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U.S. BALANCE OF PAYMENTS PROSPECTS FOR 1948-49 F., Jaffy and F. M. Tamagna

A review of prospective funds available to foreign countries for
finencing imports of goods and services from the United States suggests
thet utilization of such funds may reach $9.0 billion in the last half of
1948, =nd $9.9 billion in the first half of 1949, On this basis, the total
utilization by foreign countries of such funds would amount to $18.4 billion
for the calendar year 1948, eand to about $19.0 billion for the fiscal year
1949, compared with $20.7 billion in the calendar year 1947. 1/

The following summary table shows the composition of the estimates
for the calendar ycar 1948 and the fiscal year 1949 and compares them with
actual figures for 1947:

1/ This study revises and extends the estimates which appeared in this
Review for June 15, 1948, That earlier article ineluded an estimated
figure for the calendar year 1948 of $20.2 billion. The reduction of
this estimate to $18.4 billion (as suggested in this article) is due
chiefly to lower rates of disbursement by ECA end the Export-Import
Bank, and net repayment by foreign governments of U.S. Government
short~term advances,
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Summery Table

Sources of Finencing of United States Exports, 1947-49
(In billions of dollars)

Calendar Calendar Fiscal
1c47 1248 1243-49
(Actual) (Estimated) (Estimated)
Proceeds from exports to U.S. 8.5 10.0 10,0
U.S: Government aid and loens 5.7 4.9 6.2
U.S. private aid and loens 1.3 1.5 1.6
Lending by International Bank
and Fund .8 o ]
Licuidation of gold and dollar :
assets 4,5 1.6 +9
Total finencing aveileble 20.7 1/ 18.4 19.0
Adjustment for errors end
omissions - 1.0
U.S. exports of goods and services 19.7
Deduct: U.S. imports 8.5
Surplus on current account 11.3 1/

1/ Figures do not cdd to totals because of rounding.

The sum of fincneing focilitles aveilable through the various
sources listed provides & bosis for estimoting the level which U.S., exports
mey reach during the periods indicated. However, other factors are involved,
such =5 possible changes in prices, availebilities of supplies, and opplice~-
tion of export restrictions in the United States, which have not here been
taken into aceount. Furthermore, allowence chould be made for "“errors and
omissions" in the estimotes, vwhich have generally, in recent years, kept
totzl exports of goods and services below the total recorded utilization of
financing fecilities.

Such "errors ond omissions" ore due to incomplcte coverage of
verious balance of poyments items, ond may be presumed-to include & consid-
ercble cmount of unrecorded capitel inflow from abrocd. On the basis of en
nerrors ond omissions” adjustment of 4.6 billion in the first holf of 1948,
it is possible that the s1lowsnce for the calender yeor 1948 will excced
thot for 1947. Mcking such o rough adjustment for "errors rnd omissions"
in toth the lotter helf of 1948 rnd the first helf of 1949, exports of goods
ond services from the United Strtes mey be estimated to rum, in the colendar
year 1948, at o ratc of between £17 end-$17.5 billion, cnd in the fisecl
year 1949 between $17.5 =nd 518 billion. Exports ot these levels would
represent o decline from 1947 (o record year) of cround “42,5 billion in
calendar 1948 cnd around %2 pillion in fiscol 1949.% The contrnction would
be even greater in the United Stotes export surplus, becousc of the more
repid incrcesc in U.S. imports; such o surplus would bc reduced from $11.3
billion in 1947 to £7.0 - &7.5 billion in cclendar 1046 snd to $7.5 - $8.0
billion in fisecl 1948-49.

¥ For discussion of the composition of U.S8. export trede, see p. 11
of this Review.
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Tt will be noted that the export estimates for the eclendar yeer:
1948 imply no substanticl change from the first half rote of $17.4 billion.
The fiscol yecar estimates imply somc incrcese in the first holf of 1949
above the $17.4 billion rote - oan inereasc which will depend lergely on the
speeding up of the rote of ECA shipments, to which reference is made below,

Detailed breakdowms are given in the attached tables, which show
actual figures for 1947 end the first half of 1948, and estimates for the
1ast half of 1948 and the first half of 1949. Table I lists the various
sources of export finencing by category; Table II gives details of the items
included in "United States Government Aid and Loans."

A. Proceeds from U.S. Imports of Goods and Services

U.S. .imports of goods from foreign countries in the first half of
this year were at a recerd level} although well below the prewar relation-
ship to nationol income. Despite a slight decline from the first to the
second cuarter of 1948, it may be anticipated that imports will continue at
a high rate throughout the fiscal year 1948-49. While there is little basis
for estimeting payments for services, it may be assumed that payments on
account of income on investments will continue at present rates, and that
obher service payments mey show a slight increase due to seasonal foreign
travel ond possibly rising shipping expenditures. - On this basis, U.S. pay-
ments for imports of goods have been estimoted at-®7.5 billion in both 1948
ond 1048-49, payments for investment service at $.5 billion in-each period,
and payments for other services at $2.3 billion in each period.

B. U.S. Private Aid, Loans and Investments

‘It is estimated that private remittences will run in the second
nalf of 1948 and the first half of 1949 ot en annucl rate of eround 8.6
billion. This figure would represent a decline from the rate prevailing in
the first helf of 1948, though it would be higher than the figure for 1947.
It is expected that o contraction in private aid to Furope will be partially
offset by increases in private ald to other areas.

Long and short-term private capital export in the second half of
1948 may be expected to be higher than in the first half, due largely to
the inelusion of $150 million of Cenadien bonds sold to U.S. insurance com-
panies. U.S. direct investments will probably continue at high levels,
although they may not reach the record levels of 1947. Short-term private
lending will probably contract in the second half of 1948 from the high
figure of the first half, but mey still run throughout the year at a higher
rote then in 1947. This item consists of advances by U.S. commercial bonks
and others, as well as of losns on gold by the Federal Reserve Benk of New
York. In the first half of 1949 it is zssumed that the flow of long and
short-term private copitel will continue at the seme rate as in the second
helf of 1948 ($.5 billion).

¥ For discussion of the composition of U.S. import trade, Seé p. 11
of this Review.
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C. International Fund and Benk Lending

Sales of dollars by the International Monetary Fund in the first
half of 1948 smounted to $154 million, most of which took place in the
first quarter. As a result of the policy decisions announced by the Fund
in April limiting dollar drawings by ERP countries, no such drawings have
been effected since that time, However, countries not participating in
the Buropean Recovery Program are likely to meke larger use than heretofore
of the Fund's dollar resources in the first half of next year. Prospective
dollar drawings ere estimated at $45 million for July-December 1948 (or
about ¢200 million for the calendar year) and at $180 million for the period
January-June 1949.

The Internationsl Bank disbursed #$164 million in dollars during
the first holf of 1948, As of June 30, 1948, undisbursed commitments
amounted to $43 million and doller resources to $520 million. Since that
time, lorn commitments were entered into for %12 million to the Netherlands.l/
Further losn discussions cre now in progress, but it is anticipated that
disbursements under both old and new locns will be slow, emounting to no
more thon perhaps $20 million in the second half of 1948 and $60 million in
the first holf of 1949, ’

D. Licuidation of Foreign Assets

Total licuidation of foreign gold and dollar assets (both long
and short-term) in 1948 may be estimated at 1.6 billion, end in fiscal
1949 at about $.9 billion, »oth of which =mounts fall far short of the
1947 figure of $4.5 billion.

Tt is estimated that gold sales to the United States by foreign
countries may amount to about #.5 billion from July to December, 1948,
and to about &.4 billion from Januery to June, 1948; and that dollar bank
balsnces may be accumulated by foreign countries to the extent of around
$100 million in the last haolf of this year, and of $130 million in the
firs: helf of next. These estimates are the result of a country-by-country
anclysis based on the need, ability, and probable willingness of foreign
countries to use or accumulate monetary reserves. It will be noted that
the estimated rete of gold sales represents a substential decline from the
first to the second half of 1948, and a further decline in the-Tirst half
of 19493 and thet the rise in foreign dollar bclences with.U.S. benks which
began in the first he1f of tho year is assumed to continue, though at a
slower pace, through the current fiscal year.

Liguidation by foroigners of securities and other long-term
assets held in the United Stotes mey elso-be expected to decline sharply
from the levels of the first helf of 1948, The large licuidetion which
oceurred in the first holf was due to the onnounced U.S. Government pro-
grar of -vesting private dollar nssets which remained blocked as of June
1, 1948.

1/ The Internetionel Benk sold to U.S. benks $8 million of bonds
purchased in connection with this lozn.



-5 - CONFIDENTIAL

%. U.S. Govcrnment Aid and Lozns

The estimates given in Table II are based on snticipated expendi-
tures from evisting appropriations, unused credit bslances, or new credits
likely to be extended under existing lending suthority. (No allowance has
been made for additional deficiency appropriations which may be passed by
Congress before the end of the current fiscal vear.)

1. Furovean Recovery Program

It is estimeted that expenditure of funds under the European Re-
cover: Program mey smount to $1,425 million in July-December, 1948, end to
£2,400 million in Jenuary-June, 1949, This results in o totel of §1,630
million for calendar 1948 o~nd of 3,825 million for fiscal 1949,

These estimates arc bescd on =n cxamination of the availablc data
in regerd to o1locations, - procurcment authorizations, shipments, and pay-
ments, under this program. These date, together with projections, arc shown
in Ta®le III.

Quarterly nllocation figures reorescnt the cumulative emount of
the funds allotted by ECA to all participating countries (in the form of
both grants and losns) from the beginning of the program (April 3, 1948) to
the end of the cuarter indicated. Procurement authorization figures indi-
cate the total velue of goods whose purchase has been authorized by ECA
as of the indiceted daste. The "shipments" series is compiled by ECA from
figures of {a) approved veyments to ERP countries for reimbursement of pro-
grammed imports, which the country concerned had fincnced with its own funds;
(b) approved payments to American commercial banks, which had extended credits
to TRP countries under letters of commitment issued by ECA; and {c) shipments
mede by U.S. Government agencics to ERP countries on ECA account. The
"paymznts" column represants cxpenditures reported in the deily statcmont
of the United States Treasury, mede for the account of ECA. There is, of
coursz, o lag from each serics to the next. For cstimating the balance of
payments, thce ECA "shipments® scrics appears to be the most appropriate,
since it comes elosest to rcpresenting U.S. exports directly or indirectly
finenced by ECA.

Tt +ill be noted thet sn increasing ratc of shipments is assumed
for the remoining months of this year ond the first helf of next year.
This inercasc over the ratc prevailing thus far is in-line with the gradual
exnpension end incrcasing officicney of ECA opecrations. In this connection,
importence mey be attoched to chenges in programming proccdurc, =nnounced
on Septumber 10, wherceby cllocctions end cuthorizations issued in o given
ouzrtcr mey cover chipmonts extonuing into the two succecding cuarters, and
broader ~ubhority to usc ECA funds is given to ERP ccuntrics. In accordonce
with thesc ner rvlee, the ollocotion for the fourth cuarter of 1948 is con-
siderably larger then previous clloeations.
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It mey be pointed out that shipment figures cover procuremcnt
not only in the United States but also toffshore.' This should not re-
sult in an overstetement of the totel amount of finoncing of U.S. exportss
To the extent that "offshore" purchases financed by ECA are not currently
reflected in purchases by the "offshore" countries from the United States,
the ECA payments would add to the dollar balances of such countries, and
hence either reduce the overall utilization or increase the overall accu-
mulation of dollar balances held by foreign countries.

2., U.S. Grants (excluding those under the European Recovery
Program)

It mey be estimated that net extension of grants by the U.S.
Government {excluding the European Recovery Program) during the remainder
of 1948 may amount to around $1.2 billion, or around $2,7 billion for the
calendar year; snd to about $1.0 billion for the first half of 1949, or
$2.2 billion for the fiscal year.

The unused bolances of UNRRA, post-UNRRA ond Interim Aid funds
are small end will be exhausted during the remainder of 1948.

On the bosis of the rate of past utilization of funds made avail-
able by the United States Government for Government and Relief in Occupied
Areas, it is cstimoted that funds now aveilable under this item will be
exhrusted by June 1949; the ratec of cxpenditures is estimated at $700 mil-
lion in the lest half of 1948 and $600 million in the first holf of 1949.

Unileteral transfers to the Philippines, including payments under
the Philippine War Damage and Rehcbilitation Act, poyments on cccount of
U.S. Army claims, ond veterons' pension poyments, are estimated ot $155.
million for July-Deccmber, 1948 ~nd ¢100 million for Januery-June, 1949.

Creck-Turkish ~id funds spproprizted under the original Greck-
Turkish aid bill of 1947 were disbursed slowly at first, ut =2t on accel--
erated rate in the first helf of 1948, It is assumed that both the 1947-48
and the 1948-49 funds will be exhausted by June 1949 by the expenditure of
¢200 million in the second helf of this ycar ond about $120 million in the
first half of next.

Tho Chinese =id cppropriction is divided into two parts: $275
million is being expended for goods of o non-militory nature, under ECA
supervision; cnd $125 million is being disbursed to China for other pur-
chases, both for reeconstruction ond military purposes. Shipments reported
by ECA reached the figure of $84 million on September 30, and disbursemcnts
of other funds by thc United States Government 18 also proceeding rcpidly,
#88 million hoving been spent os of October 3, suggesting that the full
$400 million of the Chinesc oid will be spent by (or before) Junc 1949.

The item of net "receipts" by the United States consisted in 1947
largely of receipts from lend-lease settlements snd ¥purchases" of goods
abroad by the Army, paid for through the issuance of special local currency.
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This letter item represents most of the January-June 1948 figure of $157
million: figures of $150 million have been projected for the two half-year
periods to June 1949, :

3. U.S. Loans (other than under the European Recovery Program)

Net United States Government lending in the second half of 1948
has been estimeted at $24 million, meking about $580 million in the calendar
year; end in the first half of 1949 it has been placed at about $190 million,
meking about $215 million for the fiscal year.

The Export-Import Bank as of Junc 30, 1948, had undisbursed com-
mitments of $643 million and an uncommitted lending authority of $628 mil-
1ion. Gross disbursements during the coming fiscal year ere expected to be
considerably below recent levels. Moreover, repayments will be exceptionally
large in the second half of 1948 due to the repayment by Coneda of $140
million, meking the net disbursement figurc negative in that period. Net
disbursements in the first half of 1949 will probably amount to about £130
million.

The utilizztion of surplus property credits mey be expected to be
small in the current fiscal year, in view of the smell remaining inventory
of such property. The estimate for the remeinder of the year for utilize-
tion of credits extended by both Wer Assets Administration =nd Office of the
Forcign Liquidetion Commissimmer is $30 million, with a similer cmount for the
first half of next year.

While it is difficult to cstimcte the possible rate of use of the
#150 million Revolving Fund for finoncing the import of raw materials into
Germony and Jepen, a possible figure might be in the neighborhood of &75
million for the remainder of the fiscel ycar.

Other United States Government lending (mostly on short-term)
includes loans made by the United Stotes Stabilization Fund, commodity
advences to occupied arcas, ond the accumulation {or liquidation) of foreign
currency boalances., These items cre difficult to cstimate, cnd o nominal
totnl of $10 million net hos been used for cach half of thc current fiscel
year.

United Stotes Government redeipts (other than Export-Import Bank
ond short-term receipts) will consist chiefly of repayment of surplus property
credits.
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Table I
Sources of Financing of United States Exports
(In villions of dollars)
Jen.-June|July-Dec. |Calender |Jen.-June| Fiscal
1947 1248 1948 1948 1949 1949
Actusl| Actunl |Estimeted Estimeted|Estimated Estimated
Imports of Goods end Services
Goods (recorded cnd unre-
corded) 6.1 5.7 3.7 7.5 3.7 7.5
Income on investments iR o1 .1 3] o1 )
Other services by foreigners| 2.2 1.1 1.2 2:9 1.2 2:0
Total goods ond services | 8.5 5.0% 5.0 10.0% 5.0 10.0%
U.S.Privete Aid, Loans,and
Investments
Remitteances .6 I «O .6 .3 .6
Locns and investments,
long-tern i51/ iR ) ) ) g ) 1.0
Loans, short-term 2 2 ) ) ) y ~°
Total 1.3 .3t . 1.5 . 1.6
U.S.Gov't Aid and Locns
(from Toble IT)
Turopean Recovery Progrom - s 1.4 1.6 2.4 3.8
Other gronts 1.8 1.5 1.2 2.7 1.0 2.2
Otier lorne (long cnd ,
short-tern) 3.9 .6 - &/ .6 .2 2
Total 5.7 R.2% R.7% 4.9 3.5% 6.2
Internationcl Lending
International Monetory Fund| 5 2 -2/ .2 2 2
Internntionel Benk 3 2 -2/ 2 1l 1
Total .8 5 iy ol LR )
Liculdation of Foreign
Accounts :
GOld 2.8 69 5 lié 54 +9
Doller benk bolences 3/ 1.2 -2 -1 -.5 -1 -.2
Short-term cloims on U.S.
Government i3 o2 -2/ a2 -2/ i1
Long-term investments .2 4/ .2 1 .2 1 1
Totel 4,5 1.0% ) 1.6% 4 .9
Total Financing Aveilable [20.7% 9.3 8.0 18.4 9.9 12.0
Exports of Goods end Services
Goods {recorded and un-
recorded) 16.1 7.0
Income from investments 1.1 WS
Othor services to forcigners! 2.6 1.2
Totel goods and services [19.7% 8,7
Errors end omissions 1.0 6
Export surplus 11.3% 3.7

3 Figurcs do not add to-totals becausc of rounding.
1/ Excluding sele in-U.S. market of International Bank debentures.

2/ Under $50 million.

3/ Excluding changes in balences of international institutions.
4/ Excluding purchase of domestic securities by international institutions.
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Table II
United Stetes Governmcnt Aid and Loans
Actucl ond Estimated Expenditure 1/
‘ (In millions of dollars)
Jan.-Junc|July-Dec. (Calender {Jrm.-Junc| Fiscol
1947 1948 1948 1948 1949 1949
Actucl! Actusl |Estimeted!Estimoted Estimcted |Estimoted
U. S. Grents v :
UMRRA and post-UNRRA | 788 95 10 105 - 10
Relief in occupied areas 980 641 700 1,321 600 1,300
Philippine war damage
and rehabilitation 26 45 155 200 100 255
Greek-Turkish aid 74 211 200 411 119 319
Interim «id 12 496 14 510 - 14
International Refugee
Organization 17 58 50 108 15 65
International Children's
Fund - 18 - 18 17 17
Aid to China - 1 199 200 200 399
Other 305 53 50 103 S0 100
Total 2,272 | 1,618 1,378 2,996 1,101 2,479
Receipts 460 157 150 307 150 300
Net Total 1,312 | 1,461 1,228 2,689 951 2,179
Euroocen Recovery Program - 205 1,425 1,650 2,400 5,825
U. S. Loans
U. K. loon 2,850 300 - 500 - -
Surnlus property credits 120 177 30 207 30 80
Shin sale credits 154 43 - 43 - -
Export-Import Benk 2/
Gross (796) (315) (188) (50%) (188) (376)
Repayments (75) (42) (194) (238) (54) (248)
et 723 271 -6 265 154 128
Revolving Fund for imports
of raw matericls into
occunicd arccos - - 25 25 50 75
Other long-term 80 8 ) ) )
Othor short-term 3/ (net) 72 207 10 ) —189 ) 10 ) 20
Total 35,899 592 59 651 224 283
Other receipts 101 37 355 72 35 70
Net Totcl 5,898 555 R4 57¢ 189 213

1/ The sceming cxactness of some of the estimetes in thic table is duc
addition of cetusl figurcs ~nd coproximote cstimetes, or to the assumption

coses thet the rmount of funds aveilable will be fully uscd.

2/ Does not include disbursements by commerciel benks ot Export-Import

risk.,

to the
in some

Bank

3/ Including short-term dollar and foreign currency operations of Government

agencies.
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U. S, EXPORTS AND IMPORTS IN FIRST HALF OF 1948 Gretchen H. Fowler

U. S. merchandise trade during the first half of 1948 resulted in an
export surplus 40 per cent less than that recorded in the first six months of
1947. A decline in the value of exports by $1,400 million (about 18 per cent)
and an increase in imports by $600 million (22 per cent) were responsible far
the sharp cut in the trade surplus. 1/ The decline in exports was general for
all areas, Since export prices were 10 per cent higher in 1948 than in 1947,
the drop in export volume amounted to about 25 per cent. On the import side,
the record import value was due in the main to rising prices although the 1948
volume index was 9 per cent above the 1946 and 1947 levels.

Merchandise exports for the January-June period amounted to 6,557
million in 1948 compared with the record of $7,960 million in 1947 and with
4,769 million in 1946, 2/ Imports were valued at §3,486 million in the first
half of 1948 compared with $2,861 million in 1947 and $2,286 million in 1946.
Exports thus exceeded goods imports by $3,071 million in 1948 compared with
$5,099 million in 1947 and $2,483 million in 1946,

While the declining trend in U, S. exports which occurred in the first
half of 1948 is expected to be halted in the second half, as heavier shipments
are made under the ECA program, export values in the second half seem unlikely
to approach the monthly average of $1,230 million reached in the last half of
1947. The fact that the July value of exports amounted to $1,022 milljon and
August shipments to $988 million supports this suggestion. On the import side,
prospects for the rest of the current year are for a continuation of the level
reported during the first six months of 1948. The monthly average of $580
million for the January-June period compares with July imports of $559 million
and the August total of $598 million.

Trade by Areas

The decline in U, S, exports from 1947 to 1948 was general and not
limited to certain countries or areas, The drop, which ranged by area between
2 and 60 per cent, reflects in the main growing dollar difficulties of virtually
all countries. The main exception is the decline of 60 per cent in exports to
non-ECA European countries; this drop is due primarily to the ending of UNRRA
shipments and to export controls. The decline in shipments to ECA countries was
about 21 per cent compared with a drop of 12 per cent for areas outside of
Europe, The severe curtailment in exports to Australasia is the result of the
considerable efforts made by these British Commonwealth countries to reduce the
dollar drain on Britain from the "sterling area," The South American reduction
reflects the fact that war-accumulated dollar balances had been virtually
absorbed by the heavy 1946 and 1947 purchases. These changes are summarized in
Table I, and individual figures for some leading countries appear in the
appended Table V,

l/ An earlier article on the reduction in U. S. exports and the increase in
Imports, based on data for January and February 1948, appeared in the May 4,
1948 issue of this Review,

2/ All export figures in this paper for 1947 and 1948 include shipments under
The Department of the Army's Civilian Supply Program,
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Table I
United States Exports, by Area,
January-June, 1947 and 1948

Per cent
1947 ! 1948 change
(In millions of
Area dollars)
ECA countries (including .

TUPKEY ) e vevenecnssaonsses 2,808 2,206 -21
Other EUrOpP€..ceesesscvecss 295 118 -60
Total Europe (excluding

TUrKEY)eevvessonansseesee 35055 2,271 -6
North and Central America.. 1,919 1,687 ~-12
South AmeriCa,...vsseeceees 1,219 1,046 ~14
AsiacquOQo.QOQo.t.q!"..i. 1,216 1,073 "‘12
Australasj-ano esa 900 ssnn s as ’ 138 76 "45
AfTiC8s e evarnosanssnassonese 413 405 -2

TOtalvuooo‘..lQooqqu! 7,960 6,557 "18

ns v —

The distribution of export trade in 1948 resembled, in general, the
pattern of the previous year., The 4 per cent drop in Furope's proportion of
the total is mainly due to reduced exports to non-ECA European countries, Com=
pared with the distribution in the first six months of 1938, however, signifi-
cant changes are apparent, The substantial reduction in the importance of
European export markets is accounted for by reduced movements to both ECA and
non-ECA countries. The 6 per cent rise in Latin America's share in total
exports reflects in part continued heavy demand for finished manufactures,
especially machinery and automotive equipment.

There were even greater changes in the distribution of American imports
in 1948 compared with 1938, Many Latin American commodities which are now at
unusually high prices contritmted to the increased importance of South America
as a U. S. supplier in the postwar period. The reduced importance of Europe is
attributable mainly to the fact that the volume has not recovered to prewar
levels, The sharp increase in the North and Central American share reflects
the success of Canada's dollar export drive and heavier U, S. imports of petro-
leum from the Caribbean area, The substantial decline in shipments from Asia
reflects mainly curtailed imports from Japan and the Netherlands East Indies,
Import figures for individual countries appear in Table VI,
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Table II

United States: Distribution of Exports and Imports by Area,
January-June, 1938, 1947, and 1948
(In per cent)

Exports Imports
1938 1947 1948 1538 1947 1948
ECA countries(incl.Turkey) 38 35 34 22 12 13
Other Europe 5 4 2 5 3 b)
Total Burope(excl. Turkey) 42 39 35 27 13 15
North and Central ,

America 24 R4 26 25 37 35
South America 10 15 16 14 21 23
Asia 17 15 16 50 20 19
Australasia 3 2 1 1 4 2
Africa _4 _5 8 3 5 _6

Total 100 100 100 100 100 100

Trade by Commodities

The sharp increase in the relative importance of finished manu-
factures cmong United States exports, reflected in a comparison of 1947 with
1946 figures, continued further in 1948. Exports during 1948 of machinery
and ecuipment and other durable goods were well above amounts shipped during
the first half of 1946, as is emphasized by the detailed data in Table VII.
At the same time there was a continuing decline in the relative importance
of cxports of manufactured foodstuffs and of crude materials., This trend
reflects progress from the immediate post-war requirements for relicf goods
to the current emphasis on rehabilitation needs, as well a8 the stringent
restrictions put in effect in 1947 and 1948 in many countrics against imports
of consumers goods. Despite this trend, however, cxports of crude foodstuffs
maintained their relative position due meinly to large wheat shipments to
rclieve the world grain shortage.

On the import side, sharp changes in the import pattern between
1946 and 1948 werc confined to an increase in-scmi-monufoctures and a decrease
in the relative importance of crude materials. The mein increcses in the
semi-menufactures group were in wood pulp, copper, lumber, gas and fuel oii,
and bin. In the crude materials group, incrcases were reported in most lines
but sharp drops occurred in silk, undressed furs, unmenufactured cotton and
tobacco imports, as shown in Table VIII,
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Table III

United States: Distribution of Exports and Imports by Economic Classes
January-June, 1946 to 1948
(In per cent)

Exports Imports

Economic class 1946 1947 1948 1946 1947 1943
Crude materials 14 11 10 36 33 31
Crude foodstuffs 8 8 9 18 18 18
Manufactured foodstuffs 19 12 11 10 11 10
Semi-manufactures 9 11 11 18 21 23
Finished manufactures 50 58 59 17 17 18

Total 100 100 100 100 100 100

Price and Volume Changes

The rise in the price of American exports continued in 1948 but
there was a sharp reduction in volume compared with the previous year. The
sharpest price rises, as measured by the unit velue index, were in crude
materials and crude foodstuffs. All categories showed significant drops in
volume compared with 1947. For crude materisls and for manufactured food-
stuffs, 1948 volume was also below 1946. The breckdown by classes is shown
in Table IV.

Table IV

United States: Indices for Unit Value end Physical Volume
of Exports and Imports, by Economic Clesses, Jonuary-June, 1947 end 19489#
(Jenuary-June, 1946=100)

;

Exports Imports

Volume Unit Value Volume Unit Value

Fconomic class 1947 1948 1947 1948 1947 1948 1947 1948
Crude materiels 104 70 128 146 101 108 111 122
Crude foodstuffs 167 118 111 137 86 94 149 168
Manufactured foodstuffs 83 81 132 137 107 113 127 131
Semi-manufactures 152 115 129 146 109 126 131 150
Tinished manufactures 165 128 118 128 95 110 129 145
Total 140 105 122 134 99 109 126 140

1/ Calculated from Department of Commerce indices published in
Monthly Summary of Foreign Commerce.
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By contrast, both rising prices and heavier volume contributed to
the record 1948 value of imports. The volume and the unit-value index each
rose by about 10 per cent between 1947 and 1948. This relation sharply dif-
fers from the 1947 position where import volume declined 1 per cent below
1946.sand the increase in dollar value was due entirely to a 26 per cent price
rise. In fact, price-has been much more important than cuantity in achieving
the record post-war U.S. import totals. While import value in the first half
of 1948 was almost four times that of the first half of 1938, this resulted
from increases of 135 per cent in prices and 56 per cent in quantity. The
quantity of imports in the first half of 1948 in the major import categories,
expressed as percentages of the import volume in the first half of 1938, were
as follows:

Crude materials 193
Crude foodstuffs 136
Menufactured foodstuffs 97
Semi-menufactures 203
Finished manufactures 122

Total 156

Commodity and Country Data

The following four tables present selected U.S. exports and imports
by country end by commodity for the first six months of 1948, showing changes
in value from the first half of 1947 ond 1946, In each table, the countries
or commodities for which individual figures are shovn are those for which the
1948 figures show the largest chonges from 1947 or 1946.
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Tabl

e V
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United States Exports to Selected Countries

Jenuatry through June

(In millions of dollars)

Increase or decrcase (-)
Continent and country 1948 a8 compered withs
1947 1946

1. North America 1,686.9 -232.1 607.9
Canade. 918:1 ~-124.8 328;1
Cuba 33,3 -11.7 105.8
Mexico 265.8 -58.9 48,9

2. South America 1,045.9 ~173.2 535.2
Argentina 260.4 -52.8 1941
Venezuelsa 254,1 38.:3 153.6
Brazil 263.7 -90.5 105.7
Colombia 116.8 -1.3 46.1

3. Asia 1,073.2 -142.8 439.1
Jopan 133.6 -42,2 105.6

Republic of the

Philippines 246.0 25:6 98,1
India and Pakiston 155.8 ~75,7 82.5
British Maloya 51,5 23.5 44,4
China 153.0 -83.0 -96.4

4, Africa 404.6 -8.5 135.5
Union of South Africa 243.0 ’ 33.2 135.0

5. Europe 2,271.1 -784.3 55.8
Germony 454,84 168.2 432.5
Netherlends 153.0 ~39.9 68.5
Austria 74,6 29:8 54,9
Switzerleond 88,5 -4,1 40.1
Italy (including Trieste) 242,86 ~-50.0 32.1
Norway 39.5 -41.5 4.1
Belgium and Luxembourg 152.8 ~-83.8 3.5
Sweden 70.5 ~153.7 -18:5
Czechoslovakia 14,4 -21:3 -47 .9
France 369.4 -89.2 =724
Yugoslavia 3.5 -22.5 -90.2
Poland and Danzig 32.4 ~-34,4 ~-920.6
United Kingdom 3138 -298.0 -108.4
U.S.S.R. 5.1 -66.7 -198,2

6. Australia and Oceania 75.6 -62.0 : 14,7
Australia 55.0 -48,7 11.7

16 ECA countries and Germeny [2,206.3 -601.9 S5R2.2

Total 6,557.3 -1,402.8 1,788.2
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United States fmports from Selected Countries

January through June

(In millions of dollars)

Increase or decrezse (-)

Continent and country 1948 a8 comyared withs
1947 15486
1. North Americe 1,219.3 155.1 460.5
Cznada 682.8 171.3 290:6
Cuba 197.5 -63.6 42.1
Curacao 62.3 24.9 40,8
Fl Selvador 26.8 4,7 21.2
2. Asia 665.2 93.5 R70.8
Republic of the .

Philippines 124.7 38,8 117.3
British Melaya 134.9 -37.6 97,1
India and Pekisten 164.5 40,2 36:2
Siam R3:5 19.2 23.0
Netherlands Indies 3.4 RiR 18.3
China 56.5 ~-14.2 158.5
Afghanistan 4,4 R2.6 8.1
Turkey 24.4 -11,3 -15.2
Jopan 25.5 9.8 ~15.6
French Indo-China 1.1 -2.0 -18.0

3. South America 786.9 186.7 258.0
Venezuela 137.4 52.:8 82,2
Chile 95,1 40.2 50:3
Brazil 247,11 42.4 47 .4
Colombia 106.2 3.5 39,7
Argentina 111.1 21.6 19.4
Uruguay 44,2 27.8 13.5

4. Europe 522.,9 142.2 145.0
United Kingdom 138.5 37.4 63.2
Sweden 56:2 21:6 32.7
Finland 23.1 12.1 20.2
Ttely- (including Trieste) 43,6 22.1 15.2
U.S.S.R. 36.0 3,5 -21.2

5. Africa 210.2 66.6 61.0
Gold Coast 47.3% 23,1 32:9
Nigeria 23:5 -1.6 15.3
Union of South Africa 65.9 28.2 ~8,5

6. Australiz and Oceania 81.8 -12.0 4.8
Australia 65.8 -16.8 3.2

16 ECA countries ond Germany 453.8 115.2 137.2

Total 3,486.1 624.9 1,199.9
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United Stotes Exports of Selected Commodities
Januery through June
(In millions of dollars)

Incresse or decrease (-)
Cless and commodity 1948 as _compared withs:
1547 1546
1. Finished monufeactures 3,816.8 -7098.1 1,434.1
Eguipment:
Industrial mechinery 675.2 6:5 260.6
Merchant vessels 202.7 -192.7 185.5
Electrical machinery cnd
epparatus R73.2 -6.1 144,53
Agriculturcl machinery and
implenents 196.8 46,0 129.1
Passenger cars (new) 143.5 -22.8 115:5
Motor trucks end busses (new) 178.5 -53.2 82.2
Steel mill mcnufoctures 180.5 -4.3 76:.3
Iron and steel advanced mfrs. 117.0 -14.9 44,8
Auto. parts for replacement 76.7 -4,5 34,5
Office cpnlicnces 48.3 -1.8 27.2
Consumer goodss
Cotton monufactures 254.5 -148,6 87.3%
Rayon, nylon, ond other:
synthetic textile mfrs. 109.9 -49.5 £9.8
Wool monufactures 16.3 -28.4 -£2.9
Other goods:
Lubricating oil 104.3 5.5 48,0
Rubber monufactures 674 —46,2 447
Synthetic rubber 1.8 -3.0 -25.5
2, Semi-mcnufactures 737.9 -130.6 297.0
Iron cnd steel semi-menufectures 171.8 -44.,7 63.3
Copper (ingots, billets,plates
and rOdS) 38:5 12.4 30.4
Industrial chemicels 7442 3.0 30.2
Cozl tar products 58.8 .2 26.9
3. Crude foodstuffs 568,0 -85.6 214.8
Wheat £12,9 175.9 184.:4
Corn 10.2 -201.0 -7.9
4, Crude ncteriels 657.0 -204.2 7.2
Coal 218.2 ~40,7 111.4
Crude petroleum 55.3 12,5 2643
Cotton, unmanufactured 220.3 -85.9 -29.:2
Tobacco, unmenufactured 80.9 -65.0 -90.8
5. Manufactured foodstuffs 715.1 -229.5 -145.6
Theat flour 252.:9 ~101.3 162.3
Dairy products 87.1 -26.8 -87.1
Meat products 30.0 -67.8 -213.3
Totel 6,494,.8 -1.359.0 1,867.5
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Table VIII

United States Imports of Selected Commodities

Januery through June

(In millions of dollars)

CONFIDENTIAL

Increase or decrease (-)

Class and commodity 1943 as compared with;
' 1947 1946
1. Semi-mznufactures 780.9 187.8 357.8
- Wood pulp 149.4 41.8 87:8
Conper 86.5 29.6 52.8
Sawed boards, planks, deals, etc. 70.8 26.8 41.9
Gas end fuel oil 66.4 24.8 41.8
Tin 45.0 41,7 39.4
Expressed oils, inedible 33.8 -35.6 26.0
Diemonds, cut but not set 27.5 9.0 -40.3
2. Orude materials 1,064.2 150.7 256.1
Minerel products:
Crude petroleum 125.1 48,3 78.5
Nonferrous ores 49,6 6.0 20.2
Agriculturcl products {except fibers)
Oilseeds 88.8 91 69.7
Crude rubber 145.8 -59.3 52.4
Hides cnd skins 67.8 7.0 40,6
Tobzcco, unmenufactured 39.2 ~20.7 -11.7
Undressed furs 83,7 29.5 -34.7
Fibers:
Other vegetable fibers 37.3 7.5 24,5
Wool., unmanufactured 178.6 55.6] 23:1
Rew silk 5.9 4,0 ~55.6
3. Crude foodstuffs 632.6 117.5 232.0
Coffec 353.8 56.2 125.8
Cocoa or cacao beans 116.0 38.1 84,7
4, Finished monufoctures 614.2 147.1 R51.5
Hewsprint 196.5 39.3 93.4
Machinery =nd vehicles 71.8 38.1 51.8
Non-commercial imports 40.8 14.:9 28,9
Burlaps 63.3 20.8 15.9
5. Menufactured foodstuffs 341,35 4.9 108.6 .
Canc suger 1561 ~-58:5 9443
Meat products 27.3 19.9 20.8
Total 3,433.2 628.0 1,195.8
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SOME RECENT DEVELOPMENTS IN FRENCH Robert V, Rosa and
FINANCE AND CREDIT POLICY : Albert O, Hirschman

(This is a preliminary note based on ebservations and discussions of Mr, Hirschmen
and Mr, Resa during their recent stay in Paris, In particular, the section deal-
ing with the operation of the new French credit policy reflects extensive con=-
versations at the Bank of France and the National Credit Coumecil,)

I. Favorable Developments in the first half of 19,8

During the past months there has been a striking contrast in France
between physical recovery, on the one hand, and politicel and financial insta-
bility, on the. other, Industrial production has shown remarkable increases
during the first half of 1948, For the six-month period it exceeded the average
1938 level by about 10 per cent, The advance in steel production frem an
average monthly output of 470 thousand tons in 1947 to an average of 600 theusand
tons during the first 7 months of 1948 was particularly encouraging, At the
same time, excellent weather conditions had assured a good harvest, in contrast
with the catastrophe of the previous yeer,

The uncertainty as to essential foreign exchange resources, which
beset the economy during much of 1947, had largely been removed through the
aid forthcoming under the Interim Aid end European Recovery Programs, Further-
more, the series of financial and monetary measures taken by Finance Minister
Mayer in December 19&7—January 1948 undeniably had a measure of success, He
instituted a compulsory loasn, levied on an income tax basis, which yielded
about 85 billien francs during the first 6 months of 1948 and resulted, in
conjunctien with ether measures, in a Treasury cash surplus during that period,
The temporary blocking of 5,000-franc notes, and the accumulation of the lscal
currency counterpart of American aid, also exerted a deflationary influence
during this perind., Most prices remained relatively stable from February
through June, The seasonal rise in food prices, which usually takes place in
the spring, was much less than in the three preceding yedrs when it had regu-
larly started a new upward turn of the wage-price spiral,

II, Renewed outbreak of inflation in the Summer

Despite these favorable developments, inflation had apparently resumed
its course by midsummer 1948, Wholesale food prices rose by 10 per cent from
July to August and the retail price index for the Paris region rose 9 per cent
in August and a further 7 per cent in September, There are several reasons
why why the spring lull was not sustained. The most important one is possibly
the political crisis itself which dragged on for two months ‘and produced a
grave feeling of insecurity among all groups in the country. But several more
narrowly economic factors were also significant, With the exhaustion of the
impact of the loan levy and with the unblocking of accounts created by the call-
in of large denomination bank notes, public finance ence more exerted an infla-
tionary influence, A new program intended to balance public accounts in the
second half of 19,8 beceme imperative but could not be formulated without a
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Government, As a result the Treasury, which had been able to reduce its advances
from the Bank of France by 27 billion francs from December 1947 to June 19,8,

was forced to resume direct borrowing operations, From June 10 to September 9
these advances had risen L5 billion francs, and the total outstanding was un-
comfortably c¢lose to the present legal ceiling of 200 billion,

Bank credit to the private sector had continued.to expand throughout
the first half of 19,8, compensating at first for the deflationary influence
exerted ty public finance, but adding to the inflation when the influence of
the public sector again became inflationary, Other specific factors in the
situation include the effect of the January devaluation on import prices and,
perhaps even more important, the exceptionally good fodder situation which
slowed slaughtering substantially and had the effect of increasing the price
of meat, widely regarded among French consumers as & barometer of the price
level as a whole, Finally the official increase in the price of wheat, from
1,850 frencs per quintal in 1947 to 2,300 francs for the current harvest, com-
bined with the plentiful harwvest to place & considerable mass of purchasing
power in the hands of the farmers, In considerable part, the steep rise in
prices pcid for gold in the free merket can be attributed to the farmers who
were ooger to place part of their harvest proceeds in gold coims,

III., The Fiscal Measures adopted by the Queuille Government

The main problem facing the French Government in the last half of 1948
was to close a prospective budgetary gap of from 150 to 200 billion francs, not’
including the investment expenditures which are to be financed by releases from
the local currency counterpart of Interim and ERP aid, Although this problem
may not appear insoluble with total budgeted expendlitures amounting to approxi-
mately 1,500 billion francs in 19,8, and with national income running et o rate
of about 5,000 billion francs in August prices, the French taxation system has
been so overstrained in recont years by exceptional measures of all kinds that
even o small additional cffert presents extreme difficulties, It i1s hoped that
by the end of the year the Ministry of Finance will have prepered a thorough~
going fiscal reform, which may make it unnecessary to contrive exceptional new
measures every six months, The principal purpose of this reform will be (1) to
simplify the tax system and thereby release personnel for cerrying out adequate
controls over the taxpayer's declarations and (2) to lay the basis for the tax~
ation of those classes of French citizens who are at present virtually exempd
from taxation,;i.e, farmers and smcll businessmen,

In the meantime the Queuille Government, after the failure of its
three predecessors botween June and September, has adopted a program which con-
tains a number of different devices. Among the morc constructive steps is a
reform of the turnover tax which henceforth will not be paid in tobo by the final
seller of the finished product,.but by producers at each stage of productien,
The turnover tax will thus be placed on a pay-as=you-go basis, making it in
effect a tax on value added by manufacture, The tax on income from business is
to be roised as well, with rates up 20 per cent over present schedules. In the
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present inflationary situation such an increase is justified by the fact that
business income is not taxed on a pay-as=you-go basis while the tax on wage and
salary income is deducted currently at the source,

The gross yield of these and other changes in the basis of taxation,
Including increased prices for tobacco, gasoline, postal services, railway rates,
and other utilities, will be about 120 billion francs during the last three
months of 1948, To the extent that the result will be a reduction in the deficit
of nationalized concerns, increased prices might perhaps better be regarded as
reductions in expenditure for tho general fund of the Treasury rather than as
new sources of revenue,

In addition to these measures geonuine economies are decreed for certain
nationalized industries (mines, electrieity, gas) where the administrative
personnel has expanded beyond justification, In view, however, of the 15 per cent
wage and salary increase granted by the Government on September 23 there can be
no actual reduction in payroll disbursements. There may, however, be an acci=~
dental reduction of disbursements as a result of procedural delays in the payment
of war damages, which have been programmed at roughly 140 billion francs, as
compared with expenditures of only 37 billion in the first half, In spite of the
seasonal nature of these payments, which follew the activity of the building
industry with a short lag, it appears unlikely that the full amount appropriated
can be spent during the period contemplated,

IV, The New Credit Policy

Possibly the most important and .potentially effective measures have
been taken in the field of bank credit, To understand these measures it is
necessary to recall briefly the preceding attempts at credit control,

The principal obstacle to a consistent credit policy has been the
privileged and dominating position of the commercial bill which still today
represents two-thirds of all bank financing of business, For inasmuch as bills
run for a stated period of a few months, usually less than 90 days, and normally
represent the physical movement of goods, the French banking cemmunity has
considered them as self-liquidating paper, wholly "neutral" in monetary effect,
It has only recently been recognized in France--and it is still not realized
widely-~that bills are also bank credit; and that a continually expanding volume
of bills can nourish a monetary inflation quite as easily as can the money which
is created through advances or through the use of everdraft facilities,

Consequently, when the National Credit Council was considering new
methods for restrlcting the growth of bank eredit teo absolutely essential uses,
it did not see any necessity te place restrictions upon discounts. The measures
adopted on October 10, 19L7-~which directed banks te refuse credits to all
businesses unless their function was essential, and unless the funds requested
could not be obtained through reduction of stocks or of operating expenses, or
through additional contributiens by the owners--were actually applied only to
advances and overdraft fecilities, The decree was strengthened by a requirement
that all advances or overdraft commitments in excess of 30 million francs (later
altered to 50 million) must be approved in advance by the Bank of France,
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When these epparently sovere restrictions were considered necessary,
in order to prevent the growth of an aggregate of bank credit which would itself
feed the inflation, the French made two implicit assumptions, In addition to the
assumption that discounts were not credit, they also assumed that advances could
be held in check by selective or qualitative standards without setting quantita-
tive maxima, The actual result was that discounts continued to increase steadily,
ond that the limitation upon advances was negligible, During 1947, roughly 10
per cent of the franc volume of advancos subject to prior approval at the Bank
of France were refused, and another 5 per cent were reduced in amount, Thus far
in 1948, refusals and reductions combined have been less than 7 per cent of all
applications submitted, Interviews with commercial bankers indicate that the
low rate of refusals at the Bunk of France is not attributable to advance
rejection by the bankers themselves, bofore applications cre passed along, Most
bankers profess their inability to apply the broad standards of "national interest"
which the Bank of France is presumably superimposing upon the normal standards of
eredit judgment,

There seem to be several understandable reasons for the limited success
of the prior approval program, First, when taken singly, each loan applicant
appears to be in roeal noed of funds as a result of the inflation going on about
him, It is difficult for the reviewer to relate each single case to the overall
problem of an expanding volume of credit, The reviewers at the Bank of France
are really credit specialists of the Discount Department and therefore tend te
judge each credit request in its own limited context, Second, the need fer speed
leads to perfunctory examinatien, Third, and most important, without a quantita=
tive limit upen the total ef credit to be extended, it has proved impossible to
reject those less deserving borrowers who nonetheless present strong arguments
for special consideration, Such an overall maximum is necessary to curb the
examinerts tendency to approve the doubtful cases--a tendency which is understand-
able, since the banks submitting the applications are certain to protest vigorously
in behalf of any old and valued customers, ‘

Apart from the new machinery for curbing bank advences, the Bank of
France has exerted another type ef influence which has not been publicly announced,
It has entered into "gentlemen'!s agreements" with all of the principal banks
concerning their holdings of Government securities, These agrcements broadly
result in each bank continuing to hold the volume of its Government securities
portfolio constant-~increases are welcomed when the State has need for borrowing,
but the agreements tend to prevent the reduction of bank holdings, exeept when
there is a net withdrawal of deposits, Thus by exerting an informal pressure,
strengthened by its right to withdraw rediscounting facilities from uncooperative
banks, the Bank of France has recently been able to prevent the repetition of the
1946 and 1947 experience, i.e., wholecsale unloading of Government securities by the
banks in their effort to obtain funds for expanding private credits,

The utility ef this approach has been offset to a large extent, however,
by the willingness of the Bank of France to supply additional bank reserves through
the rediscount of commercial paper, Total rediscounts, including Government paper
not frozen by agreement, have in fact risen from 118 billion franes at the end of
1947 to 183 billion francs on September 9, 19,48, True, the Bank of France has
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imposed & limitation upon this source of banking funds by placing quantitative
ceilings on the volume of rediscounting that can be done by the smaller banks.,
But the motive for this limitation has been to proteet the depositors of smaller
banks against a top~heavy expansion in these banks, and thus little influence heas
been exerted upon the overall volume of rediscount operations for the economy as
a whole, Banks covered by these informal ceilings, as of last June, accounted
for less than 10 per cent of all banking assets in France,

Most of these weaknesses in the oontrol over credit granted to the
private sector have been removed, in prineciple, by the new measures announced at
the end of "September by the National Credit Council, the Bank of France,and the
Government, For the first time in the history of French banking there is to be
o quantitative approach to credit control, This is to be accomplished through
a system of ceilings:

(2) In lending out new deposits, banks will be restrained by
imposition of a special reserve requirement on all increases
in deposits after October 1 (up to now no formal reserve
requirements have existed in France; the reserves against
new deposits are to be held in cash or in short-term
Government paper),

(b) In lending out old deposits, the banks cannot exceed the
present proportion of loans to those deposits, and as =
result bank portfolios of Government paper will be no less
then present volume (barring a decrease in deposits),

(¢) In edding to reserves by using the rediscount facilities at
the Bank of France, banks will be forced to remain below a
maximum, to be fixed for each bank on detailed study of its
present position,

(d) Finally, the prior approval procedure is to be extended to
cover discounts of commercial paper exceeding a certain
figure,

The new regulations, once implemented by the detailed directives which
they require, should greatly strengthen the French effort to prevent private
credits from again contributing to the inflation, Coming at a time when most
of the business community expected a loosening of credit, to ease the burden of
paying new taxes and wage increases, the credit restrictions may administer a
significant shock to the economy., It is quite unlikely that tho Bank of Frence
will administer its new powers so ruthlessly as to produce & slump; but there
is ground for hoping that the new measures might prevent total bank credit from
expending much further,

Historically, the most significont feature of the new regulations is
the fact that they mark the end of the privileged position of the commercial bill
as "self-liquidating" paper, By placing a ceiling on rediscount facilities, and
by bringing discounts within the prior approval machinery of the Bank of France,
the National Credit Council will have closed the widest breach in the new system
of central banking controls which it is creating for France,
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In practical relation to the current inflation, the measures are
important because they give the banks a precise framework within which they can
act, The banks will have a limited volume of deposits and, provided the Govern-
ment dees not add to the money supply by new drawings en the Bank of France, the
commercial banks will no longer have an expandable supply of reserve fumnds at
their disposal, If the ceiling on rediscounts is low, perhaps only a few
percentage points above the present volume of rediscounts for each bank, many
credit applicants will be rejected on the initiative of the banks themselves,

The screening carried out by the Bank of France should also become a more meaning-
ful function since it will now embrace the allocation of &ll bank funds among the
varieus sectors of the business community.

Credit expansion still remains pessible if there should be a substantial
increase in deposits, particularly if the reserve requirement against new deposits
should be set very low, It will therefore be essential that the Bank of France
follow closely the behavior of deposits in order to raise reserve requirements
should an unduly large volume of lending appear likely on the basis of substantial
deposit increases, The success of the new measures must, therefore, still depend
on the skill and the vigor with which they are applied by the Bank of France,






