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THE RALANCE OF PAYMENTS OF BIZONAT GERVANY,
1947 AND 1948 J. Herbert Furth

The reports of Military Covernment and the Joint Export-Import
Agency for 1947, and revised estimates of bizonal import requirements and
export potentialities for 1948, make possible the presentation of balance
of payments data for 1947 and 1948 on a basis more reliable than that of
previoas attempts., Interzonal trade is excluded from the discussion,

Davelovment in 1947

In 1947, exports from the bizonal area totaled $225 million, and
imports $674 million. Exports ineluded the shinment of cotton goods under
processing arrangements with the 1.S. Commercial Company (USCC) and com-
mercial transactions under the supervision of the Joint Export-Import
hAgency (JEIA). Imports consisted of noncommercial shipments of food,
seeds, fertilizer, and petroleum products financed by U.S.-U.K. appropri-
ations; shipments of raw cotton under the USCC arrangements; and commercial
transactions under the supervision of JEIA, If noncommercial and commercial
shipments are combined, the bizonal area had an import surplus of $449
millicn, but if only commercial exports and imports are considered, it had
an export surplus of $185 million, ~
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The tramsagtions, together with the methods of financing them,
are shown in the following table:

Balance of Payments, U,S.-U.K. Zones, 1947
(In millions of dollars)

Receipts Payments
A. Current Account A. Current Account
Expcrts of cotton goods 3§/ Imports of food 525
Expcrts of coal 122 n W seeds 34
v M timber 39 W w fertilizer 412/
v " other goods 36 " " petroleum
W gervices 25 222 products 24 624/,
Imports of cotton 135/
Imports of other goods
and services 37
B. Capital Account B, Capital Account
Advances (U.S.-U.K. Increase in foreign
appropriations) 624 exchange holdings 185
Advances (USCC agree-—
ment) _10 _
859 859

|
|

a/ Under agreement with the U.S. Commercial Company.
b/ Figures for November and December estimated.
¢/ Financed by U.S.-U.K. appropriations.

Although foreign trade in 1947 was substantially larger than in
1946,1/its level has remained disappointingly low. Moreover, its composition
was as far from normal as in the earlier year. FRxportis still consisted
overwrelmingly of coal and timber rather than of industrial products.

Imports still were confined almost exclusively to necessities of life,
mainly foodstuffs. The importation of industrial raw materials remained
at a mere trickle, and that of capital equipment at zero.

Of the noncommercial imports financed by U.S.-U.K. appropriations,
shipments of $534 million took place in the first ten months of the year.
Under the bizonal agreement of 1946, this sum was to be financed in equal
parts by the two occupying powers. Noncommercial imports in November-—
Decemser amounted to $90 million; the United Kingdom, under the amended
bizonal agreement of 1947, was responsible for financing the equivalent of
$34 million, while the United States assumed resoonsibility for the rest.
Altogsther, therefore, the noncommercial imports totaling $624 million
were to be financed to the extent of $323 million by the United States and
of $301 million by the United Kingdom.

The cotton-processing agreement with the U.S5. Commercial Company
proved unsatisfactory. Despite the world scarcity of cotton goods, sales
lagged, and the indebtedness to USCC increased by $10 million during the year.

1/ See this Review, July 1, 1947, P. 4,
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Various exolanations for th& low level of these exports have been given:
reluctance of German nrocessors to make products available for exportation
rather than for more profitable domestic black market transactions; diffi-
culties inherent in govermuent management of foreign trade; and the necessity
of asking for payment in U.3. currency.

Commercial exports (in addition to coal, timber, and services)
consisted mainly of machinery, other metal goods, ontical instruments,
chemicals, ceramics, textile nroducts, salt, and hons. Commercial imports
included miners' clothing and other consumers' goods used as incentives for
increased labor efficiency, lignite, pulp, tectile fibers, rubber, and
smaller amounts of various other industrial materials.

A breakdown of commecrcial exports and imports by countries is
shown :n the following table:

Commercial Exports and Imports, U.S8.-U.K. Bones,
by Countries, 1947
(In millions of dollars)

Export
Exports Imports Surplus

United Kingdom 55.4 16.3 39.1
Belgian-Luxembourg 34.8 0.9 33.9
Netherlands 23.7 2.4 21.3
France 22.8 0.6 22,2
Austria 21.4 0.5 20.9
Denmark 14.5 0.2 14.3
Ttaly 101 1.6 8.5
Norway 8.3 0.4 7.9
Sweden 6.9 3.9 3.0
Switzerland 6.7 0.3 6.4
United States 6.2 2.7 3.5
Other countries 11,2 6.9 4.3
Total 222.0 36,7 185.3

Commercial exports went primarily to continental Western HEurope
(68 per cent) and the United Kingdom (25 per cent), while the United States
receivcd only 3 per cent and Eastern Zurope and the rest of the world about
2 per cent cach. Commcercial imports were sunplied mainly by the United
Fingdom (44 per cent), continental Western Europe (32 per cent), and
Fastern Europe (13 per cent), with the United Statcs furnishing 7 per cent
and the rest of the world 4 per cent of the total,

The import pattern is quite different, however, if both non-
commercial and commercial imports are considered. The great bulk of the
imports financed by U.S.-U.K. anprooriations (around $535 million) as well
as all of the cotton imoorted under USeC arrangements was shi-ped from the
United States; the United States therefore sunnlied almost g2 per cent of
all goods actually imported by the combined zones,

The difference betwecen the methods of financing noncommercial and
commercial imports lcads to interesting results in the relation hetween the
pizonal area and the occupying powers. On the basis of commercial transactions,
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the combined zones had a small export surplus in relation to the United
States, and a considerable one in reclation to the United Kingdom, If non-
commercial transactions are taken into consideration, however, the bizonal
area had a moderate deficit in relation to the United kingdom, and a
formidable one (about $545 million) in relation to the United States.

Since noncommercial imports from other areas were of minor importance,

they did not greatly influence the bizonal balance of trade in relation

to the rest of the world: the bizonal area had a large export surplus

in relation to continental Western Europe, and moderate deficits in relation
to Eastern Europe and to the rest of the world,

Purchasers of German goods are rcquired to pay for their trade
balance in U.S. currency. The excess of commercial exports from the bi-
sonsl area thercforec means a substantial dollar drain for Western Europe.
Under the bizonal agrecement of 1947, cven thc United Iingdom will have to
make such payments in U.S. currency, despite the fact that its noncommercial
shipmerts to the combined zones, 4o be financcd by appropriated funds, will
continue to exceed its deficit in regard to commercial transactions. In
1947, the hard currency drain was greatest for the Benelux countries
($55 million), and considerable in the cases of France, Austria, and
Dermark. 1In the future, it may be possible for these dollar payments to
be met from funds allocated to Western European countrics under the European
Recovery Program. Moreover, the export surplus to France will be reduced
by the recent tripartite decision to grant France priority for coal exporis
from the Saar, and to curtail accordingly coal exports from the combined
zones (Ruhr). In the case of Austria, expanded sales of electric power
and fertilizer to the combined zones mey bring trade somewhat more into
balance,

Estimates for 1948

The outlook for 1948 is more promising for Western Germany than
the figures for 1947 would indicate. Noncommercial imports of nccessities,
financed by U.S.-U.K. appropriations, will continue at a somewhat higher
rate than in 1947. The European Recovery Program tentatively provides
for the importation of foodstuffs, seeds, fertilizer, and petroleum products
of about $750 million annually (including freight charges). Under the new
bizonal agrcement, the United Kingdom will contribute $88 million, and the
Unitec States will assume responsibility for the remainder.

In addition, the Joint Expori-Import Agency finally has decided
to put into use its accumulated funds, including the $121 million original
contribution of the United States and the United Kingdoml and the $185
million surplus arising from commerciezl trade in 1947. Net of liabilities
for current payments of about $60 million, these funds reached on January 1,
1948, the equivelent of $240 million, of which $50 million and £25 million
were in cash, and the remainder (mainly U.S. dollars) in claims for unpaid
eXporis.

The Agency has announced that it would finance imports of raw
materials and consumer goods of $100 million in each of the first two
quarters, and even larger amounts in the third and fourth quarters of 1948,

1/ Sez this Review, January 26, 1947, Supplement, p. 1l.
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It should not experience any difficulty in financing annual imports of
$500 million out of its liquid funds and current earnings, and by the
end of the ycar actually should hold somcwhat larger funds than at the
beginning. Such imports, although still far below normal, would be ten
times as large as commercial imports in 1947.

Finally, the European Recovery Program tentatively provides
for the importeation of steel and machinery, mainly transportation and
mining equipment, which will enable the bizonal arcea to reemploy its
productive facilities for the benefit of the entire Europecan economy. 1f
.shipments in 1948 approximate three~fifths of the guantities proposed for
the first fifteen months of the Program, their value may be estimated at
$150 million. It is assumed that credit arrangements, inciuding allo-
catione of ERP funds, will be made in order to finance these imports.

Under these assumptions, all imports, including those to be
financed by U.S.-U.K. aopropriations, the use of JEIA funds, and other
credit arrangements, would reach an estimated total of $1,400 million,
or morc than twice the amount of total imports in 19417.

As a result of the importation of raw materials and equipment,
exports may be expected to increase at lezst as rapidly as imports. By
the last quarter of 1947, exports of coal, timber, and services had recached
an annual rate of $270 million, and export contracts for goods other than
those just mcntioned an annual rate of %330 million. In January 1948,
further advences wcre made, Experience shows that only about 10 per cent
of the contracts is canceled, anc that the remainder is exccuted within
less than a year. If performance in 1948 corresponds to that pattern,
total axports (including services) can be expected to rise from $30 million
per month at the beginning of the year to more than $60 million at the end,
making a total of about $550 million., This sum would be lower than the
cstimates contained in the ERP country report, but 145 per cent above 1947.

On the basis of these assumptions, the balance of payments of
the bizonal arca for 1948 might be estimated as followss
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Estimated Balance of Payments, U.S.-U.K. Zones, 1948
(In millions of dollars)

Receipts Payments
A, Current Account A. Current Account
Exports of coal : 225?:/ Imports of food 640
1 0 timber 45 " " seeds 35
" " other goods 250 " v fertilizer 45
" " services _30 550 n " petroleum

products 30 750
Imports of raw materials

and consumer goods 500
Imports of cquipment 150
B, Capital Account B. Capital Account
Advarices (U.S.-U.K. Increasc in foreign
aopropriations) 750 exchange balances 50
Other advances 150
1,450 1,450

a/ The increase over 1947 will be due primarily to a rise in
eoal prices decreed in September 1947.

The trade pattern of the combined zones is likely to undergo con-
siderable change in 1948. Exports will include, in tems of value, about
as large an amount of manufactured products as of raw materials. Although
most of the exports are expected to go to Western Europe, as they did in
1947, the geographical distribution will be less markedly dominated by the
need of the purchasing countries for Ruhr coal. Imports will include about
as large an amount of raw materials and capital goods as of foodstuffs, and
the predominance of the United States as a source of supply is likely to
diminish. As a result, both the bizonal import deficit with the United
States and the export surplus in relation to Westecrn Europe are likely to
be slightly reduced. In view of the expected doubling of the total volume
of foreign trade, however, the aggregate import deficit also will be about
twice as great as in 1947.

The tentative nature of these estimates is obvious: the bizonal
area easily could import and utilize far greater amounts of foodstuffs, raw
materials, and capital equipment, if larger sums werc available, either
under anpropriations or other advances (including ERP allocations) or be-
cause of more liberal spending of JEIA funds. Moreover, the total volume
of trace might be expanded without an increase in the deficit on current
account, if the allocation of ERP funds to other Huropean countries induced
these countries to step up their purchases from the bizonal area at & uore
rapid pace. On the other hand, the lack of free trade between the combined
zones znd the Soviet zone, 2s well as delays in carrying out the currency
reform and an adjustment of the German price system to the world market
level, probably will continue for some time to retard the expansion of
economi.c activity.
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WFRANCO 'RLUTA" IMPORTS IN FRANCE Albert O, Hirschman

On February 13, the French Exchange Control Office issued a
decree (Avis No, 299) introducing in France a special form of private
barter o compensation system similar to that which had been developed
since the end of the war in Italy under the name of "franco waluta"
imports.;L/ According to the decree, importation of a wide range of goods
is permitted without licensing, provided that such imports -"do not give
rise to any financial settlement between France and abroad." In other
wo rds, imports of certain commodities are authorized provided that they
do not result in a foreign exchange outlay on the part of the Exchange
Control Office, but can be financed independently from such sources as’
imports of foreign capital, repatriation of French capital held abroad,
foreign tourists! expenditures, etec,

Only two categories of commodities are excluded from the benefits
of such arrangements; these are commodities subject to international allo- -
cation and certain goods included in a special list B annexed to the decree.
The goods on this list are in the main luxury goods, such as furs, passenger
automobiles and all articles subject to luxury taxes.

The adnitted commodities also fall into two categories: those
specified in list A which can be imported without import license, and all
other commodities (except those in list B) for the importation of which
licenses are still required. Licenses for these commodities will be
forthcoming generously, according to official assurances, List A contains
a wide range of food products (including such non-essentials as fruits,
coffee, tea, pepper), practically all types of industrial raw materials,
semi-firished products, and agricultural and industrial machinery, The
goods fcr which licenses are required are therefore mainly finished con—
sumers! goods other than foodstuffs,

By relaxing previous restrictive regulations the Italian Government,
in the fall of 1947, caused a large inflow of franco valuta imports of fats,
meat, and sugar which was-one of the principal factors in the fall of Italian
prices after October 1947. The French move certainly was largely inspired
by that successful experience, but from the outset the French system has
been placed on a scale broader than even the most liberal form of the oft-
revised franco valuta system in Italy, : :

After the establistment of the controversial dual rate system for
the dollar (one of whose princii;é?l objectives was to attract capital—
foreign and French—from abroa ), the introduction of the franco valuta
system oy the French has been widely interpreted as an adnission of failure
of the free® dollar market to result in any appreciable repatriation of
capital, This theory, however, seems suspect ifronly on the grounds' that
bureaucracies do not, as a rule, recognize their mistakes so quickly, It
seems more likely that the new French move was motivated less by the desire
to add a set of franco valuta rates to the existing dual franc-dollar rate
than by the detemination to create dual rate systems for the currencies

%/ See this Review, May 6, 1947,
2/ See this Review, February 10, 1948,
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of those countries with which it has proved difficult or impossible to
agree on '‘free! market arrangements--mainly Belgium and Switzerland,

3ince the currencics of both countries commanded substantial premiums in
the French black market, substantial exchange receipts from Belgian and
Swiss tourists and other invisible transactions failed to accrue to the
Exchange C?ntrol authorities; there has also been capital flight to hoth
countriesl/and payments difficulties have led to interruntions in the flow
of imports. The new measurec, unlike the "freei' markct system, applies
equally to all currencies; it will, therefore, fzcilitate the conversion
of flight capitel, tourist receipts, cte,, from Belgium and Switzerland
into imports uscful for the French economy. As 2 matter of fact, there is
1ittle the free market for Belgion notes as originally provosed by the
French Covernment2/would have done that will not be accomplished by the
new system.

Furthermore, the franco valuta system is likely to be more
successul than the open market in encouraging repatriastion of capitel.
Beeause of the more liberal. import regulations under the franco valuta
system, the rates offered to holders of foreign exchange by franco valuta
importers presumably will be more favorable than those offered by bidders

“in the open market, Still another advantage of the new system, from the
point of view of the holder of flight capitel, is the absence of any pro-
vision concerning the 25 per cent tax on repatriated capital which 1is imposed
if repatriation proceeds via the "free! market,

What the franco valuta system does not accomplish is to provide an
additional devaluation for purposes of promoting French commodity exports.
Such a devsluation was desired with respect to the Swiss franc and agree-
ment has now becn armounced on the establishment of an oven market for
the Swiss franc in Paris where 50 per cent of the nrocceds from exnorts to
Switzerland can ¢ sold.

Insofar as the dollar is concerned, it is likely that henceforth
any caritel repatriation will take place throuch the franco valuta system
rather than via the odcn market and that e new franco valuta rate-~higher
(in temms of francs per dollar) than th: open market rate--will emerge.

The exchange rate is of course implicit in, and may be different for, each
compensated transaction, but commodity arbitrage is likely to operate toward
2 nearly uniform rate for franco valuta tronsactions; the black market rate
for bark notes may serve as an approximate indicator of this rate. In

this connection, it is of intercst to note that in the weck following the
introduction of the franco valuta system the black market rate for one
dollar rose from 317 to 335 as against a rate of 305 in the "free" market.

No consideration seoms so far to have been given to the question
whethe= the estoblishment of the frenco valuta system which definitely
affects the French exchange rave structure called for consultation with
the Internstional lMonctary Fund,

1/ See this Review, December 2, 1947, p. 7.

g/ The proposal differed from the open market arrangement in cffect for
the dollar end escudo in that it did not nrovide for the sale of half
of the exwort nrocecds in the open market,
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PROPOSED INTERNATIONAL WHEAT AGREEMENT Wilellyn Morelle

Representatives of 36 nations became signatories to an inter-
national wheat agreement at an open session of the International Wheat
Conference on March 5, 1948. If the agreement is avproved by Congress and
by the appropriate legislative bodies in the other countries, it will prove
s milestone in a series of negotiations which have been carried on for
two decades., On only two other occasions have negotiations resulted in
an agrecment: (1) the agreement of 1933 among 21 countries which operated
for onc year, and (2) the memorandum of agreement signed by five countries
in 1942 which has operated on an advisory basis up to the present time.
Argentira, the Danubian countries, and the U.S.S.R.--all members of the
1933 agreement--do not participate in the present agreement, Of these
exporting countries Argentina is probably the only one with potential
exports large enough to threaten the success of the agreement, although
offers of wheat from Eastern Europe could contribute to pressures for
breaking the agreement or revising its temms. Since all of the important
importing countries are members of the agreement, Argentina may find her-
self with a reduced market for wheat and consequently may ask to become a
member.

« The present agreement provides more flexibility than the 1933
agreement and the Draft Agreement which failed of ratification at the
London Jonferences in the spring of 1947. For this reason and also becausc
it can be coordinated with the Marshall Plan, it should have a good chance
to operate successfully, although it is necessarily based in part on ex-
pectations of crops and of general economic and political conditions which
may or may not prove realistic,

Provisions of the 1948 agreement

The agreement provides for guaranteed purchases on the part of
the 33 importing countries of 500 million bushels of wheat per year for
the next five years from the threc exporting member countries. Imports of
these 33 importing countries in the 1945-46 season exceeded 600 million
bushels. The exporting countries are to make the 500 million bushels
available at a price which shall not exceed $2.00 per bushel during the
life of thc agrecment. Cn the other hand, the "agreement price" shall not
be less than $1.50 for the first crop ycar 1948-49; the minimum price shall
decrease thereafter hy 10 cents each year. Thus in the last year of the
agreement--1952-53--there is provided a range of 90 cents within which
free-market prices may'fluctuate.l Annual quotas or "guaranteed seles! of
the exporting countries are divided as follows: Canada, 230 million bushels;
United States, 185 million bushels; and Australia, 85 million bushels. The
quota of 185 million bushels for the United States contrasts sharply with
her quota of 47 million bushels under the 1933 agrecment. Argentina, which
had a quota of 110 million bushels in the 1933 agreement, and the Danublan
countries, with quotas amounting to 50 million bushels, arec not participating
in this agreement. The sales figure guaranteed for the United States ex-
cludes requirements for occupied areas, which in the current season are

1/ Prices quoted are in Canadian currency at the par value for the
Canadian dollar on February 1, 1948. They refer to No. 1 Manitoba
northern wheat in store Fort William-Port Arthur.
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estimated at 115 million bushels and which in later years will probably be
less. Total exports from this country during the present season (ending
June 30) will probably amount to 450-500 million bushels; exports before
the war averaged around 50 million bushels. Larger exports in recent
years have been made possible by exceptionally high yields per acre, and
to some extent by expansion of acreage beyond what may prove desirable in
terms of soil conservation., A high volume of exports has been required in
considerable part because production in importing countries has been low, .
It now seems likely that in the first season to which the proposed agree-
ment would apply, the United States will have a crop fully large enough to
meet the commitment of 185 million bushels and to provide wheat required
for occupied arcas without drawing down the carryover,

Annual quotas or "“guaranteed purchases" of the principal importing
wuntries are as follows: United Kingdom, 180 million bushels; Italy, 37;
France, 36; Netherlands, 31; India, 28; Belgium, 26; Brazil, Greece, and
Austria, 19 cach; the 24 other countries, 109 million bushels.

During the first year of the agreement, the U.S. support price
may be as much as 30 cents a bushel higher than the maximum price provided
in the agreement, Any difference between the domestic price and the ex-
port price under the agreement will presumably be absorbed by the Govermment;
at the same time, however, grants for vheat exports under the Marshall Plan
will be lower than would have been the case in the absence of the agreement.

The agreement provides for the cstablishment of a2 new Inter-
national Wheat Council, In addition to one delegate from each member
country, the Council will .have one non-voting represcntative each from the
FAO and the IT and, temporarily, & non-voting representative from the
Interim Coordinating Committee for International Commodity Arrangements,
established by the Economic and Social Council of the United Natlons.

The delegates of the importing countries will have 1,000 votes distributed
according to the size of their annual guaranteed purchases, The delegates
of ths exporting countries will also hawe 1,000 votes nro-rated according

to ths size of their guaranteed sales. The Council is to mect at lcast
twice a year and will be organized at a meeting of the representatives of
the member nations which is scheduled to be held in July 1948. An Executive
Committee, in which both importing and exporting countries will have equal
voting power, will perform thosec functinons delegated to it by the Council,

Any member country may apply to the Council for adjustment of
its cbligations, If an exporting country, for instance, is embarrassed by
a short crop, the Council may ask the other cxporting countries to assume
part of its quota. If this is not vossible, the Council may reduce the
total quotas of the importing countries for the year by the amount of the
deficiency expected in the guaranteed sales of the exporting countries. In
case of an emergency neced for a grecater amount of wheat on the part of
any country than thet stipulated in the agreement, the Council may, by
two—thirds votc of the importing countries and by two-thirds vote of the
exporting countries, reduce the guaranteed purchase of the other importing
countries on & pro-rata basis and chennel this wheat to the emergency area.
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The Council may assist exporting or importing member countries in making
additional sales or purchasecs as thc case may be but neither the circum-
stances nor the terms of such transactions are specified in the agreement,
Exportirg countries may export wheat at spccial prices for use in nutritional
programs: approved by the FAO as long as the full guaranteed demand of the
importing countries is met at the minimum price specified for the period
under the terms of the agreement, .

The exporting countries are required to have on hand at the end
of their respective crop years, stocks of old wheat amounting to 170 million
bushels (including farm stocks) for the United 3tates and 70 million bushels
and 25 million bushels respectively for Canada and Australia (excluding fam
stocks). These stocks may be drawn below the minimum specified if the
Council decides that the wheat is needed to meet domestic requirements of
the exporting countrics or the guaranteed imports of the importing countries.
In addition, all member countries, except those who are predominantly
importers of flour, may be required, under appropriate conditions, to ac-
cumulats price stabilization reserves up to 10 per cent of their guaranteed
annua) ourchases or sales., Member governments are to accunulate rescrves
at the world pricec when the frec-market oprice is below the minimum Wagrece-
ment price" prescribed for the year and are to sell or use their reserves
when the price is above the basic price range.

The agreement may be amendcd by a simole majority vote of the
importing nations (subject to a favorable vote by the United Kingdom) to-
gether with unanimous accord of the exporting countrics—-United States,
Canada, and Australia. Any importing country that does not accept an
amendment may withdraw after giving due notice, but it must fulfill all
commitments for thet crop year. At the first meeting of the Council estab-
1ished under the 1948 agreement, any member will be given an opportunity to
withdrew if it fecls that not enough countries have ratified the agreement
to assure its successful operation. In the cvent that a country considers
that its national security is threatened by the outbreak of hostilities it
may withdraw from the agreement. Admission of new members to the agreement
is subject to unenimous vote of the Council and to such conditions as the
Council may require.

Background of the wheat agreement

Experiments with international commodity agreements began as
early as 1902 with an inter-governmental sugar agreement, Since that time
approximately 16 commodities have been subject at one time or another to
inter-governmental agrcements. Only six of these have operated for as long
as fivc years continuously. The high tide of commodity agreements from the
standpoint of range of commodities and volume in world trade was the neriod
1937-39, Among the agrecments, only those rclating to suger and wheat have
included large reoresentation of consuming countries in their membership.

Efforts to nromote international measures to obtain the orderly
production and distribution of wheet began in 1927 with the convening of
s world conference in Rome. No agrcement wes reached at this meeting.
Goverrment intervention to protect domestic growers became more widespread
in the late 'twenties and the sarly 'thirtics as world wheat surpluses
multinlied, and thc nced for a multilateral inter-governmental agreement
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became increasingly urgent., In the period from January 1930 to 3eptember
1932, there were 21 international meetings and conferences in Eurove con-
cerned with the problem of wheat surnluses. The tangible results of these
confererices were negligible, Yet they contributed to a common understanding
of the vheat situation and gave rise to numerous suggestions for inter-
nationsl measures which later crystallized into certain lines of action,

In August 1933 an agreement was reached in London among 21 ex-
porting and importing countries, A1l the exporting countries agreed to
accept quotas which were to be reduced in the second year ©f the agreement
(1934-35) and the four overseas exporting countries agreed to reduce acreage
or production--a point not clearly defined--in the 1934 crop year. The
importing countries agreed to discourage domestic production, to encourage
inereased consumption of wheet, to reduce tariffs under certain conditions
relating to price and to accept in orinciple the desirability of relaxing
certain trade vestrictiéns. Finally, the signatory countries agreed to
set up a wheat advisory committee in London with power to convene a general
meeting when it saw fit,

Experience with this agreement was disappointing in almost every
resnect., The loose wording of the commitment to rcduce acreage Or pro-
duction inevitably led to misunderstandings among the four overseas €X-
porting countries. Argentina, faced with an unexpcctedly high yield of
wheat and little pooular support for the agrecment, cxported more than her
quota. Zoth the United States and Australia failed to meet their guotas.
largely because of cron failures. Efforts to revise and strengthen the
arrangement for the second year won the sunvort of nearly a*l the member
countries. As a rcsult of Argentine rejection of all compromise proposals
offered, however, the agreement was permitted to lapse. The Wheat Advisory
Committee continucd to meet in Tondon from time to time,

Although weathcr and croo conditions thus contributed to the
breakdcvm of the scheme, the 1933 agrecment may well have been too ambitious.
Member nations signed an agrecment which committed them to lines of action
within their domestic cconomies which their opeople were not preparecd to
supvort, Neither the importing nor the cxporting nations had adninistrative
machincry ready to carry out those provisions of the agrecement designed to
remedy long-run maladjustments in oroduction, In addition, the farmcrs of
the menber nations werc not inclined to give up the protection afforded by
trade barriers, some of which had hbeen sct up only a short time hefore.

A succession of bad crop years in the Unitcd States and Canada
from 1933 through 1936 brought about a readjustment in world wheat stocks
and prices such as the agrecment had becn designed to achieve. A recurrence
of a world wheat surolus in 1938 gave impctus to cfforts to draw up another
agrcemant, Negotictions directed to thut end were interrupted by the out-
hreak of the war in 1939.

Two years later at the invitation of thc U.S.,representatives
from Australia, Arcentina, Canada, and the United Kingdom resumcd dis-—
cussions in Washington and entercd into en interim agreement to e effcctive
throughout the war and not morc than two ycers thereafter. An International
Wheat Council was set u» in Washington as part of this agreement and has
met twice a ycar since that time. As events have turncd out, most of the
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problems concerning the distribution of wheat and flour in recent years

have been handled by the Combincd Food Board, which was established in

1942 to coordinate food supply programs, and by its successor, The Inter-
national Emergency Food Council., A pool of wheat set up for relief feeding
by the 1942 agrecment was turned over to UNRRA and the Wheat Council devoted
itself to policy planning for the future, :

An International Wheat Conference was convened in London in early
1947 to prepare a draft agreement, but broke down on the question of maximum
orices. Thc United Kingdom refused to sign becausc the prices specified
were believed excessive, Argentina also had indicated that it would not
become a party to thc agreement,

If the 1948 wheat agreement is aporoved, it will provide a test,
but bec:use of the unusual conditions preveiling only a very partial test,
of the c¢xtent to which nations have learned to coopcrate in this field,

Conclusion

Historically, international commodity agreements have for the
most part represented producer combines interasted in stabilizing prices
at the highest possible levels with little concern for consumer interests,
In the 948 wheat agreement, with 33 importing countries out of the 36 member
countries, and with substantizl voting power for the importing countries,
the consumers' point of view is well represented. Such representation
should assure a more cquitable price range than has obtained for most com-
modity arrangements of the past and also more rcasonable adjustments to un-
foreseen changes in conditions. Since the Council has considerablc dis-
cretionary powers and provision is made for amendment, the agreement may
orove adaptable to pericds of casy sunply.

In achicving flexibility the 1948 agrecment has lost meny of the
characteristics of intcrnational commodity agrecments as set forth in the
proposals of the FAO and the ITO. Also, this agrecment--more in the nature
of a commercial contract with a »rice stabilization feature--has a con-
siderably narrower scooe than previous »roposals. This limitation may
actually enhance its chances of survival.

Because a price range has heen agreed upon and quotas have heen
accented by the importing countrics which in many cases are less than their
total iaport requiremcnts, the door has been left oven for considerable trade
in the free market, The unnleasant remedics which are necessary to cure
chronic over-production no longer appear in thc agreement although they are
implicit in its terms., Among the measures dropped are clauses providing
for reduction of acrcage and oroduction, limitations on the accumulation
of stocks, abolition of oprotective devicecs which foster uneconomic pro-
duction, and the encouragement of increased consumption, The sacrifice of
long-run adjustment commitments which was nccessary to achieve an agrecment
at all will have no immcdiate consequences, Yet after production returns
to normal in the war-stricken arcas the problem of over-production may
recur. If the 1948 agrecment is adopted and if the member countriecs are
satisfied with its performance, they may subscribe to a more ambitious pact
in the future.
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NOTES ON INFTLATION IN CHINA AND JAPAN Arthur B. Hersey

Acceleration of the Chinese inflation became an accepted fact in
1947. “he Shanghai wholesale price index, for example, which had doubled
in six months from the spring of 1946 to the autumn of that ycar and had
increased 2%-fold in the next six months, cuadrupled between Anril and
October 1947.%/ -

This acceleration is continuing, In the five months since last
October the Shanghai wholesale price index has increased 51-fold already.
An extraordinarily sharp rise set in after the Chinese New Year holidays
in the second week of February, On March 11, when the black market rate
for the U.3. dollar first touched half a million yuan, which is nearly
150,000 times the prewar exchange rate, the Shanghal wholesale price index
reached 333,000 timcs prewar.

Chinese Price and Exchange Rate Indexes

Shanghai Black market rate Ratio
wholesale for U,S. dollar of
price CN Index on prewar indexes
indexd/ dollars exchange rated/ (1) + (3)
(1) (2) (3)
June 29, 1946 3,700 2,650 790 4.7
October 30, 1947 61,600 83,000 24,,600 2.5
November 27, 1947 73,400 148,000 43,900 1.7
March 11, 1948 333,000 490,000 145,000 2.3

a/ Jenvary-June 1937 = 1, :
b/ January-Junc 1937 (CN$3.37 per US$1) = 1.

Food prices, and commodity prices generally, increased much faster
beginning in Necember than black market dollar rates and the price of gold.
In the carlier ycars of the Chinese inflation therc had been a general
tendency for the commodity price inflation to run ahead of the external
depreciation of the currency. This tendency was reversed from the summer
of 194€ through November 1947, primarily because of a substantial flow of
imports paid for at relatively favorable official exchange rates or obtained
free by the Chinese Govermment through UNRRA, On the other hand, traders
attempting to convert their earnings into asscts abroad were putting heavy
pressure on the blaclk exchange market during that period and arec continuing
to do so. The recent stepping up of the rate of commodity price inflation
probably reflects a real accentuation of thc flight from the currency. A
significant increase in the velocity of circulation of money seems to have
taken rlace, indirect confimation of which is given by press reports to

1/ See this Review, December 2, 1947.
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the effect that high officials are thinking of publishing the figures of
note cicculation. The amount of money in circulation is said to be lower
than has been generally rumored.

Some shutdovms and layoffs in Shanghal industry have been
reported. While the monthly adjustment of wages to the steeply rising
cost-of-living index creates a special problem for employers, shortages
and hoarding of materials appear to be the main cause of this industrial
contraction. Underlying this development are (1) increased disruption of
internal trade by the civil war, (2) a tightening of import licensing policy
forced by the decline in official foreign cxchange assets, and (3) expec-
tations of continuing inflation.

The Japanese price level has been rising steadily, at a rate of
two-anc-a-half to three times in the course of a year, Efforts to balance
budgetery receipts and expenditnres have not succeeded and the Bank of
Japan rote issue reached 219 billion yen at the end of 1947, 135 per cent
above the figure for December 31, 1946.

Indexes of Money and Prices in Japan
(December 1946 = 100)

1945 1946 - 1947
Dec.| Mar.|Sept.| Dec.| Mar.|Sept.| Dec.

Money indexes

Benk of Japan note issue 59 | 25¢/| 69 | 100 | 124 | 168 | 235
Note icsue and ordinary banks' C : Co

tnew account" deposits n.a.| n,a.| 70 100 | 115 | 152 | n.a.

Price indexes

Bank of Japan ret7il§/ na.l 43 | 79 | 100 | 107 | 199 | 334
Consumers (SCAP)R n.a.| n.a.| 88 | 100 | 141 | 232 | £/
WFree and black markettS/ & | 92 | 84 | 100 | 175 | 260 | 294
Bank of Japan wholesale%/ n.a.| 51 | 87 100 | 113 | 286 | 381
"hctual capital goodstd n.a.| n.a.l 97 | 100 | 152 | 279 | 317

n.a. = not available.

a/ Indexes recently revised by the Bank of Japan.

t/ Pased on sample survey ratios of total cost to quantity
purchased whether in official or free market.

¢/ Tokyo Chamber of Commerce and Industry.

</ Bank of Japan.

€/ Just after currency exchange,

1/ November index was 256.
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Tn the table various available indexes have been placed on a
uniform base of 100 for the end of 1946. Very little is known about the
composition of some of these indexes, but the Bank of Japan wholesale
and retail indexes are derived from official rather than black market
prices, and they mey overstate the rate of price inflation during 1947
because of changes in officiel prices which brought them more nearly in
1ine with the black market than at the end of 1946, Very substantial
revisicns were made in wholesale textile prices in September and the price
of rationed rice to the consumer was raised by 50 per cent on November 1,
1947,

Various indexes which give comparisons with prewar dates indicate
that the Japanesc price level in December 1947 was 85-95 times the level
of 1930 or 1933-36, without allowance for still higher black market prices.
In 1930 the yen was valued in the foreign exchange market at 49+ cents and
in 1933-36 at about 29 cents., Purchasing power perity calculations using
the increase in U.S, average wholesale prices (90 per cent from 1930 and
116 pe:r cent from 1933-36), would place the nominal value of the yen at
the end of 1947 in the range of one-hundredth to one-hundred-and-fiftieth
of a U,3. dollar, A commercial exchange rete has not been fixed, No
alteration of the military rate has been made since March 1947, when this
rate was changed from 15 yen to 50 yen per dollar.






