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Notionalization of the Contral Bank of Argontina Gorald Alter and
Florence Nixon

, On March 25, without advunce werning, tho Banco Contral de
la Republica Argentine was netionalized. Thoe surprisc decree (No.
8503/L6), issued by Prosident Edelmiro Farrell at e goneral cabinet
mocting and eoffective immediately, was doscribed in an official statoe-
ment &s a measuro intendod to expand the nation's oeconomy to meot the
"umergencies and obligations of tho post-wer pori>d" and "to assume
the cffectivo leadership of the credit and money ecsnomy, as basic
elements of thc goncral financiel policy of the Nation." It heos been
roported that most high-policy officiols of the Bank heave submittad
their resignations.

Under the noationalization doerce, tho Contral Bank directorato
of thirtecon will be appointed by tho Executive and will be composed of
five mombors represonting Govormment departments, five mambers repre-
sonting the intorests of egriculture, industry, commerce, stock reising
end labor, and the threc presidents of the Government-owned banks
nentioned below. Under the 1935 Bunk Law, the directors ropresenting
the privete shsroholding banks, who held one-half of the cupitel stock
of the Central Bank, constituted ton out of the twelve directors.
Although the Govermment appointed the President and Vice Presidont
of the Centrel Bank, the privete shurcholding banks influenced the
Goverment's selcction by virtue of thoir right to submit tho panel
of candidates. The netionalizetion decroe elso placos three important
Govermment banks (Banco de la Necidn, Benco do Crédito Industrial,
and the Banco Hipoteccario Nacionel) and other Government credit
egoncios under tho control of tho Central Bank. A former prosident
of ono of thoese banks (Banco de Crédits Industrial) and a roportod
supporter and friend of Juan Peron, Miguel Mirands, was appointed to
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the presidency of the Central Bank. Tho ngtionelizetion deereo pro-
vidss for redcmption of privatc holdings of Contral Bank stock, con-
stituting onc-helf of tho total issue, in special two end one-helf
per cent Trensury bonds or cash.

In the short period since its establishment in 19375, the
Central Bank of the Argentine Republic had hecome s strong influence
in the economic and financial life of Argentina. 1In addition to its
inportant operating functions, the supervision of the private banks,
the administration of exchange control and the regulation of credit,
the Central Bank has in the past constituted a source of expert
advice to the various ministriss on & wide renge of economic problems.
The prestige gained by the Bank permitted it to adopt = strong &nd
indopendent position end, at times, to propagaendize offectively its
own vicows cbout netionul cconomic policies, while avoiding any dircct
criticism of, or conflict with, governmental action.

The conflict lewuding up to the present decrce recally begen
with the advent of the "Coloncls' Govermment™ in 1943. Tho nationcli-
zetion decree represents the culminction of . scries of differonces
between the Bank end the Revolutiontsry Govermment. Removal by the
Govermmont in Octeber 1943 of Mr. Rail Prebisch from his position as
Genersl Menmgoer of the Contral Bank wos en eerly indication of basic
differcnces betwoen top Bank personnel cnd Govermment suthorities.
Mr. Prebisch hed personally presonted to « purlicmentery cormitteo
investigeting Axis activities in Argentina o Central Bank raeport on
Axis finsnciel holdings end dealings in Argentina. This action wos
the signel for & bitter anti-forcign capitel, snti-sumitic cempiign
rgainst Mr. Probisch and tho whole Central Bank persomnol by thet
part of the Argontince pross favoring the Govermment. Finally, a
public ennouncement was mede thit Mr. Prebisch's resignation, which
he hud not tendered, hed been acceptod. The situation being un-
tenable, Mr. Prebisch finally recsigned, though cgainst tho protest
of the Bank's Bourd of Diroctors.

The campaign asgeinst Benk porsonnel continued even after
the resignstion of Mr. Prebisch. The practical embargo placed by
the United States on gold shipments to Argentina in August of 194
was soizod upon by the Govermment os & powerful weepon in its propa-
gerde to undermine the Bank in public opinion. Lpplication by
Argentina for on oxport licenso to ship a large quuntity of gold held
in custody for tho Ceontral Benk of Argentina was denied by the United
Stotes Govermnment. Argentine Govermment ciroles viciously accused
the Central Bank of "negligence" :nd even of heving willfully mortgaged
the country's netional patrimony to foreign interests. It was reported
thet the Govermment was preparing to teke mwey from the Ccntral Benk
the issue power end custody of reserves end to transfor thesc functions
to the Argentine Treasury. Tho Goverament did net, howevoer, execute
this move, apperontly setisficd with its offorts to weaken the Bank's
prostige end foarful of the effect of such & move upon the comrcreial
berks' willingness to absorb Troasury issues.
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In addition to the conflicts emerging on a personal or
buresucratic level, monetary and fiscal policies inevitably beceme
the objéct of a sharp conflict. The Revolutionary Govermment advanced
a progrem of large-scele military expenditures, while the Central Bank
beceme increasingly concerned with the problems of mainteining economic
- stebility in the face of & very favorable balence of trade. The Central
Bank in its annuel reports has stressed repeatedly the necesserily close
relationship between monetary policy ond the finenciel policy of the
Govermment, crguing for a reduction in the Goverrment's budgetary
deficit. In its Annual Report, the Bank stuted: "In order to ostab-
lish the conditions required for an active policy of absorption of
mesns of payment, it would be necessary, in tho present circumstences,
to be able to count on a decrcese in Government requircments to be
financed by borrowing, which, in other words, means & reduction in
expenditurcs or an increuse in texaetion or u combination of those two
cxpedients." Although the 1945 report, issucd about a wosck before the
nationalizntion decree, has not yct been received hero, it is reported
thut the Contral Bank was oponly critical of the mounting Govirnment
exponditures which it held largely rcesponsible for the growing in-
flationery situstion in Argontina,

Over tho course of the past two ycars, the Central Bank had
soveral times petitioned the Governmment to tuke effective ection against
the emorging inflationcry situation. In addition to ealling for changes
in Govornmont budgetery policies wnd for the institution of & coordinated
anti-infletionary program, tho Contral Bank asked for tho power to in-
crease or decrease reserves of the privetc banks in order to control
offectively the volume of credit. The Bank hes been unablo to absordb
purchasing powcr by placing with the public Certificates of Participation
in Government bonds for feear of compoting with the Govermment for funds.
The Government has esctually done little to institute anti-infleationary
messures. The cost of living has rison to o greeter extent (12 per
cont)im 1945 than im the previous five yeers (7 por cont). In addition
to the continuution of infleationery pressurcs emancting from a favorable
balance of paymonts, a steady rise in Govermment expenditurcs and budget-
ery doficits hus contributed to the inflationury situation. The rise
in Govermment expenditurcs shown in the following tgble hus been asso-
cistod with o virtucl doubling in the proportion of the tctal budget
clloceted to War, Navy, and related exponditurss, so that in 1945
these oxpenditures constituted 46 poer cunt of the totel.

Exponditures, Revenucs, and Deficits of Argentine Ropublic

19L0-19L5
Yeoor Total Expenditurcs Fiscal Revenucs Daeficit
(In miliions of posos)
190 1,316.1 963.8 352.8
1941 1,367.1 910..4 L56.7
1942 1,526.1 1,001.7 sl
1943 1,761.3 1 ,021;.5 736.8
1944 2,411.2 1,L04.6 1,006.6

19&5 2:8249 'LL l :355'3 1:”491#'1
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In o reoport on netional income made public in Februery, the Central
Bank called attoention to the growing percentage of netioncl monoy
income constituted by Governmont expenditures. It was showm thet

in 1945 total Goverrmont oxpenditures, including states end munici-
pelities, ropresented 31 por cent of the nationsl income (ofter
deducting the balance of tradc) es compured with 18 por cent in 1942.

With rospoct to the budgotary deficit, the Govermment eppears
to have been less coneornod with the infletionary implicaticns then
vwith "whorc the monoy is coming from." Eerlior in the war period,
large supplios of liquid funds made absorption of Govormment issucs
foirly easy, end the yiold on Govermment bonds doclined considorebly.
The Cantral Bank, concorned sbout the long-run stebility of thoe Govern-
ment bond market and anticipeting the Govermment's continucd need for
funds, rccommended the flcating of bona issues for the express purpsse
of stebilizing the murket wund meinteining the existing bonds at pur.
With the sdvont of the Revelutionury Govermment, the recommendation
wes not followed, howover, und intunt on following a policy of prestige,
the Govermment permittod quotations on Govermment bonds to risc and
secured conversion of tho Govermmoent deobt et lowor ratus of interest.
As the Central Bank had forcseen, this situation could not be moin-
tained in view of the continuing eppoals to the market by the Govern-
ment. Beginning in the scecond half of 194y, the Central Benk had to
buy back bonds for the account of the Govermment to prevent e drastie
drop in the merket. The Govermucnt's cesh ressurces being insufficient,
incroascd pressuro on tho commoreicl benks to purchese Governmont
seoeuritics was axorted, During 1945, it beceme incressingly difficult
to nlace Govermment bands with the commorcial benks doespito strong
Govsrmment proessurc. Tho difficulty encountered by the Govornmoent
in finencing its progrem was roflcctud in the 1946 budgot decrcc
(promulgated in Januury) in which, contrary to usuel practice, the
cxponditures to bo covored by bond issues were not included in the
budzet tatel. The wmount of such exponditures, it was noted, would
bo fixed later in asccordencc with thoe finencisl possibilitiocs of tho
ner<et for Govermmont bonds. The finsncicl merket in Argentine in
recont months hus not been fuvorable to Gevermment finencing. Quo-
totions on Govermment bonds have fellen wnd tenders for Tressury bills
hevae fellen short of requosts. It has recontly been roported thot the
Government is so short of funds it hus been unsble to meot current
bilis for supplics.

Undor existing Argentine low, sccess by the Govermmont to
Contral Bank credit is strictly limited. The Bank may only purchase
bonds for its own portfolio up to the equivelent of its capital and
resorves, plus the emount of tho redumptions effected in Consolidatod
Netioncl Treasury bonds. This limit heving been reachod, the Bonk
has beon uneblo to give any substantial support to the Govermment bond
market. Short-term advances to the netional Govermment must not oxcoed
10 per cent of the everage rovenmuos of the Govermment in the previous
threoe yeers. In Janucry 1946, for the first time in threc years, the
Govermment hed recourse to the Central Benk under this provision, and
it is reported that loens gronted during Jsnucry and February totalled
noerly 90 million pesos. Since tho meximum is about 125 million pesos,
the 1imit to short-term advences was rapidly being reached,
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Given the recent history of conflict between the Govermment
ancd the Central Bank, the open criticism of Govermment policy by the
Central Bank and the immediacy of the financial probtlem from the
Govermment's point of view, the move by the Government to gain complete
control of the Central Bank fits into place, even though the limitations
on Govermment borrowing frcem the Centrzl Bank have not been rearovsd as
yot. An importent public institution, independent of exscutive au-
thority to a substantial extent, might be a distinet handicap to the
"plens of the new Peron regime soon to assume power.

Report of the Swiss National Bank for 1945 Rosa Ernst

The ennual report of the Swiss Nutional Bank roviews
Switzerland's economic &nd finsncial developments during 1945. The
enc. of the war did not cause any fundamentul chenges in the country's
gccnomy. Reconversion of industry to o peuce-time basis proceeded
smcothly, although there proved to be a labor shortage in industry,
agricul ture, end othor ficlds insteud of the expected unemployment.
For the¢ second time in the last 80 years, Swiss exports during 1945
excoeded imports by 2,8 million fruncs (approximately 58 million
dollars et the officinl rate of exchunge of 1 Swiss franc = $.23%6).
The first time was in 1916, when the export surplus tmounted to 69
million Swiss francs. The Federal Govermment during the early pert
of tho year again spont substantiul smounts both for military cond
economic nationul defemnse. Evon after the terminetion of hostilities
outleays continued on a lerge scule for purposes of financing cxports,
for grenting crodits to foroign countries, and for buying gold and
foreign ecxchange from other governments which required lurge amounts
of Swiss frencs for diplomatic &nd wolfarc expendituros. These trans-
ections, coupled with an import defieit, contributed in a largo mcasure
to the expansion of currency rescrves, despite the efforts of tho
Govermment to check this trend partly by launching bond issuos during
1945 in an sggregate cmount of 1,090 million frencs, snd partly by
extending to various industries restrictions (formerly appliceble to
tho watch industry only) regerding disbursement of dollars.

The Bank's volume of business oxpanded eccordingly. For
the first time in its history, the balance shcet total exceoded the
five billion mark, with the highest amount of 5,352 million reported
in the middle of Jurnc cnd with 5,251 million freones et the end of
December. The gold holdings at the end of the yeer wmounted to l,777
million francs, an incroasc of 223 million as comparecd with the previous
year. For the first timo since June 1938, the Bank roportcd scparatoly
gold held at home (1,128 million) and gold held cbroad (3,649 million
frencs). Of the latbor amount, 1212 million frencs was freely aveilable,
while 2,437 million was blocked but applicable to payments for commodity
purchases. Holdings of foreign exchange increased by asbout 60 por
cent during the year from 102 to 163 million francs. Thus at the end
of 1945 ubout 9l per cent of the Bank's total assots were on a non-
productive besis, As in formor yoars, the Fedsral Govermment borrowed
from the Netional Benk only infrequently and in comparatively small
emoants, and at the ond of Docember cll but 4O million franes of these
borrowings (rescriptions) had been repeid.
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On the liabilities side, attention is eculled to the
oxpunsion in note eirculation from 3,548 million at the end of
Docombeor 194y to %,835 million frenes & yeer later, an increese of
obout 8 per cent. This inereeso is attributed in purt to continued
hourding and in pert to lerger business roquirements. It is worth
noting, however, thut the oxpunsion in 1945 wus less than in 194L
(500 million) or in 1943 (411 willion frenes), It is hopoed that this
ducrcesing trond will ceontinue; rocont reports show thet during the
first three months of 1946 tho note circulation fell to 3,614 million
frencs.  Sight deposits increcsod bensidorably from a total of 1,015
mil.ion frenes et the ond of 194} to 1,110 at tho ond of Decombor 1945
in sherp contrast to the trend the year boefore when those doposits
fell. frem 1,2%9 4o 1,015. In viow of tho high liquidity of the monoy
merket, privite economy huad little recourse to central bank crodit
during the your under roviow. Intorest ratos did not chengo during
the yeer. Mr. Weber, tho President of the Swiss Netional Bank, in
his speech presenting the roport to the annual mecting of shercholdors,
crphasizod thet in view of the favoerable oxport position, the present
devolopment of industrial production, and conditions in the homo market
thoro wes no prospect of wnd no need for « doveluction of the Swiss
fraae ond thet any rumors of doveluwtion cppsaring in tho press wore
totnlly unfoundod. The roport closus with un optimistic note stating
that on the whole the busircss yeer 1945 turned osut botter than
finineicl circles hid dered to hope at tho beginning.

Centrel Banking in Itely J. Horbert Furth

The Bank of Italy hes resumed the issuc of monthly state-
ments although these statements have not yet been mede aveilable to
the goneral public. The following table comperss its balanco shect
of Decambor 31, 1945, with those of tho ¢nd of 1939 and 1942.

Year End Bulance Shset Deta of Bank of Italy
(In millions of lire)

1939 19442 1945
Assots
Gold 2,738 2,673 Lé3
Cash 801 L0 18,421
Domostic bills 14,857 2,168 50,509
Advences to Governmont 10,773 51,773 345,470
Advences to I.R.I. L,708 L,708 L;,708
Other advences 2,079 7,283 5,68L
Other assots 2,061 3,578 81,341

29,617 oL,L23 506,606
Lisbilitios
Bank notos 2,432 7%,320 296,021
Bank checks 1,218 5,75k 13,449
Govornment doposits L75 5,387 20,505
Otheor damend deposits 1,268 6,22, 16,865
Time doposits Lol Lo1 124,170
Othor liabilitios 1,1%1 2,343 L, 643
Cepitul end rescrves 602 9ol 953

29,617  9L,L23 506,606
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On the assets side, "Gold" includes that part of the Italian
ho.dings removed by the Germans that the Allies have brought back to
Rone. These holdings are kept by the Bank of Italy for the Allied
Control Commission, and thus are not avsilable to the bank menagement;
their fate will be decided by the peace treaties, and their inclusion
in the balunce sheet is at least pramature. The value of the gold
holdings is still computed on the basis of the pre-wur foreign ex-
change valuc of the lira (5.26 United States cents), rather than the
prosent official reto (O.4ly cont). "Cash" includes Allied Military
lire which the Bank is seeking to withdraw from circuletion. "Domostic
bills" include 40,752 million bills of the "Consorzio Sovvenzioni su
Valori Industriali,” which is a Govermment institution granting
industrial credits; this item should probably be includod with the
advences to the Govsrnment. "Advances to the Govermment” include
pre-wer advances (among them & credit of 1,772 million for gold
pledged to the Unitoed Kingdom during the first World Wer), and
342,697 million of "special" wdvencos connectcd with the wer amergency.
The figure probably includes the emount edvinced to the fascist rogime
of Northern Italy by the Borgemo administretion of the Benk of Itily
in 194} tlthough the Govermmint hes not yet disclosed whether or not
it will acknowledge tho validity of that debt. "Advencos to I.R.I."
(Instituto for Industrial Roconstruction) should also be considercd
pert of the Govermmont debt, "Other advinces" ure made almost ex-
clusively upon Govermment sceuritics. Tho huge cmount of "othor
assots” has not beon explained; it may reoresent in purt sdvencos
grented by the Bergemo administreation in connsction with the Gorman
occupation,

Tho circulution figure rofers only to notes issucd by the
Bark of Italy (including thoso issued by the Borgumo cdministrution).
Ottor curroncy in circulation includes Allied Militery notos (86
billion) cnd subsidiary currcney (8 billion). The lattor sum prescnts
no problam, but the unificetion of bank notes und £llied Militery notes
rcrains to be put into exccution. Until recently, it wes believed
thaet the Govermmoent would decroe a currency conversion on the Bolgian
nodel, in which casc unification would have been eusy. The Governmont,
however, his ubundoned thut iden. Exporience in ell countrics which
havo tried such a conversion has shown that the deflationery effect
of & conversion is ohly temporary, and that its main .dventage is «
psychological restoration of confidonce in the currency. Surprisingly
ecnough, it «ppoars that the Itslian people hevo not lost confidence in
the lira, ond during the lest twolve months circulation and pricc level
heve remained virtuelly steble. Under such conditions, & conversion
might have adversc rathor thun beneficial psychologicel effocts, and
the decision of the Govermment is probubly justified.

"Time deposits" roprosent the statutory rosorves which
credit institutions have hed to meintain with the Bank of Itely since
1943. Deposits with crodit institutions stood ot 47l billion lire in
November 1945, as aguinst 69 billion in 1938. Although the incroasc
is proportionately much smeller then that in the note circulation,
it is remerkeble thet in spite of the war-time inflgtion deposits
still ere higher thun tho ontire currency circulsation.
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The Bank's bolence shoot shows thot its liwbilities are
covered almost exclusively by wvarious typos of adw.nces to the
Govermmont., Sineo liberation, the Govermmont hes refroinoed from
using contrel bonk credit for its deficit spending. In the curront
vear, it will be morc diff'iicult to maintein this practice sinco the
Govornmment will have to shoulder oxponditurss borno hitherto by the
Allicd Control Commission end covered by the issuo of fllied Military
lirc. On the othor hand, UNRR: 8id end forcign erodits will cut down
the nceds for domestic borrowing. Unfortunately, Itely's main problem
is acither fiseal nor monctery, but conccrns tha country's physiesl
rceonstruction and ospecielly the replenishmont of its inventories,
and the wiscst contrul bunking policy can contribute but little to
its solution,

Egypt's Sterling Balances A11 R. Bengur

Indications are that the cuestion of Egypt's sterling
balances may soon come up for discussion, if it is not already being
discussed, between the British and Egyptian Govermments. The Finance
Minister of Egypt revealed in an interview as early as the middle of
February thet the British Government had been requested te set a date
for the discussions. This request was mede in considersation of the
epproaching end of the Anglo-Egyptien finencial sgrecment (which had
been extended for three months upon its expiration at the end of 1945)
and porheps also in enticipation of an early approvel by the United
States Congress of the financial egroement signed on Decamber 6, 1945,
between this country and the Unitod Kingdom.

Under the torms of the Anglo-American finsncisl egreemont,
Britein is expocted to discontinue tho type of sterling area curroncy
errangements to which Egypt hes been ¢ perty since ths early years of
the war, and at the same timo to roach sottlcemonts with those countries
that have accumuleted large sterling belences over the war years. Thoso
sottlements ero expscted (1) to scele down the total British indebted-
ness, (2) to fund ¢ portion of tho remcining debt, and (3) to rcleass
tho balance in fully convertiblc curroncy.

Egypt is known to hold the largest balances outside the
Empire countriss. There is no informetion on the exact amount of
thesc balances, but availeble estimatoes place them at the squivelent
of 1,300 to 1,600 million dollars. The lack of information results
from the fact that close to two-thirds of the baleances are privatoly
ownod; govermment holdings cre valued at sbout 585 million dollars
t.ccording to an officiel release. The BEgyptian Government recognizes
the difficulties which may bo presentcd by the existenco of such learge
unof'ficiul balances in & settlement with Britain. In order to detor-
mine thc amount of those beluncos, the Govormment docrocd on Docembor 321,
1945, thut residents of Egypt should report to tho statistics dopartment
of the Ministry of Finance all crodits, sheres, and other sterling ussets
in thoir possession. The Government's uction wes spparently teken in
properetion for the projocted Anglo-Egypticn nogotistions, but has also
boon intorprsted as & firet stop toward tho contrelization of the
private balances if that should be found nocessery.
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The Egyption Govermmoent has tokon the position that the
storiing balances should be paid in full. In a recent stutament up-
holding this position, the Finence Ministor explained thut the volumo
of' these balances was a conerete evidenco of Bgypt's greet contribution
to the war cffort and that thoy had becn accumulsated from "tho swast of
thy felsheen" (Egypt's egricultural workers). He stressed Bgypt's need
forr these funds by steting further thet a greet majority of the people
were poor ond that meny of thom were more unfavorably placed than bo-
fore the war. It is roported, howovor, that the Egyptian Govermment
muy be induced to sltor its origincl stend and to consider certein
roductions of Bgypt's sccumulated sterling balances. This would depend,
according to the samo report, largely on the oxtent to which Britain
mey boe proparcd to allow Egyptian bulances to be convertcd promptly
into othor curroncies, moro particulerly into United Steatos dollars.

Thero hes been no official statement on the part of the
British Govermmont as to its stand with respoct to the settlcement of
tho balances in question. Opinions have been expressed in the press
end privately to the effeoct that Britain, having seved Egypt from in-
vasion by the onamy, hes thc right to expect that country to consent
to a considerable rcduction in its sterling belances. The Egyptian
Govermment has similerly beoen criticized for its reluctence to assume
rosponsibility for the centralizetion of priveto balances. It is pointed
ouz that, in tho abscnce of governmentil ussumption of responsibility,
hol.ders of thes¢ belences would suffor as a result of eny sottloment
involving an over-all reduction. The concern of such British critics,
snd perhaps of the British Government es well, is quite understandebla
in light of the strong political movement existing todey in Egypt for
British cvucuation of the country. If it should be true, as genersel
impressions suggoest, that the British w«re net prepared to withdrew from
Egypt at this time, the British Govurmment may be rcluctant to press for
eny settlement thet might incrossc the antogonism of the Egyptian people
end thereby jeopardize the possibility of & politiccl undorstending.
The indifference of the Egyptian Govermmoent toward the mobilizeotion of
private holdings is not incomprehensible if viewed ngainst the sunme
background.

The question of Egypt's sterling balances can not be con-
sidered separately from other problems now pending betwesn the two
countries. Britain might well be disposed to yicld to Egypt's torms
on certain financial and economic matters in order t- obtain political
adventages which it deemed more important. For example, the British
Govermment wes considered lenient, and on that account attacked by
cortain poople in Briteln, for underteking under the finencizl sgrecment
with Egyptl/to meko availeble hard currencies (chiofly United Statos
dellers) in oxcess of the amount which Egypt could oxpcect to receive
frem exports and other services to the hard currency countries. If
Brituin should maintein its concilietory attitude toward Egypt, e
settlement setisfactory to both sides might be reuched, by which Egypt

1/ Egypt wes allottod The oquivalont of about B0 millison dollars 1n
T  hard cdurrencies for the 15-months poriod ending on March 31, 1946.
According to a dispatch from London published in the papers on
4pril 8, 19,5, this egreemont has beon extended until Merch 21,
1947, with Britain making aveilable to Egypt the equivalent of

about 48 million dollars in herd curroncies during the next yoar.
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would socure from Britain the right to convort into othor currencios
as high a proportion of its sterling balances as might be considered
necessary for the satisfaction of its immediate needs, and Britain

would in turn obtain Egypt's consent to a reduction of its balances.

Extension of Govermment Control Over Camtral Banks
and Credit Machinery Beatrice Bulle

Throughout the world the area for the operation of private
capitel and individual initietive is growing smeller. The wave of
nationalizetion of banks which has rison during the second World Wer
reached its crest in the sudden and spectaculer teking over of the
Argentine contral bank. This unherelded cct, discussed elsewhore in
this issue, was not typicul; in most countries nationalizetion hes
been a part of the published programs of politiccl parties, has boon
presented as draft logisletion and doliberuted by the legislative
bodios or their agoncies. In countries which have purticipated in or
contributed to tho wer offort, scarcity of credit and the need to
finance radical reconstruction of production and other forms of
economic sctivity have beon thc compelling motives. Revolutionery
chengos in politicul organizetion of several countries have given
impeotus to Govermment acquisition of central banks. In some instances,
a now structuro of rclationships among various ugoncies has rosulted,
in which the ccntral benk mey have morc or loss prestige than before.
The situetions and purposes leading to nationalizestion differ according
to the history and war oxperiencc of the country concerned.

United Kingdom. The question whether the change in control
end distribution of craedit is cs grost as it appeers on the surfeace
roquires separate considoration in ocuch case. Sober opinion in England
tokes the view that,as rogerds tho Bank of England, 1ittlc has been
achieved that was not possible under private ownership of the Bank.

Its obligation to conform to Govormment policy wes publiecly acknow-
laedgod by Governor Norman ton yeers ago and has been rocognized through
two wars. Efforts to prove thet tho Bank has at eny recont time re-
sistod the Govermment's will show scent success. Tho fuct that fifteen
porsons from the old Court of Directors of the Bank have beon roappointed
to tho new Courtof ¥8(including the Governor snd Deputy Governor) gives
ample reassurance ageinst any radical changes of policy at prosent.

Powers which tho Bank has hithcrto exercised through per-
suasion to onlist the coopcration of the joint stock (commerciel)
barks in pursucnce of its own or the Treasury's policies arc now
formulated in the lew. Thoe Bank mey now, with spoecific approvel of
thc Treasury, direct e banker to follow a certain course. But the
berkor mast be consulted before any such diroction can beo given, and
he is assurcd of the right to discuss the dircction with tho Troasury,
in the presence of the Governor of the Bank. It is also madc cloar by
the law thet no bank cen be forced to rcveal the details of an in-
dividual customer's business. No chango in the ownership of theo
cormercial benking system is cffected by the now law.
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The power secured by the Govornment to determine priorities
in the use of short-term funds will be parelleled by the control over
invostment and real gepital development under thec Investment (Centrol
and Guarantec) BilLLintroduced in Parliument on Jenuary 23. Undor this
Bill 211 new coapital issues involving cmounts of more than 200,000
dollars (£50,000) will be subject to tho permission of the Trcasury.

To stimulate new capital investment, the Treasury mey guercntco loans
for industrial dovelopment up to & total of 200,000,000 dollars
(£550,000,000) in any finencial year. The third instrument »f fi-
nencisl monsgement is to be an Exchonge Control Bill, which will
"insulute domestic capital from the temptetion to foroign travel”

wnd will have tho function of providing free exchange in paymoent for
current transections, as outlined in the Washington finuncial cgreoment.

The effect which the chennelling of cupital investment in
acecordunce with a nationsl plon mey have on limiting the fiolds in
which cormerciul banks may opecrate opcns up the possibility, «s the
Economist romarks, that thc benks mey be forcoed to placo their funds
in fiolds less profitablo then their free choice would dictatc. The
Chancellor of tho Exchequer has glven assurence that it is not the
Gorerrment's intention to force the bunks into types of lending which
they consider "soriously likely to involve them in grave losses." But
if tho bunks are deprived of froodom t> choose their own risks, the
Govormment would sooner or lator have to choosc between guarantocing
thn position of both bunk depesitors and bank stockholders or
notionalizing the banks outright.

To aid in wdministering tho powers of investment control,
tho Govermmont now has the adviee of a Nationel Investment Council.
This body will be, cccording to the Chancellor, "an oxperiment in
consultation.™ But tho Council's advice will not necossarily be
followed and responsibility for decisions will rest with the Chancellor.

The Lebour Governmont has thus for given littloe informetion
as to tho limits of its zetion in sociulizing the economy of Britain.
Beyond the control of finance, notionulization of the coal mines,
control of civil aviation, railways uand overseas communications
thore are no stated boundarics for future chenges. It is roughly
ostimated thet 80 to 85 por cont of industry will remain in private
hands, but regerdloss of who owns the commercial bunks tho Chancellor
of tho Exchequor, with tho authority of the party in powor, will have
neans to foed or starve any industry and to decide whother it shall
stand still or expand. It is safo to assume, however, that British
public opinion can still act as effectively under a Socialist regime
os undor any other type of govermment.

France. The Fronch banking nationalizution started with
ths law of Decamber 2, 1945, adopted by the Constituont Assembly,
whiich provided for tho purchasc by the Govermment of the stock of
tho Bank of France and of the four leading doposit banks. Further
neasures of n.tionalizetion e«ro in preperation. These four benks
joiintly held some 55 poer cent of &ll bunk deposits in France. Plans
forr the control of benks end insurance companies had been publicly
ennounced by the Consul tative Assembly ot Algiors in the middle of
190}y end wore said to huve the support of vurious resistance groups.

T7!Now called Borrowing (Control and Guarantee) Bill.
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Ths Bank of France, since the Blum reforms of 1936, had been
ef"ectively under Govermment control and the shareholders were
reprosented by only two out of twenty councillors (directors).
dpparently the ghosts of the sinister "200 families" still lingerod
about the Benk of Frunco in 1945 and the charge of collaboration had
besn laid at the door of the four deposit banks. But it is to be
noted that the principal officers in the roconstituted banks arc for
the most part important members of tho former bunk cdministreztions.
Purchase of the sharos of the Bank of Francc has been carriod out by
tho issue of govermment securitics for tho purposc but purchise of
tho sheres of the deposit banks is to oxtend over a fifty-yoar period.
Netionelizetion os a principlc is part of the fundamentsl doctrino of
tho Communist and Socinlist partios, two of the throe leading partios
in the presont Assambly. The urgency of a vast rcstoretion and ro-
organizetion of French economy reoquires contreal plenning, which in
turn roquires that the principal credit agencies shall conform to

the plan.

Direction of credit is to be studicd and planncd by a Nationsl
Crodit Council of 38 mambers sot up by the Law of December 2, 1945.
The memborship of the Council, which has already been appointed and
begun its work, includes ropresentetives of Govormmoent ministrics,
seni-public financial bodies, and important economic group intercsts;
tho Governor of the Bank of Franco is vice-president ex offioio. At
present the Council's most importent duty eppears to be to devise means
for carrying out the plan for modernization of the national economy.
Little power of independent action has been entrusted to it but it
will be called upon to edviso the Govermment on ell the most importent
economic and financial progreams. Propesels for further banking
nationalizetions are to be mude by tha National Credit Council, and
the press hus carriod reports of recemt proposols by the Finance Minister
for the netionalizetion of Ahdrdy-Iwo insurcnce companioes, of the twe
lergest "business™ banks, and of the merchant marine.

The Fronch schame of credit control hes beon described as
a compromise between the prescnt British system end the Russien systen.
The British banks can be required to diroct credit into channels marked
out; by the Govermment; in the U.S.S.R., credit neods arc taken cere of
through govermmoent-owned banking agencies for specified types of fi-
nencing. The French schemc includos o central plan for the national
cconomy, an egoncy to work cut meesurcs to carry out tho plan through
o banking system of govermmcnt-owned cnd privateoly-ownod banks, and
a group of semi-public ggencics for long-term financing. The now
lovr of 1945 authorizes the Govermment to sot up new agoncies for
long-term finanecing or to reorganize oxisting osteblishments.

Tho Bank of Francoe has cvidontly suffcred & considereble
logs of influonce through the croetion of the national planning sagency
and the Crodit Councilldhich will plot the course tc be followod by
the Bank under direction of the Minister of Finsnee. To offsct this
loss, the Bank acquires rcpresontotion on the Council itsclf and on
cortain othor bodies through which it muy extend its influenco. The
law pormits the Minister who is appointed President of the National
Credit Council to delegeate his powers to tho Governor of the Bank of
Fronco, and if such &« delogaticn should occur, the Bank might regain
6ll or more thun it had lost.

1/'The Council takes over the Committee on Banking Oréanization (& Vichy
= agency) and controls credit informstion end statistical services.
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Aside from these radical changes in financiel organizations,
Socialist policy has made only moderete changes in the economy in the
period since liboration. Govermment ownorship and oporation of publiec
utilities is no novelty in Frenco. Tho Constituent Assambly in March
passed a bill for nationalizing the production of gas end electricity,
end ccal mining in certain arous was tcken over by the Govermment
shortly after the liberation.

Czeochoslovakia. Tho most swooping experiment in State
Socialism outsido of the U.S.S.R. is that which wes formally in-
augurated by the decree of Octobor 24, 1945, in Czechoslovekia. The
policy thus adopted by the Provisionul Nationel Assembly is being put
into offect as rapidly as possible despite tho fect thet the 1945
decroes are to be submitted for retification to the new Parliament
scheduled for election in Mey 1946. President Bonos, when
adding his signature, cxprossed regrot that thoe chengos hud not boon
introduccd morec gradually. In January, the Minister of Industry said
thet he expected nationelization to be technically completo by
February 15. It affoots principelly lerge industries and beanking.
It wus reported in the British press that over 10,000 concerns wero
nationalized by mid-December, bringing about 1,000,000 workors into
Stute enterprises. All joint stock companies engaged in banking and
finance were taken over.

The Ministor of Industry of Czechoslovakis explained recently
in an interview that the Germans aftor the occupation took pcssession
of the two most importont banks and liquidated most of the Czech
banking houses. With this coup thay obteined possession of & con-
sicerable part of Czuch industry which wes under the ownership of
berking concerns., Upon the liberation of the country from the Germans,
there was a "vocuun of ownership" created in nearly two-thirds of
Czech industry. Whon the Protecctorate Govermment ceollapsed in May
1915, the new Govermmont was forced to step in at once to carry om pro-
duction and it was decided on grounds of justice that the reccvered
barks and industrios should belong to thc netion rathor then to private
individuaels. Management of all large e¢nterprises and some small ones
wae placed in the hends of national edministrators.

By the end of July 1945, the National Bank of Bohemia and
Moravia, set up by the Germens, had become the National Bank of Czecho-
slcovakie in Prague, the central bank of the country. The commorcial
barks were nationalized de facto. In 1939, immediately before the
Germsn invasion of Boharia and Moravia, all credit institutions wore
pleooed under the control of the Ministry of Finance by a docree of
the Czechoslovek Goverrment. A sinilar system heas boon recestablishod;
directors und menagers of the nationanlized banks will bo appointed by
the Minister of Finance and unified banking policy will be enforcod
through a central mancgenent of banks, established by the Government.

The field in which this banking system will operato is a
mixed oconomy combining private ownership (in agricul turo snd in many
smell ond medium-sized enterprisoes), cooperative ownership, and national
owriership. All Statec onterprisces are to be maneged on cormercial princi-
ples and while tho State will share in the profits it will not guarantee
lisbilities, The Stato now controls about 60 per cent of the industrial
output of the country.
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Poland. The establishment of the post-war Central Bank
of Poland entedated thet of the Czechoslovekien centrsl bank. The
Polish institution draws its authority from a decrec of Januery 15,
19,5, by the Russian-approved Lublin Provisional Govermment which
osteblished itself in Warsew « fow days leter. The Bank oporatos
with cupitel provided by the Troessury. While the status of othor
banking institutions in Poland in the eerly part of 1945 is somowhat
obueuro, the Polish Minister of Fincnce was quoted in June 1945 as
follows:

"An efficient finrneial apporatus is in operation in the
country, comprising 250 establishments .... the sole monetery systam
being entirely controlled by the Governmont."

The Notional Bank does not direetly perticipato in fi-
ncrieing the operation of tho country's cconomic 1ife but oporatos
through the intermediary of other credit institutions. This ongbles
tho Bank, as sole credit supplier, to regulate the monetary circu-
lation, and tc control the national crodit by subjecting it to the
goreral policy of tho Govermment. According to a recent study of
the Polish ercdit system from the European press, the banking systom
corsists of 8 banks with brinchos and 120 municipal banks. Allocation
of crodit proper is carriod out through those banks which recoive
their rosources from the Netional Bank by rediscounting thoir
portfolios.l/

Apperently the quostion of ownership wnd operstion of
benks had been offectively sottlod before tho adoption of the
famous netionalization decrocc of Junuery 3, 1946, issued by tho
Polish Notional Council of the Homeland. Banking and insuranco are
referred to in only & singlo article which provided for tho teking
over by the State, without componsation, of "Industrial, mining,
communication, banking, insurcnce, and commercicl undertekings" if
they belonged to German interests or individuals or to tho German
Reich. The decree announcod the Govermment's purpose of azchieving
& planncd rehabilitation of the national economy, of assuring the
economic sovereignty of the State, &nd of rcising the general lovel
of prosperity. But thero is frequont and emphutic denial by tho
Govermment of any purpose to duplicete the Soviet system. Tho
Minister of Industry recently steted thet nationclizotion would
affoct ebout 2,000 industrics employing a totel of some 600,000
workers. Certain heuvy &nd basic industrios such os mining, fuol
and power production, transportation and communications, browories
and distillerios, sugar and grain mills, textile manufecturc and
priating are to be taken ovor against compensation, Entorprises
not spocifically named in tho decroe will be nutionalized only if
thoy employ more than 50 workors on ¢ single shift. Upon cuthority
of ‘the Council of Ministors, oporation of larger nutionalizod under-
telings moy be transforred to municipalities or cooporatives and that
of smcller undertukings mey bo cedod or lowsed. Undor the pre-wor
regimo, foreign capital hold 50 to 80 por cent of most Polish industries
and foreign cepital will bo wolcomed by the presont edministrection, but
will not be allowed to obtain control. Estimates of the Govornment's
shere of the notion's industry undor the present regimo run from 40
to 60 per cent.

1/ 'The pre-war Bank of Poland was privetely ownod, State benks
granted one-third or more of sll credit in Poland.
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The Notherlands. Two countrioes in Burope havo takon pre-
liminery steps toward eventual nctionalizetion of their central benks,
The¢ Netherlands Royal Deocroc of Octobor 1945, which reinstated the
Bank Act of 1937, sot aside by tho Germans, introduced some funda-~
nentel alterations clearing tho way for & now Bank Act. A Commission
appointed to draft new lezisletion for the Bank is to adviso the
Govermnent "concorning the strengthening of the principlo of publiec
intorest in the chartor of the Notherlaunds Bank pending the trensfer
of tho Bank frcm private to public or semi-public ownership." Thus
thoro is a probability but not a certuinty of the extinction of all
participation of private cepital in tho Bonk's ownorship. In the
same decroe, the Govermnment gave notico thut the prosont Bank's right
of note issue is to be cenceled end that thc period of dolay before
the cancellaticn becomes effoctive mey bo shorter than the precoding
logieletion roquired. Through the enlargement of onen-merket powoers
of the present Bank by the 1945 decree, the Govormment obtains tccess
to further long-term funds from the Benk; also, Troasury oeper may now
be bought by the Bank direct from the Troasury.

Belgium. Nationelization of the National Bunk of Belgiunm
wes announced as & Govermeont yroject last fall by Premier Van Acker
but not carried out. After tho March olections and the full of two
successive ministries, M. Van Acker aguin heads tho Ministry and may
havo an opportunity to carry out tho plan of netionelization. He has
esked for special powers under which measures would be token in a breed
roange of domostic economy and Govormment finencial policy. No project
affocting commercial beanks appoars thus far in the Govermment's nrogram.

dustralia. Govormment influence over the nationael oconony
hes been extondod in sonc countries which already have Governmont-ownod
contrel benks, as, for oxanple, in Australia. To meke tho Commonwoal th
Bank more directly responsiblo to the will of the Govermment, its board
of directors has boen repleced by a single governor. Through legislation
adoptod in thoe suwmer of 1945, the Bank has boen mado the directing agency
for the entire banking systam on the prineiple that the Govermment must
accopt roesponsibility for tho economic hoalth of the netion and must
have s thoroughly intograted mochanism Por that rurpose. A soparate
cormercial banking department of the Bank will compote with tho treding
banks.

Sweden. Sweden, whese contral bank is entirely Govermmont-
owned end responsible to the legislature, appointed in 1945 a Govern-
mont cormission cn banking to consider whether the Riksbank should
engege in commercial transactions in competition with established
comaereciel banks, to examinc intercst rates charged by the commercial
banks and to recommend meens of obtaining satisfactory crodit conditions.
Privete businoss enterprise in Swodon nmay be considerod to be woll tamed,
a8 tho Swedish State owns or controls industries constituting o large
part of the economy.
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Finland. Reports of a vote by the Finnish Parliament towerd
the end of December 1945 to nationalize the Finnish banks have ap-
veared in London end Paris, purporting to come from Helsinki. As no
confirmation of such action can be obtained, it must at present be
regarded as rumor rather than fact. The Bank of Finland is o State
benk and is under the guarcntee ot the House of Representotives,

New Zealand. Purchaso by the Govermment of tho privatoly-
owned portion of the shares of the Bank of New Zealand, offoctive
November 1, 1945, represents no groat innovation in policy. This
institution, which is not tho centrzl bank, was formerly about one-
third Govormment-owned cnd genersl opinion in New Zealond assumod that
netionalization would rosult in no major changos in oporation of tho
Bank. The Bank is the most important in the group of trading banks,
doing by fur the larger purt of the banking business of the Dominion.
The Prime Minister, in supporting the proposed nutionslization,
emphasized the Govermment's desire to determine the poliey of the
bark but gove assurance ageinst any drastic change in menoagement and
oparetions. The note-issuing benk, the Reserve Bank of New Zealand,
is fully Goverrment-owned.

Latin America. The recent action in Argentina brings up
to seven the numbor of fully Govermment-owned central benks in Latin
America. Two of these are now institutions chartorod since tho be-
girning of the second World War. The Bank of Prreoguay, cstablished
by law of September 8, 194, superseded the formor centrel benk
(Banco de la Republice de Poraguey). The new institution, like its
prcdecessor, is fully Goverrmont-owned end the prosent bank has
centrel banking powers far beyond those grunted to the older insti-
tution. The Monetary Board of the new Bank directs the monctary and
banking policy of the banking system., Tho Bank of Guatemalsa is & now
institution created by the law of Decamber 20, 1945, which 1like the
Bank of Paraguay is the policy-making agency for crodit control of
the country. These new institutions ropresent the recent devclopmont
of monetary and crodit theory and were established after prolonged
study and orderly legislative action. Within the war poriod, the
Netional Bank of Niearsgua, ownod by the Govermment since 192, was
completely reorganized (May 1940). It has some degrec of control
ovor monetary and banking policy, but far loss than tho Banks of
Paraguay and Guatemala possess.






