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SOVE THOUSTTS ON INPCRT RESTRICTIONS , J. Herbert Furth

The impending submission to the U. 3. Congress of the Havana Charter of
the Tnternational' Trace Orcanization draws attention again to the problems of im-—
port restrictlons, This paper Ciscusses firstly, some aspects of imvort restric—
tions in general; secondly, sSome nroblens of gusntitative restrictions and their

relationsnip to tariff cutles, currency controls, znd pertinent domestic measures;
and thirdly, some £5DECUS of discriminatiory practicos.

These discussions will be basad upon an cconomic philosophy embodying
neither the cogma of radical collectivism — which is inconsistent with the very
purpose of the Charter - nor that of redical individualism - wiich condemns the
slicghtest ceviation from unrestricted free tracde; but rather an intermediate
position which accents the incividualistic merket-price mechanism as the general
method, and concec.es covernment intorfercnece as an exceptional method, of maxi-
mizing national incomo and equitably distributing 1ts shares.,
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Import Restrictions in General

Import restrictions in general may aim (a) at curtailing the volume of
overall imports meinly for the sake of preserving monetary reserves; Or (h) at
changing the composition of imports, mainly in order to promote the importation
of "necessities® rather than "luxuries" or of producerst rather than consumers
goods; OT (c) at reducing imports of specific commodities mainly for the sake
of protecting particular domestic industries.

(a) Radical individualists may contend that government interference for the
sake of cutting cown an overall import surplus is unnecessary because such an
import surplus must disappear eventually without interference., Zven if prices
(and exchange rates) were SO inflexibls as to prevent the theoretical automatism
of the international sold (or paper) stondard from restoring equilibrium at an
earlier stage, the exhaustion of monetary rescrves and foreizn credit facilities
would make it imnossible for merchants in the deficit country to pay for imports
bevond the value of cxporis.

Jmport restrictions indeed need not curtail imports more severely than a
non-interventionist cconomic policy would, but they curtail them at an earlier
stage. The jmportence of that timing is not besed vpon the golc‘a.—-standard mentality
which believed that the 1oss of monetary reserves yrould threaten the domestic
currcncy system; for the domestic currency systen the existence of monetary re-
serves is at most of psychological significance. Monetary reserves are needed;
however, to give & country flexibility in the financing of future imports. A
country without reserves and. foreign credit facilitics has to curtail its imports
immediately whenever its exports declinc, and is unable to increase imports without

a preceding or simultancous increase 1n its exports.

A country that avoids a fall in reserves by restricting imports, curtails
present imnorts in orcer to make possible a future import surplus. Similarly, &
country bhat avoids an increase in foreign inceotedness Dy restricting imports,
curtails present imports in order to make unnecessary & future export surplus,. In
both cases it decides to forego present in favor of potential future imports.

A free market mcchanism does not necessarily provide an optimum solution
for the allocation of resources between present and future imports., There is no
competitive bidding between those who want to finance present imports and those
who prefer to finance future imports; the persons who decide about present imports
are not-identical with those who at some future time will decide about future
imnorts. Under these circumstances the government probably 1s as good an agency
as any other to weigh the s1location of monctary reserves between the present and
the future,

(») Restrictions for the sake of changing the composition of imports mey be
useful nainly to countries whose resources have been 50 severely depleted that the
maintenance of & high level of consumption would endanger the subsistence of low-
income groups or hamper the capital formation needed for reconstructing the system
of produaction,
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(c) Import restrictions for the nrotection of specific industries may be
needed in the case of inflexibilities which make it impossible without protection
to shift resources to the most advantegeous use ("infant industry" argument) or to
continue using resources that are engaged in enterorises unable to compete with
foreign industries. Both cescs are genuine exceptions to the practical applica-
bility of the theory of conparative advantage.

Quantitative Rsstrictions

() Although imvort restrictions may be unobjectionable in the instances citec
shove, this does not mean that cuentitative restrictions are necessarily justified,
As a rule, tariff duties are less harmful to the working of the market mechanism,
mainly beccuse quantitetive restrictions tcnd to bring abput discrimination, to
create windfall profits and thereby invite corruption, and finally, to ossify the
€ COnomy .

-

The last argument is probably the most important, Tariff walls can be
scaled by foreign-incusirics that manage to reduce the price or improve the quality
of their products, The protected industries, thereforc, have 1o be constantly on
guard against the danger of being overtaken by thoir foreign competitors., Cuanti-
tative restrictions, however, make 1t impossible for foreign industries to overcome
the import obstacle by lowering the price or improving the quality of their pro-—
ducts., Domestic procucers, therefore, have less incentives to make use of advenced
methods, and econonilc Drogress may be hempersd,

Under specicl circumstances, howcver, the very reasons that in general

make -quantitative rcstrictlons more obnoxious thon tariffs, may make them prefer-

able. In an emcrzency @n immediate restriction of imports mey be nceded to avoid |

the drein of monetary reserves or the apninilation of a perticular industry. In

that case, the preparation of approvpricte tarilif schedules may bo too time-consuming

especially if teriffs have to he enacted by the leglslature while other restrictions

may be imrosed by caministrative order (although the latter difficulty could casily
ility into their tariff procedures, )

be avoided if countries introduced more flexibi
Moreover, the possibility of foreign procducers overcoming the tariff barrier by
price changes may cefeat the purpose of the measure. If the restrictions were of
short duretion, there would be no real danger of opportunities for economic Progress
being missed, Quentitetive restrictions mey therefore be considecred an approrizte
remedy in such emergency caSes, provided that ¢iscrimination end windfall profits
are successfully avoidec,

(1) nuantitative restrictions arc as & rule prefcrable to currency controls
becsuse currency controls tend to distort forcizn trade more radically. If the
controls completely separate the value of domestic from international currency, &8
in the casc of Cermany before the recent currency rcform, domestic entreprensurs
nave no rational puide for allocating resources neticen production for exports end
domestic consumption, lorcover, if the central hanks of other countries agree 1O
exchange controlled currencies at arbitrerily fixzed rates, exporters and importers
in these other countries - who receive and pay the countervalue of exports end
imports in their own currency - have no rationsl guide for allocating their sales
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and purchases hetween countries with controlled and with free currencies., lultiple
exchange rates, which in many respects have similer effects to teriffs, reculre cur-
rency controls for their administration end, therefore, invelve disadvantages
similar to those of other methods of currency restrictions,

Changes in exchenge rates probably are nreferable to other measures in the
case of a chronic denletion of monetary reserves, but would unnecesserily interfere
with international finance transactions if apnlied in temporary emergencies,
and would te useless for changing the composition of immorts or protecting per-
ticular industrics.

(c) In some cesns restrictions might be awvoided by aporopriate domestic
policizs, Such neasures, however, would teke cffect more slovly than import
controls, znd could be adolished less easily once the necd for restrictions has
passcd,

Tre overall volume of immorts could be reduced by curtailing cdomestic
incomes, G.f.s DY fiscal or monetary measures, Such a policy may also bring about
an increase in cxports, thus attacking an import surplus from two sides, It may,
however, lead to a daflationary spirsl and thus replace the foreign by an even more
harmful domestic discouilibrium,

If the object of restrictions is not the overzll reduction but a change in
the composition of imports, other domestic mezsures might be apnlied, If the
importation of "luwuries®' is to be curtailed in favor of the nurchase of ‘""‘necces—
sities", the govermmcnt could reduce the inequality of income and wealth. Such
measures, by influencing comestic consumption as well as imports, would strengthen
the tendency toward shifting resourccs from "luzuries" to "necessities", Adequate
measures of this kind, however, would ordinarily raise extremely difficult and
controversial problems of social policy, and might be harmful to domestic entre-
prencurial activity., If imports of consumer goods arc to be curtailed in fevor
of the vpurchase of raw meterials and capitel equipment, the government could lower
the provensity to consume, e.g., by special taxes on consumption and greater in-
ducements to save. Such measures, however, might lead to a state of expectations
unfavorable to caonital formation and investment,

Particular industries can be protected by domestic measures such as sub-
sidies. This method may be preferasble whencver protection is expected to be
gradually abolished, since subsidics demonstrate clearly the burden of the measure
upon the cconomy at large and are less likely to he continued without compelling
reason than more hidden encumbrances. In temporary cmergencies, however, the
payment of large subsicles may raise difficult cuestions of fiscal policy. Ience,
in 21l these cases cuantitative restrictions would probably endanger the functioning
of the cconomy less then domestic measures if used solely in temporary emergencies,
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Discriminatory Peactiess

Discrimination ney serve to mawximize recl ineome of all participating
nations (2) if it ewvoids & nutuel contraction of forcign trade, and (b) if it
counteracts the effccts ol exchange contrels,

(2) The first case, which is sinilar to that of aveoiding a deflationary spirel
in a contracting domestic economy, has heen wicdely clscussed in connection with the
recent work of Professor Regnar Frisch,

- . . 1 . R .
The essence of Professor Frisch's tneoryF/ may be simplified in the follow-

ing example: Assumne thet country & exports 12 units to country B without imnorting
anything from thot counirw, end that country C imports from anc exports to )otn A

and B 120 units ea demend (end supply) elasticities for the transactions Leing
equal in all counurlcs. Lssume further that country B has to eliminzate 1ts impcrt
surplus of 12 without being able to expand its exports, Internaticnal trade would
contract least if B climineted all imports from i, Without discrimination, however,
B will instead rccduce dmports from A by zhout 1 and imnorts from C by about 11,
Assune that country C zlso has to aveld an imnort surplus without being able to
expand exports. nternationzl trede would contriact lezst 1f country C recuced its
imports frem A by about 11, Withcout discriminstion, however, C will instead
raduce imvorts from " onc B hy ahout 5% ench, Tewis will force B to reduce its
imports furthers; ecuilibrivm will cventuelly be restored only when B has recuced
its imports from 7 Dy 2 and its imoorts *rcm C v 20 while C has recduced 1ts
imports fram A4 and = Ly 10 each, Instecad of & rucuction of totel foreign tradc
by 12, there will bo onc by 42 units,

This cozs not mesn, however, that economic conditions in a2ll three countriec
would e worse than 17 B had merely eliminated its imports from £, According to
the basic theorem of utility analysis, B may in fact be better off by eliminating
extra-marginal imports of 20 from C rather than intre-marginel imports of 10 from
Lt The average utility of cach intre-marginel unit azay well be twice as groat es
thet of each cxtrbmacrﬂln,l unit, Country A's vosition will be neither better nor
worses in both cascs 1t loses its exonort surplus of 12 but ncne of its imports,
Country C, however, will De worse offs 1if country B had eliminated only its imvorts
from &, country C would not have been touched 2t all, while actually it loses
imports and cxports of 20 cach,

is a net rosult country 3 may be better and country C will be worse off
than they would heve been if the contrcction of foreign trade had been kept a2t a
minimum, With the present tools of economic analvsis it is impossible to decide
whether the possible advantege zccruing to country 3 will be larger than, cqucl to,
or smaller than, the disadventage suffered by country C.

1/ See Randall Hinshaw's papers in this Review, lizy 18, and September 7, 1948
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One thing, however, is certains: hoth countries B and C would be
better off if the mutual contraction in their foreign trade by 10 units hed
not taken place, Tais mutual contraction ney be called the Frisch-effect.
If countries 3 and C reached an agreement avoicing that mutual contraction,
the international economic equilibrium would not be disturbed, country A
would not be affected, and both countries B and C would profit,

The Frisch-effect would also appear if not the deficit countries
but the surplus countries would attemnt to restore equilibrium in their
halance of paynents; namely, by contrzcting their exports. In our example,
this would lead to a mutual contraction of trade between A and C rather
than between B and C,

The elimination of the Frisch-effect in our example would not
need a complicated system of internationsl trade direction, It would suf-
fice that the countries that have to restrict imnorts (or exports) avoid a
contraction in rcl'tion to any other country insofar as that other country

country.

In the case of more than three countries the situation would be-
come more complicated: secondary and tertizry shifts in the reduction of
imports (or exports) also would fall in part upon countries able to absorb
them because of their good international financial positiony and in part
uoon countries thot would have to retolicte beczuse of their tight position.
Morecover, demond ond supply elasticities probably would show substantizl
varictions, Forecasting the results of the fincl cdistribution of the burden
of trade contractions wovld thereby become extremely difficult and uncertain,
Finally, the condition that an increase in exports from the deficit countries
(or in imports into the surplus countries) be treated as impossible, se-
verely restricts the proctical applicetion of thc anslysis,

(») The second casc for discrimination is connected with the incon-
vertibility of currencizs subject to exchanve controls, _/ The limited ac-
ceptability of inconvertible currencies tends to hamper exports from, and
to spur imports into countries using currency controls; especially if the
central banks of free-currency countries agree to exchaenge the controlled
currcncies at arvitrorily fixed rates for the opoyment of exports and im-
norts. In that case, thiese central banks tend to accumulate growing bal-
ances of currcncics that are useless except for direct expenditures within
the countries of issuwe, Free-currcncy countrics may therefore benefit from
measures aimed at avoiding such cn accumulation by discriminating against
exnorts to, or in fovor of imports from, ccuntries using inconvertible cur-

encies, It would indeed be more in line with the »rinciples of a free
economy if centrzl banks declined to trade in foreign currencies at arbi-
trarily fixed retes; but international obligetions, and especially the policy
of the Intcrnationcl Monetary Func, may meke such a trade ineviteble, In
that case, discriminatory meazsures may restore the flow of imports and
exports to the pattern that would ohtain in a froe economy at equilibrium
exchange ratcs,

l/ See Albert O, Hips dvzn peper in this Review, September 7, 1948
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RECENT DEVELOPMENTS IN THE FRENCH
FOREIGN EXCHANGE SYSTEM Robert Solomon

The recent alteration in the French foreign exchange system, which went
into effect on October 16, 1948, may be characterized as a partial unification of
that system, As such it has been welcomed by the Internaticnal Monetary Fund as
" significant sten toward restoring a unitary exchange system for France",

Essentially the modification results in a unitary system of exchange
rates for commercial transactions; i.e., a system of "orderly cross rates" has been
established for merchandise trade, freight and insurance. For tourist trade and
financial transfers the higher free market rate continues to apply to the three
so-called hard currencies, the dollar, escudo and Swiss franc,

The System before October

It will be remembered_l_/ that on January 25, 1948, the French Government
instituted a general devaluation of the franc, raising the official rate for all
currencies to the equivalent of 21l francs for the dollar from the previous rate
of 119 francs, At the same time a "free" market for dollars and escudos was
created, to be supplied by one-half the proceeds from merchandise exports and the
entire proceeds of invisible exports and repatriation or import of capital in these
two currencies. The demand in the "free" market was to arise from non-basic importe
including invisibles, Access to the "free" market for the purchase of foreign
exchange was limited, however, to holders of import licenses from the Exchange
Control Office,

The system es established at that time involved several exchange rates:

1. The official rate for all transactions in currencies other
than the dollar and escudo and for imports of basie com-
modities from the latter areas (fuels, grains, fats and
fertilizers) = 21, francs ner dollar,

2., An export rate applicable to dollar and escudo areas
equivalent to the average of the "free" market rate and the
official rate - 262 francs per dollar,

3, The "free" market rate for licensed non-basic imports,
including invisibles, and for tourist receipts, other invisi-
bles and capital receipts in dollars and escudos - 310 francs
per dollar, g

1/ See this Review, February 10, 1948

2/ Since the repatriator of capital was to be ~1v°n amnesty for previous evasion
of regulations, he was charged a 25 per cent tax on the proceeds of repatria-
tion, thus reducing the effective rate for such trensactions in dollars and
escudos to 233 francs per dollar,
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L. An exception was made for certain basic cormodities
(wheat, petroleum and cotton) imported from the United
States under the Interim Aid Program. Up to July 1 these
goods were paid for by importers at the pre-devaluation
rate of 119 francs per dollar,

The demend on the "free" market was not really free, inasmuch as it was
reguleted by the policy of the Exchenge Control Office in issuing import licenses,
A parallel or black market therefore continued to function after the establishment
of the "free" market, The black market rate for dollars rose from 315 francs at
the end of January 1948 to LLO francs at the end of September,

Beginning February 13, 1948, the system was modified by a decree per-
mitting "franco valuta" imports; i.e,, imports which do not require foreign exchang
from the Rxchange Control Office but which are financed by repatriation or imports
of capital, tourist receipts, etc. l_ This system was abandoned in April, however
because it appeared that a large portion of the imports without license were being
sold in the black market, resulting in higher black market prices for dollars
which were in turn used to finance "franco valuta" imports.

On April 1, at the time the Swiss franc was admitted to the "free"
market along with the dollar and escudo, the system was altered again so as to
lower the import rate for non-basic commodities from the "free" market rate to the
middle rate; that is, after April 1, importers of non-basic commodities from the
three herd currency areas could purchase half the foreign exchange at the official
rate from the Exchenge Stebilization Fund and helf on the "free" market. As a
result of this step all convertible currency trade transactions, with the exception
of basic imports which continued to enjoy the preferential official rate of 21l
francs, took place at the average rate - at that time about 260 francs per dollar,

Except for the increase in the rate for Interim Aid and ECA imports from
119 to 21l francs on July 1, the system remained unchangsed from April until the
recent unification on October 16, .

To summarize, the system consisted of (1) an official rate, equivalent
to 21l francs per dollar, for all trensactions in inconvertible currencies end for
imports of basic commodities for convertible currencies; (2) an average rate,
equivalent to about 260 francs per dollar, for all other trade transactions in
convertible currencies; (3) a "free" rate, eguivalent to about 306 francs per
doller in September, for all invisible and capital transactions in convertible
currencies, _2_

1/ See this Review, larch 23, 1948
_2_/ See fcotnote 2,
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Under this system exports to hard currency areas received a premium
which was intended to meke those markets more attractive to French exporters and
also to offset the pull of relatively higher prices in soft currency countries,
Conversely, the higher rate for hard currency imports wes intended to increase
imports from soft currency areas at the expense of those that had to be paid for
in convertible currencies, The use of the official rate for besic imports was
essentially a subsidy to keep dovmn domestic prices,

The hirher "free" market rate for dollars, escudos, and Swiss francs
would, it was hoped, result in increased tourist receipts and repatriation and
import of capital the proceeds of which would flow into legal commercial channels
rather than the black market,

The New System of Exchange Rates

The system which was put into effect last month has abolished the dis-
criminatory features, with respect to both currencies and commodities, of the
French foreign exchange regime insofar as it concerns trade transactions (including
now fréight and insurance), Under the new system, such transactions in all cur-
rencies are effected at exchenge rates equivalent to the average rate for the
dollar, waich is determined as previously, by the average of the official and
"rree" market rates., Along with this change, the preferentisl official rate for
basic commodity imports from hard-currency areas has been eliminated, with the
result that all merchandise imports (es well es freight and insurance payments)
from thess areas are financed at the same rate; namely, the average rate,

The "free" market continues to cperate as it did under the former system,
However, the exchange rates for inconvertible currencies will now be fixed each
month by the French authorities on the basis of (1) the average of the official
(21l frencs) and "free" market rates for the dollar during the seven working days
preceding the 28th of the last month and (2) the official exchange rate of each
inconvertible currency writh the dollar, In other words, the exchange rates for
all currencies olher than the dollar, escudo, and Swiss franc will be fixed monthly
so as to remain equivalent, in terms of par values, to the average rate for the
dollar, In addition, there is a provision for altering these exchange rates
before the end of a month if the "free' market rate for the dollar varies by five
per cent or more from the average of the "fres" market rates taken as a base for
that month., Also, in order to prevent too frequent chenges in fixed rates from
month to month, they may be changed only if the calucletion described above results
in rates which differ from the preceding month's rates by more than two per cent,

The change in the system of exchange rates involves a depreciation in
two respects: (1) For transactions with soft-currency countries the exchange rate
has been raised from the equivalent of 21l francs per dollar to the average dollar

rote - now about 24l francs per dollarl/; (2) For basic imports from the three

l/ The crange does not imply e depreciation vis-a-vis Italy, since as from March
1948 the franc-lira rate has been fixed sach month at a level corresponding to
the ratio of the average lira rate for the dollar in Rome and the average franc
rate Ifor the dollar in Paris,
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hard-currency areas the rate has been raised from the equivalent of 21L francs to
the average rate,

Observations on the HNew System

1. The depreciation with respect to all currencies except the dollar,
escudo, and Swiss franc reflects the growing deterioration in past months in the
French trade balance with other Europesn countries and the sterling area. France
has becoms the heaviest net debtor in Europe., It is the hope of the irench
authorities to improve this situation, at the same time removing one of the barriex
to increased intre-FEuropean trade,

2. T/hile the preferential rate for dollar, escudo, and Swiss franc
exports has been abandoned, the preferential rate (the "free" rate) for tourist
receipts and capital imports remains in force, Thus the effort to attract such
receipts both from abroad and from the black market in France by this device
coupled with the free gold market continues as an important policy of the French
Government, :

%, The fixed official exchange rate (21ly francs per dollar znd its
equivalent in other currencies) continues in effect as the rate at which the
Exchange Stebilization Fund buys and sells one~half the foreign exchange involved
in trade transactions in convertible currencies and is also used, together vwith
the "free" dollar rate, to determine the monthly exchange rates for other curren-.-
cies. Nevertheless, it may be said that France, by pegging all rates to the
"eree" market dollar rate, has instituted what might be called a "controlled
floating rate" which can be permitted to depreciate with respect to all currenciges
by the simple device of increasing the volume of dollar import licenses issue i/,

hus raicing the average exchange rate for the dollar on which all soft-currency
rates are based, Apperently, it is felt that in the absence of internal stabili-
zation it is preferable to be able gradually to lower the parity of the franc as
it becomes necessary, without the psychological effect of a formel depreciation,

Li. It should be noted that the depreciation of the franc with respect
to inconvertible currencies (23 per cent) is less than the increase in the French
wholesale industrial price index from the depreciation of last January to Septembel
(29 per cent), In fact the price increases announced during October and early
November alone will probably come close to off'setting the extent of the depreci-
ation against inconvertible currencies, I‘oreover, the increesed franc prices for
basic imports from hard-currency areas and for all imports from other areas will
undoubtedly have further repercussions on the level of French prices.,

Thus the prinary problem of the irench economy remains that of bhalting
the inflation while allowing the essential taslk of reconstruction and recguipment
to cortinue in directions which will permit France to become self-sustaining when
ERP assistance comes to an end,

l/'In addition the exchange authorities can themselves go into the free market -and
nurchase dollars for the purpose of incresasing the franc rate of the dollar,
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GOLD HOARDING - AN OVER-ALL ESTINATE Lary Laroney

In recent years there have been frequent indications of interest in the
amount of gold hoarded throughout the worldi As political and economic disloca-
tion has pressed upon the supply of goods end the financial resources of indivi-
duals and governments, private trade in the metal has appeared to flourish in
meny areas, as evidenced by black markets and soaring quotations. In conditions
as complex as those with which the world is now faced, it may be neive to consider
such gold capable of mobilization, but the possibility is frequently discussed
end therefore needs to be considered, Hence, it may be useful to summarize the
statistical information that can be brought to bear on estimating the quantity
of hoarded gold,

The available information relates primerily to additions to the gold
supply and changes in monetary reserves. Some years ago the Board published a
study of such material for the period January 1931 to June 1937%3/ The results
appeared to tally in a general way with the known trends of financial markets,
Figures are now presented to bring such enalysis down to date, For these later
years, as for the earlier ones, the source materials have important deficiencies,
The results, however, are interesting, because they are at varience with some
current notions of the extent of gold hoarding.

Ls shown in Teble I below, it is indicated that the net aceretion to
the world's gold hoards for the whole period 1931-1947 was probably small (e.q.
around $200 million) with net dishoarding of around $1 billion before 19L0 counter
belanced by net hoarding of around 1 billion during the years 1944-19L7. The
figures also suggest thet on balance rold was dishoerded in the East and hoarded
in the "iest, the net amount of gold added to hoards outside the Far East having
been of the order of .1 = 1,5 billions, There appear to have been net additions
fo hoards in both the East and West in the years 19LL to 19l7, of substantial
proportions considering the magnitude of +the movements indicated over the whole
period, Further details of the over-all hoarding estimates appear in Table II
sttached to this article. Table IV gives details of the estimates of hoarding
in the Orient; it is by subtracting these estimates from the over-all figures
that the estimates for the rest of the world were obtained,

TABLE 1
CHAGES IX HOARDED GCLD

(BEstimetes in billions of dollars)

World Europe, liddle East, India,

Total Viestern Henisphere Far East
1931 - Sept. 1936 + 02 + 1'8 - 105
Oct, 1936 - 1940 -1k - 1,0 - o
]-QLF]- - 1914-3 + .1 - 01 + 02
194, - 1947 +1,3 + .8 )
Total, 1931 - 1947 + .2 + 1.h - 1,3

pV4 Tedoral Heserve Bulletin, iugust 1937, page 705.
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An analysis of this sort is of course only & yeur to yeﬂr measursment
which does not reflect the totsl accumuisticn in h0~Id st any one time. There
are no data which bear directly on this totul accumuletion in the world or in its
constituent regions or countries. Lhut we are trying to do, therefore, is to use
a relatively simple method of weasuring the trend in ho\nhnE by means cf factors
indicating whether new gold is going entirely into officici channels. The magni-
tude of the movements shovn to be outside trnesc channels shculd provide, over °
period, a rough indicstion of sccretions to private stocks.

Feservations as to Material

The reliability of the resulte is affected by the Tict th .t they are
encitive to errors in the bemgic components of tihe snulysis. One of the
sortant of the factore considered is the umount of gold in monetary etocks.
4 © not kaovn very erasctly for auny countries, snd wust be estim:ted. The
\aa¢1t" of the estimates ag appurentiy better ior the lator yesre than lor the

table. In thieg connectlion, however,

esriier ones because more information ie zvail
it is to be doted that the VYalth" of the indicated hoarding moveaents ie less
is more than

tor the Llater than for tne eariier (or pre-var; yeers. ihether the
ccincidence in this wiigmwent of tue figurer cuaaot be determined. 1t schould aiso
be noted that figures for uny single year muy be inriueaced by random shori-tera

factore [such as aaounts of golid in trensit over & yecr-end), so that the [figures
for individurl years mey be iese sigaificent than those fov ionger periods.

R S
O

Thie asbsence of eatisfcctory s ey toin
also a factor of grest importance in the resuils. £ 0T
giderable porticus of thne Fust wrc not ] ; E
in vhich large :toc.a of the aztei o

official hande.

Fussia hes been excluded from the anulysis because date on 1ite gold
production and monetury reserves sarc not reported and there is the videsrt pos-
sible variation in concepts of vhat they might be. Some sconomists have
that that country's production of gald is very large and is diepos

worid f{ree markets. What we inow of th i

i
ng

b= ¢
W

L &

2 course ol Jrices on free muikets seeus
to refute this theory, but the uncertcinty creates u serious cuestion =g to the
general reliebility of the results.

A specific point at which the uncerteinly over huseia affects thne
returns zhown coacerns the #522 aiilion reserves of Spain which the Bank of Spain
aileges wee gent to hRussia in 1933, Thuis snount ig not included in the Spanish

i : here to heve been in hussian reserves after
s

reserves after 1937, and is aesumed
that date. The total indi cgtei for a carding froi 1931 to 1939 is {730
miliion. If it were ?::amed that this o itiion from Spain's rezerves did
act go to fussia but was diss 10)teu slsevhere in private steocks, the ectimsted
ret dishoarding would be recuced fron 260 miiiions.

Lack nof Data on Industrial Goid

Again, with respect to the gener.i charscter of the regusts, the luck
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of relisble data on industrial gold needs to be noted, For recent years, the
United Stetes is the only country for which there are reports of gold used for
nanufacture and gold returned as scrap., +‘n the Board's pre-war study, a net
return from industry was of major importance in some years for which partial
returns were available, From 1935 on, however, the lack of data was responsible
for the assumption that industrial needs outside the United States were about
equal to the scrap return so thet there was no net drain for menuiacture., How-
ever, this assumption would appear to be open to question, especially for the more
recent years when hoarding has frequently taken a manufactured form,

Some estimates on net industrial consumption have been published by the
Union Corporation of Johannesburg., They do not show their method of derivation
and eppear high, The United States ilint has also collected some data on gross
consumption, but these must be on the low side because of gaps in reporting.
These series are shown in Table V. 1In this situation, we have adopted the alterns
tive of compiling, for periods after October 1936, combined figures on gold going
into hoarding and into industriel consumption outside the United States,

This does not necessarily imply a view that all increased industrial
use is suspect of diversion, In some countries, for examplé the few neutrals,
there may have been an increase in genuine industrial demsnd: 1i.e., jewelry,
dentistry, chemicals, etc, Some other countries, however, have also reported
the export of gold manufactured into statuettes, undoubtedly in rssponse to a
demand for the metal which has arisen from abnormel conditions. Thus the always
thin line of demarcation between industrial and hoarding gold has become even
more ternuous, It seems permissable therefore to consider them part and parcel
of the same aspect of the problem,

If the Union Corporation figures on industrial consumption were to be
accepted at their face value, they would indicate that the estimated flow of gzold,
into hoarding (and industrial consumption) in 1941 - 1943, shown in Table I as
$0.1 billion, went entirely into industrisl consumption., They would also indicate
that out of the estimated flow of 1.5 billion in these directions in the years
194y - 1947, about 30,6 billion worth went into industrisl consumption,

Conclusions

Generally, therefore, we have estimates which must be regarded with
ceution, In summary, they show that in the years 1931 to September 1936, there
was a net hoarding in all the world of abecut $0,2 billion. Between late 1936
and the end of 19,0 they indicate dishoarding, 2lmost entirely for the benefit
of monetary stocks, of around #1.L billion. Beginning in 19LL, they show again
a2 substential hoerding, smounting in the rour years through 1947, to about 1,3
billion., The interim war years, 19L1 - 19,3, show movements so small as to dis-
courage interpretation,

Outstanding in the results is the indication that hoarding and dis-
hoarding in the years in which these movements were most extreme have probably
involved no more than 5350 million a year, this amount including, by delinition,
industrial consumption outside the U. S, This amount is about LO per cent of
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mine output at its present low level, or about 25 per cent of it in terms of the
high production years during the past decade, Iiecasurement in terms of current
monetary stock is not significant inasmuch as it is impossible to show a break-
down by individual countries, Over the whole period surveyed, comprising 17 years
from 1931 through 1917, there was apparently a net movement into hoards of only
around $0,2 billion,

Hoerding in the BEast and West,

In the Board's sarlier study, it was noted that some Eastern countries,
particularly India, are large net traders in gold and report receipts and ship-
ments, From these latter, along with the estimates of disposition of world
stocks, the movenents in the '.est were calculated as a residual, The extension
of the study through 1947 continues this practice, because there is no direct
index of the situation in the Vest, particularly Europe, where it is of special
interest.

It must be reumembered that the division between East and est is subject
to large errors due to unrecorded smuggling of gold into or out of the Orient,
There is no reason to believe that such smuggling was on a large enough scale to
invalidate seriously our regilonal estimates in Table I, at least for the period
before 19,5. There was probably much more smugrling during 1945 - 19L7. However,
from the extremely high prices that were quoted for gold in Far EFastern markets
during this period, and from such other fragmentary data as are available, it
seems very likely that the net balance of smuggling during this period was into
(rather than out of) the Orient, Thus our figures for hoarding in the ilestern
world during this period are likely to be above rather than below the true fimure:

The pattern of this regional breakdown, as shovm in Table I, may be
described briefly as follows:

In the early thirties, a period of great instability in European cur-
rencies, as well as low commodity prices, the Dast is showvn to have been dis-
hoarding and Zurope to have been hoarding. From 19%6 on, as exchange regulations
tightened in support of the new parities, and the refupgee mcvement took shape
from centrel to western Europe, dishoarding in Zurope became important while
dishoarding in the East fell,

Special circumstances appear to explain the substantial dishoarding in
the “‘est indieated for 19L0, ¥nown exchange resources were collected for war
purposes by various govermments, from their own nationals, or later by the Hazis
from holders in occupied countries, In addition, meny capitelists in Burope
whose resources were not mobilized nmust have preferred to sell their gold holding:
in order to shift into overseas assets that seemed to afford greater security
from risks of the war,

Results for the years 1941, 19L2, and 19L3 show revival of hoarding in
the Bast, and some ‘estern dishoarding, the former development apparently relat-
ing to seles by the United States and the United Kingdom to India to obtain local
funds for military purposes., That no other factors appear of' consequence, how-
ever, may reflect merely the fact that the coverage of the figures is limited,
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In the later years through 19/i7, both the East and " est are shown hoarding, with
the rfirures sugpresting a striking parallelism in the quantity of the movement,

Over the whole period, the East is represented by a net dishoarding of
$1.3 billion, and the west by a net hoarding of 1.y billion., Considering that
seventeen years of acute unsettlement are covered, the amounts are small. The
net dishoarding by the Xast is the result cf the outward movement of the thirties
which arparently was never compensated although the tide of movements later turnec
inward, As has been mentioned, the methodology of the study makes the Eastern
movement the criterion of the movement in the VJest, so that the latter can never
be viewed as a phenomenon independently established,

No attempt is made here to estimate the volume of gold hoarding by
individval countries, Unfortunately, there is almost nc data on the situation
by countries, and what fragments are available (of doubtful derivation) are not
at all reconcilable with the general mapnitude of these results, Even if such
reports were available, their wvelue would in most cases be very doubtful because
of large-scale smuggling across n.tional boundaries,
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Table IT

Z AND USES OF GOLD, 1931-1947
an ounce - round figures)

Sources of gold

Estimeted uses of gold
[N ) - ol AANEM B2 oued Estimated Estimated
: increase | Indus- increase
Estimated |Estimated in monetary] trial Total [in private
Period mine other Total | stocks |consump- holdings
output sources (excl. - tion
U.S.S.R)
((1) (2)  |(3=1+2)] (4) (5) |(6£#5) | (7=3-6)
January 1, 1931-September 30, 1936 4,715 1,355 muoqo 5,345 500 5,845 225
October 1, 1936-December 31, 1939 2,660 50 5,710 4,600 115 4,715 1-1,005
Total (nine years) 8,375 1,408 9,780 3,945 615 10,560 -780
1940 1,310 85 1,395 1,735 40 1,775 ~585
1941 1,265 75 1,340 1,230 70 1,300 45
1942 1,130 60 1,190 1,070 75 1,145 45
1043 830 1 8380 830 95 925 -35
1944 795 25 820 385 125 510 WHO
1945 745 3 775 355 140 495 280
1946 760 S0 850 295 200 495 mmm
1947 785 75 860 450 100 550 owo
Totel (eight years) 7,670 450 | 8,120 | 6,350 845 7,195 930
Grand Total (17 years) 16,045 1,860 |17,905 | 16,295 | 1,460 |17,755 150
Hoboe: i 5. vy il s 1947, our estirsti.
Colunn 1 - 1931-1937, estimates of U. m. Mint; 1938-1946, estimates of U.S. Bureau of liines; 1947, 2
MMW“MM m - MMMHMMMWM %MMOMMW MMMQWQMWM” only: industrial consumption in other countries after October 1936 is

covered in column 7.
Column 7 - See Table IV for breakdown.
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Table III
ESTIMATED "OTHER" SOURCES COF GOLD
(In millions of dollars ot 35 a fine ounce - round figures)

Net Return of coin Return of scrap
receipts
Period from- -|{United| Other | Total |[United| Other Total Total
U.S.S.R.;States States
(1) (2) (3) [(4=2+3) (5) (8) (7=5+8) |(8=1+4+7)
Jenuary 1, 1831-September 30, 1936 375 150 100 250 285 | 450 735 1,355
October 1, 1936-December 31, 1939 -140 10 70 80 105 I(see mote) 105 50
Total (nine years) 235 160 170 330 320 450 849 1,405
1240 55 30 ® 3D 85
1941 45 9 o 2 30 4 30 75
N Q a o) ©
1942 30 o © o 30 — 30 60
1943 - - o g 10 @ 10 10
1944 - £ 2 g 25 g 25 25
1945 - © o « 30 30 30
1946 45 B 8 5 a5 | B 45 20
1247 30 = - 50 50 75
Total (eight years) 200 . 250 250 450
Grand Total (17 years) 435 160 170 330 640 450 | 1,090 1,830

Column 1 - Figures include U.S. receipts and incomplete data on receipts by other countries. Estimated
outflow from U.S.S.R. hes been adjusted in 1938 to include receipt by U.S.S.R. of $522 million of
Spanish gold alleged by Bank of Spain to have been sent to the U.S.S.R. (see text pagel2).

Columns 2 and 3 - No data availeble after 1939. Receipts believed negligible, except for amounts mobilized
in 1940 for which no estimates are available.

Column 6 - No data available after 1936. Return of scrap after 1836 is covered in the hoarding estimate
(see text page 12).
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Table IV
ESTIMATED CHANGES IN PRIVATE GOLD HOLDINGS

(In millions of dollars at $35 a fine ounce - round figures)

Estimated In Oriental holdings
increase In
in total. Fgypt | Scles of other
Period privete India | Ghina ond gold coin Total private
holdings Straits] in Mexico holdings
(1) ' (3) (2) (5) (6=2+3+a+5) | (7-1-6)
Jenucry 1, 1931-September 30, 1936 2R -1,175] -R4% -85 - -1,5830 1,755
October 1, 1936-December 31, 1939 -1,005 -300 -38 -10 - -345 -6580
Totnl {(ninc ycors) ~780 -1,4751 -280 -1085 - -1,875 1,095
1940 ~-388 -2E ~-1£ - - -40 =345
1941 45 5 5 - 10 20 25
1942 45 10 i0 - 10 30 15
1943 -35 130 10 - i0 145 ; -180
1944 310 12¢ 25 - 20 165+ . 145
1545 280 35 60 - 30 125 155
1946 355 & 100 - 20 125 230
1947 310 25 20 - - 45 265
Total (eight veors) 930 300 220 - 95 615 315
CGrond Total (17 years) i50 -1,175 -60 -105 95 -1,260 1,410
Notess
Colvmn 1 - From Teble IT, column 7.
Columns © +nd % - FEstimoted on besis of gold movemsnts, production, =nd chonge in official raservese

(LW REERLIEE S

Tn the casc of Ghina gold movements to and from China as reported by other countries as well as by

Chinc were used.
Column 4 - Imports from thecse arecs as reported by other countries.
Column 5 - Scles of gold coin o8 reported by Banco de Mexico. Included on assumption that exports tc
Orient were cqual to such seles. TFigures for period 1941-1943 are prorated.
Column 7 - Inecludes net industrisl consumption after October 1956 (see text poge

12).



- 19 -

Table V

(In millions of dollars)

INDUSTRIAL CONSUMPTION ESTIMATES

United States Mint Union Corporation
(gross consumption) (net consumption) 2/
United
Year United States
Total States | Other 1/ Total (Mint Other
figures)
1937 81 40 41 n.a. 4 n.a.
1938 58 30 28 N.a. -1 n.a.
1939 72 39 53 .8, 8 n.a.
1940 50 41 9 35 13 22
1941 80 68 iz 70 37 33
1942 89 76 13 95 48 47
1943 111 a7 14 154 86 68
1944 152 123 i29 139 97 92
1945 189 140 49 2l 109 112
1946 n.a, 200 n.a. R73 154 119
1947 N.a. 98 N.3a. 3501 49 252
n.a., Not available.

1/ These estimates do not cover the whole world outside the United States,
but only those countries for which suitable data were available for

a particular year.,

2/ New material consumed less return of scrap-gold.





