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POSTVAR GOLD AND FOREIGN LEXCHANGE RESOURCES OF
THE TWENLY LATLIN AMERICAN REPUBLI1CS ' Florenee Guild Nixon

One of the major aspects of the Latin American Republics' postwar
readjustment hus been the rapid dissipation of war-accumulated foreign ex-
chenge resources. During the six end one-helf yeer period between the end
of 1936 cnd the middle of 1946, the net internationel essets of the twenty
Republics increuased greetly, eclthough the rates of accumulation were not
uniforn from country to country. By the end of this period, almost ¢ full
yecr after the ond of the war, totel net gold and foreign exchange assets of
tho mejority of the Republics hed multiplied five-fold to reach & levcel never

- before cttained. Notwithstinding e considcereble decline during the following

year ard o querter, total net holdings of &ll of thc Republies at the cnd of
Soptomter 19,7 worc clmost four timecs as great os ot the ond of 1939.

The wartimc incroasc in gold and forcign oxchange rcsourccs is
explaircd meinly by porsistont surpluses on currcnt account. Exports from
Letin Amorice almost doublod during tho wer, whilce imports romoinoed et prowar
lovols beczuse of tho waertime luck of shipping cnd tho diversion or ccssction
of oxperts from the principal supplying countries. The trcdo devclopmoents in
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the yoers 1928-L47 arc shown in thc following teble. Additionzl forecign
cxchange rcsourccs wore cequircd in the form of romittunecs, loens, invost-
monts, and U.S, militery oxpenditurcs et o rate which Latin Amorice had nover
beoforo cxperiencecd.

Teblo 1
Total Treadc of tho Letin Amcriccn Republics

(In millions of U.S. dollers)

Export

Yoar Exports Imports surplus
1938 1,720.1 1,474.2 2L45.9
1929 1,815.8 1,354.0 L61.8
19,0 ©1,673.4 1,403.9 269.5
1941 1,934.1 1,486.1 L8.0
1942 2,056.0 1,394.8 661.2
1943 2,57h.1 1,53L.7 1,039.L
194l 2,963.% 1,937.7 1,025.6
1945 / 3,27h.4L 2,306.4 968.0
19L,6% L,521.0 (est.) 3,358.0 {est.) 1,163.0 (est.)
1oL7 - 6 mos.Y/ 2.295.2 2,292.4

a/ Tho estimated totel for the ycear includes Purcgucyen end

T Venczuelan cstimotes projected for 12 months on tho bisis
of pertial data,

b/ Exclusive of Bolivia, Guatcmala, Peragucy, Venozuela, the

~ Dominicun Ropublic, end Panama, for which data erc not yet
evailable,

Source: Forcign Commorcc Weokly, May 19, 1945. Data for the years

1945, 1946, end six months 1947 from Dopartment of Commerce,
Officc of Intoernational Tradc, Amoricen Ropublics Branch.

As o result of incroased forcign exchange rcsources, there was con-
sidcrable monctery cxpension in the Latin Amcricen Ropublics. The inflow of
foroign cxchange rcsources dircctly cugmented notc issucs and currcnt account
deposits, High rosorves mede furthor cxpansion possible in the granting of
centrel brnk credits to govormments for military wnd other oxponditures,.

In cddition, the commerciel banks! enlarged holdings of roscrves and low
resorve roquiroments ellowcd sccondery credit oxpcansion.

By the ond of 1946, the Republices' total gold and foreign exchange
holdings had bogun to declinc. High moncy incomss and oxchange holdings
fostecred heavy importing. Largc qu.ntities of high-priccd luxurios were
imported when wartime controls were relaxed and beforo now cxchange ro-
strictions were more gencrally cstablished in 19,7. In addition, the backlog
of domond for capital goods znd nccessarics tondod further to drew down the
foreigr exchaongc holdings accumulated during thc wer. In somo countrics,
incroescd omphesis on nationclistic progrems for oconomic dovelopment, somo
featurcs of which werc of questionablc cconomic worth, cugmentod hcevy cxpondi-
tures sbroad. Tho drain on foroign cxchange bal.nces was intonsificd by the
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gonorel risc in world pricos. At the samc timec the not eoxport surpluscs of
many countrics were reduced., Whilc in somo countrics rcceipts from cxports

in the case of viarious besic products such «s coffeo, sugar, tin, oil, grains,
meats, and o fow other commoditics continued high, mony countrics progroessively
folt the cffects of the finaneial disruptions of somc of thoir chief tra-
ditionel customors in Europe. Although total oxport velucs werc mcintained
beceusc of rising pricos, stocks of export commoditics begen to accumulcto

end could not be disposed of domestically. In 1947, meny Ropublics begen to
foresce & rcturn to the instebility of their prcwer cconomic conditions,

At the end of Soptember 1947, tho Republics' total mot gold and
foroign exchango holdings of $3,469 million showed & decline of 17 per cent
from the high lcvel cttained during thc middle of 1946. This Septoember
figure still roprcsented o level of holdings four times in oxcoss of the
$82 million at thc ond of Deocember 1939,

Howover, not all of thesce Septembor holdings werc avcilable to meet
balancc of pcyments deficits., Porcign exchangce holdings of Latin America
includc substonticl emounts of nonconvertible currencies. Whilc these
currencics mey bo used in spoeifiud ercas for trade end for debt repatri-
ction, as in tho cuso of somc of Argentina's holdings, Letin America's
import trido since the war hes been meinly with countries requiring payment
in hard currencics.

As is shown in Teble II, totel foreign exchenge resourcces held by
official entities .ctu.lly declinod more botween June 1946 znd September 1947
then the totel net holdings of the Republics, while the priveatc banks' totel
not cxchunge assots increascd by $56 million, or 19 per cont. Morsover, the
declinc in officicl holdings wes duc chiofly to « rcduction in gold and
dollar esscts., Thec losscs of gold were vory unoquelly distributod emong the
Republics. The decreasc in Argentine and Moxicen official gold holdings
clone, cmounting to epproximately $1 billion, wes grecter than the totel net
docline in officiel gold roscrves of Letin Amorice since Junc 1946. Furthor-
more, thc losses of net official gold end foroign exchange holdings of
Argontine, Brazil, Mexico, end Colombia oxcceded by 1L per cent tho decline
in totel neot official gold and foreign exchunge resources of «ll of Latin
Americe.. These countrics' losscs worc purticlly offset by substantial in-
crozsce in gold c¢nd foroeign oxchange holdings of Venczucla and Cuba.
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Tcble II
Totel Not Gold end Foreoign Exchunge Holdings

of tho Letin Amorican Ropublics
(In millions of U.S. dollaurs)

. . . Privetc Bunks'|Officianl plus Private
Official HoldlngsE/ Holdings§7 Banks' Holdings
End of ' Not foroign| Totel

Gold cxchango not Totel net Totel not

assots (1)+(2) (3)+ (L)

(1) (2) (3) (L) (5)

Doc. 1939 710.7 67.7 778.4 56.0 83l
1910 727.0 0.7 801.7 67.8 869.5

1941 856.L 161.1 1,017.5 7h.3 1,091.8

1942 1,077.0 335,6 1,ln2.6 199.0 1,611.6

1943 |1,770.4] 607.1 2,377.5 223,5 2,601.0
194, [2,237.3 895.2 3,132.5 297.5 3,L430.0

1945 2,765.4] 1,034.7 3,800.1 310.3 L,110.4

Junc 1946 2,700.1| 1,188.6 3,888.7 291.7 L,180.4
Dec. 19L6 2,573.7 1,271.5 3,8L5.2 299.L L,10).6
Mar. 1947 2,339.9| 1,306.1 3,6L6.0 221.6 3,867.6
Junc 1947 2,051,0| 1,198.2 3,21,9.2 392.3 7,6l1.5
Sopt. 1947¢/|1,83L.5| 1,286.0 |3,120.5 3.,8,2 3 168.7

a/ Published gold znd foroign oxchenge holdings of contral benks or
othor official banks of issue of tho Ropublics hecld, for own eccount
and aoccount of notioncl government, In the cese of Cube, tho figurcs
reprcsent the holdings of the Treoasury, in Honduras those of the
Bxchango Control Commission, and in Panama those of the National
Bank. Holdings of all official credit institutions in Mexico and
member countries' net credit balaences with the International Fund
are clso included.

b/ Holdings os reported by private commercial benks in each Republic.

T  Deto heve never boen made uvaileble for banks in this category in
the Dominicen Republic, Heiti, and Nicaraguc.

¢/ In thc cuse of Uruguay, figures arc those for July 1947, the

T latest dato for which dato ere eveilable.

However, in spitec of the decreasing trend in total net official
holdings &s wcll as in total net officicl and private holdings, the
Ropublics' gross dollar essots in Scptombor 19,7 showed e very substantial
increeso over holdings at tho end of 1939. Gross figurcs arc cited boceusc
cxact doto on liabilities in dollars crc not cveilablo for tho countrics con-
cerncd. Moreover, in 1939, doller «ssots werc considerably in oxccss of doller
liebilitios and thc proportioncto rclationship of liabilitics to asscts is
belioved to have boon cbout the semc in 1947 end in 1939. Doller gross
asscts oro shown in Table III. An incroasing proportion of thesc holdings
of dollar cssots oppeoer to bc owned by private banks ond non-banking ontitios,
riether then by offieial cntitios. This is indicatocd by tho declino in not
officicl holdings of foroign currencics as o whole with, at tho scme time,
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on increasc roportced in the holdings of nonconvortible curroncics. Moro-
over, it is belicved thet o large portion of the short-term dollar assets
hecld on privato cccount by benks in tho United States belong not to banking
cntitios but to privato non-benk ontitics.

Toble III
Total Gross Gold and Dollar Holdings of tho

Latin Amcrican Ropublics
(In millions of U.S. dollers)

Officicl gold|Officiel end privgte; Totel
End of holdingsﬁ/ dollor assatsE7 (1)+(2)
(1) (2) (3)
Dec. 1939 710.7 391.7 1,102.4
1940 727.0 L7k 1,201.4
191 856.4 L35.1 1,291.5
1942 1,077.0 631.8 1,708.8
1943 1,770.4 722.1 2,L92.5
1941 2,237.3 977.1 3,214.4
1945 2,765.4 1,106.4 3,872.0
Juno 1946 2,700.1 1,210.8 3,910.9
Doc. 1946 2,573.7 1,156.0 3,729.7
Mer. 1947 2,33%9.9 1,276.5 2,616.4
Junc 1947 2,051.0 1,LL7.0 3,1,98.0
Sopt. 1947 1,831,.5 ¢/ 1,155.7 3,290.2

o/ Scc footnote ¢, Tablo II.

B/ Thesc consist ofs (1) total short-term dollar assets

~ which U.S. banks rcported they held for the account of
Lotin Americen officicl and privetc ontitics (benks and
othors); small cmounts held for Europcon dependencies in
South end Contral /fmoricas cannot be eliminatcd; (2) othor
dollar &sscts of the Cuban Treeasury, Honduran Bxchenge
Control Commission, and tho Nationnl Bank of Paname;
(3) commercisl bunks'reported gold holdings; and
(l4) membor countries! net crcdit belences with tho
Intcrnational Monetery Fund.

E/ Sce footnotc ¢, Tcble II.

If esscts in nonconvortible currencies, ostimated at $900 million
ot the end of Junc 1947, arc subtrcctoed from published totel not holdings of
$3,469 million in Scptomber 1947, the Rcpublics' nct rcsources immodictely
evailable for peymont obrocd cppoar to_be reduced by ebout 25 per cent, to
o lovel of cpproximetoly $2.6 billion.l/'A portion of thecsc gold end cxchango

1/ This figurc is noct of &ll liebilitics reportcd by tho Rcpublics (including
~ thoir roported doller licbilitios), end docs not roflect the unknown cmounts
of doller esscts held in the Unitod Stetos for the cccount of private non-

bank ontities, which, of coursc, aro not reportcd by tho Latin Amorican
banks. Officicl and priveto dollar asscts reported held by U.S. banks, as
shovm in Tablo III, do include unknown emounts of private non-bank holdings,
and, thoreforo, show dollar holdings in cxccss of those ostimeted from data
published in balence sheets of Leatin Amorican banks.
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holdings would be nocded to fulfill logel resorve reguircmonts egainst note
end deposit lisbilities and, thoreforu, would not be availeblo to cover
exponditures cbrood. Insofar as nonconvertible currcncies may bc substituted
for gold und convertible foreign oxchenge in legel rescrves, wvailability of
the not gold and convertiblc holdings for current expenditures would not be
rcducod., Not rosources of this magnitude for all Letin Amcrica, howcvor,
roprosent o lcvel 207 por cont above that of Docembor 1939.

Current holdings of foreign exchange resources of Latin Amorica
heve boen celled "soriously low" ond "inadoquete™; on the other hend, they
hevc been tormed "unrealistically high". Becausc the ratc of docline in
holdings has becn by no mcens uniform from country to country, gencrelizetions
in regord to Latin Amorice &s o whole erc misleading.

Table IV
Total Net Gold and Foreign Exchange Resources
of the Latin American Republics®/
for Specified Dates
(In millions of U.S. dollars)

End of End of End of
December 193%9| June 1946 [September 1947
Argentine L91.5 1,733.7%/|  1,16L.0
Bolivie 7.3 3.9 29.62/
Brazil 70.L 750.9 6,58/,
Chile 28.5 77.2 38,7
Colombia 18.1 171.5 106.6
Costa Rica 2.5 5.1 6.52/
Cuba 7.1 Lh.0 633.9
Dominican Republic n.a. 15.12/ li-hf/
Ecuador 3.6 20.9 2h.5
El Salvedor 7.6 26.9 25,2
Guatemala - 10.7 48.9 Lg.2 |,
Heiti 3.0/ 15.18/ 11.3%/
Honduras 2.3 14.5 12, 2/
lMexico 37.8 265.l, 123.4
Nicaragua qu &ﬂy &ﬂ?
Panama N.a. 36.3 16.7
Paraguay 0.32/ 8.0 5.12/
Peru 19.2 29.8 36.6
Uruguay 7&.72/ 257.0 262.h§/
Venezuele L7.9 235.3 262,1
Total 83lL.L L,180.4 3,L68.7

n.a. = not available.

a/ See footnotes a and b, Table II.

b/ Official gold holdings of the Central Bank of Argentina for May 1946 have

=~ been used because detoiled data for the end of June 1946 ere not availeble.

c/ Figures for officia«l liebilitjes and commerciul banks' holdings cre those

= for the end of August 19,7, the letest date for which dete are available.

d/ Holdings of commercial banks are those for the end of June 19,7, the latest

— date for which datc are cvailable. e/ Reported officicl holdings only
(sec footnoto 2. £/ Figuros for thG Banking Depurtment of the Bunk of
Parsguay erc those for the end of June 19,7 es end of September 19,7 date
are not availoble. g/ Official holdings arc thosc at the ond of July
19&7, the latest dete for which date cro available.
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As Table IV indicates, between June 1946 and September 1947, foreign
exchangs assets of more than half of the Republics were reduced, with notice-
ably large declines in the holdings of Argentina, Brazil, Chile, Colombiaz,
Mexico, and Panama, In many of these countries, stricter exchange regulations
have alleviated somewhat the pressure of demand for foreign currencies, and
purchascs of dollars from the International Monctary Fund, as in the case of
Mexico and Chile, have increased the foreign exchange supply. On the other
hand, Cuba and Venczuela experienced substantial increases in foreign ex-
change holdings during the same period. At the end of September 1947,
Bolivia, Costa Rica, the Dominican Republic, Ecuador, E1 Salvador, Haiti,
Honduras, Guatemala, Nicaragua, Paraguay, Peru, and Uruguay registered
rclatively small changes from total net holdings in June 1946 either because
export valuecs were maintained or hecause imports and net capital outflow were
reduced by effcctive exchange regulations. Adequacy of the current levels
of holdings must bec judged on the basis of such factors as the legal resecrve
requirencnts and balance of peyments needs of cach individual Republic. In
this regard, reserve requirements should be re-cxamined in the light of
practical, rcalistic needs.

The net surplus on trade account from 1938 through 1946 (sece
Table I) indicates that foreign exchange requirements to cover imports were
more than adequately met by export proceeds., But trade data for three-~fourths
of the Republics for the first six months of 1947 reveal a much smaller net
surplus of exports over imports and preliminary statistics on Latin American
exchange holdings in December 1947 indicate a possible trade deficit for the
year. In 1948, however, the Latin American Republics will in all likelihood
begin to rececive substantial dollar payments for exports under the European
Recovery Program. While some countries, of course, will not benefit as much
as others, the Program can be expected to aid materially some of those
countries which have recently expcricnced heavy declines in foreign exchange
holdings. Accordingly, it may be expected that the drain on foreign exchange
reserves will stoo or at least decreasc greatly in the course of the current

year.
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EASTERN EUROPE'S INTERTRADE Caroline Lichtenberg

The problem of economic integration emong the Russian satellites
in Bastern Burope obviously bears on the area's economic relation with the
West. At the same time, as shown by the rejection in Moscow of the Danubian
customs union plans,l_economic integration in Bastern Europe also poscs a
problem from Russia's point of views closer economic ties emong the
countries concerned might obstruct rather then facilitate the process of
Russian economic penetretion in the arca. One significent measurc of the
process of such intogration is, of course, the development of the arca's
intertrade. The volumc and distribution of such trade in 19,7 comparecd
with that of tho prowor yoar 1938 is proscnted in the following parewgrephs,
Morocover, in ordor to ascertain probablo futurc tronds, en attcmpt has boen
made to ostimoto the volume of intortrade in 1948 on tho besis of cxisting
trede agreomonts. Noedless to ndd, eny such cstimetos orc ot best very
rough approximetions.

Volume of Intortrade in Bastcrn RBuropo

Thoe volumc of tradc emong Eastern Europcon countrics is shown in
the following table.

Table I
Intcrtrade of Eastern Europcan Countrics
(In millions of 1938 dollers)g/

Imports from Eastcrn Europo Exporﬁs to Eastcrn Europo
Jountry Plenncd undor Planncd undor
trode sgroe- | 1947 | 1938 |trade egreoc- 1947 | 1938
ments in 1948 ments in 1948
Bulgaria 2.3 7.6 11 2h.3 13.5 8
Czechoslovakin éh.L 37.7 50 Lo.lL L0.9 73
Finlond 12.1 7.5 12 10.6 L1 2
Hungery 19.3 17.0 29 19.3 13.0 21
- Polond 5L4.1 17.8 22 50.6 11.6 21
Rumnnia . Ne0. 25 6 N.C. 28
Yugoslavic Lo0.3 Nt 20 60.3 n.c. 17
Tote1®/ 174.2 87.6 | 124 154.2 83.1 | 125

n.c. = not availablc.

e/ It wes assumed that both import and export pricos had ineroescd
by 100 por cont sinco 1938. Both 1947 ond 1948 figurcs woro
adjusted cocordingly.

b/ Totals do not include figurcs for Rumamia ond Yugoslavic.

The tcblc shows that in 1947 tho volumc of intertrade was con-
siderobly below prower. Eastorn Buropcen imports of goods originating in
the oroa werc cbout 30 per cont below the prowar level, end the corresponding
figurc for cxports is cven lowor.

l/LEEEZEEs January 26, 1948.
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On the import sido the volumc varicd considerably from country to
country. In Czochoslovekia and Poland imports from the aroc werc 25 and
20 por cent, respoctively, below prower. In Bulgaria, Finlend, and Hungary
the corrcsponding porcentage deelinc veriod betwcon 30 ond LO per cont.
The currcnt tredc agrocments envisage a groot chenge in this rospoet. The
volumc of imports in intcrtrade is oxpoected to be double the 1947 level, and
to bc very substanticlly above 1928, Inasmuch os e cortcin cmount of trade
tokos placc outside the trode agrocmonts, tho planncd inercoasc mey acctuclly
be lergor then is suggostod by tho figurcs in Tablo I.

The most outstanding inereescs on the import sidc will bec made by
Bulgaria, Poland, and Yugoslavie. The total valuc of goods which Bulgaria
plens to import in 1948 under her tredo cgrocments with the othor Eastern
Europo:rn countrics is cbout 82l million in comp:rison with totczl imports
from these countrics in 1938 of only $11 million. The corrcesponding figures
for Polond ond Yugoslavia erc $5L million ($22 million) and $40 million
($20 million). For Bulgaria and Poland this would mcon ¢ 200 por cont
inerecsc over the 1947 volumo,

On thc oxport side, Bulgaria and Finland cxported o largor volume
of goods to thoc arca in 19,7 than in 1938, But Czuchoslovakia, whosc cxports
in 1938 emountcd to clmost 60 por cont of the total oxports in the area's
intortrade, remainced morc thon Lo per cont below the 1938 volumc. If the
currcn cgrceemonts arc fulfilled, progremmecd cxports to the arca in 1948
will bo ubout 85 por cont higher thon in 1947. As in tho casc of imports
this would imply on cven grecater risc in total exports. The cormitments of
Poland and Yugoslavia require the grostest cxpension of oxports to the arce.
In 1938, Poland cxportcd t» Eastorn Buropc $21 million worth of goods; hor
progrann £or 1948 cells for $50 million worth, For Yugoslavia, tho figures
ore $17 million in comparison with $60 million. Czech exports to the ecroa
arc scheduled to oxpond much less rapidly, showing only o 20 por cent in-
ercaso over 1947, at which lovel thoy would cmount to no moro then 68 per
cent o tho volume oxportced t° thesc eountrics in 1938. It is quite con-
coivable, howover, thet the recont political change in Czochoslovekia might
rcsult in on upward revision of the Czech trade agreoomonts.

Pottorn »f Trade of the Eestorn Europeon Ccuntrics

Thc changing pattern »f trade for these countrics is shown in
the following tablce.
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Teblo II
Tradc of thc Eastern Buropcan Countries with
All Other Eastorn Europoan Countrics
os Por Cont of Total Trcdo

Imports from Eestern Buropo| Exports to Bestorn Buropo

19488f 1947 | 1946 | 1938 | 19L82f 19L7 | 1946 | 1938
Bulgeria 2&.03/ 8.8 | 18.3 36.91'?./ 17.0 | 11.8
Czochoslovekia 13.1 18.1 | 16.1 | 15.5 [1L.3 9.9 | 18.1
Finlend 6.7 | L.y 2 5.5 5.8 | 2.4 .1 .6
Hungory 23.6 [27.3 L3.2 | 23,8 | 23.6 |29.1 25.6 | 13.5
Poland 12.5}‘_/ 10.7 8.1 | 2.7 10.12/ 6.7 9.5
Runania n.a. {20.0%/| n.c. 18.2 | n.o. h2.03/ Nele 18.2
Yugoslovia Nee |NeQ. 26.8 | 17.5 | n.c. |nec. 22,7 | 14.5

Nn.C. = not availoble.

fﬁ/ Estimated.

b/ Besed on 11 monthst deto.
35/ Besed on 9 months' deta.

In 1938 Eastern European trade was oriented toward the Western
European countries, principally Germany. Immediately after the war, however,
the tendency was to create stronger ties with the East, Trade with Russia
assumed a dominant place in their trade, with the result that these countries
were far more deoendent on Russia in 1946 than thsy had been on Germany in
1938.

The 1946 pattern changed in the following year. In 1947, Russia's
share in the trade of the Eastern European countries declined considerably
in every case. A part of the growing volume of trade was absorbed by the
West. On the export side, the percentage share of the area's intertrade
inereased in all cases for which data are available., On the import side,
the development was less marked, largely because of the strong shift in
Czechoslovakia and Hungary to suoply sources outside the area and to Russia.
But in some cascs, as for instance in Bulgaria, the relative increase of
importe from the area was very substantial indeed. A comparison of the
relative importance of the area in 1947 and 1938 shows, particularly on the
export side, substantially higher percentage shares in the more recent year
for all countries except Czechoslovakia, where the role of the area both in
imports and cxports is lower percentagcwise than in 1938, and Finland, where
the area's nerccntage sharc was slightly helow prewar.

To estimate the probable rclative importance of the area in the
trade of its individual members in 1948 is, of course, a very dubious enter-
prise. On the basis of the data in Table I, however, in conjunction with such
official forccasts or plans for total trade values as have been announced,
it is possible to assume that a substantially grcater proportion of the '
foreign trade of both Finland and Poland will be directed to the area than
was thc case in 1947. Czech export trade is also cxpected to develop in a
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similar manner to a greater extent than in 1947. O©On the other hand, Hungarian
exports to the arca may well be smaller in relation to total trade than they
were last year. The picture is more uniform if the 1948 targets are compared
with th: trade pattern in 1938, In gencral, the sharc of thec area in the
trade of its members is expected to be higher in 1948 than in 1938, but for
Czechoslovakia the rclative importance of cexports to the area remains below
1938,

To sum up, thc develooment of the area's intertrade in the ycars
since tae end of the war together with the plans for the future point toward
an incrzased role of the area in the trade of the individual countries. 1In
some cases this change is quite pronounced. On the whole, however, it has
not been sufficiently large to denotc any great increase in the degree of
economic integration of the area, This may be ascribed tec two divergent
causes: (1) the industrialization policies of the countries counsel strong
commercial ties with the West; (2) closer economic integration of the area,
while perhaps less objectionable from Russia's point of view than the area's
trade with the West, also seems to have been frowned upon by the Soviet Union,
presumably because of the potential strength and indcpendence that the area
might then acquire, It is, however, perhaps plausible that, as soon as Russia
feels that its political position in the area has been sufficiently consoli-
dated, Russian objections to increased intertrade in the area may be con-
siderably lessened. It is too early to say whether or not this point has
been reached with the recent political coup in the most important trading
country of the region,

EUROPEAN MULTITATERAL CLEARING - TIT Robert W. Bean

An article in this Review for January 27, 1948, described the
develorment of the multilateral clearing system now being operated by the
Bank for International Scttlements, and analyzed briefly the mechanies of
clearing and some practical difficulties which tended to limit its effective-
ness. The present article is intended to develop further the discussion of
clearing technigues and certain basic problems involved.

Techniques of Clearing Bilateral Balances

The system of clearing which has been out into operation proceeds
via the established bilateral relationships, rather than by way of a central
pooling of debits and credits, The result is that only a partial clearing
is achievedrl/ Having made this concession to bilateralism, however, one may
then scek to achieve the maximum reduction of balances possiblc within the
limita:ions which are imposed. In the previous article it was pointed out
that the technical problems of circuit clearing were rather forbidding, which
in itself--because the results could not readily be foreseen by the member
countries--was a deterrent to effective operation of the system, The
proposition was advanced, however, that as a gemcral rule the maximum com-—
pensation would be achicved by successive clearing of the longest possible

1/ Although theorctically a complete clearing might be obtained, this would
be extremely unlikcly in any but the simplest system involving only a few
countries.
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circuits, Althou h diificulties might bs encountcred in finding the longest

circuits, thcy werc thought not te He insuvocrable, Further study has maece it
clear, however, thet an attempt to a»ly +this rule to a comnliceted system of
balances usually orecaks down preciscly on that ground--the sossible circuits

arc so nmerous end so intricate thet sclection accorting te the rule hocomes
virtually imoossible.

It has cen nceessary, therefore, to resort to a vainsteking method
of exverimentation and correction, involwing the triel clearing of every
possible circuit., This is z mctihod which was <eveloned in detail by the
Yutch mathematician, M. H. Tkker, and put to use by the Bank for International
Settlemeats, It permits the assigning of oriorities to certain categories of
feritical® balanccs, which in actual practice has meant giving & weight of 3
to thosc halancss amouwtlng to morc than 75 per cent of the credit margin
imposed bv the mavments a;rceement, and a weisht of 2 to those within 50-75
ver cent of the m@rﬁln. This method wiil not he described here in full, L
partly hzcause it is more laborious then insenious, and pertly heceuwsc the
R,1.S.--for verious rezsonst/--has declaved itsel? in favor of abandoning the
nriority system, therav Dermitting the use of a less timc-consuminge and more
interesting tcchnicue, which likewise was devcoloned by Tr, Ziker., Althou h
the latter connob D¢ 2o3lied if ons wishes to sive »oriority to various clastes
of criticzl balences, 1t oroves very useful when the objcctive is maximuwm com-
nensation without rerard for criticel “alances. This techniguc consists, not
of thc successive clearing of circuits, »ut of comouting the “compensation
ceiling’ for cach biletcral hslance, and for cach country with respcct to all
its balances., Ve shall describe the procedure in detail, and for this purnose

sy use a nodel comdrising five countries (Figure A).

Figurc A
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1/ The recsons for this rccommendation related to the fact that certein credit
mergins arc not elweys firmly defincd, end als~ to the tend encv of the
priority system to encourage creditor countrizs to ensure car'y compensa-
tion of claims acainst oarticularly weak-currency countrics by lowering
credit merygins extended to those countries,
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The figure alongside each line represents the amount, and the arrow
the direction, of net indebtedness in that bilateral relationship: these
are the given data, The first step is to establish a tentative compensation
ceiling for each country (to bhe called a "country ceiling"). Country A, for
example, has credit balances (EA) totaling 2, and debit balances (AB, AC,
and AD) totaling 10, The tentative compensation ceiling is therefore
detzrmined by its credit balances, and amounts to 2. This has becn indi-
cated by setting alongside country A the designation "c2%, For country D
the ceiling is 6, as determined by its single debit halance, and the desig-
nation "dé" has accordingly been entered on the diagram.

The next step is to replace the figures representing debit balances
with figures indicating the tentativc compensation ceiling for each balance
(to be nalled a "balance ceiling"). Thus, the amount which can be clearcd
from the balance CD cannot exceed 6, which is the ceiling for country D.
In some cases (c.g., DE) the tentative amount to be cleared is equal to the
full amount of the balance. This procedure is illustrated in Figure B. (It
will be noted that the ceiling for country C has been reduced by this operation
from 7 to 6, and is imposed both by C's credit and its debit “elances.)

Figure B
Tentative Belance Ceilings
a3
B
42 1

E 6 U
cé a6

Whatever method is to be subsecuently cemployed, these two pre-
liminary steps provide a uscful starting point, cnabling the clearing agent
at this stage to notify each member country of thc maximum compensation
possible for ecach of its balances (without rezard for conflicts with
"competing! balanccs). The member country then informs the agent of the
extent to which it is willing to accept compensation for cach balance; these
data become the new tentative compensation ceilings, and the agent can then
proceed to complcte the clearing either by trial of successive circuits or
in the manner to be described. For the purposcs of this illustration, we

shall assume that none of the possiblé compensations is refused by a member
country.
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‘Examination of Figure B reveals that further adjustments are
required in order to make a2ll the ceilings compatible with each other, i,e.,
to equate for each country the sum of its credit-balance ceilings and the sum
of its debit-balance ceilings by reducing the 1arger.l7 Selecting a random
example, we find that the tentative compensation ceilings for country D's
credit halances (AD, BD, and CD) total 10, but that a maximum of only 6 can
be compensated (via DE); some or all of D's credit-balance ceilings must
therefore be reduced, '

The effect of reducing a balance ceiling, however, may be to lower
one of the country ceilings, and so to diminish the total compensation possi-
bilities, Thus, if it were decided not to clear the balance BD, country B's
compensation ceiling would be correspondingly reduced, for it is a ceiling
determined by B's debit balances. We may therefore regard BD as a '"strategic
balance", because it serves to cetermine a country cciling, and this has been
indicatzd in Figure C by underlining the ceiling figure for BD, as well as for
other strategic balances. Those strategic balances which determine country
ceilings on both the credit and debit end have been underlined twice. 3o far
as possible we shall avoid reducing the amount to be clcared via strategic
balances.

If one begins, then, to reduce D's credit-balance ccilings, totaling
10, so as to equal its debit-balance ceiling of 6, it hecomcs apparent that the
first reduction should be apnlied to AD, which is a non-strategic balance,2
This still leaves a surplus of 2 which has to be deducted from BD and/or CcDh,
both of which are strategic balances. The distribution of this reduction can
be determined only by examining the effect on country ceilings. At this stage
it will be found convenient simply to reduce the ceiling for BD by "x" and
the ceiling for CD by iy", the sum of which equals 2. :

Figure C
I'inal Compensation Ccilings

cd3 - x

l/ Upon agreement by the member countries, compcnsation might sometimes be
effected by incrcasing certain balances; this raises no technical problems
in itself, however, and is not specially dealt with here.

g/ It :is not necessarv to begin with country D; any country may be selected
as a starting point,
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The country ceilings for B and C now both contain unknowns, &and
one may seck to solve these bv next examining either of the remaining
countrics, Procecding in the same manner as bhefore, we find that E's
debit ceilings, totaling 8, must be reduced to 6, and the reduction may
be applied to the ceiling for EB., This makes it necessary to underlinc
the ceilings for EB and AB, which now total 3 and are equal to the country
cciling for B (assuming a valuc of zero for "x"), Turning next to country 4,
it is fcund that the sum of the debit-balance ceilings AB and AC has to be
reduced by 2. Apportiomment of this reduction is determmined by the country
ceilings for B and G, i.e,, AB is reduced by "x" and AC by "y", Examination
will show that all ceilings have now becn made compatible, and that the total

compenigtion, which is cqual to the sun of the final country ceilings, amounts
to 21,/

However complicated the technique just described may appear on
first reading, it is in practice reclatively simple to apply. The technical
problems of clearing bilateral balances have, therefore, proved surmountable,
but there rcmain many more fundamental difficulties which deserve discussion,

Obstacles to Clearing Bilateral Balances

The fifteen countries reporting their positions on June 30, 1947,
had deb.t and credit balances with each other amounting to 3760 million
in each direction. A central pooling of balances would have cleared $270
million of this amount. By adhering to the »ilateral pattecrn, the theoretical
maximum offset would be $82 million. But refusals from a few key countries
in the system could casily reduce the clearing nossibilities to zero, and
in fact in none of the three clcaring operations performed so far has any
aporeciable amount been compensated. The reasons which might lie behind
such refusals werc briefly outlined in the preceding article., In view of the
lack of success which has persisted, it may be worthwhile to pursue the analy-
sis further, with some reference to the position of particulzr countries,

1/ Cbtained as follows:
Compensation
Country ceiling

2
3 -x
6 -y
6
6

23 - x -y

HY Qo

Since x + y = 2, total compensation amounts to 21, In this ovarticular case,
there is no unique solution for x and y, and the amount of the total compensa-
tion will be unaffected by our choice of values assigned to them.

Alhough it is not necessary to trace actual circuits which have been
cleared by this process, it can easily be done. They are: ABDE (or ACDE)
by 2, BCDE by 1, and CLE by 3. We may note that application of the longest-
circuit rule (which is practicable in this rather simplified model) would have
resulted in the same totsl compensation for the system, but would have pro-
ceeded ria a somewhat different sct of balances, viz, ABCDE bv 1, ABDE (or
ACDE) by 1, CDE by 3, and BDE by 1,
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The basic difficulty is that the compensation of each individual
balance must always e deemed to the advantage of each narty involved, for
each has the right of refusal, Where firm transfer obligations have arisen
or are imminent, one may generally expect the debtor country to favor an
offset, tut the creditor country to refuse. Agreement is unlikely to he
achieved unless the creditor country can offset its claim against a debit
halance cf its own which also is critical, But then it is all too nrobable
that the third country, or verhaps a more remote memher of a large circuit,
will block the clearing,

A refusal from one of the key countries has a chain effect which
brings dcwn the whole structure of nossible circuits. An example is the manner
in which Demmark, lrance, and the United Kingdom fit intc the present constel.-
lation of balances. France is generally indebted to all member countries,
with the exception of a substantial claim apeinst the United Kinpdom and a
lesser claim against Jermark. The United Kingdom likewise is a debtor all
around, excenting only its large credit with .emmark. Toth the United
Fin;dom end France, then, depend solely on Temmark for comoensation of their
debit halances, which in turn affects the clearing possibilities for practi-
cally every other member country. But iemmark elsc has only a single credit
halance, its claim against Sweden. 7By this thread hang many possible circuits,
Any limitation imposed by either Sweden or }emmark on thc reduction of this
halance scriously diminishes the total comoensation for the system,

Avart from the constricting effect of refusals, the clearing is
greatly hampered by the present imbalance of the Euronean payments structure.
Demmark, France, and the United Kinpdom are nrcdominantly debtors, and Belgium
is predominantly a creditor. In this situvation, clearing by means of reducing
bhalances inevitably reaches ¢n early impasse, from which one could break away
only by poersuading the chief creditor country to redistribute its credits,
e.g., Belgiun might acceot sterling from, say, France or the Netherlands in
settlement of its claims on those countries, thus facilitating expansion of
French and Netherlands trade with toth Bel ium and the United Kincdom. But
there 1s Little likelihood that this tactic would be acceptable to Beljium,
which has been notably successful in ohtaining gold and dollars from its
several liuropean debtors.

What prosnects are there, then, for the liberstion of European trade?
Owing to the near-breakdown of the payments acreement system, during recent
months there have been many cases in which it became necessary to close the
gates, ‘France for a time was compelled to cease its imports from Belgium and
Switzerland; Itely has had to revert te strict barter with a number of countries;
the United Kingdom has greatly reduced its imports from the continent; and,
most recently, Sweden has nlaced a ban on imnorts from 3elgium. Presumably
the European Recovery Program will ease the situation, “ut only to the extent
that cognizance is talen of the need for dollars to make payments in Europe.
The amount neceded would be substantially reduced if the ERP countries coulcd be
persuaded to particivate in an effective clearing scheme, i.c., a system for
comnlete pooling of balances. This could probably be accomplished by making
dollars available specifically for settlement of net balances after clearing.
Thether or not this remaeins possible uncder the TRP lecislation would avpear to
denend on the feasibility, legal and technical, of a»plying the "off-shore
purchases’ provision to this nurpose.






