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Debt Hanagement in Canada Robert A. Rennie

On October 15, 1946, Canada launched a vigorous savings campaign
by offering to the public 2 new nommarketable 2-3/4 per cent Sevings Bond.
It is designed to reduce Canada's inflationary pressures by maintaining a
high rate of saving among the lower and middle income groups., To further
this aim, the payroll deduction plans which characterized the war-time
borrowing policy are continued, s well as regular sales through investment
and banking channecls,

porrowing cxpericnce of Canade during the war was quite differ-
ent from that of the United Stetes or the United Lingdom. The Dominion
launched its first Victory Loan on June 15, 1941, aftcr two previous attempts
to scll sccuritics under the title of War fozns, Since that time, ot about .
six-month intcrvals, therc hove been cight subscquent issucs sold in large
promotional subscription ccmpoipns very similor to the United Stetes Liberty
Locn drives in the first World Vor. Pressurc wes put on all business enter-
priscs and individucls to buy the bonds in lorge amounts., ‘

‘The Locns were offcred through the Netional War Finence Committec,
which opecratcd under the guidance of the Bonk of Cenada, Purchascrsof the
Victory Loan generclly had o choice between 3 per cent bonds callable in 10
to 15 yeers cnd moturing in 15 to 20 years and a shorter term non-callable
1-3/4 per cent bonc. Both types were issucd at par. The smeller buyers
could subscribe on an instellment hasis cnd poy for the bond over & six-
to twclve-month period. Poyments were often made through payroll deductions—-
onc of the mcthods most cneourcged by the government, The banks helpced to
fincnee the instellment nurchascs of Victory Bonds, and by Dececmber 31, 1945,
“hod granted crcdits of 838 million dollars for such purchascs.
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Before the Victory Loon nrogram wes teminated in November 1945, ,
12.3 billion dollars of such marketable bonds had been sold. This sum consti-
tuted 95 per cent of the total borrowing to finance the war cffort and to
assist in economic rchabilitation. Although both the Bank of Canade and the
chartered bonks bought somc of these sccuritics, the great bulk of the selces
werc made dircetly to individuols or to busincss institutions. It is esti- .
mated that of the 12.9 billiow doller incrcasc in dircet funded debt of the
Dominion governmcnt from 1939 to 1946, roughly 5.3 billion dollars were
pleced in the hands of indivicuals.

A
Toble I

Approximate Holdings of Dircct Funded Debt
(Dccember 31 of the indiceted yeors)
(In millions of Canadian dollars)

1939 1945

Per cent Per cent

fmount of totol Amount of total
Dominion Govermment Accounts 129 3.7 681 .1
Bank of Canade 215 6.1 1,823 11.1
Chartcred Banks &7 23.4 3,069 18.7
Life Insurance Companics 373 10.6 1,871 11.4
Incividuals in Cenede ‘ 895 25.4 6,213 37.8

A1l other Investors

(2) Resident in Canada 365 10,3 2,102 12,8
(b) Not rcsident in Cancde 723 20.5 , 665 4.1
3,527 100.0 16,424  100.0

While the proportion of debt hcld by the Bank of Canada has in-
creased and thot held by the chortered boanks hos deercased during the wor,
the combined rclative holcings have varicd only slightly. Therc werc lerge
trensfers of government sccuritics between the Benk of Cancda and the chartcred%
benks in both dircetions. 1In foet, the principal consideration in the monetaryk
policy of thc Bank of Cencdo is the rescrve rotio of thce chartered banks. To ;
prevent any scrious fluctuctions in such rescrves arising from changes in the | 7
volume of notes in circulation, from variations in foreign cxchonge holdings,
or from thc purchasc or salcs of government sccuritics by the chartcrced banks
to maintain a stable market, the 3ank undertook open-meriict purchascs and
scles of securitics from and to thc banks.

Since the banks in the United Statcs posscsscd such high levels of
cxcess rescrves ot the start of the wor, the Foderel Rescrve Systom was not
subjcet to thc same pressurc to supply rescrves to the banks through open-
merket purchases. Conscquently, the incrcase in sccurity holdings of the
~Bonk of Cancda wes relotively grecter thon thot of the Federel Reserve Bonks,
and the proportionate sales to the Cancdian commercicl banks were corrcsponding-
ly smaller., . comparison oi the distribution of cebt holdings in Cunada, the
United Stetes, and the United Kingdom is ziven belows

o
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‘ Table 1T
Percontage Distribution of Dircet Funded Debt
by Typc of Holder
(December 31, 1945, to March 31, 1946)

Type of holder Conide Unitcd States United Kingdom

Commercial Banks 18,7 32.3 15,1

Bank of Canada 11.1 — -

Federal Rescerve Banks - 8.2 -

Renk of Englond - - 7.0

Government Ascncics L1 12.6 13.7

Other Investors 66.1 46,9 64,.2
Totel 100.0 100,0 100.0

Until latc in 1943, sccurity scles to the Canadien chartcrcd banks
were principally low-intcrest-bearing issucs designed for that purpose
Since that time, howecver, practically the entire incrcasc in the banks!
Dominion sccurity holdings has been in the form of Victory Bonds, which have
been issued at a rate soncwh 't above the w1711vgncss of the public to absorb
them., In addition, therc wcre significont shifts in the preferences of the
public 2s to the form in which it desired to hold liquid asscts after 1942.
Savings dcposits, which had rcmained stationary from 1939 through 1942, have
now morc than doublcd.

The infloticnary potential of the trend from bonds to savings
deposits, strcsscd by somec cconomists, has justifiably been ignored for the
most part by thc authoritics. During the loter stoges of the war, therc was
a certiin amount of nct sclling of Victory Boncs by individuals, but the ratc
of liguidation had becen stcadily declining until the recent cpocerance of ©
Canadian Savings 3ond induccd the holders to switch te the new issuec.

The risc in the rote of cequisition of higher yiclding bonds by

the bunks did causc considercble concern in govermment circles because of
the incrcasing profit margin provided, Zorly in 1946, o voluntery arrange- |
ment was mede with the chartered benks whereby they agreed (o) to limit their
holdings »f long-tcrm bonds to not worc thon 90 per cent of their savings de-
posits, and (b) to restrict their carnings on such bonds to a figurce waich
would leave & net rcturn of only 3/10 nf 1 per cent chove the intercst and
other operating expcenscs of their savings deposit busincess., If the benks
wished to invest in additional govermment sccuritics beyond the 90 per cent
margin, short—term Trcasury Bills anc Deposit Certificctes would be availeble

to them. (At that time, the government lowcred the intercst rate on Deposit
Certificates from 3/4 of 1 per cent to 5/8 of 1 per cont.)

It is difficult to understend why Conada ¢id not issuc more short-
term paper for bonk portfolios after 1943 when it discevercd that the public
demand for Victory Loens fell short of the financiel nceds of the Treasury.
Table IIT reveels thot the trond toword higher-intercst, longer-term sc-
curitics was oronounced during this period when the banks were ebsorbing o
significant portion of the issues. The progressive "funding't of its debt }
has also prevented Canade from realizing its professed aim of lower interest
rates on its nati~nal debt, since the avercyc rete rose from 2.51 per cent
ty 2.60 per eent during the fiscel year 1946.
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" Table III .
Maturity Schedule of the National Debt of Cenada
(End of financial year, in millions of Canadian dollars)

latest date of 1938/39 1943/44 1944./45 1945/46
% of % of y % of % of
repayment Value total Value total Value total Value botal
Under 1 year | 418.5| 12.3] 2,494.1| 22,9| 2,650.0| 19.0| 2,643.4| 15.7
1 to 5 years 659.1| 19.5] 2,021.6| 18.5| 2,515.5| 18.0| 2,616.2| 15.6
5 to 10 years 374.8] 11.1| 2,031.7| 18.6| 1,948.2{ 13.9| 1,917.8| 11.4
Over 10 years 11,933.3| 57.1| 4,389.4| 40.1] 6,670,0| 49.1 9,629.8f 57.3
Total 3,385‘7 100.0{10,936.8{100.0|13,953.7{100.0{16,807,2{100.0

A notable feature in Canadicn.debt management during the war was
the repatriation of 7¢ per cent of the €75 million dollars in securities
peyable in London and New York, IHowever, there has been an offsetting inflow
of capital as a result of the large volume of sales of Cenadian bonds in the
United States. Net sales abroad of Lominion bonds payable in Canada amounted
to 434 million dollars from the end of 1939 to the end of 1945.

The amount of money raiscd from Waer Sevings Certificates, somewhat
similer to the United States scries E Savings Bonds, has bcen small in spite
of the extensive compeign with which they werc launched in lay 1940. These
Certificates were issued in denominations of 5, 10, 25, 50, and 100 dollars
with respective purchasc prices of 4, €, 20, 40, and 80 dollars. They matured
in 7-1/2 years with intercst at 3 por coent, computed semionnually. At the
end of the fiscel yoor 1946, only 274 million dollers of such sccuritics
were outstanding, for an additional 100 miliion dollars of gross sales had
been rcdecmed.

The negligible rolc pleyed by the Certificetes is explained by
verious factors, inciuding the scverc restriction on their purchasc (600
dollars per ycar) by any onc purchescr, the small denominctions in which
they were issued, the high level of Canadicn income taxation, and the fact
thet Vietory Bonds werc more attractive rolative to the Certificates than
was the casc in the United States. They were given little sales promotion
after carly 1941, and were repnlaced by the Vietory Bonds cven in the payroll
deduction plans. On December 7, 1945, Pinence liinister Ilsley announced in
Perlioment thot the sales of the Wer Sovings Certificates and Stamps would

casc in the cutumn of 1946. He also reportcd the tcrmination of the activi-

tics of the Netional War Finoance Committce, sinec conditions requiring the
large orgenized sales campaigns for the Victory Loans no longer existed.

The Finence Hinister presented a deteiled picturc of Canada's postr
war borrowing policy in & spcech to the samc body on Junc 21, 1946. At that
time, hc cnnounccd the creation of the Canadn Savings Bond, dosigned to re-
place both the Victory Bond ond the Wer Savings Certificote as the governmen
sceurity in which personal savings might convenicntly be invested. To foster
such savings, thc tcrms werce to be morc favor.blc then thosc cxisting for
comparable investments ot the time of issuc. IHe rcitercted the advantages i
of pcrsonal thrift and stated thot e survey teken in lNovember 1945 revceled \
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that cmployers representing approximetely onc million employces werc in
favor of continuing a poyroll sawvings plen and that many werce planning to
institute onc themsclves if the government did not continuc such facilitics.
A sccond survey indicated thcot €2 per cent of the past buyers of Victory
Bonds ond Wer Savings Certificates plonncd to buy government sccuritics if
ilable. As an additional justification for such vonds, the Finance
Minister referred to the sawvings focilitics provided by other governments:

"It is clcar thet a2 majority of citizens save most readily

. through & govcecrmment investment programme of somc kind.
This has becn the cxperience of other countries, including
the United Lkingdom and the United Statcs. In the United
States steps have been teken te continue government savings
focilities, and in the United Kingdom such facilitics have
bcen maintoined sinee the war of 1914-1918.1

The seles of thesc Savings Bonas arc not cxpected to cover thc\
government's totel borrowing roquircments, most of which will be met by i
public offcrings of thc usual type at appropriate times, In the light of
th¢ favorable Dominion recvenuc and exopenditurc figurcs, thc statement that
the government is not primzrily conccerned with the procceds of this Savings
Bond as a mezns of mcecebing fiscel requirements is undoubtedly valid, since
the regular bond issuc prOJocth for next spring can meet all foresceable
needs of the Treasury. .

The principal chorceteristices of the Sevings Bond can be summarized
as followss

(2) The bond is in denominetions of 50, 100, 500, and
1,000 dollors.
(b) The intercst ratc is 2-3/4 per cont, peyoble annually

by coupon.
(¢) The bond is dated November 1, 1946, and will mature
in 10 years. -

(d) The bond is redecmable ot foce velue nlus ccerued
interest at any time on presentotion by the owner
&t any branch of o chartercd bank in Conade.

(¢) The limit for the purchase by any individuel is

: 2,000 dollars.

(f) The purchasc of the ncw security mey only be made in
the noamc of individwls and not in the name of fims,
institutions, or in trust for second parties. The
bonds are rcgistered in the neme of the cwncrs and
cre ncither trensferable ncr assignable,

Sales amounting to 239.8 million dollars to 623,000 applicants
were reported for the month of Octeber, and the latest available figures
record totel sales of 467 uillion dollars to lovember 29, 1946. Therc is
considerable cvidencc that holders of Victory Boncs arce converting their
holdings into this more favorable sccurity, or ot lcast that the government
and the banks cre suoporting the market, The Bonk of Canada increascd its %
investments in long-term government sccuritics by &4 million dollars and the
chartered bonks by 56 million dollars during the month of October after two
months of virtusclly no change in their portfolios.
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There was every reason to expect such conversions. The gilt-
edged issue most comperable to the Sevings Bond is the 3 per cent Dominion
of Canada Victory Bond maturing in 1959 end callable in 1956, The actual
yield on this security is approximately 2.43 per cent. Thus, the yleld on
the Savings Bond of 2-3/4 per cent plus the added feature of redemption on
demand makes the new security considerably more attractive. Bank savings
deposits pay only 1-1/2 per cent, while cven the Dominion 3 per cent per-
petuals yicld only 2.73 per cent. Its closest counterpart in the United
Statecs, the Postal Savinzs Certificate, yields only 2 per cent, which, un-
like the ratc for the Savings Bond in Canada, is below the yleld on the
markctable long-term government sccurities in this country.

While part of thc sales of the new Savings Bond reflects a shift |
out of other government sccurities, the tcrms arc undoubtedly sufficiently |
favorable to have a tomporary offcct upon thc rate of savings. With the |
necd for immediate enti-inflationary mcesurcs, it may be a valuable instru-
ment &t the prosent time, but in the longor run it is coubtful if a slight |
subsidy in thc ratc of interest will greatly incrcasc the ratc of consumer |
savings. Furthcrmorc, in the longer run, thc objective of a stabilizecd !
ceonomy may well preclude a policy of diminishing the propensity to consumc’
cmong lower income groups, even if it could be carried out.

M. Schuman's Devaluation Paradox A. 0. Hirschman

During his last intcrvicw as Finance linistcr of the outgoing
Bidault Cabinct, 1. Robert Schumen declarcd thet "it would be folly to de-
value the franc in view of the huge cxccss of imports over exports in
Frencc's balence of payments® (Now York Times, November 21, 1946). In thus
contradicting, with the greatest assurance and without any explconation, the
gencrally held view that devaluation is precisely in order wheh o country
is faced by an unduly large import surplus, M. Schuman might at first be
suspectcd of hawing been inspired by the "pig-lic technique" of public
rclations.,

Aftcr some rcflection, the rcader's satisfaction at having readily
spotted a fallacy should give way, however, to the admission that M. Schuman
does mekc scnsc within the fremcwork of the situation in which he operates
(or opcrated). ‘Whet he undoubtedly had in mine werc the well-knovwn argumcnts
for the maintenance of the franc ot its prescnt roter () French imports ere
priced in forcign currcncics and crec sct by the rcquircments of the recon-—
struction and modcrnizction progrem; (b) French cxports are enjoying an
intcmotional scllers' merket end arc limited only by Irench production
which in turn is hcld back by insufficient supplics of rew matcrials and by
shortages of monpower., Hence, the only cffecet of devaluction would ¢ an
inerease in the cost of imports and, to o smaller cxtent, of the yicld of
cxports in terms of frenes, with disastrous consequences for French public
finence and domcstic price stabilization,

There certainly is some velidity to this linc of rcasoning al-
though it stands in definite ncced.of qualification. ‘It is not the purposc
of this notc, however, to cnter into this discussion. Rather, it will bc
attempted hore to prove the general proposition that, under definite
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assumptions, the hugeness of an import surplus might constitute by itself
en argument aghlnat devaluation, quite independently from the contingencles
of the prescnt French situction.

It is clear that, under competitive conditions, develuation will
olways reducc the commerciel deficit of & country if the demand schedules
for imports and cexports arc both highly clastic. When, however, onc of
the demand schedules is relotively elastic end the other rclatively in-
clastic, it cen be shown that the cffcct of deweluation on the import
surplus depends not only on the comparative clasticities, but also on the
sizc of thc import surplus relctive to total tradc. This con best be i1lus-
trated by o numericel examplce showing, in termms of the currcncy of the de~
valuing country, the cffoct of develuation on the trade balance in two
diffcrent situcations.

Situation I

Imports Exports Deficit
Before devaluation 100 80 20
Lftcr devaluation | 115 100 \ 15

Situation 11

Imports Exvorts Deficit
Beforce devaluation 200 80 120
Aftcr devaluction 230 1.00 130

It is cssumcd here thot the country in guestion has an inclastic demand for
imports and an clastic demend for cxports, a 51tugt10n oftcn thought to be
characteristic of industrial countrics such os England and France, importing
mainly raw matcriels cnd foodstuffs and exporting mainly manufacturcs. It
will bc sccn thet the assumed clasticitics have not been altercd from onc
situntion to the other. This is showm by the rotio of post-devaluation to
pre-develuction imports rcmaining constent in both situations, end by as-
suming no chonge whotsoscver in the cxport figurcs. The only chonge of
Situction II,with respcct to Situction T consists in the doubling of the
import figurcs. It is the resulting pre-devaluction incrcasc of the portion
of imports not covercd by ciports which cccounts for the chenging cffcet of
devaluction upon the import surplus: in Situction I the import surplus is
reducad by the effcet of develuation, whorces in Situction IX it is incrcascd.
The cxplonation is, of coursc, not far to scelzs  the lavger the cbsolute
figure OnWﬁal;ﬁ_ﬂlHmhﬁmcamdmudm&ﬂcWEFﬁﬁI@Ml@WﬂWﬂMm
the lorger will be the totel unfavorcble cficct on the trade balonce. On
the speeific assumption of inelastic comond for imports and clastic demand
for exports, it follows thercfore that develuztion is the less likely to
procuce o foverable cifect on the trode helance, the lorger the import
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surplus rclctive to totel tradc.l/ In other words, the sicker the patient,
the more likely it is thot the usually prescribed medicine will horm rather
thon help.

Asidc from its mecaningfulncss for the short-run French situation,
M. Schuman's "follacy" can be developed into o paradoxical gpenerel thcorem
which is wvulid under specific cssumptions as to the noturc of demand for a
country's imports and exports.. '

1/ Similerly, the cffcct of devaluation on the trode balance becomes more
favorable with increasing import surplus i1f onc assumcs inclastic demand
for cxports and clastic demand for imports. In this cuasc, thercfore, the
remedy of develuation is the morc cffcctive the more it is needed, i.c.,
the grecoater the import surplus before devaluction.

The British Exchonge Control Bill F. Jaffy

The British Ixchange Control Bill, which was lounched in Perliament
in November and has passcd its sccond rcading, 1s essentially a delegation
of brozd powers to the Treasury on matters rclating to dealings in gold and
forcign currcncy, pvayments, and the issuc ond trensfer of securities, out-
side thc sterling arca.

The adnministrotion of exchange control in Britain was carried out
during the wor under the authority of war-time mcasurcs, as specificd in
Defense Regulations. The present bill would set up permenent legal authori-
zetion under which the Treasury may continuc to issue orders and rcgulations
regarding cexchange control,

The bill decs not spell out the monncr in which cxchange control
is actually to be administcred, end it is to the accompanying government
Whitc Paper, and press comment, that onc must turn for indications of the
intent of the govermment--end indeed for details of operation which scom to
be gencrally understood in Britein though not mentioned in the bill itsclf.
The Whitc Paper tells us that "the cnadhasis .... is on a liberal administration
nf Exchangc Controls, s» that genuine currcent tronsactions are not obstructed,"
and that "Exchange Control will not be administered more stringently than _
hitherto." The gencral understanding is that, within the framework of the
bill, gradual rclaxaticon of controls on currcnt transactions is intended,
Howevecr, the bill itsclf is ¢ definitive answer to thosc who expected that a
free cxchange market in the pre-1914 scnse could be restored in London.

A bricf sumery of important provisions of the bill follows:

Part I requircs all transactions in gold and forcign currency to
bc carricd on through ‘lcuthorized dealcrs," and requircs gold and forcign
currency in other hands to be surrcndercd to authorized declers, but gives
the Trcosury power to make exceptions and to specify conditions of usc.
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/No nentlon is made in the bill of the Exchange Equalizcotion Account, but
cuthorized dealcrs (principally bonks) will presumably have to buy from and
sell to the IExchange Equalization Account, and at officiclly prescribed
rates;7

Part II prohibits payments to persons outside thc "scheduled
territories" (i.ec., the sterling arca) except with Treasury pemission,
/[The White Peper odds the information that *it is intended to issue Pay-
ments Orders (as hitherto)....cxemnting approved classes of payments, which
the benks can then handle without fomality. it/ :

Part III maintains Treasury control over the issue and transfer
of securities to non-residents of the scheduled territorics, and over the
payment of capitel sums outside the United Kingdom on British securities.,
It also adds a new control: this requires thet all securitics not registered
in the United Kingdom (i.e., securitics on a foreign rcgister and British
bearer sccurities) shall be kept by an Mauthorized depositary," through
which 2ll intercst and capital sums duc shall be paid. On the other hand,
a war-time power-—that of requiring foreign sccuritics held by residents to
be sold to the Treasury--has bcen dropped from the present bill. The objcct
of thesc provisions is to cnsure that all foreign exchonge carned on securi-
ties, or received in payment for their transfer abroad, be turned in to the
Treasury, Foreign ond bearer securitics (which are not registered in the
United Kingdom) might havc constituted a loophole in the control mechanism
without the ncw clauscs since, with the ending of the war, postal censorship
has been removed. Another reason for the control on capital inflow appcars
to be fear that some of it may be hot money. It mey be noted that, that, except
for the clause on payment abroad of capital suns on British securities (and
cxcept for the requirement of deposit of foreign securitics in authorized
banks), therc anpears no control of capitael outflow in this section; this is
secured through the control over forcign exchcnrc and paymcnts abroad in
Parts I and II. ’

Part IV prohibits the import or cxvort of currcncy notes and se-
curities, except with Trcasury approval. It also provides that no goods may
be exported from the United Iingdom unless the authoritics arc assured thet
satisfactory payment has been or will be made, :

Part V contains misccllancous provisions relating to prompt col-
lection of debts, prompt salc and poyment for salc of goods, transfer of
annuities, scttlcment of propertics, and foreign companies.

Part VI gives the Treasury power to issuc exempting orders, end
prov1dcs that all Treasury orders, cxcept thosc specificd on a list, are
subject to review by Periiament. It also permits the Trezsury to block
accounts to the crcdit of non-residents.

A question of intcrest in this #7ntry in conncction with the bill
is, Docs it confom to British conmltnents cder the Bretton Woods Agrecmcnts

1/ Thesc, aside from general obligations as to exchange stability, arc the
commitments to frec payments for currcont troensactions from restrictions
within onc year after the Loan agrecment went into effcct (or by July 1947);
and within the samec period to make current sterling rcecipts of sterling

arce countrics frecly ®wveilehle for currcnt transactions anywhcre without
discrimination., The Fund Agrcemcnt also prohibits discriminatory currcncy

arrangenents,
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and the Anglo-Amcrican loan? The answer cannot be found in the pages of

the bill., Powers are granted to the British Trecsury by virtue of which
almost any kind of exchenge control policy might be followed. However, the
quotation from the White Paper given earlier, and other statements in it,
indicate thot Britain intends to administer cxchinge control so as to adhere
to her obligations. The Fund Agreement not only permits but in certain in-
stances requires that countries shall exercise control over capitel movements;
and no way has yet been found of restricting capital movements without bring-
ing all transactions, on current as well as capital account, under scrutiny.
In the past, Britain has excrcised selective control over imports by moans

of quontitotive impert reguletion rather than through exchange control, and
it is expected this will continuc. As to the cdiffercntial position of
sterling and non-stcrling arca countries, arising from thc fact that deal-
ings in the sterling arca arc left completely unreguleted, there will be no
conflict with the Fund Agrecment if differcntial treatment is confined to
capital transactions (assuming, as seems likecly, that thc Fund will interpret
its ban on discriminatory currency arrangemcnts as rclating only to current
transactions).

An arca of possible conflict between the Fund and the British
administration of exchange control lics in the distinction between current
and capital transactions. A casc in point is the treatment of tourist cx-
penditures. According to press and diplomatic reports, the British do not
consider tourist cxpenditures as a currcnt transaction, and wish to be frec
to continuc present restrictions. However, classification of tourist ex-
penditurcs as e capital transaction scems open to question, and the Fund will
no doubt have to rule on this.

Regarding the effectiveness and workability cf exchange control
under the new bill, a few of thc points made by commentators are as follows:

1. S8ince no control is imposed ovcr payments within the sterling
area., the cffectiveness of the British control will depend to an important
cxtent on the strength of controls in other sterling arca countries., For
instance, it is possible that in the abscnce of cffective exchange control
in, say, Bgypt, o flight from sterling to dollars might take place by way
of a transfer of funds from Great Britain to Egypt to the United States. It
has been suggested thot at least a few sterling area members may not cnforce
adequate controls against such o contingency. The British Treasury has the
‘power, under the new bill, to alter the list of "scheduled territoricsi--i.e.,
to change membership in the sterling arce—-but it may be questioned whether
such 2 power would be used, ’

. 2. The bill hcs been criticized for failure to provide adequately
for forward exchenge nceds. In view of the fact that the bill is merely a -
general delegation of powers and not a deteiled cdocument, it does not appear
that this criticism should be dirccted to the bill, but rather to the menncr
of its acdministration, On this point, it should also be rccognized that thc
International Monctary FMund is involved, inzsmuch as the Fund is cmpowcred
to preseribe limits for dezlings in forward oxchenge.
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3. A feature of the present bill which has met with general ’
approvel is a slight change in wording from the war-time measurcs, which
has the effcet of giving authorized dealers the status of principals rather
than of zgents of the Treasury. Just how much diffcrence this will make is
mnot clear, but more freedom of action may be cllowed the banks than hereto-
fore. It is expccted, for instance, that banks will be allowed to metch
buying and selling orders for forcign cxchange, thus dealing with the Ex-
changc Equalization Account only in net balences, instead of on cach trans-
action, as before. Further, the Chancellor of the Exchequer, in Housg of
Commons debate, has said thet the possibility of allowing dealers to operate
among themselvcs was under discussion, and that the govcrnment would not
object to '"reasonable arrangements,

The general non-political reaction to the bill, as reported in the
British press, appcars to be one of somecwhat regretful acceptancc, or "sober
approval® of what is understood to be en unaveidable ncecssity. On the part
of the Conscrvative opposition in Porliament, the main lincs of attack have
centered on (1) the absence of a time limit on the powers conferred, and
(2) the great dclegation of power to the Treasury.

Russia's4Post~war Trade with Some of the
"Zone' Countries ‘ Alexander Gerschenkron

The time has not yet arrived for a comprehensive quantitative
appraisal of Russia's post-war trade with countries located in what has
come to be called the Russian Zone of Influence in Eastern Europe. One
reason for this is that trade statistics are still very sparse. They are
not available at all for Rumania and Yugoslavia; for Poland they are pre-
sented in a rather questionable form., Moreover, in several cases, commercial
trade proper is still overshadowed by reparations, restitutions, and occu~-
pation costs on the one hand and UNRRA deliveries on the other. Nevertheless,
complete statistics are available for a considerable portion of 1946 for three
countries of the Zone~-Finland, Czechoslovakia, and Bulgaria, There is also
some information on Poland and Hungary. It may be worthwhile, therefore, to
see to what extent Russia has succeeded in monopolizing the foreign trade of
.these countries. It should be noted that the values of commercial trade in
1946 were very considerably below those of the pre-war period. The following
estimate for mid-1946 shows the forcign tradc proper of five Zone countrics
as percentages of the respective 1938 levels:

Finland ’ 20 Per cent
Poland 20 i
Czechoslovakia 20 n "
Hungary 20 v "
Bulgaria 30 0

The fact that trade is just beginning to rccuperate doubtless diminishes the
value of such conclusions as may be drawn from the following discussion of
Russia's tradc with the five countries just listed,
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Bulgaria

During the whole of the inter-war period Bulgarian exports to
Russia were nil, Before 1933 somec Russian goods werec imported into Bulgaria
by devious routes over Germany and Austria, but on an annuzl average the
value of thesc goods never recached one-half of one per ccent-of totel Bul-
gorien imports. In other words, trade rclations were virtually non-cxistent.
The situation has becn radically changed since the war. Over the pcriod
Janvary-August 1946 no less than 65 per cent of total Bulgarian exports went
to Russia; the corrcsponding figurc for imports is cven higher--82 per cent.
These arc percentages which were formerly peculiar to the German trade drive
in the Balkans. Apart from Russia, the only trading partncr thot was not
negligiblc was Czechoslovakia which took about 10 per cent of Bulgaria's
gxports, It should be noted, incidentelly, that Bulgearie importcd from
Russia about 40 pcr cent morc than she exported to that country, One
probahle explenation lics in the imports of Russian raw cotton for spinning
and weaving in Bulgarian mills for subscquent partial re-cxport of the
vroduct to Russia. These transactions may have ceused & lag botween imports
from, and exports to, Russiza,

Czechoslovakia

The situation in Czechoslovekic was quite diffcrent from that in
Bulgaria. Czechoslovakia is of coursc o much morc important trading country
than Bulgaria, or than any other country of the Zone, as may bc scen from
the following tabulations
Forcign Trade of the Zonc Countrics as Percentage
of thc Total Trede of thc Zonc, 1924-38

Exports Imports
Czcchoslovakia 35.6 34.0.
Poland 18.3 19.8
Rumania 12.4 11.4
Finland 11,0 11.0
Hungary 10.5 11.5 -
Yugoslavia 8.8 g.8
Bulgarie _ 3.4 3.5
0.0

Czcechoslovakia leads the list whilc Bulgaria is a safe last. It will bec scen
that Czcchoslovakia's trade in the intcr-war period rouwghly cqualed the com-
bined trade of Ilungary, Rumenia, Bulgariz, and Yugoslavia. Intcr-war trade
between Czechoslovakia and Russia, although steadily maintained, was rela-
tively small. It rose to a meximum of about 2 per cent both of Czcch total
imports and cxports in thc period of the First Five Ycar Plan. Russia was
able to increcase her sharc in Czech trode very greatly in the first ninc
months of 1946, She supplied 13.4 per cent of Czcech imports and took 12.8
per cent of Czech exports. This incrcasc, however, docs not indicatc as yet
any tendency toward preponderance of Russic in Czcch trode which would be
comparable to that acquired by Germany in the trade of the Balkan countrics
in thc sccond half of the !'thirtics. It may be added that if Czcch trade
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with all thc countrics of the Zonc, cxcluding Austria, is added to the
figurcs on trade with Russia the corrcsponding perecentazes become 28.8
for imports and 22.1 for cxports., The conclusion is that the bulk of
Czcchoslovakian trade was with the West., In fact the sharc of the “Wiesth
(excluding Germmeny and Austria) in Czechoslovak trade amounted to 61 per
cent of her imports and 65 pcr cent of her exports, As pointed out in an
carlizr issuc of this Rcv1ow,_/1nclus1on of UNRRA deliveries would rcsult
in an OVprwheJmlng share of the "West" in Czech imports over the period.

Finland

In the inter-war period (1924-38 avcroge) Russia had a higher
sharc in Finnish imports and exports then in thosc of any other Zonc
country., But thc sharc wes still very small--2.4 and 2.9 per.cent,
respectively.

Finland has by far the best statistics on post-war tradc among
the Zone countriecs, Her total trade and her trade with Russia in 1945 and
during the first ninc months of 1946 developed as follows:

Imports 1/ Exports 1/
1945 1946~ 1945 1946=
illion ¢ of Million ¢ of ¥illion ¢ of Million ¢ of
Fnks. total Fnks,  total Fmlts.  total Iml's, total
U.S.S.R, 504 13.6 4,335 25.2 671 36.4 3,377 23.5

Total 3,692 100.0 17,194 100.0 1,845 100.0 14,358  100.0

1/ January-September 1946.

It appcars from thc forcgoing that thc absolute value of trade in-
creasad greatly between 1945 and 1946, In the larger trade of 1946, Russia
menaged to incrcasc considcerably her relative position as supolier of goods
to Finland as compared with 1945, whilc her very high share in Finnish cx-
ports was grcatly rcduced, As & rcsult about one quarter of Finnish commer-
cial trade was with Russia,

Two observations mey be addeds
y .

(1) Commecrcial cxports to Russia in Jenuary-Scptember 1946 re-
mained far short of the rcparation and restitution exports to Russia during
the same period, thc lettcer cxports together amounting to 6,155 million marks,

r about 185 per cent of commercial cxports. If these cxports arc teken into
consideration, Russia's share in tote] Finnish cxports, commcrcizl and po-
litical, would amount to 51 per cent.

(2) The import and cxport figurcs for commercial tracc as given
in~the foregoing tablc rcfcr to "countrics of purchasc and sale.” A com-
parison of thecsce figurcs with trade data arra nged by ‘lcountry of consumption
~and origin' rcvcals a curious discrepancy in the casc of Finnish imports from
Russia. OQOf thce total of Pmks. 4,335 million of goods purchoscd from Russie,

1/ November 16, 1946, p. 13.
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-only goods to thc veluc of Fmks. 2,878 million origincted in Russie. “Where
did the diffcrence of Fmks. 1,457 million, or about onc-third of totael
purchases, comc from? A scrutiny of thc stotistics suggests that o small
portion of this cmount, about 14 por cent, ceme from the Sovict Zone of
Occupation in Germany; the bulk of it, howcver, scems to rcepresent Russion
rc-cxrorts to Finlond of Polish cocl. It will bc rcealled that the Russians
concluded, in connecetion with the Qerman reporations, a rather advantageous
agreement with the Poles, under the terms of which very substantial quantities
of Polish coal are being delivered to Russia, allcgedly at a price which is
less than one-tenth of the world market price. The first post-war trade
agrecment between Poland and Finland, on the other hand, was concluded com-
peretively late, on July 5, 1946. It may be assumcd that in the futurc some
of thce Polish coel will go directly to Finlend. What has become known of
thc agrecment, however, sugpests thet the Russicns may continuc to re-cxport
Polish coal to Finland, although to & somewhat diminished degree.

Hungery

In the intcr-wer pcriod therc wos virtually no trade between Hungary
and Russia. The first month for which complcte official trade stetistics have
been published is Scptember 1946. Prior to thet only occesional statements
were made. fLccorcing to the latter, Russia in the first six months of 1946
" took 11 per cent of Hungary's, cxports and supplicd 24 per cent of Hungary's
imports, In Scptember 1946 this rclation was rcversed as Russia reecived
about 36 per cont of totel Hungaricn cxports end supplicd less than 14 pcr
. cent of total imports. While, in Scptember, Russia occupicd the first place
in cxports and Switzcrland the sccond, on thc import sidc Czcchoslovakia was
lcading, followed by Switzerland and the U.3.3.R. The Swiss press cxplained
that thc high sharc »f Russia in Hungary's Scptanber exports rcsulted from
the necessity of repaying thce import surplus accumulatcd in carlicr months.

Poland

Cn the average for the period 1924-3€, Russia supplied 1.2 pcr cent
of Poland's imports, and took 2.5 per cent of Poland's cxports. It may be
noted that in the intcr-war period Poland's trade was sccond only to that of
Czcchoslovaekie among the countrics in the Zonc, although it fcll fear short
of thet of the leadcr. According to official Polish statistics, Russia's
position in Pcland's total tradc for thc months January-August 1946 was as
followss :

Imports Per cent Ixports Pcr cent

(illion zlotys) of total (Million zlotys) of total
U.S.S.R. 5,082 75 5,279 70
Total. 6,743 100 : 7,535 100

The basis of the forcgoing statistics is somcwhaet irrcgular inas-
much as the Poles revalue 2ll imported and exported cuantitics at domestic
prices, so that foreign trade figures reflcct the domestic price structurc,
rather than the price structurc of actual transcctions, Whatever distortions
may rcsult from this mcthod, howcver, it is clcar thot Russia has cstablished
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n
a position of absolutc prepondcrincc in Poland's forcign tradc., It may be
noted, however, that about onc-half of the 1946 cxports to Russic wore under
spccial agrecments in connection with Germen reperations.

In conclusion it may be seid thet Russia's sharc in the tradc of
the countrics of the Zonc has incrcascd cnormously. But the ratc of the
incrcase has vericd. In Poland and Bulgaria, Rassia hes acquircd an over-—
whelmingly strong position. It would not be surprising if Rumanion statistics,
when published, revealed o sinilar picturc. At the other cnd of the scale
1s Czcchoslovekic which asparently has been able to prescrve 1its frecdom of
action in the ficld of forcign trade. There, Russia's share hes remained
altogether moderate. Between the two cxtremes we find Finland and; closcr
to thc former group, Hungary.

Trade, howecver, is still cxtremely small if compared to the prc-
war period. To rctein her present sherc in o nomal sr near-normal volume
of tradc would rcquirc o considerablc c¢ffort on Bussia's part. It is unlikely
that she can be succcssful without usc of great additional anounts of politi-
cal pressurc. The cxtent to whicl Russia may bc ablc teo exert such pressurc
nay vary among the countrics of the Zone.





