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"his review is intended primzrily for interncl circuleticon, anc
chould in no case be cited or quoted, It consists of personal
¢nd informmal contributions by the zuthors, which in many cases
represent very tentotive wnalyses of the subjects consilered,

CURRENCY REFORM IN AUSTRIA . Je Herbert Furth

The Austrian Govermment's bill putting into effect its long—dis-
cussed plans for currency reforrm was passed by Parliament cpainst the wotes
of the insirnificant Communist minority, and at present is being eactec upon
by the illied Council, If the Council unanimously approves the law, it will
immedictely po into effect, If it is approved by mejority wote, the effec~
tive date will be delayed by one month, In thet case it is possible that
the Govermment will decicde to withdraw the bill, in order to aveid the ex-
treme hazard of such a long period of transition anc also in order not to
incur more disfawvor with the Soviet Union, the only occupation power likely
to oppose approval of the bill,

The bill provides for the exchange of all schilling bank notes at
the rae of 3 to 1, with & provisc that 150 schillin;s ($15) per head will
be exchanced in full and that fammers 2lso will receive full wlue for the
amount of their leral deliveries of fam procuce since June 1947, Further
clauses aim at protecting the value »f wa es and salaries anc other income
in hardship cases, received during the period of transition, Bark deposits
made after November 12, 1947 (the day on which knowledie of Cabinet discussion
of the impendinz currency reform first became known to the public) will, be
treated like currency,

In ceneral, other deposits in Austrian banks will be treated more
favorably than cash, Of those deposits that were made before liberation anc
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therefcre blocked under the first currency reform law of December 1945, 60
per cert will e wiped out (with exceptions in hardship cases) and 40 per
cent exchanged for 2 per cent govermment bonds. Of z1l other privete deposits,
1,000 schillings and 50 per cent of the rest will remain free, and 50 pcr
cent will be blocked, 25 per cent for six months and 25 pcr cent for nine
months, Of all govermment deposits, 50 per cent will remein frec, 25 per cent
will be blocked for one year, and 25 per cent will be wiped out. Deposits of
the occupation powers with Austrian benks will be treated like priwvete de—
posits, If this report is correct, the substantial holdings of the Sovict
Union and the sovietized Austrian enterprises all would be treated like cash
and accordingly reduced by two-thirds since the bulk of these holdings is
not deposited with Austrian banks. This is the reason why strong opposition
from the Soviet Union is to be expected,

On November 15, 1947 the Austrien National Bank showed a note cir-
culation of 6 billion schillings. Under the proposed law, this circulation
would te reduced to about 2,7 billion schillings, assuming no preferred treat-—
ment of allied holdings, In addition, the law would free the Nationzl Bank
of one-fourth of its govermment deposits znd of blocked deposits of 3,4 billion
schillings, and 211 other barks of the bulk of their blocked deposits of ap~
proximately 8,1 billion, At the same time, the Government would be burdened
with a debt of 4.5 billion schillings requiring snnual interest payments of
90 million schillings,

Altogether the reduction of means of payment in circulation (includ-
ing all deposits) may be estimacted as followss

ESTIMA TED EFFECT OF CURRENCY REFORM
(Billicns of schillings)

Amount
Jefore After Amount
Reform December 31, 1937
Note circulation 6.0 2.7/ 0,9
Deposits: Netional Benk - Free 3.0 1,5 0.2
: Blocked 3.4 1.2 -
Other demand deposits Free 4.8 2.5 1,0
: : Blocked 1,9 2.5 -
Savings deposits Free 3.0 1.6 3,0
Blocked 6,2 2,0 —
Total 28,3 14.0 5.1

The -estimated post—-reformm circulation of 2.7 billion schillings in
bank notes, 2,7 billion in Nationazl 3onk deposits, 5,0 billion in other demand
deposits, and 2= billion in savings deposits, meking a total of 14,0 schill-
ings, will be a2bout half of the prescnt zmount of free and blocked mcans of
payments, but almost three times as high as ten years ago. This increase cor-
responds zpproximetely to the rise in the price and wage level, and also to the

1/ Including Scviet holdings under the zssumption thazt these will not receive
preferenticl treatment,
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change in the foreign exchange value ' of the schilling, =zdjusted for the changes
in dellar prices on the world morket, If fLustria's economic activity wecre

up to rrewar lewels, it might be expected that the currency reform might go a
long way towzrd eliminating the discrepancy between effective demand and sup-
ply, wkich creates the threat of inflationary spircls, Unfortunately, hustriats
level cf production probably is not much higher than cne-hzlf cf 1937, =nd
therefore part of the inflaticnary gap will continue as long as there is no
decisive change in procduction. The inflationary pressure will be subston-
tially reduced, however, and it is to be hoped that the stimulus to be given

to the Austrian economy through interim cid and the plenned European Recovery
Program gradually will close the gap.

N The currency refom will not affect U,S, holdings of Austrian cur-
rency to any appreciable amount, Under the new "pay-as-you-goV cgrecment, all
expenditures of the U,S, forces in Austriz ere being pcid for in dollars, and
211 U,S, holdings of schillings pzid for in dollars arc guaranteecd by the
Austrien Govermnment against lesses by dewaluation, including losses incurred
in consequence of currency reform. No other occupaticn power has purchased
appreciable amounts of Austrian currency with foreign exchange, and therefore
the otker powers cannot claim the same protection for their heldings, Never-
theless, the preferred positinn of U.S, holdings is likely to be &n additional
incentive for protest by the Scviet Union ageinst eny reducticn in the value
of its schilling hcards,

The opposition of the Communists to the refom is ostensibly based
upon tke contention that small savers, holding pre-liberation deposits and
cash, arc treated more severely than the wealthicr classes who hold most of
their liquid funds in current cdeposits, In order to counteract this opposi-
tion, the Government has promised a comprehensive capital levy which will com-—
pel the wealthier classes to make apcrifices azs great as those imposed upon
smell savers, Currency reform inevitubly is cccompanied by some hardship and
injustice, A more fundamentsl reason for Communist opposition presumebly is
the prcposed reduction in the holdings of the Soviet Union and its sustricn
enterpriscs, '

If the Soviet Union is determined not to pemit such o reduction, cnd
if the austrizn Govermment in turn is not willing cither to abandon the reform
altogether or to exempt Soviet enterprises from its application, the conflict
may have scrious consequences. The Soviet Union might prevent the reform from
being executed in its zone of occupation and thercby in fact split the austrian
economy in two parts., On the other hand, zn exemption of the Scviet Union from
the refomm would increase its possession of Austrian currency from an estimat-
ed one-sixth to more than one-fourth of the total, The mechanism cof austrian
legisletion, requiring the submission of all statutes to the Allied Council,
already has impaired some of the favoreble effects of the reform, During the
period of transition, the welccity of circulation of money has increcsed and
prices have risen substontially. According to the latest reports, the Govern—
ment has fined the worst offenders azainst price ceiling regulctions and has 5y
put an end to the spending spree that followed the announcement of the reform,—

l/'éee this Review, October 7, 1947, p, 1
g/ In crder to counteract hoarding of postege stemps, the Gowvermment has announc-
ed that existing stamps will become .inwvalid when the refomm goes into effect,

- - .
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Any extension of the peried of uncertainty, however, is bound to cndanger
finoncial stability. The reform can be successful only if the Austrien
Govermment, perhaps by means of & workable compromise with the Soviet Union,
can pus the bill into full effect without further delay.

FRENCH FOREIGN TRADE: CUSTOMS WS. I A, O, Hirschman and

EXCHANGE CONTROL STATISTICS Carnlyn Lichtcnberg

The French Ministry of Finance has recently published a breczkdown
of the ovei7all balance of payments for 1946 by monetary arces end principal
countries, These bilateral balences of payments show in-detail exports and
imports separately for France and for French dependencies, In its first part,
the present article will compare these new data on French foreign trade and
its geographical breakdown with the customs statistics. The second part will
attempt; to readjust French import statistics in-the light of the new informa-
tion yielded by the balance of payments figures,

I. Comparison of Customs and Balance—of-Payments Statistics on Geographical
Breakdown of French Foreign Trade in 1946

The customs statistics in 1946 were, and still are, notcricusly
deficient with respect to imports, primarily as a2 result of veluation of im-
ported products at domestic subsidized prices, but alsc because of the general
laxity of customs authorities with regard to Governmental imports which played
a considerable part in the total, Furthemore, it is suspected that a pertion
of 1946 imports which had been ordered in 1945 was mistakenly converted in the
customs statistics at the exchange rate of 50 rather than 119 to the dollar,
These deficiencies resulted in a consicderable underwiluation of French imports
by the customs statistics which quoted total French imports on a c.i.f. basis
from foreign countries at 181 billion francs against the balance-of-peyments
figure of 236 billion francs for imports net ~f costs for freight, insurance,
cte. 'The foreign exchange outlay for such costs amounted to another 32 billion
francs, '

Obviocusly, even if the customs statistics did not suffer from the
shortcomings noted ebove one still would expect substantial differences between
customs and balance-of-payments data releting to merchandise trode, While
the customs data relate to the physicel flow of goods, the balance—of-payments
data are based on the records of the French Exchange Control Office (Office
des Changes) and relate to actual payments and receipts, Differences between
the two sets of data must therefore be expected, e.p. because of the lap of
payment behind shipment and down payments on orders f>r equipment, LAs will
be seen, Jdifferences cuc to these factors may, howcver, shed some new light
on the conditions ~f internationzl trade and payments,

Table I compares the baelance—of-payments data with the customs data
on imports and exports., The major difficulty in preparing this table consist—
ed in forcing the customs cata into the pattern ,iven by thc availeble country
breakdown of the balance of payments which, aside from spccific countries, con—

1/ Ministere des Finonces: "Salunce des Payements de 1'année 1946 entre la
zonz fronc et les puys étrangers," Paris 1947, 37 pa.es,
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tains the broad categories "dollar area" and "sterling areal, & somewhat ar—
bitrary decision had be made as to:the countries presumably belonging to
each of these arcus.l With respect to isnloted dollar purchuses in certain
countries not normally belonging to the dollar area, allowance was made for
the fact that wheat imported from Russia in 1946 (544,000 metric tons) was-
paid for in dollars at & price believed to be in the vicinity of the c,i.f.
price then prewailing for U, S, wheat;,

L further difficulty considted in the fact that customs data on
imports are on a c.i.f¢ basis whereas the balance—of-payments figures show
for each country the f,o.,b, value of imports and, as & separate item, the
foreipn exchange outlay for freight, insurance, and other costs incident
in merchandise trade, These figures are therefore exclusive of thct part
of freight costs which was paid in francs to French shipping companies mov-
ing imports into France., However, rather than to have recourse to arbitrary
mark-ups in order to convert the balance-of-payments firures to a c,i.f,
btasis, it has been decided to add to ‘the import data the actual bazlance-
of-payments figures on outlay for freight and other costs; it is believed,
indeed, that the resulting understatement of the c,i.f, walue of imports
would not be serious since the French merchant fleet was badly depleted
in 1946 end was lergely engaged in carrying on trade with French overseecs
dependencies,

1/ The customs ficure for the dollar area has been arrived at by adding
the customs data for the following countries:

United States Venezuela
Chile "0ther Americal
Cuba. ' China

Mexico Japan

Peru Germany

plus 2,473 million francs for wheat from Russia (customs figure). The
countries where transactions were presumed to take place in sterling

are:
United Kingdom ~ India
Iraq : Arabia
Egypt Iran
South Lfrica Siam
New Zealand "Other Asia"
australia M0ther africa"

Syrie-Lebanon is part of the franc area for purposes of the exchange
control statistics,

411 customs figures were taken from the Statistique Mensuelle du
Comerce Exterieur de La France, annde 1046, p, L6B-469
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Table I
French Foreign Trade in 1946 according To
Balance of Payments and Customs
Statistics
(In billions of francs)

IMPORTS EXPORTS

Belance Ratio Balance Retio
of (1) of (4):

| Country Customs |{payments | (2)x 100 Customs| payments| (5) x 100

(1) (2) (3) (4) (5) (6)

Total 180.7 267.6 67:5 67:0 53.9 12,1
Dollar Area 89,2 149,2 B 1077 9.4 1I3.T
Canadc. 7.9 14.8 53.2 . R 280,3
Sterling ..rea 37,0 50.8 72.8 10,1 11,7 86,8
Argentina 11.2 11,4 97:6 1.2 8 140,8
Belgium-Luxembourg 10,3 11.8 87,1 20,6 13.6 152.1
Brazil. 1.6 2,0 80,9 8 .6 144..6
Denmark 1.0 2.3 4542 1.1 o8 1332
Netherlands 1.9 2.6 7,0 3.5 2.8 128,5
Italy 2.3 1.0 224.6 6 .6 111,1
Norway 2.0 3.3 5042 1.4 8 178:9
Portugal o8 1.5 51,1 1,0 1.2 81.3
Sweden Lyl 54 82.9 3:3 2.9 114,8
Switzerland 7.1 9,0 7849 9.6 7.5 127.2
Czechoslovekia o7 1,1 64:9 o6 5 116,1
Turkey .6 1 456:7 1 ;003 36000
Other Countries 2.7 1.3 216,.8 1.7 ) 299,7

Imports. The table reveals mainly that the discrepancy between
exchange control data and customs statistics is particularly great with re-
gard to imports from the dollar area. This is in accordance with expecta—
tions because of the dollar area's large coal and wheat shipments eppearing
in custioms statistics at subsidized internal prices, The balance—cof-payments
figures, however, may be inflated with respect ,to the actual merchandise flow
because of down payments on equipment orders.l/ This factor may also be re—
sponsible for part of the particularly large discrepancy betwecn the two
figures in the case of Canada (railroad and other equipment) anc Demmark
(ships}., In the case of Norway, the discrepancy is largely due to the fact
that in the balance~of-payments figures payments to Norwegian ships, amount-
ing to almost half of Norwegian exports, are far in excess nf the actual
freight, outlay for imports from Norway and represent freight due to Norwepian
ships lor carrying French imports from other countriecs,

The balance-of-payments figures are smaller than the customs figures
in the cases of Italy, Turkey, and "Othcr countries". 4 tentative explanation
for Italy will be given below. For Purkey, it appears that the French Treasury
secures payment for interest and amortization on Turkish loans in the fom
of tobacco, -this operation not heing recorded on either side of the balance
of payments. Finzlly, with respect to other c¢ountries, the discrepancy is

4/ hdavance payments tor equipment orders placed by the French Govermment
in the United States are estimated at $30 million or 2,5 billion francs.for
1914,6-
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due mainly to various errors and omissions which must have occurred in defin—
ing the dollar and sterling areas for the purpose of fitting the customs figurcs
into these categories,

Exports., Since payments nomally lag behind shipments one is led
to expect a smaller figure for payments than for shipments in a period of ex—
panding trace such as the year 1946, However, the total discrepancy of 14
billion francs between the bzlance of payments and the customs figures is
by no means equally distributed. Belgium alone accoynts for one~half of the
discrepancy, and Switzerland for another 2 billion,L These large ciffer—
ences are due to a variety of factors: 1In the first place, French customs
statistics traditionally -e¢verstate French exports to Belgium hecause mer—
chandise merely transiting through Belgium and cdestined for overseas (via
Antwerp) is entered as an export to Belgium, Secondly, there has probably
taken place during 1946, in Belgium as in Switzerland, an accunulation of
French goods (wines, etc,) on consigmment for which payment is made only vhen
the ghods are sold to the final consumer, But to & significant extent, the
discrepancy in the case of both countries, and particulerly in Belgium, re—
flects a capital flizht that has taken the form of a delay in repatriating
export proceeds thrrugh chllusion between French expcrters and Pelgian (or
Swiss). importers. This collusion consists in the French exporterts pretend-
ing, wi.th the support of documents from his Belgian customer, that he is
unable to collect his cutstanding credits in Belgium. 4&n investigation of
the French Exchenge Contrel Office curing July 1947 yielded the infomation
that credits »f from two to three billion Belgian francs, 'i,e., frem 5 to
7 billion French francs, were outstanding in this fashion, after French re-
presentations, the Belgian National Barnk made settlement of commercial accounts
on the part of Belgian importers compulsory within the period of 30 days of
the receipt of the merchandise,

4 similar phenomenon of capital flight, but in the opposite direc-
tion, is most likely the explanation for the fact that the customs figure for
French imports from Italy is more than twice as large as the corresponding
balance-of-payments figure, In this case, Italian exporters pronebly have
induced French importers to delay payment through the clearing in view of
the exvectation that the clearing rate for the lira would be lowered in ac-
cordance with other exchange rate developments in Italy cduring 1946,

While one of the major interests of the comparison between customs
end exchange contml statistics lies in the observation of exchange control
vinlations and evasions, it should be noted that-the most obvious fom of
capital. flight via merchandise transactions, i,e,, undervaluation of exports
and over-valuation of imports, escapes detection by this method since it would
affect both exchange contrel and customs statistics,

For the sterling area, the balance-of-payments figures for exports
are higher than the customs figures, This may be explained by French exports
via Belgium to the sterling arca which, as explained abcve, are shown by cus-
toms stetistics as exports to Belgium,

- . e .-

1/ Percentagewise, the highest discrepancy is noted for Turkey, No informa-—
tion is awvailable to aceount for it,
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II, Adjustment of French Import Statistics for 1946

With rcspect to imprrts, the deficiencies of the customs statistics
and the discrepancies between the two sets of impeort figures presented above
are sufficiently scrious to warrant an attempt at reconstructing the French
import statistics in the light of the new information aveilablec,

Teble II presents this attempts In general, the balance-of-payments
data have been given preference ~ver the customs figures except where incdi-
cated in the footnotes, The breakdown of the dollar arcc, the sterling arca,
and the "other countries" into individual countries and groups of countries
we.s carried out by applying the known breskdown of the customs figures for
these areas t» the balance->f-payments figure,

The adjusted data presented in Table II still differ eppreciably
from a record of French imports thet would be ideally correct from the point
of view of traditional methhds of customs waluation, But it is beliewed
that the adjusted date are a better approximation of the actual flow of
French imports during 1946 than the figures hitherto aweilable,
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Table II
Frenui Imports in 1946, Customs Data «ud Adjusted
Estimates Based on Hlance of Payments Data

CUST OIS ADJUSTED
Billions of| Percent of 3illions of| Percent of
COUNTRY ‘ Francs Total Francs Total
Trtal 1807 200,90, 263,8  100.0
United States 65,3 3641 106,08 39.2
Canada 7.9 Lol 14.8 5.6
Latin America (22,5) (12.5) (29:4) 11,1
Argentina, 11,2 6ol 11,4 L3
Brazil 1.6 .9 2.0 .8
Chile 2,1 1.2 3.5 1.3
Cuba .8 A 1,3 .5
Mexico o5 3 .8 3
Peru .6 o3 1,0 o
Venszuela 3.1 1.7 5% 2.0
Rest of Latin America 2,6 1,4 Lo? 1.6
Europs (61,4) (34.0) (83.0) (31,5)
Belgium-Luxembourg 10,3 5.7 11,8 45
Czechoslovakia .7 oL 1.1 A
Dennark 1.0 o6 2.3 )
Germany 111 6.1 12,4 6,9
Italy 2.3 1.3 2.39/ 9
Netherlands 2,0 1.1 2.6 1.0
Norway 2.0 1.1 2,50/ 9
Portugal 8 A 1.5 .6
Russia 2.8 1.5 5.3 2,0
onain o2 ok 1 ¥
Sweden 45 245 5l 2,0
Switzerland 7.1 3.9 9.0 .
Turzey 6 o3 ,62/ 3.%
United Kingdom 13.9 7.7 19.1 72
Othar Eastern Europe 1,7 .9 8 .3
Other ERP Europe A R o2 A1
Asia (6:.7) (3.7) (2.5) (3.6)
Aravia 6 3 B 3
China WA 2 b o2
India 1.9 1.1 2.7 1.0
Iran 1,0 .6 1.4 .5
Il"aq 1.7 o9 203 e
Japan o2 .1 o4 )
Rest of Asia <9 5 1,3 5
Africa (6.9) (3.2) (9:5) (3'6)
Ecypt 2.2 1.2 3.0 1.1
Union of 3ouch Africa 2.5 1,4 3.5 1.3
Rest of Africa 242 1,2 3.0 1.1
Australia 2,7 4.8 12,0 4.5
New Zealand 1.3 o7 1,8 o7
Unallocated Freight Chargesé/ - - '8 o3

‘&7 s exolained in text (p.7 ) customs figure chosen as more reliable,
57 Balance of nayments figure but freight added only to extent of 10 per cent of
imnorts, Remaining fréight payments to Lorway abpear at end of table as un—

c ﬁ%igﬁ%f§§n£59%§h%e§¥?f%?i;) customs figure used,

i#/ggg “Eﬁgnfigurg;ggggced by 2,5 billion francs (see frotnote 1/on o, 6 )
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GENEV: DRAFT OF THE I.T.O, CHARTER: EXCH.NGE Florence Jaffy and

CONTROLS . ND QU.NTIT.TIVE RESTRICTIONS > Frank M., Temagna

The now draft charter of the International Trade Organization, pre-
pered &t Geneva this summer, and which will be presented to the Havana Con—
ference which opened on November 21, does not basically change the substance
of the provisions on quantitatiwe trade restrictions, exchange controls, and
relations with the Intermational lionetary Fund, Certain changes in form and
emphesis appear, chiefly in regzard to consultaetion with the Fund, and in re-
gard to the rule of non-discrimination, '

Consultation with the Internati~nal Monetary Fund

The earlier New York draft of the I,T.,0, charter provided, in the
paragrephs dealing with specific cascs of quantitative restrictions, that
the International ionctery Fund was to be'consulted, or was to join in dis—
cussions between the member and the I,T,0., in various specified circumstances,
The present version removes all refcrence to consultation with the Fund to a
separate /rticle, wherein it is provided that the Fund shzll be consulted in
regard to all "problems concerning monetary reserves, balance of payments or
forelgn exchange arrangements®, The Article further provides thet in regard
to these matters, the I.T.0, shall Maccept all findings of statisticzl and
other rfacts" presented by the Fund, including the Fund's judgment as to the
state of a member! s monetary reserves, and also determmination by the Fund
as to whether a member's action is in accordance with the Fund ..greement,

The effect »f this change is to make more flexible the requirement
for consultatinn with the Fund: while eonsultation is rendered less certain
in any piven case, it is mede possible in borderline cascs which might not
have come under specific provisions, 4t the same time, the matters on which
the Fund's decision is to be accepted as final arc specificd more clearly,

The impertance which consultation will assume, in the absence of
any power civen the Fund in its ..rticles ~f ..greement, will depend on the
finzl Zrrmulation »f the I,T.0, Charter, and on the 1,T.0, attitude towerd
the Fund, The latter in turn will depend in part on-the representative and
voting strength given various countries in the 1I,T7.0,, a matter which has
not yet been settled, However, the I, 1,0, is required by the Draft Churter
to seek a formal agreement with the Fund, and such an agrecmcnt will <-ubt-
less further define the scope of consultation, It should be noted thot the
I.T.0, is bound by its churter as at present fomulated, to certain zction
dependent upon previnus Fund decisions, while the .rticles of Ligreemont co
not contain any corresponding onhligations on the part of the Funcd, If mean-
ingful cooperation hetween the two agencies is t» become a fact, it will be
necessary for the proposed agreement to set forth the powers and responsibili-
ties of the Fund as well as the I.T.O,

Exceptions to the Rule of Non—discrimination

While both the New York and the Geneva drafts emphasize the princi-
ple of non—discrimination as between countries in the administration of gquan-
titative restrictions, there has been some rewriting of the section dealing
with pemitted departures from this rule, The carlier draft listed a number
of cases where discriminztion was allowable - for example, as cmong countries
having & common quota in the Fund; or to assist war—disrupted cconomies until
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December 1951; or to ensure thet an exporting country is paid for its exports
in its »wn currency or in thot of a specified third country; ancd in several
other cases., The new version places special emphasis on the recognition that
in conditions of W"substantial and widespread disequilibrium® discrimination
may make it possible for a country to increase its imports without “unduly
depleting its monetary reserves", Consequently, when such a disequilibriwm
prevails, members are pemitted to .ive special discriminatcry prefercnees

in order to obtain more imperts than they cruld otherwise afferd, (4 some-
what similar provision appecared in the New Yrrk draft, "wut with far less
emphasis and cdetail)., This discrimination is permitted, however, only un’er
certain specified conditions: The prices paid to the preferred country shculd
not be "substentially higher" than thnse obtainable clsewhere and should he
progressively reduced; the preference is not to be part »f an arrangement
whereby the member!s current earnings of convertible currency from cther mem-—
bers arc appreciably reduced; and the action is not to "cause unnecessary
damage to the commercial or economic interests of any other member",

IMiscellanenus Changes

The new'draft contains expanded emphasis »n consultotion with, and
review by the I,T,0, It removes reference to "commercizl consicderations" as
a basis for non-discriminatory allocation of import quotas., It adds the stip-
ulation that members, in removing maladjustments in their balance of payments
which may be causing difficulties to other members, shall pay due regard to
the desirability of using methods that expand, rather than contract interna-
tional trade, '

The I,T.0., in the Geneva Charter, undertakes the new obhligation of
reporting to the Fund any cases of exchange control which it believes incon-—
sistent, with its own regulations regarding quantitative restrictions,

Finally,l/by a new footnote, the Genewa draft azlters, -r at least
expands the meaning of the clause which requires that "members shall not seek
by exchenge action to frustrate the intent" of the Cherter, and “shall not
seek by trade action to frustrate the purposes of the International “onetary
Fundv, ..s the word "frustrate" is now interpreted, by means of a frotnote,
it is made clear thet, if a member viclates the letter of any article of the
Charter, but dres noct depart-appreciably from its intent, that mcember is not
to be considered an offender,

Conclusion

The Geneva session has not made any great changes in the Draft

Charter of the 1,T,0, in regard to quantitotive restrictions anc exchange
control, and has not altered the general position vis-a-vis these problems,
The new warsion of the Draft Charter seems to guarantee further the right
~f members to tazke protective measures in ceses »f need, but appropriately
to hedge such guarzntees with specific conditions and-general czutions «nd
to subject them to the requirement of I,T,0, approval, 'The new provisions
for conperction with the Fund are difficult to appraise, If the I,T,0, der
sires o consult the Fund on o variety »f matters, the new arrongement seems

1/ There are further small changes not mentioned here, The general tenor of
whi.ch is cowvered in the concluding section o»f this note,
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to ~ffer o broader legel basis than the old, "If the I.T,0, ches not wish to

do so, the new previsions may offer loopholes, It would seem rother difficult,
however, to show any case in which quantitative restrictions ond diseriminction
o not invelve “monetary reserves, bolance of payments cr foreign exchange
arrangementst,  The new Draft Charter, in effect, defers the cdefinition of

the relotions between the I.T,0, z2nd the Fund t» the prospective agreemcnt
between the twh organizations,

THE ACCELERATING CHINESE INFLA TION arthur B, Hersey

On Tuesday, Nowvember 25, the black market walue of a U.S, dollor
nrte in Shonghei was about $130,000 in Chinese national currency and the price
for telegreohic tronsfers was one nr two per cent higher.l/ (In 1937 CN$3,35
would buy one imerican dollar.) The black market is used for inward remit-
tences nr transfers of undeclared expcrt procecds and foror sutwezrd flight of
capital or purchase of illegezl imports but the retes have a considerable in-
fluenece upon commodity markets, The merket is linked by clancestine radios
to that ~f Honong, where n> real attempt has been made to suppress dealings
in U,S, currency. The November 25 rates were thrce times the rates ruling
curing an earlier pericd of comparative stability from July to mid-September,
and zbout 60 per cent ehove the October awverage. Hilitary setbacks, an influx
of flizht capital from North China, and diszppointment over the scale of aid
which “he Chinesec Goverrnment can apparently count on from the United States
all have been glven as reasons for the violence of the September-November
depreciation,

The latest attempt to stimulate exports and encourcge inward re—
mittances through official channels—by a moveable "officinl open market"
exchange rate applied to all transactinns. but imports of a few essentialsZ/
—is apparently prmving less successful than had been hoped, The Central
Bank's Zxchancge Equalization Fund Committee (operating in consultation with
Chinese and foreign commercizl banks) rightly fears that every advence in the
official open markct rate will stimulate more depreciation in the illegul ex-
change market as well as in commodity markets, On the other h.nd, the emergence
of a wide gap between the official rate and the black market rate diverts vir-
tually all remittonces away from official chagg 1s and recuces the profitabil-
ity ~f exporting any ¢onds the domestle prices/which are sympathetically af-

l/ There have been fluctuations aove and below this level since November 25,
The appointment of President Chiong's son to supervise enforcement of anti-
inflation measures in Shanghai, announced on December 1, was followed by
an appreciation of the black market rate from CN$l40,000 to CN$125,000 ac-
cording to press reports,

g/ Imports of cotton, wheat, rice, cnal an¢ fertilizer can still be peid for
at the fixed officizl rete of $12,000 to $1 established in February 1947.
Prevviously this rate had been fixed at 43,350 (from iugust 1946) and $2,020
(from liarch 1946),
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fected by the illegcl exchange rate.l/‘The ~fficial open market rate was grad-
ually raised from CNy3¢,500 (late ..uzust anc early September) to CN:$73,000 on
November 25, This left a gap of 80 per cent to the black market rate of
CN%130,000, 2 gap about as wice as had ever existed between the old fixed
cfficicl rates and black market rates before May—-.usust 1947,

’ Chinese nct short-tem assets in the United States, were under U.S.
$170 million at the end of September,&/ and are continuously ceclining al-
though imports are being licensed more and more restrictively, China's cx-
ports in 1946 and 1947 have heen only about one-third the prewar volume.

Underlying all these developments is the continuous inflation of the
Chinese currency, This in turn is a function of (1) military requirements,
(2) the grave shortage of revenue, and (3) intemittent sharp price riscs, The
cycle ~f menetary and price inflation gains momentum as it proceeds. Under
present concditions, however, it is impossible for the Government to avoid
continuous borrowing from the Central Bank, .. major part »f the G vernment!'s
tax revenue is derived from excise texes an” customs cuties, ulthough total
revenues are substantially larger, in real temms, than curing the war, expen—
ditures arc also larger end tax receipts still cover »nly a smell part of
total requircments, The effcetivencss of taxation is limited by inefficiency
in administration (to some extent unawnidable) and by lags in collection
which tend to reduce the real value of taxes as prices rise. On the expendi-
ture side, there have hegen widespread reports of graft and inefficient ad-
ministrative controls.?/ ;lthourh a part of the Govermment's expenditures
can be covered by direct use or net sales of its foreign exchange resources
(and in 1946 funds were realigzed from sales of gold in the comestic market), -
a major part of totel expenditures has to be met by the printing of new money.,
With large amounts of new money continuzlly being used to'bid eway goods and
services for the military, price advances are inevitable, The economy has
become thoroughly habituated to prices rising, (irregularly, perhaps, but
with a continucus trend,*}
) Two features of the inflation in 1947 are especially interesting
and signifiCéfy. These are shown by the figures in the table., One is an
acceleration 2/of the general upward trend (columns 2 to 4), The other is
& greatsr rise in black market currency rates and the price of gold than in

}/ The linkage of export prices with the black market cdollar rate is not
evident in the official Shanghai price index for tung oil, hides, and
bristles, but has been mentioned frequently in merket reports from
Shanzhai, The official price index for metals—covering- copper and iron,
neither ~f which are exported—has in fact shown the closest parallelism
of all groups with the black market exchange rate,

g/ Official and private shrrt—tem assets (the latter chiefly banking funds),
less short-temn liabilities, No figurcs hove been published on heldings of
gold, sterling exchonge, or silver, Much of “the gold wequired with U.S.
wartine financial aid has been sold,

3/ For example, disbursing officers obtaining funds in advance of actual re-
quirecments may make a quick profit in the interim by speculation on their
own account,

é/ It is significant that black market interest rates are of the order of 10-15
per cent per month in periods of comparative "stability% and 20 per cent
per month in periods of rapidly acdvancing prices., ’ -

5/ Macceleration" is measured in temms of ratios of deprectition,. For cxample,
an index which rose from 100 to 200 in one period would he saic to show an
accelerated rise only if it went beyond 400 in the next period,
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. . 1 . .
commodity prices.~ Both of these developments are new symptoms of a «rowing
lack of confidence in the National Government's power to deal with its
politico-military and economic problems,

Number of Times by Which Index Incressed
Index as of...-  Apr "46 Oct 746 Bpy T&7 £OT '8
Oct., '47 - to.0ct '46 to Apy '47 to Oct 47  to Oct '47
{1svy '37. = GNE) _(1/2 year) (1/2 yeusr) (1/2 yesr) (L yosrs)

Official US$ ratei/ +.16,400

1.7 X 3.6 x 4.5 = 27

Black Market US$ rate .24.000 2.0 3.5 5.3 37
" " gold price 37,000 1.4 3.2 6.1 28
Wholesale price indexes

Chungking 28,000 1.2 2.4 5.7 16

Shanghsi:

Foods 57,000 2.1 2.5 4,1 22

Agr. Export prod. Y 33,000 1.7 3.4 3.9 22

Metals 95,000 2.0 4.9 4,9 48

Fue..s 156,000 1.3 3,0 5.2 20

Genoral index? 60,500 2.1 2.7 1.2 23

Canton 46,000 n.a. n.d. 3.7 n.a,

Nose: Wholesele price indexes used are monthly averages except Oct. 1947
for which daily indexes of Oct. 11 are used. Black market dollar and gold
rates are monthly averages of Thursday or Friday rates.

Fyem Aug. 18, 1947, "official opszn market" rate,

b/ Three commodities only: +tung oil, hides, bristles.

¢/ Includes =lso building materials (rise similar to food) and textiles
(present level like foods as compared with prewar, but pattern of recent in-
creases resembles that for fusls).

il

This acceleration of the Chinese inflation will force the Govern-
ment to put money into circulation in larger denominstionsg than i4 has hitherto
used. After long hewitation CN$S5,000 and CN$LO,000 notes?/ were first intro-
duced in Jonuary 1947. Fears thau such official recognition of the extent to
which the inflation had already gone would bring on new zmd more rapid price
rises wire confirmed by the violent movement im the first half of February.
Since commodity prices in Octcber were 10 times os high as at the beginning
of 1947, and are now much higher, the emission of CN$50,000 and CN$1LCC:, 000
notes is overdue, Rumors that CN$50,000 notes would scon be introduced neve
been heard in recent weeks,

Excessive delay in shifting to larger denominations, either for
lack of preparation or as a matter of financial policy, will croate serious
problems in the transportation of money. Delay in cupplying an adequate guan-
tity of notes to military disbursing officers may have direct military conse-
quences, and it may react n1ls0 on the ecomomic situstion in port cities., In

i/ Figures for the note issuc are not published but it is generally believad
that the rate of increase has been comparable with the trend of rise in com-
modity prices.

2/ Thess were actually denominated as 250 and 500 Customs Gold Units,respective-
ly. The Customs Gold Unit is an obsolete accounting unit, now taken 235 equiv-
alent to CN$R0.
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November there werec reports that a stringency of cash at inland collection
points was hampering the trading and transportation of food and export commodi-
ties which would otherwise be moving to Shanghai snd other port cities. If,

in order to avoid such problems as these the Government should ever find it
necessary to hastily print inferior currency (poor plates, lack of serial num-
bers, ctc.) or to overprint lower denomination stocks on hand, the unfavorable
effects of putting luarger denominations into circulation probably would be
magnified.

There is little prospect of any slowing down of the rate of infla-
tion. The inventory position for meny raw materials in Shunghai appears to be
tighter now than a2 year age, but the Gevermment's import contrels, as hos been
mentioned, are increasingly rgstrictive. Difficulties are being encountered
in meintzining en adgyuate fldw of coal from North China mines to Shanghni.
Factors such as these will keep the speculative markets in ferment. There is
ne proepect of military cutlays tapering off nor, therefore, is there ony like-
lihood of an approich to a balanced bucget. The underlying causes of inflation
remein the same,

A new danger is disruption of Shanghei industry through lack of
materiels, should the Government find it necessary to cut down still further
on impcrts as its deollar reserves approach cxhaustion, This additional impetus
to accelerated inflation may, however, be obwiatéd by a credit from the United
States of the magnitude tentatively suggested by Secretary Marshall on November
12. But it is questionable whethor such economic assistance s this can restore
a degree of confidence in the Chinese currency sufficient to bring any slowing
dewn of the rates of inflation,

ARGENTINE POLICIES ON INTERNATIONAL CAPITAL MOVEMENTS David L. Grove and
Harry A. Gillis

During the war years, Argentina was preoccupied with the inflation-
ary effects of the large inflow of foreign capital which the country was ex-
periencing. This concern 1lsd to the adoption of measures in 1943 to restrict
the entry of foreign funds except for purposes of investment in industry or
agriculture. By mid-1947, however, Argentina hid become much meore concerned
about its dwindling international reserves than about the inflationary impact
of incoming exchange. As a consequence, a new policy has been adopted which
removes most restrictions on capital entry and endeavors to attract foreign
funds by holding out certain guarantees with respect to the remittonce of pro-
fits earned on fereign capital invested in Argentina,

Capital Inflow During the War

The chief impact of the war on the Argentine economy was to produce
a highly favcerable bualance of payments for ,u country which had hereto been
plaguec by exchange shortages, From 1940 te 1943, exports increased by 42
rer cent while imports dropped by 37 per cent. The inflationary impact of the
menetiznation of balance of trade surpluses in this period was intensifizd by

1/ In 1940, Argentine exports exceeded imports by about 13 per cent.
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a large-scale capitel inflow, much of which represented European capital seeking
refuge from the war.

The Argentine Government and the Centresl Bank adopted a number of
anti-inflationary measures designed to moderate the domestic effects of the
balance of payments situation., In the field of fiscal policy, income tax rates
were raised, new levies were placed on excess profits and on sales of luxuries,
budgetary expenditures were lowered and such expenditures as werc not covered by
ordinzry budget revenues were financed primarily by seles of bonds to the public
rather than by resorting to bank credit. Price contrel was adopted to the extent
c¢f placing ceilings on the prices of key commodities., By moral suasion, the
Central Bank prevailed on the commercial banks to reduce the veolume of new loans
and to build up their cash reserves. The publie, for its part, retired a portion
of its indebtedness and accumulated l-rge idle balances, That the combin~tion
of these measures was fairly effective is demonstrated by the fact that the cost
of living rose only slightly.

All of the measures described up to this point refer to attempts to
cushion the effect on the domestic economy of the rapid growth in the Centr=zl
Bank's internationzl reserves, rather than to check the growth. It would have
been inconceivable to the Argentine authorities to combat inflation by cutting
the volume of their principal exports. The Argentine econumy has =2lways been
geared to the expurtation of agricultural products and the shift of factors of
production from agriculture to other activities would have been 2 slow snd pain-
ful process, Moreover, the inflated value of exports during this period, coupled
with the non-availability of imports, was primarily responsible for the accumu-
lation of large fereign exchange reserves which, it was hoped, would make poss-. .-
ible substantisl fulfillment of Argentina's cherished dresm of industrializa-
tion and financial independence.

There was cne element in the Argentine bolance of payments, however,
which the authorities felt could and should be controlled; namely, the lerge
amount of refugee capital which was pouring into the country. Argentina welcomed
such capital whenever it was directed toward investment in industry or agricul-
ture, but viewed with some alarm the inward streom of funds seeking investment
in securities or real estate. There was concern thaot such funds were merely
seeking a temporary resting place and would dep'rt once the war was over, In
the meantime, they would not have contributcd to Argentine capital form-tion
but would have served merely to inflate the price of securities and real estate,
thereby blowing up a bubble which would burst as soon as the canital prepared
to depzrt., :

Introduction.of Capital .Import Controls

On April 12, 1943, & gdscree was issued the purpose of which was
declared to be to establish a system of contrel to check the inflow of "specu-
lative" capital while at the same time facilitating the entrance of foreign
capitel seeking permnnent investment in industry end zsgriculture. Thke Central
Bank was given the responsibility for administering the system and for giving
substance to the general principles set forth in the abouve-mentioned decree,
This substance was provided by the Bank's circular No. 333 of May 12, 1943,
entitled "Regulations Covering Movements of Funds Abrcad and Operations for
the Account of Perscns Dumiciled or Resident Abroad”.

The circular provided thit 211 inward remittances of funds from
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abroad involving amounts greater than one thousand pesos (approximately US$250)
would thenceforth require prior approval, which could be obtained only upon
submission of a sworn declaration describing in detail the purposes for which
the funds were to be employed. In all cases where remittances did not rep-
resent capital transfers, any institution officially licensed to deal in
foreign exchange might grant the necessary authorization. Only the Central
Bank, however, might grant authorization in instm ces involving capital
transfers, Thus, the entry of all foreign capital was subjccted to the scru-
tiny o the Central Bank which permitted such entry only upon demonstration
that there would be a contribution to real cepital formation and that the
funds would not be used for purely speculative purposes,

The new regulations were followed by a marked reduction in the
inward flow of foreign capital. For the period January through April of
1943, prior to the adoption of restrictions, capital imports had amounted to
73 million pesos (equivelent to an annual rate of 219 million). From lizy to
Deccmber, after the introduction of controls, ‘only 80 million pesos entecred
(cquivelent to an annual ratc of 120 million). During the following year,
1944, capital imports were comparatively small,emounting to only & million
pesos. ‘

. It is difficult to judge the cxtent to which this rcduction can

be attributed to the mcasures adopted. For one thing, the difficulties of
transferring capitel from Europe had alrcady becomz aelmost insurmountable

by the carly part of 1943 and consequently, even without Argentine restrictions
on cntry, the volume of inward remittances would undoubtedly have declined
sharply. What is likely is that the controls did not rcducc the volume of v
copital imports significently but rather had some cffect on the character of
the investment of funds entering the country,

If the capital accounts arc tcken in their entirety, it is ob-
scrved that from 1943 onward Argentina passed from o situ.tion of lorge nct
capital imports to onec of moderate nét capital cxports.l The trznsition
camc at the end of the first four months of 1943, zlthough for that year &8s a
whole there was & small nct inflow of cipital. The rcverssl of = net inwerd
movemernt of capital to = net outward movement was due only in part to the
decline in incoming remittances; an acceleration of capitel exports occurred
between April and December of 1943 =nd ulthough capital exports declined
somewhzt in 1945, they nevcrtheless remained ot o high level, During this
periocd, Argentins placed few obstucles in the path of capital exports, funds
for which could be purchased in the frec exchange market without limit,

Despite the deficit on capitsl aceount in 1944 and 1945,
Argentina's international reserves continued to incrcase as 2 result of o
tremendous export surplus.

Postwar Developments and Restrictions on Capital Outflows

Since the close of World War II, Argentina has embarked upon a
broad economic program which has placed a severe strain on its international
reserves, The proposed purchase of the British rai lways and the importation
of machinery and materials needed for the industrizl ization program of the
Five-Year Plan will draw heavily upon Argentina's foreign financial resources,
In order to check outflows of exchange not considered essential to the ful-
fillment of the official economic program, importation of an increasing
number of items has been suspended or subjsocted to limited guotas,

1/ For the years 1940 to 1943, inclusive, Argentina tmd net capital imports
of 79, 325, 235 and 29 million pcsos, respectively, and for the ycars
1944 and 1945 had net capitel cxports of 43 and 112 million pPESo0Ss.,
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In order to expand the receipt of foreign exchange, a government-owned trade
monopoly called the Instituto Argentino de Promocion del Intercambio was
established in the latter part of 1946, This action was followed in July 1947
by a revocation of all previous regulations restricting the free entry of
foreign capital and by the promulgation of limitations on the export of
capital, both Argentine and foreign. The new policy with respect to capital
movements is contained in the Central Bank Circular No. 788 of July 8, 1947.
The Circular provides that capital may freely enter Argentina, the only -
requisi.te being a sworn declaration of entrancc on the appropriate fomms.

In cascs where the incoming capital is to be invested, the sworn declaration
must include a statement of the country of residence of the investor, the
proposcd type of investment and its duration, On the basis of this informa-
tion, the Central Bank will issuec a "Certificate of Origin of Capital™ which
will ensure the remittance of earnings and prinecipal according to an estab-
lished schedule, Despite the general removal of restrictions on incoming capi-
tal, the entry of capitel from countrics with which Argentina has cleering
agreements (Belgium, France, Spain and Switzerland) and of capital to be
invested for & period of more than six yesrs still requires prior authoriza-
tion by the Central Bank,

The remittance of service payments on foreign capital will be
pemitted in accordance with the schedule presented below,

: Interest or Dividend
Nature of Investment Duration not Excceding: &
(per cent per annum)

Short-term
Various Investmcnts Up to 12 months 5
Medium-tem 12/
Fixed investments in Up to 2 years 7
industry or agri- “won 3 8
cultaire LI AR 9
now o5 n 10
noa g n 12
Long—-tzrm Ovwer 6 years Subject to contractual
egreement with Central

Bank ¢/

g/ Profits exceeding these. percentages are considcred as Argentine capital and
their remittance abroad is subject to the same requirements as cre remit-
tances of Argentine capital, :

I_J_/ Application for reinvestment of mcdium=term capital may be made before the
original specified duration of the investment hes expired, provided that
at least two years hecve clapsed,

9/ Such contracts must contain a clause permitting participation of Argentine
capital,

It will be observed that the longer the period of inwestment, the
higher the rate of profit which may be remitted., Although the rate pattern
for long-term investments has not “een announced, and will probably vary from
case to case, thc prcsumption is that it will be at lecst zs large as that of
six-ycar investments (i.e., 12 per cent). This would bec in kceping with Argentimte
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policy of encouraging foreign capital to invest in long-run undertakings,
rather than seek uick profits and then depart.

Upen the termination of the specified period of investment, the
exact cmount of foreign canital registered upon entry may be transferred abroad.
The trensfer of capital gains or accumulated profits will not enjoy the guaran-
tee provided under the schedule presented gbove. Such bclences may, of course,
be retsined by the vwner but will be tresmted as "Argentine" capital. The remit-
tance of fureign capital already invested in Argentina prior to the issuing of
Circular 788 may be effected only upon proof by the owner thet the investment
is really foreign and not domestic.

Exports of "Argentine" capital may be made only on the authorization
of the Central Bank, after recommendetion by the Mixed Capital Imstitute for
Securities Investment (Instituto Mixto de Inversiones Mobilarios) that such
transfer would be in the mational interest, and especiclly in the interest of
the dcnestic securities market.

Conclusions

Insufficient time has elapsed tu permit any evaluation of the
effects of the recent regulations governing Argentine capital movements. Never-
theless, the purpuses of the regulations oppear quite clear. First, through
the ofer of specific guarantees on the remittance of principal and earnings,
an attempt is being made to encourage the entry of foreign carital, particuler-
1y for invegtment in long-term projects. Secondly, an effort is being made to
prevent "exploitation" by foreign capital through the setting of ceilings on
the amount of profit which may be transferred abrouad. Thirdly, pressure will
be placed on fereign investors to permit Argentine participation in all long-
term projects,

The new measures may possibly attract some foreign capital for long-
term iavestment because the puaranteed rate of remittance of profits on such
investments will probably not be less than 12 per cent which, in conjunction
with giarantees on the remittance of Hrincipal, should normally be gquite satis-
factory to most investors. The gunranteed rates for transfer of earnings on
short and medium-term investments, on the other hand, may not be ccnsicdered
sufficiently high t-» attract pctential investors, despite the assurance of
being able to trensfer the principal at the end of the specified period.

The position of foreipgn-owned banks and firms already established
in Argentina is likely to be rather uncomfortable as a result of the new
measures. First of all, they must go through the administrative difficulties
of effectively proving their foreign stetus. Secondly, their bargaining power
in the negotiation of contracts with the Central Bank will be impaired by the
fact th-t their funds are clready in the country. Foreign-owned importing
and exporting firms will be particularly hard hit, judging by one of the
statements in a Central Bank press release which declared that the net profits
from all foreign trade transactions, regardless of the urigin of the cupital
of the firm engoged in the operation, would be ounsidered as earnings on
Argentine capital 2nd their transfer abroad would be governed accordingly.

Existing foreign cwners of shorte znd medium-term investments
are eshecially likely to discover thot the new rates applicable to the remit-



- 20 - CONFIDENTIAL

tance ¢f profits on their investments are less thun what they hove habitually
earned and transferred abroad in the past.

The new policy may well force an accumulation in Argentina of
substartial sums of foreign-owned prcfits. The dissatisfaction of maay of
the existing foreign investers in Argentina and the increasing encrocchment
of the Government upon private enterprise, particularly throu.h the Trade
Promotion Institute may well discourage new foreign investment to an extent
which connot be offset substantially by the limited guarantees recently estab-
lished.






