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Authorized and Pending Loans of the Export-
Import Bank M.J.P. Roberts

In July 1945, when the bill to increase the lending au-
thority of the Export-Import Bank was under discussion in Congress,
Leo T. Crowley, at that time Cheairmen of the Benk's Board of Trustees,
stated thaet the $2.8 billion incrcase requested would probebly suffice
to finence United States cxports required for reconstruction and
development ¢broed only during thc fiscal year 1946, It may bo of
intercest to note, in the light of this stateoment, what lowuns the Benk
has mede since the beginning of the present fiscel ycar end what loans
aro ot prosont under consideration by the Beank.

In July, the Bank authorized two reconstruction locns to
Europecn countrics, onc for $20 million to th¢ Kingdom of Denmerk and
the other for #50 million to the Kingdom of Norwey. It is reported
that some of the larger items which Denmwrk wishes to purchaso in the
United States with the proceecds of its loan include automotive tools,
trucks, tires, iron and stocel, chemicals end reyon, cotton and woolen
thread. It is also rcported that Norwey will usec its locn to buy =
vericty of egriculturel and menufectured products in this market,
According to the pross relcaso of the Benk on the Denish loan, tho
erodit will be availeble until thoe end of 1948 but subjeet to prior
cencollation by cither purty on writton notice. The locn will be
smortized in thirty equal semiennuesl installments, the first of
wrich becemes dae Decemboer 15, 1951, and the lest on June 15, 19566.
Interest will be chargedat the rate of %-1/2 per cent on tho unpeaid
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principal bealance and will be paid semiunnuelly. Although the terms
of the Norwegien loan huveo not yet been publicly ennounced, it is
assamed thet they will be similer to thoso of tho Danish loen., Ac-
cording to ncwspaper ruports, crrangements hove been mudo in the case
of both the Denish end Norwegien loens for Unitod Stutes commercial
bonks to cdvince the uwctuel funds under o guerantee by the Benk theat
at the roquest of tho commorcial banks it will buy or teke over the
notos of the borrower. Under these errangcments (called "teke-out
arrengements), the commerciel banks receivo part of the interest
charged for providing the funds end porforming the servicos rcquired
in connecction with thc loen while tho Bank receives the remasinder of
tho interest chergod for assuming the risks in connection with the
losn. It is roported that on thec Danish lonn the commercial banks
will rceeive l-l/L per cent end the Export-Impert Bank 2—1/L per coent.

There are unconfirmed reports that the Bank is considering
loons to war-devestatod countries ot a rate of interest below the
3-1/2 por cent cherged on the Denish loan. It is understood that
according to ono plan under considcration loans will bo arranged with
serigl m.turities, with the interest rate renging from porheps 2-1/2
per cent to 3~1/2 per cont on notos of vurying meaturities. The rate
on loans would thus be determined by the cost to the United Steates
Govermment of reising funds through the sele of its obligations for
periods of, sy, five, ten, or twenty yours. A mergin designed to
cover the element of risk would be added to this basic cost rato.

By this mcthod of srrenging scriel maturitics, the cost to tho borrow-
or would be lowored whilc the Bank would still receive interest ade~
quote to cover its operating costs. On such terms the averego rate

on a loan with en oversell muturity of 20 years, such as thc Danish
loen, might approximcte 3 per cent. A still lower rate may be charged
on loans grentcd to replace the financial crrengements concluded with
certein countrics under Section 3 (c¢) of the Lond-Lesnse Act.

The Benk hes w«lso recently authorized two loans to Latin
Americen countries to finance purchases in this country of equipment
and services in connection with dovolopment projects in the borrowing
country. The lerger locn of $33 million is to the Fomonto Corporation
of Chilec. Of this total, %28 million will be useod for the construction
of © steel mill noc.r Concepeion and $5 million for other development
projects including equipment for o hydroolectric plont to meet the
povior requiroments of the steel mill. The cost of instellution and
other locsl cxpendltures will be finenced domestically. Tho smaller
loen of 31 million is to thc Republic of Ecuador to be used to omploy
United Stetes experts end tochnicians to study « dovelopmont progrum
for the country, including thc building of highweys, rcilroads, and
irrigation projocts.

In cddition to these roconstruction end development loans
elroandy suthorized, it is rcported thet the Bank has under consideration
louns to European and Far Eestern countries to finance purcheses in the
Unitod Stutcs for roconstruction of these war-dovestated ecroas &nd in
sonc ¢t.sos to finence the delivery of goods requisitioncd by foreign
gorernmonts under Lend-Loesc cgreomonts. Countriocs with which negoti-
ttions aro smid to be in progross include the Nectherlands Eest Indies,
Belgium, Hollgnd, Fronce, Czechoslovekic, Grecce, Russic, and China.
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According to newspaper reports, France is requesting a loan of 4550
million, Russia a credit of $1 billion, and the Indies a loan of 865
to $100 million. It is further reported that Ecuador has requested
o loan of $20 million to finance purchases in the United Stetes in
connection with its public works progrems. It is rumored thet &
condition of this lozn may be long-term or permesnent use by the
United Stetes Govermment of eair buses constructed by the United
States on the Ecuadoran Galapagos Islands off the Penema Cancl.

In the opinion of some observers, the $3.5 billion lending
authority of the Benk muy not be sufficioent to meet tho urgent needs
in the present fiscel ycar of foreign countries for doller credits
for reconstruction snd for devolopmunt purposes. This bcliof is
based on the fact thut with the cossation of Lend-Loase, the Benk
will be rcquired to grent locns to wer-devastated countries to finance
rchecbilitotion supplices which otherwise would heve been provided under
Scction 3 (¢) of the Lend-Lecse Act. To the extent that locns of this
cherscter ure roguired, funds of the Bank will be diverted from fi-
nencing rcconstruction and dovclopment projccts. It is roported thet
government officials are already thinking in terms of a new roqucst
tc Congress for cvxpension of the Bank's lending authority by en amount
et loust equal to that involved in the shift from Leond-Lousc to Export-
Import Benk loans.

Itelian Budget for 1945-46 J.H.F.

The Ttelian Government hos epproved a budget for the
financisl year ending June 30, 19,6, which contemplates ordinary
cxpendi tures of 181.6 billion lire, end extreordinery oxpenditurcs
of 50 to 70 billion for reconstruction, repair of war damages, and
relief. Revenues ure estimctod ot 80 billion, leceving e deficit of
about 130 to 150 billion to be covered by en inereesc in toxeation,
bv the sale of relief goods, and by borrowing. About 63 per cent of
the cxpenditures arc budgoted for the 36 provinces of Southern and
Centrel Italy, from which only 37 per cont of the rovenuos &rc¢ ox-
pocted. Allicd authorities hcve ostimeted tho total deficit ot 200
billion lire, and havo declercd thet tho budget figures seem overoptimistic
in regerd to vxpenditures in and rovenucs from tho liborcated provinces
o Northern Itely, &t present undor Allicd militery wdministretion.
Meerwhile, however, the optimism of Itelian officiels has bcoen pertly
justificd by the rosults of tho Govermment locn offered in the South
i1 Mey wnd in the North in July 19&5.1 Subscriptions in the former
aroa rocched 31 billion lire, and the Governmont cxpected no more
thon en additionsl 50 billion from subseriptions in the North.
tetuelly, howover, the North took over 73 billion. If this reotio
is sceepted os an indicator of income and wetlth, tex revenucs from
tac North may be cxpceted to form not 63, but rether 70 per cent of
the totel, end the figurcs of tho Govermment budget may prove to be
more eccurgte than thoss of its Alliod critics.

1/ Sce Reviow of Foroign Developments, July 23, 1945, p. 5.
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Future of the Chilean Exchange Rate Florence Nixon

The Chilean Congress will soon consider a bill to approve
the Bretton Woods Agreements. Although there is little question
that the Chilean Congress will vote to enter the Fund, yet to be
dezided is the exchange rate Chile will establish upon entry. Since
unier the Bretton Woods Agreements member nations mey devalue their
currency by no more than 1C per cent without the epproval of the
International Monetary Fund, Chile appears enxious to meke uny
desireble adjustments in her c¢xchunge rate beforchund. Of course,
tha Fund, when operative, would be obliged to agrce to a proposed
chznge if such wero nccessary to corroet & "fundemontal disequilibrium.”

The Directors of the Banco Centrsl have publicly rocommonded
to tho Minister of Finenco retention of ,the currently effectivo eox-
chenge rete of 31 posos to the dollar.‘/ Exportors in gcneral, sup-
ported by tho head of Chile's Devalopmont Corporeation, Senor del
Podrogel, huve supported devaluetion. Senor del Pudrugcl announcecd
that the "real value of the peso is epproximstely LO posos to tho
dollar, end before entering the Fund such o rate should be cstab-
lished." If such & rute is adopted, it would constitute & devaluation
of gpproximately 23 per cent in terms of dollars.

As en important minorel-producing country, Chilec faces o
serious problem in her balunce of peyments. Dependent upon copper
and nitretes for the bulk of its exports (70 per cent of thc total
value in 1938), Chilc expects & fall in the supply of foreign oxchenge
with thc cessation of wer domand. Chilean officials still remembor
the oxperience of 1929-1932, whon in the short spoce of three yeers
the nation's cxports dropped to only onc-eighth of their former value.
Urder the United States Govcrmment purchase agroements opsreting during
the wer, Chile was oxempted from the four cents per pound teriff on
ccpper imported into the United States. With the reosumption of private
treding, Chilosn copper mey bo hard pressed in the United Stetos murket.

Chile has, moreover, experienccd substantisl infletion during
tre war. In fact, influation hes been grester then in «ny other Letin-
Amoricen country with tho excoption of Micerzgua and Bolivia. Food
prices incrcascd epproximately 128 per cent in the period 1939 to
Lrril 1945, clothing by 197 per cent, snd the cost of living by 125
per cent. flthough Chile's gold und foreign exchange resorves heve
rison to tho value of 100 million United States dollers as « result of
tho wer, this sum would provide only e limited offset to a loss in exports.

1/ While &t prosent Chilo uses multiplo rates, in ectuel fuet most
cormoditics ere subject to the rate of 31 pesos. The four pre-
veiling retes are: (1) tho "spociel” rete, 19.37 to the doller, at
which exporters must sell spccified percentages oP thoir cxport
proceeds, this is tho rete of "cost of production” dollers wt which

lerge mincral producors must roturn to Chile en smount to cover
their costs of production in posos; (2) the export draft ratec, 25
pesos, oxisting for only threo "cssonticl” itoms; (3) the D.P. raote
(disponibilidades proprias--privite funds), 31 pesos; (L) tho free
oxchange rate (curb), slightly ebove D,P. rate,
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The pressure to import dureble consumer goods and capitzl equipment
unobtainable during the wer hes increased. Under these conditions,
Chilo 1s grectly concerned over the probable loss of cxport markets,
both from tho point of view of cmployment snd of the balance of puy-
ments. It has beon estimated thet prior to the wer 8 per cont of the
total populution was dopendent directly or indirectly upon copper and
nitrate production. is an offset to the employment effects of declining
cxports, the netion has made plens for large-scele industrislization
and public works progrems. Domestic rcadjustments clong the lines of
industrial diversification do not, howover, constitute an immediate
solution to the balance-of-peyments problem. Industriclizetion, if
not cccompanied by foreign credits, muy intensify the demnnd for
foroign exchenge end, unless c.refully controlled, may increcse ox-
perters! costs of production.

The relatively inclestic demend for Chile's mejor cxports
mokes devalustion comperetively incffective in correeting o potenticl
deficit in the balence of pcymonts. Dovalustion would, however, tend
to decrease tho competitive disadventzgo of Chilcen coppor exports
in the world merket, wnd to rcduce imports. /n clternetive to de-
veluation, insofar s copper is concernoed, mey be to reisc the
"spociel" exchenge rate of 19.37 pesos per doller,ut which the copper
pr-ducers must now sell a part of their exchenge, to> o highor reto,
perheps o rete of 31 pesos. Thu competitive position of Chilcan
copper producers would bo greetly improved by thc reduction or
oliminuticn of the oxchenge differential which is tentemount to an
oxport tox. Whethor this ection would be sufficient to corrcct Chile's
potential balunco-of-payments doficit depends upon the extent to which
the demend for copper is meintained in the post-war period.

Despite the Banco Centrcl's present opposition to e change
in tho exchsnge rete, develuction in the futuro will probebly bte in-
cviteble if the persistent influtioniry tendencies displayod by the
Chileon economy during the lust decade are not checked. On the other
hend, the reecont Export-Import Bank losn of 3% million dollerrs, to be.
usad for tho construction of @« stesl plant end for public works, will
holp cushion irmodicte exchinge difficultics; creodit fecilities which
nay become aveilable under the Bretton Wonds fgreements would hove a
similer effect., In tho long run, the fete of Chilecen oxports will be
largely influenced by developments ebrosd and by the level of income
and economic ectivity in the leading industriel countries, particularly
in the Unitced Steates. Internetionsl commodity agroements covoring its
minerel export products nay cls~ greutly «fflect the foreign trade
position of Chilse.
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Effect of Imperial Preference on Source of
British Imports ' Randall Hinshew

Below is a series of tables containipg information relating
to British imports in the years immediately before and after the
Ottowa Agreements of 1922. The tables seem to show clearly that the
policy of imperiel preference, which wus firmly establishod by these
egreements, wus highly successful in echieving e shift in the source
of British imports--a shift in fevor of the Empirc wnd at the expense
of the rest of the world.

Teble 1 shows the proportion of Eritish imports obteincd
from the Empire during tho poriod 1924-3%1 wnd during the period
1632-326:

Tablo 1

Percentege of Unitcd Kingdom Imports Obtained

from thc British BEmpire

192,-31  1932-38

Food, drink, tobgeco 37.0 L6.6
Rew end partiully processcd materiels L3.3 L3.8
Finished goods 8.4 20.5
All imports 27.5 36,9

It will be noted thet, except in the cese of rew metericls,
thero was a marked rise after 1931 in the proportion of British im-
ports obteined from the Empire. In the case of finished goods, tho
rise we.s notubly shurp. In cvery case wherce there was a mirked
difference in the porcentege for the two periods, thorc was an
ebrupt jump from 1931 to 1932, indicsnting that the change in the
percentege is to be octtributed meinly to imperiel preforcenco, end
not to o long-range trend,l/ Thus, the proportion of finished goods
imports obtzined from the Empire, which unnually veried only botween
8.1 and 9.0 por cent during the period 1924~31, suddonly jumpcd from
8.2 por cent in 1931 to 14.9 per cent in 1932, ond continucd to risec
every yeour thoreafter until 1978.

In Teblc 2, the proportion of British imports from certain
countrivs is shown for the¢ two periods:

1/ The depreciation of sterling late in 1931 wlso played o pert,

~ since it tended to muke British imports from non-Empire countries
morc expensive than British imports from the Empire. This speecicl
factor ceascd to be opurative following depreciction of the dollar
in 19%3. Exemination of the dute for individual yo.rs louves
little doubt thut the changcs shown in Teble 1 werg chicfly tho
result of imperial prefcronce.
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Teble 2
Percentago of United Kingdom Imports Obtained
from Selocted Countrics

1924-31  1932-38

Coneda L.8 7.9
Austrelia L. 7.0
New Zealend 3.7 L.9
India S 5.
United Stetos 17.3 11.7

It is cleer from this teble thet therc was a sharp rise
after 1931 in the percontege of British imports obtained from Cancde,
tustralin, Now Zoalond, @«nd Indias--the four losding Empire sourcos of
United Kingdom imports. At the same time, there was o marked roduction
in the proportion of British imports obteined from thc United Stetes.,
Tt is interesting to note thet in the first period tho United Kingdom
imported ¢s much from the United Stutos as from tho other four countries
combincd., While this wes by no moens truc in the sccond period, the
Uritcd Stetes continued to be tho most important source of British
irports.

Teble 3 throws an interesting sidelight on Teble 2 by
stowing, for the semo five countries, how the percentage of gxports
tc Britein chenged after tho Ottowa Agrecments. Figures crc shown
for the two yeers 1928 and 1938

Teblo 3

Porcentago of Exports Going to United Kingdom

1928 1938
Conada 32.8 L0.1
Austrelio 37.8 53.7
New Zoaland 7%.5 8.1y
India 2.0 28.5
United States ‘ 16.5 16.8

In the case of thc four Empiro countries, the percentage of
cxports going to tho Unitod Kingdom wes considerebly highor in 1938
then in 1928. The proportion of United States oxperts going to
Britain was epproximetely thc same in the two yocars, but the veluo
0 fmoricen cxports to Brittin wes of course much lower in 1938 than
in 1928.

Thus for the discussion hus been slmost entirely in rele-
tive torms. How wos the volume of British imports from the Empire
end from non-Empire countrics «ffectod by imperial preforence? In
Table L, the cverwge annual volume of British imports from sclocted
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erscs for the period 1924-31 is
volumc for the period 1932-38:1/

compered with the svecrage annuel

Teble U
Averuge Annual Volume of United Kingdom Imports
from Selected Countries

(Millions of Pounds Sterling at 1938 Import Prices)

i B c
1921;-31 1932-38 Bas % of A
Empire (totel) 22,9 298.7 123
Coneda 38.9 63.3 163
fustralio 3.1 56.5 166
New Zealand 31.0 1,0.0 129
India 37.6 . L3 115
Yon-Enpire Countries (total) 59.8 513.0 86
United States 139.0 gL.6 68

Totel 815.7 8IT.7 99

It cucn be soen from this tuble thut the wbsolute chenges
in the source of British imports after 1931 were quite as striking
¢.s the relutive changos. Thc volumc of British imports from the
Erpire was onc third higher in the period 1932-38 then in the period
1624~31, whilc the volume of British imports from non-Empire countries
dropped by 14 per cent. In the cuse of purticular countries, the
chinges weorc still more specteculer. Thus the volume of British im-
pcrts from Austrulie wnd from Caneda woas more than 60 per cent highor
ir. the second period then in the first, while imports from the United
Stotos were 32 por cent lower in the second period. It is interesting
tc note thet the svorwge ennucl volume of total British imports during
tro period 1932-38 was only slightly smeller then during the period
1924-31.

1,  The volume figuros worc cbteined by dividing veluo of imports by

T tho British import price index, which was first convertod to o
1938 buse. The figures wro only spproximete, sinco import price
indexes erc not svuilublo for the individusl countrics from which
Brituin imports, but the orror is not belicvod to bo serious.

Surplus Disposal in the Near East J.H.F,

Until recently, the selo of Jrmy-Navy surplus in the Neer
Bost wes hampered by tho egrecments thut bind most Newr Eastern
countries t» the storling bloc and theat prevented these countries
from buying United States goods for loccl currency. The British
cuthorities .insisted upon theso provisions because they foared that
the Near Bastern countrics, if eble to buy import goods for locsal
currency, would circumvent their obligation of delivering their
doller receipts to the common pool of the storling erce by selling
cxport goods to the United States for locel currency rather then for
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dcllars. The obvious solution (see this Review, April 30, 1945,
Supplement, p. 3) consisted in permitting the United States to sell

its surplus for local currency, but forbidding the use of that currency
for purposes of foreign trade. This compromise has now been adopted
by agreement between the Department of State and the British Govermment
for sales in the entire Near Eastern storling erees (Bgypt and Sudan,
Iraq, Pelcstine end Transjordan, Cyprus, and Aden). Neither thc surplus
goods sold, nor the local currency reccived, may bo transferred from
one country to another, and the currency may be used only by United
States Govermment agencies for oxpenditures other thun the purchasc

of goods for cxport. Tho ncew sgrooment will no doubt cnable the local
suthorities to ascquire and distribute goods otherwise unobteinable,

end thus to reliove tho influtionury pressurc upon the locul oconomises.
At tho seme timo, it will facilitate and accelerate the disposal of
surplus goods, wnd relicve the United Stetes Treasury from tho necessity
of trensferring doll.rs to thc Near East for covering the expendituroes
of’ the locel ropresentativos of the United States cgencies. A minor
but interesting use for foreign currcncies ecquired through surrlus
salcs has boen suggoested in o bill (S-1140) introduced by Scnator
Fulbright on Septomber 27. This bill would euthorize tho Surplus
Property isdministration to usc tho procceds of foreign sales to

finenee the exchunge of Americen and foreign students. Such disposul
or funds would bs subject to epprovul by the Scerotary of Stete and
would be designed to "promote better rolutions botwewrn the respective
govermments., "

Now Economic Disturbrnces in Greece J.H.F.

The defletionuary program of tho Greek Govermmcnt has come to
e. sudden end. On September 2nd, 1945, Vice-Premicr Vervarcssos rosigned
from his position as cconomic "dictator” under pressure from extremist
clements both of tho right and of tho left. The Govormment promised
t> continus his policies, but the emptincss of this gesture was shown
by the increcse in prices that precedod end followed thc news of his
resignation. During September 1945 both the generul prico index ond
tne price of the gold sovercign rewched and pwsscd their levels in Moy
1945, from which thoy had declined by 20 to 30 per cont during recent
months. This prico movement in turn generatod o wave of strikes, tho
workors being unwilling to eccopt a further drop in the purcheasing
power of wages. It was tho vicious circle of price «nd wwge incroases
vwrithout & corrcsponding rise in production thet Vervaressos hed tried
to broek. Leftist attacks upon the Vervaressos policy stommcd from
disepprovael of his offorts to rocsteblish the Groek ceconomy on a liberal,
privete-entorpriso busis; business opposition had no cconomic, foundation
other than resistance to Vervurcssos'! drustic tex moasuros._/ The result
hes been the overthrow of the member of the Govermment whoso letdership
geve the best promise of cventucl cceonomic stability. Varvaressos hes
consented to resums his former position as fmbassador-et-lurge in
cconomic affairs, &nd is roportedly prepering. for o trip to the United
Stetes for & discussion of credits end other economic assistance., Un-
loss tho country manages, however, to put its domestic economic affairs
in order, it is hard to see how Varveressos cen meke & succoss of his
nission.,

1/ Sec Review of Forcign Devolopments, August 6, 1905, p. L.






