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This review is intended primarily for internal circuletion, and
should in no case be cited or quoted. It consists of personal
:nd informal contributions by the authors, which in many casecs
represent very tentative cnalyses of the subjects considercd.

PARTITION OF INDIA — SOME ECONOMIC ASPECTS John Exter

As the British Government relinguishes political power in India,
the world will be watching with interest and trying te discern the peattern
~»f econmmic development in the two new Indian states. Will development be
accelerated or rectarded by the passage »f British rule? Will both stotes
emphisize industrialization? If so, what will be their attitude toward
foreign capital?

With questions such as these in mind 1 reccently had an opportunity
durirg o brief visit to India to intervicw & number of Indian lcaders. This
article is an attempt to summarize my impressions of their thinking, parti-
cularly with respect te industriclizetion and the part which foreign capital
might, play.

With thc formal transfer »f powcr by the British Government on
last August 15, the Indian Unionl/and Pekistan have achieved full dominion
status, the first poarts »f the Empire governed primarily by non-Eurcpcans to
3o so. Isst informed Indians sutside the Muslim Leaguc deeply regret thot
irreconcilable rcligicus differcnces have cdivided a people with substentially

1/ The Hincdus arc resisting the temptotion of the Sritish and Muslims to
distinguish between the two stetes by calling the Indizn Union "Hindustan.!
The Hindu state, they insist, is "India." In this article, "India" is
uscd tn refer to the combined states.
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the seme racial background from gaining their independence as a united
stete, From the cconomic point of view it is especially unfortunate, for
the Muslim and Hindu creas arc complementary to such an extent thet unless
mutually satisfectory trade relationships between the twe areas can be re-
toined, they will have difficulty in the next several years in maintaining
even their present wretchedly low stendards of living.

Unfortunately, the division does not solve the minority problem,
as the present tregically bloody communal riots and the mass migrations
testify. Vhen boundaries have been finzlly settled, Pakistan probably will
be = state of about 70 million people of whom s many &s 20 million may be
Hindus and Sikhs. Perhaps as many as 40 million Muslims will still be left
within the Indian Union.

Economically, the new Pakistan statc appears to be exceptionally
handicepped. It is divided into two parts, the Punjab and Sind area in the
west and the East Bengal scction in the east, with more than 1,200 miles of
Hindu India intcrvening. The distance by sca from Karachi in Sind to
Chittagong in East Bengal is more than twice as great. If Pekisten and
Tndia erect trade barriers agoinst each other, the high cost of transpor-
tation between the widely separated Pakistan scctions will mean in reality
that India has been divided into three cconomic units instead of two. While
Pakistan hes a mumber of important rew matcrials, it has relatively little
industry of any sort. It has less than 1ts acer capita share of iron and
caal, of highwey and railrozd mileage, of devcloped power projects, end of
finencial facilitics. In addition, a considercble share of its production
and trade is financed by Hincus, many »f whom have engaged in reccnt months
in a2 capital flight from Pakistan, thus further handicapping it. It does,
however, have potentizl hydroelectric power anc it will be a surplus area in
jutc, cotton, and staple foods. The Indian Union, on the other hand, has
more than its per capite share of incustries. On the basis of prewar data,
apparently it will have all of the iron and steel mills, the jute mills, the
paper mills, and the sugar mills. It will have about 98 per cent of the
cotton spinning and weaving nills, 57 of 65 cenment factories, and 112 of
117 <lass factories. It has mere than its per ccpita share of existing
power projects, transportation and financial facilities, but will be a
deficit area in staple foods.

While on most counts the Indian Union seems definitely to be
cconomically the stronger of the two states, 211 estimates of their
balances of payments indicate that for the immediate future, at lecast, it
is Pukistan which will have the substantial surplus on current account
whilc the Indian Union will have to cut its imports crastically in order
to avoid a serious deficit. The strong international position of Pekistan
anpears to be based on its large exportable surpluses of jute, cotton, wheat,
ancd rice, all of which are in very active demand in world markets today.
The weak interncztional position of the Indian Union, on the other hand, is
a corollary of the strength of Pakisten. To the extent that the division
throws the exportable surpluses to Pakiston, the international position of
the remaining India will be weukened. ~

The bilateral payments between the two countries during the noxt

fow years promise to be wvery nearly in belance. Although the Indian Union
will necessarily import large quantities of jute, cotton, and foodstuffs,
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principally wheat and rice, from Pakistan, thc probability is that these
imports will bc paid for by shipments to Pakistan of textiles, sugar, coal,
iron, and steel, and by relatively large receipts from Pakistan of rent,
intercst, dividends, and payments for banking and insurcnce services. The
Incian Union must foce the possibility, however, thet Pokistan will use
srotective measures to develon its own industrics and that the reecipts from
Pakistan on invisible account will gredually teper off. In this case the
hiloteral belance of peyments between the two countries might grow more un-
favorable to the Indizn Union. The outcome will depend upon whether the
stter can more rapidly increase productinn »f those industrial commocities
which Pakistan will want to buy than Pakistan can make them for itself.

Leaders of both countries are cager for industriclization and are
determined to oress it as rapidly as the cepacitics of thelr respective
countrics will 2llow. The Muslims arc particulcorly ruthless and aggressive
in their economic notionslism. The most articulate of thelr spokesmen to
wh m T had 2 chancc to talk was Mr, M. A. H. Israheni, o prominent Calcutta
businessman (Ispahani Tea) and at that time & member of Mr. Jinnah's un-
official Muslim Leazuc "cabinet". He not nnly shared the well-known resent-
ment of the Hindus toward the 3ritish for a policy which he said kept India
as a whole ceonomically subjugated, but he also accused the Hindus of having
connived with the British to suppress the Muslims in particular. Having
achieved independence, the liuslims are now in a mood to advance their own
sclf interests regardless of the consequences to India as & whole. An out-
standing example is jute, the principel industry of Bengal. The best jute
acrea~e and 80 per cent of the sutput »f raw jute is in the Pzkistan nart
of East Bengal, but Pckistan has not a single jute mill, The jute processing
mills are 211 in the hands of British and Hindu capitalists in the Calcutta
arca of the Indian Union. Mr. Ispahani claimed that the Muslims have always
been blocked by British and Hindus in their efforts to cstablish jute mills,
so they are now determined to use their control of raw jute to stifle the
Calcutta industry. ‘They intend to introducc markcting systems to control
the price, to ship ebroad as much jute as possible through Chandpur and
Chittagong rether than through Calcutta, and to crect thcir own mills,
probably in the Chittagong arca. One of the prime motives will be teprevent the
Incian Unien from ccquiring foreign exchange by buying, processing, and ex-
porting jute which was grown in Pakistan.

This seme aggressive economic natinnalism moy cause Muslim leacders
to encourage foreign investment in order to stimulate cconomic development.
Although the new state will not require forein canitel for balance of pay-
ments reasons, it urgently needs the technical knowledge and skills which
such capital would bring with it. For the very reason that Pakistan does
nyt have a serious balance »f payments problem, it should be able to main-
tain the stability of its currency and thus should offer foreign capital
cxcertional security. Accordingly, meny Sritish fims now sperating in the
Indion Union are looking forward to opportunities either to transfer their
capital »r to eéxoand their onerations into Pakistan. American capitel, tno,
may he expected to find attractive investment outlets as soon as the politi-
cal situation shows signs of stabilizing.

~The leaders of the Indian Union arc much more circumspect in their
attituce toward foreipgn capital. Such men as Sir Chintaman Deshmukh, the
Governor of the Reserve Bank, and Mr. A, B, Shroff, a Pcrsi ancd a cirector
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of the large Tata enterprises, were seriously conccrned about the worsening
of their balance of payments prospects as a result of the partition, as

well as about the aggressive Muslim economic policy, but they were not lroking
immediately to foreign capital as the salvation. Now that they have achieved
political independence, they want to assure their economic independence as
well, They are fearful of cxploitation and are pondering various schemes

for kceping control in Indian hands of such capital as does enter. Inasmuch
as they alrcady have most of the industry of India, as well as most of the
netive technical skill, they do not have the seme sense of urgent necd of
outside help as do the Muslims. They can better afford to wait. Perhaps

the most significant reason for their different attitude, however, is their
stronger sense of the importance to them of the sterling balances accunulated
in London during the war. Under any conceivable plan for the division of
assets between the two countries, the Indian Union will get the bulk of the
sterling balances. These balances are regarded as the primary resource for
finencing the program of economic development. If possible, Indian lcaders
would prefer to rely solely on the balances, plus whatever surplus they can
develop in their bclance of payments. By so doing they can avoid the com-
plication of adding to what they alreacy consider to be excessive control of
India's economic life by forcign capital,

It is intercsting to note that the Indian Union does not have the
same misgivings concerning public as it does concerning private capital. It
will in timc welcome loans from international lending institutions such as
the International Bonk or the Export-Import Bank, but for the present therc
is a reluctaonce to apply for such loans for fear that success in getting
them might jeopardize the Indian case ageainst Britain's proposal to write
off a portion of the sterling balances. It does not wish to incur ad-
diticnal international obligations until it has rcalized what it can from
its internctional assets.

There is apprehension among British businessmen in India con-
cerning the terms under which they may be permitted to stay. There arec
some who expect discriminatory legislation designed to insure Indian control
of erterprises containing foreign capital. I was told by Mr. W. G. C. Parker,
the Manager of Lloyd's Bonk in Calcutta, that most British businessmen would
prefer to leave rother than yicld control to Indian interests.

There has not thus far been a repatriation of any significant
percentage of British investments in India. Although there are no accurate
figures available, officials of the Reserve Bank of India have cstimated
total. British investment at £600 to £800 million at current values of which
perheps £20 to £50 million may have been repatriated during the past few
years. Both my British and Indian informants emphasized that there had
been practically no sale to Indians of British intercsts in basic Indian
industries. Such sales as have taken place have been of small businesses
owned primarily by peoplc who have "served their time" in India anyway and
who decided that the high prevailing prices prcsented an adventageous
opportunity to go home. Although India would prefer that its sterling
balances be used for the acquisition of capital goods rather than for the
repasriation of British investments, it has not thus far restricted the
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transfer of funds from Indie to Britain nor do the ncgotiations on the
boelences to date indicote that Britain will agree to its doing so.k
It is impossible to say at this time whether indcpendence will
accelorate or retard Indien cconomic development., Leaders of both countrics
quite naturnlly think that indcpendence will relcase new cnergics ond give
2 new impetus to their cconomic life. While thc aggressiveness of the
Muslin leedership may be able to overcome many of Pakistan's cconomic
hendicaps, it may also recsult in destructive cconomic werfarc which would
be detrimental to the development of India as a wholc., The prescnt more
~vorable balance of payments position of Pakistan appecrs to give it an
initial rclative advantage, particulerly as long as sterling helance re-
leases for current transcctions are not large enough to offer-cdequate
rclied to the balence of payments deficit »f the Indian Uninn, The attitudes
of the new states toward outside help will also be significant. Both
countries realize their need of such help, but they are looking for temms
on which it may cnter without exercising undesirable political or economic
control., Ovcrcoutiousness in this respect might actually be a rctarding
factorr. Te crucicl factor, however, will be the speed with which political
and esonomic stability can be recached, Unless the comaunal disturbences
ccase end the major problems of division can be satisfactorily sclved, it
will ¢ exceedingly difficult for either governments or busincssmen to carry
sut long-run plans.

l/ This withdrawel of copital has already been partially responsible for
a decline in official Indian sterling balinces since the end of the war.
Under the temporary agrcement reached »n August 14, 1947, that portion
of the balances which is made unavaileble for any currcnt transactions
can be used to cover further withdrawals of British copital from India.

SWISS FOREIGN TRADE Rosa Ernst

Swiss foreign trade in the first half of 1947 rosc both in tems
of volume and veluc above the same perind of 1946. As long characteristic
for thc Swiss economy (with the single execption of 1945), there was a
substantial import surplus. During the first six months of this year,
Swiss cxports cmounted to 1,593 million Swiss francs, and imports to 2,224
million; thesc were increases of 38 per cent and 36 per cent respectively
aver the seme period of 1946, Although the import surplus of 631 million
Swiss frencs was about 31 per cent larger than that for the first six
nmenths of 1946, the relation it bore to total trade was substentially un-
changed,

As indicated in a previ-us article in the Review,l/the import
surplus was covered by a varicty of mcgns in the balance of payments,
notobly receipts from tourist traffict/and capital inflow. Nevertheless,

1/ Sce this Review, June 3, 1947, p. 15.

g/ In this connectinn, it may be mentioned that, whilc suspension of the
convertibility ~f sterling is not expectcd to have unduly adverse ef-
fects upon British-Swiss trode, the cessuti~n of British tourist traffic
will be felt.
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during the first half of 1947, thc official Swiss holdings of gold and
foreign exchange declined. In connection with the gold sterilization
progran, the Swiss Govermment had held considcerable sums nf gold after
April 1943. These dropped from 1,239 million Swiss francs at the end of
Decenber 1946 to 810 million at the end of June. During the sume period,
however, there was an increase of 105 million Swiss franes to 5,055 million
in thez gnld holdings of the Swiss Notional Bank. The Bank's holdings of
forei:in cxchange fell 38 million 3wiss francs te 120 million., There was
thus a net loss of 362 million Swiss frenes in official holdings of gold
cnd foreign exchange., Some part »f the drop in the gold stocks must be
attributed to domestic sales »f ¢gnld enin and other operctions uneonnected
with foreign merchandise trede.l/ Because of the considerable stock of gold
and froreign exchenge (at the end of June 1947 still 3-1/4 billion Swiss frencs
larger than in 1938), the sizable import surplus has not seriously affcctcd
the internctionol nosition of Switzeriand,

As shrwn in the following figures for the volume of Swiss foreign
trede, the growth in velue hes been soncthing more then a reflection of
rising prices. Indeed, import and export prices were rather steady between
the first half of 1946 and the samc period of 1947, although the minor
improvenent Switzerland had sccured in its terms of trade since 1938 con-
tinued.

CTaNle I
Volume and Price Indexcs of Swiss Foreipn Trade
(1938 = 100)

Imports Exports
Volume
1946
First -uvarter 91.6 81.7
Seceond quarter 100.7 96.3
Third guarter 99,7 108.9
Fourth cuarter 126.6 117.9
1947
First quarter 127.0 : 108.1
Sceond quarter 150.5 115.4
Prices
1946
“irst quarter 240.9 252.9
Sceond cuarter 231.9 250.7
Third quaerter 229.3 _257.4
Fourth cuarter 233.9 251.8
1947
First quarter _ 242.8 263.0
Seeond quarter 241.6 262.5

1/ On August 28, 1947, the dmmestic sales of gold coins werc subjccted to
o severe retloning which partly rcflects the intention to reduce further
losses of gold,
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It is remarkable that, despitec the genuine ;rowth rcegistercd by
Swiss foreign trade since the prewer period, the bulk of thot trade moves
in the same genceral direction as fomcrly. Thus the sane cleven countries
cccounted for slichtly more then two-thirds »f the exports in the first
hzlf of 1947 &s in the semc period of 1938, and the samc eleven clso sup-
plied approximately threc—quartcrs of Swiss imports. As may be ncted fronm
the toble below, however, thcerc werc shifts within the group. The United
States has rcplaced Germany hoth as o source of supply end as & market for
Swiss pgoods. Other overseas countrics like Argentina and Brezil likewise
have increasced their sharc in Swiss trade. As a market, Sweden has re-
placed Great Britein. ‘The role ~f France, howcver, is virtually unchonged
from the precwar perind, and that country remains Switzerland's second mest
importent treding partner.

Teble IT
Distribution of Swiss Frreirn Trade
(Per cent of total)

Exports Inports

e et

dan.-June Jan.-June
Country ' 1947 1938 1947 1938
United States 12,5 6.0 21,5 8.4
France 2.2 9.9 11.3 13.4
Sweden 8.8 2.7 2.7 1.2
Belgiwn-Luxenbourg 8.0 3.4 9.4 3.9
Itely 6.8 7.3 7.4 6.8
Argentina 5.0 Red 4.6 4.4
Czechnslovckic 4.9 3.9 5.7 Lob
Netherlonds 4.1 4.3 3.3 3.0
Brazil 4.1 1.2 1.6 7
Great Britoin 3.4 11.1 6.1 6.0
Germany o 15.7 2.1 1.4
67,2 67.9 75.7 74.9
Others ) 32.8 32.1 2.3 25.1
Total 100.0 100.0 100.0 100.0

Switzerland's importance for the rceonstruction of Europe is
manifold. The country supplies many goods in grect demand, notably
chemical and phamaccutical products, but also machincery and tools, thus
replacing Germeny to & certain cxtent. In view of the pauperization of
the rest of Furope today, Switzerlend is more than ever important both as
& stable market and as a smurce »f supply. Salcs tn Switzerland mecan the
acqui.sition of a hord currency recadily convertible into dollars., Moreover,
Swituzerland is the only potenticl importer of luxury goaods left in BEurope,
and this is of porticular sipmificance for both Western and Eastern Zurcpe.
While trade with countries like Austria, Hungary, and Czechoslovakia may be
relaftively unimportant for Switzerland, Switzerland has been their nost
importent treding pertner since the woer., Thus, trade with Switzerland has
proved an importent channel through which Eastern BEuropean countries cen
sccure acecess to commodities which they must have in order to fulfill their
receonstruction and development plans,
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EXCHANGE CONTROL IN SWEDEN Robert W. Bean

Until recently the Swedish krona has been generally regarded as a
hard currcncy, readily transferable into other currencies for most purposes.
With the dwindling of Sweden's gold and forcign exchange reserves during
the past year, caused by both a large import surplus and a heavy capital
outflow;l/the krona has lost some of its hardness, and it is appropriate
therefore to look &t the Swedish apparatus of exchange control.

, The system dates from 1939, Throughout the depression Swedcn suc-—
ceeded in remaining emong the select group of European countries (the United
Kingdon, France, Switzerland, Belgium, the Netherlands, Sweden, Norway, and
Finland) which in the main avoided placing restrictions on international pay-
ments, other than those imposed by the terms of bileteral agreements. Neither
cxchange licensing nor import licensing was adopted, despite the fact that
Sweden was engoged in o sizable program of domestic investment which involved
heavy oudget deficits and considerable import surpluses. Shipping receipts
and income from overseas investments werc the two main items which helped
to pay for the gaep in the trade balance, and--save for the period leading up
to abaadormment of the gold parity in September 1931 and the episode of the
Krcuger crisis in the spring of 1932--an inflow of capital also served to
sugment Sweden's holdings of gold and foreign exchange. The events of early
1932 prompted the Ministry of Finance to prepere legislation establishing
cxchange control, and reluctant approval was obtained from the Cabinet's
legislative committee, but it proved possible to ride out the storm without
taking the proposal to Parliament. When in 1939 it again appeared advisable
to arm against a loss of reserves, a blueprint was available.

Financial Controls During the War

The law which was passed on June 7, 1939, authorized the Govern-
ment vnder certain conditions to bring into force the essential features of
excharge control, i.e., & monopoly in foreign exchange and foreign security
transactions, compulsory surrender of foreign exchange and foreign security
holdirgs, and & system of licensing foreign exchange and sccurity trensactions.
The exact provisions of the law and the manner in which it was brought into :
effect, arc discussed below, but two important limitations should first be
noted: (1) the Government's authority could be exercised only "in case of
war or menace of wor or otherwise during extraordinary conditions czused by
war®,2/and (2) it was intended that the law should be used for controlling
capital movements and not for regulating commercial transactions, although
this lLimitation wos not stipulated in the law itself.

In these respects the law differed considerably from the 1932 pro-
posal, which was intended for use under textraordinary conditions caused by
serions monetarv crisis", a much less confining limitation. It was clearly
anticipeted in 1932 that exchange control would be used for "achieving equi-
libri-m in the balance of payments by means of rationing foreign exchange . .
Jtaking care/ that imports be kept within the limit of the country's forcign

1/ Sez this Review, July 29, 1947.

2/ The Covermment's authority to establish exchange control was also limited

= to times when the Riksdag was not in session, and early subsequent ap-
provel by the Riksdag was required.
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exchange resources, and that within this limit the country's need for foreign
goods te suitably met. "L

The 1939 foreign exchange law was cnacted at a time when Sweden's
balance of payments position was strong, but when it was feared that sudden
capital flight in one or the other dircction might either drain the country
of its foreign exchange resources, or subject the banking system to a flood
of forcign funds seeking safety. Although the wording of the law would permit
the usc of exchange liccnsing for the purpose of restricting imports, at the
time this was clearly stated not to be the intent. Partly for this reason,
additional legislation was required and a new mechanism established when it
was found neccessary to restrict commodity imports.

When the European wer began in September 1939, the Swedish Govern-
ment did not immediately use its powers under the foreign exchange law,
Instead, the Riksbank began to limit its sales of foreign exchange to cases
involving payments for commercial purposes or the withdrawzl of foreign
belances from Sweden. In December, soon after the outbreck of the Russo-
Finnish war, the commercial banks agrced to observe voluntarily the same
restrictions. On February 25, 1940, thc Govermnment established by decrce a
complcte system of exchange control under the law of June 1939, This system
has been extended in force from time to time by various decrees, the latest
having been issued in June 1947. Justification is presumably found in the
phrase “extrcordinary conditions ceused by war."

The Foreign Exchange Order of February 25, 1940, required that
all purchases or sales by the public of forcign exchange against Swedish |
kronor should be made with the Riksbank or an authorized bznk. It did not,
however, requirc the public to surrender foreign exchange holdings. There
was no necd at that time to marshall all foreign exchange assets and to
channcl them through a rationing system. The only purpose was to subject
all transactions to scrutiny and to cnsure that the country's exchange re-
sources werc not consumed by capital flight on a large scale. Control was
cxercised in a liberal foshion. An exporter was permitted to accumulate
balances abroad in any amount end to hold them indefinitely. They night be
disposed of abroad, however, only if the trensccticn was of 2 type authorizcd
by thc Forcign Exchange Office; and this had to be determined by cither the
Riksbank or an authorized bank.

The regulations themselves gave little clue to what types of trans-
actions actuzlly were permmitted. Gencrel licenses were liberally granted, ‘
howevecr, and throughout the war the krona had the reputation of being a
relatively free currency. Meny of the restrictions which were imposed had
to d> with the blocking of forcign funds in Swcden on political grounds.

Thus, accounts of non-residents with foreign exchange banks were identified
as either "reguler", "limited", "blocked", or "blocked clearing! accounts,
and vorying rulcs were applied to payments and withdrawals on such accounts.
On the whole, however, foreign companies were frecly granted permission by
the Fereign Exchange Office to take their carnings out »f the country.

1/ Minutes of Cabinet meeting concerning fereign exchange law proposal,
March 31, 1932.
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The Development of Import Controls

During the first year after the war, Sweden's foreign exchange
position remained generally strong, although some difficultics werc cn-
countcred, porticularly with respect to trade with Switzerland. These
difficulties were intensified after recvaluetion of the krona in July 1946,
and it -oneurs likely thot, owing to the Swiss Notlonal 3unk's refuscl. ta ac-
ccpt cld fron Swecden, for o brief time the Riksbank rationed Swiss francs
for import purposes. This situation wes created purtly by the strong spccu-
1otive demand for Swiss francs during the time when it was expected thet the
Swiss would follow the example of the Canadian and Swedish cxchange rate
policics. Jnce the speculative demand had subsided, and an agrecment been
rcachcd whereby Switzerlend resumed acceptence of gold from Sweden, the
Foreisn Exchange Office was again able to makc Swiss froncs available for
a1l commercinl trenscctions. By early 1947, however, the dimensions and.
currcncy pattern of Sweden's import surplus and cepitel outflow mede 1t
evident thet the country's gold enc hard currency rescrves would soon be
exheusted unless preventive steps were token, On March 15, 2ll imports not
specifically placed ~n o free list were made subject to license. The au-
thority to issuc import licenscs, however, was given not to the Foreign
Exchange Officc of the Riksbank, but to varisus cutonomous commissions con-
nceted with the Ministry of Supply.

The purpose of the present system of import licensing is to con-
serve foreipgn exchange. It is therefore important to inquirc into the rc-
lationship between the exchenge eontrol cuthorities and the imp:rt liccnsing
authoritices, and to understand why these two functions, directed toward a
single objective, have been separated. The reasons for the dual system of
control are both historical and rational. As early as the spring of 1940,
during a period when Swedish stockpiling of imported commodities was running
very kigh, it wes felt necessary to teke steps to conserve foreign exchange
by limiting imports of certain luxury products such as teea and coffee. Do-
mestic rationing was established for these commodities, and import licenses
were rcquired. The import licensing, as well a2s the rationing, system was
placcd under the aegis of the Ministry of Supply, which had itself been newly
estanlishced during this period. As reason for this, therc was, first of all,
the well-understood limitation on the exchange control system that it wes not
to be used as an instrument of commercial policy. And sccondly, there was
the fact that the foreign cxchange rescrves were not immediately endangered;
therce was no nced for day-to-day regard for their level, and no ovcrall
impor+ program had becn evolved. The import control of a few commocities
clcarily belonged under the surveillance of a supply board, rather than of a
finencisl body likc the Foreign Exchange Officc.

The tca and coffec licensing system wes in ‘effect only a very
brief timc, the Germman invasion of Dermark and Norwey making import re-
strictions on these commodities supcrfluous. The machinery esteblished at
that timec, however, wos developed for other ends during thc war. As soon as
ships werc allowed through the blockade, it became necessary to plan care-
fully an import program so that the limitcd shipping space avoilable would
be allocatcd for the most esscnticl imports. Many supplies wcrc purchesed
by governmment buying agencies, but some were privately contracted for, and
these trensactions had to be licenscd, Trade with German Eurapne for the
most pert could have been carried on without licensing, the pattern having
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been established in advance by trade agreements, and the problem being to
secure sufficient imports rcther than to limit their volume. During the
first months after the end of the war in Burope, two considerations necessi-
tated continuance of import licensing: thc need to kecp & check on the
future supply of rationed goods, and the necd to cxclude imports which
would have to sell at prices zbove Swedish ceilings. As supplies improved
and goods were rcemoved from retioning in Sweden, they were added to the

free 1ist of imports not requiring licensc. The machinery had not cntircly
atrophied by March 1947, and the now system mercly involved strengthecning
of the old, and adaptatinn to new purposcs.

Under the present arrangement, the various industrial and whole-
salers orgenizations subnit estimates of their import requirements to one
of thc supply commissions. These estimates are screcned and in turn sub-
mitted to the Forcign Trade Board, which draws up an overall import program.
This program then has to be scaled to a size which, in the judgmcnt of the
Foreign Exchange Office of the Riksbenk, is aonropriate to the ccountry's
foreipn exchange resources. The question of how much to cut recuirements
for cach currcncy belongs to the Foreign Exchange Office; the question of
where to cut belongs to the Forcign Trade Board and the supply comnissions.
Import licenses issued by the supply commissions indicate the type of currency
requirad, and automatically cntitle the holder to an exchange liccnse fer the
requirzd amount. ‘

Current Financial Controls

Having authorized the Foreign Trade Beard to proceed with a
certain import progrem, the Foreign Exchenge Office thon has the task of
cnsuring that the needed foreign exchenge is net drazincd away for other
purposes. At present this means that Swedish investors do not find it easy
to obtein permission for placing funds abroad. Foreign companics, however,
arc still generally pemitted to withdraw carnings from Sweden. Some inrcads
on this policy werc begun last Moy when importers of Americen films were
trld thot they must accept cither o drastic cut in imports or a reduction
in thc trensfer of their profits to the United States. The importers agreed
to the blocking of about two-thirds ~f their estimated gross reccipts during
1947. This arrengement mey have been nullified, however, by the terms of
certain assurances given by Sweden to the United States during the negoti-
ations in Woshington eoncerning Swedish commercial policy. These assurances:
were that dividends, interest, company transfers, and other rcmittances
gencrally would be facilitated.

There is, finally, the question of marshalling foreign exchange
assets. 9o far Sweden has not taken this step; neither foreign investments
nor current foreign exchange receipts need be surrcndercd. Farly in 1947,
however, it was apparcnt that cxporters and shipping firms were accumulating
unusually large balanccs sbroad, rather then rcturning then to Sweden. In
Mey, o census was taken of private hard currency assets, and in June the
Govermment obtoined renewed cuthority from the Riksdag specifically to
roquisition Swedish assets abroad if necessary.

None of the more sophisticated devices »f exchenge control is
cmployed by Sweden, There is no compulsory division of the market which
requires that certain demands for exchange be satisfied at higher rates
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than others. Exporters, travellers, and investers alike receive uniform
payment, in kronor for foreign cxchange. As an instrument designed to con-
trol capital movcments, there is nothing in the Swedish exchange control
systen which would c-ontravene the provisions or the spirit of the Inter-
national Monctary Func Articles of Agreemcnt; and the cllied system of
impert control is rcgerded as temporary, and so falls within the transitional
period arrangements permitted by the draft ITO charter. The recent negobi-
ations in Washington were regarded as a test-case for determining some of
the linits to be placed on quantitative trade rcstrictions during the tran-
sition period, and the menner in which the Swedish system was adapted to the
principlcs of non-discrimination will be the subject of a later note in this
Review,

THE 3ULGARIAN TWO YEAR PLAN C. B. Rose, Jr.

The Two Year Plan inausurated in Bulgaria on April 1, 1947, pro-
poses & substantial development of incustry which now accounts for only
about onc—cuarter of the value »f total Bulgarian production. Achicvement
sf planned incrcases in power and coal procduction are essential to the ful-
fillment of this goal. Although relotively less cxpansion is designed for
agriculturc, the valuc of the increase over prescnt levels will be sub-
stentially larger than in any other field, and the predominantly agricultural
character of the econcmy will be maintained. Projects cls> are included for
the improvenent of forestry, fishing, shipping, ond trensportaticn. The
overall goals of the Plan ere shown in the table bhelow. The success of the
Plan is premised upon the remova} of vari»us obstacles referred to in an
carlicr article in this Review.l

Cverall Goals of the Two Year Plan

In Billion Leva In Per Cent

Type of (At 1939 prices) {1939 = 100)
Production 1939 1946 1947 1948 1046 1947 1948
Agricultural 35,2 28.1 39.7 47.2 g0 113 134
Incdustrial 11,1 10.7 15.1 18.6 91 136 167
Power .6 .9 1.0 1.1 156 168 196
Cozl .7 1.2 1.5 1.6 160 206 225
Ore .02 1 2 2 600 857 933
Total 47.6 41,0 57.4 68.7 g6 120 144

Althouph some specific projects are included in the legislation
embodyin;: thc Two Ycar Plan, particulerly with respect to agriculturc and
power procuction, morc attentisn is given t> the means by which the re-
spective ministrics cre to prepare deteiled plans and schecules for the
bronches -f the ceonmy within their competence. All meterials anc labor
arc mobilized for distribution throush a central agency. The Cabinet is
capowered t> make changes in the Plan "after having received the opinion of
the Supreme Econcmic Councilh,

1/ See this Review, sugust 26, 1947, p. 12,
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The expansion in agricultural production is desipned to be reached
through extending plantings, increasing (only slightly) the areca of arable
land, and by using improved methods, high grade sceds, cnd more fertilizer.
Reliance also is placed upon mechanization, with the establishment of 30
tractor stations projected for 1947 and 50 in 1948. These stations would
be equipped not only with tractors but with other auxiliary machinery, almost
all of which would have to be imported. It is & question where Bulgeria
can sccure this equipment; there is a great shortage of agricultural me-
chinery in Russia (Bulgaria's chief trode partner) and production this year
canno begin to meke vp the dcficit.l/

Bulgaria also hopes to be ablc te import significant quantitics
of insecticides and ortificiel fertilizers; here again the goal seems diffi-
cult of atteinment in view of the great demand throughout Eurcpe and the
limited supplics available. Under the Plan an effort will be mede to make
Bulgaria self-sufiicient in respeet to chemicals rcquired by agriculture,
but even if the program is carried out it can affect agricultural production
in the immediate future only to a wvery slight extent, if at 2ll.2

At the time the Plan was projected, it called for a 40 per cent
increase in agricultural production in 1947 »ver 1946, and a further 19 per
cent yain in 1948, On the basis of carly c¢stimates, it appears possible
that ~“he harvest will be somewhat better than last year but that it is un-
likely to be that much better. Indeed, it may still be nccessary for Bulgeria
to import grains in the coming yecar. To reach the goal of the Plan, marked
inprovenent would have to takc place in livestock production. Not only is
tihiis the slowest hranch of agriculture to respond to improvement progrems,
but it is in this arez that the most scri-sus deficiencies exist. Meat pro-
duction in 1946 was »nly 54 per cent of 1939, milk 57 per cent, chcese 23 per
cent, cggs 54 per cent, and hicdes 51 per cent,

Percentages of increase envisaged by the Plan in industrial pro-
duction are misleading since in many branches, the base is quite small. The
greatest expansion in comparison with 1939 is planned for the rubber and
chemical industries, present output of which is negligible. The food in-
dustries, at present probably the most developed branch of Bulgarian industry,
will receive the least relative expansion. It should be noted that even if
the goals of the Plan are reached, thc value of industrial production in
Bulgaria will still be only 39 per cent of the value of agricultural pro-
duction which will account for 69 per cent of total output. Moreover, the
projected increcasc in total industrial production of 50 per cent between
1946 «nd 1947 (to 36 per cent above prewar) would represcnt a major achieve-
ment. Such a devclopment not cnly would heve to overcome competition with
other planned construction for materials and labor, but would requirc the
importation of much machincry and equipment. It is open to serious doubt
whether this could be supplicd in adequate amounts by the countrics with
which Bulgaria has the closest trade rclations (see p. below) .

1/ Scc this Review, licy 6, 1947, p. 26.

g/ It has just been rcported that Bulgaria will usc part of the credit
granted by Russia on August 23, 1947, for the purchase of fertilizer
plant from the U.3.5.R.
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It has been estimated that 103,000 new workers will be nceded to
implement the Plan, In March 1947, thc month before the Plan went into
operation, it was reported that 125,000 workers were engaged in non-agri-
culturcl pursuits, while in April the number had risen to 136,000. This
was morc than usual. for that time of year and above the average for any
rccent, year. Nevertheless, lack of hands is not likely to prove 2 stumbling
block. A morc serious handicap is the absence of skilled labor, espccizally
engincers who can supervise construction of the necessary plants. The nced
for training workcrs is recognizcd in the Plan which provides for the estab-
lishment of schools and the institution of technical courses. Partly by
this means and partly through more efficicnt organization, it is hoped that
the productivity of lebor will be increased by as much as 20 per cent in
the next two years.,

_ The text of the Bulgarian Two Year Plan dismissed the question of
financing very briefly. The Finance Minister is dirccted to include the
nccessary funds for the implementation of the Plan in the 1947 budget. The
Bulgarian National Bank is to supply credits under the direction of the
Suprene Economic Council. The intention is to use rcceipts from the
recently cnacted capital levy to bolster ordinary sources of govermment
revenue. No estimates have becen made of the anticipated volume of reccipts
from the capital levy, but stiff rates have been applied and if the assess-
ments can be collected;, it is cxpected that a considerable volumc of funds
will be made available.l} It hzs beecn announced thzt the budget for this
year will total only 56 billion leva, considerably below the lcvel of last
year's outlays. Included in this sum, it is reported, is 7,5 billion leva
for the purposes of the Two Year Plan. ‘A further 3 billion leva has been
provided for in an extraordinary budget. T mobilize the credit resources
of the country, the Minister of Finance recently has been authorized to float
a 30 billion leva 4 per cent long-term loan, and an 8 billion leva 3 per cent
short-term loan. Since at least pert of the proceeds of thesc loans will be
uscd to repay the debt of the State to the National Benk, the sum availeble
for finsneing the Two Yeur Plan will be less than the 38 billion leva total
of the two loans. The investment required for the Plan has been cstimated
at 55 billion leve over the two ycar perind.

The infletionary effect of these govermment expenditures, in the
absence of o substontial increase in the quantity of consumer goods available,
will rcquirc the enforcement of strict controls over distribution and prices.
Lfctually, a rcducticn in prices is called for in the implementation of the
Two Yeor Plan., Part of the proposal already has been put into effect. As
of May 1, 1947, a rcduction in thc prices of & number of articles and
serviccs was decrced. These were basically transportation charges, the
price of eleetrical cnergy for industrial use, and of coal for thc State
railroads and for power stations, while prices of certain imported foods
were lowered by cutting customs duties and trensportation expenses. Profit
margins also were whittled down, and the retall prices of various consumer
goods such as beds, stoves, nails, shoes, cnd cotton textiles were lowered.

1/ Referring to the capital levy law and the monetary rcform law (discussed
ir. the previnus Review article), Free Bulgaria (June 15, 1947, p. 183)
' says: "Both laws whilc they do not seriously affect the bulk of the
p-pulation, will assure a considerable porticn of the finencial mcens
wrich will be cxpended for the fulfillment of the Two Year Plan'.
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Prices paid the agricultural producer were left unchanged and "inducement"
increments even were granted in some cases, but reductions were ordered in
the retail prices of some food items, These measures are only a step in
the direction of eliminating the maladjustments indicated in the earlier
article.

Successful execution of the Plan appears to hinge to a2 large de-
gree upon a favorable development in Bulgaria's foreign trade position. The
Plan contecmplates an increase by 1948 to 148 per cent of 1946 in exports, and
146 per cent in imports, calculated at constant prices. The type of goods
which have been the chief cxports of the country, with the exception of
tobacco, are not likely to find a ready markct in the Burope of today which
is concerncd with meeting essential needs, In the case of tobacco, the value
rcceived has been held down by competition in world markets from other sources
of supply. BEwen if Bulgaria is ablc to export in a volume which would make
possible the purchase of imports needed for the Plan, it is questionable
whether Bulgaria could acquire the desired goods in view of thc great demend
from all Buropeen countries for capital equipment, and the lags in production
in exporting countries. Imports for thc first four months of 1947 (the
latest information available) amounted to 5.5 billion leva compared with
3.5 billion leva in the corresponding pcriod of 1946, whilc exports of 5.0
billion leva in 1947 compared with 2.2 billion leva in the first four months
of the prewious year. Although a considereblc part of this increase can be
attriocuted to highcr prices, the volume of both imports and exports at constant
prices also improved; the level was still far below prewar, however,

An important clement of governmental policy in recent months hes
been the creation of a nctwork of long-temm trede agreements under which
Bulgaria hopes to get the goods it needs. Onc of the most significant of
these is with Czechoslovakia which is to supoly hcavy capital cquipment and
has advanced a sizable credit to Bulgaria. In part, imports of goods from
Czechoslovakia will be paid for by the earnings of Bulgarian workers who
have zone there on one to threc year contracts. Another agrecement which
shovld be important for the future is that with Yugoslavia which proposes
the crcation of a customs union for the two_countries. TYugeslavia; however,
is engaged in carrying out & Five Year Plani/of its own and is not in a
position to supply immedictely much of the goods Bulgaria requires for its
Two Ysar Plan. Despite the orientetion of the bulk of Bulgaria's trade
toward Russia and its satellites, links are bcing maintained with the West
through other agreements (though for thec most part these are of a short-torm
character) with Switzerland, Denmark, Fronce, the Netherlands, and a number
of other countrics., In most of these the major Bulgarizn export is tobacco
which also figures prominently in the Bulgarian-Russian trode agreement.
With the U.S.S.R. tcking the bulk of the cxportable surplus, Bulgoria's
opportunitics for the development of fruitful trade relations clsewherc
are strictly limited.

i

1/ Sece this Review, June 3, 1947, p. 10.






