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Monetary Policy in Belgium Robert A. Rennie

In Belgium, as in the United States, the primary problem of
monetary reform is the desire of commercial banks to reduce their
holdings of government securities in order to secure funds to expand
their portfolios of private assets. The Banking Commission of Belgium
has attempted to solve this difficulty by requiring all commercial
banks to hold secondary reserves against all demand and short-term
liabilities in the form of short-and medium-term government securi-
ties. In many respects, the decrece is similar to the proposals for
additisnal reserves outlined by the Board of Governors of the Federal
Reserve System in its Annual Report for 1945,

Reserve fequirements were introduced in Belgium for the
first time by a decree of February 5, 1946. They vary according to
the class of bank as determined by the Banking Commission,
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Minimum Reserves as a Percentage of Deposit Liabilities

Cash and government short-

Class off Bank and medium-term securities a/ Cash Capita

' 1-1-47 j1-1-49
to and after
1-1-49
Regional. or special- _ :

ized banks 50 6 8 10
Medium hanks 60 5 5-1/2 7
- Large banks 65 4 4 S

The primary cash and capital reserve requirements were designed to
correct the excessive illiquidity and the insufficiency of capital among the
banks resulting from the war. The core of the reform, however, is the secon-
dary reserve requirement. It prevents the banks from generally redeeming
Treasury certificates at maturity or rediscounting them at the National Bank
in order to grant credits to the private eccnomy or to purchase public bonds
in the open market. In the eyes of the Belgian Banking Cormission, to per-
mit eitiaer of these alternatives would be to disperse among the commercial
banks tae power of monetary emission which, for reasons of economic and
financial stability, must be reserved to the National Bank.

The private financial interest have objected to the seccndary re-
serve raquirement. They state that the financial policy of the Government
should provide for a rapid funding of the floating debt of the State. On
the othsr hand, the Government maintains that the wholesale liquidation of
Treasury paper by the banks would produce an inflation of private credit.
Fundamentally, the clash is a struggle between the Government and private
business interests for control of the national credit policy. The differ--
ences ia viewpoint have led to an official announcement by Prime Minister
Spaask that the National Bank must be reformed to assure its complete indepen-
dence of private interests and its conformity to the general policy of the
Government, He added that such reform will not necessarily extend to com-
plete nationalization of the Bank nor will the Governor become a mere func-
tionary of the Ministry of Finance.

When the regulation became effective on March 31, 1946, the banks
were permitted to reduce their holdings of Treasury issues by 2.8 billion
franes, or approximately 7.6 per cent of the govermment short-and mediwum-
term securities in their portfolios. In addition, during the remainder of
the year, the release of deposits "temporarily blocked" under the monetary
rehabilitation decrees of 1944 and 1945 permitted a freeing of Treasury

a/ The cash and goverrment security requirements became effactive on March
31, 1946. The decree was to be adaptable to changes in monetary condi-
tions as well as to conditions peculiar to individual institutions, so
that exceptions to its provisions could be made by the Banking Commis-
sion at any time. To assure flexibility in the operation of the regu-
lations, the banks are permitted to hold cash reserves up to one-fifth
of the secondary reserve requirement.
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cerbtificates immobilized by the reform.r/ These accounts were reduced by 5.1
billion francs, so that a total decline of 7.9 billions in bank holdings of
government securities would have been possible had free deposits remained wm-
changed. However, such deposits rose from 39.5 billion to 46.0 billion francs
from the end of March through December 1946. With secondary reserve require-
ments averaging about €60 per cent, the banks were forced to earmark Treasury
certificates to an amount of 3.9 billion francs for this purpose. Therefore,
there wes an overall possible reduction in public security holdings of 4 bil-
lion frencs. Actually, the banks curtailed their portfolios of short- and
medium-term Treasury issues by 3.58 billions during the year.

Assets and Liabilities of Belgian Commercial Banks
(Millions of francs)

Dee. 31 Dec., 31 Dec. 31 Dec., 31

1959 1944 1945 1946
Assets
Cash 5,341 4,841 8,574 11,784
Tofal claims against
the State 3,913 38,920 42,755 38,637
Advances to the Market 8,292 6,919 11,850 19,436
Other ascets ; 2,483 1,652 1,996 2,390
Total 20,029 52,332 65,175 72,247
Liabilivies
Free deposits 12,685 15,774 36,638 46,019
"Temporarily unavailable”
deposits - 9,759 17,812 11,467
"Perrmanently blocked"
deposits - 18,405 -~ -
Otaer liabilities 4,201 5,493 7,787 11,317
Capital & reserves 3,143 2,901 2,938 3,444
Total 20,029 52,332 65,175 72,247

The perceptible tightening of the money market caused by the
decree has restored to the National Bank its control over the supply of
credit. The banks began rediscounting commercial peper shortly after the
regulations went into effect. Furthermore, the National Bank found that it
was able to control the volume, the maturities, and the kind of commercial
paper in the market through its lending, rediscount, and open market poli-
cies. These selective credit controls were directed primarily toward limit-
ing consumer credit during 1946.

The secondary reserve requirement alone was not sufficient to pre-
vent an excessive expansion of credit, The extension of credit to individu-
als and business interestsincreased from 12,8 billion to 19.4 billion francs,

1/ See Review of Foreign Developments, July 9 and September 24, 1945,
February 25 and May 6, 1946. By the terms of the Monetary Reform

decrees, accounts containing special hank notes were transformed
into "temporerily unavailable" deposit accounts for which the benks
received an equivalent amount of Treasury certificates with special
rates of interest and terms of renewal.
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or 51.6 per cent, during the year, The shortage of capitel produced a signi-
ficant ricse in long-term interest rates, with the result that the existing
rediscount rate of 1} per cent was not an effective curb on credit inflatim.
The yield on industrial and conrercial bonds rose from 4.4%5 to 4.65 per cent
during the year. To prevent tihe finuncing of investment credits by recourse
to the money arket, to avoid sjeculative operations, and to encourage imvort-
ers to ceck cheuper credit abroad, the rediscount rate wes raised to 23 per
cent on November 7 and to ¥ per cent on December 19, 1946, These measures
have tended to stabilize the credit situation in Belgium. It must be remem-
bered, however, that the rediscount rate becane effective only after the se-
condary reserve requirenents were introduced.

The secondary reserve plan was adopted in Belgium to integrate
monetary and fisezl nolicy. Debt managerent operations were combined with
regulations to control the level of benk credit in order that central bank
policy could be made more efi'ecctive in regulating cyclical fluctuations. The
plan anticipates changes in the secondary recerve requircments to reenforce
the National Bank's control of credit as conditions vary. for instance, in
1947 the Governnent must resort to the Netional Bank to aid in financing a
defieit of 10 billion francs, This is equal to the deficit of 1946, although
substentially smaller than the 34,7 billion franc deficit in 1945, As a re-
sult, the credits to private industry wust continue to be severely restricted,
This policy can best be »ursued by raising the secondary recserve rejuirements,
which would create a strong market for Treasury issues and nerinit the National
Bank to sell the securities received from the Government. The conscquent
decrease of the cash reserves of the baznks would counteract the inflationary
impact of the pgovermnent deficit and prevent ther from extending additional
credits to industry.

The future absorption by the State of its short-term debt, made
nossible by budgetery surpluses in overiods of restored prosperity or by con-
solidation in long-term bonds from savings after tie re-evuipment of industry
has been achieved, will also permit the spnlicution of appronriate monetary
policies. Over 90 per cent of the short~tern jovernment securities are
held by the Nationel Bank, the commercial banks, and the Postel Check Office.
The deflationary effect of these repayments would be perfectly opportune in
such circumstances, znd would clso recuire the banks to reduce tueir holdings
of commercial paper as well as Treasury issues., The decline in deposits aris-
ing fror the retireient of the governrent securities would tend to force them
to liquidate 40 francs in commerciczl paper for every 100 frcnes reduction in
“eposits, since the secondary reserve establishes a reasonably constant relc-
tionshir between thc amount of devosit liabilities of the banks on the one
hand, and their portfolios of government obligetions, cash,snd the total of
private credits on the other.

Eowever, if at any tinme it is desired to expand bank credit to pri-
vete industry as a counter-deflationary mecsure, the secondzry reserve can be
lowered. This adjustment would vermit the banks to scll Treasury issues to
the National Bank in order to obtuein additional reserves to make new loans or
to tuy cther assets, In addition, the National Bank might also lower its pre-
sent rediscount rate and provide industry with the stimulus of lower interest
rates,

The secondary reserve reyuirerents have tnus restored to the National
Bank a higher degree of control over the supply of credit by reviving all the
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traditional instruments of central bank policy--open-market operations,
discount ratcs, and primary reserve requiremcnts-—-and have thereby helped
to stabilize the banking and nonetary situation in Belgium,

U.S, Foreicn Trade in the First guarter of 1947, Gretchen H. Fowler

The great expansion of United States exports for the first three
months of 1947 to an unnrecedented peace-time total of %594 million, while -
irports for the quarter amounted to 1,412 million highlights the unbslenced
character of U.S, trade. During the first guarter of 1947 the excess of ex-
ports was 2.2 billion, compared with 1.2 for the like period in 1346, Al
continents are currently swelling tnis "favorable" trade balance, wherees
for the first guarter of 1946 South America and Australia experienced a
favorable trade position yis-s-vis the U.S. As c¢2n be seen from the follow-
ing teble, the favorable balance of tihe United States with Lurope accounted
for little nore than half the total export balznce in the more recent guarter
as covipared with four-fifths for the first guarter of 1946,

U,S, Foreisn Trad

January-liare 346 IExcess of _Japuary-liarch, 1947 Excess of
Continent Lxnorts®/ Imports - Exports Egor%&a Impor Lxports

(millions of dollars) '

North America 501 364 137 912 496 417
South America 236 254 -18 571 309 262
Europe 1,117 165 951 1,376 186 1,190
Asia 269 193 76 488 306 182
Australie &

Oceania 33 4) -8 64 46 18
Africa 129 78 52 183 69 113
Total 2,284 1,095 1,139 3,594 1,412 2,182

Source: Department of Commerce
a/ Exports, including reexports.
b/ Generzl imports.

Undoubtedly, rising prices have contributed greatly to the higher
values of both exports and imports for 1947, The Department of Commerce index
of unit values for exports (1923-25=100) rose from 100 in January 1946 to 120
in January 1947, The index of imports rose from 91 to 109 in the same period,

The 1947 annual rate of cxports os indicated by the first three
months of this year reached {14.4 billion, a figure well above the Department
of Commercc estimates made earlier this year, while imports have not yet reached
the rate of 6 billion forecast at that time. Thomas C. Blaisdell, Jr.,
director of the Office of Internaticnal Trade, prcdicted om ilay 22 that exports
of U.S, pgoods and servicesfor 1947 might run as high as ;18 billion and imports
(including services) about 8 billion,

Comparison of foreign trade statistics for the first three months
of 1946 and 1947 reveals a substantial shift in the commodity composition of
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U.S, exvorts, Immediate relief requirements, together with the relative
searcity of manufactured goods raised U,3, exports of crude materials and food-
stuffs to very high levels early in 1946. In 1947, exports of semi-
menuf=zcetured iters have risen greatly., Not only arc they morc rcuadily avail-
able this year, but the effecctive denmund for rcconstruction materials and
replaccrnents of cepitul equipment has grown. Almost 60 per cent of zll ex-
ports £all into the "{inishced materials" eategory, altbough values of ex-

norts of crude materizls and foodstuf'fs have continucd to increase, partially
because of rising ovrices, and partially because of continuing relief needs
caused by the unusuzlly harsh wintcr and crop fuilures.

The relative changes in the totuls for the two periods are shown in
the table below.

,Junusry=tiarch

Yalue :

Group (millions of dollears) Per cent of Total

: 1946 1947 1946 1847
Crude materials 297 424 13.4 12.0
Crude foodstuffs 191 210 8.6 5.9
lfanufactured foodstuffs 461 406 20.8 11.5
Seni-manufactures 202 377 9.1 10.7
Finished manufactures 1,066 2,116 48,1 59.9
Total 2,216 3,532 100.0 100.0

Source: Department of Commerce

The decline in ranufactured foodstuffs during the gyuarter in 1947
was caused by the drop in exports of meat products (123 million) and dairy
products (£59 million). Obviously, expenditures for these highepriced items
have been using dollars too rapidly.

There have been no important shifts in the source of the U,S, im-
ports during the first guarter of 1947, although Asia has increased its ex-
ports tc the U.S, morc ranidly than the rcst of the world. The distribution
of imports by classes for the 1946 and 1947 quarterly valucs shows that crude
matericlas have foiled to increcse @s rmuch a&s night have been expected in view
of the increcsing availability of raw materials and the high level of indus-
tricl activity in the U,S. Value decreoases in imports of furs (.34 million),
unmanufcctured wool (18 million), and dicmonds ({10 million) for the 1947
period partially orf'set substantial inecreascs in crude rubber (5453 million),
oilseceds (129 million), and crude petroleur: (.15 million). The values for
imports during the first wuarters of 1946 and 1947 are shoum in the table
on the next page.
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Imvorts for Consumption

January-dMarch
Yalue

Group {millions of dollars) Per gent of Total

1946 1947 1946 1947
Crudc moterials 401 463 37.1 B3.1
Crude foodstuffs 200 288 18.5 20.7
Menufactured foodstuffs 108 . 133 , 10.0 9.5
Seni-snanufactures 19% 280 18,1 20.1
Finished manulfactures 176 231 16.3 16.6
Total 1,081 1,395 100.0 100,0

Although many foreign countries are fuced with & luck of dollar ex-
change, there sre no indications thuat the high level of oxports will chunge, at
least in the imrediste future. In the long run, however, this export level
cznnot be maiptained, for dollars are being cxpended at ¢ dangerously rapid
rate,

According to newspaper reports, the Iuropean Coal Orgcnization has
announced that, because of inadeguate dollar rcsources, certain European coun-
tries zre not expected to purchase the total volune of United States coal cllo-
cated to them for 1947. The Internction«l Imcrgency Food Council made & simi-
lar announcenent as to the inadbility of importing countrics to purchase com=-
plete allotments of neet products this year, Sugar brokers have recently
announced that suger ulloceted by the I.L.#,C, has not been sold, due to in-
creaseC local supplies and lack of dollar ezchange. Curbs on imports of con-
sumer gocds have =lready been cstablished in Colowmbi», Ekcuador, Peru, Bolivis,
Chile, Brezil, Sweden, the United Kingdom, India and China, and Austrelia and
Argentinz are ticitening their iioport controls. Thus, our "favorable" trade
belance is jeopardizing the 1,T.0, meetings in CGeneve snd our stand for un-
restricted world trade,
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Economic Developments in Yugoslavia J. Herbert Furth

The blackout on economic news from Yugoslavia is lifted only on rare
occasions, and even then the observer must reckon with the possibility that
he is being permitted to glance not at reality but at some mirage the sight
of which may confuse rather than enlighten.

Despite Yugoslavia's adherence to the Bretton Woods agreements, the
country has maintained complete silence on its note circulation, banking
operations, prices, wages, and international financial transactions., Taking
advantage of the provisions of the agreements concerning countries occupied
by the Axis powers during the war, Yugoslavia has not yet notified the Inter-
national Monetary Fund of the par value of the dinar., According to a state-
ment issued by the Bank for International 3ettlements, the National Bank of
Yugoslavia has been amalgamated "with the other institutions of the public
sector", but no amplification of this announcement seems to be available,

Public Finance

The Yugoslav legislature has passed the budget for 1947, which on
paper, is completely balanced. Revenucs and expenditures are estimated at
85.9 billion dinars each, of which the budget of the federal union accounts
for 59.6 billion, and the budgets of the member states for the rest. The
federal budget includes 27.3 billion for public enterprises, and 32.3 billion
for the administration proper; of the latter sum, 13,5 billion represents
military expenditures. The budget is 2-1/2 times as largc as that for 1946,
and expeaditures for the administration of the federal union are four times
as high 2s the comparable items of the budget for 1939. Since the purchasing
power of the dinar is no more than one-third of 1939, this increase appears
reasonable. It remains uncertain, however, whether revenues indeed will equal
outlay, since actual figures are not being published. The actual deficit for
1946 has been cstimated at nearly half oﬁ'the budgeted expenditures.

In view of the decline in the purchasing power of the dinar, total
budget revenues and expenditures correspond to about 28.6 billion prewar dinars
or about $515 million at 1939 purchasing power.l/ This is more than half the
country's estimated prewar national income. Since at present national pro-
duction is at best three-fourths of prewar, public expenditures seem to equal
morc than two-thirds of present national income. This proportion illustrates
the almost complete nationalization of the country's economy, from which only
part of the agricultural sector is excepted. It also shows the burden of
military expendituress, which amount to about one-ninth of the cstimated
present national income.

Foreign Trade

Yugoslav foreign trade statistics are still unpublished. A recent
Soviet periodical, howevcr, presents a study on the subject?/and, while not
including any absolute figures, lists several percentage ratios which may be
used in combination with data from other non-Yugoslav sources.

1/ A11 dollar figures in this paper, unless otherwise noted, are expressed in
1939 purchasing power,
2/ Vneshnyaya Torgovlya, December 1946, p, 11.
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According to that periodical, thc volume of foreign tradc in 1945
was srouad onec-seventh to one-cighth of the 1939 level. Since in 1939 Yugo-
slav cxports were 5.5 billion dinars ($29 million at the 1939 Beograd market
rate) and imports 4.8 billion dinars (486 million), exports in 1945 according
to that source were thus cround 750 million dinars of 1939 purchosing power
($13.5 million), and imports around 650 million dinars ($11.7 million). These
figurcs oxclude UNRRA deliverics and probably also private rclicef shipments.
They ore recasonzbly consistent with the U.S., data on trade with Yugoslavia.
Cn the basis of the absolute figures given in U.S. statistics and the pro-
portion of trade with the United States to total Yugoslav forcign tradc as
shown in the Sovict study, total Yugoslav exports in 1945 would be around $14
million and imports around $33 million. Deduction of private relief shipments,
however, which probably accounted for substantially more than half of 211
Yugoslav non-UNRRA imports from the United States, would reduce the import
figure to about $13 million. The results are much less consistent with the
Czechoslovak data on trade with Yugoslavia. On the basis of the absolute
figures given in Czechoslovak statistics (adjusted to 1939 values) and the
preportion of trade with Czechoslovakia to total Yugoslav foreign trade as
shown in the Soviet study, total Yugoslav exports in 1945 would equal around
$24 million and imports around $1€ million. In view of the nature of the
statistics used, these discrepancies are not surprising.

Estimates from a U.S. source are available for the first six months
of 1946, and computations are possible for the first nine months of 1946 on
the basis of zbsolute figures given in U.S. and Czechoslovck stetistics and
proportions shown in the Soviet study. Morcover, the latter states that
Yugoslav forecign trade increased by 60 per cent from the first quarter of 1945
to the first quarter of 1946, and by 45 per cent between Jonuary and June 1946,
and that in the first six months of 1946 exports exccedcd imports (excluding
UNRRA and probably private relief shipments) by 23 per cent.

On thc basis of the U.S. estimates, Yugoslev exports in the first
six months of 1946 were 1,3 billion dinars, or arcund $8 million, and imports
1.05 nillion dinars, or $6.5 million. These figures arc consistent with the
statements in the Soviet study on the increazse in trade between 1945 and 1946,
and on the export surplus in the first half of 1946. They are also reasonably
consistent with the computation based upon the Czechoslovak foreign trade
statistics, which yields an estimate for Yugoslav exports during the first
nine months of 1946 equal to $15 million, and for imports, probebly including
relief shipments, equal to $40 million. The computation based upon the U.S.
foreign trade statistics, however, would yield far higher sums, namely, Yugo-
slav exports during the first nine months of 1946 equal to $70 million, and
imports, including private relief shipments, equal to $99 million, This
trade volume would have been substantially in excess of the prewar level, which
is extresely unlikely. Such a favorable development would have been widely
heralded by the Yugoslav Govermment wherezs actually the Yugoslav Minister for
Foreign Trade, Nikola Petrovitch, in & speech of February 13, 1947, complained
of the fall in exports and imperts. It would represent an eightfold increase
in trade since 1945, and thus be inconsistent with the progress report of the
Soviet study, which is not likely to understate the pace of Yugoslavia's re-
covery. Finally, the present plight of Yugoslaviea, as expressed in the appeal
of the Government for help from the western countries,;/WOuld be utterly in-
comprehensible if the country, in addition to having received in 1946 UNRRA

1/ See this Review, February 11, 1947, p. 11.
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help alone equal to twice its prewar imports, had had exports and commercial
imports exceeding the prewar volume. The solution of the riddle may bc that
the proportion of trade with the United States has been shown at around nne-
fifth of the actual pcrcentage in srder to minimize the importance for Yugo-
slavia of commercial relations with the United States. This cxplanation is
supportcd by the facts that the percentege shown in the Seviet study rcprescnts
a startling dccline in the role of the United States in Yugoslav foreign trade
between 1945 and 1946, and also indicates a proportion of Yugoslav tridec with
the Soviet Union far greater than appears likely on the basis of U.S. cstimates,

The best available estimate thus cppears to be a 1946 volume of
foreign trade higher than in 1945, but still only around one-~fifth cf 1939.
Exports consisted meinly of agricultural commoditics (especiclly fruit and
fruit products), metals and ores, textile fihers and products, and chcemiccls.
Meat products and lumber, two of the most significant items in the country's
prewar exports, werc absent from the list. Imports included fuel (mainly oil
and hard coal), machinery and industrial rew materials, and consumer goods.
The bulk of the last category of imports, however, was furnished through UNRRA.
According to the Soviet study, the Soviet Union accounted for more than half of
Yugoslavia's exports (mainly fruit and metals) and morc than one-fourth of its
imports (mainly oil, probebly from 3cviet-dominsted Rumania, .nd coal, probably
from Soviet-dominazted Pnland). (Czechnslovekia end Italy were listed as the
only other important trade partncrs. If UNRRA shipments are included, however,
the United 3tates becomes by far the most important source of supnlics.,

In 1947, forcign trade may be furthcr stimulated by trade agreements
rceently concluded with other notions in the Soviet sphere of influence,
especially Bulgaria, Czechoslovekia, Finland, Hungery, and Poland. A basic
improvenent in the country's internetional commercial situation, howcver, will
depend upon the resumption of closcr trade rclations with countries »utsicde
the Sovict sphere. The Minister for Foreign Tride, in his speech mentioned
above, exprecssed Yugoslaviats desire for such a development., So far, however,
the Yugoslav Government has donc 1little to tronslate these phrases into actiqn.l/

Five-Year Plan

On April 28, 1947, the Yugoslav legislature approved the Five-Year
Plan sulniitted by the Government. Preliminary and fragmentary information
indicates that the plan proposes to raise the productivity of agriculture to
150 per cent of 1939 by investments of 19.4 billion dinars, the output of in-
dustry to 500 per cent of 1939 by investments of 90 billion, and the production
of electric power to 400 per cent of 1939 by investments of 30 billion. It
also includes investments in transportstion and commerce of 72.5 billion, in
housing and public welfare of 55,7 billion, end in other projects (forestry,
handicraft, and foreign trade) of 10,7 billion. Total outlay thus would be
278.3 billion dinars, equivalent to eround $1.7 billion at 1939 purchasing
power. :

In 1939, agriculture produced an income of eround $360 million. In
order to increase this income by 50 per cent, or $180 million, the plan pro-
poscs investments of $117 million. This part of the program appears to be more
realistiz than the rest. Yugoslav agriculture actually is capable of tremendous

1/ A trade agreement with Frence was signed on May 23, 1947; no details wre
yet availeble.
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improvements, including mechanization in the grain-producing plains, and a -
shift from grains to protective foodstuffs and introduction of modern methods
of cattle breeding and horticulture in other parts .of the country. Any
comments, howcver, as to the amount of the expected rise in output, =nd the
adequacy of the proposed investments, must await more detailed information.

The plan's core is the proposzl to invest & total of $720 million
in industry and electrification. In 1939, manufacturing and mining produced
an output of around $162 million. The plan contemplates an increzse in output
by $646 million. The proposed investment, 2t the rate of around $1,000 per
additioral worker, would give employment opportunities for an additional
. 720,000 industrial workers, as compared to a total of 450,000 industrizl
workers before the war. The yearly output per worker in 1939 was around $360;
if the same output were reached by the new workers, the increase in industrial
production would be around $260 million. In order to reach the output projected
in the rlan, however, productivity per worker (old and new) would have to be
almost doubled, ’

The plan to increase the number of industrial workers by 720,000
within five years, or 144,000 per year, may not be ungttainable; it corresponds
closely to proposals made by non-Yugoslav observers.l/ The contemplated in-
crease in productivity per worker, however, is extremcly improbable. At
present, productivity per worker in Europe is substantially lower than before
the war, due to physical deterioration of the labor force and to the dis-
turbances caused by the war and its aftcrmath. In Yugoslavia, these factors
were supplemented by the extermination of the prewar entrepreneur classes and
of the ethnic minorities (Jews under Nezi occupation, Germans cfter libcretion)
that used to supply the country with a very large part of its managerial talent.
Moreover, the new industrizl workers will have to be recruited mainly from the
excess agricultural population and lack the skill of the prewar labor force,
Under such circumstances, it can hardly be expected that the introduction of
new capitel would raise the productivity per worker within five years from
about 75 per cent to about 195 per cent of prewar. It would probably be more
reelistic to assume in that period at most a gradual increase to the prewar
average.

ﬂ

Investment in transportation and commerce of around $440 million
certainly would substantially improve the country's system of communications,
and expeaditures of around $335 million for housing and public welfare also
should not encounter lack of investment opportunities. It is questionable,
however, whether the country's manpower, after having yielded 144,000 pcople
annually for the increase in ‘industricl labor, would suffice to provide workers
for such projects, which in themselves would contribute little to increasing
national production. The proposed investment of around $64 million in other
fields is sn indefinite as to defy comment.

Even granting the possibility of utilizing new capital of around
$340 million annually for a period of five years, the question remains how
that capital could be obtained. It is hard to envisage a rate of domestic
savings higher than about 8 per cent of the prewar national income, which gave
the grea: mass of the population a bare subsistence minimum, and about 30 per

1/ See Yugoslavia, Economic and Financial Developments (June 1946), p. 34.
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cent of the prospective increases in national income.l/ Assuming that the pre-
war national income of slightly less than $1 billion will be reached again by
the end of 1947, and that the proposed investments result in an annual rise
in the national income by $100 miTlion,E/dmnestic savings could increase from
$€0 million in the first year to %200 million in the fifth year, yielding a
total of $700 million, or 40 per cent of the required capital. The remainder
of about $1 billion at 1939 purchasing power, or about $1,5 billion at 1947
purchasing power, would have to be furnished by foreign grants or credits.3/

The Yugoslav Government can hardly expect to find abroad sources
of funds sufficient for such plans. It would be well-advised, thercfore, to
restrict its projects to the fields of agriculture and of those industries
in which the country has natural advantages;(food'processing, lumber, paper,
artificial fibers, chemicals, non-ferrous metals). Such investments would be
less sp:ctacular than the establistment of heavy irdustrics and the building
of railroads,é/but they would require more modest funds, which the Government
might bc able to procure, especially if it abandons the policy of alienating
those countries that zlone can provide the cavital for the economic devclop-
ment of Yugoslavia.

1/ In view of the totalitarian choracter of the Yugoslav Govermment, these
rates already have been set at twice the proportion prevailing in a compa-
reble free economy; see op. cit., p. 36.

g/ This extremcly. optimistic assumption contemplates an annual increase in
agricultural production by $36 million, conforming to the Goverrment plan,
a rise in industrial output by $52 million, corresponding to an increase
in the industrial labor force by 144,000 workers without any decline in
productivity per worker, and smaller increases in the output of forestry,
hand:craft, and commerce. The total increasc would represent an annual
gross vield of 30 per cent of the ncwly invested capital.

3/ In order to be independent of foreign assistance, the Government would
have to compel the population to save annually 14 per cent of the prewar
national income plus 100 per cent of all increases. Such a policy, how-
ever, would defeat itself by lowering labor morale and efficiency., More-
over, in order to obtain such savings rates, the Govermment probably would
have to cut down urproductive expenditures, espccially for the army and
the political police, and this might endanger the stability of its totali-
taricn regime. Since a large part of the country's postwar rchabilitation

was iinanced by UNRRA help, the domestic gconomy--including the Government--

so for has been burdened but little by problems of raising capital,

é/ It is reported that the well-advertised “youth railroad", built in 1946,
has rnot been able to start operations hecause of construction faults.
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Swiss Forcign Economic Policy A. 0., Hirschman

Gengral Econcmic Conditions

During rccent years the Swiss economy has given a brilliant per-

- formance in economic isolation. Surrounded by countrics whose cconomic life
has becn disrupted by physical destruction and inflation, and almost entirely
cut off from essential foreign supplies in 1944,/45 during the period »f
fighting in Western Europe, Switzerland has succeeded in keeping its econony
both nrospercus and remarkably stable., In spite of various raw matcricl and
labor shortages, industrial procducti~n has increased with respect to prewar,
Swiss incustry has had to satisfy 2 strong demand, both at home and abroad,
and its highly developed mcchanical, electrical, and chemical branches were
able to rcplacc a number of products traditionally supplied by Germany.

The total labor force has been increcsed by 250,000 persons, or by
14 per cent, since 1938, Considerable expansion in industrial capacity has
taken place, mainly since the end of the war. An increase of over one-third
with reepect to prewar in the production of clectric power more than compen-—
sated fcr sharply reduced coal imports. Both imports and exports slightly
exceedec. the 1938 volume in 1946. As no procduction indexes are available,
indexes of industrial employment arc given in the following table t- indicate
industrial progress.

Indexes of Industrial Employment

(1938 = 100)

Incdustries 1945 1946
Construction ' 89 108
Cotton 77 a7
Silk , 115 123
Mctal . 122 137
Watch _ 117 131
Chemical 130 159
Food-processing 104 120

Total enployment 117 129

Scurces Monthly Bullctin of the Swiss National Benk

Crop production, which had been considerably exnanded during the war
at the expense of livestock, rcceded only slightly during thc two nostwar years.
In splte of Switzerland's great wartime cffort, city-dwellers rcmain dependent
on foreign supnlies of bread grains for about three-fourths of their c-n-
sumption. Extension of agricultural production is at present hampered Dy the
shortage of labor which is no longer relicvcd by the wartime compulsory farm
labor service. On the whole, however, the wartimc increasc »f domestic pro-
duction anc the recovery of food imports, which in 1946 fcll short by only
13 per cent of the 1938 volume, rendered possible a satisfactory level of
consumption by the Swiss population. It has been shown thot, with reshect to
rationed products, average prewar consumption was in general lcss than the /
present rations which alone permitted an average daily intake of 1,650 caloriess

1/ Etudes et Conjuncture (Economie Mondiale), February 1947, p. 12, and
Statistical Yearbook, 1945, pp. 372-373.
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Many important food sroducts as well as shoes and clothing are frec from
rationing and can be obtained at prices within the reach of the average
consuner, :

That Switzerland has been enjoying not only & »rosherous but at
the same time a comparatively steble economy appears evident from the
£~11owing tables

Money Supply, Prices, and Weges in Switzerland

Enc Currcncy Commerelal banks' Wholesale Cost of Hourly
of circulation sight dennsits orices living  wages
(Millions of Swiss francs)
1939 2,050 2,573 1062/ 103/ 100/
1944 3,548 3,205 206 152 170
1945 3,835 3,618 199 151 183
1946 4,090 3,926 203 155 201
March 1947 3,932 n.a. 205 155 n.a,

a/ Based on August 1939 = 100.
b/ Based on Januery/August 1939 averaece = 100.
n.&, = not available,

Source: Statistical Yearbook,and ionthly Bulletin of the
Swiss National Bank,

The comparatively moderate exiansion of the money supnly was cdue to
wartime budget deficits and to the monetization of the balance-of-payments
surplus. The rise in prices anc weges was slightly sreater while the cost
of living lagzed behind &s a consequence of an efficient .nd generally
odscrvec system of rationing, dsrice control, and subsicdies. The resulting
increase in real wages explains the sreviously noted improvement in the level
of consumptinn, During the two postwar years, when many wartime controls were
gratually lifted, both wholeszle rices and cost of living remained stable and
only wages continued to rise.

Internationel Economic Position

The reacer of Swiss economic »ublications and of official or semi-
officicl statements on the stete of the Swiss econony could hardly suspect
the existence of such reassuring statisticul series as have Just been renro-—
cuced. These nublications and statements hove been consistently nessimistic
and often clarmist; they have emdhasized the dangers of "over-emdloyment" and
of infletionary explosions. The Swiss internztional economic nosition was
generally desipgnated as the main origin of these cangers.

In vicw of the primary importance thus attached to Swiss inter-
national transactions and of the otherwise ~lentiful statistical information
available, it is beth surprising and unfortunate that no balance-of-payments
cetimates have been published. The only available data, which are summarized
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in the following table, concern merchandise trade, gold movements, and foreign
lending which has taken place through the mechanism of clearing and payments
agreements.

Elements of Swiss Balance of Payments, 1940-46
(In millions of francs)

Payments Receipts
Gold Foreign ‘
Imports purchases®/ credits Total Exports Other?®/ Total

1940 1,854 1,316 ;
1941 2,02, | 1,463 |
1942 2,049} 4,096 1,3008/ 14,236 1,572 ; 7,124 14,236
1943 1,727 1,629 \
1944 .1,186 1,132 !
1945 1,225 941 ‘ 1,473 :
1946 3;423 680 ; 3599/ 6,628 2:676} 2,479 6,628

g/flncreases in holdings of Swiss National Bank and of Treasury plus
estimated domestic sales of gold officially stated to have amounted
to over one billion Swiss francs since 1941, of which 300 million
in 1946; it has been estimated that 150 million out of the one:
billion were sold in 1945,

b/ Residual item.

¢/ Clearing credits accumulated during the war, mainly with Germany
and Italy.

d/ Net foreign lending since V-E Day (see below, p. 19).

This table reveals the great importance of the net invisible receipts
on current and on capital account which must have been accruing to Switzer-
land's credit. With the exception of 1945, its trade balance has beoen passive
and if it has consistcntly accumulated gold and has been able to extend credits
this is due to the tourist trade, to income from foreign investments, to re-
ceipt of remittances (important in wartime because of the inflow of refugees
and the international relief organizetions located in Switzerland), and because
of the constant inflow of refugee capital from surrounding countries.

Foreign Economic.Policy

If no mecasures had been taken by the Swiss monetary authorities, the
average inflationary impact due to the inflow of gold and foreign lending would
have been more than a billion francs a year, a substantial injection for a
country the national income of which was estimated in 1939 at 8.3 billion
francs. In comparison, the budgcet defieit exceeded the billion franc mark
only during 1944 and 1945 and disappeared entirely in 1946. Thus it is true
that the principal and continuing danger to the stability of the Swiss economy
originated in its balance of international payments.l/ The Swiss foreign cco-
nomic pclicy has been dominated by the awarcncss of these dangers and has

1/ It wculd be very important for = correct appraisal of the inflationary
forces at work to know the breakdown of the "Other Receipts" between
current account and czpital cccount receipts.
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expressad itself in a great variety of attacks upon them. It may be con-
veniently analyzed under four main headings: (1) Export policy, (2) Gold
policy, (3) fxchange rate and dollar policy, (4) Foreign lending policy.

(1) Export Policy

(a) Partial Blocking of Export Proceeds. This method was aonplied
in 1944 to half of the dollar proceeds of Swiss watch exports and was extended
in 1945 to all other exports to the United States; it was discontinued on
January 1, 1946. The period for which the proceeds werc blocked was sct at
three years, The exporter was free to obtain an advance from his bank but in
this way monetization took place through the. commercial banks rather than
through the Central Bank and at the same time the exporter's cost was increased
through the discount retained by the banks. Blocked export proceeds amounted
to 463 million francs at the end of 1946.

(b) Direct Quantitative Restriction of Exports. This more effective
mcthod came to the fore mainly in the coursec of 1946 when trade under payments
agreements became unbalanced or when credits granted were being exhausted
faster than had becn contemplated. Quantitative restriction of cxports is in
most cases more than the simple cstablishment of an cxport quota: export
licenses are required for every transaction and their allocation proceeds
through the familiar device of refercnce to base periods.

(2) Gold Policy

(a) Domestic Sale of Gold. As part of its fight against inflation,
the Swiss Govermnment has sold important quantities of gold coins to the public
througk the intermediary of the commerciel benks. On November 1, 1946, the
requircrent that banks must submit the name of the buyer was abolished, and
as a corscquence the Swiss black market in gold coins collapsed. Export of
gold rerained subject to license, but smuggling produced a substantial slump
in black market gold quotations in neighboring countries. Total domestic sales
since 1541 totalled over one billion francs, of which 300 million occurred in
19046 w#lcne.

(b) Sterilization. This policy, familiar from the 'thirties, con-
sists in Trecsury gold purcheses from the Central Bank intended to prevent the
gold inflow from expanding the money supply; to finance its purchases the
Trecasury issues bills, thus offsctting the initial monctization of the gold
by the Central Bank. It should be noted that even if all the bills were sub-
scribed by the public rather than by the banks, complete offsetting in an
economi.cally meaningful sense most likely would not be obtained; for thc re-
duction of spending resulting from the Treasury borrowings is likely to be far
smaller than the increase in spending due to the conversion of the net export
proceeds, rcmittances, etc., into francs.

Large-sccle sterilization of gold took place mainly in 1944 and
1945 when the Federal Government took over from the National Bank all gold
that accrued from non-commercial receipts of dollars. In 1946 the National
Bank cgain converted dollars accruing from authorized non-commercial trans-
actions, but the Government slowly. increased its gold holdings as a consequence
of negoticted gold transfers from Great Britain, Sweden, and other countries.



- 17 - CONFIDENTIAL

Total "sterilized" gold holdings of the Swiss Treasury amounted to 776 million
franes =t the end of 19465 of these 387 million were held in New York, 297
million in London, 63 million in Canada, and 27 million in Berne as 2 result
of a transfer from Sweden.

(c) General Attitude Toward Gold. In general, it has been the
policy of thc Swiss monetary authorities to ask for payment in goods rather
than in gold. A typical example of the Swiss reluctance to accept gold was
given by the agreement with Sweden in October 1946. In this agreement which
wus made necessary through the disturbances which had ariscn as & conscquence
of the revaluvation of the krona, Switzerland finally agreed to accept gold
in excess of 10 million francs per month only'on the bizarre condition that
Sweden sell gold at a reduced price calcul&toﬁ to make that country bear half
the interest cost incurred by the Swiss Treasury through sterilization,

Switzerland's determination not to be helplessly exposed to internal
inflation causcd by an inflow of gold has been largely responsible for its
unwillingness to join the International Monetary Fund, which stipulates, in
the section on scarce currencies, that "The Fund mey, if 1t deems such action
aporopriate to replenish its holdings of any member's currency, ... require
the ?c??cr to scll its currency to the Fund for gold." (Article VII, Scetion
21ii).dl

(3) Exchange Rate and Dollar Policy

When Canada and Sweden appreciated their currcencies in 1946, the
expectation that Switzerland would follow suit was widespread. As a matter
of fact, 1t would have seemed almost more nctural for Switzerland to carry
cut an appreciation than for the other two countrics, since there alrcady
cxisted in Switzerland a "free" dellar market where the Swiss franc was traded
at a considerable premium with respect to its official parity of 4.28 francs
to the dollar. Trading through thc Swiss National Bank at the of ficial rate,
also called the "commercial! rate, is prerequisite for all importing froem the
United States and the benefits of the rate are grented to cxporters as well
as to dollar conversions consequent upon certain specified non-commercial
transactions, su7h as family remittances, tourists! expenditures within
certain limits,2/and investment income for specified yeers.2/ All other owners
of dollars or dollar assets wishing to obtain francs cannot ge to the National
Bark, but have to buy francs at the "finance dollar" rate which has fluctuated
between 3.20 and 3.70 curing the past year. This discount of the finance
dollar, aowever, does not imply an undervaluation of the franc at its official
rate, but reflects the fact that the finence dollers cannot be used for im-
porting zoods from the United States. Could they be so used, the finance
- dollar rate would soon merge into the commercial dollar. '

1/ cf. also Valentin F. Wagner, "Die Schweiz und Bretton Woods'", Aussenwirt-
schaft, becember 1946, p. 154,

2/ The limit for tourists' expenditures was raised in May from $125 to $200
per tourist per week.

3/ 1945, 1946, and current income, according to regulatinns issued by the
Swiss Naticnal Bank in May. This transferability of income from investments
in the United States is probably calculated to lessen the repetriation of
Swiss assets which were unfrozen in November 1946 and which, in accordance
with <he agrecment then rcached, are now slowly being certificd by the
Swiss authorities if exempt from ex-enemy control,
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Thorough discussion of the problem of currency appreciation in the
Swiss cconomic and financial press hes pointed out that the Swiss.frunc is,
if anything, overvalued with respect to the dollar if ¢ prewar year is taken
¢s the base; that the present prosperity of the export industry is probably
transitory; and that the problem of Swiss monetary policy derives to a great
extent from capital movements which it is impractical and unwise to check
through cxchange rate manipulations. The ills for which apprecistion was
proposcd &s a cure actually were more susceptible to treatment by the present
policics: quantitative restrictions on exports, on gold inflow, on converti-
bility of dollars into francs, and on foreign lending. The rccent difficulties
of Sweden and Canada have strengthened the Swiss cuthorities in their determi-
netion to keep the exchange rote stable.

While the limitation on convertibility of dollars into franes makes
the existence of 2 subsidiary market with its own exchange rate unavoidable,
it has recently been the aim of the Swiss monetary authorities to narrow the
differential between the two merkets. The selling of gold bars by the National
Bank to private persens was recently discontinued because it had led, especial-
ly after the cessation of gold sales by the¢ Bank of Mexico, to a considerable
demend from foreign buyers who obteined the required Swiss francs by dumping
finance dollars on the market. The fincnce doller rate rose immediately upon
this decision and hes already been pushed further toward the official rate by
the recently increased allotment nf officially convertible dollars to American
tourists and to Swiss earners of dollar incomes.

, These changes in Swiss monetary policy have beon ascribed to a change
in the directorate of the Swiss National Bank. But they are even more easily
explained by changes in the economic outlook. During recent months, exports
have showm a tendency to level off and imports have continued to increase.
During the first 3-1/2_months of 1947, the gold holdings of the Swiss Bank and
the Federal Treasury have remained steady at 6.2 billion francs. For nnce,
Switzcrland thus seems to share in the economic developments of other European
countries, with the difference that what in other countriecs has beeosme disquict-
ing collar shortages reflects itself in Switzerland in slightly less aversion
toward the cdollar,

(4) Foreign Lending Policy

The amount which Switzerland lent through clecaring advances to Italy
and Germany during the war wes lurgely the result of political expediency.
Eccnomic and, to some extent, humenitarian considerations were prevalent in
the pattcrn of Switzerland's postwar lending., This difference may help to
explain why Switzerland lent Germany and Italy during the war almost four
times @s much «s it has contributed so far to Europecan reconstruction.

The following table shows Switzerland's postwar lending activities:
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Swiss Credits, V-E Day to December 31, 1946
(In millions of Swiss francs)

Increase in

foreign Net

Commit- Utili- Swiss franc utili-

ment zation holdings zation
Belgium . ' 40 27 37 -10
France 300 276 46 230
United Xingdom(sterling arez) 260 174 33 141
Netherlands 5 _38 16 22
Tota12/ 675 515 132 383

Minus: Vet decrease in Swiss credits with clearing

countrics, May 1945/Dec. 1946 24
Net postwar disbursements 359

a/ In addition therc were unutilized credits of 5 million francs
to Norway and of 10 million te Czechoslovakia,

Source: Bundesblatt, Feb. 27, 1947, p. 801; Bulletin of the
: Swiss National Bank.

It may be noted that the terms of trade have moved in Switzerland's
favor. In 1946, cxport prices had risen 2.53 timcs cbove the 1938 level, and
import priccs only 2.34 times. Had Swiss 1946 imports been bought at prices
representing no improvement in the terms of trade, an additional 280 millinn
francs would have become available to other countries--an amount probably
exceeding Swiss net foreign lending during the year.

Again, of course, the explanation for the surprisingly small foreign
lending is in great part Switzerland's preonccupation with "over-employment!
anc domestic inflationary cangers resulting from exvorts not offsct by imports.
Furthermore, an important factor limiting Switzerland's capccity t> lend has
been the redirection of its trade toward rich countries which did not request
any credit. Switzcrland is the »nly country in Europe that has succeeded in
expanding its exports to the United States to the same cxtent as its imports.
Had not 17 per cent of Swiss exports g~nc to the United States in 1946 as
against 7 per cent in 1938, a larger share of production for cxport might have
been ses aside for wartorn European neighbors., Switzerlend's net lending to
its European trading partners has also been hampered by its partly successful
attempts to obtein repayment of prewar anc wartime clearing credits.

Another factor was an internal postwsr investment boom causced by the
housing shortage, deferred maintenance, and the survival of a wartime tax in-
tended o discourage the distribution of eorporation profits. Therefore, it
would have been really quite difficult for Switzerland to lend more sub-
stantially then it did. In 1946, mnst Swiss incustrics hzd orders on hand
for over two yecars and putting large sums of 3wiss francs zt the disposal of
foreign buyers would have merely resulted in bidding up prices and wages of
the export industries, unless Switzerland was preparcd to enforce new and
rigid controls over internal investment, consumption, and the dircction of
foreign trade.
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There is one way, however, through which Switzerland could actively
contribute to the reconstruction of Europe without increasing domestic in-
flationary pressures: by lending to other countries some of its gold and
dollar resources to be used for purchases outside Switzerland. This seemingly
paradoxical variety of the tied loan concept is behind several projects which
have been mentioned recently as being in the discussion stage:

(1) Conversations have been reported between the French and the
Swiss, as a result of which France might obtain on credit the substantial
dollar asscts (estimated at $300 million) which French citizens hold in Swiss
banks, &nd which were also unblocked along with genuine Swiss dollar asscts in
November 1946. A preliminary for such a trznsaction would be an amnesty for
French citizens who e¢vaded the French exchange control, followed by a con-
version of their dollar holdings back into Swiss francs.

(2) It hes been rcported that the Netherlands has been trying to
induce the Swiss to buy first-guality Dutch industrial shares up to 100
million francs against Swiss-owned gold.

(3) Swiss bankers have necgotiated with the Danish Government a loan
of $10 million to be used for revayment of arrears of Danish dollar debt
amortizztion.

(4) Finally, the first project of this kind has become reality
during the past week. It is a lozn of 50 million francs to the Relgian
Telegraph and Telephone System gucranteed by the Belgian Government. It is
understeood that the francs obtaincd are to be converted into dollers in the
finence dollar market for the cventual purchasc of couipment in the United
States. The loan will bcar interest et 4 per cent and is repayable in 12 years.

These ingenious combinations, which could be termed "third-market
loans",l/might, however, very well be preventcd from assuming significant
proportions by the latest cconomic developments. The first signs of buyers'
resistence to Swiss exports are reportcd in the press and the inflow of gold
during 1946 is now said to have been duec primarily to advance cash payments
for Swiss exports and delayed peyments by Swiss buyers for imports from abroad.
Should the postwar trend of "over-employment" and export boom bec reversed, the
lending of gold and dollar reserves for purchascs elscwhere would soon encounter
the opposition of the monetary authorities. On the other hand, the situation
does not seem likely to deteriorate to such an extent that Switzerland will
want to extend credits to bolster its export industries. For these reasons,
there scems but little hope for a substantislly increased contribution by
Switzerland to European reconstruction. The mailn contribution will continue
to be Svitzerland's recle as an important link of world trade, the stability
of its economy, cnd the impressive, if somewhat ungenerous, wisdom with which
it handles its affairs,

1/ This expression was suggested by A. B. Hersey.





