to doubt thuet similer figures
could be atteined afiver the wor, end Irag probebly will hove no necd of
British wlloceticons for finencing its dollur requircments. In 1939, the
Unitod Stetos took svcond pleaco in tho country's cxports ond third (efter
the United Kingdom and Jepan) in its imports. During the wer, the
noishboring countries of Syrie tnd Tren boceme the wmos®t importent
cussoners, end India forged choud of tho Vnitod States as o supolicr,
In 1943, Ireqi 1mrorts fron cll countrics emountud to the oquivelent of
&y million dollarsi/and its totel cxports to only 20 million dollers.
The smell size of exports wes dus to shipping difficultics ceused by
the wer situction. Ireq hos very greet netursl resourccs, end their
devolopment should give cmplc opportunitics for cepltel investmonts,
end as o rosult of the vxpeeted rise in notlonsl income, for heavy

incrorses in forelgn treode.

Ansrican exports to Polostine rewchcd o poek of 7.6 million
dollers in 19%9, cnd gaftor deducting militery itnms) wora well moin-
toined ot 6.8 mll]iond/in 16903, TOuu] imports of Falustine, howaver,
increascd by 35 por cent botwecn thuiuse detes, ond thus the proportion
of Imports Iron the United Stotes fcll fron 1lp to 7.5 per cont of the
totel.  This decline cortainly wos due to the wr situction. Once
supply difficultics wcre runcoved, the pro-wer proportion probebly will
be rcesteblishoed so thet ecnnual Asericun exports of cbout 11.2 million
dollers mey be cxpocted eveon in ceso Polestine's totrl importe do not
show ¢ further rise. Actuclly, the netionel income of Pulusting is
ineroesing steadily end thurceforc o substentiel cxpunsion of imports
is wory likely.

]/ The original fipurcs wre in Ireqi dinurs (1 diner is equel to one
onund storling or 4.0%5 dollears).
2/ The sriginel figurcs wre in Pulostineg pounds (1 pound is chout

sguel to ono pound storling).
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Pelostine's oxports to tho United Stetos wore negligible be-
forc the wer, heving rerched o poek of only 0.6 million dollers in 1939,
But the immigretion of Jowish diomond cutters frwm the Low Countries
crooted en lmm)rtunt now industry, wvhich incrowscd cxports to tho
Tnitod Stetes to 9.2 nmillion dollers in 1943, fnd<prnmws & further
inercesc in tlme of ponca.

Tho picturs is marroed only %j the imposition of oxtreordinery
teriff dutics on the s.le of some fmericen surplus commoeditics. In a
special instance such a duty wmountad to ZO pur cent of the docler's
cost, ©5 cgeinst o poecotine reto of about 10 pur cent. Thoso chargos
ey be justificd es wr noosurcs tondinv te prevont tho overwiluetion
of the domestic currency from being used for the profit of traders
fortunate enosugh to get import licenses, liko the u,ufow e.doptod by
the Gormen uthoritivs for trede botweon Germany end theose Gormen-
ocoupicd eountries the currencics of which hod depreclated in rclation
to the reilchsmurk,

Without ertificiel TCr%rlCLlqu, Palestine would be unlikely
to oxpericnce ¢ "doller scereity', oven cpart from the sizo of its ox-
ports. A constent strowm of cupital is poursd into tho country by
Mmoricen Zionists.  This streem diffors from capitsl orports to nost
other eountriocs beceuse o lerge pert of it is proscnted es a gift,
withont the expectetion of intercst or cvan cepitel repeyment.  Tho
Anericen romithoences sre normelly trensformed into erports, ond 1¥
would be clmost impossible to hinder this process withoutb ondex gcring
the inflow of Cmp*tLL,'Wthh is wvited to the developnent oi th
Pelestinian economy. Thﬂroforo, it is to be cxpectod that in poe
time the trede botween these two countrics will not be }wnpc ed.

;_u

>

lyo Syrie «nd Lobanon

Those countries wore ineluded in the sterling aroca until
Februwry l@hh, cnd heve reteined closo ceoncnie tles with the British-
darineted torritorics in the Nocr East, Although thoeir currency is
offieielly tied £ the Freach frrnc, 1t is cetually pozgod by on oxe-
chonge rete gunarentos ot 8.83-1/8 Syria-lobunon pounds to the pound
storling.2/ On the obher hand, their foreign uxchinge uYuubﬂ is di-
reetod by a camission composed of dolegotes of tho cenfral oxchengo
contral of the frenc bloc end of the Govermeonts of Syria and Lobenon,
cnd 1o mensged by the Bunk of Syric «nd chanmn The benk is o sub-
sidiery of the Ottoman Bonk, which is controlled by French wnd 3British
copitel, end its currency roscrves consist muinly of Freneh froacs.
Until recocntly, tho French suthoritics wero reluctent £5 «llot dullars
£ these eoruntrics. But aceording to the lotost reports, o sum of
6 millisn 421lers hes beon provided £or 1945, Imports from the Unitod
Stebos emountod to gbout 3 miliisn dhllers evauelly before thoe wor,
reachod more then twice thet sum in leter yeers, end arc cotimeted et
rhout 5 million dollers snnuelly for the post-wer poriod.  Total irm-
ports from «ll countrioss roechod ?).5 @illion 4ellars in 1943. Exports
ta tho United Stotos erounted to 5 million dollars in 1937, but letor
£0l1 to ebout half of that sum, and heve not yot inercased.  Totel

N/ . . PR . . -
1/ Thus ths Syric-Lebanon pound is equel %o shout 0,457 dollar
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pxports were only 10.5 million dollars in 1943, At present, the country
is therefore deopendent on foreign exchungs allocations for its import
nseds. If its exports in post-war years reuch the 1937 lovel, however,
its dollar requiruments probably would be covered by its own roeccipts.

Be Saudi frabia

The war hus deeply disturbod the cconomy of Saudi Arebia by
cutting in huelf its rovenues from Mohammedan pilgrimege to the holy
citics of Mocce and Medina. TFilgrimage will not rasunme its former
inportonca coven aftor the end of hostilitivs in Burope, ns long s
tho foslems of Southeoast Asia, ospociully Jeve, cre not frecd from
Jepencsoe rule.

Seudi Arabia being the mein sourco of untepped oll roscrves
in the Weur East, both the United Sthutos end the United Kingdom have
decided to extend subst.ntiel help to the poople aand the Gevormment of
the country. The bulk of «ll imports cro fincnecd by subsidics (United
Kingdom) or leond-lease (Uaited Stutus). sbout two-thirds of the govern-
ment expenditures, which totel wbout 100 million riyalsl/annually, era
covercd by thuse ond othor grents from tho Allicd countrics; the re-
nainder is met by custom dutiecs, pilgrimege fees, rnd royuwltics from
the irebian-pmoricen 0il Compeny, o subsidiery of the Stonderd 01l cnd
Texes coucerns, which =llegedly hes invested 100 million dollers in the
Jreh Peninsule. Lend-loese shipmente irom tho United Stetos include
zol¢ ond silver for currency purposes; bthose delivorics do mot put o
re.l burden upon the Unitod Stetes since the Swudi Govormment is able
to repay the full mint price out of its scignor.ge profits. These
trorsaetions heve beun mede possible by the unific.tion of the country's
currency systom. Before the wer, moncy in clrculwtion consistcd mainly
of Tndien rupees and Marie-Thoresie dollers. Tho riyel was mude sole
logel tondor in 1943, and it hes greduclly displeced tho other coins.
The United Stetes hes minted silver rivels, containing 11»2/3 grims of
silver 916.6 per mille fino, cnd smell gold burs end discs, which are
od in the market at & price reprosonting 177 to 180 por cunt of tho
iecicl U.S. gold price.

o

tr
ot

2

Americ.n exports to Seudl frebia immedlietoly before the wer
cmounted to !y million dollers cnnually. In 1940, the figurce roso to a
mltipte of thet sum because of the shipmonts of curroney snd othor lend-
locsc supplics., But normel poccutime cxports probebly will not be largoer
then the amount of dollers evaileble to the country from royalty poyments.
It is impossible to esbimate the exect emount of those peymonts, but
they heve Wlrowdy reeched tho vwlus off Lhe lar t americun pro-war Gx-
ports. For o considerable poriod, cdditionel svupplics of cquipment for
drilling, pipo lines, eud rofinerics will be requirued. But thesc items
will not influcnco the lrebien bulence of puyments sinco they will be
paid by the /mericen oil componivs. Pogt-wor treds should therofore
encounter no finencial obsteeles. Sinee the increasing production of
0il ¢nd oil products should result in a risc in the stendard of living
of <he populution, & sherp inercrse in forvign cormorce muy be oxpected.

Yoy
¥

T/ ¢ riysl ig oqual te the Indlen rupoc (rbout 0.30 dollers).
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Post-wor cconumle rolations botween the United States end the
Neer Bust will be groetly influcnced by Jmericon foreign trade policy
wad by the monctery policy of tho storling bloc. If the United Stotes
puts obstreles in the wey of imports, it mlbht he mors profiteble for
the Wear Bestern countrics to roly on 3ritish cllocetions of dollar
crehonge rauh-r then on thelr own oxports. In this easc, comicrcee
with the United Stetes coerteinly would be 0urf{1lul in favor of sterling
bloc members, lf the sterling bloe werce uscd as an inetruneant of cuterky
or biloteralism, the rosults also would be harmful Lo tho Unilted Stetes,
This denger w>uld be pertisularly aocute 1f the sterling creditor countrics
had to submit o restrictions of tholr trede with the United Statos in
ordcer to reoelize thelr gterline belences.  From this point of view, the
protlom of thuse belences i of the most immedicte intorest to the Unitad
Stetes. If the sterling arce, hﬁwuvar 18 1ncorpor:tuﬂ into the frame-

work of internctionel m\nut‘rv crrengonents, 1ts czistonce may prove
honeficliel L5 cll partics. t would holp ©o provent the Individuel

countrics from pursuing o nutisnalistic or marely rsckloss monctory
policy by providing them with e uniform curroncy. Thus it would imple-
munt rother then hinder the work of Bretton Woods.





