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In the period from the 1iberation of Burope to the end of
1946, UNRRA will have supplied around 2.4 billion dollars worth of
goods in order to save Central and Eastern Europe from collapse.
About 60 per cent of the total, 1,452 million dollars, was spent in
countries falling into the Russian sphere of influence, i.e., the
Soviet Union, Czechoslovakia, Poland, Yugoslavia, anc Albania. Par-
ticularly for the last four countries UNRRA assistance has been of
major significance in the process of economic rehabilitation and their
cconomies have been restored to such an ocxtent that cessation of relief
deliveries will not create insoluble problems. The situation is more
unfavorable in those Europcan countries that have rcmaincd outside of
the Russian orbit, namely, Austria, Greecc, and Itely. In Austria,
recovery has been decisively delayed by the continucd presenge of occu-
pation armics and the uncertainty created by Russian claims.t/ In Greecce,
the threat of civil war has prevented stabilization of the country's
Cc:onomy.2 In Italy, the territorial claims of Yugoslavia, as well as
the activity of local radical groups, have thrown the country into a
statc of political end cconomic paralysis from which it is only slowly
emerging. Thus the fect that thcsc thrce countrics arc situated on the
fringes of the Russian spherc of influcnce has some hearing on their
precarious cconomic situation.

These countrics cannot hope to conquer the difficultics of
~he coming ycars without somc accitional outside help.. For all of
them, UNRRA shipments constituted the bulk of total imports in 1945-46,
and thc sudden termination of rclicf imports would undo most of the

1/ See Revicw of Forcign Developments, October 21, 1946, supplement.
2/ Scc Review of Forcign Developments, Februery 25, 1946, p. 1.
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good that UNRRA assistance has ac¢hicved., A4S the continuation of UNRRA
itself adpcars to be-out of the question, the only practical alterna-
tive will be assistence rendercd directly by the governments of thosc
Western powers, and cspecia®ly the Unitcd Stetes, which cctually con-
tributed most of the moncy anc commocitics that constituted UNRRA help.

For 1947 the deficit in the belence of p;ymbnts for cach of
the three countrics mentioncd above has been tentabively cstimeted as
followss

Tentative Estimate of 3zlance of Payments, 1947
(In millions of dollars)

Item Austria Greece Italy
Food imports 122 69 351
Othcer imports 190 135 784
Cther payments - 37 23

Totel payments 312 241 1,158
Exports 140 - 104 575
Other currcnt roceipts 5 55 240
Credits 25 20 100

Total rcecipts 170 179 al5

Neficit 142 62 243

These figures cxclude imports of United 3States army surplus
financed by credits granted by the Foreign Liqguidation Commissioncr,
and (in the casc of Greece and Italy) enticipvated purcheses of United
States surplus ships under Maritime Commission crcdits. fiQCther® current
rcceipts include revenue from remititonces, shipping, end (in the case
of Italy) reimburscmcnt of payments made in local currcncy for the
United States occupction troops. Credits inclucde the uncxpended portion
of an Export-Imoort Bank loocn grented to Grecee carly in 1946, and credit
apolications from Austria and Itely which are uncer consideration, but
heve not becen formally anproved.

Greeece will presumedly be able to cover part of the deficit
by thc usc of forcign exchange rescrves, while Austric and Italy cx-
pcet to recover o share of the gold removed from their countries by
the Germans, In 211 cascs, the sums aveilable for import peyments will
be small. Greece and Itely are members of the Bretton Woods institutions,
and Austrio is cxpcceted to apply for mombership in the course of the
coning ycer., The naturc of the defieit, howecver, prccludcs covercgc by
rceourse to either the Monctory Fund or the International 3Bank., In all
cascs, the deficlt is duc to the tomoorary inaebility of thesc countrics
to maintoin 2 level of domestic production which would provice a volume
of cxports sufficicnt to pey for thc importotion of consumers! goods,
even on & mere subsistence stondard of living., Fincnecing of such
imports cennot e sclf-liquideating, and thereforce should procced by
mcuns of rclicf grants rather then loans.. The grants, "howcver, would
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cnable the countriecs to beccome acceptable credit risks in consequence
of their rehabilitetion, end in thils wey make it possible te put
ncasures of rcconstruction cnd develooment on & sound credit basis.,

Uncer the assumption that ecch country will be able to
finance obout 10 to 20 million dollars of its deficit by other mcans,
the grants would have to recch zbout 125 million dollers for fustria,
50 million dolicrs for Greecc, end 225 million dollars for Italy, or
e totel of approdmately 400 million dollars, as compcored to totel
UNRRA esesistence to these countrics of 900 million dollars in 1945-46.
Only for Austrie, which did not reccive UNRLA help until April 1, 1940,
would thoe amount be as lurge as UNRRA shipments in 1946, In vicw of
the strong cconomic ond politicel intcrest which the United Kingdom
has in these countrics, it is to be cxpocted that the United Lingdom
would be willing to porticipote in & reiicf action., Just as in the
casc of UNRRA, howcver, thc greoater port of any assistance gronted
would hove to be furnished by the United Stotes.

Deht Management in the Unitec Kingdom Robert A. Rennie

For the first time in the history of the British public cebt,
the Chincellor of the Exchecuer was able on Cctober 286 to offer at par
an issue of 2-1/2 per cent Treasury Stock which carried no finel re-
cemption date, It may, however, be receemed at the option of the
government on or after April 1, 1975. Thus, just over a year after '
the opening of the cheap money drive in his budget speech of October
1945, Mr. Dalton has successfully achieved the consolidation of his .
preliminary campaign, for the yields on a’l government obligations
have been forced down by amounts ranging wo to 0,73 per cent.

In spite of strong market resistunce, thc Chancellor has ;
reilected in cvery action his conviction thet interest rates are
purely monctary shenomena <sd has intimated that he will force them
still lowecr. The British suthorities arc not seriously concerncd with
the future trend in thc volumce oi monev and have reiterated that it is
ncither 2 cause nor & mcasurc of inflation. This position can be main-
taincd only so long as effective dircct controls of investment, install-
ment credit, consumption, and prices arc maintained. If such controls
centinuc, however, the only bar to the downward direction of intercst
rates in iInglend is the infinitc clasticity of the liguidity-prefcrence
ccmend for moncy.

Unlike the situation in the United States, where loans, in-
vestmonts, and total dcposits have dcclinced since the first of the
year, the investments, advanccs, and totel deposits of the Loncon
clcaring banks heve incrcascd. IFrom April through Scptember 1946, ncw
credit was crcated at a fester ratc than in any previous six-month
pcriod., 3ank deposits rose by £553 million, £331 million morc than
tre six-menth everage for the war pcriod. Vhercas the deercasc of bank
devosits in the United States hes reflceted almost wholly Treasury re-
tirement oi public debt throuzh withdrawal of sovernment deposits in
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banks, the exnansion of credit in Great Britein has been causcd Dy
the increasc in sales of Treasury bills and Deposit Reccipts.and bank
purchascs of long-term sccuritics. The govermment floating debt has
risen by £241.3 million during the first half of fiscal 1946/47,
although it ic still bhelow the lovel rcached at the start of the
lotest cheap moncy cempaign.

Part of the rccent incrcase in liguidity in the Unitcd
Kingdom has beon ceused by a rise in the ratc of redemption of war
bends in the hands of “amall severs! during the first half of the
fiscal ycar. FHowever, an increasc in the gross purchoses of wer bonds
Wy this group reisec nct cash payments to within 81 per cent of their
contributions in the similer period in 1945. Anothcr significant
centrast between the United Stetcs and Great Dritain is tne trend of
loans cnd deposits of non-govermnment entities. Benk advinces by the
cleering bonks to customers rosc only £68 million from Morch 31 to the
cnd of Scptember. Whereas the net deposits of businesses and individuels
in the United 3tates increased oy 15.9 per cent during the ycar cnding
Junc 30, 1946, in Great Britein such deposits incrcascd only 1 pcr cent.

The divergent developments in the two countrics have climi-
noted part of the spread in the intercst rates between the two countries.
The inczcaso in idlc funds in Greet Britein at o time when the liquidity
prefcerence ic decrcasing becausc of the firmness of the cheap moncy
nolicy of the zuthoritics has the opposite cifcet on interest rates to
the policy in the United Stetes. In this country, the sopping up of
funds, combincd with a stete of wncortointy about futurc intcrest rates,
hes scrved to increcsc the upward trend.

There has not been cny significant “unfunding® of the national !
debt in Great 3ritein in the troditioncl scnsc within the lost three
years. In fect, ot the end of the finoncicl year 1945/46, there wos a
slight trend towerd longcr—turm sceuritics. Toble I reveals the moximum
meturity distribution of the ncational dedt,

Toble I
Meturity Schedulc of the National Debt at the End of
the Finazncial Year
(In millions of pouncs)

“atest date 1936/39 1943744 1 1944[45 1945/46
of o %of | - |%of am % of ) % of
rop.yment | VERUC hopan !l Velue fhopog| TR iopaq) VElue hota
Uader 1 yeor |1,305.3] 18.1) 7,753.6| 42.4| 9,210.1} 43.6] 9,597.3| 41.2
1 to 5 years | 452.8| 6.2 1,223.2| 7.0| 1,426.8| 6.8| 1,530.8| 6.6
5 to 10 years| 306.7| 4.2! 2,093.5| 11.4( 2,347.8] 11.1| 2,345.0, 10.1
Over 10 yeers|5,182.1| 71.5| 7,054.3| 36.5| §,010.5| 37.9| 9,638.7| 4l.4
Unclassified 0.0/ ©0.0{ 119.0] 0.7{ 133.6/ 0.6] 156,0| 0.7
Total 7,246.9(100.0|18,303.6|100.0|21,12¢.8|100,0(23,270.8|100.0
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Since the end of liarch, the decline in the relative provortion of
intermecdiate-term issues has bheen intensified. Such issues have only

a limited market in the London cleering banks, which invest principally
in Treasury bills and Treasury Jeposit Receipts. Furthemmore, private
investors, facing the prospecét of lower interest rates, were buying
leng-term issues after disposing of their intermediate holdings.  With
tre ramoval of the glut in these securities, the rates on the remaining
sceuritics in this category have fallen significantly. In spite of the
ircrease in floating debt previously noted, it is doubtful if the
proportion of shorter maturities hes increased abeve the level of
1c44/45. On halance, therefore, it would adpear that kr. Dalton has
rcached his goal of cheaper money without significant amounts of shorter
porrowing. This situation can rcadily be explained when 1t is rcalized
that the Exchequer has in cffcet committed itself to support a rising
merket. Under such conditions, therc can be no mcaningful divicing linc
botween 'money" and 'mear moncy substitutes," for govirnment sccuritiecs
of &1l maturitics are cquivalent to moncy for all practical purvoses.

The distribution of holcdings of such liquid asscts is a more
important consideration than the cuestion of maturitics. It has signifi-
cance not only for the fiscal policy of thc Treasury but also for the
oroblamn of thc inflationary potcntial of the debt. Data for the United
Kingdom arc incomplcte, and it has not becen possible to odtain precisc
f:gurcs. A comparison of the distribution of holdings in the United
K:ngdom with thosc in thc United Statcs is presented as follows:

Table II
Distribution, by Typc of Holder, of Intcrest-bearing
National Debt, Mcreh 31, 1946

United Kinadom United States
Typc of holder Lmount Amount
‘ (million £) Percentage (million §) Percentage

Commercial banks 3,509.4 15.1 89,000 32.3
Bank of England 1,616.4 7.0 ”
Federal Reserve Banks 22,601 8.2
Government agencies 3,198.0 13.7 34,581 12.6
Other investors 14,947.0 6l .2 129,200 46.9

Totel | 23,270.8 100.0 275,382 100.0

~ Although strict comperisons cammot be mede, it is obvious
that commercial banks in the United States hold a much larger pro-
portion of the public cebt than in the United Kingdom. 3Bank holdings
of short-term sccuritics in the United 3tates arc morc inflationery
than in Great Britain, cspecially if there is a widening of the differ-
ential in the interest rote structurc in the United States. In thet
case, member benks may increasc their sales of short-term securitics to
the Rescrve Banks and thus crcate new rescrves to buy longer-term issues.
In Great Britain, the Benk of Englend docs not occupy quitc the same
position with respcct to the banks and there 1s not a similar danger of
infletion from this source.
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Nor arc thc holdings of othcr investors in Great Britein as-
likely to bhe liquidated as those in this category in the United Stotes.
With rigid control of ncw investment issucs in the hends of the govern-
ment, ancd with thc threat of nctionalization hanging over scveral in-
dustrics, 3British owncrs do not have the somc opportunity to change
their investment nortfolios. In addition, mony of the present holders
of government sccuritics in England had been ovmers of foreign sccuritics
wiich were liquideted to meet the cxpenditures of the war, = They rcpre-
sent & highly steblc group of investors which is not likcly to convert
its hol-ings into cash for currcnt consumption nccds. Finally, & lorge
portion of thc sterling .l nces cccunulated in London by the bominions,
colonics, <nd othcr croditors arc invested in govermment sccuritics.
Sinec there is little likclihood that such balonces will be liguideted
in the ncar futurc, the debt held by tials sector will not chenge
me terially.

Although the provortion of the debt held by the government
cgencies in the two countrics is coproximetely cqual, their rolc in
the management of the debt is diffcrent. In Great Britein the govern-
ment departments crc repidly wssuming functions similaor to thosc of the
Foderal Rescerve 3cnks in controlling the public ¢ebt. Tn a recent scrics
of crticlecs, both Ebgkgggg&_} anc the Econqg}gjﬁ have cttomoted to show
that the govermment cgencics hove been uscd teo cbsorb large amounts of
sceuritics, thercby providing the public with the cash it desired to
hold. The Chorncellor has twice denied the charge and hes cotegorically
sheted thot curing the first six months of this finencicl year, the
government cevertments heve been net sclicrs of markcteble gilt-coged
sceuritics othicr then Trecsury »ills. o cdded, however, that he would
not hesitatc to use the rescrves of the Treasury and the Bank of Znglend
i7 such ¢ ncosure bocume neccssary to dursuc his policies.

Sincc the Choncollor mentioncd orly Mmerkcetable!! sccuritics,
the Zconomist has implicd that there might still have been lorge purchascs
o non-morkctoble bonds. 4n cxamination of the articles cited reveels
too widc o mergin of crror in the dota essambled to justify the alle-
gations made. The Benker attempted to comporc the government's requilre—
ments for moncy with its cctual receipts of “exzisting™ moncy from the
oublic and of mewt moncy horrowied from the banks. According to the
estimotes, the amounts borrowed were in ciecss of ‘the "visiblci nceds
of the government, ond it wes assumcd thet such cxcecss borrowing wos
utilized for Minvisible! purposcs such ¢s finaneing the purchase of
gilt-cdged scecuritics by govermment departments. Thesc invisiblceh
demands werce cstimated ot £421 million ond £529 million feor the cleven-—
month periods cnding august 31, 1945 znd 1946, rcspectively.

Errors in thc anclyvsis are introduced in the treatment of the
sterling balances in London, As presented in Table IIT, itom (3), 1l
the bolances accunulated during the period were wssumed to be ‘invested
dircetly in govermment sccuritics. Yet, o rccent survey of the large
Egyptisn belences rewcals that clmost o third of the reported holdings is
not invested in govermment sccuritics, but is held in current cccounts.

1/ The Bunker, Cctober 1945. Pages 7-16.
2/ Thc Zconomist, London, Scptember 7, 1946. Puges 382-384.
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Table III

Goverrmment's "Visible!" Demeands for HMoney
Showing Net Need for "New' lMoney
(In millions of pounds)

. Eleven lonths, end of Sepntember
to end of lugust

1945 /46 1944/45
Money recuired
Urdinery cdeficit 1/ 1,216 2,382
13elow-Lline! deficit = 153 +. 61
Totel deficit 1,369 2,301
Debt redemptions 34 245
Total money needed 1,716 2,546
13Ixisting" money received
(1) From comestic public
Savin:s henk deposits (net) 257 312
Savincs certificates {net) 53 113
Defense 3oncs (net) 247 _68
557 493
Naticnal Var Bonds 212 242
Savin:s Bonds 992 370
Izchecuer Jonds = 326
1,204 938
Less purchases by banks _R4T =
957 938
Tax Reserve Certiﬁifates (net) - 101 79
Issue of currency = 43 1g
(2) Through syncdry extra-budgetary
funcs ,3.7 65 75
(3) From overseas sources __ 565 605
Total "oxisting" money received 2,066 2,375
Falance rccuiring '"mew!" money - 370 171
| 576 22545

1/ Includes only major items such as excess profits tax refunds, but
ezxcluded items vary only slightly from year to year.
/ Incrcase in circulation of Bank of Inglend notes and coin, adjustcd
for changes in clcaring banl:s' till money (partly estimated).
2/ Bstimates, »ascd on White Paper, of cxtra-budgetery recceipts not
credited under other heads such as the "helow-line! deficit and
overseas finence; the orincipal item is the Unemployment Fund.

(1.8}
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Furthermore, if the balances were invested in government securities
through teph purchaseés, they have alreacdy been counted in other items,
wiile 11 the securitics were purchased from the British public, the
moncy reached the government in other items., A similar error rclates
tc purchases of sccuritics by the banks from the general public., In
Teble IV, it was assumed by The Banker that money created against any
other banlt asscts then bank advances represented moncy lent, directly
or incircctly, to thc government. BSut il the banks have bouzht sc-
curitics from the punlic instcad of from the gorernment, the possible
aksorption ol scecuritics by the devartments would be smaeller than the
tetals indicoted in Table V.

similar to thosc rcached by The Benker for the ten-month period cending
July 1946 but to opposite resuvlts for the preceding year. Instead of
cetimating that the government deoartments were heavy buycers of sc-
curitics, it statcd that they might cvern have bcen net scllers of
gevernment issues. However, the anelvsis containcd all the errors of
the precceding study, and ncither onc prescnted a definitive picture

of the movement of funds.

The truc position of the government departments can be seen
from ¢n inspection of the changes in the composition of their holdings.
Their floating dcbt holdings drooped hy £265 million, whilc other se- |
curitics rosc £555 million in the fiscal vear 1945/46 aftcr falling
£27 million and £40 wmillion in 1943/44 and 1944/45, respeetively. In
other words, the govermment is suonlying the liquidity desired by the
public by cxchanging both cash and short meturity securitics in the !
pcrtfolios of the government departments for long-tocmm sccuritics held:
by the »nublic.

iy

i O

Soveral factors in the futurc will tend to cheek this trend
tewerce liquidity and ofisct the desirc of indivicduels and industry to
have money availeblc for post-wor purchascs and replacoments of cguip-—
ment. The issuc of the virtually irrcdecmable 2-1/2 per cent Trcasury
Stock should rcmove much of the uncerteinty as to the futurc coursc of
interest roetes ond the cbility of the government to control them, Al-
rcady, thc scarch for deatcd sccuritics les pushed the yicld on 16-21 1
ycar oblizations dowm %o 2-1/4 per cent. Furthcrmorc, the orospcet of
o belanced budiet in the next fiscel year will lcessen the government's
demends on the capital merket end zive it greater control over the
verlous tyocs of sceuritics, [Above 2ll, climinetion of meny of the
pcliticel and cconomic unccrteintics of the war period will progressively
incrcasce the advanteges to investors of holding longer-tcrm sccuritics
and will dcercase the liguidity orcferencc of the pcople., Finally, as
the owncership of sceuritics shifts from overscas and cdomcstic holdcrs
wio have saved mercly bocousce they could not malie desircd purchescs to
hclders with higher prononsitics to save, the proportion of short-torm
sccuritics can bc rcduced.
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Table IV

Borrowings of "New'" Money:
(In millions of pounds)

CONFIDEN TIAL

Government and Public

Creation

of

New Money

(Change in (
lltrrueil

deposits)

(a)

il

43134
613

4y 47

4,767

+ 291

5s

058

Table V
Government's "Invisible" Demands for New lioney
(= Absorption of Securities)

Anount
required
by Public
Change in
bank
advances)

(b)

1944/45

735
21

756

1945/46

763
+132

€96

Balance
absorbed by
Goverrment
(Change in

ﬂnetﬂ
deposits)
(a-b)

3,399
+ 592

3,991

4,003
+ 159

4,162

New Money Created (a
(Cols.1l & 4 of Table II)

Government's "Visiblel
Need for MNew Moncy (b)
(Balances from Teble I)

Public Borrowings of New
Money (c)
(Col5.2 & 5 of Table II)

Total "Visible'! Demands
for Yew lloney {b+c)

Excess of New loney:
Govornment's "Invisible!
Demands (a-(b+c)).

3 months to|3 months to|5 months to| 11 months to
end of Dec.|end of NMar.|end of Aug.| end of Aug.
1944 1945|1945  1946]1945  194611944/5 1945/6
235  -107] -42  -64| 420  462] 613 291
132 -519(-199  -74| 238 223 171 -370
18 51| 17 38| -4 43 21 132
150 ~468|-182  -36| 224  266| 192  -238
85  361| 140  -28| 196  195| 421 529
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In any case, the level of interest rates would have little
effect uaon the expenditure of licuid assets in England. The spending
of the British nublic for the goods and services not available during
thz war can be controlled only by Jirect measures; no readjustment of
rates alone couléd prevent any significent dis-saving by the public for
thzse purposes. Nor would ¢ change of rates at the present time in-
crease the volume of savings cppreciably when there cxists such limi-
tations on domestic consumoption. In fact, if controls were removed,
savings would probably fall, however high the rate of intcrcst might
rise. Until new instruments of financial control can bec devised to
replace the obsolete bank rate, the British authoritics apparcently plan
to use lower intercst ratcs end debt menagement as thelr most cffective
mcans both to alleviate their fiscal problems and to promotc their anti-
¢cflationary cconomic progroms,

Evidence of Difficultics Faced by French Export
and Tourist Trade 4.0, Hirschman

The favorable <evelopment of French exports during thc past
year might scem to contradict the view that the franc is overvalued
at its prescnt rate. If dircet information tells us that rench cx-
ports arc progressing morc than satisfactorily and that they can
compete in world markcts in spite of the abolition of cxport subsicics
in Decombor 1645, why should we give unduc weight to calculations of
pricc and wage paritics which can only be intendcd as an indircct
mcasurc of a country's cxport prospccts?

In rcply to this line of rcasoning, it will be pointed out,
first, that Frcench cxports startcd from prectically zero in 1945 and
tkat in the international scllers' market prevailing et present cven a
sterp risc in cxports is net indicative of & sound basic price-cost
structure. Scconcly, insofcr as the official abolition of subsidics is
cencerned, it con cosily be scen that, as long as there exists a dual
¢éemestic price level in France, the French produccr can alweys rcecoup
lcsses incurrcd vy sclling abroad at compctitive priccs, by selling a
rcletively lorger fraction of his output intended for domestic usc on
tre oslack markct._/ The cocxistence of official ceiling and black market
prices prov1dos the producer with an oxport subsidy borne cntircly by
the domestic consumer. Although such practices arc equivelent to cumping,
the cherge of cumping connot actually be advenced heccusc of the unrocog-
nized status of black market prices.

Finally, thcre is some evidence that receipts from cxports
ard tourism arc not what thcy could be. The following is an ¢xecrpt from
a spcech given at the Paris Chomber of Commcrce on Septcmber 25, 1946,
by Mr. Moitcssier, Commcrcial Councilor of France in Argentinas

1/ An incentivc to cxport is given by the preferential trcatment ac-
corded exportcrs with rcspcct to the ellocation of raw matcrials,



- 11 - CONrIDENTIAL

1Insofar es brendy, chempagne, and quaiity wines arc
concerned, our great cnemics arc: our insufficient domestic
production; the incrcesc of whiskcy consupption abrosd; and
ehore 21l French prices.... I find it impossible to tell you
whether, os @ general rulc, French prices arc prohibitive or
in linc with thosc of similar oroducts of othcr countrics.

"I hove noticed considerable disvaritics for certein in-
dustrial matcricls. Jur poriecs werc too high in this ficld
whilc forcizn competition crcated cifricultics for our passcnger
cars, mechine tools, and locomotives, I have heen asiied to
arrcenge for sele of french furniturc at oriccs at lcast six
times the Argentine prices. I hove been offcrcd bedroom or
dining room suitcs for 1,5 million frencs. That is cxponsive.

A rccent cxhibition of lwrury crilcles at Buenos Aircs
which had brought together magnificent articles of jewcelry,
crystels, and Ydngeric, hes unforvunctcly proved thet our
orices are foer too high., This magnificent cxhihition hes

vielded nothing cxecot o prodagands success,!

imring the cnsuing discussion, lir., Roger Nathan, Dirccter of
France's Forcign Zconomic Rcletions, added the following comments:

r, Moitessier has telked <bout the price of our luxury
articles. 1 belicve thet it is cescaticl for you to lnow and
to make !nown around you thot we ghall be cble to scll luxury
aroducts only if the orice will not enpcar out of oroportion
with the price of the morc common mcrchendisc. Our wincs may
be crecllent--they arc cxccllent--but onc is preparcd abroad to
vay o ccrtain price 30, 50, or cven O per centy, but not 300,
400, or 500 per cent, ahove the oricc of ordinary wincs, There-
forc, the cucstion of the pricec of our lutury articles is of
grcat importance.!

With respcet to tourism, an indicetion thet the situation is
fer from sctisfoctory is implicit in & rcecent Franco-Swiss agrecment
which rcecuircs 21l Swiss tourists teo buy 500 frencs per day during their
stey in Fronec et the of ficial cxchinge rote from the Central Zxchonge
Jontrol Lgency. This cprecment wes cpparently wmede ncecessary oy the
fret thot Swiss touriste hove been financing their stay in Fronee by
buying frcnes cheaply in the black merket which is supplied by privatc
French sources for purposcs of copitel cxport or of specculetion. The
lerge differential between the official ond the black markcet rate of cx—
change obviously madc such troansactions wvery profitablc for the Swiss
tourists, The agrecment is certainly curbing thesc trensactions rather
effectivcly for the poorcr tourists who 2o not intend to spend morc than
500 frones per doy. It is actuclly discouraging thosc who want to spend
less from coming to France ot 21l while it lcaves the weolthicr tourists
frce to acquirc francs in cxccss of the daily forced spending retion
in thc blaclk merket.

The two instoances of France's difficulties which have been

cited are for from constituting conclusive cvidence thot & new develuation

o7 the French frenc is in order, They do point to the ncccssity for
Frence not to let itself be blinded by the succecss of its cxport drive
which may be only temoorary.
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Notc on the Hconomic Position of Czuchoslovekic — Alexander Gerschenkron

The precsent ceonomic position of Czcchoslovekia is greatly
suporior to that of her ncighbors in Sastcrn Ruropc. The amount of '
war damage sustaincd by the country his boen estimoted et ebout 15 per
ccnt of its pre-war wealth, whilc the corrcsponding pcrcentages for
Pcland, Hungery, and Yugoslavia are 40, 30, and 25 per cent,respectively,
Mercover, Czcchoslovakic hos emerged from the wor with an increcse rathor
than @ deercesce in heovy~industry plant. Industrial outout did indeed
rcach o perilous low cduring thc pecriod of liberation, but began to e~
cover almost at once. The brevity of foreign occupetion doubtlcss
proved ¢ olessing in this rospect.

The monctery rcforms corricd out in Novomber 1946, compare-
tivcly scon after liberetion, cffccetively cheelicd the inflationary
pressurcs which werce not inconsicderable ¢t the time, ond prevented
further disorgenizcation of the cconomy. In the months following the
rcforms nonctory derclopnents were altogether nomcl, os is indicoted
by the following figurcss

Indexcs
(Jenuary 1946 = 100)

Notcs Cutput Output Industricl
in of of Consunption of
Circuic.tion Coal Stcel Zlcctric Power Priccs

1946

Joenuary 100 100 100 100 100
Fobruery 108 - — - 107
Merch 115 113 177 - <110
Aoril 123 102 10 126 110
Moy 127 106 186 122 111
June 131 96 18 - ’ 112
S July 138 110 156 - 117
Avgust 136 113 - - -

The thrce industricl scries (uscd in the abscnce of an index of in-
dustricl output) incicate & strong und coordincted rccovery, cven though
Prozrcess o dotc hos beun interrupted by sctbacks. This inmpression is
rcinforced, on the agricultural side, by the information that the 1946
hervest wes very sctisfactory.

Thc risc in driccs shown in the preccding scrics was moderatc,
and mey rcflcet in pert deliberite government efforts to reducc the dis-
crepeney oetween the price levels in the Eostern cnd the Western provinces
oi thc country o8 well as that between oifficiel wnd black narket nrices.
3y all cccounts, black narkets were rather cffectively combetted. The
iricrcase in note circulztion is in part cttributable to the neccssity of
rclexction cfter o stringent currcncy rcform. Therc is no indication of
populer lack of confidence in the boruna, lct 2lone of o flight from the
currcney.

The rclatively repid rate of recovery 1s perhops best cepito-
mizced by the following cstinatces,
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Econonic Position of Czcchoslovekia in 1id-1946
(Estincted percenteges of 193¢ levels)

Gross Netional Product 80
Incdustricl Cutput 75
Lgriculturel Output &0
Foreign Trode 20

The first threc figurcs indicate thet CZCChQTlOVuhl”'S rocovery is
closer to that of countries in Yestcern then in Eostern Burope; it uay
oc noved that cstimetes of the same ceonomic factors for Belziuwa yicld
..... nost identical results., It is only the low relative level of foreign
urcdc in whilch the position rescmbles that of nost Eastern Zuropcan
ccuntrics., It may be noted, however, thot the foregoing cstimete refers
orly to camcrcial trade end docs not include UNRRA deliverics, If the
letier are token into consideration and if allowence is mede for price
ctanges, Czechoslovak inports fron Ccetober 1945 to July 1946 arc only
nout 40% velow the level of 1637. This result indicates the magnitude
thc UNRRA contribution; ovcr the perioc this orgenization suvdlied
cehoslovelidc with an cstinated 160 nillion dollars worth of goods (on
C.I.F., Paris, valuction). While it is truc that without these de-
liverics thc ra tc of rceovery would have becn much slower, it should clso
be eonsidercd (not nceessarily os a stricturc of the UNRxh operctions)
that a soucwhet lower volume »f UNRRL imports might hove resulted in a
noere rooid revivel of eomncrcicl trade proocr.

a
of
Cz
b-

The nattern of Czcchaslovek cormcreicl trede dees not scem to
«7e been such as tn cstablish ¢ ucnopolistic position for Russia, al-
thuubh trede with Russiz has noturally increased substantiall; The
following teble shows the distribution of Czech trade between uuSt ana
West in the first scven nonths of 1946:

Exports Inports Belence
(In 1,000 kerunas)
West 3,436,711 1,962,527 +1,454,184
Bast 1,259,503 1,488,980 ~ 220,177
Gornony-tustria 54’720(_);'_ 4639 368 + 833 615
Totel 55243,517 3,934,895  +1,306,622
This is fairly surprising. editionally, the cxports of hcavy industry

in Czcchoslovalde went East and South, while the products of its lizht
industrics found markets in Western countrics. Thc increcscd shoare of
heavy industry 1n Czcch industricl production, to say nothing of Russic's
present role in Zastern Burope, would justify the cxpectation of o very
a.ffcrent pattcrn of tradc. Czechoslovalda wes able not only to 1ot the
bulk of her trade go to, and comc from, thc West, but alse to build up
balances in the foreign cxchonge of the West., However, the volune of
trade hzs os yet been s> snall, and the necd for goods cverywhere so
urgent, that no definite conclusions for the futurc moy be drawn, It
is still gquitce likcly that in the futurc the East will plcy o pre-
ponderent role in the country's cxports, and the concomitant inability
to finance imports from the West moy become a problem of souc gravity.
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Tkis, however, is by no means the only disturbing point as far as the
future economic cdevelopment of the country is concerned, .

It may be pointed out that the present comparatively favor-
atle economic situation should not obscure & number of serious diffi-
cvlties under which the country is laboring. Some of these may be
mentioned briefly, ‘

(1) Perhaps the most important obstacle to further develop-
ment is the supply of labor, In this field a commendable effort appears
tc have ceen made, and industrial employment increased from 991,500 in
Septanber 1945 to 1,070,500 in June 1946, But the latest pronouncements
of the Covernment cast some doubt on the wvalidity of these figures.
Wratever the true conditions, the situation remains grave. The main
rcason for thc labor shortege is, of course, the espulsion from the
country of the German and to & much lcsser extcnt of the Hungarian
population. The results are desperate shorteges, Industry is reported
to be in nced of somc 100,000 skilled workcrs, while the total shortage
ol man-powcr in agriculture has been cstimated at 250,000 workcrs.

(2) Thc nationalization of somec 50 pcer cent of the country's
industry has crcated, or grecatly megnificd, the managcrial probleom,
wrilc the cffccts on workers' disciplinc have been far from favorable,
Wkilc this factor may oc of transicnt importance and cennot bc compercd
in significence with the cconomic cffects of the cxpulsion of almost onc-
fifth of thc country's totzl populetion, the immediate situation is scrious
cnough.

(3) & good deal of thc industrizl plant is obsolete «nd reo-
quires moccrrnization and adjustment to ncw conditions, including the
rcéuction in men-power.

The Czoch Government's two-ycar plan, which .was adonted at
tke cnd of Scptember, trics to copc with thesc problems. It cnviseges
fer 1947 and 1948 & very substantial amount of capital investment, which
hes been cstinated by the Czcchs &t 15 por cent of their national income
ir. the plan ycars., In the case of industry alonc, capitel investment
is schcduled to amount to morc than 400 million dollars. A vpart of this
sum apparently will be cmploycd in trensporting industrics from Bohcmia
and Morevia Yo Slovakia, an opcration which scoms to he an initation of
tre industricl shift eastward in Russia. As & result, the level of in-
dvstrial output &t the end of thc period is scheduled to incrcase to
110 per cent of pre-war. This implics from mic-1946 to the end of 1948
an average annual rate of industricl growth of about 13 per cent which
ie cven higher then the rate of industrial growth cntiecipoted in the
current Five Ycar Plan in Russia, This goal appears to be very am-
bitious indecd. If cepitel were the only question, suificient locns
from cbroad to finance the imports of capital cquiomert would be the
strategic factor; it is known thet the Czcchs hove epnonlicd to the
Irtcrnational 3ank for Reconstruction ond Tevclopment for a loan of
350 million dollars, But cven i1f finance were assured, the question
of man-powecr still rcemeins; somc incrceasc of the aggregate labor force,
ard & disproportionatc increcsc in the supply of sitilled labor will be
rcquired, The Czcch Govermment is eurrently ncgoticting with the Italian
~Gevernment for the import of labor. A4Apart from migrotory lobor, it is
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trying to solve the problem by forced mobilizction of domestic labor.
It does not seom likely thot, if a considereblc smount of cocrcion is
involved, such mobilization con be more then a short-tern cxpedicent
under Czcch conditions. More promising arc nrogrens for training
siilled incustricl labor cnd the introduction of ccrteoin lzbor-saving
adjustients in ogriculturc, such os the inerccscd diversion of lond
forr posturcs,

There is no coubt thot the success of the Plon will require
o stupcendous cffort. It is lilcly thos curing the plon period nulti-
farious distortions will appcar in various ports of the cconomy cnd
will tend to jeopardize fulfillment of the plan. At cny rote, it is
salc to cssunc thot the cnbitious noturc of the plcn ncans thot doncstic
cn¢ forcign controls of the ceonomv will be cven morc stringent thon
woulc howe been the cusc hid o norc nodest goal been choscn. In ovar-
ticulor, under the impoet of the plon the Czoch Government nay acopt
prictices uscd by 4he Russion Freign Trede lionopoly.

Wer-tine Pricc Jovclopnents in Zgypt L11 R. Bengur

’riccs in Egypt, os in o1l other iiiddle Testern countrics,
roge stceply cduring the war, The cost~of-living indcx for Cairo (first
holf of 1939 = 100) cdvinced to 290 in septentber 1945, thercafter de-
clining graduclly to 279 in linrch ond Lpril 1946. The rise in the
wholesele price index for the country as = whole Wes cven morc pro-
notnced, reaching o naxinw of 341 in October .and November 1945, in
rclation to the scme bose period, and declining ;radually to 336 in
March and to 333 in ipril 1946.

& study of the verious itons entering inte the cost-of-living
incex shows thot foodstuffs ore of outstending imvmort.nec und that the
novenent of food orices lorscly Sctermincd the height of the index,
Egypt normclly nroduces 2ll the csscnticl foocs that its po>uletion
recuires and wes oble, norcover, to incrcasc production in certain
catcgorics during the wor os o roesult of the govirnnent’s dcoeision to
reduce cotton oroduction by helf, thercuy releosing 1ond for the culti-
vetlon of other crops. The relotively high increcsc in iood priccs is
crplained on the one hind by cnhenced donond crising from the presence
of 4llicd cxpoditicncry foreccs in Sey?t cnd other Vidile Hestern arcas
during thc wer, and on the other hond by the world-wide shortige of
food supHliics chorceteristic »f both the war ond post-riy periods.

&0 ideo of the cxtent of 4l1licd expenditurcs in Tuypt ney be
godned by pervsel of Egypticn nonctery stobistics which show that currcncy
in circulction hes incre.scd about fivefold and thet sterling bealances,
wiich constitutc the bocking for the grecter pert of the Bant of Fgypt's
note cirsul tion, rcoched thc cquivelent of =hcat 1,700 miliion dollars
by the cnd of ‘1945, .1licd cxorenditurcs still continuve, but on ¢ nuch
reduced scale.  Their cuount in 1945 ws onc-hilf of thet in the peck
vitr year, ond probebly continucd to fall ropicly curing 1646, The effcct
of falling cconenic cetivity, lorgely as o rosult of reduccd 4llicd
cpcrations, nos clroady beeone perecptible in general price novenents.



- 16 - CONFIDENTIAL

Cost~of-1living and wholescle price indexcs have both declincd sincc

the end of the wer, It is pcerhops too carly to say whether this
indicctes the beginning of & dowmward trend. But it nust be recog-
nizcd that forces arc now in opcration which in tine =2y be expected

te bring cbout a furthcr and norc prenounced decline in prices. The
extreordinery cencnd for food procucts ney bc cxpceted to fzll os
Allicd troops crc withdrawn fron iliddlc Eostern arcas, and as other
countrics aparoach the pre-wer level of agricultural production. It

ie very unlikcly, however, that agriculturcl production in Egypt will
dccline apprecicbly as & result of the cxpected reduction in denand,
Feodstuff procuction will undoubtedly iall: somewhat when cotton pro-
duction is fully rcstorcd. But the declinc mey be very small in con-
pirison with the cxpected fall in demend, lergely becouse of the over-
pepulated conaition of cgriculture. There erc reescns, therefore, to
cxpect & considerzble drop in food prices and conscquently in the cost-
of -1living indcx. Thc wholescle price indcex will also respond to food
pricc changes, thouch to o more limited cxtent. This i1s because the
wroleszle price index is reported to he heavily weighted with cotton,
the price of which is regulatcd Ly the governuent in relation to cotton
orice nmovenents in the United Stotes.





