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FREE MARKET VERSUS PARITY RATES J. Herbert Furth

A number of countrieal/}ecently heve attempted to 1ift some
contrcls from thoir foreign exchange markets &nd in that conncction one
of tham has come into conflict with the Internetional Monctery Fund. In
cach of thosc casos tho frcedom of the merket hus reomained so rostricted
thot the fundementel problem of liberty versus rogulution hus not as yot
arisen. Without refercnce to any ectual situction, howevcer, it muy be
interosting to consider thc question of how fur complete freecdom of
foreign exchange rates might controvert the objectives of the Fund.

Lot us assume thit two countries, A cnd B, have similer exchengo
controls. Country A has o currcncy sclling ot pur with the U.S. dollar,
both ‘n controlled and uncontrolled transcctions. Country B has & currency
selling in controlled tr.nsactions &t per, but in uncontrolled trensccetions
at o substantinl discount in rclotion to tho U.S. dollar. Lot us finelly
assume thot Country A deccides to cbolish &ll forms of forcign cxchange

1/ For instancec, Itely (sce this Roviow, December 16, 1947, p. 6), Greeco
(sec this Review, December 16, 19L7, p. 11), and France (sec this
Reviow, Fobruery 10, 1948, p. 1).
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controls, both in respect to current and capital transactions. e mey
expect, in that case, its currency to remein &t pur vis-a-vis the U.S,
doller, but to be quoted et & substantisl premium in rel.tion to the
currency of Country B. Under these circumstences, would the cbolition of
z11 oxcasnge controls conflict with the Fund's Articles of Agreement?

The action of Country A might be sttocked for three reasons:
It might be considered & violetion of the provision under which “tho.
meximum cnd minimum rates for exchenge trensections botwoen the currcencies
of mombors toking pluce within their territorics shell not differ from
pirity” cxcopt within nerrow murgins (Article IV, Soctions 3 end Lb); it
might bo celled en infrection of the duty "to maintein ordorly exchonge
crrongements with other mombers" (Article IV, Section Le); end it might be
seid to constituto & discriminctory practicc (Article VIII, Scction 3).

The first objection soems to find support in the words of Articlc [V
quoted above. This wording is quelified, however, by & subscquent sentonce
whoreby the country's undertcking shell be deomed to beg fulfilled if the
monctary suthorities "for the scttlement of internationel trunsactions in
feet freooly buy ond scll gold within the limits preseribed by the Fund."

Thus, if ¢ country meintcins its perity rete vis~-c~vis gold in ¢ complotely
froc merket, it nced not maintein perity cross-rates vis-a-vis the curroncics
of othor member countries.

Tho validity of tho sccond objection doponds upon the intorpre-
tetion of the concopt of Morderliness”, Some cconomists are inclined to
consider only plennsd ccetion s orderly, cnd ell freeo-morkct cctivitics os
disordorly; thc cmphisis on frec merkuets, which pcrvades the frticles of
Agrocment, obviously precludes the r.doption of thet opinion. Moro scrious
is tho suggostion that "orderly" crrangoments mean cross-retos compctible
with et.ch othecr. Under this interpretotion, only freely convertible
currcncics eould be exchenged in an "orderly® manncr in tho free morket,
beczuse only in their case would frec market rrbitrege provide cutomatically
for the ecualizection of cross-rates. No moember country, however, is obliged
to prowvide for the orderly exchongo arrongoments of othor member countrics
cmong coch othoer; o country merely has to provide for orderly exchango
errengoments betwecon its own curroncy «nd thosc of the other member
countrics. Such en arrengoment is cmbodicd in & free merket for there,

&s « rale, supply ¢nd domond are completcly motched at the proveiling
merket price so thet neithor « prospoctive buyeor who is willing to pay tho
merkct price, nor o prospective seoller who is willing to eccept it, necd
romein unsetisfied. It is truc thet the devistion of thut murkct prico
from the parity cross-rote mey lecd to trbitroge, not of currcney (which
exchunge controls of other countrics would meke illogel), but of merchandisc.
Such crbitrege tronsactions mey ropresont o wasto of trunsportation facili-
tices, end impcir the forcign exchingo policios tnd controls of &nothoer
membor country. These disedvanteges, howcver, would be ceouscd just es much
by thc unrocclistic perity retes chosen by othcr countries «s by the libereal
policy of thec country thet ¢bolishos foroign cxchango controls. Thorc
would be littlc recson to ccnsurc ths lettor while ignoring thc others; it
would bec morc sctisfectory in the long run to hove & goneral readjustment
of perity rectes.
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The wnswer to the question whether or not exchange rctes differ-
ing from parity cross-rates constitute discriminctory arrengements, &lso
hinges upon the interpreotation of thut torm. According to Webster's
dictionery, to diseriminctc moans "to mcko & difference in troctmont™. It
therofore prosupposcs specific ection on the part of the onc who diserimi-
notes. The country in question, however, tekes only one specific stop,
namoly, the cbolition of exchingo controls. This cetion in itsolf trects
¢ll currcncies clike. Apart from that, the country docs not cct ot all,
but pcrmits the free murket to employ its pricing mechanism in the cesc of
61l currcnciss ¢nd for all purposes, without distinction. It is truo that
by logal fiction ncn~action under cortuin circumstances mey be trocted us
action, nemely, if the poerson violates e specific duty te ect, or uses in-
action mercly s & subterfuge for aiming ot spocicl targots. Tho problem
of boé faith is to be docidod according to the fucts of cach individuel
cosc. Apart from such considerations, tho wording of Article IV shows that
no merber country hes o specific duty to meintuin pority cross-rates of the
currcrcies of other countries if its own currcnecy is frcoly cxchangeable
with gold. Discrimination, thercfore, would be prosent only if the country,
despite the abolition of exchange controls, oxprossly intervened directly
or indirectly in the cxchange merket sc &s to bring about exchange retes
difforont from the parity cross-rctes. If the euthorities remein completely
pessive, no discrimination could be chearged.

A Theso conclusions arc consisteont with tho fundemental purposes
of tho Fund, which include "the climinaction of foroign oxchange restrictions"
end the lossening "of disequilibrium in tho intcrnutionel balunces of pey-
ments of members? (Article I, paregrephs iv and vi). If e country without
eny oxchange controls were under obligetion to insure that currcncios of
other member countries be treded et retoes substentinlly higher than free
markel, oquilibrium retes, it would be faced with onc of two elternatives:
It would have either to buy up, through its monctary cuthorities, all
offerings of thosc currencies, or to recstablish exchange contruls. In
tho first cese, the country would be threatened with intoleoreble losscs,
since thc othor member countries would be undor obligetion to redeem only
cortein parts of thesc balances (Article VIII, Scction L) In thc sceond
case, tho Fund Agrocment, for from leading t- gradual liberatio-n of foreign
cxchw.age trensactinons, would become «n instrument for further rostriction
end sapprossion of froe-morket forcos. Moresver, in both cases, non-
cquilibrium rates of exchange would be naintained, impeding rathcr than
furthsring progress toward o position of intcrnational cquilibrium.

It is therofore submittcd thet & country is entitlod to abolish
its foroign oxchenge regulations without regard to the cffect of such a
nocsuro upon the currencioes of other membor countrics, providing only that
it is able to maintein in o complotely froc merket the parity rate of its
own currcncy in relation to gold.
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TYPES OF EXCHANGE RATE DISCRIMINAT ION Albert O. Hirschman and
Florcnce Nixon

The problom of exchange rete discrimination has been given ro-
nowed zttention es a result of the postwar Iteliin cnd Fronch oxchange rate
systems. ’ :

Thesc systums erc characterized in two mein wuys:

(1) Theoy diseriminste against currencies rather than, as do most
South Anmcrican systems, egeinst truns.ctions dcomed loss ossenticl or less
desircble; end

(2) The discriminction is achioved through en open morket which
places the relatively non-scarce currcncios, directly or indirectly, at o
discount with rouspect to their officicl peritics with the scurcc currocncics.
For this rosson diseriminction cmong cerncers of forcign exchinge nceessarily
implies discriminction smong buyers.

It is ofton said that the discount on the non-scurce currencics
which eppears in the cross-retes proveiling in the opon merkets is not
reelly significent since the merket is actually manipulated by the govern-
mont which intcrvencs in it through allocation of import pornits. Accordingly,
tho exchange control wuthoritics crc to be held more responsible for bringing
ebout the discount then indopendont markct forces. Actuclly, this viow
overstates tho caso agrinst the open markcts: the discount °n the non-
scarce currcncies presumcbly would bo much lergor if no control whatsoever
wore oxorcised over the wmount of bids in the murket; ond whatever dis-
criminetion is precticoed on the pert of the cxch.nge control authorities
probebly consists in a comparatively liberel ellocation of import licenses
in favor of buyecers of non-scarce currencies. The exchange control euthorities
meranfﬁgnotgo all the way in correcting by discriminetory ellocatisn the
departure from the officiel cross-ratc pattern which would rosult from o
really free market.

Novertheless, the oxisting discrimineting discounts on the non-
scarce currencies are intended by the govermment concerned. In fact, the
open markets are set up largely in order to bring about, through such dis-
counts, a diversion of sales to scarce currency areas and & redirection of
purchases toward non-scarce currency &rcas, just as, in certain South
American countries, importers of noressentiels are permitted to bid for
the foreign cxchange supplicd by tourists becuuse of the forcknowlodge of
the authorities that, in such markets, the foreign currencics will be moro
expensive then et thuir officicl perities.

Discriminction zccording to currencics is here defined as ony
ection of national monctery wuthorities which mekes a forelign currency more
(or less) oxpensive, in torms of the nutional currency, than would correspond
to the officicl cross-rcte pattern. The use of the term discriminction in
this note, therefore, does not prejudge the question of whether or not a
departure from this pettorn losos its discriminating cherccter

(a) if it rosults from roprisels for meintenance of over-
velued or undervelued perity rotes on the part of othor countrics;
or
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(b) if it is thc incidontal outcome of the reesteblishment
0 complotc frocdom of foreign exchonge trenscetions by thoe
country in question.l
Jith thosc qualificections in mind, it is possible to distinguish
the following principel kinds of discrimination by multiple cxchenge rate
practicess

(a) discriminction emong uscrs of foreign exchange ac-
cording to type of trensection;

(b) discrimination emong uscrs of foreoign exchunge ac-
cording to kind of currency bought;

(c) discriminction amnng cerncrs of foreign cxchunge
ascording to type of trensactions;

(d) discriminction among occrners of forecign cxchange
cccording to kind of currcncy sold.

Tt is eleor thut discrimination of types (a) and (¢) c.n be
managed so as to discriminate against a particular currcney just as gonoral
teriffs con, in fect, discriminete against o singlc country. Therc remains,
however, an important difforence betweun the primery intcnts of the two
typos of discrimination. Thus, in Burope exchange rete discriminution is
used meinly ws ¢ wespon ageinst the dollur shortegs whorees in South
Mmorice it hes ariscn primarily es o convonient end flexiblo wltornativo
for tariffs or texes in rastricting the imports of nonossentiels (2nd some-
times ws & mecns of taxing the profits of forcign-owned cnterprises).

The following teble gives some oxemples of countries in Europo
and Scuth Americe preacticing verious types of discrimination.

Countrics Types of Exchunge Rato Discrimination&/
(=) ) ) (@)
(1) Frence, Argentine + + + +
(2) Pereguay, Urugucy + + + -
(3) Bolivia + - + +
(L) Greoce, Ttaly (+) + - +
{5) Chile, Beueador, Poru,
' Veneguela + - + -
(6) Brezil, Colombia,
‘ Nieoragua + - - -
(7) Spain - - + -
a/ * = practiced; ~ = not practiced.

Frencc and Argontine stind «lono in pructicing «ll types of
discrimination. Type (&) is present in France only with respeet to the
currcncies quoted in the froe murket since purchescs of such currcncics are
mede in purt et tho freoe end in purt ot the offieial roto. Type (¢) is elso

1/ The lctter problem is discussed in tho proceding erticlc in this Rovicw:
"Free Market Versus Parity Retes'.
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presont in Frence in those currencies only since exporters cun scll only
helf of their foreipgn oxchange at the free rate while tourists and
importors of capital obtein the full benefit of the free ratc. In Itely,
successive modificctions of the Fifty Per Cent Systom have donc cway with
discriminctions type (o) and {c) except for the franco valuta svystom which
in prestico cllows proferentisl retes to importers of ccpitel. It should
£lso be pointed ~ut thxt in Italy the sterling crou currencies cro «t o
discount with respcet to the dollar «nd cll other currcnecies (the peritios
of which ero celoulsted et their officinl peritics to the doller rute)
whereas in Frence the doller is at o premium with rospcet t> the pound and
oll othor curroncics. A situction similar to thet in Italy proveils in
Grocce through the system of markotoblo exchango ccrtificctes for dollar
end storling cxchange. In both countrics certain csscntial imports ere
sold for less than the full countorvalue in locel currcney of their buying
prico in foroign exchunge but such discrimination is in thoso countries
more in the nuturc of «n interncl subsidy.

Diserimination of types (b) and (d) in Argentine is not the recsult
of o froc mcrket, but of direct intervention of the Exchengo control au-
thoritics; it thus becomes possiblé to divorco (b) from (d) end viec versa.
Import permits specify application of oexchango rctes not only according to
the kind of commoditics purchesced, but also cccording to the country of
origir.. This is also true in Urugucy. &s to type (d) it is brought about
in frgentine by thc cpplication of morc fuvoreble retos epplying to oxports
to neighboring countries and other speeificelly nemed aroas.l/ Another caso
of type (d) discriminetion is practiced in Bolivia where banks at present
buy only dollers at the morc favorable "difforential” merkot rate. In
Paragucy diseriminction of type (b) rosults from tho practicc of clloceting
verying percentgges of foreign currcney holdings to the "auction" murkct.

The most common system in South Amorice is the existence of
differont buying end selling retes for difforoent categorics of tronsections.
The buying rotes gonerally diseriminate in favor of tourists, importers of
capitul, and certain exports, while tho correspending less feavorablc selling
rates generally discrimincte cgainst imports of commodities deemcd non-
essential. Some of the discriminatory rates are determined in o froee
merkes while others ere fixed by cpplying & set premium over the official
reto.

In o few cases there is discriminaticn only on the demand or only
on ths supply side. Thus in Brazila taxis levied on &1l purchases of ox-
chanzo oxcept -n cortein suthorized romittancaes, whilc in Colombiz, on the
contrery, & discriminatory tox is puid on remittances to Colombians residing
abroad. Spain hes a "tourist pescta' which is available &t 2 discount from
the officicl rate.

Onc eoncoiveble type of exchange ratc discriminaticn would con-
sist in & uniform substontial diffcerential betwecn buying and selling rotes:
Thero would be no discriminstion smong buyers and nonc .mong sellers, but
there would bo discerimination between buyors on the one side and sellers on
the other, the differorntial meking nocesscry o public subsidy or yielding a
Treasury rcceipt. Strengely enough, thore appears to boe no exchinge rate
system fitting this type of discriminetion in opor.tion.

T/ Pcru, Belgien cnd Fronch franc wreus, Spuin end colonigs.
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FUND 2¥D BANK RELATIONS WITH THE UNITED NATIONS F.I.Jd,

Relations between the United Nations and the International Mone-
tary Fund and Internstional Benk for Reconstruction and Development have
been d:fined by the terms of agreements approved by the Boards of Governers
of the two Bretton Woods institutions in September 1947, and by the United
Netions Gonersl Assembly on November 15, 1947,

The Bank and Fund arc "specialized agencies", under the terms of
the Chartor of the United Nutions. This gives the Economic and Sociel
Council powor to enter into agreements with them to define their rclations,
and to coordinate their activitics, end gives the Genorul Assembly the
right to cxemine their administrutive hudgots. The Bink cnd Fund heve
succoeded, howevor, in rceaching egreoments which meintain their indepcndonco
in regard to opercting policics and budgetery controls while conforming with
the Unitod Netions Churter.,

Fositive forms of cooperation provided for by the agreemonts
botweecn the two institutions end the Unitod Netions include: (e) recipro-
ccl recpresontetion ot mectings of, on the onc hend, the Generel Asscmbly,
the Economic end Socicl Council, end tho Trustecship Council, and, on the
othcr hond, ot mectings of tho Boards of Governors of tho Fund and Bank,
and at "mootings especieclly celled by the Fund /ﬁank7‘for the perticular
purpose of considering the United Netions point of View in mattoers of concern
£o the United Netions;" (b) due considoretion to the inelusion, on the agenda
of mootings of the Boerds of Governors of the Fund end Bank ond of the
Eeonomic ond Socisl Council and the Trusteeship Council, of itcms proposed
by the United Netions or tho Fund /thk7 rospeetively; (e¢) cxchenge of
informction and publications, &nd Consultation on mattors of mutual interest;
(d) climinction of unnecessary duplicetion in statistical work; (¢) con-
sultetion to securc practiceblo uniformity in administrative metters;

(f) sctting up of administrative maechinery to meke liaison effcctive.

The Fund cnd Bonk undorteke to give due rogard, in tho conduct
of thoir activitics, to the decisions of the Security Council. to assist
the Trusteeship Council by furnishing informetion and technicsl assistance,
t5 in“orm the Economic and Social Council of formel cgrecments they may
cnbor int» with other spocislized sgencics, ond to furnish the United
Netions with their annuel report and quarterly finencicl statemcnts; furthor-
rnore, they mey request edvisory opinions of the Internctional Court of Justico.

The most importent safegunrds of independence from the United
Notions which the Fund and Boenk succccded in placing in their respectivo
cgroements aro (a) o stctemont in Article 1,(2) that “the Fund /Berk/ is,
end is requircd to function as, wn indopendent internctiomal orgenizetion”.
This is intended to romove, from the designation of "spocialized sgoney”
applicd to the Fund and Benk, eny implicaticn thut they wro¢ subordinate
cgonts of the United Netions; (b) thc delimitation, s deseribed abeve, of
Fund,/ﬁhnk7'1neetings whieh ropresontutives of the United Netions shell
be invitod t- ottend and for the zgende of which the United Netions mey
propose items; (¢, a requircmont for ‘reasonable prior consultation" before
the presentation of formal recommendetions by either the Fund or Bank to
thc Unitcd Nations and vies versa; (c) U.N. rccognition, in tho cgrooment
with tho Bank (Article IV, (3))that "it would bo sound policy /For the
United Natiaq§7 to refrcin from making recommendutions to the Bonk with
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respect to particuler loans or with respect to terms &nd conditions of
finencing by the Benk"; (e) tho inclusion (Article X, (3))of a stotemont
that the United Netions, in interpreting Article 17, (3) of the Unitod
Netions Charter (regarding the submission of edministretive budgets) will
"teke into considorction thet the Fund /Bank/ doos not rely for its cnnual
budget upon contributicns from its members, and thet the appropriate au-
thorities of the Fund /ﬁhnk7 enjoy full esutonomy in deciding the form end
content of such budget.” TIn theory this cleuso does not prevent tho United
Netions from meking budget recommendetions (es this would conflict with the
Unitced Nati~ns Charter), but tho bext wes egrocd upon by the Bank and Fund
on thc understending that in fact the United Nations would refrain from
such recommendetions.

T ERMS OF TRADE IN THE NETHERLANDS INDIcS J. B. Churchill

The Netherlands Indies had a substantial trade deficit in 1947,
in contrast to the highly favoreble trade balances re lized in prewar years.
This deficit is attributable to & number of factors,l_not the least of which
is an unfavorable change in the terms of trade since prewar.

In 1947 the Indies' imports and exports emounted respectively to
$276 and $125 million, leaving a deficit of #151 million. At 1938-3%9 prices,
the 1947 imports and exports would heve becn velued at zbout $80 and %60
million respectively, and the deficit on trade sccount would have booun only
gbout 820 million. Prewezr prices worc of coursc much lower than those in
1947, end thorefore some pert of the size of lost yeer's deficit must bo
cttributed to the highor level of world pricos gonerally. However, et loast
helf of the $151 million trede deficit wes cleaxly thc result of a greztor
rise in Netherlends Indies' import priccs than in its export prices. Be-
tween 19%8-39 and 19,7, the increase in import prices, it is estimuted, was
ebout 1-2/3 to 1-3/h times grecter then the increese in export prices.

The emcrgence of more fuvoruble terms of trede for the Indies in
1948 will depend, cmong other things, on an increuse (1) in the volume of
higher priced oxports &nd (2) in imports from lower cost supplicrs. It is
difficult to determinc the probeble cffects on the export-import price rutio
of a genercl decline or & further risc in the U.S. pricc lovcl.

The following table scrves to indicute the principel commodities
in the Netherlonds Indies' export tradc, the valuo of exports of ce.ch com-
modity in 1947 and tho average value for the yours 1938 end 1939, and tho
change in unit vilues of oxports over the sume poriod. The 19,7 export
voelues, and consequently «lso the unit volue indexes, cre estimeted on
the basis of trade date cvaileble for nine months of the yeer.

l/ Sce this Review, February 10, 1948,
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Changes in Values and Unit Values of Netherlands
Indies Exports

Main items Average value Index of
in Indies of exports, 19,7 value unit values
export trade 1938-1939 of exports (1938-1939 = 100)
(In millions of U.S. dollars)
Rubber 89.8 25.6 139
Petroleum products 87.6 22,0 216
Sugar 33,2 -- --
Ten 20.7 2.2 177
Tin 25.0 2.8 175
Tobecco 17.9 1.3 188
Copra 17.3 29.4 616
Palm cil 8.7 .8 1,530
Coffee 6.9 o1 556
Hard fibers for cordage 5.3 o7 523
Tapioce 5.2 - --
Pepper 5.0 1.8 798
Kapok L.l .9 197
Other 27.0 11.8 --
Toteal 0.0 12,6 -

\

The export price position of the Netherlands Indies has been
signif'icently less favorable then thet of some other important producers
of primery products. Prices of the Indics' most importunt postwer sxports
(excopt for copre) in 1947 avereged loss then double prower. The dovelop-
ment of new sourcas of supply during the wur, when the chicf prow.r cxportoers
were cut off from their usual merkets, has operctod es o limiting fuetor on
increeses in the prices of rnbbor wcnd tin. The price incroise for petroleum
products .1so would hevo becn groater hud it not been for the Indics' in-
£bility to rofine ws large & fraction of tho total output us before the war.

In rogerd to 1948 export prices, that for rubber will in all
1ikellhood tend t> be dopresscd by the inerewsed oxports from the Indioes
me.do nossible under the terms of the Jenuury 17 trucc sgroomont between the
Dutch &nd the Indonesiun Republicans. (In 1937-39 the Indius contributed
36 per cent of the world supply of rubber.) On the othor hend, tho avercge
unit veluc of petroleum products exports is bound to rise es & result of
reeonstruction (which will probebly be complceted by the und of 1948) of
most »f the Islands' prewer refining ceprcity. The officicl buying price
for tin was incroesud ebout 20 per cent in Docomber. Simulteneously with
recovery in oxports of tho ebove three commodities and copra there should
secur & groctor than proportionste inercesse in the volume of tho Indies’
other oxports. The price increescs in the lettor arc not such «s to
indicate conclusively thut the growing woight of other cxports in total
cxports of the Indics will tond t» improve the country's terms of treode
in 1948.

Evidonce thuat the postwzr increase in export prices has beon
significantly exceeded by the risc in import prices is obtaincd from tho
Notherlands Indics Governmcnt wholeseulo price indoxces for importcd com-
moditios published for tho first half of 19L47. The prices from which theso
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indexos were cealculuted include profit margins wnd < numbor of costs in-
currced within the Archipelego, &nd the 19447 indexos tond to be influted by
& disproportionete inecrouso in thosc costs ws compared with costs tbroad
end occwn froight. The indexces for imported toxtiles und food (62 per
cent of «11 imports in 1947) stund et 7 to 7.5 times prewcr wnd thosc

for other imports wro 5-6 timcs prower, in torms of guilders. Apperontly
those indoxes must be adjusted downwerds by 10 to 25 por centl/ts corroct
fsr infleted locel curroncy costs. Whon we ellow for the 1946 devaluition
of tho guilder in torms of U.S, dollers, it «pnocrs thet averoge unit vclues
in dollurs, for tho Indics' most importint cctegories of vostwar imnports,
werc ot lecst 3.5 times prowar in 1947. It is rousonuble to supposc thet
the lovel of import priccs will tend to be lowored in 19,8 by an incrcasc
in trade with rclatively low cost supplicrs.

1/ Bescd on ¢ comperison of the Govermment's pricc indexes for cortain
reyrosentative commodities with thoe inerc.se in the unit valucss of the
scnc e-mnoditics ccleulated from cveileble import stetistics.

CHANGE IN THE STRUCTURE OF BULGLRILN BANKING C. B. Rosec, Jr.

Logisletion which becwme cffuctive on December 27, 19,7, with
its public.tisn in the Bulgeriun Officicl Gazottc declircs: "Banking end
conclusinn of all buanking trenscctions and srorations, whether doposit,
ercdit, commission or commerciel, crc the oxelusive (mononoly) right o
the Stetc." This monopoly right is t- be cxcreised by tws institutions:
the Fulgarian Netion.l Bonk in tho ficld »f commoreiel bunking, end o
newly crouted Bulgericn Invostmont Bark in thoe investment field. Undor
the State monspoly commereiul onterprises wre oven forbidden t5 open book
credits except with the oxpross cpprovel of the Netisnal Bonk.

Steto institutions and cooperative associntisns under tho
sponecrship nd control of the State, alwuys hive pleyed e leoding part
in Bulgerien bunking. In focet, the Netional Benk (wholly owned by the
$teto) hed boen used to finwnce the development of the country, ond hcd
invested dircetly in mony business and industricl onterpriscs. During the
'thirtics, however, the Noticnal Bunk wos divested of ¢11l but contrel bunk
functions. The Stete cntercd thoe bonking ficld through participatioson in
sther institutions. JArong them, the fgriculturel and Cooporetive Bonk,
the lowding oredit institutisn in the country prior to the wer, wes the
centrel orgen £or numcrous smell conperetive cgriculturcl benls wnd co-
opcritive credit socictics throughiut the rurcl wrees. The urben cquivalent
wess the Poople's Bunks. Poroign cepital (Germen, French, Belgion, awustrian,
Hungerien, end Itclisn) hed ployed wn importont role in osteblishing com-
rerciel banks in Bulgeris, tho nost importent -f which wis locuted in Sofin
with bronches throushout the country. Even in this field, however, the
semi-rovormentrl Bulgaricn Crodit Banlt wes the leader. The Bulgerien
Mortyage Bank, foricd to teke ovor the mortgoge banking busincss of thc
Notinsnel Bank, wes o Steto institution.
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Figurcs on benk operctions are aveilable for the end of June
1947 when deposits, and loans and investments were distributoed szmong the
verious types of banks as follows:

Loans and

Deposits InvestmontsE/
'—ET?E?_bent of totel

Big Commercial Benks 16 2l
Other Commercial Banks L *

People's Banks 19 21
Agricultural end Cooperutive ' L8 55
Postal Savings System 13 Nede

n.c.= Not aveilablo,
* 1,ess than onc pcr cent.
E/ Totel exclusive of Postul Sevings System.

Undor the now legislotion, all existing private joint-stock
banking corporcations (whether Bulgarian or foreign) ceaso to exist and
their assots ond liabilitios pass to the Netional Bank. The asscts and
liabilities of the Bulgaricn Mortgege Bank dcvolve upon the Bulgarian
Invesiment Bank. Compensetion to Bulgerian shearcholders 1is to bo ot face
velue less a graduested deduction rising from 10 per cent on emounts up t»
10 milion leva to as much as 50 per ccent on cmounts in excess of 50 million
leve. Roimbursoment will be in cash for thc first 100,000 leve, with the
remeindor in 3 per cont bonds issued either by the Netional Bank or the
Inves-ment Bonk. Sinco compensction at face velue tekos nc account of tho
substanticl increaso in Bulgariaon pricos (wholesele prices, for instenco,
were more than six times prewar), this errangement emounts to virtuzl con-
fiscasion. The Agricultural and Cooperutive Benk elso is ebsorboed in the
Netioasl Bank. Savings socictics cre cbsorbed by the Investment Bank. It
is provided thet the Bulgarien National Benk may delegate its right to cearry
on specific typos of baonking activitics to tho Postal Savings Bank, the
People's Banks, end the Universal Agrurien Cooperutives, which will oporate
as branchos of the National Bank.

Componsetion to foroign holders of stock in the banks which hove
boon ubolished "will be mutually agreed upon®. Russien interosts aro
oxempted in theso terms: "Tho presont law does not affoct banks /which
arc tho/ property of a foreign state, operating undor erticle 2 of the
Treaty of Peaco with Bulgaria of Februery 10, 19,7." The Soviet hus
succceded to Germen intercsts in Bulgarian banking under the torms »f the
Potsdem Agrcement, and to Itelien interests under thce terms of the Treaty
of Pcoce with Ttely. According to en officiel compilation, ot the ond of
1941 (the latost doto far which such informetion is cveilable), foreign
cepital ascounted for 23 per cont of tho total capital (786 million leva)
of &1l joint stock eredit companics., According to this tebulation /the

1/ fr. unofiiocial, incomplcto report just received places the amount of foreign
~ cepital in Bulgaria et 677 million leva out of & total of 3,700 million
leva on n unstcted but presumebly postwer date. The largest shure is
credited to Itely (268 million leve) cnd tho second lurgest to Germony
with 111 million leve. The report does not give eny distribution by
fields of investmont.
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largest singlo forcign interest in ¢ll Bulgariun joint stock compunics was
Ttelien with 339 million leve and tho Germen wes second with 243 million
leve. How much of this was in bunking is not known. Statistics for 1936
indictto thut L7 per cent of tho Gormen investmont then was in benks and

21 per cent of the Itulian., iAssuming thot the semo proportion held in
1941, in that year the interust of thesc two countries in Bulgarioan bunks
anounted to roughly 23 per cent of their total bunk capitel. If tho
wssumptions erc correct, tho Gormun cnd Itclion holdings thus account for
the entire foreign participetion. The bilanco of probabilities is thut war-
time devslopments did nothing to lesson this sharc but rither increased it.
Honce it mey be essumed that undor the terms of the new law at lecast 23 per
cont of farmer priveto benking cepitcl romains outside the contrsl of the
Bulgerian Stete, and s a priveto interest in the hends of the U.S.S.R.

Tho significancc of this fact is diminished by the relative unimportance of
private cepitel in banking cven beforo netionslizution.

The new law rclating to banks abrogatos the law esteblishing the
Bulgeriun Netionel Bank and substitutcs a now statuto. This gives the
Netional Benk blanket powers in the fields reserved to it. Tho Bonk's
exclusive right of issuing bank n:tes is reaffirmed. While thec Bank is
chargod with safeguarding the stubility of the nutional currcncy and
reguliting the currcney circulatisn, in line with similar legislation in
other Eastern Buropcan countrics (eegs, Czcchoslovekia), no minimum legal
rescrves for the currcncy are roguired., Tho Nutional Benk is to cxercise
complste control over foreign exchunge and h.ve « monopaly right ovor
forcizn means »f payment.

Other portions of thc now legislation crcute the Bulgarian
Investment Benk ond doefine its functicns, place thoe People's Banks end
the Universel Agrerian Cooperatives under the Netionel Benk, end cstob-
1ish a Bank Council. The Sofia Stock Exchunge is sbolished, ond o section
is t- be set up at the Netional Bank to perform its functions.





