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THE PROBIEM OF THE BEIGIAN
SURPLUS IN EPU Albert 0. Hirschman

Since the end of the war Belgium has been the most persistent intra-
European creditor country, After having remained in approximate balance with
the other Western Buropean countries during the first six months of the oper-
ation of the European Payments Union, Belgium again earned increasingly large
surpluses since January of this year. By the end of August, the Belgian
EPU quota of $360 million had been exceeded by £13 million,

In accordance with a decision of the OZEC Council, Belgium will
continue to receive 50% of its surplus in gold up to an amount of &Lo
million over and above the Belgium quota. Negotiations are presently in
progress in order to determine a definitive basis for handling the Belgium!s
surplus in excess of its EPU quota (hereafter called "excess surplus"),
Independently of these negotiations the Belgian Government is considering a
series of commercial policy, credit, and exchange rate measures designed to
reduce its EPU surplus. The finaneing the Belgian excess surplus and the
measures contemplated by the Belgian Government both raise important and
complex problems for U, S. international financial policy.

1he Settlement of the excess surplus

The EPU agreement itself does not contain any guidance as to
the treatment of creditor countries that exceed their quota. While debtor
countries that exhaust their quota are required to pay 1005 of their excess
deficit in gold unless granted special additional credit facilities, the
treatment .of creditor country was left intentionally vague in the EPU agree~
ment, It was merely provided that any excess surplus would be "settled in
accordance with the decisions of the Organization® (Article 13-B). Under-
lying this vagueness was the thought that the appropriate method for
settling the excess surplus would have to be determined from case to case
from the points of view of: (1) the internal economic policy of the cred-
itor country, (2) its overall balance of payments position, and (3) the
resources of the EPU, It was generally assumed that, if a country had not
followed a deflationary policy, if its balance of payments wes in overall
balance rather than in surplus and if the resources of the EPU permitted it,
then the creditor country would receive 100% of its excess surplus in gold.

The evidence in the case of Belgium is unequivocal concerning the
first point. Belgium's production has increased by 10% since the beginning
of the year and by over 20% since Korea. Over the past year, wholesale and
retail prices have risen by some 30 and 15% respectively, Although still
high in comparison with other countries, unemployment has dropped from 11%
to 9% of all ensured workers. It cannot be maintained, therefore, that
Belgium should not receive 100% for its excess surplus as a penalty for any
deflationary policy or developments,

The evidence is somewhat less clear with respect to Belgium'!s
overall balance of payments, While Belgium's gold and dollar holdings
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dropped by over £100 million in the course of 1950, they have remained
stationary'during the first seven months of 1951. Up to the present time,
therefore, dollar receipts to the extent of 50% of Belgium's EPU surplus
have been sufficient to maintain Selgium in dollar balance, but it is of
course possible that, because of the cut in ECA aid, this will cease to be
the case in the current fiscal year,

The third test of Belgium's eligibility to receive 100% settle-
ment in gold -~ the adequacy of the Tesources of the EPU -~ is not as narrow
as it might seem, The question really is whether the EPU can look forward,
in,counierpart to Belgium, to the emergence of a country with converse balance
of payments characteristics; 1. es a country having a continuing EPU deficit
which it could settle 100% in gold because it had either very large reserves
or a continuing dollap Surplus. If there is no such country or such countries,
then the settlement of Belgium's resources in gold could only lead tot he ex-
haustion of the capital of EPU and could be maintained thereafter only by
additional injection of United States funds,

To say, therefore, that the resources of the Union are inadequate
for the payment of 100% in gold to Belgium, is only ancther way of saying

through an Epy surplus, Unfortunately this missing link, i, e, a country
Or a group of countries that can afford to settle their Epy deficit by
means of their dollar surnluses, does not appear likely to come into exist-
ence in the near future,

The situation, therefore, confronts us with a dilemma; from the
point of view of Belgium's performance and needs, a pretty good case can
be made for a 100% gold settlement of the excess surplus, but such a
settlement is fraught with dangers for the capital of the European Pay-
ments Union, it might result in demands for increased U, S. aid to the
EPU debtors and is not really warranted by the structure of international
payments in immediate prospect. Moreover, it is dangerous for Belgium's
position in the multilateral and liberalized area of trade and payments
which has been created by EPU in Europe, Belgium is likely to be excluded
from the liberalization measures which all EPU countries have undertaken
toward one another if European debtors camnot in fact afford a large-scale
deficit, payable in dollars, with Belgium,

A possible solution

This analysis leads %o the conclusion that in principle the
Belgians have a right to 100% settlement after exhaustion of whatever
additional eredit they may be persuaded %o grant to the Epy beyond their
quota. At the same tine, however, recognition should be given to the fact
that an indefinite and unlimited continuation of such a settlement is not
desirable from the point of view of the EPU, the United States, and even
Belgium, which would soon find itself discriminated against by the other
EPU countries, TIt, therefore, seems desirable to establish a2 ceiling on
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Belgiumts eligibility for 1007 settlement beyond which the question of
settlement would be reopened. Such a ceiling could be expressed eithor

as an absolute amount in dollars or, preferably, as a monthly rate, If
he latter device is adopted, it would be determined that Belgium would
receive 100% settlement up to a surplus of, e, g,, &15 million per month,
whereas the settlement of any excess above this rate would again be sub-
Jeet to determination by the OEEC Council, The cumulative principle would
have to be applied to this scheme, The monthly rate eligible for 100%
settlement would be determined on the basis of the resources of the Epy
and of Belgium's probable dollar deficit,

The advantage of this solution is that it recognizes that, on
the one hand, no blame can be attached to Belgium for its present surplus
position in EPU, and that no creditor country should be compelled to assume
an open-end commitment to extend credit., On the other hand, the proposed
method of handling the Belgian surplus limits the potential drain on the

Measures to correct Belgium's payments position

In discussing the Measures designed to reduce Belgium's EPy
surplus and its dollar deficit, one must first recognize that such
measures are necessarily distasteful because, to be successful, they

must be discriminatory in substance if not in form. The only way in

form of excluding Belgium fronm the trade liberalization granted by EP
countries to each other. Any action which Belgium itself takes to deal
successfully with this problem will hecCessarily be discriminatory in

situation, it may still be worthwhile to look for measures that are not
formally and overtly discriminatory -- to rank, as it were, the various
possible measures according to their unpleasantness. Such a ranking would

(1) Suspension of tariffs on goods which are primarily imported
from Europe,

(2) Further relaxation of quantitative restrictions vis-a-visg
EPU countries, This type of discrimination has been accepted by the United
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States as & means of promoting a "single market" in Europe. The freeing
from restrictions of capital movement toward EFU countries falls in the
same category,

(3) Granting of special credit facilities to imports from EFU
countries,

(L) Broken cross rates or equivalent devices,

(5) Outright discrimination against dollar goods,

Cross rates, The proposal to retain 5% of the broceeds of exporters toward
EPU countries and to devote these 5% to grant larger credit facilities to
importers from the EPU area amounts to a differential appreciation of the
Belgian franc Vis~a=-vis all Epu Currencies, but will not fully result in
broken cross rates, Horeover, the principal drawback of Cross rates, i. e.
cammodity‘arbitrage, is not likely to develop as long as the scheme is
maintained within the narrow limits so far contemplated, In fact, in the
case of Belgium, the problem is not how to prevent such arbitrage onera=
tions from arising but how to stop the existing "comaodity shunting® that
results from the fact that Belgium has less restrictions on dollar imports
than other BEpy countries as well as from the dollar retention schemes of
these countries, The Proposed discriminatory exchange rate and credit
measures would be entirely legitimate if they ware so designed as to prevent
the existing types of commodity shunting without resulting in arbitrage
operations in the inverse direction,

Postscript on "burden sharing

The preceding discussion ignores the question whether Belgiumt's
cantribution to the common defense effort is an adequate one and, if not,
what consequences should result for the EFU settlement. I believe it is
important to discuss the problem first without reference to the adequacy
or inadequacy of the Belgian defense effort since questions of principle
basic to the functioning of EFU are primarily involved. Should there be
a NMATO finding that the Belgian defense effort undertaken so far is inade-
quate, and that the additional effort to be furnished by Belgium would best
be given in the form of an export surplus to the other HATO countries, then
it would be best for Belgium to grant Belgian francs in stated amounts to
other NATC countries which will then be available tc these countries for the
settlement of deficits with EPU, much as sterling balances (the so-called
"existing resources") have been used during the first year of the Epy.
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of hostilities in-Korea,;JapgnQSe’bricé
ously UEN the first half of 1951, In recent montt
' ¢evindi¢351h3Ve*ﬁeﬂomﬂ*stabilizedjat~levels,fromf25&50 per S
afélsibfﬁ5u39¢i951;V The%inG?é§Sesjin;prices;'tOxthevextehtg;¢f"'“”
3 13’63¢333*°f,pfice:inflﬁtioninfother’countries,’have;;,~'”fﬂ

ivfmpetitive,positionrof Japanese ekports,‘aﬁd* ff ?  ,
”possibility'Of post treaty Japan,becoming.#g;x’a;z"'

Indices of Japanese Prices

vholesale Cost of Black & Free Retail Pric -
Prices o/ Living b/ Market Prices ¢/ Index (Tokyo) ¢/
~ dune 30, 1950 100 100 100 110
~ Sept. 30, 1950 13, 105 | 115 111
Dee, 31, 1950 123 107 121 117
 Mar. 31, 1990 145 119 1o o
CMay 31 158 121 1la bl

a/ 5CAP, Japanese Economic Stutistics, iay 1951, No.
 Ibid., This index called the
upon the basis of data coll

57, Section Iit,
"Consuiier Price Index", is constructed =
ected in the Family Income and Expendi-
tures Survey. Price data are computed on the basis of expenditures
for and quantitics of 2004s and services bruchased us reported in
the survey, Prices are the averave of actual official and black-
market prices weirhteq by the quantiti.s purchased in the respective
markets, .

¢/ Bank of Japan, Financial Statistics Honthly, June 1951,

The prinecipal causes of price increuses in Japan have becn ad—
vances in the prices of Japanese imports, including heavy imports of raw
cotton, and the Speculative reactions of Japanese tradeprs to the strong§] 
export demands including "special procurement” for y, S, and U, N, forces
in Korea, Furthermore, Japanese import planning waus badly timed,and,héavyl
imports were encouraged when world prices were at peak levels, Following
s Japanese exports (includine "special
procurement ) expanded sharply while imports, limited by modest allocations
of f0reign‘exchange and by the reluctance of Japanese importers to buy in -
rising«m&rkets, laaged behind previous levels, The larse export surplus
Was made possible by drawin down Janane '
goods and raw materials, - In ordep
£he Japanese government drastically inereased he for
following June 19530 and in September 1920 they instituted a
system" which both reduced intereg

"usunce bill
t rates snd expandeq credit available
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April - June

~° July - Sept,

CiOet, < Dee,
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- dan, ~ March
April - June

a/ Economic Stabilizatio
_Beport, May 1951, p. L3.

b/ Foreipn Exchange
‘ Statistics Monthly,

- Japanese Forei

, ”ffati¢na1j§rad¢} ,
' When price subsequently reil,

Japanese trade

e and mamfactures

Officiall Revised épprovédl Per Cent

ForEigE;ExChange Import

of
_Budget i

4'Exchag”913udégts, 1950*~H51;a/ |

Licenses  Budget

Import Remittanc:
__Buring Peripc¢

123 65 53
175 139 79
L5 o/ 346 ¢/ 83
525 L38 83
923 790 86 -
456 n.a, n,a,

Control Bouard

Excluding a special "long-termh
imports,
million of

The budgeted allocation

of Foreign
which $90 million was

licensed,

The upward pressures on prices resulting

and hicher import costs vere enhanced by th
supply which materialized
system" introduced to facilitate import fin
foreion exchange allocations,
efiect of sharoly

The Japaness
months following June

the increase in industrial production which expanded by
some extent the effect of the expande
by the expansion in the output of goods and se

product with the remainder accounted ror by agricul

substantially less than the rélative ineres

e sharp
throuch a combination of

Moreover,

money supnly incrgased by 39
30, 1950. This increase

than half

ase in the
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198

k71
516

Foreion Exchan;

exchange was $113

from export demands
increase in the money
the M"usance bill '

in reducing the

per cent in the eléve

in the year follov ng
ds and servieces wa
money supply,




'4qut Kare&n Inflationfiané§anﬁr;

Statistics o/

Relative Rate of ..
L ~increase turnover}4“ 7;t!i,
Deposit  Money in money of current  indy

s gcurrency b/ suoply supply. deposits -

O

X

o5 557 962 281 1clg
382 660 1,042 .083 15.8

e (BEITion yen)
2 sy 751 - W

/ Bank of Japan, Tinancial Statistics Honthly, v
~ Including "ordinary" ang Meurrent deposits' of Japmese banks, i
ﬁP‘;.J~abgarx;eﬁe;cEgcon 3

omic Statistics,

P———

Origins of the

quarter of 1930

%v; of the Japanese
over to the Jap

"usance bill system"

eségposﬁwaf'foreign exchange earnings throush the third

‘Were acquired by the Foreign Exchance Control Board (FECB)
lovernment (or by SCAP, prior to turning external trade

anese Government) agzainst JeN payments by the Japanese

Government, through special.bnﬁgetary accounts, é/ The yen fungs’ne¢e§8ary
~to acquire the forei n eXcranie earnines were provided by budgetary -
approgriations of governmental revenues and by transfers betwean special
budgetary accounts of the nroceeds realizeg from the liquidation of the

various foreiun
Government when

trade kodan (trading corporations) of the Japanese o
forei-n trade wug restored to & privute enterorise basis,

48 4 result, the Surplus in the balance of payments was not permitted to

increase the s

ly of money, as is customarily the case when foreign

exchanre earnings are acquired by the bankins system, as of Septembef“_
10, 1950, when the usance bill system wus introduced, the Jupanese
foreign exchange reserves totulled aparoximately 420 million,

The heavy surplus of foreign exchange receipts following June
1950 exhausted the Yen epprovriated by the 7eneral fund budget to the FiCB
and, in addition, the Javanese Government hag reached the statutory limit
to borrowings by the covernment from the Bank of Japan., Under these
circumstances, the FZC3 had reached the limit of the yen payments ity
could make to acquire the surplus in current account receipts, To escape
from this impasse and also to provide easy credit to stimulate imports,

a "usance bili"

The Foreimm

operate the foreismm exchange funds, hile SCAP ret.ined title
all fcreign,exchange«funds arising out of external transaetiqn
operations were vested by SCAP in the #iC3 by power of attorngygﬂ_]

Exchange Gontrol Board was created in November l9h9;i5?2  
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 _fBéﬁk o£iJapanv1oans of foreign exchange to the banks ang the‘yeﬁ *J o
edi S extended by banks to Japanese importers were both for this

om A Msange bill“'transactionrwould be completed approximately
%Eo;dgys;after'the/remittance,of foreisn exchange when (a) the»Jap&néSe!

‘exchange loans and 5 per cent on yen loans to importers, were fixed under-
‘the "usance piln System. In the Japanese interest rate structure these
are very low rates, f

Somparison of the "usance oL system" and earlier procedures for
financing the FrCE

Prior to the inauguration of the *usance bill System", the yen
required by the FuCB to purchase foreign exchange receipts, was provided
only from budgetary appropristion and sales of exchange to make remitt-
ances, The Japanese foreign exchange bank, having opened a letter of

from the 7iCB, When the banks gave credit to importers beyond the time of
arrival of shipping documents, 1/ an eXpansion in an asset (import~bill$)
of the foreign €xchange banks resulted. To the extent that the Bank of
Japan discounted import bills for the banks, to provide them with yen
reserves, there resulted an expansion in the assets of the Bank of Japan
and therefore in the currency issue and/or bank deposits at the Bank of
Japan, '

Under the "usance bill system®™, the Bank of Japan provides yen
to the F3CB, This makes the yen payments for foreign exchange remittances
available to the FaCB at the time of the issuance of the import letter of
¢redit, rather than later at the time of arrival of the shipping documénts.
Therefore, the minimum advance payment of yen to the FECB under the "usance
system", as contrasted to the "import bili# system was equal to the out-
standing import letters of credit, Introducing the "usance system" pro-
viding concessional interest rates ang extended credit terms at a time
when import licenses were being issued in unprecedented volume resulted
in a volume of import letters of credit far in €Xcess of the volume of
import remittances at the time of arrival of shipping documents, The
huge volume o7 outstanding import letters of Credit, resulted in the
transfer of a larpge portion of the vostwar Japanese accwnulation of

27 The‘duration of import bills was limited by the Policy Board of the
Bank of Japan to 60 days,
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of foreign exchange from the FECB to the banking system, Moreover,

o Japanese banks acquired foreign exchange in excess of their requirements
) to Ccover import letters of eredit, thus providing the FEC3 with additional
yen funds, 1In effect, a large part of the postwar surplus on current
account, which through September 15, 1950, was not allowed to affect the
money supnly but which was sterilizeqy by providing the FEGB with yen
funds largely from tax receipts, was injected into the Japanese banking
system in a few months following the introduction of the “usance system, "

Transfer of Foreinzn Exchange Reserves to the Banking System
(MiI1ion dollars)

Estimated outstanding

Foreign exchange a/f import letters of

purchased by Foreign exchange b/ credit plus additional
Bank of Japan remittance by borrowings of foreign
from FZCB foreign exchange exchange by Japanese

Period (cumulative) banks foreign exchange banks </

| ¢y N (1) Iess (2)

1950

Sept. 28 25 3

Oct, 149 130 : 19

Nov, 307 253 5L

Dec, Lh7 339 108

1951

Jan, 618 394 22l

Feb, 808 L1 357

a/ Bank of Japan, Financial Statistics Monthly, April 1951, table 69,
Receipts and dyments of Foreign Exchange Special Account,

b/ Tbid., table 1, Foreign “xchanoce Settlement, Assets of 411 Banks

= except the Bank of Japan,

3/ Under the "usance system” foreign exchanze banks have been permitted
to borrow foreign exchange from the Bank of Japan in anticipation
of future requirements to cover import letters of credit, Therefore,
the outstanding letters of credit will be less than the amount
indicated which is actually a measure of the foreign exchange held
by the Japanese banking system,

Inflationary impact of the "usance bill system!

The inflationary impact on the money supply arising out of the
introduction of the usance system" can most conveniently be considered
in two parts, First the surplus in Japanese external payments which here~
tofore had not been permitted to affect the currency issue of the Central
Bank, was now acquired by the F.CB with yen advanced by the Central Bank, 1/

1/ The current account surplus under the ™isance system" might logically be

- considered as accruing to the Central Bank, which had advanced the yen
to the FECB, Under normal trading and banking procedures, the surplus
in external payments would be held by the banking system, either by

%
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During the period September 20, 1950, to January 31, 1951, the excess of
foreign exchange receipts over payments amounteq to approximately ¥79,2
billion (%220 million), This amount represents the direct disbursement
of yen by the FECB and compares closely to the increase in the currency
issue over this period of ¥81,7 billion ($227 million), 1/ There are

No reserve requirements in Japan and commercial bank holaings of cash
are negligible 2/ (;40-55 million, or asproximately 1-2 per cent of
deposit 1iabiliies), In such a System, the effective limit on bank
Ccredit expansion is the leakage of currency as the supnly of money {de-
posits and currency) expands and/or prices rise and individuals choose
to hold larger amounts of currency. The ¥79,2" billion (25 per cent)
increase in the eurrency issue made possible an expansion in the earning
assets of Japanese commercial banks at a rate of approximately ¥31 billion
(90 mitlion) or 3,2 per cent per month over total earning assets as of
September 30, 1950,

The second inflationary impact of the '"usance bill system"
arises from the extension of the period of import credit. Under the
"import billn system, the maximum period of credit was limited to 60
days following the issuance of the import letter of credit, Under the
usance System" this period of credit is extended to 120 days, As con- -
trasted to the earlier procedures, this means that Japanese importers
are permitted an additional period of 60 days before Surrendering their
¥en to the banks for subsequent transfer via the Bank of Japan to t he
FECB, 1In effect, yen credits equivalent approximately to Japanese
commercial imports over a two month period are extended, which would not
have existed under the previous procedures. Because of the drastic
expansion in foreign exchange allocations during this period, the volume
of yen credits attributable to the "usance bill system grew sharply,

credit followin: October 1, 1950, this volume of additional yen credit

increase only until it is approximately equal to the volume of Japanese
commercial imports during a period of the length (120 days) for which
usance credit is extended, After this amount is reached, usance credit
will circulate as a revolving fund and the volume (subject to fluctuations
in Japanese imports) will tend to be stabilized,

}/ During the period September 20-January 31, the outstanding foreign
exchange loans of the Bank of Japan increased by $582 million,
This increase was offset to some extent by the decline in other
earning assets (including import bills discounted) of 218 milliong
such that there was a net increase in earning assets of $364
million, This increase was more than matched by the increase in
the currency in circulation of $227 million and by the increase in
the Government's Deposits (including the FECB) of $148 million,

2/ The Japanese commercial banks have negligible deposits ($10-15

- million) in the Bank of Japan, while their borrowings from the
Bank of Japan are substantial, amounting on January 31, 1951,
to $266 million,
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~ Bffech of "Usunce Bill Systen" on Japanese Credit Structure
s . (liillion dollars)y ’

Expansion Theoretical;leume

in yen credits of usance credit
due to lengthening Actual volume s/ (Sum of
of credit tems of usance commercial
for import credit imports
financing (Bank of during
Commeréial 3/ (sum of two Japan foreign previous
imports months imports) exchange loans) four months)
1950
Sept. b/ 30 30 25 30
Oct, sk 8L 130 8L
~ Nov, 68 122 253 152
- Dec, 75 143 339 227
1951
Jan, 102 177 39k 299
Feb, 160 162 451 Lo5
Mar, 209 369 5L6
Apr, 182 391 653
May 176 358 727
June 158 33k 725

8/ FICB, Foreign Exchange Statistics Monthly,

b/ Estimated for period Sept. 15-5ept, 30, from reported amounts for

- entire month of September,

3/ Bank of Japan, Financial Statistics Monthly, April 1951, table 21,
assets and liabilities ol all banks except the Bank of Japan, :
Information is not available regarding the distribution between
actual holdings of foreign exchange and "Foreign Exchange
Settlements" (volume of usance credit) following February 1951,
The excess of the Bank of Japan foreign exchange loans over the
theoretical volume of usance credit (sum of four months imports)
represents the transfer of foreign exchange to the banking
system in anticipition of Ffuture requirements,
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These caleulations indicate that the introduction of the "usance
bill system®, when contrasted with procedures previously employed in
Japan, resulted in a rapid €xpansion in both the currency issue and the
Supply of yen credit, Primarily as a result of the operations of this
system the supply of money expanded rapidly from ¥751 billion on June 30,
1950, to ¥1039 billion on March 31, 1951, an expansion of 38 per cent, 1/

Current problems

*

money supply, Furthermore, this inflationary pressure has been super-
imposed on the price increases which tended to result from strong export
demands and higher costs of imported materials, 2/

The increase in prices since the outbreak of hostilities in
Korea, is in sharp contrast to the moderate price declines in the fifteen
months of the Stabilization Program following iarch 1949, The inflation
in Japan relative to those countries which traditionally compete with
Japan in international trade, e.g,, the U,K. and India, is rapidly re-
ducing the Japanese apility to compete in international trade in the
future when demand conditions for Japanese exports become more normal,

It should be emphasized that the behavior of the volume of
“usance® credit and the distribution of holdings of foreign exchange
between the FiCB and the banking System, as analyzed above, is reversible,
That is, in a period when foreign exchange budgets are deing reduced,
the foreimm exchange actually held by FZCB should increase (subject to
an obvious lag) relative to that held by banks, and the volume of out.
standing letters of credit as well as the volume of "usance" credit
should decline, However, the anparent unwillingness of the Bank of
Japan und the Japanese banking system to reduce credit outstanding may
merely result in some other form of credit being extended to replace the
"usance® credit,

;7 IiF, International Financial Statistics, July 1951,
g/ A continuation of “he stabilization (Dodge) program policy of re-

J.

moving various production and consumption subsidies provided by
budzetary anpropriations also contributed to the upward pressure
on Japanese “rices,
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ﬂN:TED,S?ﬁTES FOREIGYF TRADE: A YFAR AFT?R'KGREA Edward Marcus

, One of the most striking effects of the world situation
after June 19%0 was the marked diminution of the U. S. export surplus
due primerily to sharply rising import values. This reduction lasted
for sbout nine months and, outside the military program, we actually
imported more than we exported in August and November 1950 and
January 1951, Imports continued high, and, until the second cuarter
of 1951, were a higher percentage of exports than at any time since
the end of the Second World War,

If we look farther, however, the nicture is not quite so
hopeful for balance-of-payments ecuilibrium, The large visible
surolus that re-emerged in the second cuarter of this year may be
a portent of difficulties that could arise in the future should the
rearmament program level off, Significant current factors that may
be indic~tive of such a possibility are: (i) lagging import volumes,
particularly of raw materials; (ii) the grest influence of temporary
price inecreases on impert values, price increases which in many cases
have now become decreases; and (111) the reversal of the previous
upward trend in imports from the ERP countries,

Total tradel/

It may be helpful to review foreign trade developments over the
past two or three years, U. S. imports dropped off in the first
half of 1949, while our export surplus rose, This led to increased
restrictions on purchases from'this country in mid-1949, particularly
in the Sterling Area, and then, in September-October 1949, to a
series of currency devaluations, Aided by our own internal upswing,
Us. S, imports began to rise, while the inereased trade restrictions,
devaluations, and continued recovery abroad reduced our exports., As
a percentage of U, S, exports,g/ our imports for consumption, which

1/ The various Department of Cormerce statistical serics on which
this article is based are not uniform in composition, Beceuse
of their military use special category exports sre excluded from
most country »nd some commodity bre=kdowns. Most shipments under
the Mutual Defense Assistance Program (MDAP) have been in these
soecial categories, Re-exports arc included in the country data
but not'in the commodity data. “Genersl imports", brokeén down by
country, include entries into bonded Customs warehouses, whereas
import data for commodi ties are "imports for consumntion” which
includes withdrawals from these warchouses, This difference is
of significance only in March, fpril, and May of this year, when
the excess of entries averaged more than $65 million monthly,
compared with a monthly average excess in the preceding 12 months
of but £9 million,

2/ Excluding re-exports and WDAP shipments,
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'had,fallen to I8 per cent of exports by the second ouarter:of 1949,
o rose gradually to 80 per cent in the first quarter of 1950, dipoed
& to 77 per cent in the second ouarter, and then jumped to 101 ver cent
IIZ inﬂtﬁe third ocuarter, indicatin- an excess of imports. By this time
exports were rising, snd in the following two auarters the rstio
remained between 95 per cent and 100 per cent, Then, in April of
this year, imports slackened while exports continued to rise for
one more month; for the second aquarter of 1951 the ratio dropped to

zgsper cent or sbout the same as in the corresponding quarter of
Oe

Even this somewhat lower figare would not be too alarming —=
it is half again higher than for the corresponding quarter of 1949 —-
were it not for the vrice influerce. If we were to re-price the volume

.: at pre~Korean price levels — say, on the basis of the second ouarter

4 of 1950 -~ imports would be but 69 per cent of exports. That is, the
visible surolus would be increased from 23 per cent of exvorts to 31
per cent, This change, of course, is the arithmetic reflection of
the greater rise in import unit values during the past year. The
export unit value index rose 21 per cent from the second guarter of
1950 to thet of 1951, whereas the import unit value index rose 36
per cent, a deterioration in our terms of tradel/ of 11 per cent.

Recent export rise

As already indicated, part of the explanation for the

increased trade surplus in recent months has been the relatively
high level of exports. Much of the rise since last Aautumn was simply
the result of a greater quantity of goods going abrosd; although unit
values in the second ocuarter were about 10 per-'cent above the last
quarter of 1950, the volume was up 23 per cent, with whest and suto-
mobiles accounting for a third of the rise. The second cuarter surplus
for total trade, excluding MDAP shipments, was at an annual rate of
$2.9 billion, the largest since before the 1949 devalu=tions.2/ It
might be noted that the geographical distribution of the export inecrease
has been widespread, with all important areas showing morked zains, and
Some observers have tended to regard it as analogous to our own buying
upsurge following the active intervention in Korea of the Chinese

' Communists.é/ In the second quarter U, S. trade with every important
area but one showed a larger export surplus —- or smaller trade deficit ——
than at any time since the last ouarter of 19L49. The one excention was
the Sterling Area, a sharp rise in our imports from Australia about off-
setting the export increase to the area as a whole,

1/ Export unit value index divided by import unit value index,

g/'Based on exports including re-exports and general imports. The surplus
of exports of non-military domestic merchandise over imports for consump-
tion was 3.3 billion, snnual rate.,

' é/ See for example The Journal of Commerce, July 25, 1951, p. 1.
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R On a monthly basis, the peak of total exports was reached
~in April of this year, 1In July total exports (excluding MDAP ship~

: mentSJTWEre 11 per cent below the second quarter monthly average.

TABLE I

CHANGE IN VALUE OF U. S. FOREIGN TRADE RY ARFAS

Per cent Increase or Decrease (~) from Second
Quarter 1950 to Second Quarter 1951

Total Exports General,Impogﬁgg

Total 60 sh
Total Excluding MDAP L7 5k
Excluding special categories:
Total L8 sk
ERP ho 111
United Kingdom 97 83
Belgium snd Luxembourg 27 89
France 53 275
Germany -4 270
Italy 57 81
Netherlands 33 86
Switzerland 79 53
All other 25 86
Canada L6 22
Latin American Republics 49 L1
Sterling Area 68 8L
Self-governing countriesl/ 67 108
Otherl/ 12 50
Soviet Bloc - 8L -1
China Mainland -100 - 76
Other Non-Sterling Far Fast2/ 65 60

1/ Excludes the Unifed Kingdom, Fire, and Iceland.

27 Indénesia, Japan, Philippine Republic, Taiwan. and Thailand.
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TABLE IT

Foreign:Trade

U. S. VISIBLE TRADE BALANCES

,_Surplus or Deficit (-)
(In millions of dollars)

1/ Excludes the United Kingdom, Eire, »nd Iceland.

1951 1950
Second Second
N fMuar ter Quarter
Total 1038 580
Total excluding MpAP 713 580
 Exeluding Special Categories:

Total 597 L91
ERP 515 L91
United Kingdom 66 28
Belgium and Luxembourg 27 36
France . L1 57
Germany 63 115
Italy 136 90
Netherlands 61 52
Switzerland 16 6
A1l other 10k 107
Canada, 170 Lo
Latin American Republics T4 15
Sterling Area - 16l - 63
Self-governing countriesl/ - 109 -2
Otherl/ - 133 - 77
Soviet Bloc - 15 - 12
China Mainland - 8 - 26
Other non-sterling Far Tast 2/ 82 Ll

2/ Indonesia, Japan, Philippine Republic, Taiwan, and Thailand.
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L&gging import volumes

‘In view of the strong demand that has emerged during the
past year, the hehaviour of import volumes is surprising.l/ For the
8econd quarter as 3 whole, the volume of imports in 1951 was only 7
per cent larger than in 1950, with important decreases in tin bars,
crude rubber, sawed boards, copoer, and burlap. Throughout the
second ouarter of 1951 there was a declining tendency in'imports,

June 1950, at a rate but 3 per cent above the pre-Korean half-vear,
As compared with the previous June, only manufactured foodstuffs

especially meat nrodﬁcts) and finished manufactures (notably chemicals
and metsl oroducts) were up,

To some extent this 172 in imports may be attributeble to
temporary obstacles, One factor is the slowness wi th which agri-
cultural and mining supplies can respond to an expansion in demand;
the legacy of the depressed thirties has made these industries
reluctant to increase output even though the current shortage has
pushed prices to extremely profitable levels, A second depressing
influence has been the recent drawing down of inventories accompany-
ing the decline in domestic spending, a reversal of the forces at

movement ends, our purchases abroad should recover.g/ Finally, price
ceilings for certain of our imports, such as the non-ferrous metals,

‘l/ See this Review, July 17, 1951, Recent Developments in Unitedq States
Foreign Trade, pp. 1-2,

2/8S8e the Journal of Commerce Import Bulletin, September 13, 1951,
Pe 1.
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, . i S, IMPORTS' 'FOR

. Per Cent Increase from 2nd Ouarter  vVal
1950 to 2nd ouarter 1951 Cuar

Ouantity Uniﬁ Value
, Value :

e Materials 2 79
1anufactured wool . e £ “
clean content) 2 18k 189
-~ Crude rubber - 28 197 113
 Crude petroleum 13 - 1 12
- QOthers -

~ Crude Foodstufss s 20 38

Coffee 3l 19 60
Cocoa - 8 50
Others

Manufactured Foodstuffs

Cane sugar b L 8
Others - — Lé

Semi-mamifactures - 1 35 3l

Wood pulp 10 59 76
Gas and fuel oil 3 5 9

Copper : ‘ - 27 33 1

,Sawed’boards, plarks,

deals, ete. - 27 35 - 2

Tin bars ~ 76 55 - 62
Others -

Finished Manufactures 21
Burlap - 17

Newsprint - 2
Others — - 63

TOTAL 7 36 L8

Figures may not add to totals because of rounding,
Pg;ces

Immedi ately following Korea. world prices of strategic materials
~climed rapidly, althoush there is evidence that 2 price upswing had be;
An the preceding onarter, From June 1950 to June 1951, the unit
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index;fbr'dur imports rose 37 per cent, whereas export unit values went
Up only 20 per cent, The largest inereases were in crude materials,
‘notably raw wool, raw cotton and crude rubber; if we exclude that
category from both calculations, then the June-to-June rise in our
exoort prices of 19 per cent was not much less than that of imports--
26 per cent, Comparing the second quarter of 1951 with that of 1950,
the comparable nrice rises weres '

All Exports 21 per cent
1 A1l Imports 36 per cent
D Excluding Crude Materialss
, Exports 19 per cent
Imports 22 per cent

‘ Both total'unit value indices rose every month after June
1950 until this June, when the export unit value index drooped
slightly, 1/2 per cent, However, the recent sharp declines in many
wholesale prices should ‘soon show up in our trade statisties, particularly
the import indices, and, indeed, individual commodity unit values in
June did register declines, notably crude rubber and tin bars,

The effect of this price rise in reducing the U, S, export

surplus can be best seen if we revalue current volumes at pre-Korean
unit values. as shown in the following table.

TABLE IV

U. S. FORTIGN TRADE AT CURRENT AND PRE-KOREAN PRICES
(In millions of dollars)

Exportsl/ Imports2/ Trade Balance Imports:

Exports
%
June 1951: '
At Current Prices 1165.9 91l.L +251.5 78.4
At June 1950 Prices 972.4 66,.8 +307,6 68.4
1951 Second Quarter .
At Current Prices 36L5.5 2817.3 +828.2 3/ 77.3
At 1950 Second Muarter 3022.1 2073.5 +9118.6 68.6

Prices

Imports for consumption,

%/ Excludes re-exports and MDAP shipments.,
3/ See footnote 2, page 2,
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, iﬁns,rat-preéKorean prices, not only would imports be a lower percentage of
exports, but, in addition, the absolute size of our export surplus would
be increased. |

Area trade patterns

ERP countries, - Since the end of the Second Torld War, the
most serious imbalance in our foreign trade has been the large surplus
with Western Europe, particularly the Continental members. It is pri-
marily this segment of our visible trade surplus that has given rise to
the phrase nd o11ap shortage." And Western Europe is probably the one
area with which our trade has still shoun a eontinuing large surplus in
CVery quarter since Korea,

This is not to imply that there has been little gain in the
direction of a viable Europe without U, g. ald. Thus, from the second
quarter of 1950 to the second quarter of 1951, our imports from the
United Kingdom rose 83 per cent, while from the other ERP countries the
rise was 122 per cent, and France and Germany each recorded gains of
more than 200 per cent. As a result, the Western European share in our
imports rose from 12,6 per cent to 17.3 per cent.

On the other hand, our exports to the ERP countries rose too
and, even if we exclude the "special categories! l/, our trade surplus
with the ERP countries rose slightly, from $491 million to $515 million
from the second quarter of 1950 to the second quarter of 1951. Only

country!s continued recovery aided a larger rise in shipments to the
United States, Other countries with which we had a smaller surplus in
the second quarter of this year as compared with the second quarter of
1950 were France and Belgium-Luxembourg,

At present, two possibilities threaten to increase our trade
surplus even more, Much of the increase in imports occurred in industrial
chemicals and steel products, which increased Li8 per cent and L82 per
cent, respectively, from the second quarter of 1950 to the second quarter
of 1951. These increases were directly attributable to our own shortages,
and whether we will continue to import these items in as large a volume is
uncertain., Both dropped off significantly after March, with France send-
ing less chemicals, the Netherlands less steel-mill products, and Belgium-
Luxembourg less of bot + The other, more general potential difficulty is
the effect of European rearming on exportable supplies, Shortages may
result in lower exports to the United States, even if our demand continues

1/ "Special category™ exports are those for which complete statistical
T data are not furnished because of their military uses. Most such ex-
ports are financed under MDAP, and do not, therefore; represent a

financial drain on the recelving country. cCf. below, p, 10,

g/ Cf. the UN EGE Economic Bulletin for Europe, First Quarter, 1951, pp.
2-3. The area breakdomn of the lower export total for July is not
yet available at the time of writing.
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Other areas, - Among the other areas, the most striking change
during the past year has been the doubling in our imports from the self-
governing members of the Sterling Area, in large part due to the sharp
price increases following Korea, Australian shipments rose from §32 mil-
lion in'the secong quarter of 1950 to $170 million in the second quarter
of 1951, raw wool being the main factor. Since our exports rose much less
both broportionately and absolutely--those to Australia, for example, went
up only ©8 million, or 31 per cent--our visible trade deficit with the
group as a whole rose from $2L million to $109 million, With the entire
Sterling Area, we had a deficit of $16lL million in the second quarter of
1951, compared with $63 million in the second quarter of last year. On a
monthly’basis, the deficit continyed high through June,

Significant increases in our trade surplus occurred with Canada;
the Latin American,Republics, mainly Mexico; and the non-sterling Far
Bast 1/, mainly Japan. While our imports from Canada rose less than 25
per cent, our exports rose almost 50 per cent, thus increasing our surplus
from $40 million to $170 million. There were marked increases in our
exports to Mexico, Cuba, and Venezuela which were not accompanied by equally
sharp rises in imports, On the other hand, because of a rise in coffee
imports from Colombia from an exceptionally low level in the second quarter
of 1950, our trade balance with that country shifted from an export surplus
in the second quarter of 1950 to a deficit this year.

Although our imports from Japan increased almost 50 per cent
from the second quarter of 1950 to the second quarter of this year, our
exports almost doubled, so that our trade surplus rose from 54 million

TABLE V

U. S. TRADE WITH THE LATIN AMERICAN REPUBLICS

(In millions of dollars)

EXPORTS IMPORTS TRADE BALANCE
1951-2 q. 19502 Qs 1951-77q, 1950-2 q. 1951-2 q. 1950-2"q.

Argenting 6L 35 80 L7 -16 -12

Brazil 159 67 198 127 =39 ~59

Colombia 67 73 73 L5 -7 $29

Cuba 132 99 108 96 2L +1

Mexico 183 111 79 73 +103 +38

Venezuela 12} 95 84 77 $40 $18
Central American

Republics 57 68 61 I -5 +27

A1l others 136 67 162 96 <26 ~28

Discrepancies between trade balances and exports and imports are
due to rounding,

1/ Indonesig, Japan, the Philippine Republic, Taiwan, and Thailand,

RESTRICTED




- 10 - Foreign Trade

~to 109 million, The most marked rise came in the second quarter of this
year, when the surplus almost doubled. Much of this movement may be
- attributed to speculative buying of U. S, cotton 1/, and has since ended
with the subsidence of inflationary fears and accompanying shortages of
- materials, Trade with Indonesia rose both ways, exports rising from $20
million to L6 million, and imports from $31 million to 58 million, our
Amport surplus rising very slightly, from $10,5 million to $11.8 million.
A $20 million rise ip exparts to the Philippines was exceeded by a $26
million rise in our imports, thus changing an export surplus of 4.6 mil-
lion to an import surplus of $1.5 million,

With the Soviet Bloc and the China mainland 2/, the increased
international tension and accompanying restrictions on trade reduced our
exports 70 per cent and imports L9 per cent. China plus the ten East
European countries took less than 0,1 per cent of our exports in the
second quarter of 1951 while supplying 0.9 per cent of our imports, In
the second quarter of last year, the export and import shares were 0.5

per cent and 2.7 per cent respectively, plus an additional amount via
Hong Kong.

Commodity composition of exports

The bulk of the increase in import values over the past year e¢an
be attributed to rising prices, but the export value increases: have been
due more to quantity increases; Comparing the second quarters, unit values
of exports were up 21 per cent, whereas the quantity rose 33 per cent, or
22 per cent excluding MDAP shipments.g/' Mainly because of lower raw cotton
and tobacco exports, the volume of crude materials shipped out was down 12
per cent; but the other categories rose, crude foodstuffs as much as 115
per cent, wheat to India being among the major increases, Other signifi-
cant quantity increases were in corn, coal, new automobiles, trucks, cotton
cloth, lard, and, in fact, fats and oils as a group. Cotton and its products
and manufactured foodstuffs, such as lard, were those showing the major
price rises.

Of increasing importance among our exports over the past year is
' the Mutual Defense Assistance Program. The export total for the second -
quarter of 1950 included less than ) per cent in the "special categories,"
all sold for cash. During the second quarter of thig year, the percentage
for all special category exports had risen to almost 11 per cent, three-
fourths of which were under the military assistance program, and were thus
automatically matched by grants to the receiving country, Half the esti-
mated quantity increase in our finished manufactures exports can be attri-
buted to this source.

%/ See The Oriental Economist, August 25, 1951, pp. 663-665.
ﬂ/ The data used here include also Hong Kong, as the main Chinese entrepot.
Y

The assumption made for this calculation is that the unit value of MDAP
shipments moved in the Same way as that for the finished manufactures
index, Actually, MDAP shipments made in the second quarter of 1950, but
reported with July exports, amounted to less than 2 per cent of the
second quarter total exXports,
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Crude Materials
Coal
Unmanufactured cotton
Unmanufactured tobacco
Others

Crude Foodstuffs
Wheat
Corn
Others

Manufactured Foodstuffs
Lard
Wheat flour
Others

Semi-marufactures 2/

Finished Manufactures
Passenger cars, new
Cotton cloth, duck and

tire fabric

Motor trucks and busses s

commercial, new
Tractors 2/
Others
Total

Excluding MDAP 3/

1/ Not calculable.

- 11 -
TABLE VI
U. S. EXPCRTS

Foreign Trade

(excludes re~exports)

Per cent increase from 2nd

Quarter 1950 to 2nd

Value end Quarter

B Quarter 1951 1951
Quantity Unit value Value (In millions of dolla.rs)
~12 30 15 583
89" 1/m.c, o1 151
=l1 50 -12 263
-18 3L 11 L9
— - L0 120
115 15 11,8 Li36
146 9 167 287
L9 23 8L 56
-- -- bl 92
12 L3 59 239
93 69 227 42
23 19 L6 31
- - N 166
25 28 59 L31
hly 15 66 2,281 -
157 8 17 11T
L2 38 96 75
55 9 69 oL
17 5 23 - 56
-- -- 63 1,946
33 21 60 3,970
22 21 L7 3,6L6

Excludes certain special categories.
See footnote 3, page 10.
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Conclusion

Before that contingency arises, however, we may see a reversal
of recent trends. We may look for shortages of exportable supplies,
particularly among metal products; increased demands for imported raw
materials and consumers! goads once the present dovmward trend of prices
comes to a halt; import unit values rising again; and rising foreign bal-
ances., Forecasts of a very large rise in foreign gold and dollar balances

course of imports of finished manufactures, and these may be limited by
supply availabilities in Europe. The main uncertainty for the immediate
future is U. S, demand. Later on, supply shortages loom as possibilities.
Whatever the shape of our balance of payments in the near future, the





