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AMERICAN CONSUMPTION AND IOREIGN AID‘ Randall Hinshaw

L]

liccent increascs in food prices have led to fecars that present
and prospective foreign-aid programs represent « scrious threat to Amcrican
living standards. In determining whether thesc fears arc justified, it is
helpfil to examine current trends in the level of American consumption.

Thce rosults of a preliminary inquiry, bascd on the recent revisions in the
Department of Commerce income serics, arc presented below,

The rcvised Department of Commercc figures cover the period 1929-46,
and provide annual estimates of consumption cxpenditurcs, including an ex-
haustive brecakdown by individual commoditics ena serviccs.l/ In order to
remove the obscuring influence of population and price changes, indexcs of
per capita rcal consumption were constructed, with 1929 2s base ycar. The
year 1929 was regarded as a rather intercsting norm, since, until the out-
break of World War II, it had been the most prosperous ycar in American
history.

1/ The items of consumption are classified into twelve categories: (1) food
and tobacco, (2) clothing, accessories, and jewclry, (3) personal care,
(4) housing, (5) houschold operztion, (6) medical carc and death cxpenses,
(7) personzl business, (8) transportation, (9) rccreation, (10) private
education and rescarch, (11) rcligious and welfare activities, and
(12) net forcign trevel and rcmittances.
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The index of per capite real consumption was constructed by
(1) dividing thc annual consumption cstimates by thc consumers' price
index of the Bureau of Labor Statistics, (2) dividing the adjusted con-
sumption date by an index of U,3. population, and (3) cxpressing the
resulting figurcs as a percentagc of the 1929 totzl. The indexes of food
consumption «nd of clothing consumption were constructed in the same woy,
using the B.L.S. food-price and clothing-price indexes for making the re-
spective price cdjustments. Tecause of its intrinsic intcrest, an index of
total consumption, excluding consumotion of alcoholic beverages, wos clso
computed. The various indexes are presented in Table I.

Table I
Indexcs of Per Capite Real Consumption

(1929 = 100)

Totzl Consumption, Consumption Consunption
Total Excluding of of

Consumption Alcoholic Jeverages Clothing Food
1529 100 100 100 100
1930 91 91 87 95
1931 86 86 82 94,
1932 77 77 67 86
1933 76 75 63 &5
1934 81 8 70 84
1935 85 81 T4 &7
1936 93 88 79 96
1937 96 91 77 99
193¢ 93 69 7 102
1939 98 93 gl 104
1940 103 98 84, 109
1941 111 105 93 117
1942 110 103 95 124
1943 114 107 108 128
1944 121 113 109 138
1945 129 120 116 151
1946 139 130 124 155

All the indexcs show a striking increase in per capita real con-
sunmption, despite thc war and despite a high level of postwar foreign aid.
Indeced, the advence hes ocecurred almost entircly during and since the war,
at the very time the external drain on Americun resources has been of major
magnitude. According to the figures, per capite real consumption in 1946
was 39 per ccnt higher than in 1929; if alcoholic beverages cre cxcluded,
the increase in consumption was 30 per ccnt.l/ While the estimated per
cepite increcsc in clothing consumption is substantial (24 per cent zbove
1929), the estimated increase in per capita food consumption is truly

;/ It should he¢ pointed out that these figures refer to lcgal consumption
only, The Department of Commerce series make no allowance for illegal
consunption of elcohol under Prohibition, nor for illegal consumption
of other items, such as narcotics.
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specteicular. According to the index, per capita real consumption of food

(excluding alcoholic beverages) was 55 per cent higher in 1946 than in the
boom year 1929,

It would, of course, be a mistcke to take these indexes at their
face wvalue without making some attempt to cppraise their validity. The
princi.pal qucstion mark relates to the reliability of the price adjustment.
The 3.L.3. pricc scries uscd for this purpose arc designed to measure
"average changes in retail prices of selected goods, rent, and services,
weighted by cuontities bought by families of woge earners and moderate-
income workers in large cities.!" Sales taxes are included in the price data
whercver applicable. Until 1935, the weights were based on a study of family
expenditures for the period 1917-19; since 1935, the weights have been based
on a similar study for the perind 1934-36. In March 1943, the weights in
the food pricec series werc altercd to tale account of wartime food shortages
and raetioning., However, it has been officlally zdmitted that the overall
consuners' price index did not reflect fithe full wartime effect of such
factors as lowered quality and the disappearance of low-priced goods," and
it has been officially estimcted thut, for these and other reasons, the
B.L.3., index in late 1945 underestimated the price rise during the war by
as much as 5 points. If the index for 1945 had in fact been 5 points higher
than the published figure, our index of per capita real consumption for that
year woeuld have been 123.7 instead of 128.5. It should be remembered, how-
ever, that by 1946 the above-mentioned factors affecting the reliability of
the prrice index were beginning to become considerably less important.

The price adjustment is perhaps least satisfactory in connection
with foods. In any case, a somewhat less favorable impression of the in-
crease in fooud consumption is provided by figures showing per capita domestic
consunption of individual commodities. In Table II, per cepita consumption
of certain important foods are shown in index form for selected years.

Table IT
Per Capita Real Consumption of Certain Foods
for Selected Years
(1929 = 100)

1929 1932 1939 1946 1947

Meat 100 99 101 116 118
eef 100 93 109 122 141
Pork 100 101 92 109 98

Milk 100 o8 97 119 113

BEgss 100 93 93 112 113

Butter 100 104 99 59 62

Margarine 100 52 72 124 132

Suzar 100 97 101 77 96

Wheat flour 100 91 88 90 g7

Potatoes 100 90 78 79 79

Other fresh vegetables 100 102 109 123 117

Canned vegetables 100 75 111 164 155

Friesh fruits 100 89 106 98 103

Canned fruits 100 84 135 170 156
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This table includes preliminary estimates for 1947. Unlike the indexes
in Table I, the indexcs in Tablc IT were computed dircetly from physical
quantities, and conscguently do not involve any problem of corrcction for
price changes.,

While these figures provide a less striking indication of the
increase in food consumption than thc index in Table I, they are ncverthe-
less impressive. Per capita consumption of fresh vegetables in 1946 was
23 per cent higher than in 1929 while, for canncd vegctobles, the increase
was 64 per cent, Although per capita consumption of fresh fruits in 1946
was 2 per cent less than in 1929, per capita consumption of canned fruits
was 70 per cent grecter. It is cstimated that for the ycar 1947 per copite
consumption of milk and of cggs will be 13 per cont higher than in 1929, and
that per capita meat consumption will be 18 per cent higher. The estimated
figurc for beef is actually 41 por cent higher than in 1929, Thesc figures
arc »ffset by significant declines in a few items, notably butter, potatoes,
and sugar. The reduction in butter consuaption is partly compenscted by a
marked incrcase in consumption »f margarine.

On the basis of figures supplied by the Department of Agriculture,
a recent Conpgressional report hes estimated thet per capita fond consumption
was 16 per ccnt higher in 1946 than in 1929.l It is possible that this
figurc is trn low ond that our figure showing o 55 per cent incrcasc is too
high. In any cese, it would seem clcar thet foreizn cid has not thus far
involved actual belt-tightening for American consumcrs. Indced, the most
thet could be said on the basis of present evidence is that American living
stondords have improved less rapidly than might have been the casc in the
absence nf o foreign-eid progran.

l/ Report prepéred by the Staff of thc Joint Committce on the Economic
Report on Food Prices, Productinn, and Consumption, 1947, p. 57.

RECENT EXCHANGE CCNTROLS IN BRAZIL Dorothy J. Lichens

After several months of relctive frecedom from exchange regulation,
the Government of Brazil on Junc 4, 1947, reinstituted o more restrictive
systen of forcign exchange control. The following discussion is conccrned
with ~he most important fecotures »f the new system and with certein fectors
which contributed to the need for exchangc control at this time,

The fundamental objectives of the new exchange control regulations
appea:rr quite clear and moy be surmarized as follows: (1) thc selective
control of imports, pgiving prefcrence to cormodities defined to be essentialj
(2) the regulation of payments for non-merchandise transactions, giving
priority to service of foreign capital within specificed limits and reducing
&s far as possible exchange losses from spcculative outflows of capitalj
(3) the conservetion of remaining balances of gold and foreign cxchange for
econmiic development programs znd for scriocus future contingenciles; (4) the
meintenance of the exchange rate at its present level, according to a public
statenent of the Finance Ministry.
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The new exchange contrcl provides for the conservation of Brazil's
external rescrves by restricting the total veluc of exchange authorizations
to the emount of new exchange available. The regnlations require that 30
per cent of the daily receipts of free forcign currencics be sold to the
Bunk of Brezil ot its buying rote and are to be reserved for the use of the
Government and its agencies. The remaining 70 per cent are to be distributed
for ozher purposes in accordance with the following priority schedule:

(1) foreign merchandise considered essential to the
economy;

(R) remittances of royalties, interest, profits and
return of foreign capital;

(3) expenses for travel and living abroad, and proceeds
from sale of passages by airlines, steamship companies,
ctce,

(4) all imports not classified in category (1);

(5) gifts, relief remittancecs, and service of forcign
capital in cxcess of the limits established: for
transactions covered in the second category.

The definite percentage distribution of available exchange be-
tween the five categories listed above has not yet been officially estab-
lished, but it is believed that a minimum of 60 pcr cent will be allocated
during the initial period of operztion to thc first category. Allocations
of exchange to the other four categories is subject to the approval of the
Bankirg Superintendency.

Some illumination of the conditions which evidently led to thc re-
establishment of exchange control may be obtained from an cxamination of
the movement of Brazil's foreign trade and international reserves during
recent months. The total foreign trade of Brazil is shown in Table I below.
The favorable balance of trade of the last quarter of 1946 and early 1947
abruptly became unfavorable in April end Mey. Furthermore, U.S. trade with
Brazil for rccent months, also shown in Table I, rcveals thet Brazil had an
unfavorable balance with the United Statcs from November of last year through
Junc of this ycar, and that this unfavorable balance in rccent months has
been lerger then in carlier months.

This trend in foreign trade is rcflected in steadily declining
forcign exchange reserves as indicsted in Table II. From the end of
December 1946 until the end of May 1947, reserves declined from $733 million
to $624 million or by $109 million. It may be of interest to note, however,
that gold holdings remzincd constont throughout this period.

A number of factors have contributed to this situction: (1) imports
were encouraged not only by the long pent-up demand which had accumulated
during the war and which American manufacturcers began to satisfy in greater
volume in 1946, but also by the inflated price level in Brazil which made
some inports less expensive than competing domestic merchendise; (2) export
markets were seriously disturbed in April and Mey of this year by two factors:
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(2) the cessation of sterling purchases by the Benk of Brazil between
February 2 and May 2 and (b) the break in coffee prices in the United
States last spring.

In order to meet this situation and apperently to avoid the sale
of gold, Brazil invoked thec provisions of its Stabilization Agreement with
the United States. The Agreement as amended and rcnewed in 1942 provided
for cruzeiro sales for U.S. dollars up to the equivalent of $100 million.
In April of this year, $40 million was drawn, followed by $20 million more
in May, and another $20 million in June. The comparatively large gold
holdings of 3razil and the right which is apparcntly grented under present
law to substitute foreign exchange, including inconvertible balances, for
gold in the rescrve ageinst the note issue would seem to indicate that the
recent, use of the Stabilization Fund was largely o matter of choice on the
part of Brezil. Last July, the Agreement expired with an unused balance of
$20 million. Brazil will have a period of twelve months from the dates of
actual. drawings to repurchase the cruzeiros helcd by the U.3. Stabilization
Fund end to rcclaim its gold collateral. All of these aforementioned factors
undoubtedly influenced Brazilian authoritics to take steps to discourage
further losses of excheange.

Subsequent to the announcecment of tho new exchange controls, a
list of first category goodsl/was published by the authorities on June 14
under instruction No. 27, amended and expanded in July, together with a
statenent covering a number of operating details. According to the in-
structions, lctters of credit henceforth may be issued only for first
category geoods; the regulations provide thet cxchange to cover fourth
category merchandise mey not be issued until after such poods have arrived
in Brezil, In order to make some provision for orders already placed,
exemption from the new priority regulation is granted to merchandise shipped
from cbhroad before June 1l. However, no special provision is made for fim
orcers entercd into with foreign suppliers prior to the cffective date of
the regulation.

Importers of fourth category goods have the right to apply for
"anuencia previa" or prior approval of any particular order. If granted,
this automatically confers first category status on such merchandise., How-
ever, the granting of this special priority dncs not constitute a precedent
as regerds future rulings inasmuch as applications will be handled on a
case by casc basis,

The import licensing system for ccrtain luxury goods which was
in effect prior to June 4 is continued under thc new regulations, Although
no official statement has been made on this subject, it may be inferrcd
that few formal import licenses will now be granted, inasmuch as imports
subject to the fomal licensing requircment are all of a luxury nature
(with the cxception of certoin rubber goods and used machinery) and are
therefore placcd in the fourth category. 1In the event that an import
license application is approved, however, thc importers must still face

‘l/ Commodities listed under the first category and deemed essential to
the Brazilian cconomy include chicefly raw metcrials, machinery, trans-
portation cquipment, anc chemicals.
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the problem of obtaining exchange, since the approval of such liccnse
applications does not confer first category status on the goods involved,

Instruction No. 27 also provides that the Bank of Brazil not
furnish exchange for poyment of foreign collections held by other banks,
nor permit transfer of such collections to its own portfolio:. Intcr-bank
transfcrs of exchange in any given category will be pemitted only upon
prior approval of the Banking Supcrintendency, and only if the selling bonk
has no outstanding demand for the funds in the category in question. Further-
more, the Bank of Brezil will have prior rights to the purchase of any such
funds, Smell exchange brokers dealing in travel and maintenance funds have
been hard hit by thce rcquirement that all of their funds be transferred to
banks, with prefcrence to thc Bonk of Brazil, whenever there are cny un-
satisfied demands for exchange in the first category. After allocating
30 per cent of their acquisitions nf foreign exchange to the Bank »f Brazil
for government use, banks which had a net foreign exchange liability on
June 4 arc required to apply one-fifth of the rcmaining 70 per cent to the
liguidation of such liabilities. The other four-fifths mey be sold in
accordance with the priority categorics established in the regulations.

To facilitate the clearance of gnods through customs, the new
rcgulations restorc the system in use in the 'thirties of temporary cruzeiro
deposits to the credit of foreign exportcrs pencding the availability of
exchange and final settlement of the account. The banking instruction
specifically provides that any exchange risk shall be for the account of
the importer and thot foreign suppliers 1losc none of the legal rights which
they would otherwise have pending final remittence. The regulations further
stipulate that the application for foreign exchange shall be filed automati-
cally when such deposits are made.

One of the most important features of the new exchange regulations
is tho restoration of limits on the servicing and amortization of foreign
capital invested in Brazil, Limits on such remittances were originally
imposad by Decree-Law No. 9025 of February 27, 1946. In August of the same
year, limitations were discontinued although it was specifically stated at
the time that this wes @ temporary situation anc dependec upon the country's
balance of peyments position for continuation. Under the new priority
schedule »f June 1947, remittances of intcrest, earnings and profits on
registered private forcisn investments and the amortization of priwate
capitzl have been placed in the second category of cxchange availability.
Such remittances will be pcrmitted at the annual rate of 8 per cent of
registered capital for intcrest or earninss, and not more than 20 per cent
for the amortization of principal. Provision is made for remittances in
excess of thc re-esteblished linits, but foreign exchange for such excess
remittances will be made available only under the fifth category. It scems
probable that little exchenge will be made available for such purposcs for
some time to come.

An important feature of these controls is that their operation
depends fundamentally upon the actual amount of foreign exchange available
in the market at any given time. While this has definite acdvantages from
the point of view of the authorities, Brazilian importers and foreign ex-
porters, as well as those cesirir, to makc remittances for other purposes,
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are confronted with considerable unccrtainty. Although a relatively acde-
quate supply of exchange for first category zoods probably will be available
most of the time, foreign firms shipping merchandise in this category on
any but letter of credit tems can have no full assurance that the importcr
actually will be ablc to remit exchange promptly at the maturity of the
éraft., There is no assurance at all of payment at any prescribed time for
merchandise in the fourth category. Howewver, at least 60 per cent of the
value of 3razil's total imports appears to be included in the first category
grouping of esscntial commodities. If Brezil's exports should continue to
be sold in forcipgn markets at high prices, ceclays in peyment for fourth
category goods, i.e., chiefly luxuries, may not be excessive. Moreover, if
forcien fims should be willing to ship only o moderzte amount of fourth
catesory goods apainst cruzeiro deposits, they mey obtein foreign exchange
renittences foirly quickly. It therefore scems possible that fourth cotegory
payments may fluctucte from proupt to slow since forecign exporters, learning
that peyments are being made promptly, mey tend to increasc their shipments
which may precipitete an exchange shortage in that cztepory leading to slow
payment and in turn to reduced shipments which may then reproduce the cycle,

As for as capitel movemcnts arc conccrned, the rc-establishment
of controls, together with Brazil's fzilure thus far to fix its exchange
rate within the fromework of the Internctional Monetary Fund Agrecement, may
retere. the inflow of ncew private foreign conital of which Brazil stands
crectly in nced at the present tine.

As yet little is known rcrarding the effcect of the new regulations
on Brozil's forcizn trade and internctional rescrves. ‘The New Yerk Federal
Rescrve Bonk reports that collections during July for cxports to Brazil
had slowed substantially over thosc in June. Whereas in June 60.5 per
cent ¢f thc totel number of e¢ollcetions were classified cs prompt, only
47.5 per cent were so classified during July. This is attributed in large
mecasure to confusion arising in connection with the omission of a provision
for scods ordercd before but shipped after the regulatinns became effcctive.
When such interim problems have been resolved, o clearer picture of Brazil's
international trade and financial position may be expected.

The rccent exchange control rcpulations would not appear to repre-
sent ¢ by-passing of the Internaticnal Monctary Fund, because under the
tems of Article 14, Sec. 2, of thc Fund Agrcement, a member mey "In the
post-var transitional period ... maintain and adapt to changing circum-—
stances ... restrictions on nayments end transfcrs for current internctional
transactions," Although Brazil is a member of the Fund, failure to estab-
lish the nar volue of the cruzeiro has denled Brazil access to the Fund's
resources. But even if such access were permissible, it is likely that
exchange control would nevertheless have ncen instituted, under presont
circunstances, since such controls would he prefcrable to the use of Fund
resources for luxury imports and excessive capitel payments,



-9 - CONFIDENTIAL

Table I
The Foreign Trade of Braszil
(In millinns »f U.S. dollars)

Total tel Exoorts Inports

Enc¢ of exports imports Bolance to U,S. from U.S. Balance

1946-dct. 91.4 57.4 +34.0 30.0 20.1 + 9,8
Nov. 92.4 64.9 +27.5 37.8 47.8 -10.0
Dee. 89.6 90.3 - 0.7 37.3 51.1 -13.8

1947-Jan, 115.0 86.3 +28.7 51.5 52.8 - 1.3
Feb, 84.6 a87.7 - 3.1 37.5 56.3 -18.8
March 115,2 86.5 +28.,7 2.4 65.4  -36.0
.ipril 73-0 120- 5 —47'5 42-7 61.2 —]-8‘5
May 71.8 126.4 -54.6 26.8 68.5 41,7
June 88 .7 - - 17.0 50.0 -33.0

Teble II

3razil's Official Gold and Foreigzn Exchange Holdings
(In millions of U.S. dollars)

Golcd held Net foreign exchange Decline (-)
by ank holdings of a/ Net or
End of for Treasury Bonk of Brazil — total increase(+)
1946-Dec. 354.3 379.0 733,3
1947-Jan. 354.3 362.3 716.6 ~16,7
Feb. 354.3 356.8 711.1 - 55
llerch - 354.3 328.6 6€2,9 ~28.2
april 354.3 301.2 &/ 655.5 ~27.4
liay 354.3 269.9 B/ 624.2 3.3
-109.1 total
&/ Includes foreign securities held by the Bank of Brazil. deficit

b/ Net foreign exchange holdings of Brazil have been corrected for liabili-
ties incurred under the U.S.-Brazil Stabilization Fund Agreement arising °
from the drawing of $40 million in April and $20 million in May. The
adjustment was made when an identical amount of gold pledged as col-
lateral for these operations was not deducted from Brazil's gold holdings.

CZECH INDUSTRY IN THE FIRST SIX MONTHS OF 1947 C.B.R., Jr,

The Czechoslovaks have announced that their Two Year Plan for
industrial production was fulfilled 101 per cent in the first half of 1947.
The record by branches of industry was reported as follows:

Branch Percentage of Plan Branch Percentage of Plan
Mining 102.2 Stone, earth, &

Power 99.5 ceramic 88.2
Foundry B 107.9 Paper 109.0

Iron & metal 98.3 Timber 105.7
Chemical 88.5 Textile & clothing 101.0

Glass 90,6 Leather & rubber 110.8
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A comparison of figures of actual output during the period shows
that in some lines production in January was higher than in June. Moreover,
the Plan was fulfilled to only 97.2 per cent in the latter month., The
official explanation that this drop wzas of a "seasonal" character due to
"transfcrs of workers!" emphocsizes the shortage of labor in Czechoslovakia.
It seems unlikely that workcrs went into agriculture at that time of yeaor.
Moreover, truc scasonal influences should have been allowed for in sctting
monthly goals. The inadequacy of the industricl labor force must be pro-
nounced if shifts arc required at the expense of production goals.

Figures for months since June are not available except for coal,
the output of which fell even further below thc targets than in May or June,
Coal output in July was below Janucry, & month in which production was said
to be handicapped by scverc weather. In this case also the decline has been
attributed to the departurc of voluntecr workers from the mines. The Czcch
Govermment is indeed making great efforts to increasc the labor force in
the mines, even rcsorting to & scheme under which workers in coal-consuming
industries must devote o portion of their time to mining. Skilled miners,
however, are lacking, end the pcr man output of the volunteers or other
specially recruited labor is reletively low. The situation is much the samc
in thc case of iron orc with the gap between pcrfomance and plan steadily
increasing in the sccond quarter of the year.

In comparison with planncd goals, thc foundry industries have madce
a good record. In the iron and metal working industries, however, not only
wes the Plan not rcached but in such a erucicl branch as machine tools, actual
output in thce six months pcriod was bclow requirements. The most noticeable
failure to reach the Plan was in the chemical, glass, and the "stone, carth,
and ceramic", the latter including building matericls, industries. The com-
ponents of the chemicel group arc fertilizer (both phosphate and nitrogenous)
which lagged sericusly, sulphuric acid and soda which did better, and staple
fibre and rayon, production of which, whilc less than planncd in some months,
adds up sctisfactorily on an annual basis, No reports hove been given for
synthetic fuels or lubricants; it may be assumcd that perfomance in these
lines has becn disapvointing. Marked improvement in building matericls in
the second quartcr was not enough tc compensate for the poor record of the
first quarter when particularly severe weather prevailed. No reports are
available on the progress of the construction program but it must have been
adversely influenced. The felling of timber by the end of June is reported
to have been accomplished to the cxtent of 83 per cent of the planncd figure
for the whole year. Only scattercd figures are acvcilable for the woodworking
industries, The various branches of the paper industry, however, did well
both in comparison with the Plan and in regord to actual prnduction.

Goals in the textile industry nmust have becn sct very high since
in several branches, particularly wcaving, comporisons between June and
January output are hectter than the percentage of the Plen reported fulfilled
in thc first.six months of the year. The most severe lags have occurrcd in
finished goods, which is especially unfortunate fron the point of view of
the consumer, Better progress, however, was made in footwear.

On the whole, it may be said thet if actual production data
rather than the Plan goals are ccnsidered, progress at least in some stra-
tegically importent lines was less satisfactory in the first half of 1947
than is implicd in the »fficial statements.
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FRENCH EXPORTS AND THE FRANC A. 0, Hirschman and C. Lichtenberg

One of the factors contributing to the present criticsl dollar
position of several Western Europcan countrics has becen the foilure of
their 1947 cxports to reach anticipated levels. Exports to the dollar
area have been particularly disapporinting. :

- In the casc ~f France, this developrient can be ascribed partly

- to the continuing rise in French prices since the setting of the present
parity of the French franc (119 francs to the dollar) in December 1945.

The rise »f wholesale prices amounted to 80 per cent in the course »f 1946;
after an interruption, during the first frur menths »f the current yecar, the
rise resuned in Moy, and in August reached a level that places wholescle
prices 113 per cent higher than in December 1945. Compared to 1938, the
wholesale price level had risen almost exactly 10 times. This figure docs
not take into account the much greater price incrceases which occurred in the
black markets.

It is true that the upward movenent of prices, particularly during
the carrent yecar, has affected mainly agricultural rather thsn indvstrial
commoditics. But the higher food price level naturally brings about demands
for higher wages and is, therefore, trenslated in due course into higher
costs for the exporting industries,.t

Overvaluation of the Frcnch franc is an easily ascerteinable fact.
It is fer less easy, however, to provide o gquantitative measurement for the
degrez of overvaluation., There are, of course, the familiar problems as to
the sclection of the eppropricte base period and pricc index. Moreover, it
appears that the usual method of comparingy only Frcench and U.S. prices can
be seriously mislcading since only 5 to 10 per cent of French exports (ex-
cluding shipments to the colonies) goes to the United States., For this
reason, purchasing power pority celculations have been cxtended to France's
most important trading partners. Exports t» these countries amount to ap-
proxinately four-fifths »f Freonch cxports to foreign countries. As to the
base perind, in addition to the use nf the year 1938, it is assumed as a
working hypothesis that the devaluction of December 1945 brought about a
temporary equilibrium between French and foreign prices. This was indeed
the inpression at the time although somc scepticism was expressed as to the
acdequacy >f the 58 pcr cent devaluation which had then taken place. The
advantage »f sclecting December 1945 as our basc perioc is twofeld: The
prewar years arc not ~nly receding into the cver more distant past, but in
the case of France were marked (aftcr 1936) by continuous monetary depreci-
ation which makes selection of an "equilivbrium period" perticulerly difficult.
Furthemorc, a comparison of 1938 =and prescnt official price levels would
have to »e eorrected for the transcctions teking place at black market
nrices whercas a comparison of two postwar official pricc levels zets to a

1/ An averuge incresse in wagzes of 11 per cent was granted in August, but
retail nrices (in Paris) increased by exactly the szme percentage during
the month.,
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large extent around this difficulty since the black market was in existence
at both points of the compa.rison.y

The table below shows the degree of overvaluation of the French
franc as of June 1947 with respect to the currencies of the 11 countries
which are France's most important customers, on the basis of both 1938 and
December 1945. All calculations are based on wholesale price indexes.
Experimentation with cost-of-living indexes yielded very similar results.g/

Table I
Degree of Overvaluation of the French Franc with Respect to
Currencies of Frunce's Main Customers®/

June 1947, June 1947, Aug. 1947,/ (| Per cent of

base base be.se total French

period perind perind exnorts
Countiy 1938 Dce. 1945 Dec. 1945 (1946)
Belgium-Luxenbourg 18.4 62.2 79.0 30.4
Switzerland 24.3 85.5 104.8 14.1
United States 40,5 39.8 39.2 9.2
United Kingdon 71.4 72.5 90.4 8.2
Netherlands 45.2 55.1 71,2 5.2
Sweden 32.8 57.5 73.8 4.9
Norway 82.8 82.2 101.0 2.1
Argen=ina 4L6.4 70.7 88.4 1.8
Denmar& 34.7 70.5 88.2 1.6
Italy® -15,1 6l.4 78.1 .9
Czechoslowukia 48.7 30.9 TYANA .9
Average, weighted by

export shares 32.8 6.6 79.9

§/ Acwual parity (foreign currency per one franc) as percentage of
pwrrchasing power perity minus 100.

b/ Estimated on basis of French August wholesale prices and June prices
for other countries, except for the United States for which August
figdre is awvaileble.

¢/ In vrder to include in the computations of Franco-Italian parities the
efiects of the Italian devaluations, the celculations for Italy have
been carried out as though the develustions of the lira in January 1946
and in Aucust 1947 had taken ploce in December 1945 and June 1947,
respectively.

In Aupust, wholesale prices took 2 sudden jumnp of 13 per cent
over July which put prices 10 per cent nver the June level. For this
reason, the teble shows estimcted Aupust parities for this new high level

1/ Between December 1945 and today both the importance of black merket in
total transactions and the spread bhetween black market and officisl
prices are likely to have decreascd to some extent. For this reason, the
calculations based on December 1945 overstate somewhat the degrec of over-
valuation while calculations based on 1938 understate it substantially.

2/ In view of the progressive abolition of subsidies in France the cost of
1living will be cven more clousely detemincd by the lewel of wholesale
prices.
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of French prices on the assumption that no change has intervened between
June and August in the price levels of the other countries for which, with
the exception of the United States, more up-to-date figures could not be
obtained,

The figures point to an average overvaluation of the franc of
33 per cent on the basis of 1938 and of 65 per cent on the basis of
December 1945. As might be expected, the dispersion of the figures based
on 1938 is much greater than that of the figures based on December 1945.
If the August rise in French prices is taken into account, the estimated
avere.ge overvaluation on the basis of December 1945 becomes 80 per cent.l/
It is this figure which, for the reasons advanced, seems to be a reasonably
close approximation to an evaluation of the present position of the French
franc.

The overvaluation thus appears far less marked when 1938 rather
than December 1945 is taken as the base period. This derives from the fact
that the rise in French prices since 1938 has been at least partly compen-
sated for by successive depreciations in the exchange rate and by simul-
tanecus price rises in other countries. On the contrary, the doubling of
the price level sincc December 1945 took place while the franc remained
pegged and several among France's trading partners maintained substantial
stability in their domestic price level,

; It may come as a surprisc that, in the series based on December
1945, next to Czechoslovakia, the franc is least overvalued with rcespect
to tre United States; this is, howcver, easily cxplained by the relatively
large increase in prices in the United States during the past 20 months,
The cnly other country which, during this period, has experienced an in-
crease in prices similer to that of France is Italy, but the lira was
recently devalued by an additional 36 per cent,

While the evidence for the overvaluation of the franc is over-
whelming on the basis of purchasing power parity calculations, inspection
of French export statistics does not yield as unequivocal a conclusion.
While, as shown in Table II, total French exports have almost cecased ex-
panding during the current year, the only clear-cut case of an absolute
drop in export values is that of French cxports to the United States——that
is to say, preciscly to that country the currency of which is least under-
valucd with respect to the frane. From a monthly average of $7.8 million
during thce last quarter of 1946, French cxports to the United States have
fallen to an average of $4.6 million during the first seven months of the
current year. For France's most important markets, i.e., Belgium, Great
Britain, Switzerland, and the Netherlands, the statistics for 1947 reveal
a leveling off and stagnation of French exports, but not yet an actual
decline, while distant markets still register gains as prewar trade con-
nections are being further activated. The fact that the effects of over-
veluation were felt first in the U.S. market in spite of comparatively low
overvaluation maey be explained by the following factors.

(1) T™e U.S. market was the first one to regain some balance
between supply and demand, in particular with regard to thc main articles

1/ Weighting of the averages according to the export sharcs of the in-
dividual countries in 1938 does not yicld significantly different results.
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tradiionally imported from France. French exports to the United States
consist, to a larger extent thon French exports to any other country, of
luxury goods, dcmand for which is particularly sensitive to price.

(2) If trade is conducted as in most of Europe along strictly
bilateral lines and in a sellers!' market, high prices are much less of an
obstacle to exports; in fact, they have been defended as a shrewd move to
exploit scmi-monopolistic positions so as to improve terms of trade. This
aim, howevcr, often is not attained because of what might be called com-
petitive overvaluation. A striking instance was tho recent Itelian refusal
towWMtomcﬁmthbmdnsﬁtm"mw%ommﬁmmthde
previously granted to Belgium. Trade with France is to take place at the
officiel rate (which now is 350 lirc to the dollar or 2.9 lire to the franc)
rather than at the far lower average rate (at prescent about 500 lire to the
dollar or 4.2 lirc to the franc). Although it had becn Italy's intention to
rencgoticte all of its payments agreements on the basis of the average rate,
it found it impossible to accept the degree of overvaluation of the franc
which the application of that rate would havc implied.

Table IT
Frcench Exports, 1946-47
(In millions of dollars)

Total Fren7h U.S. imports
exportsd from Francel

1946 (monthly avcrages)
18t quarter 16.0 2.3
2nd querter 43,2 4,8
3rd querter 50.4 5.9
4th quarter 80.6 7.8
1947
January 75.3 6.2
Fcbruery 90.7 3.5
March 83.0 4.5
April 102.2 5,1
May 91.2 3.9
June 100.4 3.3
July - 92.9 5.4

a/ Excluding shipments to French Colonies.
b/ According to U.S. import statistics.

.. On the whole, it appeers that French cxports staged a good come-
back in the coursc of 1946, but have been marking time since December 1946
when they amounted to $91 million. The Monnet Plan zoal of $1,230 million
worth of exports can only be reached if monthly exports during the last
fivc months of the ycar arc 31 per cent higher, on the average, than during
the first seven months (during which they totaled $634 million). The Monnet

1/ That is, the average between the officicl ratec and the rate obtcined in
the frec merket by cxporters for 50 per cent of hard currcncy proceeds.
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Plan goal, moreover, was set in the middle of 1946 on the basis of the
lower doller prices then prevailing. The pcrformance is, therefore, cven
less odequate than 1s indicuted by the above figures.

Tis development must be traced in the first place to limits
imposcd on cxports by lags in output. 'The present stegnation of cxports
is indeed paralleled roughly by the index of industrial production which
has romained stationary since October 1946. In the seccond place, expansion
of exports is also impcded by inability or unwillingness of #rench pro-
duccrs to market a substontizl portion of their output abroad at the precsent
rclation between world market and French prices.

Whilc the ohysical factor moy still be the major obstacle, the
monetary factor cannot be overlooked. The nccessity of providing in-
dustrizl producers with zdditioncl inecntives to export has been recognized
by the introduction of special legislation during the current year under
which exporters mey rctoin 10 por cent of their foreign exchange procceds
for finuncing ecuipment and modernization imoorts. It is too carly to
appraise the eficcts of this measurc, In its present form, however, it
can hardly be expected to compenscte fully for the greet price disparities
which have developed, At the very lcast, maintenance of the present rate
will requirc greatly incrcased govermmental controls designed to cnforce
implementation of e¢xport allocations. '






