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Benking Reform in Argentina - A 100% loney Experiment Robert Triffin

Following closely upon its recent nationalization of the
Central Bank,i/the expiring Provisional Govermment of President Farrell
released last month another financial bombshell. Decree No. 1155 of
April 1946 does not nationalize commercial or investment banks in
Argentina, but introduces even more revolutionary innovations, which
go to the very core of traditional monctary and banking mechanisms,

The Decrce institutes, in eoffect, a 100 per cent rescrve
system which bears a close resemblence te the 100 per cent money
mechenism of Professor Fishcr aond the Chicago group. The oxperiment,
erplicd for the first time in modern history to « highly devcloped
finzneial community, will be followed with tho utmost intcrost, although
of' course there is no indicoation that it was inspired by motives, or
will be used for purposes, identical to thosc prompting the mejority
of' the 100 per cont moncy advocates.

I shcall attempt to review briefly the essential provisions
of the new dccroe, the arguments officislly edvencod in favor of the
raform, end some other considerations essential for e belenced asppreisal
of" the logislation.

1/'800 Reviow.of_Fd}eignvDé§elopmcnts; April 8, 19L6.
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I. Essential Provisions of theo Reform

in full:

The substuntive articles of the Decrec erc worth quoting

Article 1. - As from the date of the present
Decree-law, the Nation guerantees ell deposits of
third parties in officiel, privatec, and mixed banks
ostablished in the country, whothor -on current account,
s¢vings wocount or time, or undor wsny othor denomination
constituting, in the judgmont of the Central Bank of
the Argentine Ropublie, & deposit contract, with or
without intercst. As a consoquence of this gusrantee,
the banking institutions shell proeeed, from this samc
dato, to reogister in thc nume of the Central Benk of
the Argentine Ropublic the deposits mentioned abovo,
through the portinent cccounting procedures, as woll
as tho movements in the respective eccounts originating
in cancelletions, withdrawels, trinsfers, or now doposits.
To this offcet, the banks arc givon legel mandutc to ecct
as dircet ugonts of tho Central Bank of thc Argentine
Republic, with thc responsibilitioes and duties portaining
to this charsacter.

Article 2. - Tho Central Bank of the Argentine
Republic shall defrey the finenciul costs or interest
to be peid to the depositors, und shull compensatoe the
benks, in agrcement with them, for thoe edministrative
costs of the service.

Article 3, - The banks shall not drew on nor use
the deposits roferred to in this Decrec, oxccpt upon

- writton wuthorization of the Contrel 3Bunk of the

Argentine Republie, but shull continue to attond to

the withdrowels cnd movemonts ordered by the depositors.
As legol mendetorios of the Contrul Bank, the bonks
shall maintain attention end accomodation of tho
depositors in thc semc form cond mccording to the

sameé rules now prevailing.

Articlo ;. - For tho continuation of their operetions
of discount and invostment, the banks shull make usc of
their own capital end surplus funds and moy rodiscount
their portfolios in tho Centrcol Benk of the Argentine
Republic within the limits wnd under the conditions
which tho Bank estiblishes, in cecordunco with the
stete of the mongy merkct cnd the liquidity of oach
banking ostablichment,
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To this effect the Central Benk of the
Argontine Ropublic shall determine linos of credit
or speciul quelificutions with rcletion to cuch
bank, for thu rediscount of their portfolio, crodits
on current account, investments in securitics and
othor normcl bunking oporations. The Central Bank
may «lso ostablish, in accordence with the require-
ments of the various sectors of production and with
the chaructor of the deposits received by each benk,
in addition to the quulificution for the rediscount
of short-term oporc.ticns, cdditional lines of redis-
count oporations of & medium~ end long-term choracter
secured with reel or other sufficient gucrantces at
tho discrotion of the Centrcl Bank., )

Article 5. - When there occurs, in the judgmont
of the Contral Bank, justifiocd reasons for improving
the liquidity of the benks, the Contral Bank may teko
in pledge national, municipel, or provincial securities
quoted in thc steock exchunges of the country, under the
conditions «nd terms which the Centrzl Bank shall estublish.

Article 6, - The Central Bank shall fix the rotes
of intorest on the recdiscounts referred to in Article Ly
and the plodgos alluded to in Article 5. This determination
shall tcke into cccount tho state of the money markoet and
the poliecy of cconomic dovelopmont through croedit ox-
tension, end may consist in differontiul rutes in ec-
cordencc with the purpose of the loans effected by the
benks., It shall slso dotermine the rutes epplicable to
the use of funds for credits on curront szccount ond
investments.,

Article 7. -~ The reguletion of the proescnt Docree~
lecw shall be presented to the Bxecutive Powor for its
epprovel, togother with the projeets snd reguleations
referred to in Article 15 of Deersce-lew No, 850iﬂu5
[Fetionulization of the Contrul Bunk/.

Article 8. - Until such time as the Ixecutivo
Powor approves tho regulations rcferred to in the
preceding article, the Centrael Benk of the Argentine
Ropublic shall immedictely apply the prosent Decrco-
lew in conformity with the nocds, systems, procedures,
and conventions which it considers necessery and use-
ful to thut ond, '

The significince of the decre¢e cannot bo fully gauged until
the regulations ennounced in Article 7 arc promulgsted and, most of
all, until the policy of the Central Bank is made clear through actual
opcration, &8s well as through broad doelarctions of intent. From the
deereo itself, however, and from the accompanying official report,
the following outline ecmorges with a sufficient degreo of dofinitenoss.
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1. All bank deposits (demand, time, and savings) are to
be guaranteed by the State end to be held by the banks only for the
account of the Central Bank., The banks will continue to hendle the
accounts but only as agents of the Central Benk which may freely
detormine the use of the funds, except that depositors retain the
seme rights as they now enjoy with respect to transfers, withdrawals,
ete. The Central Bonk will defruy the costs of hundling the deposits
érd reimburse the benks for intorest paid to the depositors.,

2. This deprives the benks of their mein source of funds
fer the grenting of louns and the purchase of securities and, in
theory, limits them in those operations to the use of thoir own capitel
and surplus. Total cepital and surplus funds of the bonks in Argentina
crount at present to cbout 800 million pesosl/ﬁhilo bonk loans and
invostments are nearly ton times as high, totalling about 7 billion
pecsos. Thus, a lerge portion of the deposits cre sctually immobilized
in loans and investments end, to that extent, could not, in fact, be
immedietely transforred in cash to the Central Bank.

Initially, the Contral Bank will agree with the various
benks to considor that purt of their loens und invostments which ox-
cccds thoir capital end surplus funds os rediscounted by thc Contral
Bank itself, at ratses to be dotermincd by it. "An cccount will be
openod between the Central Benk tnd each bank, registoring on one side
the emount by which the benk's portfolio cxcecds its capital and surplus
funds, end on the other, tho amount of deposits--now wt tho ordor of
the Contral Bank--which the berk hes used or necds to usc¢, in the
judgment of the Central Bank, to maintain, continuc, or incrogsc these
operations.,”

Later on, the Central Bank will investigate the resl voluo
of the banks' portfolios snd will esteblish for ench bunk maximum
linits, subjeet to review, writhin which locns and investments will be
adnitted for rediscount. Roediscounting will nucessarily extend not
only to short-term paper, but slso to medium- cnd long-torm loans.
Such loans, however, will have to conform to spoeciel conditions imposed
by the Cuntral Benk as to the nurposcs, guarantees, aggregato mexima,
ote., epplying to ouch type of operation.

II. Official Dufense of the Reform

The Decrec~law is proccdod by o very lengthy und well-written
redsort justifying the measures taken bv the Government.

The first argument is & vory goncrwl one, derivod from tho
faot thot deposits pley todey pructicilly the swume monetery rolo as
mo:cy proper. The roport rcealls the observation made in 1935 on the
oc:asion of the preoscntation to Congress of the General Banking Lews:
"Not only do thay /The banks/ recoive the doposits of large massos
of the populctiqn, which onfrust their savings to them; thoy olso
porform & monetary function of fundamentel importsnce for the col-
lestivity. Whon the banks muke louns, they wlso create deposits which,
when drown uporn by checks, plcy the swume rnonetary function os currency
itself, and tend more and more to exceod it in importance." ‘

17 The peso is curruntly worth cbout 25 United Stotos conts.
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The report concludes that operations of this naturoc are
nceessarily affected with a high degrec of public interest, end that
the State must accept responsibility for strict control in order to
preserve the general interest,

Secondly, end closely related to the first point, it is
argued that the new banking organization is necessary to permit
adequate quantitative control of the means of payment and their
c.deptation to actual needs. The wer-time monetary oxperiencec of
Argentina is cited to demonstrate how o favorable bealunce of poyments
producos a greet increase in bunking liquidity ond leads to & continuous
cxpansion of monotary circuletion (moncy proper cnd doposits). The
report recognizes that groat offorts woere mede by tho Contral Bank
over the post ten yoears to control monstery circulation. It must be
rcmembered, however, thet the Organic Lew of the Bank of Argonting
did not provide it with sufficicnt weapons in this respect. Thec modern
irstrument of flexiblc roserve roguiroments, especially, wes donied to
tho Benk, and reserve roquirements were of o rigid charecter which
mede them unfit for the purposcs of monetary regulation. In order to
otvicte this weekness, the Central Bank devoloped procedurcs of its
ovn, bused largely on the issuc by the Bunk of participation or custody
ccrtificatos, designed to withdraw from circulation oxcess funds held
by the benks or tho public. In addition, the Central Bank used its
merel influence upon the banks to proevent oxcessive crodit expansion

ir puriods of incressing liquidity, and the banks used also port of

thoir cuash for purchasos of Govormnont bonds and other official securities.

Thet these measurcs failed fully teo ettain their purposoc
hes boon evidoncod by the continuous and large incroasc in monutory
circuletion ovor tho past five years, The officisl report on the now
low points out two roasons for this limitod success. The first is that
tho belance of payment surpluses werce so large =s to meke a full stobi-
lizcotion policy impossible of achicvemont. The sccond is that tho
purchase of Government bonds by theo bonks did not offectively storilizo
¢ corresponding amount of banking rcsources since the procceds of the
issuoes were then used by tho Govermmont and found theoir way back into
privote deposits with tho banks. This second crgument dous indeed con-
stitute a condemnution of the Govermment's finsnciel policies rather
than of the policies of the beuks. Tho lergo and continuous borrowings
of tho Govormment constituted, as pointed out on muny occasions by the
Contral Benk, o mujor obsteclc to monstiry stubilizution, sinee the
Bank had to refrein from placing its own cbsorption paper in adcquate
amounts, for fear of deprassing tho market for Govermmont securities
ond interfering with their flotetion. Such en implieation, however,
is not drawn by the report. ‘

Even if it had been fully cffective, the absorption policy
of the Contral Benk wus open to enothor objection, which is forcofully
presented in the report. In order to pruvent unduc oxpansion by tho
benks, the Central Bunk had to sell them interest-ourning certificutes
which increasod the bunks' profits, while docrcesing corrcspondingly
the profits of the Central Bank ond, indirectly, of the National Treasury,
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In fect, tho Contral Bank coxporicnced considereble difficulty in
financing its own operations, sinee rodiscounts have beon prectically
nil for muny yeers and sincc tho Bank hcos been obliged, on the contrary,
to pay interoest on its stoerilization paper. In order to solve this
difficulty, an arrongement was mede by which the Netioncl Treasury

paid interest to tho Centrul Bank on a vory largo part of the Bank's
gold holdings. It is not surprising to find that the Government
finally refused to finance a continuation of such policiocs.

The new bernking statute undoubtedly gives the Central Bank
all the wospons which it might wish in ordor to chock any expansionary
action on the part of the privete benks, since, in prineciplc, the banks
will now hove to maintein 100 por cont reserves against cll their
deposits and cen expend credit only after they hevo reccived funds
lont to thom by the Contrul Bank.

A third argumcnt put forth in favor of the now stotute is
thet it will pormit tho Coentral Benk to apply secloctive oredit controls.
Tris is also true since the Central Benk will be frve to place cny
cemditions which it wishes on the usc by the bunks of the funds which
it mckes aviileble To them. The eontrol of the Contral Bank is indirceet
irsofar as it ccts morcly through diffeorenticl rediscount raotes. It
is a dircct control insofar as the Contral Bank can determinc the
absolute amount of its rodiscounts and can dictcte the moturitics,
graerantecs, and othor conditions of oligibility of medium- and long-
torm losns,

Finally, tho ropert crgucs vory strongly that the now systom
is noecded to assurc full protection to the dopositors. Indeod tho
Central Bank will now bo in o position t» control practicelly all bank
lcoans and investments and, in addition, the netionsl Government itself
will guarantoc fully the rcpayment of deposits. It mey bo quostioned,
hewever, whethor the dangors end insceurity of tho provious systom
wiro as serious os tho ropsrt indiceatos.

I1I. Genorgl Conmments

Therc is & great decl of strength in the officicl zrgument
thet the previous system of monsctary controls wus inadequeate and
ccstly. The positive conclusions drawn by tho Govermment in favor
of the new rogime arec, howevor, considorebly wesker. Loss rcodical
rcforms could hueve solved the problan noarly as well, whilce giving
lcss leeway for erbitrery usc of the controls for political purposcs.

Thc now system of reguletions embodies tho most eomplote
control over moncy wnd crcodit which has over been csteblished in any
country. The actual rcsults of the roforn will depend entircly on
the wisdom and honosty with which it is applied. It ney bo significant
that the roport denios cny intention of using the reforn for doflationary
or rcstrictive policics. On the congrary, thce emphesis is placcd on
ceconomic oxpansion and the full utilizetion of crodit for dovelopnontal
purposes. In view of tho presont infletioncry troend in Argentina, such
an omphasis is somowhat disquicting.
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The nceds of tho Govermmont for additi~nal financing, both
fer current oxponditures and for the raintenence of the official bond
nerkot, arc very groet. The absonco of any enlergement of the powers
of the Centrual Bunk t> lond assistance to the Governmont wos, to the
preeticel obscrver, a puzzling foaturc of the recent doercc naticnalizing
tho Centrel Benk. The official report cceompenying the presont law
points sut that the now low doos nat introduce any further chinges in
this respoct cnd that the Central Bank's loans to the Govermmcent ere
still as narrowly limited as thuy have boen since 1935. Strictly
speolking this is true, but it boeeosmos totally irrclevant under a
banking systom which givus -to the Coentral Bank full control over the
veorations of tho privato buenks thomselves. The Contrel Bank will
obviously be in o position to dietate to the commercial bunks
(official, nixud, and priveto) the types of luans they have to make
if thoy wish t> operate at cll. Thus, for oxamplc, the Contral Baonk
ney expend its line of ercdit to o bunk in order to pornmit it to lend
to the Government,l/but rofusc this assistance t> ¢ bunk whick wishes
t2 use it for loans to private clicnts,

IV. Coneclusion

e ety

The now Argentine Doerce-low on tho contral of deposit
benking introducos the nnst radiccl chenges in tho traditioncl
mcchanisn of bonk eredit. Whilc the priveteo bonking system is not
naotionelizod in nune, tho row lew contuapletos cs eomplote o transfer
of power from private institubi-ns to a publie body as any advocate
of mationalizetion night wish for. Morcovor, the now low will give
the Contral Bunk full control over bank prefits, since the Contrel
Benk will bo eble to dietote both the intorest rotes to be chargoed by
tho bunks, «nd its own rodiscount rutos on tho banks' portfolios.

Scrupulously and intclligontly used, the new law would help
irmensely in tho stabilizetion of noncy and eradit in Argentina. More
noderate reforms dirceted at the seme objeetive hed long boon urged
by thc Coentral Benlk, boeforce its reocont nati-nalizetion., Tho official
report on the low, however, is repoatedly critical »f provious Contral
Benk polieics. This by itself would be disquicting in view of the
high standerds of poliey cond managonent genorally and justly credited
t> the Central Benlz, and of tho inflotionery roecord of the Govermient
in rceent years. Bven norc disbturbiag is the currcent wnd pressing
nced for funds on the part of the Govermicnt, ond the likeolihood that
the new powers arc designod in pert, and will lergely be uscd, to
peririt o oontinuation of inflcotionery Govermoent spending.

1/ Article 5 5f the new doerco is apparently designed to romove, in
practice, the barricrs on such isans creetel in the orginic contral
banking low of 1935,
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Belgian-Netherlands Customs Union J. Herbert Furth

The Netherlends and the Belgian-Luxembourg Economic Union
heve agreed to put into operation the customs union, which was pro-
pcsed by their Governments-in-Exile in o treaty concluded in London
or. September 5, 194);. The exact dete and the conditions under which
tre customs union will be esteblished have not yet becn made public,
but it is expected that the union will be wccomplished by the end of

146,

The basic treaty provides for the ‘tbolition of all customs
berriers between the territories concerned and for the adoption of
icenticel duties in relation to third countries. It ulso provides for
the establishment of threc cdministrative commissions, cherged with
the formulation of proposals for the necessary unification of logis-
lotion, the coordination of licenscs end ecxport and import quotes, and
the coordinetion of rcletions with third powcers, rospeetively. The
first of thosc commissions was cppointed in April 1946, Originally,
the treaty was to huve ontered into force immediately after the rein-
stallationof the govornments in the liboratoed countries, but the poriod
wos prolonged by toeit understending.

Both the Nethorlands cnd the Belgion-Luxcmbourg Economic Union
arc cmong the world's leading trading nations. In 1937, the Netherlands
hed imports of 754 million dollars and exports of 5632 million dollers,
and Belgium-Luxembourg imports of 928 million dollurs and exports of
861 million dollars. Trade betweon thesc two toerritorics represented
arproximately one-tenth of the total. If this trade is cxcluded, the
fereign troade of tho two territorics combined amounted to 5.9 per cont
of world imports and 5.2 por cant of world exports, o share of world
tredo greater thun that onjoyed by France or Jopan cnd cxceodod only
by the pre-war shares of the United Kingdom, the United States, and
Germany. ‘

The international trade situntion of the two torritorics is
similar in regard to imports, both of the territorices relying upon
irported row metoricls for tho bulk of their industrics, but somewhat
dissimilcor in regard to oxuorts. DBoth countrics import lurge quentities
of whont, corn, textilc fiboers, wood, coal, moctal ores, iron, copper,
tin, end mechinery. Both countrios cxport textile fabrics, coal, refined
mctals, machinery, fertilizers, cnd procious stoncs. In aoddition, Belgium-
Luxombourg uxports flax, wool, coel, wnd iron and stcel, and tho Nethoer-
londs deiry products, voegotables, flower bulbs, radios, ships, ond
vogotablo oils. This ruflocts the differonces in tho domostic cconomic
structure of the two turritorics, with Belgium-Luxcmbourg reclying rainly
uron its iron snd steel, chemicol, and textilc industrics, whilc the
Nothorlends is clso & loading producer in tho fields of horticulture,
deiry ferming, shipbuilding, cnd tho cloctricel snd mergarine industries.
Tkus the economics of the two countriss wre to somc extent complementary,
bvt not to such u degree that thoy could disregerd theoir primcry do-
pendonce upon trade with third countriocs.
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Tho obnormelities of the present trunsition period will make
the task of setting up the union casier in some respocts and moro
difficult in othors. st present, both countrics havs &« strong interest
in stepping up imports in order to fucilitate rohebilitotion, and thore
will bo less opposition to o lowering of tariff wells thon in normal
timcs, For instance, Bolgiwn fermors con hardly objcet successfully
to fecilitating imports of vegctebles wnd dairy products from Holland
at a timec when the scarcity of protoective foodstuffs remains & moin
concorn of the non-farm populetion, wund the Nothorlends toxtile
intorests cun hardly protest the rumovel of barricrs wgeinst thoe
importation of Belgicn cloth es long es only a2 fraction of tho total
demand for clothing cun bo suotisficd. In reconstructing the wor-
shattored cconomics, both torritorics will bo eble to somec extent to
teke into considerution the prospective turiff situation, cnd to wvoid
the recstablishment of industrics that could rot compete succussfully
with cnterprises situated in enother port of the now customs union.

On the other hand, prices and wages probobly diffcor moro
betwoen tho territories todey than thoy would in ordinary timces. In
the Notherlands, tho cost of living hus boon kept relatively low by the
use of Govermmont subsidics for most necsssitics, and wages have been
stabilized at wbout 150 per cont of the May 1940 level. In Belgium,
tho cost of living was until reccntly substantially inercascd by black-
merkot pricos, weges have riscen to cbout 200 per cent of May 1950, and
further wuge increases have becwn preveonted only by & Government promise
te deecroasc prices by ot leust 10 per cent. It i1s doubtful how fer the
ttolition of Govornment subsidics in the Netherlunds will raisc prices
erd weges since this meosurc will be counterveted in pert by the increase
ir supplics. It is cqueally doubtful whother the Belgion Govermment will
cctually succced in lowering priccs end keoping weges from rising further.
wWhiloc differcneos in the stoandard of living, the efficiecncy of lebor,
cr.d othor treditional fuctors would pormit raintoencnee of some wege wand
pricc differcontials betwocn the Netherlonds ond Bolgium (witness the
differontials botwoen North and South in the United States), the prescnt
discrepaney would cortuinly comstitute « disturbing factor.

The financial situetiosn of the two torritorics is clso quite
dissimilar, in spite of the similecrities in the currency recform measures
orplied in 1944-15. As comperod to 1929, curroney circuletion has doubloed
ir. the Netherlends ond tripled in Belgium. On the other hond, Government
roveonues for 1946 are estimated et cround 220 por cunt of pre-wer in
Belgium, but ot cbout 360 por cent of pre-war in the Nethorlands. Since
the successful operctisn of & customs union betwcen two purtners of
epproximately the sac ceonomic woight requires o basie similarity of
monctery ond fisesl poliey, thesc discropesncics will have to bo roecon-
c¢iled in the ncer future., The difforent intornctioncl ecoromic situation
of tho two territorics «lso must be taken into wceeount., Belgium, owing
neinly to the accunulation of Jdollars tnd sterling os the rosult of the
nrolonged stay of the Allied armics on Belgian territory, has wnmplo
supnlies of foreign exchunge with whiech to cover tho oxpeected doficit
of %00 million dollurs in its trede baleance for 1946. Tho Notherlands,
elthough beforo the wur onc of the most important ereditor nations of
the world, must cover o substanticl portisn of its oxpocted trade deficit
21 750 million dollurs by forcign borrowing. Probably as the rosult of
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this discrepancy, the black-market value of the Netherlands guilder
in reletion to the Belgian franc is reported at only 60 per cent of
the official rate, in spite of the higher price level prevailing in
Belgium.

The proposed union would be cven more significant than the
importance of the two arsas indicetes if it were extended to embrace
the Netherlands und Belgian overseus territoriss, which are among the
richest sources of tropicul raw meteriacls in the world. Their inclusion
would roise the 1937 figure of both oxports and imports of thoe cntire
aren (deducting the substential tredc between these territories end
their mothor countries) to 1.7 billion dollars. Sineo the leeders of
the Indonesian indopendenee movement heve indicuted thet theoy went
politiccl rethor then cconomic separction from the Nethorlands, such
o dovelopment docs not eppear improbable.

Another and vastly more extcnsive expeansion would be the
inclusion of France. This would double the 1937 foruign trodc operations
of the union (doducting the trade between the union membours) and meke
them grester than those of the Unitod States. Thile such o development
is nowherc in sight, it shouid bc romombercd that the Belgian-Luxemboursg
Beonomic Union, the Nethorlands, und Frunco signcd en cconomic pact on
Herch 20, 1945, providing for mutual consultation und mutual aid in
questions of intornetional trode, rcohebilitation, and "hermonizotion
of production.” The traeditional protcectionism of French economic policy
doss not peint in the seme dircetion «s the traditioncl liborelism of
the Low Countrius. French fecr of foreign competition might, however,
bc cllayed if Frince should bo given ¢ docisive role in administering
tho Ruhr-Rhine industrial crca. In thet case, the prospect of being
eblo to compete on clmost cquel torms with thoe United Kingdom and the
United Stuates might well induce Frince to muke substantial concessions
in rcturn for the formution of w« Westorn Buropcun cconomic bloc.

Such possibilitics crec & matter of mcero spcculction, But
whotever the futurce mey bring, the esteblishment of the customs union
will probably be onc of tho grewt cconomic cvents of 1946. The decision
of the new bloc, cither to continue the libersal truditions of its members
or to strive for « lurger dogroe of sclf-sufficicncy than the individual
monbers could have hoped to echieve, mey well be crucicl for the future
of world tradac,

Agreement for Sottlemont of Turkoy's Lond-Loasc Account A.R.B.

An agrcement was signod in Ankera on May 8, 1945, by tho
rooresentatives of tho United Stotes end the Turkish Governments pro-
vilding for the final scttloment of Turkey's lond-lease nccount. The
text of tho agreoomont is not yct aveilable, but aceording to official
roleeses in this country Turkey undertakes to pey L.5 millicn dollars
in cash to fhe Unitcd Status Govermmont within thirty diys, .nd reccives
full title 'to lend-leuse cquipmoent of ¢ eivilisn neture now loceted in
Turkecy. The originel cost of this oquipment wes 5.7 million dollers.
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Military items still in the possession of the Turkish armecd forces

arc not to be paid for, but crc subjoct to the right o»f rocapture,

el though the United States is reported to huve stuted in tho agroo-
nont thet it does not intond geonerclly to exerciso this right. The
agroement was rotificd by the Turkish National Assembly onc day after
its signing, Turkish officicls cxprossing spocial prido in thc fact
thet thoir country is tho first to liguidete i1ts lond-lcase obligations
by o cash sottloment.

Turkey boccme eligible for lend-lease aid on Novamber 7,
1941, as a rosult of & unilateral duclaretion by the President teo
that offect. Tho lend-leaso master agreement woes signod on
Fobruary 23, 1945, coinciding with Turkey's decleretion of wer
ageinst Germany and Japan. During the period betwecn Novemboer 7,
191, end the termination of lend-lease, supplies o>f wn aggrogate:
velue of 104 million dollers werc shipped from the United States to
Turkey. But the omount actually delivcerod was €l miliion dollars,
bocause of the rerosuting of supplies to other arccs in tho Middle
Eust. Adding to this sum thc value of cquipment transfeorrcd from
the United States Middle East hoadquarters from time to time, the
total valuc of United Status lend-lsase deliverics to Turkoy stonds
ot 90 million dollers. A greeat part of these deliveries consistod of
militery oquipnont which helped Turkey to modornizo its army and in-
croase its capaelty to resist Axis proessuro.

The Problem of the German Reich Debt Paul Hermberg

~ The third Reich absorbed the bulk of Germen wealth accumu-
luted in eerlier periods and created during the era of Nezi domination.
A part of German resources was used up in fighting the war, a second
part was devastated by military action, and a third was consumed,
dastroyed, or removed as reperations by the occupying Allied powers.
The loss of property, however, has not been ccknowledged by the former
owners, who continue to regurd their verious forms of cleims against
the broken Reich as vwluable property. The most important groups of
these puper cleims are the following:

Claims based on Estimated cmount
(In billions of Rm)

(1) Reich debt Loo - L50
(2) Fulfilled or current

Reich contracts 30 - L4O
(%) Wer demagos 200 - 250
(L) Dameges connccted with occu-

pation and reparation
(a) In the four Zones of

Occupation Lo - 100
(b) In territories from which

Germens were cxpelled 30 - 60

.-
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This amount has boun estimatcd in o vory rough manner; Roich debts
heve beon assessed aut nominal value wnd othor cleims at prices of 1938,

It is doubtful whether any considoration of justicc dictates
the groanting of farmel prisrity to one group of cleins boforc the othors,
ot locst in connoction with domostic claims; especiolly is thore no
rceson for giving privileged troctmont to clains bascd on Reich debt.
Wr.on thoe bulk of the Reich pepor originatcd, tho dobtor and the majority
of the creditors were fully cwerc of its questioncble charccter. Thoe
f21lowing investigotion is limitoed to the official Roich dobts not be~
ceuso thoy descerve &« priority but becouse this typo of debt must be
hendlcd writh perticulaer cero to avoiid ercetion of a now unbeareblo
fzroign indcbtedness., Tho pre-war foreizn dobt of tho Reich, togethor
with interncl dobt substituted for foreign cleims, is rolcotively unim-
portent. Tho donger orisos roather frx the foaet thet, cs o rosult of
territorial chenges wnd of tho Russien occupation poliey in regerd to
Gernen bonks, a lergc propoertion of intoernel cluims cg.inst tho Reich
hevo beoeon tronsforrod inte tho hends of foreipgn governmonts. The
grentitative aspocts of this prsblom ere oxamined in sone detzil in
the-following pagos.

At the end of tho wor in Burope the official Reich dobt
arsunted to Rm L00-Li50 billion end was distributed spproxinctoly os
fcllows:

Gorman Roich Dobt at V-E Doy

(In billions of Rn)

014 foreign debts 1
Institutions edministoring foreign cloins
Verrochnungskasse 2l
Roichskreditkesscn 9
Bonks in Bohemio-Mcravic 12
Nederlandsche Bank 6
Konversionskassa 1
L9
Institutions cdninistoring Gurmen clains
Reichsbenk end nonctery institutinns 100-120
Savings systen, including ostal suvings 85- 95
Credit cooporative systan 25- 30
Insuraence institutions 20~ 35
Cormorcicl banks 50~ 55
iiertgage end other siuccicl institutions 10- 15
B 300-350
Residual ‘ 50
Totul L00-L50

The greator part of the Reich paper holdings of the
Verrechnungskasso ond Roichskroditkasson represented counter itams
cgeinst cloaring clains of formor occupicd countrios. Theso clains,
togothor with the Reich dobt holdings of the Noderlandsche Bank ond
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thc bonks in BohemiaAMoravia,L/woro included in tho official roreretion
clains of the rospoctive govermonts by the Inter-Allicd Roparation
Agrconont. Conscquontly, the corrosponding Roich dobt nust be regarded
as cwnceled. No docisiosn wes made, howover, regording the licbilities
nf the Vorrcchnungskessc «nd the Reichskreditkossen to former German
st.tcllites (emounting t» R 3~k billion) or to noutral countrics
(crounting to cbout R 1 billion). At all cvonts, clcims of thesce
countrics will not be troated botter thun the eompercble cluims of
fornor occupied chuntries cnd possibly no rmorc thun Rm 1 billion of
these eleims will bo recognizcod.

The old foreign Roich debt end the holiings of ncw Jebts in
the Konvorsionskassc which reproscnt old foreign cleins--cnounting
togethor t: cbout Rn 2 billion-~will probubly be proscrved. Conso-
quently, not iioro then B 3 billion will remuin of Ra 50 billion of
51¢ foreign Reich debts ond of Roich dobt hollings of forcign bunks
an? spocisl Germen institutions cdrministering foreign claims.

In regord t> tho Reich dobt holdinge of institutions ad-
ministering primerily Gormen cleaims, cll dobts representing cluoims
of one pert of the Reich cduinistration cguinet cnother cun bo cancoloed,
Theso dobts crount to R 100 to 125 billisn and consist principally of
hol?ings of the Roichsbenk ond of somc spceicl institutions, togothor
with holdiings of the public cdministration (included in "Rosiduol" in
the preceding tablc). Tho rameining Reich debts reproscnting Gornon
cloims tmount to ebout Rm 250 billion. The exprossion "Gorman clains,”
howover, refers to clainms which were held by institutisns inside of the
Greater Gernony »f 1943, whils any prosent o ljustment of Roich indebtod-
ncss will rofer only to the snnlloer Germany of today, which should have
neithor obligations to nor cleins upon rogicons tekon over by othor

sovoreign powors,

The covelopment of instituti-ns holding Reich debt inside
22 rump Gernmany hes been strongly affocted by the different behavior
o7 the several occupying powors. Tho following toble shows a rough
ostimete of the direct holdings of the renaining R 250 billion of
internel Reich dobts in the verious rogiens of the formor Greetor
Gormuny

ae

Holdings of Roich Dobts
(In billions >f Rm)

(1) Forcign territsrics f;xmerly incorporcted

in Groator Germany:, 2l
(2) Provincos under Polish aﬂministorationg/ 16
(3) Russian Zonc of QOccupation 39
(4) Berlin 97
(5) Morican, British, ond Fronch Zoncs

=f Occupation 77

Totel 250

T/ Exclucing Thc Protoctorato BONOMLa-W ravide.
2/ Including East Prussia tokcn over by U.S.S.R.

1/ Tho Czechoslovek Govermmont, howovor, nade rescrvatisns conecerning
thoe Giroe Account of tho Netiongl Bank at the Reichsbank.
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(1) Foruign territoriocs fornerly ineorporated in Groator

Gurmany. Acc)rllnb to the viow adzpted by tho Inter Allioed Reparation
Awreenont, the Reich debt holdings of thosc territsrios rcpresent
counter~-itens to cortein types of cccupatisn cssts. Reparation clains
for restitution of such oceunation cxvponditures are t» be sottled in
tho gonerul roparction agrcements. Consequently, the Roich dubt hsldings

7" Alsoco-Lorraine, Luxembourg, Eupen-lclmody, Sudotonland, and in-
carraretun Yugwslav1an territory of Northern Slovonia nust bo regurded
as cunceled. Poland and fustrie, however, hove nnt perticinatod in
the Inter-illicd Repuration Agrocmont. Austrlan haldings of Reich
dubt tot;11n~ ¢bout R 7 billion (aﬂwrwx1nttoly 2.8 billicn dollars)
arc includod in a very questionable justrien reparction clein of 7
billion “wllurs concorning which no finul <decisizn has bocn rcochod,
In the reoccupicd Polish territorius ond in Denzig, ell ercdit insti-
tutions were "tr&duforrol to tho Stato or to Polish legnl persons of o
nublie charseter." The Roich raner holdings of thoso lnstitutians nay
ba estincted at ¢bout R § billion. Most of these hol-dings envercd
doposits mode by Germans cnd lotor confiscated as Gormen property by
the Polish Govormment.,

(2) Gernan provincos under Polish administration. Tho Roioh
debt holdings of institutions in the German provinces under Polish
acrinistration arc of theo samo orijgin as Reich dobt holdings in the
rocccupioed Polish territorics. Necarly the wholce enount of about
Rr. 16 billion covered denosits nudo by Gerrins who hove sinco been
cxpelled end whoso proportics hove boun confiscated by the Russicn
or tho Polish occupying power. It is not knovm whether the Polish
Governrient will rogurd these confiscuted ~rivete cloins asainst the
Reich (apauntln* to> tbout Bm 21 billion in both the resccupied and the
newly cdministored torritorics) wus o Folish cloin cguinst Germony. If
the Potsdan Docleration is interproted by thoe Bustern powers in the sonoe
way o8 by the Wostern powers, any such cleim would be regarded as sctis-
fied by regarntlone.l/ﬁln the cbscnee of officinl uecoptancc of this
position by tho Polish Govermment, howover, the »ossibility roumcins that
the hollings may be regerded os o continuing clein agninst Germany .

(3) The Russian zonc and (L) Borlin. The Russion Seeupying
sovormnoent hes. tuken the position thot the Roich debts cre valucloss
pupor end thet all Gernen credit institutions, sines th. 2y had invosted
tho sreater shure of thuir assots in Ruieh dobt, wore to be rogurded as
benkrupt and eloscd, Nothing is knowvm, howevur, obout tho ultimeto fate
of tho Roich paper and of tho other sscurities which represented the
assets of the closed institutions. Probcbly they woere not tronsforred
to the newly oponed binks but wore in pert dostroycd end in pert taken
over by the Russians. Thoe amount »f Reich pepor hnldings wes osneeianlly
greet in Berlin since « lurge port of the contrul banking activitics of
thce nation wes oxercisod by Berlin institutions. These heldin;'s, ox-
cluding Roich paper holdings sf the Reichsbank wnd connccted insti-
tutlnns, nay be cstimatcd ot noarly Rm 100 billion. In addition, cbout
R 40 billion wore hold in tho Russiun zonc. Notwithstoanding the fact

V4 According to the Inter-iAllicd Reparation Lgroorent, €hrough which
T the Wostern nutions cro inplaconting the Potsdan Docleration, ropa-
retisns will bo regerdoed by ccch of the signatory jowers s oovering
all its govornncntal and priveto cleims crising sut of the war ozainst
the former Germun Govermmont cnd its ggencies.
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taat the Roich papor has bocn called "valueless" mony times, the clains
seinst the Reich basoed on Roich Zebt holdings have not boon ronounced
officielly by the Russian cdninistration. Comscquently, tho Reich dobt
>ldings in the Russien zone and in Berlin rust be romurded, st lowst

A pert, os e possible futurc Russian clein ogeinst Gornany.

H' =3 o s‘,”

(5) The Westorn Zones of Qccupation. Direct holdings of
Roieh poper in the Westorn Zoncs ~f Occupation iy bo ustinctod at
Rir 75-80 billion. The valuc »f claims tgeinst the crodit institutions,
howover, covorod in o dircet »r indircct way by Reich pepor, is much
lirger, boctuse niny banks, cspociclly sevings benks, hold lurgo
bilenecs in Berlin contral institutions ithich in turn invested in
Reich yponor,

The present situction rolating to the Germen Reich dobt may
bo surmerized os follows:

(a) 01d yro-Nozi foroign debts cnd noew internal
“obts substitutol to cover old foreign dobts amount
to shout Rm 2 billiong

(b) Cluims of ncutrel countrics and formor
Gornmun sctollites covered Ly internal Reich dobts,
snd Roich debt holdings of fustric ond reoccupied
Polish territorios--omounting togethor to ahout
B 15 billion--heve not yet bccn scttled by
roperation corocments;

(c¢) Tho bulk of the Gormen Peich neper is
oithor o part of the asscts of benkrupt and closed
Gornen binks (including «ll importunt contral eorcdit
institutions of Berlin) or has boen tulzen over by
the Russian or the Polish oceunctionel govermionts;

L

(d) Loss then 20 per cont (R 75-80 billion)
of the debte of the Third Reich cro actually held
by functioning Gornon crcdit institutions, o1l
situstoed in the Westcern Zones of Ocecupution,

When the Inter-Mliced Commission, working in ceeardenco
with the Potsdim Declarution, cgroed upon German roperwtions, it wus
undorstood thot, oxeluling ropuretions, the burden o5f foruizn debt
uzon the now Gorrany should not excoed o fow billion Reichsnmorks, In
viow of the actuel listribution of Reich debts, howevor, wn? in vicw
of' the c(bsence of clowr policy stuterients from Polund wnd Russia, it
ie possiblo thet eny ceknowlelgmont of those cleins nisht crcate «o
lerge foreign indebtodnoss which woul . projudice the entire reperction
orogran.  To avoild tho denger of developing un unbeurablo forcizn debt,
the following stors should bo teken: 211 foreign elaims bescd on Roich
dcbts end all foreisn holdings o»f Roich “ebts shula bo scttled by
egrecncnt in o mennecr similcr to thuot in which Reich dobt hCl»leS nf
Westorn Buropean countrios huve been hunidled by tho Inter-zllicd
Repearetion Agrocnont.,
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In addition, the distribution of the internal Reich debt
saould be adjusted to the actual political situation in the following
way: Reich debt holdings of the closed banks in the Russien zone and
ia Berlin should be trunsferred to the new banking institutions to-
g3ther with the lisbilities formerly covered by the Reich debts. The
holdings of closed central bunking institutions should be transferred
to existing institutions formerly connected with the closed agoncies
in amounts corresponding to their cleims egainst the centrel insti-
tutions. After these sdjustments, the Reich debt held by Germen credit
institutions, corporctions, and privute persons inside of the present
German torritory can be acknowledged but should be reduced. Tho amount
ecknowl edged for oech credit institution should be cdjusted to the
aniount nccessary to covor its newly determined end reduced liabilities.
These licbilities should be‘determined and reduced uccording to sccial
and. cconomic criteria to meet the minimum nceds of the ercditors. The
dobt holdings of corporations and privete persons should be handled
in a corresponding feashion.

An eitornutive, and porhaps simpler, method for accomplishing
the semo results would involve cuncelation of the entire internsl Reich
dobt cnd the substitution therofor of new German troasury cortificutos
in all cases whero economic or social roeasons dictato the partial
presorvetion of tho formoer cleims,
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Purchasing Power Pority Colculations
for Scloctod Countries

Floronce Jaffy

Beforo beginning orcrctions, the Intornationcl lonetary
Furd must wsk cech momber country to communiceate tho par veluc for
its currency, based on oxchenge ratos prevailing on Qectober 27, 1945,
sixty days bofore the Brotton lioods Agroemonts ontcered into forcc.
The Fund @nd ecch country has et lewst ninoty days, and morce tine in
spocicl casos, after this communicution in which to object to the
comnunicated rate as the agreed per veluc., Tho Fund will thercfore
be fuced with the problon of making doeisinns as to suiteblce cxchango
retos for cach momber country. It is importent thit un cppropricte
rete bo egrocd upon at tho ontsot, ono which is consistont with oventucl
rolaxction of controls, and which cun bo maintuined ovor & poriod of
timc. Othcrwiso rote changes will be necussary later on, or oxchungo
controls will becomu progressively more cntrenchod us o munns of rain-
taining en wrtificiel rote,

Such decisions ccll for determinction in somc woy of what
retes cre likely to be "equilibrium rates” of cxchenge, howover that
torn may bo definod. It is not the purpsse horo to discuss the
definition of oquilibrium retos, or to fully describe a mothod for
erriving ot thom. It is roalizoed that eny mothod, t5 be wlid, nust
invalve numorous stops cnd nust toke asccount of & varioty of factors.,
Onc such factor, however, is undsubtedly ths reletive movament of
gencrel priev or cost lovels in the varisus countrics. In o period of
scvere inflution, curriod to vurying points in cuch eountry, such os
the recont war periad, it msy oven be the most inportunt, though
decidedly not the only important foetor.

The cilculution of hypotheticel post-war dsller exchange
re.tes by applying t2 pre-war foroign curroney wulucs the ratio of
United Stutes to forcign cost or price-level chunges nay thoerefore
bo of intercst, if tho limitations of tho results wre kopt elcarly in
nind. If o pro-war porisd could be sclected in which prices and ox-
changc retes could be assumed to bo in cquilibrium, ond if we could
abstract from wll changes in real wcononic factors sinee thon, assuning
that only o sovero nmonctory chenge hus boun operating, then we right
cxooet a rough eorruspondonce betweon roeletive chenges in pricc levels
end chinges in exchcnge rutes wmong the veriosus countrics. As will be
nointed out leter, thosc assuiptions wro unrowlistic; aceordingly,
culeuletions of the kind to be rnudo hore cun only yiold theoreoticul
ratos which rofluct relative prieo moverents clone, and cannot yicld
"oquilibriun retcs.”

It wwuld be rost desireble to compare costs of production
in the various countrics, sinee costs wre more busic to o country's
conpetitive position then prices and would be more relovant to the
concept of an " equilibriun rate. However, cost comparissns erc diffi-
cu.t to make becuusc >f the .bscnce of wdoquate indexes., Wego indcxcs
might be used in thoir rluce, but ovon this informetiosn is not available
in the desirod form for moro thon &, few countrics. It has thorofore beeon
nocessery tu full buck on wholestle-~price and cost-of-living indoxos,
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The latter should at least indicate the direction of movement of wages
and perhaps even give some idea of the order of magnitude of such
movement. Wholesale prices are ordinarily, of course, not good indie
cators of costs. But in a disturbed period when interferences with
international trade weaken the competitive price adjustments of inter-
nationally treded goods and when at the same time monetary chunges are
viry lurge, it mey be less objsctioneble to use wholescle prices os
rough indicators of the chenge in roney costs.

Wholesale-price and cost-of-living figures huve been collected
for os meny ws possible of the countrivs belonging to the Fund. The
most recent figures aveilcble were in some cases no later thun Scptember
or October of 1945, and in the cusc of Belgium, July 1945. Whilc en ettompt
was mede to use the same index throughout for cach country, this rule
hid to be cbundoned in somc instoences. For exemple, in tho case of
tho Nethorlands cost-of-living figure, « rocent "unofficicl cstimete"
wis used in conjunction with the offieciul figures for earlior yoeors.

For Belgium, o retuil-priec index wis uscd for lock of &« cost-of-living
indox. In the Polish dote, o rocont cost-of-living figure wos cssumed
to huve beon bersed on the officicl index for oarlier ycars as given by
the Leaguce of Notions. A similcr assumption underlies the Grock figures.
In the cuseo of Fronce, two indoxes worce splicoed togothor in order to
providc tn up-to-date figurc. It should also be pointced out that the
cost-of-living index for Cub:a covors food only; wnd that for cortain
ocher countrics, cost—bf—living dete cover only.a singlc city or o
snnell soction of the country. It is probuble thut most indexcs refloct
o’ficiul prices, but the Belgicn indox is known to include black merkot
priccs.

In order to compare pricc chenges in the vurious countrics
with those in tho United Stctes, «ll index figurcs wure converted to
ench of two common buse periods. Those wore sclectud as being poeriods
o rouletive stubility, when it might be scfo to cssume thet priccs and
axchoenge rates in most countrics were in tho neighborhood of cquilibrium.
The yeoer 1928 ond a nine-month pcoriod oxtending from October 1936 to
Junc 1937 werc choscn. The latter poried was seloectcd beciusc it pro-
cuded the rccession of latc 1937, wnd was subsequent to the doveluation
c7ele of the early 1930's. Tthile usc of the lator period offcers tho
adventage thut the "othor vericbles" which must be ebstracted from huve
13ss timc in which to opercte, the carlior busce (1928) mey hovo repre-
sentcd o truer cquilibrium period. Bocwuso of luck of date or incompo-
rability of dete, conversions to the sclocted busoes worc not clways
possiblo. In thoso ccses basc periods closc to the first choiccs were
usod, such s 1929 in place of 1928, or 1937 in plucc of the ninc-
month periosd in 1936 wnd 1937.

The compurison betwoon price changes in the United Stotes
and each foreign country vas mede on the busis of identiewrl bese
poriods wnd dete for the some rceent month, For oxemplo, if thu bose
poriod for o forecign country hed to be 1929 instuoed of 1928, wnd if tho
myst rocont price data roforred to Jenu.ry 1946, the United States price
indox compured with it was & Jenuury 1946 figure on o 1929 besc. Tho
samé principleo was followed in apnlying thc ratio of pricc chunges to
the base noriod exchunge rote. For instince, in the sbove example,
the ratio of price chungc in the United Stetes wund in tho forcign country
would be applied to tho oxchonge vilus of the foreign currcneyin 1929.
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Table I lists,for ench country for which date cmuld be
obtained, a series of actual exchange rates and a series of calculated
retes, Actual rates are given for the periods used as bases for the
celculations., Also listed are estimetes of the actual rates which
will be comrunicated to the Fund when it begins operations. Finzally,
& recent rate is given for each country; in riost cases this is o May
1946 rete. Actucl rates for the months for which the hypotheticsl
retes are culeuluted (which wre generclly four to six months ecrlior
than May 1946) were found to differ only slightly from the latest rates
erd so were not included in the table, cxcept in the Greck cese where
thc corlier rate is given in brackets. At the right of the teble wre
stown thc culeuleuted rateos, listed wecording to the baso period and
type of prico index used in thelr culculction.,

Teble IT lists the 1945 price indoxcs for cuch country
wrich wore usod in ecleculctbing the rutes given in Teble I.

As hus «lready been suggested, thero is no rouson to baelieve
that cither the hypothoticel or the wctucl rates of cxchonge shown arc
"equilibrium rates.” Thorefore tho degreo of consistency or incon-
sistency betwecn celculated ratus and wetuel ratos connot be tokon as
ar. indication of how closc cetucl rates wro to the "oquilibrium rote.”
Hevertheless, it may be instruvetive to compurc the wvarious hypothetiesl
roctcs with the actunl preveiling rotes, always romembering that the
ctlculcted retes arc based cntircly on'the single fuector of rclative
pricc movaments.

Therc is ¢ murked tondeney for ccleulated roatos to full below
cetual curront retes. This is cspociclly noteble in the cuascs of Egypt,
Irdic, Czochoslovikin, end Bolgium. The outstunding cxcoptions to. this
tendency erce C.nada, South Africa, and Uruguay, where «ll or most of
thc ccleulated retes wre highor thon prowveiling rates. Caleculatod
retes «lso arc gonerelly well bolow cetucl exchunge rates in tho base
periods, which indicctes thaet infletionury developments sbroad huve
boen growter then in the Unitoed States.,

There is « slight tendency for rates cclculcted from whole-
scloe pricc movouments to full below thosc derived from cost of living
mcvements. This miy be cexpleained by thoe fuct thit moany govirmmonts
heve amployed subsidias ond other controls to hold cost-of-living
pricos rclutively stublo. This tondeney is cspeciclly noticcecble in
thc United Kingdom dite, where beth rates caleulated from wholcesalo
pricos frll below the current rote, whilc rutes culculctcd on cost-of-
living pricas arc above thc oectucl rute. Othor countrics showing
similer dovelopments erc South Africu, tho Notherlunds, Conade, ¢nd
Denmork. Howover, the rov.rsc is truc for Czcochoslovekic ond Koexico.

There is some tondoncy clso for rutes calculated from price
irdexcs besed on 1928 to fall below those caleulited from indoxoes based
or. 1936-37. This is noticocblc in tho dat. for Belgium, Nctherlends,
Pcru, Urugusy, Fronce, Czochoslovikia, and the United Kingdom. However,
th.rc erc cxcoptions, such ws Moxico ond Brazil; in othor cascs no con-
sistont pottorn wppears, the reloative position of ratss culculated from
the seme basc yoar deponding on whethor wholeselo or cost-of-living
prices were usoed.



- - CUNFIDENTLAL

The figurcs for Norway cro striking in that ell four ccleu-
leted retos wre very closo togothor wnd rether eloss to the provailing
rite.  Porcontugo-wisc the South African celculeted roteos wro also
near the prevailing rete.  Tho Fronch rute, calculuted on the basis
of March 1946 wholesele prices on a 1928 buse, is vury closc to the
now frence velue. The coleulatod rato for the Greck drachma is much
below the rote erxisting in Docembor 1945, the month for which prico
figurcs were used, but is closcr to, though still below, the now setual
retc. For Poland, the caleculected rotos fell considurebly boulow tho now
officiul zloty rute, but ure within the runge of open markot quotations
for the dollur in Worsew.

Somc of the major qualifications which mekc it impossible to
irtcrpret the caleulated ratos hore prosented as "equilibrium rotos”
tre listed below.

Changos in real ceonomic forcss affecting the bolanco of
peymonts, such os shifts in rociprocel demends, chengos in supply and
productivity functions, in invostment propensitics, and in trude end
oxchenge controls must, of course, be allowed for.

It is unlikely thet for cvery country (if for cny; prices
ord cxchenge retos were in wun cxact equilibrium relutionship in cither
bese period used. Currcneics mey heve been over- or under-wvelued in
verying degrocs.

Th¢ permunency of current cost and price lovels is highly
quostioneble. This is notubly truc for countrics in the midst of scverc
infletion, such ws Grecce, but in all countries thore is likcly to bo
some adjustmont os price controls arce roloxed. Furthermorc, the data
uscd hers wre on the averege four or five ronths old, and meny erc older.

Even if «ll real factors rumcined constant wnd if basc year
cnd current your price lovels proscnted no problams, still no exact
corrospondonce cin be set up botween the movaments of an cquilibrium
cxchange rote end any perticular price averuge, since a monotery change
affects not only the generdl lovel of any particuler group of priccs,
but thc relative position of cach individuel pricc, and clso the
rclative position of onc scctioncl prico level with respoct to others.

To rofine the process of estimetion »f cquilibrium oxchango
retes, it would be necesscry to corruet for over- or under-viluction
in the baso yerr, to allow for oxpoctod chunges in prico lovels, and
to take account of chungos (uxpoected chunges) sinco the basc period
in roal cconomic factors. It would also boe necossery to tost results
for mutual consistoney, sincc onc of the most important goals to bo
echicved by internctionel cction is the attaiment of o nmultileateral
vettern of oxchonge rutes.



Table T

Actual and Calculated Exchange Rates for Selected Countries

Actual Exchange Rates Calculated Exchange Rates for Indicated Months ,
(In cents per unit of foreign currency) | Assuming change since 19281/ in |Assuming chenge since 1986-570/in
Estimated roportion to relative change in: {proportion to relative change in:
Country wmmmW\ ood..mmw\ communi- Current rate mwomommwm prices| Cost of Hw<wdm Mwommmmwo prices| Cost of Hmdwbm
(Annual (June'37Y | o teq way 8, '461/ | in U.S. and in U.S. and in U.S. and in U.S. and
average) | (Average) | rqte2/ foreign country [foreign country [foreign country | foreign country
Belgium | 2.79 3.37 2.29 2,28 - (7/45) .89 - (7/45) 1.14%/
Bre ‘1 11.97 6.13 5.18 5.19 - (9/45) 5.3 - (9/45) 3.9
Cax .a 99.91 [100.04 90.69 90.71 (12/45) 103.0 |(12/45)106.3 (12/45) 9.3 (12/45)107.4
Chile 12.15 5.17 3.22 [(3/46) 3.23 (12/45) 2.8 |[(12/45) 3.1 (12/45) 3.1 AHW\WmV 2.5_,
CostaRicd - 16.26%/ | 17.79 (1/46) 17.51 - - (1/a6)" 11.25/ (1/46) 11.5%/
Cuba - 99.926/ | 100.00 100.00 - - - (12/45) 64.57/
Czecho-
slovalial 2.96 3.51 2.00 2.01 AHW\va 1.4 [(2/46) 1.0 AHW\wmv 1.5 (2/46) 1.3
Denmark | 26.74 21.91 20,79 20.88 (1/45) 15.9 |(12/45) 17.1 (1/46) 15.4 (12/45) 17.3
Egypt 499.02 |503.23 413,13 | (3/46) 413.00 (9/45) 225.9 A@\mwv 214.2 (9/45) 185.9 A@\MWV 221.6 ,
France 3.92 4.59 2.02 .84 (3/46) .82 - (3/46) .9 -
Greece 1.30 .90 .20 vm\va .02 - - - (12/45)  .012
12/45 .20 7
India 36.47 37.07 30.12 | 30.18"  |(i2/45) 20.7 - (12/45) 16.1 (12/45) 20.4
Iran - 6.07 1.75 {(11/45) 1.59 - - (10/25) 1.3 -
Mexico 48.188/| 27.75 20.58 20.58 (2/46) 19.8 - (2/46) 14.2 (12/45) 12.4
Nether- .
lands 40,22 54,55 37.93 37.79 (2/46) 25.8 [(2/46) 29,39/ (2/46) 28,5 (2/46) 38.49/
No y 26 .69 24,66 20.17 20.20 (2/46) 18.1 [(2/46) 18.1 (2/46) 18.0 (2/46) 18.9
Peru - 25.0710/| 15.38 |(12/45) 15.38 . - - (1/46)  13.91Y/|(1/26) 16.41Y/
Poland 11.21 | 18.90 12/ 1.0013/ - (10/45) .23 - (10/45) .29
Union of T «
So.Africs|484.20 [485.70 400.50 400,50 (11/45) 403.3 |(11/45)413.3 (11/45) 380.3 (11/45)446.9
United | T _
Kingdom|486.62 1490.81 | 403.38 403,34 (2/46) 369.1 |(1/46) 421.1 _, |(2/46) 374.5 (1/46) 470.6_
79.471%/ | 56.29 56.29 - _AHN\@mV 62.111/ _ - _AHN\@mV 69,71/

Uruguay &wom.mm

|

(Sce following page for footnotes and sources.)



1/ Except as othorwisc indicated.
E/ Soc Roview of Foreign Dovelopments for Decamber 3, 1945, for
cxplanetion of estimatos. Actual communicoted rates will be
based on those prevailing on October 27, 1945, rather than
Novembor 1, 1945, os assumod in Roview estinateos, but the
differcnces would be slight. -
3/ Bascd on Belgion reteil price index, not cost of living. Include
~  black merket rricos. ’
L/ 1936 annual uverage.
5/ 1936 base period.
&/ July-Docomber 1937 nvorcge.
7/ July-December 1937 busc period.
g/ 1929 cnnual average.
9/ The month givon is only aporoxinmate. Figures refer to ecrly part
of 19L46.
10,/ Two-your averuge, 1936-37.
T1,/ Two-yoar basc perind, 1936-37.
iiz/ No official rate was in existonco., Cross-rates on tho ruble rato
osteblishod for transoactions with Russia give 18.87 cents = 1 zloty,
but heve little moaning. Thero erc roports thet the 100 zloty/dollar
rcte was in use as carly as October 10, 1945, :
1 / Now official rate. Opon morket retes for dollar in Worscw in March
range from 0.238 to.213conts = 1 zloty. Earlior quotatizns rango
from 0.37 in Octobor t- 0.17 in Junuwry.

Sources: Prico indexes: Givon in Teble II.

- Exchange rcotes: Foderezl Roserve Bulletin, Cormcrco Reports,
Foroign Commerce Wockly, and "Cormunicention of Por Veluos
to the Fund,” Review of Foreign Developments, Decarber 3,

1945.




Toable IT
Wholesale Price and Cost-of-Living Indexes

Wholoselc Prico Indox Cost-of-Living Index

19282,  Qct.'26~ 1928z,  Oct.'36=

Country IOQL/ June '37 1OQL/ June '37
— =10/ " _= 1001/
Bel gium - - - 328.92/ 378.32/
Brezil - - - Nov.tL5: 239.4 201.5
Cenade Dec.',5: 107.3 125.8 Dec. 'S5t 99.5 119.6
Chils Dec.'L5: L7..6 210.1 Dec.'h5: 115.0 265.8
Costen Rica Jen. L6 - 191.61/ Jen. L6 - 185.8&/
Cube - - - Dec.'1}5: - 19&.&4/
Czccho-

slorekic Dec.'}5: 229.8 298.1 Feb.'46: 221./, 2.2
Denm:.rk Jen.'héy 185.6 177.5 Dec.'}5: 165.6 162.0
Zoypt Sept.'s5s 240.8 35%,3 Sept.'t45: 20,9 289.%
Frince Uer. 46 529.7 5.0 - - -
Greccoe - - - Dec. '}5: - 9,558.1
India Dec.'L5: 195.1 287.7 Dec.'L5: - 232.0
iren . Oct.'L5; - -, 590.9 - - - ¢
Mexico , v Fep L6 275.&/ 2h3.6 Dce. t}5: - 28l;. 5—/
Nethorlands Feb.'h6: 172.2 2%9.3 Doc.'L5: 122.9 154.2
Norwwy Fob,tLj6: 162.9 171.53 Feb. 1i6: 155.8 167.0
Poru . Jon. thés  235.1 226.0 Jen, thés 179.8 196.8
Polond . ™ - - - Oct.'45:5,070.0 §,225.0
Union oﬂu %3 ,

So.Africat Nov.'45: 132.8 159.5 Nov.'L5: 123.6 128.9
United :

Kingdem _.¢%b.h6: 145.8 163.7 Jan. L6y 122,32 133.9
Urugucy e o - - Dec,'}5: 175.1 1L5. 3=

1/ Brcept ts otherwisc indiceted.

2/ Rotoil price index, includes black market pricos.

3/ 14% = 100.

I,/ July-December 1937 = 100.
5/ 1929 = 100.

&/ Avorige of two-ycar period 1936-37 = 100.

Food prices only.

Current price indoxes: Leaguc of Nutions, Statistical Bullotin,
Merceh 1946, supplomcnted by consular ruports, official publi-
cations of cortuin countries, cote,

Eerlicr price indexcs: Looaguo of Nutions, Statisticel Tearbooks.

Woge data: Intornationel Lebor Roviow, plus information supplied
by Burccu of Lubor Stutistices.,

Sourccs:

———






