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Editor's Note

This is the ﬁrst number of a bl—weelfly periodical to ‘e
issued by the International Section. It will commertt upon current
events end econamic and financial developments in foreign countries
and in the United States which are significant in internationzl
affairs, 'Short varégraphs will set current everts in prooer per-—
spective, and articles will analyze génerdl situations and develop-
ments, Comorehensive coverage' of countries will not be attempted.
To permit greater freedom of expression and the use of confidential
data, circulaticn will be restricted. - Material’ appearing in the
REVIEY is not to be reproduced or quoted for publication.

The French Liberation Loan

The 3 per cent perpetual L‘Lbcratlon Loan launched by the
French Provisional Govermment ézrly in November as a first instal-
ment of a broader finaneial plan, and as a partisl substitute for
the drestic plans previously fomulated in Algiers, was obviously
2 half-hearted measure, destined to leave the French monstary and
fiseal picture much as it wes before. This first impression has
been confirmed by the outcome of the operation.

Subscriptions were closed on December 20, and the proceeds
reached avout 160 billion frencs, of which, according to official
_statements, 47 per tent came from cash holdings, 32 per cent from
‘bank deposits, and the rest through the consolidation of Treasury
pills. The outstanding note issue has been reduced from 640 to
520 billion francs since September.
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Finance Minister Plevain described the cperation as a
"triunpht, enabling the Treasury -to-face its budgetary needs, which
are unavoidably hcavy, ywithout further recourse -to inflation. It
will be remembered, however; that his. prcdecessor, the late M, Aime’
Ierercq, had stated when the loan was announced that it was not being
floated because the Government needed funds hut to reduce the currency
circulation. In this wvital respect, the:contribution made by the
loan has not been very large, Ircidentally, the fact that thc net
refuction in the note circulation between September and the end of
December vas 50 billion francs, while the loan netted apparentvly
75.2 billion in cash, gives an indication of the gross expansion in
note circulation wL:.ch occurred during that period.

The procceds of the Joan have enabled the Goverrment to
reduce its permanent advances from the Zenk of France from 100 to
13 billion frencs. ' In the c:.rcwnst_,a.ncea, however, this step can
have no significant deflationary effect, It is merely a symbolic
gesture, made perheps out of deference to the superstitions of the
' twentics, when the size of the Renk!s advances to the Govermment
was consicered as the berometer of the French Govermment!s credit.

Thus, as a “mopping up" device, the Loan appears to have

been rather ineffective, although some observers feel it served a
useful purpose in bolstering public confidence in the currcncy.
Su‘tscr,lomonu by peasants hzave failed to meke a real dent on their Izr e
hoards of‘ c;.sn ( estimated ¢t about 200 billion francs); it would
ot be surnn sing to learn that a sizezble part of the loan has been
su‘cscra.bcd Wy banks-and.other ingtitutional investors. Horcover,
the. Loan, }Ls sdmittedly ~ actua 21y, vurposely - created a large

avenuec of cscape from taxation or confiscation of war and inflation
profits.

It would e misteken to disregard the formideble 4iffi-
cultics - emphisized by the earlicr Belgicn experiment - which
qtood in the path of heroic measures: the disruption of trenspor-

tion and {inancizl administration, the wnsettled statc of large

cgions of the country, snd the expected decrse reaction of the
pcasa.ntry, which would heve added to the alrea CNoTMOS Aiffi-~
-culties of the. food situwation. ‘Yet, Wwlder and more cffective
measures might‘ perhaps. have been Leasible, -at least in the field of
toaxation; and the feeling of (li'ss‘atiuf:.ction znd frustration expressed
by :some sections of Fre nch public opinion is understandable. It is
-2lso .ques ulon...ble whether the launching of the Joan was well timed,
since physical and other conditions impeded a really large propagands
drive in the rurel arcas. -

Other financial medsures are cexpected in the wake of the
loan, end undoubtedly will be required sooncr or later to bring
inflation under control, In view of the supply and transportation
situation, no monetary action as such could: help matericlly, et this
stage. Accordingly, ‘there is something to be said for the Fabian
tactics of the French authorities, which may gain valuable time until
conditions become propitious for 2 determined attack on inflation and




e i i =g  QONFIDENTIAL
rofits; There is the danger; however, that failurc to act-
aptly ond vigorously ‘at least in the fiscal sector may lead to
sani tulstion to the progsure of @1l vested interests,  including
those of ':,’chc,'powerﬁil farm groups, elrcady bent on the corisolidation
of “their sertime geins,
B.T,

Current Russian Etxchonge Rote Policy

Aftor the fingl breakdown of the international gold

standard, the Soviet ruble vas given in 1936 2 parity of 5:30
rables to the dollar: However, the Soviet rublc never has been
freely convertible into gold or forecign oxchange-and the parity
has becn largely meeningless except for the tourist, trade, * &1
foreign trade is hondled by the State and conduetad. in foreign
currency. Though e.rote of exchenge must at some. point enter into
the Sovict bookkeeping of ,foreign trade transactions; the fixed
oxternal velve of the Soviet ruble’ never his had a close relation
to its interncl: purchasing power. The problem of meintaining
equilibriwm with intornational cost and price structures hardly .
ariscs in & completely planned and socialized sconomy, Wwhere
foreign trade is o State monopcly. These conditions should be
kept ‘in mind in evcluating the rocent devolopments with respect
to the estoblisiment of a new foreign cxuchonge rate structure.

o Russian emics are now fighting or mainteining forces on
the soil of cight foreign countries (in addition to Gemmony), and
in finencing the occupying troops the Soviet ruble has ‘oecen forced
out of its utter seclusion, Although infommetion hes become aveilable
only on Tour of these countrics, namely Poland, Czechosrovekis;
Bulgariza, and Rumanio, & certain pattern of cxchange rate policy
is alrcady recognizeble. In Allied countries (Poland, Czechoslovakia)
or countrics considered sympathotic to the Russian causc (Bulgaria),
the pre-wer paritics are recstablished, while the currencics of Axis
countrics (Rumonia) ere dovelued agoinst the ruble with a considerable
amount of underwaluction of the enemy currency. Changes in the
relative purchesing power of the ruble end of the occupied countrics
which may have occurrcd during the wor are apparently not tcken into
considerction, N

) In Poland, ruble notcs werc issued: by the Rassian troobs
at the rate of one zloty to the ruble, & ratio corrcsponding to the
pre-war dollar cross rate for the two currencics, For Bulgeria, &
rate of 15 lewe %o the ruble was established, close to the pre-war
(iugust 1939) dollar cross rete of 15.6 leve to the ruble, probably
considerably overwluing the lev. Tor ‘Czcchoslovekia on exchange
rote of 5.56 koruny of the new koruns’ currency te the ruble
(18 rubles’ = 200 keruny) hes been agrecd upon, almost exactly the
rote prevailing in March 1939, when ‘the’ Amerdcan cross rate wes
5.51 koruny to the ruble. ‘Thq’Czccho's?:ovakﬂovonmgnt ¥will heve
to decide ot what retes.the now korune currency is to be exchanged

_ for the ifour cifferent cu’rrenci@s.néw"circulating in Czechoslovak
territory, namcly the Protectorate koruns, the Slovak lkoruna, the

A i
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_of the different céonomic development. in. the four rogions after

the disnembement of the republic.

In Rmania, both ruble currency and occupation lei viere
used by Russicn tfoops with different rates of oxchange for locel
currency. Onc ruble was declarcd equal -to 100 Rmanien lei:or-20
oceupntion lei, The tochnique 'of issiing militery currency in
terms. ofy but not .circulating at par with; local currency has been
& novelty in oceupztion-financo and probably has been chosen for
psychological ‘roasons, the Soviet lei being worth five times’as ,
much os the Rmonien leu. By December 1, 1944, all rubles end. .
occupztion lei were to hewe heen cxehanged into Rumsnizn lei shich
is to .be the c~ly curroney in circiulation, The pre-war Tate of
oxchange was & proximatcly 26.5 lei to the ruble, and hence the
present -rese o.. 100 lei to the ruble emounts to-a deweluation of
73.5 por cent. The degree of develustion.of the leu corresponds
roughly to that applicd. ly the Western illies to tho reichsmark.
{75 per cont) znd of the lira (3bout €0 per cent for the metro-
politen lirg and 77 per cont for the.colonial Aimm). ,

The nowly estallished rotes with respect to the ruble ,
are completely out.of oligment with the rate striucture established.
by the Gcmens, After the invasion of the Sovict Union, thoy
devolucd the ruble from I 0.47 = onc ruble to Ri 0,10 = onc ruble,
wnile the currencies of the other . countrics yere gevalued very much
less or not ot all. o oL

" H.3.D.

N

The Turldish Pound

The Turkish Goveimment hes granted @ dremiwm of 4G por
cont on doller exchonge used for purchesing Turkish.cxport goods,
offective Hovember 15, }944. Amcricen importers, as well os: N
importers of other countrics securing dollar, cxchange, thus will .

obtein about 1.80 Turkish pounds for a doliar, .2s ageinst the
previous rote of abeut 1,29 TP, . .

This acbion puts an end to & neradoxicel situation.

The circulation of.Turkish currcacy hes. cxpanded. gubstantially
Guring the present.vinr, the outstanding notes of ;the’ Central Bank
increasing from 165 million TP on the avernge for 1938 to 970
million TP. on Newvembor &, 1944. At the seme.time, the wlue of

he currency has. dropped in teomas of gold and compogities.. By, .
the end. of 1943, the price of the Turkish gold poung had risen to
330 per centy  the cost of living in Istantul to 340 per.cent, and
the officisl wholesale price index, to 472.5. por cént, of the aierige
for 1938. . : .
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‘ P ‘ ¢ sysry oot omly tiried to prevent
4:depreciation of the curren s of dollarg, but.even ap-
ipreciated it on Hay /25, ) ng the premiims of 25°t0"
40 per cent previously granted. on the-exchange of dollars and other
cies used for purchésing export goods.
red Pro tely t &

Tis discrepancy was the morve anomalous because the ‘Turkish
Govermment continued ‘to grant a premium of 40 ‘per cent on British
poundssterling used: for purchasing ‘export ‘goods, ‘except for-en
amount corresponding to the payments of interest and smortization
on *he Turkish debt to the United Kingdom, equal to-about 18 million

TP :maily, ~The discriminstion was of little practical importance
in the past because until recently all commerce between the United
Stztes: and Turkey was channeled through Govermient agencies. Bub’
its continued application woudd bave made impossible the resunption
of nommal tredé relatiéns, | S e '

‘According to the Turkish press, the aranting of the prepim
hes silenced rumors of an impending &ll-cround devaluation of the -
currency, and hes brought about e fell in the price of gold by as’
much as 30 per cent. In spite of the premium, “however, the Turkish
wholesale price level still is about two and one-half times as high
a8 the Americen. Turkish procucers will be hendi.capped when other
¥editerranean countries like Greéce arc sble once more to compete.
with similar goods (tobacco, raisins, fips, hagelnuts, and olive
0il) in the esxport markets. Unless world market prices rise sub=
stantially, Turkey will be campellcd in the long-run to adjust the
foreign exchinge valuc of its currency, or its demostic price iewvel,
or both. . o

JGH.F.
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Lend-leage. =~ Secorid Phase

C. ] R; Harley

. D:.scussmns concern:mg the continuation of Lend-Lease ald t
the United Kingdom after the defeat of Gemany have’ recently been
concluded, A British, aele«ation, “headed by, Jord. Keymes, conferred
for several weeks wl'bh il American proup. referred to as-fa special
COmm.Lttee of the (overnment on Lend-i eage ‘and’ reversé Lend-Tease!:
‘eanposéd 6f Leo Crowley, Henry I.lorgenunau, Har. s and Edwerd R,
Stettinius, On November- 30, ‘the results of the d:.gcussmns were

announced siuult taneously in both cap:.ta‘ls. :

I .
. i

These announcements werc carei‘u]Jy phrased and proba.blj
intentionally cryptic. Mr. Churchill steted in his- speech to the
House of Comaons:. "This statement wes sgreed upon almost. sentence
by sentence by our Zmerican colleagues wvies? and "I-wmould not like
Bo give the answer offhand,. which may npt correspond with exectly
vihiat. was decided aupon.” The United States! amourcements, in the
£ém of 2 two-pege press relceSe, introduced with seeming casuale .
ness certain ot"'e:monts which appear ‘o, represe;n+ ah ex tremely
important policy decision. I may ssy ot this point that I believe
the poliey to e correct. I am not .convinced, however,. that it
will secure géneral public or. Congressional. epprovel and ouggest
that = cecision of such mnor‘tc.ncc mizht be more soundly based .if
it were ha mcrcr out in public discussion. .

The policy inferred from the published material is thi
that an ecuiteble rate of reconversion in the United States and tqe
United Eingdom should be encourzged through the Lend-Lease program,
{In this conncction, British export trade mhbt e considered an
essentisl component of British reconversion.)

The November 30th release says in pert:

14 is likely, however, that both the United Kingdom
and the United States will be able to reconvert part of
their resources on an cauitable basis to meet essential
civilizn needs in the period between the defest of Cermany
arnd the defezt of Japan. Ais a result of such a partial and
equitable reconversion there will be somc improvement in
the conditions of lifc of the British people.?

And =t another point:

WThe committee understands that, as in the past, the
United States and the United Kingdom will both endeavor to
insvre, to the extent practicable, that neither United States
nor United Kingdom exporters receive undue advantage over the
other &g a result of the var situation.®
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- This:policy wes officially sugpestedion September 29 in a

. letter from President Roosewelt to'Mr, Crowley regarding the major

econanic questions which would face the United States after the end
of the Buropean phase of the wary In speaking of+Lend-Lease the
Progident saids: S ‘

oo 1The smount and: nature: -of ‘the gid necessary after-the
defeat of Gemany is closely tied.up with:the ‘strategic plans
for the FPacific war, and the programs for reconstruction and
for reconversion of industry to civilian needs which we and
our-allies work out of & basgis of mutual understanding.”

- (Underlining added, ) R ' ‘

There would -appear 'bo,bevadéquate evidence that the policy suggested

. by the President hag been incorporated in our most recént under-

standing with the British.

Assuming that Lend-Lease aid will, in fact, be used to
assist British reconversion, the extent of this aid will determine
the practical importance of the policy, No adequate quantitative
dataare given in the November 30 release which merely states:

uT4 appeared in the discussions that in the period immedi-
ately following the defedt of Germany, the British need for
lend-lease assistance would be not much more than one-half of
that currently furnished in 1944."

The first specific step toward rehabilitation of United
Kingdom exports will be removal from the Lend-Lease supply program
(as of January 1945) of "some raw and semi-fabricated materials,
such as iron and steel”, This will mean that British exports of
iron and steel and manufactures thereof will not be restricted by
any possible application of the temms of the British White Paper
of September 1941, the relevant portion of which reads:

#His Majesty's Govermment have not applied and will
not apply any materials similar to those supplied under
Lend-Lease in such a way as to enzble their exporters ud
enter new markets or to extend their cxport trade at the
expense of United States exporters, "

It appears from the following passage in Mr. Churchill's announce-

ment, however, that the White Papor provision quoted above has been
largely emasculated in any case in that matcrials "similar to those
supplied under Lend-Lease! will no longer be subject to restriction:

WThere is not and never has been any question of re—
exporting in commerce any articles we received under lend-
leasc, nor in general shall we receive in this country under
lend-lease Ffinished articles identical with those we cxport.
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: WYL such-articles will be. paidsfor by us. “Where we
continie: to receive any. rawnaterials; the quantities supplicc

. ~under- lend=lease are limited to.our domestic consunption:for

. #he-manufacture-of-munitions .and. the:maintenance 6fiour’
cssentizl wartime economy. We shall pay cash: forieny ad=i
ditional supplies we wish to take from the United States for
-export purposes, - Thisiorc uncertainty avout: our future
convitions:has now been- removed Y PRI s

4. It is-clear that the discussions yith: the British were
based upon a prior decision that Lend-Tesse aid, should not cease
with the end of the war in Burope. This principle was clearly ‘
stated by the President many months ago and appears to be acceptable
__to- the Congress: end -the:public generally, - The quantitative aspects
of.the problem remain at issue -znd undoubtedly will be fully dis=
cussed in comnection with remewzl of the-Lend-Lease Let-whieh; .
under existing legislation; expires July 1, 1945.
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Reorientation of Swedish Foreign Trade

J. Hans Adler

o hs a result of the military developments in Europe during
1944, ‘Sweden has been gradually but persistently reorienting her
foreign trade relations. Since April of last year, representatives
“of thé Swedish Covermment have concluded with the Governments of
German-occupiediand liberated Buropesn countries a series of agree-
ments which commit the Swedish Zovermment to the extension of
réconstruction. Joeans totaling more than 600 million 3wedish kronor
and to agzresate deliteries against cash payments of. 50 million kr.

At the seme timeé, Swedish-Gemen trede has almost halted zs a con-
“seguence of the suspension of war risk insurance foi Swedish ships
arid the closing of Dwedlsh territorial waters to forelgn vessel.,

By the end of 1%4, the: follmﬁng 1oans had veen granted:
.Norway 300 million kr.

Netherlands . =~ 1.00-150 " ..a#

Finland 160 oo
France - 60 wooo

e

Total 6.&0—6’70 million kr.

-’l‘he credlt to Norway oon51sts of twro .Joans. The first .
loan agreement.with the Norwegian Govermment was signed in &pril.
It provided for the delivery immediately after the liberation.of -
Norway of foodstuffs, seeds, phamaceutical articles, iron and:
steel, machinery, motors, tools, and presumably also merchant .
vessels to a total of 200 million:kronor, After .the agreement
was signed, it wes announced Swedish fimms already.hazd received -
orders for goods to the amomnt of 50 million lrr. In November, an
additional loan of 100 milkion kin.was granted .for the purpose of
defraying the expenses of the Norweglan CGoverrment in. Sweden: during
the succeeding six months. . . - oy ‘

When the conclusion of.z loan aL;rcemenu with the I\ethcrlqnds
Government was announced early in October, it was stated only that
the amount was smeller than that granted to Forway, The terms and
purposes of the Joan to the. Hetherla.nas appear to be smn.lc.r to those
of the first loun to Norwey, because it was announced that the. credit
vrould agsure the Netherlands Goverment vu')plles for r\,constmc'blon
purvoses prior to rc,cc,lnt of tho shipments of. the Unlted Nations,
Relief and Rehabilitation idministration. The credit to Finland
was covered by. two: agreements, . The Swedish supplementary budget
of April 1944 vrovided for a lozn of 10 L.llon kr,  for the purchase
of urgently needed. relicf articles.and ca.va_l:.an supplies. After the
Russian-FMnnish amlstlce, on October. 255, the Swedish Covermment .
granted a loan of 150 million kr. to Finland end promised, the
delivery of substantial quantltlcs of- foodstuffs (grein, sugar, fats)
and fertilizer by March 1945. The loan to the provisional Govermment
of France wms zrented in November and vwill be repaid in French wines




.

~10 - COL VLD TEAL

to the extent of 8 million kr., the rémzinder to be coversd partly
by Goverment and partly by private cxports., This is the only case in
vhich infometion on tcxms of mpa;ymont 45 c,,'vallable.

r
. Sweden also has reco:l.vcd subs.u.'aﬂ.u:t,a.1 export orders against
.cash Daymonts. The Netherlands Govermient pla ced orders ‘in Sv'cdcn
for locamotives and nachlncry totaling 30 m.l lion kr{ These purchascs
..ard not covered-hy. the. loan agréement and are to ‘be paid for in- cash.
The Goverment of Iceland ordercd .45 fishing vessels valued at 18
million kr. for delivery in Jume 1945, presuma.oly against -eash, In
addition, Sweden has re¢sumed trade relations with the Soviet Union,
Russia had snncd a trade trcaty with 3weden in September 1940,
providing for cxport credits of 100 million kr. Vhen deliveries
beecame impossible after the outbreak of the war between Germany
anc. Russza, ‘only 40 million hsd becm vtilized, The rcmainder of
60 million kr, is now cxpected ’oo bc usoa for the resunption of
Swodish cxports to- Russia, B

. On the other hand, trade rclations with Gemany were

scvz,rod by two sdministrative measures. In August the State Wer
* . Insursnce Board announced the suspcns:.on of war risk insurance for
~dvicdish ..-h:.ps on Baltic and North Sce reutes,. The effect of this
_action was thzt’ Swedish vessels which hdd carried anproximately
. epe-half of “the s‘upncnus between Sweden end Cermzny  discontinued
- their runs to Goman and ucnnan-—hcld ports. - &t the- erid of September
the Swedis h'territorial waters in the Gulf of Bothmia znd in the Beltic
. ‘Sea were” closed to foreign shibs. This made shipménts-in German vessels
impossible. “Tha cesmation of Swedish-Genman trade wlat.mna coincided with
the disappezrénce of Geamen clearing debts to Sweden, "Since the
autunn of 1943 the Gurman clearing debt to Sx cden, which had been
-financed by the Swedish Goverzment’ through a loin of 120 million kr.,
declined contimiously to 80 million by the crd of 1943, and to .5
million %y the end of August 1944 - Germany peid for current imports,
‘the clcc.rln’ ‘debt, and 32 million' krey of interest on pre-var obli-
gations uhI‘OU.G‘h voluminous exports, mainly of coal, " When the
deliveries to Sweden were halted in Seéptember 1944, Gemany had
delivered 3.4 million tons of cozl, only..6 million Yess than the
promised voluac., Through extensive substitution of firewood for

coal, Sweden hed hoarded approximetely one year's supply of cozl,

These reserves chable 3vedish’ moustry to0+.sustain its current rate

of productlon (%¥he index of ind strial nroc’uctlon for October 1944

was ot the samec 1« evel;es in Octobver 194 3) and to £ill the export
orders now on the books which, accorcing to. latcst reports, have

already rezched 500 pillion kr. In wost mstr._nccs, delivery will

take pl-..ce orﬂy a.ftcl the 0.0J.Cc-t of Germany. '

(The last certli‘J.cc cuotztion of tha o.focb.sh krona is
23.8 U.3. cents.)






